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2009 Financial Market Integrity Index: UNITED STATES

INntroduction

Concept of an
FMI Index

The Financial Market Integrity Index
(the FMI Index) was developed by
the CFA Institute Centre for Financial
Market Integrity (the CFA Institute
Centre) to gauge the perceptions
investment professionals have about
the state of ethics and integrity in
six major financial services markets
and how these perceptions evolve
over time. Specifically, the index
measures the level of integrity that
investment practitioners experience

in conducting regulatory outreach and
developing enhanced professional
standards.

The FMI Index is distinguished

from other market surveys and is
proprietary in that it capitalizes on our
exclusive access to seek the opinion
and perspective of the CFA Institute
membership (see inside cover for
details). CFA charterholders are invest-
ment professionals who have earned

The Financial Market I ntegrity Index was
de‘veloped to gauge the perceptions investment
professianals bhave about the state of ethics and

integrity n ﬁnancial services markets.

in their respective markets—Canada,
Hong Kong, Japan, Switzerland,

the United Kingdom, or the United
States—and the practitioners’ beliefs
in the effectiveness of regulation and
investor protections to promote such
integrity. This pragmatic input from
working investment professionals will
help raise awareness of leading issues
in the capital markets and will inform
the work of the CFA Institute Centre

the CFA designation and are required
to adhere to a stringent code of ethics.
The informed opinion of this particular
respondent group offers valuable
insight into the current state of ethical
practices and standards in select
global markets and will help to inform
regulators and other financial industry
thought leaders concerning potential
areas for improving the investment
profession.
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The CFEA Institute Centre

pro‘vides this report to advance

the cause af ethics and integrity

n ﬁnancial markets.

The CFA Institute Centre provides this
report on the findings of the survey (the
Report) to advance the cause of ethics
and integrity in financial markets through
the views and opinions of trained invest-
ment professionals so as to:

® Inform investors and regulators of
the perceived ethics and integrity of
practitioners and the effectiveness
of regulatory systems in the market;

® Encourage investors to consider
whether they are likely to be treated
fairly and ethically if they invest in
the market;

® Help assess whether a particular
country or market has specific
integrity issues that need to be
addressed by regulators; and

m Inform practitioners in the market
about how others perceive their
actions and honesty, in general, and
to stimulate remedial actions on
their part where appropriate.

Each FMI Index Report measures

the sentiments expressed by a

cross section of survey respondents
concerning ethical standards and
investor protections of a particular
market. The ratings discussed in this
Report represent the opinions of a
distinct group of professionals, CFA
charterholders, responding to a series
of questions about their experiences
with practitioners, regulations, and
investor protections in the United
States. This survey was specifically
designed to gather the perceptions of
only the U.S. market. Because respon-
dent populations differ significantly
between markets, we believe it will be
more valid and informative to assess
each country’s report independently of
the others rather than to try to make
cross-country comparisons.
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About the
FMI Index Methodology

The FMI Index 1s constructed to give equal
weight to two dimensions of evaluation:
(1) the ethics of market participants and
(2) the effectiveness of market systems in

ensurin o market integrity.

The CFA Institute Centre, in consulta- and others as well as “market sys-
tion with Harris Interactive, developed tems,” such as market regulation and
the FMI Index to specifically reflect investor protections, including corpo-
the perspectives and opinions of rate governance, shareowner rights,

investment professionals identified as and transparency. The questions relate
being committed to the highest level of  to how market participants and market
professional ethics. CFA charterholders  systems contribute to financial market
and holders of the ASIP and FSIP desig- integrity (see Figure 1). Respondents
nations were asked to evaluate and rate  were asked to answer a number of

a number of financial “market par questions that rate on a five-point scale
ticipants,” including sell-side analysts, the ethical behavior of these market
hedge fund managers, board members, participants and systems.’
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Figure 1

The ethical behavior of market participants
and the effectiveness of market systems
were the two dimensions of evaluation that
produced the final FMI rating.

FMI Index Questions and Rating Scales

Please rate the overall ethical behavior exhibited by the following groups in the
United States.

Not Ethical
at All

Slightly
Ethical

Somewhat
Ethical

Very
Ethical

Completely
Ethical

For each of the following, please rate the overall effectiveness of market systems for
ensuring market integrity in the United States.

Not Effective
atAll

Slightly
Effective

Somewhat
Effective

Very

Effective Effective

Completely

More than 2,000 professionals in six
countries who hold the CFA, FSIP or
ASIP designations participated in the
research for the 2009 FMI Index by
taking the survey either online or by
scripted telephone interview between
26 February and 13 March 2009.

To provide the most statistically reliable
opinions, this Report will use in-market
ratings when referring to an index rating
or score, unless otherwise noted.?
Out-of-market ratings will be used

for discussion and comparisons only
where noted because these results are
statistically less significant as a result of
smaller sample sizes.

The FMI Index is constructed to give
equal weight to two dimensions of

evaluation: (1) the ethics of market
participants and (2) the effectiveness
of market systems in ensuring market
integrity. Data gathered during phone
interviews were adjusted to align
them with online responses so that
all responses could be accurately
integrated into one pool of responses.
For more comprehensive information
regarding the overall FMI Index meth-
odology, please refer to the separate
report available on the CFA Institute
Centre's website at www.cfainstitute.
org/centre.

This is an opinion-based survey, and
CFA Institute makes no representations
concerning accuracy or otherwise
warrants use of the FMI Index for any
purpose by readers.

" One question dealing with severity of unethical behavior
or ethical lapses was an exception and listed a score of
1 as not severe at all and 5 as extremely severe. This
question did not figure in the final calculations of the FMI
rating.

2|n this Report, in-market ratings are those from respon-
dents inside the United States and out-of-market ratings
are those given by respondents outside the United
States.
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Executive Summary

Figure 2

In 2009, in-market respondents gave the U.S.
market a lower overall FMI rating (2.8) than they
did in 2008 (2.9).

FMI Index 2009 United States®

N
25 |
1 2

B In Market M Out of Market

3

AY Change from 2008 Results

0.1V
0.1v

Since the 2008 survey, the global mar
kets in general—and the U.S. markets
in particular—have experienced the
most difficult economic period since
the Great Depression. Markets and
market participants around the world
have been affected by the growth in
financial innovation, while risk manage-
ment and regulatory practice have
failed to keep pace.

This 2009 survey of sentiment con-
cerning the U.S. market exposes the
painful lessons investors have learned
about risk and market excess. This
index also reveals a continued decline
in the perceptions that charterhold-
ers have about the ethical behavior

of financial market participants and
the effectiveness of regulatory and
investor protections in the United
States. The global financial crisis

that began in the United States has
obviously soured those sentiments
and shaken market participants’ faith

in the ability of current U.S. investor
protections to ensure an orderly
functioning of the equity markets in
the United States. Although several
of the key ratings for market profes-
sionals and regulatory systems and
investor protections addressed in

this survey were significantly lower
than in 2008, some ratings dropped
only slightly, suggesting that survey
respondents were already pessimistic
about the behavior of financial market
participants and market systems a
year ago.

The ratings concerning regulatory
protections in the United States by
those both in and outside the United
States dropped the most from 2008 to
2009, signaling a desire among survey
respondents to improve the current
U.S. regulatory model—a model with
disparate parts that many commenta-
tors have blamed for precipitating the
current global financial crisis.



Conclusions

Of all those rated in the category of financial professionals, ratings for
corporate boards and corporate executives dropped the most between 2008
and 2009, suggesting that respondents perceive these particular types of
professionals to be most responsible for the current financial crisis.

Based on their perception of market ethics and integrity alone, only 49 percent
(versus 68 percent in 2008) of in-market respondents were likely or very likely
to recommend investing in U.S. markets. Those outside the United States
responded comparably, at 43 percent in 2009 versus 67 percent in 2008.

The 2009 overall ranking of market integrity, at 2.8, down slightly from an
overall rating of 2.9 in 2008, signals the growing need for improvements,
primarily in the effectiveness of market systems and in the professional
behavior of some market participants.

The open-ended comments that respondents provided in addition to their
survey rankings overwhelmingly affirm that dissatisfaction with the country’s
current regulatory model is the main area of concern.

The rating for hedge fund managers shows that they were perceived poorly
again in the 2009 index. This low rating was coupled with respondent
comments calling for more transparency from hedge funds.

In 2009, those outside the United States appear to have lost a significant
amount of faith in U.S. market systems. In the 2008 survey, those outside the
United States rated regulatory and investor protections higher than did those
inside the United States; this perspective reversed in the 2009 survey.

Key Findings
Other Key Survey Cc

Respondents

with the integrity of
corporate boards and
executives and ineffective
regulatory systems.

2 A market'’s overall rating is composed of the 10 factors
that make up the financial professionals rating and the
7 factors that make up the market systems rating. The
final, overall rating for this market was created by taking
the average rating or score from two sets of questions.
The first question set contained 10 equally weighted
components from a set of questions pertaining to invest-
ment professionals (i.e., market participants). The second
question set contained 7 equally weighted components
of questions pertaining to the effectiveness of capital
market systems in ensuring market integrity. These two
sets of questions were averaged as a set, and then each
set carried equal weighting in the final determination of
the FMI Index rating for this market.
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Key Findings

Ethical Behavior
of Individuals

Figure 3

Respondents were asked to rate the ethical
behavior of financial professionals as a
whole, as well as the ethical behavior of
specific financial professionals.

10

The first group of FMI Index questions
asked respondents their opinions
concerning the ethical behavior
exhibited by various financial profes-
sionals—also referred to as “market
participants”—in the market over the
past year. All financial professionals,
overall, received an above-average
rating of 3.2. This rating is not simply
an average of the nine ratings linked to

the ethical behavior of specific profes-
sions but was asked separately as a
control question. (The average of the
ratings of the nine professions is 3.0.)

The largest decline in sentiment was
in the rating for board members—from
3.2in 2008 to 2.8 in 2009. The level

of trust accorded to the executive
management of public companies fell

Ethical Behavior of Individual Market Participants

All Financial Professionals

EEX N 02v

Buy-Side Analysts

ss | | 01y

Corporate Boards of Public Companies

28 | |

Executive Management of Public Companies

2.7 | |

Financial Advisers to Private Individuals

o« | |

Hedge Fund Managers
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Mutual Fund Managers
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EC R 00

Pension Fund Managers
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Private Equity Managers
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* Statistically Significant Change from 2008*




nearly as much, dropping 0.3 points
(a 10 percent decline). These lower
ratings are reinforced by respondents’
comments, which included opinions
declaring that boards and executives
played the largest role among all
market participants in perpetuating
the current financial crisis.

Of the nine professions listed in
Figure 3, the perception of the ethical
behavior of hedge fund managers
rated lowest at 2.4, in contrast to that

unchanged in this time of such market
turmoil. Survey respondents rarely
commented on the ethical behavior of
professionals in these groups—despite
large losses by both groups in 2008—
which signals that respondents were
able to separate their assessment

of ethical behavior from the year's
performance figures when rating both
groups of professionals.

When given the opportunity to provide
open-ended comments on issues

Introduction

Executive Summary

Key Findings

Other Key Survey Considerations
Demographics

¢

Public companies seem to be run for the beneﬁt of management not shareholders.

Management almost always acts as 1f they are the company. Directors fail

in their ﬁduciary duties to shareholders. Management 1s more interested in

managing larger companies, making themselves more important and wealthier
at the expense of shareholders.

— Survey Respondent

of pension fund managers, which
ranked a 3.6. Respondents who
commented on hedge fund manag-
ers generally focused on the lack of
transparency from hedge funds and
asked for more transparency from
hedge fund managers.

It is interesting to note that the per
ceived ethical behavior of mutual fund
managers and pension fund managers
remains relatively high and largely

or behaviors that they thought need
to be addressed, respondents most
often noted the behavior of boards (38
comments) and executive manage-
ment (32 comments), as noted earlier.
However, the market participant issue
that garnered the most commentary
was not, in fact, directed at a specific
profession or type of participant but,
rather, addressed the broader topic of
incentives paid to those professionals.

)

“For these purposes, a 95 percent confidence level means
that if we were to replicate this study 100 times, we can
be confident that 95 out of 100 times the differences
between the two groups would be different from zero.
There is still a chance that in five of those 100 replicated
studies, there is no significant difference between
those two groups. Five percent represents the level of
uncertainty that a surveyor is willing to accept when con-
ducting a study with a limited number of respondents.

n
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Ethical Behavior
of Individuals

(continued)

12

(44

The agency problem’is still rampant. CEOs still have
too much power, and a cult of personality prevails.
Boards of directors are too cozy with the CEOs.
Directors need to better represent shareholders and

not be so easily swayed by the CEO and CFO.

— Survey Respondent

More respondents commented about
incentive structures (48 comments)
than about any other topic related to
the behavior of financial profession-
als. Most respondents spoke about
the need for a better link between
pay and performance and a need for
long-term incentives at the executive
level. A number of respondents noted
that it was the lack of such long-term
incentives—fostered by a short-term
mindset that blinded boards and man-

)

agers—that led to so many companies
suffering damage to their long-term
viability in the credit crisis fallout.

The considerable commentary about
incentives was unique to the U.S. and
Canadian markets; incentive structures
appeared among the top five concerns
in only one other market surveyed—
the United Kingdom—where only

15 individuals thought that incentive
structures were a major concern.

(44

Owverall, too much emphasis is on short-term

performance fo get a ‘big bonus’ rather than on doing

what is best for the long term. I ncentive structure

needs to be re-evaluated.

— Survey Respondent

)
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(44

In general, too many financial professionals in

the United States have put their own personal
interests (compensation and bonuses) or their
businesses’ interests (profits) ahead of their
fiduciary responsibilities to clients and their social
responsibility to the greater society.

— Survey Respondent

U.S. respondents also showed
significant concern about fraud (36
comments). Surprisingly, few com-
ments concerning fraud focused
directly on the high-profile case

of Ponzi scheme operator Bernard
Madoff, the subject of major news
coverage about fraud in the United
States during the administration of
the FMI Index survey. At a minimum,
though, it is safe to assume that the
Madoff case brought the issue of
fraud to the forefront as respondents

)

were assessing the integrity of
financial professionals.

Respondents provided only 26 com-
ments in the 2009 survey elaborating
on their concerns about conflicts of
interest among market participants.
By contrast, in 2008 more than twice
as many respondents (54) raised the
issue. This change likely means that
other issues related to the financial
crisis in the past year have overtaken
concerns about conflicts of interest.

(44

Fraud strikes me as the most cosz‘ly ethical lapse in the
investment business. It costs individual shareholders
directly and impacts overall market integrity.

— Survey Respondent

»

13
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Effectiveness of Regulator
and Investor Protections

The second group of FMI Index market systems ratings was 2.7 (see
questions asked the respondents their  Figure 4).

opinions concerning the effectiveness

of regulatory and investor protections  Furthermore, in 2008, all ratings for

in the market (referred to as “market individual market systems fell in a
systems”) over the past year. In the narrow range between 2.6 and 2.8,
control question seeking ratings of so respondents did not clearly single
all capital market systems, this group out which areas they considered most
of investor protections received a in need of improvement. Such is not

less-than-adequate rating of 2.8. This the case this year: Respondents in
control question rating was somewhat the United States are clearly the most
higher than the average rating of 2.5 displeased with the U.S. regulatory
earned by the group. In our 2008 system, as is explained in more detail
survey, this control question earned a in many of the comments we received.
rating of 2.9 and the average of all the

Figure 4

Respondents were asked to rate the overall Effectiveness of Regulatory and Investor Protections
effectiveness of capital market systems }
as a whole, as well as the effectiveness of All Capital Market Systems

Spocific systems and standerds o T ] 01w

Accounting Standards

N 0.0

Corporate Governance Standards

2.ax | 02v

Financial Transparency Standards

P 01v

Legal Protections for Investors

27 | 01v

Regulatory Systems

2% | ] 04v

Shareholder Rights Standards

25 | | 0.1v
1 2 3 4 5

B Effectiveness of Regulatory and Investor Protection AY Change from 2008 Results

* Statistically Significant Change from 2008
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(44

Recent evidence suggests regulatian 15 basical[y an

on your honor’ system with insufficient oversight.

‘Bad actors’need to be punished, including both fines

and jail time. There hasn't been enough punishment
handed out lately. People who behave badly and
violate their fiduciary duties need to be punished.

— Survey Respondent

The ratings in nearly every category
dropped somewhat from the 2008
ratings, although respondents’ faith
in U.S. regulatory protections experi-
enced the most pronounced decline.

Regulatory systems are, by far, the
greatest focus of concern in the
area of investor protections that
respondents registered in 2009.
One hundred thirty respondents

»

commented on the state of regulation
in the United States, most of whom
declared the current system to be
inadequate due to a lack of resources
or ineffective in its enforcement. (By
comparison, only 50 respondents
commented on the U.S. regulatory
system in 2008.) The greatest number
of regulatory comments in 2009
focused on respondents’ perception
of ineffective regulation and oversight;

(44

Prolzfemtion and politicization of regulators—who

are long on lawyers and short on financially literate
people—is the main problem.

— Survey Respondent

»
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Effectiveness of Regulatory

and Investor Protections

(continued)

16

weak regulatory enforcement and a
lack of financial expertise among U.S.
SEC staff were other areas of concern.

A number of respondents also
expressed concern about the state

of transparency in the U.S. financial
market (69 comments). Most of these
comments focused on the need for
greater financial transparency and
spoke to such issues as less ambiguity
concerning off-balance-sheet items,

better transparency in a market for
derivatives, and the need for more
discussion about the firm-specific and
systemic risks facing each firm.

Respondents also were asked two
subquestions about capital market sys-
tems to further illuminate some of the
reasoning behind the individual scores
given to the various market system
components. These subguestions do
not figure in the final calculation of

(44

There 1s this fascination with believing that enough
regulation’ will stop fraud. It won't. Transparency
does. The Enrons of the world don’t happen unless
hype and parroting replace sound fundamental

research.

— Survey Respondent

)



(44

Inwestors should be skeptical of

any investment product that has

a lack of transparency.

— Survey Respondent

ratings. The first subquestion asked
about the effectiveness of capital
market regulation policies themselves.
Specifically, we sought respondents’
perceptions on whether the regula-
tions and investor protections available
in the market represent industry
standard or best practice and if
implemented correctly, whether those
market systems would offer a solid
framework for investor rights. Respon-
dents rated these regulations and

)

policies an average rating of 2.6 out of
5.0 (this rating was 3.0 in 2008).

The second subquestion focused on
the effectiveness of implementation or
enforcement of such regulations and
policies. Respondents appear most
concerned with the enforcement of
regulation in the United States; this
score dropped from a 2.7 in 2008 to a
2.2 in this year’s survey.

Introduction

Executive Summary

Key Findings

Other Key Survey Considerations
Demographics
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Willingness «© Invest
in the United States

Figure 5

Likelihood of in-market respondents to
recommend investing in the United States
based solely on the ethical behavior of
market participants and the effectiveness
of capital market systems.

18

The steep downturn in the financial
markets over the past year undoubtedly
has influenced attitudes about the over
all safety of the U.S. financial markets.
Many pension funds and individual
retirement plans have seen their assets
cut in half—or worse—following the
sharp downturn in the markets since
the 2008 version of this survey was
administered (approximately a year
ago).

This historic meltdown of the global
capital markets is the result of a

number of factors, including the actions
of a variety of market participants. In
this section of the survey, respondents
were asked the likelihood that they
would recommend investing in the U.S.
market based solely on their percep-
tion of the ethical behavior of market
participants and the effectiveness of
capital market systems.

In 2009, just less than half of respon-
dents in the United States said they
were likely or very likely to make such a
recommendation (see Figure 5), versus

2009 2008
12%+ S 179 4% 5% 369,
B Very Likely 21%
B Likely
B Neither Likely nor Unlikely
Unlikely
Very Unlikely
34%* 32% 34%

Based Solely on Ethical Behavior and Capital Market Systems, Would You
Recommend Investing in the United States?

* Statistically Significant Change from 2008




43 percent of out-of-market respon-
dents. In 2008, nearly 70 percent of
in-market respondents and 67 percent
of out-of-market respondents made
such a claim.

If we assume that those views

were based only on the two fac-
tors—perceived ethical behavior

and effectiveness of capital market
systems—in ensuring market integrity,
it appears that the willingness to invest
in the U.S. market has fallen precipi-
tously in the past year due to these
factors. The lack of confidence in the
U.S. regulatory system and financial
transparency (with ratings of 2.2 and
2.5, respectively) demonstrated in this
survey's results mirrors the general
tone of many in the market who fear
investing in the United States. This
fear particularly applies to financial
institutions, both because of the lack
of transparency in their finances and
because investors are unsure of what
regulatory model lawmakers will apply
to financial institutions in the future.

Key Fin

Jmmary

dings

/ Consideratic

Der
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Other Key Survey Considerations

In-Market vs.

Out-ol-Market Perceptions

20

For purposes of this FMI Index, charter
holders from five other markets we
surveyed (Canada, Hong Kong, Japan,
Switzerland, and the United Kingdom)
were given the opportunity to rate
and comment on both their own and
the U.S. market. (Survey respondents
were given the option to skip ques-
tions pertaining to any market about
which they did not think they were
knowledgeable.)

In each category, those in the United
States tended to rate the integrity of
individual market participants higher
than did respondents from outside

the United States, which is consistent
with last year's ratings. However, those
inside the United States also had more
confidence in U.S. market systems to
ensure market integrity than did their
peers outside the United States, which
is a reversal from 2008. This newfound

lack of faith in the U.S. market system is
likely because the global financial crisis
had its origins in the United States,
prompting a profound loss of reverence
for the U.S. regulatory model.

It is also striking that, on a statistical
level every one of these changes in
ratings from 2008 to 2009 by those
outside the U.S. market is significant at
a 95 percent confidence level.

Those inside the United States appear
to disagree mightily with those outside
the market concerning the ethical
behavior of several specific groups of
financial professionals; there is a dif-
ference of at least 0.5 points between
the rating given by in-market and
out-of-market respondents in the cases
of buy-side professionals, financial
advisers, mutual fund managers, and
private equity managers (see Figure 6).
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In-Market vs.
Out-ol-Market Perceptions

(continued)

Figure7 Effectiveness of Regulatory and Investor Protections

All Capital Market Systems
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There were less distinct differences
between in-market and out-of-market
ratings for the effectiveness of regula-
tory and investor protections, although
respondents outside the United States
tended to rate these systems lower;
see Figure 7.

Figure 6 and Figure 7 also demonstrate
the change in sentiment toward

the United States by out-of-market
respondents from 2008 to 2009. Those
working outside the U.S. market rated
every category of market participant
lower than they did in 2008. Clearly,
respondents outside the United States
place great blame for the current
financial crisis with corporate boards
and corporate executives; the ratings
for those groups each dropped 0.5
points in the past year.

The views of respondents outside the
United States changed the most with
regard to the effectiveness of U.S.
regulatory systems. This rating dropped
0.6 points—greater than 21 percent—
in the past year.

Key Findings

23
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Comments of
urvey Respondents

Figure 8

Survey respondents commented most about
regulation, transparency, and incentives.

24

More than 600 respondents offered
comments to expand on their
opinions about the current state

of financial market integrity in the
United States. Respondents were
given opportunities in connection with
several of the survey questions to
provide written comments about their
thoughts and concerns. In particular,
additional comments were solicited
in the survey section concerning indi-
vidual market participants and again
after questions concerning market
systems. At the completion of the
survey, respondents also were asked
what additional or specific issues
investors should be concerned about
and for any other comments.

More than 700 substantive comments
were received; those responding with
“no answer” or “nothing to add”
types of remarks were excluded.

The various responses were examined
and then categorized based on the
concerns addressed in each com-
ment (e.g., corporate governance,
transparency, fraud). The key areas of
comment and the topics raised most
often are highlighted in Figure 8. In
instances where an individual raised
more than one concern, each separate
concern was identified and counted.

Issues Raised Most Frequently

Regulation/Regulatory Systems
Transparency

Incentives

Government

Corporate Boards

Fraud

130 comments
59 comments
48 comments
41 comments
38 comments

36 comments




Regulation

[t comes as no surprise that the state
of the U.S. regulatory system earned
the most comments from respon-
dents. This market system received
the lowest rating from respondents
inside and outside the United States
and is widely recognized as the market
system most responsible for the
current financial crisis and accordingly
most in need of repair.

Those who commented on the state of
regulation in the United States primarily
focused their comments on the SEC—
and the failings of the SEC in recent
years. Comments were not limited to
the SEC, however; some respondents
acknowledged that the whole U.S.
regulatory system is due for change.
Many remarked that such a process
will take a great deal of time and effort
but will be necessary to restore trust in
the U.S. capital markets.

Introduction

Executive Summary

Key Findings

Other Key Survey Considerations
Demographics

(44
There is a geneml sense that investors have

absolutely no confidence in markets and the supposed
information’ that they provide. For the first time in
my career, I am terrified that investors will give up
on the equity markets given the rampant vagaries
and permanent capital losses that seem to appear
more often than not.

— Survey Respondent

A ny s/.rortfall of regulator_y systems 1s not due to an
insufﬁcient level of regulation but to a failure of
regulators to enforee existin ¢ laws and a failure fo

focus on critical issues.

— Survey Respondent

)

(44

The accuracy of representations made by

Transparency

We received more than 50 separate
comments concerning a lack of trans-

management in financial disclosures and
performance is my main concern. I believe many
disclosures are made to minimize the impact on
current earnings rather than to make a fair and full
disclosure of the companys performance.

— Survey Respondent

»

parency in the United States. Although
these comments are generally short
on specifics, most address issues of
transparency believed to have led to
the financial crisis or issues of financial
opacity that persist today.

25



2009 Financial Market Integrity Index: UNITED STATES

Comments of
Survey Respondents

(continued)

Incentives

Two of the areas of interest that
received the most comments in 2009,
regulation and transparency, drew

a great deal of commentary in the
2008 FMI survey as well; the area of
incentive structures did not. This year,
however, we received nearly 50 com-
ments dealing with incentive issues,
the majority of which specifically
referred to executive compensation.
And of those comments, the most fre-
quently cited subject was misaligned
incentives as a contributing factor to
the current financial crisis.

(44

The CEO pay problem is a major ethical issue,

but there may be a simple solution: Executive

compensation should be voted on directly by
shareholders—that should be the only new
regulation and should solve the problem.

— Survey Respondent

Limited downside liabilities for CEOs and board
members coupled with upside reward for CEOs

foster highly risky behavior.

— Survey Respondent

(44

The greatest risk to the U.S. financial markets
and the thing that is weighing most heavily on
the economy 1s the risk that the politicians and/
or Treasury will (continue to) change the rules of

the game, penalizing investors and savers and

pamlyzin g o7 scarin 7 away potential 1nvestors.

— Survey Respondent
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Government

More than 40 respondents cited the
U.S. government in some form as a
cause for the current crisis, spreading
the blame fairly generously between
the executive branch and Congress.
Few respondents particularly targeted
the former or current president’s
administration but, instead, noted the
ways in which government actions
thus far have been unwelcome or
ineffective.
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Corporate «

BO al'dS The chairman needs .to b.e a l.bain in the CEOs side
Boards of directors in the United and .consmntly questioning zf the s/.;arel.folders.are
States were the group of market getting true value out of the compensation pazd
participants that received the most to the CEO. The chairman should be the primary

scrutiny from respondents (38
comments), and perhaps the most shareholder representative, and the CEO should

blame for the U.S. financial meltdown. . . .
Corporate executives were notfar | SLPLy be the hired professional hand to lead and

behind (32 comments). and many who - manage the business operations.
commented on one group commented

on the other, showing that many

respondents saw corporate executives )
and their boards as equally culpable in

their companies’ problems.

— Survey Respondent

« Fraud
Outmg/.;tfmud among Supposedfund m‘m“ge”s Not all comments concerning fraud in
is apparently far more widespread than anyone the U.S. markets focused on the high-
. . profile case of Ponzi operator Bernard
1m“gm€d- Madoff, but many did. Respondents

— Survey Respondent  who targeted fraud as a cause of con-
cern also mentioned corporate fraud
» but most centered on private money
managers (such as Madoff), hedge
fund managers, or financial advisers.
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Demographics

The following figures indicate some
of the key demographic information
about the respondent base (please

Overview of Out-of-Market Respondents

Market

6%

see complete methodology report at B 52% Canada 8%
www.cfainstitute.org/centre for further B 20% United Kingdom 2%
details).
14% Switzerland
52%
8% Hong Kong
20%
6% Japan
Respondent Profiles for U.S. Market
In Market (545 respondents) Out of Market (369 respondents)
Buy/Sell Side
47% | Buy Side 45%
11% | Sell Side 14%
4% | Both 5%
38% | Neither 37%
0% | Decline to Answer/Not Sure 1%
Client Asset Base
30% | Institutional Entities 33%
29% | Private Individuals 21%
8% | Equal Institutional and Private Clients 9%
33% | Not Involved in Asset Management 38%
Institutional Asset Client Type
16% | Bank/Investment Bank 20%
11% | Endowment/Foundation 3%
4% | External Corporation 3%
2% | Government/Municipal Entity 3%
7% | Hedge Fund 12%
10% | Insurance Company 8%
1% | Internal Corporate/Proprietary 1%
26% | Mutual Fund/Investment Company 14%
17% | Pension Fund 31%
2% | Private Equity Fund 1%
2% | Other 4%

These results represent only those respondents identified as being in the “Institutional Entities” Client Asset Base category

28



Introduction

Executive Summary

Key Findings

Other Key Survey Considerations
Demographics

Respondent Profiles for U.S. Market (continued)

In Market (545 respondents)

Out of Market (369 respondents)

Assets Under Management

20% | Less than US$250 Million 21%
13% | US$250 Million to Less than US$1 Billion 1%
14% | US$1 Billion to Less than US$5 Billion 1%
12% | US$5 Billion to Less than US$20 Billion 16%
9% | US$20 Billion to Less than US$50 Billion 8%
12% | US$50 Billion to Less than US$250 Billion 16%
20% | More than US$250 Billion 17%
These results represent only those respondents identified as being in the “Institutional Entities " Client Asset Base category
Years in the Investment Industry
6% | 5Yearsorless 9%
48% | 610 15Years 51%
36% | 16 to 30 Years 37%
10% | 31 Years or More 4%
Primary Job Function
2% | Academic 3%
B 2% | Accountant/Auditor 1%
I 1% Analyst (General) 1%
Il 1% | Broker 2%
B 6% | Executive (e.g. CEO, CFO, CIO, COO, CMO, etc.) 10%
Bl s% Consultant 5%
I 2% Corporate Financial Analyst 3%
B 4% | Credit Analyst 2%
I 1% | Economist 1%
Bl 7% | Financial Adviser 3%
I 2% | Investment Banking Analyst/Banker 3%
I 1% | Investor 0%
I 1% Manager (General) 1%
B 4% Manager of Managers 4%
B 2% | Performance Measurement Specialist (GIPS) 1%
I 23° | Portfolio Manager 24%
0% | Private Banker 2%
0% | Regulator 1%
B 5% | Relationship Manager, Sales, Marketing 5%
B 1%  Research Analyst 10%
B 3% | Risk Manager 6%
I 1% | Retired 0%
B 2% | Strategist 2%
| 1% | Treasurer 2%
B 4% | Trader 2%
I 6% | Other 4%

NOTE: Percentages may not total 100 percent because of rounding
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