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most of the times are

tivities, strong emphasis must be placed R tl-'xe mtﬂmt)' S A
:ﬂﬁﬁﬂ‘c‘lmuuons Certain principles of financial ethics are

1d in trust)

ding and hostile take over raise unique issues that require speci

areas of ethical implication of finance by discussing about

: hostile takeovers. - : )

$:: The financial services industry in dependent mainly on personal selling by

il : _ : sell-
: nce agents, financial planners, tax advisers and other finance professionals. Personal
ing creates innumerable opportunities for abuse,

and although finance professionals take pride in the le;[le‘ﬂf

integrity in the industry, misconduct still is prevalent. However, the customers who are not happy over ith
investments or rejected insurance k to blame the seller of the financial product, sometimes ¥’

- good reasons whatsoever.

$o i : ial
three objectionable & unethical practices in selling fina®
products to clients, namel and suitability.
0]

I on part of the sales people when all of the relevant informé”

erstandable, non misleading manner. Nowadays, the

; I sales people have deceptively developed a vocabulary that 0b jdand

rather than revealing. If someope walks into a broker’s office these days, no product wili be S0'°%

no broker will be found. Instead. 3 “financial advisor” wil] “help to select” an “aPPTOPﬁmEIW'

vehicle”, or “offer” a menu of “investment choices” or “Options™ among which one may theif
money™. Salespeople avoid Speaking of commissions, even though they are the source < and

compensation. The agents now- 3. days repres o ¥, =~ i ¢ plans”
My referred to the premium as * i Presents life insurance policies as “retiremen

claims are quic
Now we shall discuss
y deception, churning
: Only it is said to be ethica
tion are explained truthfully in an und
insurance agents, and othe




lient turns over control of an account to a broker, 't
ponsibility to serve the client's interests. A broker who me C
ot -.‘.‘."‘*‘.““‘f “_f'_a client or customer and is more akin to a traditional seller, but a
aclient's portfolio thereby pledges to manage it to the best of his or her ability.
nition of churning contains three elements
‘controls the account; ’
ng is excessive for the ¢ - :
er acted with intent. inincki Sl
ficult il the definition of churning is the meaning of “excessive trading”. First,
i dept?nds on the character of the account. A client who is a more speculative in-
assume higher risk for a greater return, should expect a higher trading volume. Second, high
tthe only factor; pointless trades might be considered churning even if the volume is refatively

. &u!.ning might be indicated by a pattern of trading that consistently favours trades that yield
amissions.

i) $The bro_k_ers, insurance agents, and other sales people have an obligation to recommend
~ onl =su1tab.]e securities and financial products, However, suitability, like churning, is difficult to
~ (gefine precisely. The most common causes of unsuitability are (1) unsuitable types of securities, that
~ jsrecommendation of stocks instead of bonds while bonds would better fit the investor’s objectives;
(2) unsuitable grades of securities, such as selecting lower rated bonds when higher rated ones are
more appropriate; (3) unsuitable diversification, which leaves the portfolio vulnerable to changes in
the markets: (4) unsuitable trading techniques, including the use of margin or options, which can
Jeverage an account and create greater volatility and risk; (5) unsuitable liquidity, Limited partner-
ship, are not very marketable and are thus unsuitable for customers who may need to liquidate the

investment. ' _ _ :
Investments are most often deemed to be unsuitable because they involves excessive risk, but a few

fisky investments may be appropriate in a well balanced, generally (fon.f.ervati\./e portfolio. Furthermore, even
m aggressive, risk taking portfolio may include unsuitable securities if the risk is not compensated by the
< al Markets: Financial transactions typically take place in organized market such as stock

4 T K ' futures or options markets, CUITENcy markets and the like. These markets
s markets, £ moral behaviour. The most basic of these is a prohibition

i ' ions o
presuppose certain moral rules and expec.taltllothe o e 4 e e il i
rally d_ In this context the following demands attention,

against fraud and manipulation, but gene el
niess, which is often expressed as a _I_evel p ?yen%phaSiS of financial market regulat}on is to ensure efficiency,
(i)  and Efficiency #iThe malrlh cople have confidence in their fairness or equity. Efficiency
ut markets can be efficient only wher p.n the maximum output with the minimum input- which is
is itself an ethical value because soniey bundance of goods and services and thereby promotes
. R . fficiency- Pro‘”des e ff when capital markets allocate the available
simple definition ofe ot is ge y better 0% in capital markets, however, only if the
the general welfare. A SO;'SZYUSG_ people will partlclal-';i‘:as a means to the end of efficiency.
capital to its most P’Oducbe fair, that is fairness has V&' losses. Markets produce winners and los-
markets are percewd to ’5 hot a mater of p from an equal loss to oti}er§. In this respect,
- Y (ar] els: omes ort where the aim 1s not to prevent
irness : tects not onj
- of financial m.arkt?ts protects y
?rs, and in : laying e regulation ways in which individual investors
it can be said that, P o th ossible of financial markets are many, by
losses but only t0 ESH -1 the generd! PL o the operation
individual investors, but 2 s pe treated unfairly . ities regulation is to prevent
f society €Al ¥ . following:
and members O : re the
the main kinds of unfairmess 25" ¢ of the M
€ ma Amipulation -

Faimess |
the gain of someé
the stock m@
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' tion that is difficult to verify. i et
B i involves the buying as selling of securities for the
SIS impression about the direction of the!f price so as _t9 _
7, - sell the securities. Like fraud, manipulation is designed to deceive o e
o Mg leading appearances rather than by false

. 4 'hm by the creation of false or mis

- _ . ﬂudmdmm'ipulation are addressed by mandatory‘ disclosure regulations as well_.u,@,‘ |
~ for false and misleading statements in any information released by a ﬁ-nn. Mandatmy
regulations are justified, in part, because they pro‘m'ote market efﬁcnftncy i.e. better inf
investors will make more rational investment decisions, and they will do so at lower overa]

st.

b) _Nm hen there is competition amongst parties but there is availabi]ity Ofnneqm]
information to the parties, it is regarded as unfair because the very concept of “level playing fiel¢
requires not only that every one play by the same rules but also that they be equally equippediy
compete. When there come the issues of equal information, however, it stands for the factor thy
parties to a trade actually posssess the same information or have equal access to information, The
trouble with defining equal information as having equal access to information is that the notion
of equal access is not absolute but relative. We also hold that some information asymmetries
are objectionable to the extent that they reduce efficiency. Although efficiency and faimess both

support attempts to reduce information asymmetries in financial markets, exactly what faimess
or justice requires is not easy to determine.

. s

gaining power: Fairness of bargained agreements assumes that the parties into it
have relative equal bargaining power. Unequal bargaining power, which arises from factors like
resources, processing ability and vulnerabilities, is an unavoidable feature of financial markets,
and exploiting such power imbalances is not always unfair. In general, the law intervenes when
exploitation is unconscionable or when the harm is not easily avoided, even by sophisticated

d)

silcient Frieing: Efficient prices which reasonably reflect all available information is beiig
considered to be included in fairness in financial markets. Volatility that results from mismatch
of t_myers and sellers is eventually self- correcting, but in the meantim e, areat harm may be don¢
by inefficient pricing. Individual investors may be harmed by buying at too high a price of :%111"5
attoo low a price during periods of mispricing. Volatility also affects the market dynamis™
reducing investor confidence and thus driving investors away. At its worst, volatility can

the financial system. ;
vy Insider trading is commonly defined as trading in the stock of publicly held coft

: e n dabe ) X ; - ! 4
ons on the basis of material, non- public information. Insider trading occurs when securities aré o

or sold on the basis of materi ic inft : inside™
; erial nonpublic information as the executives of oration and other I
know the organization well, an R i

g «6oanl
. d so might easil i to have SIg"™
impact on the company’s share g sily know about the events that are likely to = ers 47

Brivi price well in advance of other potential traders. Consequently, inSi¢®
;mvﬂ%ed over oth er p] a j £ potentia €rs. q dvanﬁge
e = yers in the mark o ea
_ Mm};iﬂg:ﬁueﬂionable g rket in terms of knowledge, a privilege that they could tak 3

' der :i&ag?fgr?:-,s:?l?lder trading can undermine investors trust in the market. While the ethical 850
AR quite controversial, there appear to be a number of possible routes. Jent

instance, discusses four main afh: L e N
» Fiseusses four main ethical arguments that have been used against insider trac="
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, valuable information which is essentially the propet
no right of access. ' WY
and the market i
aders might benefit to the cost of ‘ordinary investors’, making the market riskier, and
e confidence in the market. S
oine of fiduciary relationship:
jonships of trust and dependence among shareholders, corporate managers and employees,
on managers acting in the share holders’ interest, yet insider- trading is fulfilled by self-
on the parts of insiders rather than obligations to their ‘principal’.
disagreement over the moral wrong involved, there is difficulty in defining insider trading.
ain rationales which are used in support of a law against insider trading. One is based on
s and holds that those who trade on material, non public information are essentially involved in
perty that belongs to corporations . The second rationale is based on fairness and holds that trad-
inside information have an unfair advantage over other investors and that, as a result, the stock
alevel playing field. These two rationales lead to different definitions, one narrow, whereas the
Only corporate insiders or outsiders, who bribe, steal or otherwise wrongfully acquire corporate
wores, can be held guilty Qf_.insider trading according to property rights or “misappropriation” theory.
_ '!e takeovers can be described as the acquisitions opposed by the management of the target cor-
) , appear to violate the accepted rules for corporate change. The ethical issues in hostile takeovers

First of them is whether hostile takeovers should be permitted at all or not. Hostile takeovers
the buying and selling of stocks and it has been observed that

wmally are conducted in a market through : .
there exists a “market for corporate control”. Hence, the issue can be expressed in the form that whether there
stould be 2 market for corporate control not. _

| Qe ics which have been used by raiders or incumbent

" Secondly. ethical issues arise in the various tact : 1 by ‘
mem-%ﬁcn at the expense of shareholders. Thirdly, hostile takeovers raise important issues about

Manag ; ; : keover bids. In particular, it is about th
the . . nd directors 1n their responses to ta ar, . ut the
: M}’igsm;sz cc)lf;l g{;[zc:;stt?e directors when an offer that shareholders want to accept is not in the best

Inigrest Of the corpm-'ation itself. ’ fits and emphasise the_harms. Targets of successful raids
He Cutxcs_ : of hostile takeovefsld off pie cemeal or downsized apd folded .mto the acquiring company. In the

Sometimes broken up and so sl communities lose their economic ba§e. Tﬁkeﬂvem-generally saddle
Ms,'people are thrown out 01‘? WOrk-g- tions and expose them to greater rl_sk in th(? eve-nt'of a downturn.
“".“Pﬂmes with debt loads that limit their op by managing for immediate results and

Criti . d to defend themselves :
_ %cén:lso charge that companl; f:satlt_:hf;chs little evidence that newly merged or acquired firms outperform
“0pting costly defensive measti=>

Idustry n. The effect on the ec ide, the benefit of hostile takeovers must be
9 averages in the long rut:

hallenge the bene

onomy asid
s with poor management. Other factors can

Viewed wi 7 o busines:
ith some caution. derperforming grammes and.oth;
Bl targets are un . o nensive research pro s and-other sources of
Firstly, not all takeover g ¢ cash reserves; exp s own assets. :

ate may result from accounting and tax gitles

Wﬁ -b‘om&ﬂ“y adt aketo et Largover with the company
enable raiders t0

finance a tﬂk?w alth that takeovers cré
~ Secondly, some O

avings fthe appﬂ]’ﬁ[lt wealth.
E?ttbent‘:ﬁt shareholders but create no new “
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