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A Preface by the Authors

Ethics is in the news. Confrontations and the differences of values and
opinions create lead stories and headlines. Ted Koppel's Nightline is a good
example. A typical show pits two different spokespersons, such as a pro-life and a
pro-choice advocate, involved in loud, angry, insulting discussions. Then the show
closes with a cartoon about the issue. The viewer is more likely to be enraged
than enlightened, and this style of presentation of ethical issues gives off more
heat than illumination. While raising an ethical issue is important, providing a
means for analysis and understanding is much more important. This is the
purpose of our applied ethics multimedia course.

The course is designed to develop reasoning skills and give factual
information about many of our most influential professions. While medical, legal,
government, media, accounting and many other professions are covered in this
series, not all professions have their own specific discussions. It is our belief that
anyone completing the course will benefit through an improved ethical thinking
process, which concerns any profession. The method of reasoning, the types of
problems, and the moral mazes involved have strong similarities that cross -
boundaries from one profession to another.

Ethical Issues in Professional Life: A Multimedia Course is better
than we had any right to expect when we began the project. We hope you find our
efforts worthwhile.

-- Robert Mertzman and Peter Madsen

THIS TEACHER’S GUIDE . ..

is for use with one of the fourteen, 30-minute videocassette programs of Ethical
Issues in Professional Life.

Titles of the fourteen programs:

Introduction to Professional Ethics 8. Ethics and Social Science Professionals

1.
2. Reasoning in Medical Ethics 9. Ethics and Scientific Research
3. Ethics and Engineering: The Case  10. Medical Ethics: The Neonatal Unit
of the Challenger ; 11. Ethics and Accounting Professionals
4. Ethics and the Legal Profession 12. Ethics and Financial Professionals
5. Government Ethics 13. Ethics, the Environment, and Professionals
6. Ethics and Media Professionals 14. The Social Responsibilities of Professionals
7. Ethics and Business Professionals



CHAPTER TWELVE

ETHICS AND THE FINANCIAL PROFESSIONALS
Topics to be discussed in this chapter include:

* The fiduciary professions

* Full disclosure in financial transactions

* Conflicts of interest—financial advisors and clients

* Conflicts of interest—securities analysts and access to
information

* Investing and social responsibility

* The savings and loan disaster

INTRODUCTION

In an old television show, one of the principle villains was a
small-town banker who participated in every manner of fraud,
deceit, swindle and shady deal. One of the most frequent
remarks the banker used to seal his one-sided agreements was,
“If you can’t trust your banker, who can you trust?" A T-shirt
was popular recently that had the printed question, “Is it more
of a crime to rob a bank or to own one?” Woody Guthrie, in
his song “Pretty Boy Floyd,” wrote and sang, “Some will rob
you with a six-gun, some with a fountain pen. . . you will never
see an outlaw drive a family from their home.”

The fiduciary professions handle other people’s money. Money
is a central value to many people and any irregularities or
misfortunes cause harm not only to individuals but, some-
times, to all of society. A survey of what people would do for
seven million dollars shows that three percent of the popula-
tion surveyed would have a sex-change operation, more than
20 percent would leave their families, and 10 percent would
kill a stranger. Is it any wonder that professionals in the
fiduciary professions, who become involved in deals where
commissions of seven million dollars are possible, would be
tempted to cross the line and break laws or destroy companies
and people’s lives?

There are many ethical issues that the fiduciary professions
share with all other professionals: duties to the client, to
society, to themselves and their families. These are just a few
general categories of common responsibility. A professional
commitment to competency and fairness in their dealings is
assumed. However, in many areas there are confusions
regarding exactly which client the professional serves. Profes-
sional ethical mischief involving theft, harassment, discrimi-
nation and lying are straightforward issues of character that -
professionals should avoid, as should all people in our society.
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The fact that these professions
have taken on professional
trappings only recently does
not reduce the importance

of a vigilant professional
development of these careers.

We will focus on the moral mazes generated by conflicts of
duties, by various practices that have the double effect of
benefits for some and harms for others and the general attempt
to identify the overall purpose that underlies the motivation
for giving professional status to the fiduciary professions.

WHAT ARE THE FIDUCIARY PROFESSIONS?

We will examine the emerging professional status of indi-
vidual professions in the fiduciary area in banking, insurance
and securities. Others may have fiduciary responsibilities in
the normal course of their profession, such as lawyers, but as
a profession the great majority of their members are not
principally engaged in fiduciary matters. Insurance profes-
sionals, College of Life Underwriters graduates (CLU’s) and
financial consultants have their own designation.

Real estate appraisers, securities representatives, lending of-
ficers and many other segments of the fiduciary chain have
professional societies that establish codes and provide a form
of enforcement of their standards and practices in an attempt
at self-regulation. Some of these professions are at an early
stage of development and others are quite mature. These
professions are necessary for the working of our complex
economic system. Without the smooth operation of markets,
society as we know it would collapse. The protection of these
markets, with professionals operating critically important
parts of the markets, is a rational approach for a complex

. society that has emerged in this century. The fact that these

professions have taken on professional trappings only re-

~ cently does not reduce the importance of a vigilant profes-

sional development of these careers.
FULLDISCLOSURE IN FINANCIAL TRANSA CTIONS

Often fiduciary professionals are involved in agreements
between parties for the exchange of present monetary values
or an exchange of present values for future values. In these
instances, an agreement requires ameeting of the participants’
minds for the agreement to occur. Contracts of this nature are
based upon information. An ethical issue arises when we
select information for the other parties to consider and select
information not to include. In each case, what does full
disclosure mean? Obviously, failing to convey information
that only the one party could have and that, if known, would
have the probable result of the other party not agreeing to the
deal, would be to base the deal on incomplete information. If
it was disclosed that information was being withheld and that



the other party could agree to the deal but with the idea that the
other party is aware of the incomplete knowledge, then do we
have the ingredients for an ethical agreement?

The legal system has many detailed conditions upon the
elements necessary for a contract to be binding. We are
interested in identifying some of the conditions that must be
fulfilled for full disclosure. When a professional undertakes
an agreement with a client, the client has the right to trust the
professional to do what is in the client’s interest. Should the
professionals abuse this trust by doing what is in their own
interests, then we have the negation of professionalism. The
client deserves a full disclosure of information so the decision
can be made by an informed client rather than for the client by
an agent. This means that in a professional-client relationship,
trust—not disclosure—is the main ingredient. There are those
cynics that believe the best way to manipulate an agreement
is to have the other person trust them. Thus, disclosure and
trust have reciprocal origins. The more trust, the less disclo-
sure required. The more trust is appropriate, the more profes-
sional the field. The less trust is appropriate, the less profes-
sional the field.

Full disclosure for professionals sets the parameters wherein
the clients may place their trust. Once that agreement is
reached, the professional has obligations to perform based on
the clients’ interests. Outside of that area, the professional
must disclose fully all relevant information affecting the
client’s interests.

CONFLICTS OF INTEREST:
FINANCIAL ADVISORS AND CLIENTS

Having specified the reciprocal relationship of trust and
disclosure in professional-client relationships, it is important
to note that areas that must be disclosed are issues that pose
possible conflicts of interest. Many financial investment in-
struments offer commissions to the agent of the buyer. Finan-
cial advisors may have other interests in the product being sold
to the client. All such interests must be disclosed.

In the Lincoln Savings case, purchasers thought their invest-
ments were in safe, secure, and insured financial instruments,
not in high-risk corporate bonds. Those involved in advising
the purchase of these bonds, including people at the highest
level at Lincoln Savings, had a conflict of interest. The firm
needed the investments to continue its corporate survival,
whereas the investors needed security and income normally






