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Source: PriceWaterhouseCoopers (PwC), Global Economic Crime Survey, November 2011, p. 18.

From the social perspective, a particularly rankling feature of rampant financialisation has been
a yawning income gap between the rich and the poor (or even the average) — originally expounded by
the Kuznets Curve (Kuznets, 1971) and compared internationally through the Gini coefficient (Gini,
1912).

As demonstrated by Figure 8, the top percentile of American earners (comprising wealth derived from
capital gains) have benefited from a long-term rise in remuneration, notably dynamic in the runups to
both global contractions (the Great Depression of 1929-1932 and the economic crisis of 2007-2009).
This protracted ascent is particularly striking when contrasted with the rather languid progress in
emoluments of the other two brackets of American high earners. Such a divergence has wide ranging
social implications, as income inequalities are oftentimes aggravated by — even more pronounced —
opportunity barriers. If continued, this alarming trend can undermine the future competitiveness of
human capital in the U.S. and other advanced economies (Cf. Stiglitz, 2012).

Figure 8: The Income Share of Top Earners (1%, 5-1% and 10-5%) in the United States in 1917-2010

Source: T. Piketty, E. Saes, Income Inequality in the United States,1913-1998, The Quarterly Journal of Economics, Vol.
CXVIlI, Issue 1, February 2003, pp. 7-18 (series updated to 2010), available at: http://elsa.berkeley.edu/~saez/TabFig2010.xls
[retrieved: June 25, 2012]. Note: income is defined as market income (i.e. incorporates capital gains).

The most palpable manifestation of social pathologies attributable to financialisation concerns human
health. Among the health hazards of financial distress cited in economic literature are (United Nations,
2011):

= jncreased mortality from certain diseases (e.g. cardiovascular conditions) (Brenner, 1971);
= higher alcohol consumption and (if prolonged) risk of liver cirrhosis (Brenner, 1975);

= major depressive disorders (Dooley, 1994).

= However disturbing the aforementioned health hazards, the most ravaging impact of financial
crises relates to suicidal acts. The relationship between financial volatility and suicidal attempts
has for long been researched internationally and yet has remained highly controversial. In
particular, it has been difficult to prove linkage between stock market volatility and an increased
incidence of suicidal tendencies (Nandi, 2012). By far more causal evidence has corroborated a
connection between unemployment and suicide. The transmission mechanism is simple: financial
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crises lead to increased unemployment, which (in turn) has a knock-on effect on the number of
suicidal acts, especially in lower income groups.

= Figures 9 & 10 demonstrate how falling trends in (population weighted) unemployment and
suicide rates in Europe were quickly reversed with the advent of the global financial crisis (whose
psychological bottom occured in 2008). The spike in suicide rates (coincident with the sharp
economic downturn) affected both Old (Austria, Finland, Greece, Ireland, the Netherlands, the
United Kingdom) and New Europe (the Czech Republic, Hungary, Lithuania and Romania) — the
division of the EU members dating back to 2004, when the largest recent wave of EU
enlargement took place.

Unemployment
1-5

1-4 -

Proportional change
[xy
[uY
|

Suicides

Proportional change

L~

T T T T T T T T T 1
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Year

Figures 9 & 10: Unemployment and Suicides in Selected Old and New EU Members in 2000-2009

Source: D. Stuckler et al., Effects of The 2008 Recession on Health: A First Look at European Data, The Lancet, Volume 378,
Issue 9786, July 2011, pp. 124 — 125. Note: adult unemployment and suicide in people aged 0-64, indexed on 2007 (the last
complete year before the crisis; y-axis values represent proportional change relative to that year).

3 Intellectual Capital (IC) in financial services organisations: structural
distortions

Given the frantic pace of innovation in the financial industry (already exemplified in this paper), it is
vital to examine its underlying causes and effects. The following factors have spurred the exuberant
and socially disruptive proliferation of financial products and services over the past few decades (Cf.
Wisniewski, 2011):

= executive short-termism and misaligned incentives: modern-age financial organisations are short
term oriented (via overaggressive compensation structures embedded in managerial contracts)
and heavily skewed toward marketing and sales (board representation, hands-on decision making
and, again, compensation) at the expense of in-house risk management and regulatory
compliance (underrepresented, undertrained, understaffed, underequipped and under-motivated);
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= widespread financial illiteracy: most global societies have failed to develop widely accessible
primary, secondary and tertiary educational systems that would promote a basic level of
understanding (by the public at large) of “plain-vanilla” financial products and services (let alone
their hybrids, i.e. complex financial derivatives); this nescience has resulted in social
vulnerabilities and limited public accountability of financial elites;

= unethical conduct and unprofessionalism: thus far, most financial executives have not been
subjected to sufficient standards of ethics and professionalism requisite for the fiduciary duties
that they routinely perform (in practical terms the overwhelming majority of financial professionals
are not obligated to demonstrate any proven technical acumen or skills, or to adhere to any
formalised code of conduct);

= political oblivion and ignorance: runaway financial sectors have not been properly supervised,
managed or coordinated by governments (most countries have been unable to formulate broad
economic goals — let alone detailed action plans defining future roles to played by the increasingly
potent financial sectors), while frequent swings of the political pendulum have added to volatility
caused by lopsided microeconomic incentives.

= Jongstanding deregulation (de jure and de facto): global financial centres have for long vied for
global supremacy (in capital flows, political prominence and talent recruitment) through a variety
of means including regulatory arbitrage (reducing regulatory burdens and a more relaxed attitude
toward existing laws — sometimes to a point of downright negligence).

The growing alienation of financial industries and their elites has given rise to mass movements
opposed to social disparities and (more specifically) financialisation. The scale of such protests has
been unprecedented (earning it the 2011 “Person of the Year” designation by Time Magazine);
Appendix 1 catalogues their key characteristics. Besides political goals, most protesters decried
corruption of their governments, income inequalities and certain aspects of financial sector
dysfunction.

4 Macro- and microeconomic prerequisites of intellectual capital growth in
financial organisations

It is evident that the unchecked expansion of worldwide financial organisations and industries has
become a significant social liability. The following measures will help restore lasting equilibria in
financial enterprises, their environments and will adequately motivate key financial executives:

= upgrading the quality of human & structural capital: most policymakers and reformers ignore or
underrate the importance of corporate culture in financial firms, whereas this domain requires a
particularly radical overhaul: contemporary financial organisations need to develop and cultivate a
policy of broad-based stakeholder and personnel engagement (most financial institutions still
point up shareholder value maximisation in their mission statements — which in practice is
downgraded to serving the short/medium term objectives of top executives);

= downsizing: by all established measures of relativity, global financial sectors and firms that make
them up are “too big for their societies” and need to be scaled back to proportions commensurate
with the underlying economies — this process can be accomplished by fragmenting financial oligo-
and monopolies (e.g. omnipotent credit rating agencies, multinational conglomerates) and
imposing fiscal levies on transactions deemed socially onerous (e.g. certain financial derivatives
and their combinations as well as systemically disruptive trading strategies);

= cleaning up: regulatory effectiveness and ethical conduct need to become an integral part of
executive decision making in contemporary financial settings — this requires tighter regulations
applied to and within financial organisations to ensure a level “playing field” of competition for all
participants involved in financial markets as well as symmetrical risk/reward profiles of key
executives involved in the origination, structuring, marketing and management of financial
products and services;

= wising up: basic financial notions must become routine elements of primary, secondary and (to
some extent) tertiary education curricula (regardless of their general focus) — this will help protect
societies from the most abusive practices followed by over-aggressive financial firms;

= Kknowing the way: electorates should force governments into formulating clear-cut development
goals for entire economies and industrial sectors within them — a greater degree of accountability
and transparency with help balance financial industry and macroeconomic objectives.
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Figure 9 highlights a combination of external (macroeconomic and sectoral) as well as corporate (in-
house) measures aimed at creating a sustainable environment for the global financial industry and a
high quality of intellectual capital output produced by financial organisations and their executives.
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Figure 11: Prerequisites of Intellectual Capital Growth in Financial Organisations

Source: Own elaboration

5 Conclusion

In recent decades certain aspects of global innovation undertaken in financial organisations have
proved socially disruptive. This argument can be derived from a quantitative assessment of
“financialisation” (the process whereby financial organisations and whole industries overbalance real
economies that underlie them), negative social effects of financial sector activity (financial crime,
social pathologies and rising perceptions of uncertainty) as well as widespread examples of popular
discontent with financial elites, their products and services (mass protests).

Numerous systemic distortions need to be addressed to restore long-term equilibria in financial
industries and their institutions. Challenges persist in and outside financial organisations. Critics
usually point to those of an external character, whereas a lasting balance can only be achieved from
within financial organisations. This can happen by aligning the goals of all corporate stakeholders
through convergent motifs/incentives extending beyond a single (electoral, economic or stock market)
cycle, fostering attitudes promoting sustainable corporate growth and adherence to professional
ethics.
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Appendix 1: Selected international mass movements opposed to income inequality, alienation of
political elites and financialisation (at year-end 2011)

Country of origin Incebtion Casualties**
(movement name — if P % Causes —> Goals death(s)/
. date L
available) injured

unemployment, inflation, corruption, sovereign debt crisis,
International Monetary Fund pressure, harsh austerity

Greece 05/05/10 measures (including welfare cuts), bipartidism, particracy, 4/270
democracy deficit —> regime change

Algeria 01/03/11 |nflgt|on, low salaries, ynemployment, regressive taxes —> 8/420
regime change, human rights, democracy

Jordan 01/07/11 mfIatlon_, low salaries, _unemp_loyment 1170
regressive taxes, ethnic tensions —> democracy

Tunisia (Tunisian Revolution, overnment corruption, inflation, self-immolation of Mohamed

Sidi Bouzid Revolt, Jasmine 01/14/11 |9 prion. : 224/94

Revolution, Dignity Revolution) Bouazizi, unemployment, lack of liberty —> regime change

prisoners held without ftrial, alienation of Shia community,
Saudi Arabia 01/21/11 | military intervention in Bahrain —> political and economic 6/3
changes, withdrawal from Bahrain, equality for Shias

Egypt (Egyptian Revolution, 25

January Revolution, Freedom police brutality, state of emergency laws, electoral fraud,

political censorship, corruption, unemployment, food price

Revolution, Rage Revolution, [01/25/11 ; . o . 924/6,467
Revolution of the Youth, Lotus inflation, Iow_ minimum wages, demographic structural
Revolution, White Revolution) factors —> regime change
unemployment, poor economic conditions, upcoming
constitutional amendments, corruption, regional inspirations 1.870/1.00
Yemen (Yemeni Uprising) 02/03/11 (Arab Spring) —> resignation and prosecution of A. A. Saleh,| ’ ’ 0

new constitution, dissolution of parliament, economic growth,
freedom of media
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corruption, lack of national security, low standard of public
Iraq 02/12/11 | services, unemployment, Saudi led intervention in Bahrain —> 35/n.a.
regime change
opposition to Budget Repair Bill proposed by Governor S.
Wisconsin, U.S.A. (The 2011 02/14/11 Walker to limit public employee collective bargaining and 0/0
Wisconsin Protests) address state budget shortfall —> defense of existing
entitlements
dictatorship, absence of effective constitution, government
corruption, unemployment, regional inspirations (Arab Spring)
) . . —> resignation of B. al-Assad, democratic reforms, regime|6,237/1,85
Syria (Syrian Uprising) 037171 change, expanded civil rights, recognition of Kurdish rights, 7
abolition of Supreme State Security Court, lifting of emergency
law
corruption, discrimination against Shias, unemployment, slow
Bahrain  (Bahraini  Uprisin progress of democratisation —> resignation of King Hamad,
_ UPISING: | 02/14/11 | constitutional monarchy, deportation of foreign mercenaries,| 51/1,000
February 14 Revolution) - h .
new constitution, end to economic and human rights
violations, equality for Shias, fair elections, freedom
Libya (2011 Libyan Civil War, crimes against humanity, human rights violations, ethnic 30.000/50
Libyan  Revolution, Libyan | 02/15/11 |tensions, corruption, nepotism, lack of liberty —> regime| ™’ OOd
Uprising), change, revolution
. . . inspiration with Arab Spring —> access to food, work, housing;
China (Chinese Pro-Democracy 02/20/11 |judicial independence, property rights, political pluralism, 0/4
Protests) )
freedom of the media
Toronto, Canada (Slutwalk) 04/03/11 explamllng or excusing rape by referring to any aspect of 0/0
woman's appearance —> freedom of dress
Spain (2011 Spanish Protests, unemployment, poverty,_ welfare_ (_:uts, political _corru_p_t|on,
- particracy, unrepresentative bipartidism, democratic deficits —
15-M  Movement, Indignant | 05/15/11 d h depoliticisati duci 0/310
Movement) > emocracy en ancemer_1t, depol iticisation, reducing
influence of economic powers in politics
Tibet 03/16/11 Chinese oppression leads t.o self-lmmqlatlon of 12 Tibetan 12/0
monks, nuns and former clerics —> Tibet independence
U.K. (2011 Anti-Cuts Protest in sweeping budget cuts in wake of parliamentary elections —>
London, March  for  the | 03/26/11 |opposition to extent and pace of austerity program, showing 0/66
Alternative) alternative to cuts (tax reform)
government, police, judicial, corporate corruption, kleptocracy,
. . - electoral fraud, red tape, abuse of power, black money —>
India .(2011 Indian  Anti 04/04/11 |strong and independent anti-corruption legislation and 0/53
Corruption movement) ) A=
enforcement, sweeping electoral and judicial reform,
crackdown of financial fraud
. . . Mexican drug war, government and corporate corruption,
Mexico (Mexican Indignados . . L ) - :
03/28/11 | regressive economic policies, economic and social inequality, n/a
Movement) T .
poverty —> drug decriminalisation, social democracy
excessive privatisation of educational sector, limited public
Chile (Chilean Protests, Chilean access to education —> end to school voucher system: its
) ’ 05/28/11 |replacement by state managed/funded public education, end 1/500
Winter) A ) . )
to for-profit schooling, implementation of tax breaks for
education
Israel (Israeli Social Justice rising costs of housing and living, government corruption,
Protest, Housing Protest, Cost widespread poverty, widening gap between rich and poor —>
of Living Protest, Real Estate | 07/14/11 |improved economic conditions for lower/middle class (lower n/a
Protest, Tents Protest, Middle public housing, living and transportation costs), tax reform,
Class Protest) free schooling, end to privatisation
limited rights, homelessness, wealth inequality, no access to
New York, U.S.A. (Occupy Wall 09/17/11 high quality medical care, environmental pollution, corporate n/a
Street, We Are the 99 Percent) influence of government, corruption of political elites —> social
revolution, civic democracy
Oakland, US.A. (Occupy wealth inequality, corporatism, injuries suffered by protesters
10/10/11 . . f ; ) L n/al4
Oakland) clashing with police —> social revolution, civic democracy
claims of electoral irregularities and vote fraud —> freedom for
Russia 12/05/11 | political prisoners, annulment of election results, new n/a
elections, regime change

Source: R. Stengel, Person of the Year — The Protester (Editorial), Time Magazine, (double issue): December 26, 2011/January
2, 2012, pp. 3-6, 17-24, 37-79; G. Blight, S. Pulham & P. Torpey, Arab Spring: an interactive timeline of Middle East protests,
The Guardian (online edition) available at: http.//www.quardian.co.uk/world/interactive/2011/mar/22/middle-east-protest-
interactive-timeline [retrieved: December 26, 2011]; www.wikipedia.com and web sites of specific movements. (*)Dates in U.S.
format (month/day/year), (**) available estimates used.
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