THE DUBLIN GROUP ON FINANCE AND THE COMMON GOOD
THE MALTA FINDINGS

Short Summary and Conclusions

of the Consultation held at the Central Bank of Malta, January 2016

A year after issuing its “Proposals on Finance and the Common Good”*, the Centesimus Annus
pro Pontifice Foundation once again invited the Dublin Group on Finance and the Common
Good, a group of bankers, banking supervisors, financial economists and specialists in financial
ethics to a consultation meeting, this time hosted by the Governor of the Central Bank of Malta.
A full summary and the papers presented will be made available on the Foundation’s website
WWW.centesimusannus.org.

The call from Pope Francis

The crisis context is still more urgent and tragic in 2016 due to the European refugee influx
which is not an isolated problem, but forms part of a broader set of social problems we face in a
post-secular society. In this context, with long term views postponed by the urgency of
immediate needs, Pope Francis has “an emotional connection with people around the world,
whether Catholic or not”; he was described as “the most prominent figure addressing issues that
have dominated global debates since the financial crisis began™?. This gives added audience to
Catholic Social Teaching and opens new possibilities of change, but the challenge remains: how
are these calls to be implemented?

Pope Francis starts from an anthropology where primacy is given to the human person, and
where money should not be idolized. These principles have universal value. He says that the
market will not, by itself, succeed in bringing about greater justice and inclusiveness: in fact,
economists know that choices concerning common goods cannot be solved by regulation or
price, but only through a decision process based on ethics. The preferential option for the poor
is essential to the Christian view, but not to foster a passive state of dependency on welfare; the
Pope says that helping the poor financially “must always be a provisional solution in the face of
pressing needs. The broader objective should always be to allow them a dignified life through
work™.

The Group was asked two sets of questions: Does financial reform entail real change? For
whom? And how? and Internally-driven Ethical Reconstruction: is it happening? The third
subject was an action-oriented idea: how to promote new Voluntary Solidarity Funds.
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1. Does financial reform entail real change? For whom? By whom? And how?

No doubt, financial reform does entail real change and banks are in the middle of a resource-
consuming implementation process. The financial sector is stronger. But there are also some
unintended negative effects.

The two phases of the policy response were, first, stabilization by means of liquidity injections
by the Central Banks and, second, strengthened regulation, unified supervision, resolution, data
gathering and stress tests. Contrary to popular belief, the carnage wrought on bank valuations
shows that public money was used essentially to protect depositors, not shareholders. The
system is now better capitalized and more solid. But is stabilization all that needs to be done?
And must the policy response address only banks?

While successfully reaching their immediate aim, the stabilization plans however have left a
legacy of problems: a possible risk of new asset bubbles, excessive bank holdings of public debt
and an unsustainable overall debt mountain. Increased capital requirements are causing credit
rationing and high spreads for low-grade borrowers (often SMEs). An increased weight of
compliance risks is squeezing out smaller financial agents and bringing about more
concentration. On a longer view, the hidden causes of the crisis, which made the system so
vulnerable, still need to be addressed: they ask for a rethinking of the functions society requires
of a good financial system and how resources should be allocated.

Conventional banks today are just one variety of financial agents. A large sector of unregulated
lending is developing in the corporate world. The digital revolution, with the creation of an
indefinite number of new means of payments and the increased knowledge of potential
customers by financial institutions will pose a number of new regulatory and ethical questions.

The next steps in the reform process will probably lead to extend the supervision perimeter and
set additional limits to some purely speculative activity. However, the problem is not so much to
introduce more regulation, but better regulation. There might be a degree of hubris in believing
that regulation is sufficient to reform the financial system. A good regulatory framework can be
a complement, but never a substitute to a solid set of ethical values. There is a need to rethink
regulation holistically in view of the aims and to find a balance between previous deregulation
and present re-regulation.

The principles set in reform programs adopted by the G20 or the European Union are ambitious
and truly intend to put finance at the service of the economy, but the actual process does not yet
meet all of these aims and there still is a big accountability gap. There being no “perfect”
financial markets, the remaining problems of the past and the new problems posed by
digitalization and an integrated approach to inclusive finance will need more than ever the
construction of a financial professional ethos underlying a continued, permanent reform effort.

2. Internally-driven Ethical Reconstruction: is it happening?

Some large financial institutions are showing the way by committing publicly to responsible
finance and stewardship. They organize intensive communication from the top about corporate
ethics, as well as mechanisms allowing employees to report on inappropriate conduct of peers or
managers. Employees are asked to explicitly adhere to the corporate Code of Conduct,
translated in the different languages, in spite of strong linguistic and cultural differences. They
also organize specially designed training programs on conduct risk management. It is essential
that these cases of best ethical commitment are duly circulated in the business world.



Many institutions are also developing philanthropic programs geared at consumer financial
education, non-profit and community led innovation, and support for the most financially
excluded. A question is raised in this respect: are the social goals set for these programs best
served by the corporations themselves, or by independently managed organisations? There may
be a point for economies of scale and independent supervision in larger, professional solidarity
organisations. A dialogue between corporations and charities should be developed in this
context, where both can learn from each other.

Philanthropy should not prevent the ethical questioning from reaching the mainstream operation
itself: some banks have started to assess the economic value of products from the point of view
of customers and systemic risk, thus addressing one of the traditional CST demands, that every
business decision has an ethical dimension. For some products, it is feared that excessive
complexity may impede such examination. Also, some financial institutions are introducing
products that respond to the needs of the undeserved, unbanked and youth entering the
mainstream, often informed by the work of non-profit and community organisations. Thus a
pro-active attitude is possible where inclusive finance becomes a business policy, not just a
philanthropic plus.

As on other points, opinions on ethical reconstruction differ: for some the changes in corporate
culture are more difficult, especially when recent management trends develop a mercenary
soldiers’ attitude in the ranks of business organisations. The high number of recent cases of
financial misconduct and consequent sanctions show persistent ignorance of the economics of
ethics: short term investment perspective with no ethics ends in shareholders’ suffering. Ethical
reconstruction also needs to be supported by education: there is a permanent need for reform in
economic and financial teaching. Ethical literacy needs to be part of economic and business
administration studies in an integrated way so as to make economic teaching closer to real
world problems.

The re-regulation trend has developed the “ticking boxes” approach of ethics, which is the
opposite from a true ethical construction. The ethical culture of an organisation must start from
below, but example of accountability and social impact criteria must be given at the top, and it
is urgent that contents issues, as opposed to formal matters, return to the boards. Management
selection criteria need to include the capacity of ethical discernment. In financial matters,
Churches are expected to be especially transparent and socially minded.

3. Voluntary Solidarity Funds (VSF)

In its previous document the Dublin Group proposed to promote Voluntary Solidarity Funds,
rather than levies on financial turnover or capital. The Group continued discussing this idea with
the aim of presenting a practical proposal to the Centesimus Annus pro Pontifice Foundation, to
Church authorities, and to Christians world-wide.

In the Rapporteur’s view*, recent IMF and OECD findings show that income inequality in
developed countries is growing, hurting economic growth and squeezing the middle-class:
previously attained levels of security in our societies are now under threat because of slower
growth, young and middle-aged unemployment, and socio-economic decay. In the meantime, in
spite of substantial progress in average income in different parts of the world, needs continue to
be pressing for large parts of populations in Latin America, Africa and Asia. Sustainable
solutions, as indicated by Pope Francis, require empowerment of the poor: “We must allow

* Inequality and Growth, the Road Ahead. Setting up a Voluntary Solidarity Fund. Report by Josef
Bonnici, to be published on the CAPPF website



them to be dignified agents of their own destiny”®. Training for entrepreneurship, micro-credit

and support for start-ups seem three ideal ways in this direction. The report proposes to focus
specifically on the lower income category or families that are being dragged towards the brink
of poverty. It should try to mobilize the vast amounts of liquidity now sitting idle, a “talent
buried underground” which through the VSF initiative could be utilized to “make better
fishermen”.

One can observe an explosion of foundation giving, and the “warm glow effect” for very rich
donors is every day in the news. But the idea is not so popular among relatively well-off
Christians: solidarity still moves around traditional charities, which rather focus on families in
extreme poverty, and whose very important role one should never attempt to cannibalize. But
there may be space for new funds aimed at entrepreneurship and the reintegration of the
excluded, where average people regularly contribute a small part of their income, and where the
use of funds and the evaluation of success is made totally transparent through independent
evaluation.

The proposal was met by the Group with enthusiastic support and also with some caveat and
suggestions:

» The best existing examples in this field are using loans, not gifts: confirmed micro-
credit organizations show a very low level of bad debt. Very small credit, associated
with professional and voluntary coaching can give extraordinary results in real life
personal recoveries.

» Church money participation could have exemplary impact, but the new funds must be
lay-led initiatives, with intensive professional involvement of experts and with highest
accountability standards. They should develop separately from State structures,
although the question of tax deductibility must be approached in different jurisdictions.

» The danger would be to duplicate existing efforts with a ‘crowding out” effect. The new
funds need to be clearly different from existing relief organizations. They should not be
just a new asset class of social impact investment, although they could benefit from the
discipline of market validation. In future, they could issue solidarity bonds, for which
there is demand.

» There could be a wide range of national or regional funds coordinating into some sort of
common structure. As a first step, however, it is recommended to start on a trial base,
with a relatively limited universe of contributors and recipients. This will require
extreme precision in the definition of aims, focus and methodology.

It is unlikely that any initiative of this kind will substantially change income distribution. But it
is worthwhile to take the risk: a Voluntary Solidarity Fund, deeply rooted in Christian
principles, may show that things can be conceived differently in the search for sustainable ways
to escape from poverty: idle funds can be put to work and the needs of the poor, who lack access
to bank credit, can be included in a more ambitious reform of the financial operation and legal
framework.

4. Action points and future meetings

» A task-force composed of members of the Group will discuss and submit a proposal on
Voluntary Solidarity Funds to the Centesimus Annus pro Pontifice Board. The proposal
will be discussed at CAPPF’s international conference (May 12"-14", 2016), during
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which a meeting with Pope Francis has been confirmed, as well as at the conference to
be held jointly with Fordham University in New York City (September 23", 2016).

It was suggested to prepare an intervention to submit to the European Commission and
Central Banks on the question of facilitating inclusive finance and micro-credit as part
of the financial reform program.

The present full dedication of the banking sector to implementing new regulations
should not prevent the sector and its industrial organizations from discussing about a
new definition of the ideal balance between different functions (payments,
intermediation, risk management) in a good financial system. This could be a subject
for future meetings of the Group, which could then channel its findings through
international organizations like the World Economic Forum and through national
financial sector bodies.

Another subject for future meetings is Digitalization, the new financial world and its
emerging ethical problems.

Participants to Malta Consultation

ANNIBALE Dr. Robert A., Citi Community Development and Citi Inclusive Finance
BONNICI Prof. Josef, CAPP Scientific Committee, Governor Central Bank of Malta
BORGHESE Dr. Camilla, CAPP Vice Chairman

BRENNAN Lord Daniel, CAPP Advisory Board member

BROWN Canon Malcolm, Director of Mission and Public Affairs, Church of England
BRUNO Dr. Giancarlo, Head, Financial Services-Member of the Executive Committee
World Economic Forum

COFFMAN Prof. D’Maris, University of Cambridge

De FRANSSU Dr. Jean-Baptiste, IOR Chairman, Vatican

DEMBINSKI Prof. Paul, CAPP Scientific Committee, University of Fribourg

GALEA CURMI Mgr. Joseph, Vicar General of the Archdiocese of Malta

GARONNA Prof. Paolo, CAPP Scientific Committee , Director FEBAF, Rome
GONZALEZ PARAMO Dr. José Manuel, Executive Director, BBVA

GONZI Dr. Lawrence, CAPP Board Member, former Prime Minister of Malta
GUBITOSI Avv. Marco, CAPP member, London Managing Partner Legance Avvocati
Associati

KOWALSKY Mr. Theodore, Director, U.S. Treasury; previously, Architect at
Barclays PLC; London School of Economics (LSE)

MARSEGUERRA Prof. Giovanni, CAPP Scientific Committee, Universita Cattolica
Sacro Cuore, Milan

NOWAK Dr. Maria, President, ADIE International (Microfinance), Paris

PABST Prof. Adrian, CAPP Scientific Committee, University of Kent

PASTOR Prof. Alfredo, CAPP Scientific Committee, IESE Barcelona

RIDPATH Dr. Barbara, St Paul’s Institute, London

ROSSI DI MONTELERA Dr. Lorenzo, CAPP Past Chairman

SCHULTE Dr. Markus, CAPP member, EU Commission Cabinet of Commissioner G.
Oettinger

SINISCALCO Dr. Domenico, Vice Chairman Morgan Stanley, London

SUGRANYES BICKEL Dr. Domingo, CAPP Chairman

TILIACQOS Dr. Eutimio, CAPP Secretary General

ZAHRA Mr. Joseph F.X., CAPP Advisory Board member, Vice Chair Council for the
Economy, Vatican

ZAMMIT Mr. Lawrence, CAPP member, Economist, MISCO Malta



