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Foreword 
 
Which of these words would you use to describe 
the financial services industry in general and 
banking sector in particular?  

• Honesty 
• Probity 
• Trustworthiness 
• Fairness 
• Honor 
• Moral fiber 
• Scrupulousness 

Ah, wrong list? How about this one then: 
• Bad behavior 
• Of bad character 
• Shamelessness 
• Base 
• Dishonest 
• Disrepute 
• Infamous conduct 

Let me take a wild guess. You found the most 
relevant choices in list number two. Indeed, the first 
list represents the sort of descriptors we once 
associated with the profession and to which we all 
wish to return. By contrast the second sampler 
contains many of the monikers mentioned in the 
popular press today.   
 
The two rosters are taken from the dictionary and 
thesaurus. Words in list #1 can be found under the 
heading: “integrity”; list #2 under “wickedness.” No, 
I am not making this up. How low have we fallen!  
 
 
 
 
 
Robert Jenkins 
 
A former banker, fund manager and policy maker. 
Most recently he Chaired the UK’s Investment 
Management Association and served on the 
Financial Policy Committee of the Bank of England. 
He is Adjunct Professor, Finance at London 
Business School.  

 
 
 
So the challenge we face is no less than putting 
integrity back into the profession to the point where 
it is expected, presumed and prized - even if 
perhaps not always present.  
 
The following study offers some concrete 
suggestions as to how that might be done. It 
focuses on corporate culture: what went wrong and 
how it might be put right. The study has important 
implications not only for financiers but for the 
auditor/consultancy industry which supports them 
and the authorities who regulate them.  
 
The study usefully differentiates between the 
values which a firm proclaims and the degree to 
which behaviour reflects those values. Together 
these define the corporate culture. When the two 
pull in the same direction, culture becomes an 
important driver of success. The opposite is also 
true.  
 
There are a lot of smart people in finance but 
strong values can be crucial. As noted by Rasselas 
over 250 years ago, “…knowledge without integrity 
is dangerous and dreadful.”  
 
Finally the study addresses an important third pillar 
of the process - the way in which systems and 
controls are designed and operate. Based on rules 
consistent with values - internal systems and 
controls can both reinforce culture and help guard 
against gaps.   
 
And gaps there will be. For in the complex world of 
finance, integrity is an ideal towards which we must 
strive but realistically may never achieve 
completely. “Integrity,” said Camus, “has no need 
of rules.” Alas, mankind is not there yet.  
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Background 
 
The Financial Services and 
Markets Act 2000 and its 
follow-up framework on 
Treating Customers Fairly 
(TCF) set out standards of 
business conduct for the 
registered firms. 
 
The Financial Services 
Authority has been issuing 
enforcement notices since 2002 
(figure below). In the early 
years, the breaches mostly 
involved small firms or 
independent financial advisers.  
 
However, since the 2008 credit 
crisis, they have increasingly 
involved large high-impact high-
visibility globally known 
financial firms. They account for 
less than 5% of the issued 
notices in a given year. Yet 
their detriment has been 
disproportionately big in terms 
of the number of customers, the 
losses inflicted, the severity of 
wrongdoing and the 
reputational damage to the UK. 
Fines have hit record levels. 

 
This study focuses on some of 
these high impact firms that 
were served enforcement 
notices, as posted on the FSA 
website: 
http://www.fsa.gov.uk/library/co
mmunication/notices/final 
  
An overview of the notices used 
here is given in the Appendix to 
this report. It is clear that 
inadequacies in systems and 
controls were the immediate 
cause of the FSA action. Being 
visible, these have been easier 
to pinpoint.  But more judicious 
reading suggests that the 
reported inadequacies are 
indicative of broken cultures 
whose origins need to be 
understood in more detail 
before sensible remedial 
actions can be devised.  
 
Aims and Methods 
 
Using the enforcement notices 
as case studies, this report has 
three aims: 
 
 

 
♦ to highlight the reported 

causes and consequences 
of the wrongdoing 

♦ to paint a bigger picture to 
single out the complex 
drivers behind it  

♦ to make recommendations 
that will repair the broken 
cultures and restore the 
finance sector to its former 
status as the jewel in the 
UK’s industrial crown.   

 
Our research method has used 
three strands: 
♦ an analysis of the 

enforcement notices to get 
our baseline information 

♦ our previous research on 
culture issues in the finance 
sector to construct a broader 
canvas against which to 
analyse what went wrong 

♦ structured interviews with 
senior executives to provide 
deeper insights and further 
corroboration. 

 
 
 

 
FSA Enforcement Notices since the 2000 Act, with total amount of fines (£m) 
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The nature of wrongdoing has 
varied between individual firms. 
The FSA enforcement notices 
pinpoint their causes and their 
resulting detriment. As such, 
the notices spotlight only 
immediate causes of 
misconduct, invariably singling 
out inadequacies in systems 
and controls. However, given 
the detail of these notices, it is 
not hard to infer some basic 
causes and their remedies.  
 
Our research prompts four 
headline messages: 
 
 
1. Single-minded focus on 

profits has been the main 
cause of detriment 
 

A combination of short-termism 
on the part of institutional 
investors and City analysts on 
the one hand, and accelerating 
competition in the market place 
on the other, has elevated the 
role of year-on-year growth in 
earnings per share to the 
detriment of wider interests. 
Over time, a grey area emerged 
between ‘right’ and ‘wrong’ in 
the behaviours of four groups at 
the heart of the misconduct:  
♦ employees: ”I’m only doing 

my job” 
♦ managers: “I’m out if I don’t 

meet my target”  
♦ senior executives: “I didn’t 

know what was going on” 
♦ competitors: “We have to do 

it because the others are”.  
 
Such behaviours were the 
unintended consequence of  
over-rapid business growth in 
financial services. Growth has 
had two perverse side effects: 
more complexity and an 
unbalanced approach to 
business goals. These could 
only be contained via skewed 
incentives. The result was a 
siloed mindset manifested by  

♦ leadership gap: where 
business leaders say one 
thing but do another 

♦ values gap: where 
corporate credo is honoured 
more in the breach than the 
observance 

♦ commitment gap: where 
staff do things without 
questioning their rights or 
wrongs.  

 
 

2. Leadership has proved a 
high wire act 

 
Striking a balance between 
profits and wider interests 
proved tough. Bearers of bad 
news were often ignored. When 
competitors were engaged in 
dubious activities, the urge to 
follow suit was powerful. The 
LIBOR scandal is a case in 
point.  
 
Few leaders showed trained 
intuition on why too much of a 
good thing can become lethal 
eventually, as businesses lost 
their sense of balance.  In their 
daily pressure cooker 
environment, ‘victimless crimes’ 
were not at the top of their 
agenda. 
 
 
3. More regulation is not the 

answer 
 
Even before the 2008 crisis, the 
finance sector was riddled with 
rules. Yet, that did not prevent 
people from gaming the 
system.  
 
The granularity of the past 
regulation arguably conspired 
against its intelligent 
application. A tick-box mentality 
became unavoidable in the face 
of complexity.  
 

There’s a need to adopt 
different and better ways of 
conducting business in which 
behaviours are self-regulating, 
conversations are open and 
training is all about sharpening 
people’s gut instincts on what’s 
right and wrong.  
 
 
4 Fixing cultures means 
going beyond systems and 
controls 
 
In the context of the regulated 
finance sector, culture has 
three overlapping layers: 
values, which are the agreed 
norms on what is right and 
wrong; behaviours, which are 
required by the defined values 
and systems and controls 
(SysCs), which provide the 
necessary checks and balances 
on behaviours.  
 
The reported wrongdoing is a 
symptom of a misalignment in 
the values−behaviours link that 
defines a ‘broken culture’, 
where people say one thing and 
do another. Failures in SysCs 
are usually symptomatic of 
more deep-seated issues in 
what the regulator refers to as 
Conduct of Business. Fixing 
cultures is about implementing 
a template of some 18 tools 
under three headings, as 
highlighted on page 5.  
 
These are necessary, but not 
sufficient.  They need to be 
augmented by actions on the 
part of the regulator as well as 
the auditors and consultants 
who advise firms (Section 4).  
 
So much for the headlines.   
Further details are presented in 
the rest of this section via five 
core themes that have emerged 
from our research. 
 

 

“From excessive compensation to deceitful manipulation of one of the most important 
interest rates, we can see we need a change in the culture of the industry.” 

 

Sir Mervyn King 

Headline findings  
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Theme 1:  A singular focus on profits lies at the heart of customer detriment 
 
Our case examples show that 
products were ‘sold’, not 
‘bought’. Customers were sold 
products that firms had rather 
than ones that they needed. 
Client focus dominated the 
rhetoric of business strategy; 
product push dominated its 
reality (Figure 1.1). Examples 
are Payment Protection 
Insurance and retirement 
benefits for vulnerable groups. 
The strategy lacked balance. 
 
To beat the City analysts’ 
forecasts year-on-year, 
financial firms had three 
choices: raise charges, sell 
more or cut costs. Hyper-
competition in many product 
areas placed pressure on 
charges. But it encouraged 
product proliferation and cost  
cutting – to the detriment of  
 
 
 
 

customer interest and business 
reputation. Delivering targets 
became the be all and end all. 
 
The relentless pressure to drive 
up earnings per share created 
a system of skewed incentives 
that rewarded executives at the 
expense of customers and 
shareholders alike. In the 
ensuing culture of 
individualism, corner cutting 
was inevitable.  
 
When it came to ethical 
boundaries, many firms sailed 
too close to the wind. In the 
process, basics like product 
integrity, risk management and 
compliance took a back seat.  
 
Expensive consultancy projects 
became the norm when 
problems arose. The gap 
between what senior managers  
needed to know and what they  
 
 

wanted to hear got bigger. 
 
This form of self-censorship 
filtered out the ‘thoughtful’ and 
replaced them with the ‘faithful’: 
colleagues or advisers who 
raised awkward questions were 
criticised as too negative.  
 
Part of the problem was that 
customers did not always know 
what they were signing up for. 
They relied on product 
providers to help identify and 
meet their needs. Cross-selling 
or up-selling may have 
occurred for good reasons but 
when things went wrong, it was 
seen as mis-selling. The 
dividing line is a fine one, since 
it is hard to know how far one 
can go to counter gaps in 
customers’ financial literacy, 
once they have been explained 
the downside risks.  
 
 

 
 

Figure 1.1  Why were there tensions in corporate strategy? 

 
 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“Ambitious targets were set to pursue 
shareholder interests without much regard to 
customer needs.” 

“City analysts are red in tooth and claw. The 
last thing they think about is customer 
detriment.” 

“Ten years ago, it was OK to have an ROE of 
10%. Now it has doubled. The business risk has 
been ramped up.” 
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Theme 2:  Broken cultures came from leadership dilemmas 
 
 
The finance sector is 
experiencing an all-time low in 
public esteem.  The credit crisis 
was a symptom, not the cause. 
It tells a tale of leadership 
dilemmas that require a high-
wire act.   
 
The sector’s excessive focus 
on profits has come at the 
expense of fairness.  
 
These range from LIBOR mis-
reporting to market abuse and 
mis-selling to the most 
vulnerable groups. Even 
complaints processes failed the 
basic fairness test. In most 
cases, inadequate staff training 
and faulty processes were the 
overt culprits.  
 
To strengthen the cultures, the 
template proposed in Theme 4 
is necessary, but not sufficient.  
Its success relies on values like  
honesty, integrity, team work, 
openness, and respect for the 

customer, to name but a few. 
Leaders must not only espouse 
these values but live and 
breathe them in their business 
conduct, thereby providing the 
best role models possible.   
 
Values-driven leadership sets 
the tone and example. It needs 
five skill sets (Figure 1.2):  
 
♦ Strategic thinking:  this is 

about developing a shared 
vision that reconciles the 
diverse aspirations of      
shareholders and 
customers, and of 
employees and wider 
society. This set seeks to 
minimise the gap between 
corporate rhetoric and hard 
reality. 

♦ Being a leader:  this is 
about having a moral 
compass that inspires trust 
and motivation. It’s about 
setting the tone and 
example at the top. 

♦ Day-to-day management: 
this is about building 
internal consensus on right 
and wrong. It ensures that 
messengers don’t get shot 
for telling the truth. 

♦ Emotional connectivity: this 
is about showing empathy 
and integrity in dealings 
with people. It enjoins 
leaders to have the ability, 
willingness and self-
discipline to listen, while 
avoiding a blame culture. 

♦ Building teams:  this is 
about harnessing the power 
of teams by delegating 
authority and holding 
people accountable for their 
deeds.   

 
In each of these areas, senior 
executives need to raise the 
bar in order to earn the moral 
‘licence to operate’. 
 

 
 Figure 1.2 Values-driven leadership 

 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“We have forgotten what banks are for and 
what their core mission is.” 

“The high moral ground can be a lonely 
position. It doesn’t pay to be the first to fix 
the culture if others don’t follow suit.” 

“All banks knew that PPI would end in 
tears. Yet, it was OK to sell it because 
others were doing it.” 
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Theme 3:  The finance sector faces a regulatory overdrive that risks costing too 

much and delivering too little 
 
In 2011, financial services firms 
worldwide were being hit with, 
on average, 60 regulatory 
changes every working day, a 
16% increase over the previous 
year with no let up in sight, 
according to research by the 
Thompson Reuters 
Governance, Risk and 
Compliance Unit.  The reasons 
were two-fold: growing 
customer detriment and 
renewed resolve on the part of 
the authorities to tackle it, 
especially in the wake of the 
2008 credit crisis. 
 
Our previous report, Comply 
and Prosper (2006), argued 
that financial services firms 
have to walk a fine line 
between regulation and 
competitiveness. It requires an 
‘intelligent compliance’ that 
blends (Figure 1.3): 
 
 
 
 
 

♦ ‘soft’ factors: business 
principles and personal 
behaviours 

♦ ‘hard’ factors: suitability 
tests, and controls & 
systems. 

 
The ‘ideal scenario’ recognises 
the role of both sets of factors 
as mutually reinforcing. It also 
places more weight on ‘soft’ 
factors because reliance on the 
‘hard’ ones cannot take account 
of all situations. It can also be 
bureaucratic and sap enterprise 
and energy.   
 
However, over the past five 
years, the tendency has been 
to rely on often flawed 
processes, controls and testing, 
according to the interview 
stories presented in Sections 2 
and 3.  
 
There is often a rigid 
compliance to mounting  
regulation without regard to its  
 
 

intent. Customer detriment and 
reputational damage are often 
the outcomes.  
 
Many financial services firms 
have yet to devise cultural 
frameworks that enable their 
managers to deploy a high 
degree of common sense when 
implementing the rules. In 
some cases, the internal risk 
and compliance function is 
compared to a traffic warden 
issuing violation tickets.  
 
With more regulation on the 
horizon, firms face the worst of 
both worlds: a system that 
costs too much and delivers too 
little.  
 
To avoid this fate, it is time for 
firms to use the soft factors to 
reboot their cultures so as to 
move in the direction of the 
ideal scenario.  
 
 
 
 
 
.

 
 

Figure 1.3 Why do current approaches to regulation lack balance? 
 

Overt controls = 
minimal residual risk

Controls & 
processes

Hybrid approach = 
Low residual risk

Principles = 
high residual risk

People-centric controls = 
Medium residual risk

Suitability tests

Personal 
behaviours

Business principles

 
Source: CREATE-Research Programme 2006 
Interview quotes: 

“Our rule book deals with too-big-to-fail. But it 
has ended up too-big-to-read.” 

“The FSA is just as obsessed about rules as the 
firms it regulates. It should have been much 
more questioning about the spirit behind them.” 

“The acid test for the new FCA is how it handles 
‘soft’ cultural issues when stress testing the 
business models.” 
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Theme 4:  Fixing broken cultures is about establishing a clear line of sight       

between values, behaviours and systems 
 
Governance principles for 
financial services firms are 
enshrined in the Financial 
Services and Markets Act 2000. 
They require senior executives 
to set the tone and example.  
 
Yet, as Sections 2 and 3 show, 
there have been lapses. The 
reason has been over-reliance 
on SysCs to the detriment of 
other ‘soft’ factors mentioned in 
Theme 3.  
 
Culture is multilayered (Figure 
1.4). The innermost layer 
comprises values that define 
what is acceptable and what 
isn’t. The middle layer 
comprises behaviours that run  
with the grain of the defined 
values. The outer, and the most 
visible, layer comprises SysCs, 
which provide checks and  
balances on behaviours so as 
to align them with values.  

 
 
 
 
 

Thus defined, the reported 
wrongdoing exemplifies not  
isolated failures in SysCs but a 
systemic disconnect in the 
values-behaviours-SysCs axis. 
Fixing the former in isolation 
will not be enough.  
 
Our key recommendation is 
that financial services firms 
need to revisit the core 
elements of each layer and 
ensure that they mutually 
reinforce one another in order 
to revive their fiduciary heritage 
sidelined by the world of fast 
finance.  
 
In this context, an analysis of 
the FSA enforcement notices 
suggests a credible template 
with the following 18 mutually 
reinforcing items:  
 
a. Adopt values that:  
♦ put customers first 
♦ set realistic sales goals 
♦ understand customer needs 
 
 
 

♦ offer impartial advice 
♦ minimise conflicts of interest 
♦ offer transparency around 

products, charges and fees. 
 
b. Nurture behaviours that: 
♦ have a clear value 

proposition 
♦ avoid mis-selling  
♦ sell products that are fit-for- 

purpose 
♦ invite regular feedback 
♦ create internal role models 
♦ incentivise good conduct. 
 
c. Develop SysCs that: 
♦ provide early warning 

mechanisms on customer 
detriment 

♦ develop good practices in 
key areas of detriment 

♦ create in-house customer 
protection panels 

♦ penalise unacceptable 
behaviours 

♦ make client satisfaction a 
measure of staff success 

♦ adopt a credible whistle-
blowing policy.  

.

 
 

Figure 1.4 Aligning three layers of a customer-centric culture 
 

 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“Fixing SysCs in isolation of behaviours is akin 
to re-spraying a broken down car.” 

“Banks need their own version of the 
Hippocratic oath and associated sanctions, 
instead of regulatory overdrive.” 

“The UK has a rule-book regime that is not 
hard to game, while confidently ticking the 
boxes.” 
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Theme 5:  Skewed incentives have also been a culprit 
 
Wrongdoing will always happen 
when so much money is at 
stake. But the problem has 
been exacerbated by the 
prevailing skewed incentives 
that unintentionally encouraged 
some employees to put their 
own interests above those 
customers.  
 
Self-interest naturally 
superseded the wider interest 
when employees were enjoined 
to think and act as if they were 
self-employed. The FSA’s 
recent paper “Risks to 
customers from financial 
incentives” offer timely 
guidance on the role of 
incentives. Two sets of 
changes are essential.  
 
First, firms need to have 
individual sanctions that act as 
a brake on wilful misdeeds. 
These should no longer be  
 
 

brushed off as technical  
offences or victimless crimes. 
FSA enforcement notices do 
not name individual culprits, 
The 2000 Act does not require 
them to do so.  
 
Second, it is time to restore 
balance in the prevailing 
incentives by underlining the 
importance of (Figure 1.5): 
♦ an employer brand that 

generates a degree of 
personal pride 

♦ an interesting job that 
stimulates personal 
commitment  

♦ a blend of hard and soft 
rewards that provide the 
essential incentives. 

 
Senior executives in firms with 
culture problems need to 
address seven questions that  
can drive progress away from 
the skewed incentives that 

have done more harm than 
good.  
  
1. do we have a strong culture 

and values? 
2. are we able to retain talent 

in good times and bad? 
3. do our people have 

meaningful jobs with 
exciting challenges and 
career prospects? 

4. do our people have bosses 
they admire as role 
models? 

5. do our people have 
reasonable autonomy and 
space to be more creative? 

6. do we offer recognition for a 
good job done?  

7. do our people have internal 
networks that provide 
advice and support in a 
‘risk-free’ setting? 

 
 

 
.

 

Figure 1.5 What would constitute a balanced approach to incentives? 
 

• values and culture
• well managed company
• strong performance
• strong on diversity practices
• many talented people

• job has exciting challenges
• career advancement and growth
• autonomy and ‘space’
• fit with boss one admires
• less hassle

World View of 
the Individual

 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“The incentive system became so skewed 
that it removed the idea that you were paid 
to do your job.” 

“League tables for sales people were 
created with the best of intentions. Corner 
cutting was the unintended outcome.” 

“Without personal sanctions, you can’t 
stamp out wrongdoing. No amount of 
regulation will work” 
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2 Understanding the Bigger Picture: 
 Why is it essential to go beyond the immediate causes of wrongdoing? 
 
 
Overview 
 
Since 2002, the FSA has issued a growing number 
of enforcement notices served on firms found in 
breach of the Financial Services and Markets Act 
2000. The majority of them target small firms or 
independent financial advisers, many of whom 
have been obliged to wind up their businesses.  
 
Since 2008, however, the notices have increasingly 
involved very large globally known financial firms.  
Although they account for no more than 5% of the 
issued notices in a given year, the scale of their 
customer detriment has been large.  
 
This section focuses on these high-impact firms 
which have lately also been at the epicentre of 
media attention. 
 
The enforcement notices spotlight the immediate 
causes of misconduct, without going into the root 
causes underpinning them, which the reader is left 
to infer.  
 
Although important in their own right, immediate 
causes can also often be the symptoms of 
something more deep-seated that needs to be 
fleshed out as well. 
 
That said, there are commonalities between the 
notices even though the nature of the failure has 
varied between the large firms.  
 
By focusing on some typical notices, therefore, this 
section:  

♦ identifies the immediate causes of wrongdoing 
among these firms 

♦ drills deeper in order to get to their root causes 
as well.   

 
It shows that in the majority of cases, inadequacies 
in controls and processes were the immediate 
cause. Being visible, they are easier to pinpoint 
and drive enforcement.  
 
Beneath them, however, lie mutually reinforcing 
cultural failings resulting from four basic causes: 
♦ overemphasis on profits to the detriment of 

other imperatives 
♦ business complexity resulting from rapid growth  
♦ leadership shortcomings in balancing 

shareholder and customer interests 
♦ skewed incentives that increased the potential 

for misconduct.  
 
Our subsequent interviews with senior executives 
in the finance sector then reinforced this analysis 
and allowed us to dig beneath the bare facts 
reported in the enforcement notices.   
 
As such, this section presents a brief narrative from 
six notices in three separate pairs. For each pair, it 
then goes on to paint the bigger picture from our 
wider analysis.  
 
In this process, we have identified the basic 
causes. For ease of presentation, they are 
presented separately, although they are clearly 
inter-related. 

 
 

“A man generally has two reasons for doing a thing. 
A good reason, and the real reason.” 

                                            
                                                             J. Pierpoint Morgan 
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Figure 2.1 Which trade-offs in financial services undermined the prevailing  
governance and cultures? 

 
Financial performance vs Franchise reputation
Creative packaging vs Fit for purpose products
Product push vs Value-for-money
Letter of regulation vs Spirit of regulation
Skewed incentives vs Principal-agency risk

 
 

Source: CREATE-Research Programme 2013 
Interview quotes: 

“People didn’t set out to mis-sell. Once 
their profit pool was set, they just chased 
opportunities.” 

“80% of our revenue comes as a regular 
income. The rest requires high leverage, as 
all banks are chasing it relentlessly.” 

“80% of our people can cope with stretched 
targets. The rest are driven by skewed 
incentives that cause corner cutting.” 

 
 

A single-minded focus on profits often lies at the heart of misconduct  
 
Case Study 1: Mis-selling retirement funds  
                         
The enforcement stemmed from the mis-selling of 
retirement funds by a major bank. Their enhanced 
income objective was likely to appeal to vulnerable 
customers inexperienced in stock market 
investments and the elderly aiming to invest their 
savings to bolster their income.  
 
The sales process did not highlight the fact that the 
funds were at the top end of the risk spectrum. 
Some customers were obliged to draw income from 
the fund while the capital was being depleted 
through market falls.  
 
The mis-selling spanned more than two years, 
during which time some 12,300 customers made 
investments totalling £692 million. Settlement costs 
may exceed £60 million.  
 
The enforcement notice highlights a number of 
shortcomings, including: inadequate training 
material for sales staff, no reference to downside 
risks in product prospectus, no explanations about 
the sources of returns, and failure to take action 
even when compliance monitoring flagged serious 
concerns. Neither advisers nor customers were 
informed of the downside risks. 
 
The firm’s ethics policy is: “We expect every 
employee, and others who work on our behalf, to 
conduct themselves according to consistently high 
professional and ethical standards.”  
 
The bank was fined £11 million. 
 

Case Study 2: Mis-selling to elderly customers 
                         
The violation occurred as a result of failure to offer 
relevant advice to customers who were either 
receiving healthcare or about to enter long-term 
care arrangements. They were advised to invest in 
asset-backed investment products.  
 
Failings in the suitability of advice were serious, 
systemic and persisted over a long period. Of the 
421 customer files that were reviewed, 87% were 
classed as unsuitable. Of 625 policies sold, 74% 
were deemed unsuitable. In many cases, the 
customer’s life expectancy at the point of sale was 
less than the minimum recommended term of the 
investment (five years).  
 
Other very serious shortcomings included in the 
suitability of the investment advice were identified 
by the regulator, which resulted in the erosion of 
the investments made for these very vulnerable 
customers.  
 
During the period of the notice, around 2500 
customers, investing £285 million, may have 
suffered financial detriment. The total redress over 
time may exceed £30 million. 
 
The ethics policy of the parent bank also boasts 
high standards in customer care, advice and 
service. 
 
The bank was fined £15 million.  
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Interview quotes: 

“If financial firms are taking it upon 
themselves to help those with low financial 
acumen, they have to be fair and impartial.” 

“Are shareholders willing to accept ‘a new 
normal’ with a better balance between 
theirs and customer interests?” 

“Product push is not always bad: it could 
benefit customers, if it overcomes customer 
inertia and delivers better planning.” 

 

Seeing the big picture  
 

Our previous research and subsequent interviews 
suggest that the approach to vulnerable groups, as 
identified by these two case studies, is 
symptomatic of a vicious cycle that does not start 
and end with controls and processes (Figure 2.1).  
 
Instead, as our interview extract below shows, it 
starts with shareholder pressure to deliver year-on-
year growth in earning per share that exceeds 
analyst expectations. The corporate rhetoric is 
about maximising outcomes for customers by 
selling them what they need. The reality is often 
about maximising profits by selling customers what 
the firm has.  
 
In the name of innovation, there is often a large 
sales push that involves products that are neither fit 
for purpose nor deliver value for money. Even in- 
 
 
 

house legal and compliance departments can be 
sucked into this drive for speed of delivery and 
sales growth  .  
 
The resulting principal–agency problem has been 
exacerbated in many financial firms by the 
prevailing skewed incentives: where agents (staff) 
unwittingly or otherwise put their own interest 
above those of their customers (principal) in pursuit 
of sales targets. This has been an unintended 
consequence of adopting meritocratic incentives, 
where financial rewards were directly linked to 
individual performance (see box below).  
 
Thus, the pursuit of ever-higher earnings per share 
has set in train a chain reaction, the true effect of 
which is felt by the customer through mis-selling or 
misconduct. Inadequate controls and processes 
are but the visible end of that chain. Fixing them in 
many cases has been necessary but not sufficient. 
Mis-selling simply recurs in other product areas. 
The symptom has been tackled, not the cause. 

What we heard in the interviews... 
 
To know why financial firms have suffered so much 
reputational damage lately, you need to start at the beginning.  
 
The deregulation of the City in 1986 was a seminal event. It 
recognised that the world of finance was changing irrevocably 
under the impact of globalisation, securitisation, innovation, 
and technology. It created new opportunities. But, over time, 
it also created unforeseen consequences.   

 
The ensuing bull market in the 1990s witnessed hyper growth 
in financial services in the UK, which led to the enactment of 
the Financial Services and Markets Act 2000. However, the 
onset of the bear market in 2000 started a prolonged era of 
low returns in which things began to go pear-shaped.   

 
In pursuit of earnings growth, individual financial firms faced 
one or more of three choices: raise charges, sell more or cut 
costs.  Growing competition in many product sets worked 
against the first choice. But it did encourage product 
proliferation and cost cutting – to the detriment of customer  
interest and corporate reputation, in many cases.  
 
In any event, headlong growth has created complexity in our  
business model that has concealed difficult trade-offs between 
shareholder interests and consumer interests: between profits 
and reputation. Many firms were managed close to the legal 
and ethical boundaries. 
 
The 2000 Act led to the adoption of new systems and controls 
in numerous areas of business. So pervasive were they that 
they fostered complacency that nothing can go wrong and  
 

corner cutting was OK as long as it didn’t breach any overt 
rules. Soft factors like individual accountability, customer 
care and business values were overwhelmed by the sheer 
weight of the rule book. The resulting bureaucracy gave rise 
to a one-size-fits-all approach in which financial outcomes 
took precedence over customer outcomes.  
 
As result, we lost our sense of balance between doing things 
right and doing the right thing; and between following the 
rules and exercising judgement. Perversely, too many rules 
did not prevent customer detriment. We do not need more 
rules. We need an intelligent application of the existing rules 
– one that blends rules with individual judgement and 
personal accountability.  

 
Above all, under the mantra of ‘war for talent’, a new belief 
took root. It held that a tiny minority of talented people had a 
highly disproportionate impact on corporate performance, 
giving rise to the ‘us & them’ culture within many firms. 

 
For the chosen few, compensation sky rocketed. The culture of 
jobs-for-life died a quick death, as the hire-and-fire mentality 
danced to the new drumbeat of meritocracy defined by 
bottom-line contribution. Individuals were enjoined to think 
and act like self-employed people. Self-interest superseded 
corporate interest in this flourishing culture of individualism. 
Leaders became increasingly isolated.  This is not how the 
fairy tale of deregulation was meant to end.  

 
     A Retail Bank
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Figure 2.2 Which factors have created an intangible maze of complexity?  
 

 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“People can drive a horse and coaches 
through the system even in the face of strong 
controls.” 

“The over focus on SysCs has attracted 
people who are hard-nosed about processes 
to the detriment of intelligent questioning.” 

“Every problem has attracted new controls. 
Regulators have played a big part in our 
failure – albeit unintentionally.” 

 
 

Business complexity has nurtured a siloed mindset 
 
Case Study 3: Unreported US breaches 
                        
The failure occurred because this global bank 
failed to notify the FSA that one of its London-
based ‘approved persons’ had been issued a Wells 
Notice for serious violations of US Securities Law 
when he was previously based in the US, dealing 
with a collateralised debt obligation. The matter 
was highly material to the person’s fitness and 
propriety to hold a controlled function in London.  
 
Quite apart from the failure to notify the FSA, the 
firm also failed to put in place proper and effective 
systems to ensure that relevant information 
regarding the SEC investigation was shared 
between the UK and US operations. It also failed to 
assess the impact of the investigation upon the 
London-based business.  
 
Most of all, a number of senior managers and other 
personnel, including approved persons, were 
aware of certain aspects of the SEC investigation, 
including the Wells Notice, but took no steps to 
ensure that the London compliance department 
was made aware before the FSA was notified. Nor 
did those handling the matter in the US brief the 
relevant senior managers in London on the 
involvement that the London business had in the 
transactions under SEC investigations. 
 
The firm was fined £17.5 million.  
 
 
 
 
 
 

Case Study 4: Aggressive lending  
                         
Over a two year period leading to March 2008, the 
corporate banking division of this retail bank 
pursued an aggressive growth strategy, focused on 
high-risk, sub-investment grade lending, especially 
to the property sector. It did so despite known 
weaknesses in the control framework that failed to 
provide the necessary oversight. Even when 
market conditions started to worsen in 2007, it 
failed to take steps to manage or mitigate the rising 
risk associated with its aggressive growth strategy. 
It also failed to manage high-value transactions 
prudently as the credit crisis gathered pace.  
 
It had no mechanism for spreading risk outside the 
property sector, or mitigating it through devices 
such as syndication or sell down. There were no 
tools for assessing or managing credit risk. Instead, 
the prevailing culture favoured revenue growth 
more than risk-adjusted returns; optimism more 
than prudence. Its financial targets incentivised the 
appetite for a rising market share with ever more 
risk, so as to avoid losing the customer to 
competitors. It drifted into a position where it could 
neither make the necessary provision nor prevent 
the huge defaults that followed.  
 
Since reckless lending forced the bank into part 
nationalisation, no fines were imposed. A public 
censure was issued.  
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Interview quotes: 

“Too many controls have displaced human 
judgement, in situations where managers 
have to do various balancing acts.” 

“Our root-cause analysis shows that too 
often negligence comes from siloed attitudes 
and too little time to think and question.” 

“Rapid growth has created complexity in 
which it’s best not to raise your head above 
the parapet.” 

 

Seeing the big picture  
 
To cope with the dash for growth, financial firms 
have increasingly resorted to greater 
decentralisation creating strategic business units 
(SBUs) around specific product areas. However, 
this has added another layer of complexity 
evidenced by tangible features like diversity of 
channels, products, customer base and 
geographies. But it has also nurtured a silo 
mindset, an “I’m all right, Jack” attitude and client 
remoteness (Figure 2.2).  
 
Finance is a people business where size creates 
remoteness, remoteness promotes detachment, 
detachment encourages individualism, and 
individualism undermines alignment of interest. By 
turning product teams into semi-autonomous 
businesses with their own P&L responsibilities, the 
SBU model has sought to counter that by 
promoting a mindset change from entitlements to 
meritocracy, from blame culture to personal 
accountability. This transition has not been easy, 

however. An SBU is more a state of mind than a 
physical structure. Failure to recognise that has 
created unintended consequences. 
 
Key professionals in the SBUs have had certain 
traits that enable them to excel in their narrow area 
of specialisation, but not run the business. Most 
like autonomy, but not the accountability that goes 
with it. More autonomy has meant excessive 
individualism; more individualism has meant key 
person risk; key person risk has meant the constant 
upward re-pricing of skills; re-pricing of skills has 
created an unbalanced approach to incentives in 
which money rewards outweighed the non money 
ones.  
 
Intrinsic factors like personal recognition, career 
development, job interest and employer brand took 
a back seat in an environment where money 
appeared to be the main measure of success.  
 

 
 
What we heard in the interviews... 
 
Financial firms have become ever more complex in the 
face of growth in a fast changing competitive landscape. 
Outwardly, complexity has manifested itself in the 
diversity of products, channels, geographies, business 
units and customer base. Inwardly, its dimensions are 
less visible but no less pertinent. Performance 
management systems aim to set the bar for staff 
members but their overambitious targets have promoted 
dysfunctional rivalry within and between teams.  

 
Managers are set financial targets by their bosses. They 
in turn do the same for their direct reports. The bar is 
raised year after year, with staff incentives duly aligned. 
The practices and ethos around this approach have 
evolved over time as financial firms have strived to 
replace the old-style culture of paternalism with one 
based on individual merit. In practice, we have yet to 
learn to walk a fine line between performance targets 
and wider interests.  

 
Treating customers fairly is part of our credo. But there 
is a gap between what we say and what we do.  

 

 In order to create a scalable business model, our bank 
has standardised as many processes as possible. Most 
activities are proceduralised and automated. This has 
created a sense of remoteness from customers who are 
only known for their serial numbers. It has also created 
remoteness from corporate goals, ethos and reputation.   

 
This remoteness, in turn, has often distorted our 
judgement on what is right and wrong. Even when 
wrongdoing has been manifestly obvious, we’ve turned a 
blind eye, since we don’t know the victims well enough 
to feel any sense of empathy or guilt. In a pressure 
cooker sales environment, the first thing you think about 
is your job. Worse still, this attitude is legitimised over 
time when everyone does it. It becomes the way people 
do things unthinkingly and end up with a siloed 
mentality where delivering targets is the be all and end 
all.   

 
 That’s why the credo is honoured more in the breach 
than the observance in a climate of fast finance where 
notions of ethics sit uncomfortably alongside the 
pressure for hard-nosed numbers.  

~ A Private Bank
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Figure 2.3 Why is ethics no longer a matter of black & white but has shades of grey? 

 
 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“Every business needs a core purpose and 
beliefs. It’s the job of top executives to test 
and reaffirm them regularly.” 

“The question ‘is this the right thing to do?’ 
is something you don’t ask your bosses in a 
culture of compliance.” 

“In large businesses, leaders are not 
trained to discuss ‘grey areas’ for fear of 
seeming weak or indecisive.” 

 
 

 Leadership has proved a high-wire act 
 
Case Study 5: LIBOR mis-reporting  
                        
Between 2005 and 2008, this universal bank was in 
serious breach when submitting interest rates, 
which formed part of the London Interbank Offered 
Rate (LIBOR), and the Euro Interbank Offered Rate 
(EURIBOR). This threatened the integrity of these 
rates which are by far the most prevalent 
benchmark reference points used in euro, US 
dollar and sterling over-the-counter interest rate 
derivative contracts. Its submissions took into 
account requests made by its own interest rate 
derivative traders and, at times, those made by 
their peers at other banks as well. All requests 
were driven by a fast buck mentality behind the 
firm’s trading positions.  
 
Having previously been spotted as a firm making 
higher submissions, the media had questioned 
whether it had liquidity problems. This resulted in 
instructions by leaders to reduce LIBOR 
submissions to avoid negative media comment.  
 
Over a five-year period, this wrongdoing was 
exacerbated by the absence of systems and 
controls. On three occasions when concerns were 
escalated to the compliance function, it failed to 
act, knowingly allowing the misconduct to persist.  
 
The firm was fines £85 million.  
 
 
 
 
 
 
 
 
 

Case Study 6: Failure to report transactions  
 
Securities firms are enjoined by law to submit data 
on individual financial market transactions to the 
FSA, so that it can detect and investigate 
suspected market abuse, insider trading and 
market manipulation.  Such data relate to individual 
transactions, the nature of products traded, the firm 
that undertook the trade, the trade counterparty 
and trade characteristics such as buy/sell identifier, 
price and quantity.  
 
Over the period 2007-10, the firm failed to submit 
accurate reports in respect of about 18.8 million 
transactions, representing 80% of its reportable 
universe. It also failed to retain all relevant 
transaction data required to be at the disposal of 
the FSA for at least five years. Most of the data 
were inaccurate and not resubmitted, as required 
by law. These were duly sent to other competent 
regulatory authorities in Europe by the FSA, as 
required by an EU directive, thereby hampering 
their efforts to curb and detect market abuse.  
 
Despite an earlier undertaking to improve the 
reporting procedure, no actions were taken for 
three years due to cost cutting.  
 
The firm was fined £2.25 million.  
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Interview quotes: 

“Leaders and managers need a moral 
compass and decision frames when 
navigating the grey areas.” 

“We need to rethink the way we train 
managers for senior positions. Resolving 
dilemmas need to be the focal point.” 

“Like a three-legged stool, there has to be a 
balance between shareholder interest, staff 
interest and customer interest.” 

 

Seeing the big picture 
 

In the wake of the 1986 deregulation, the boundary 
lines between moral and immoral have been 
blurring.  The black and white ethics of ‘my word is 
my bond’ has been increasingly populated by a 
large grey area (Figure 2.3). In between the 
traditional choice between ‘right’ (ethical) vs ‘wrong’ 
(unethical) have emerged two other choices, with 
their respective dilemmas:  
♦ right vs right, choosing between two equally 

desirable but competing goals 
♦ wrong vs wrong, choosing to do something 

wrong because others are doing it.   
 
The first of these is tough because it involves 
striking a balance, for example, between earnings 
growth and customer interests. The second is also 
tough because it has forced financial firms to 
knowingly do things that are wrong, for fear of 
losing out to competitors who are doing them.  

 
The singular focus on profits and bonus has 
diverted attention of many senior executives and 
Board members from addressing the dilemmas 
inherent in their credo as well as in their business 
strategy.  
 
Their subordinates thus feel caught in the middle. 
So, they keep their heads down and get on with 
their jobs despite knowing that their actions may 
well create adverse side effects.  
 
Groupthink and insularity become embedded in the 
fabric of corporate culture via three gaps: a 
leadership gap, where senior managers become 
isolated and do not practice what they preach; a 
values gap, where mission statements or 
motivational displays in offices are no more than 
PR; and a commitment gap, where staff pay only lip 
service to their business credos.  

 
What we heard in the interviews... 
 
“In our industry, greed became the byword for success. The 
‘Cassandra bug’ infected the top executives: the more they 
were warned of the ‘fat tail’ risks, the more they rolled their 
eyes, yawned and changed the subject.  
 
 This form of self-censorship filtered out the ‘thoughtful’ and 
replaced them with the ‘faithful’. Top executives allowed their 
‘rainmakers’ to take excessive risks with complex products for 
two reasons: they did not own their firms, so the personal risk 
was minimal; and they didn’t understand these products, but 
they were OK so long as other banks were doing them. 
Anything was OK if it had been done before and/or others 
were doing it.  
 
Moral morphed into amoral. In a big grey area that lies 
between being ethical at one end and unethical at the other, 
senior executives displayed two behavioural traits that 
percolated into the rest of their firms.  
 
The first trait was a strong bottom-line focus. Senior 
executives knew that they had to do right by their 
shareholders and by their customers. But this caused a 
dilemma, since outside a narrow range, the legitimate 
interests of these two stakeholder groups can clash. Instead of 
striking a balance, the scales were tipped against the latter.  
Our leaders had no training in resolving the dilemmas. When 
faced with them, many became disengaged.  
 

The second trait treated everything as fair game so long as 
your competitors were doing it. The alternative is to lose your 
market share and be punished by City analysts.  Hence one 
wrong was often compounded by another. For example, it was 
OK to sell structured products with dubious guarantees (or 
rig LIBOR) because others were doing that. After all, 
customers rarely read or understood the ‘health warnings’ 
compressed in the fine print of sales documents. Besides, 
things may turn out OK in the end, who knows? 
 
No wonder our sales people and traders felt caught in the 
middle. They had to meet their targets to qualify for juicy 
bonuses. Yet many also knew that wrongdoing would be 
inevitable.  
 
When charged by the FSA, all they could do was to plead the 
Nuremburg defence: ‘I did what I was told to do’. Such people 
became disconnected from the corporate ethos and merely 
concentrated on doing their job for fear of being branded as a 
freak or an oddball if they rang the alarm bells. 
 
Clearly, there is a big grey area in the field of business ethics. 
Over time and unwittingly, the above two traits have driven 
many financial firms into this grey area. Like a black hole, it 
sucks you in before you know it. They are caused by a failure 
of leadership and a failure of governance.  

~ A Global Bank
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3 Mending a Broken Culture: 
 How do you rebuild customer-centred cultures? 
 
Overview 
 
To some people, culture has a fluffy feel. Yet, it has 
the same Latin root as the verb ‘to cultivate’: i.e. to 
till the soil and work with nature. It is about solving 
the daily problems with self-evident rules. It 
embodies the shared ways in which groups of 
people understand and interpret the world. 
Although hard to verbalise, it forms the roots of 
action. 
 
Like an onion, culture is multilayered. To 
understand it, we have to peel it layer by layer. In 
business, it has three distinct layers. The innermost 
one comprises values. They are the agreed norms 
about what is ‘right’ and ‘wrong’.  Thus, they define 
what is acceptable and why. The middle layer 
comprises behaviours that should run with the grain 
of the defined values. The outer and the most 
visible layer comprises systems and controls 
(SysCs). By an intelligent incorporation of norms 
and values, SysCs aim to provide checks and 
balances on behaviours to ensure their alignment 
with values. Like traffic lights, they seek to ensure 
that driving (behaviour) is consistent with the 
Highway Code (values).  
 
Following this analogy, it is clear that the 
wrongdoings highlighted in the notices in Section 2 
are symptoms of a misalignment in the 
values−behaviours link, resulting in a ‘broken 
culture’, where people say one thing and do 
another.  
 
Hence, this section suggests a more holistic 
approach. It identifies corporate values, behaviours  
 

 
 
 
and SysCs that can go a long way towards creating 
financial firms of enduring worth in the years to 
come.  
 
The aims of this section are three-fold: 
♦ to emphasise that actions in one layer are 

necessary but not sufficient, given the strong 
inter-relationships between the layers 

♦ to highlight top line items for a vibrant culture, 
given the key gaps suggested or implied by the 
FSA notices 

♦ to provide a template for regular ‘pulse checks’ 
on what’s working, what’s not and why, given 
that wrongdoing often evolve from many small 
steps, not single reckless leaps. 

 
Focused on the art of the possible, the section 
suggests: 
♦ values that run with the letter and the spirit of 

the Financial Services and Market Act 2000  
♦ baseline behaviours consistent with those 

values 
♦ the core elements of SysCs consistent with an 

intelligent application of the chosen values in 
day-to-day management conduct 

♦ an incentive framework that strikes a balance 
between hard and soft rewards; between 
equity and efficiency.    

 
 
As in Section 2, this section highlights further case 
examples so as to paint a bigger picture about the 
requisite culture. The resulting analysis runs with 
the grain of the recommendations made by the 
FSA at www.fsa/gov.hk/doing/regulated/culture  

“We accept that firms need to be able to generate acceptable returns for shareholders and have to be financially 
robust. But this is about ‘good profits’ rather than profits at any cost – 

 either to firms’ own stability or their customers’ best interests. 
 

Martin Wheatley, Managing Director, FCA 
 
 

                                                 “We need dramatic improvement in people, culture and controls.” 
 
                                                                                                                                           Stephen Hester, CEO, Royal Bank of Scotland 
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Figure 3.1 Adopting business values 

 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“Many customers do not understand what 
they’re signing up for. We factor that into 
our dealings with them.” 

“Culture starts at the tip: the tone, the 
example, the words, the deeds, the 
outcomes.”  

“Our values are embodied in standards of 
conduct that everyone is expected to 
observe.” 

 
 

Values mean fairness towards customers 
 
Case Study 7: Product mis-selling  
                             
 
The failures occurred because this insurance 
subsidiary failed to do pre-sell suitability checks on 
products such as annuities, bonds, mortgages, 
pensions and structured products. The outcomes 
were wrong advice and mis-selling. 
 
There was no evidence that the prevailing desk- 
based monitoring function was adequate in 
managing business risks or ensuring ‘duty of care’ 
towards customers. Worse still, the firm failed to 
take appropriate action by ignoring rising internal 
concerns, on top of warning signals from the FSA. 
Despite known failings, the firm continued to sell 
high-risk products. Its advisers were giving advice 
even when not authorised to do so. Commissions 
influenced the choice of products they sold. A lack 
of claw-backs in the commission formula sent the 
wrong signals to its advisers.  
 
Despite the FSA’s previous warnings, 52% of files 
failed to pass the compliance tests and 13% got 
unsuitable advice. Warnings were largely ignored.   
 
The firm would have been fined £2.4 million but for 
the fact that it was forced into wind-up mode and 
couldn’t afford the fine. Its last act was to transfer 
its advisers and business to other firms so as to 
“provide continuity of service to former customers.”  
 
 
 
 
 
 
 
 
 
 
 

 
Case Study 8: Poor administration  
                             
The violations occurred when the company failed to 
organise and control its affairs responsibly. It had 
no governance arrangements to manage and 
monitor the risks that its customers were exposed 
to.  
 
Between 2002 and 2010, it failed to issue 238,000 
policyholder documents; trace in excess of 200,000 
‘gone away’ policyholders; calculate correctly the 
‘guaranteed minimum pension’ payment for 774 
customers; resolve system errors in calculating 
rebates for 25,000 policies; and match the 
Department of Work and Pensions contributions to 
personal pensions for 2,500 customers.  
 
These failings persisted over a long period, 
impacting a substantial number of customers, with 
the firm aware of many of them. The loss suffered 
by customers was “substantial” and in many cases 
financial remedy is no longer possible. According to 
the firm, the cost of redress will be £60 million.  
 
The firm’s ethics policy says: “Supported by our 
core values of working together, bringing clarity 
and exceeding expectations, the (firm’s) code of 
conduct outlines in specific terms what we stand for 
… and how we deal with business partners and 
serve our customers.” 
 
The firm was fined £4 million.  
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Interview quotes: 

“The differential between ‘back book’ and 
‘front book’ pricing is unfair. But everybody 
is doing it. Only regulators can stop that.” 

“Our values seek to balance customer 
interest with business commerciality.” 

“Standards of conduct are fine as value-
carriers, but you need quality measures that 
avoid wishy washy KPIs.” 

 

Seeing the big picture 
 
 
Most of the firms issued with enforcement notices 
have had mission statements couched in 
aspirational words. There are no hard and fast 
rules on what constitutes appropriate values. 
However, if the FSA’s framework for ’Treating 
Customers Fairly’ is to be observed in letter and 
spirit, the adopted values must be directly linked to 
six activities that set out the ground rules of a 
customer-centric culture (Figure 3.1).  
 
Going clockwise, the adopted values should 
expressly aim to put customers first. That means 
putting their interests above the corporate or 
employee interests in three specific respects.  
 
Firms need to set realistic sales goals that aim to 
minimise up-selling, cross-selling or mis-selling of 
the sort that has caused customer detriment. Over-
ambitious goals are a key cause of dysfunctional 
behaviours responsible for much regulatory failure. 

A main litmus test for goals should be the extent to 
which they can undermine the integrity of the 
products in question.  
 
In addition, firms need to engage with customers to 
an extent that enables them to understand and 
anticipate their needs on the one hand and give 
impartial advice on the other. In contrast, in some 
houses, the distance between them and their 
customers has only served to legitimise the notion 
of victimless crime.  
 
Finally firms need to minimise conflicts of interest 
caused by a combination of product push and 
skewed employee incentives. This means also 
offering transparency around products, fees, 
charges and incentive systems. Duty of care 
means ensuring that customers must understand 
what they buy. 
 
In sum, the adopted values should overtly aim to 
give customers a fair deal.  

 
What we heard in the interviews... 
 
Business values are welcome in principle. But they carry 
two inadvertent downsides in their implementation.  
 
First, they can create a prime mover disadvantage in the 
short term. For example, to gain the marginal customer, 
we offer ‘front book’ prices that are well below the 
‘back book’ prices. Long established customers are 
penalised at the expense of the new ones. Fairness 
demands a uniform pricing model. But its adoption can 
mean loss of new business, unless all our competitors 
follow suit.    
 
The second downside relates to the normative nature of 
values: their meanings vary with circumstances and are 
thus capable of alternative interpretations. To counter 
this possibility, we are adopting a code of personal 
responsibility across the group, led by the CEO.  
 
The code helps the entire workforce to play its role in 
living our business values and delivering against our 
five pillars of responsible business: namely, put 
customers at the heart of our business, work responsibly 
with external stakeholders, invest in our local 
communities, and aim  

to reduce our environmental impact.  
 
All employees are enjoined to take time to understand 
the code, implement it and challenge others who get out 
of line. They are especially enjoined to speak out when 
they suspect inappropriate behaviour. They are also 
given guidance on the most appropriate course of action 
in uncertain situations. 
 
Most notably, the stated ethos of putting customers first 
is operationalised via clear simple guidelines on: what it 
means to think about customers first in daily activities; 
how to understand and anticipate customer needs; how 
to deliver on promises to customers; and how to take 
ownership to get things right for customers.  
 
This approach is a big advance on having mission 
statements and values pinned on all notice boards. This 
is because it operationalises values in daily activities. It 
goes beyond the ‘what’ of values and goes into ‘how’, 
‘why’, ‘who’ and ‘when’ in ways that people can relate 
to more easily.   

 

An Insurance Company 
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Figure 3.2 Nurturing acceptable behaviours 

 
Source: CREATE-Research Programme  2013 
Interview quotes: 

“Without individual sanctions, behavioural 
changes are as durable as the crisis that 
provokes them.” 

“Regular customer feedback is proving a 
powerful external tool for driving internal 
change.” 

“Products must deliver what it says on the 
tin and avoid exaggerated claims.” 

 
 

Behaviours should set the tone and example 
 
Case Study 9: Client money not ring-fenced 
                              
The violations occurred in the investment banking 
division for failing to protect client money. The 2000 
Act requires the firm to keep client money separate 
from its own money in a segregated account or 
money market deposits, so as to ring-fence it in the 
event of insolvency by the firm.  
 
Instead, the firm comingled the funds intra-day but 
segregated them overnight over an eight-year 
period. If the bank had become insolvent intra-day, 
its clients would have been classed as general 
unsecured creditors in any solvency process and 
forfeit the right to claim money from the usual pool 
of protected money.  
 
During the relevant period, the average daily 
amount of client money that was not segregated on 
an intra-day basis increased from £6 million in 2002 
to around £390 million in 2009, reaching a peak of 
£752 million at one time. These figures remained 
undetected by the compliance department 
throughout the period. Notably, failings related only 
to GBP denominated client money market deposits. 
The similar USD deposits were segregated both 
intra-day and inter-day. 
 
The firm was fined £1.6 million.   
 
 
 
 
 
 
 

Case Study 10: Mis-selling risky products 
                             
The violation occurred in the period 2003-2009 
around a product misleadingly labelled Premier 
Access Bond and Premier Bond and Enhanced 
Variable Rate Fund, managed by a US insurance 
company. Primarily meant to be invested in safe 
liquid money market funds, or certificates of 
deposit, or commercial paper, the fund ended up in 
highly risky assets like mortgage-backed securities 
(up to 31% at one time); floating rate notes (51%); 
and long dated assets (65%).   
 
The value proposition of the fund promised steady 
increasing returns, in the belief that it would be held 
to maturity of up to five years.  However, the 
inclusion of risky assets, some of which were hard 
to value played havoc with valuations. At the height 
of the credit crisis in 2008, a run on the insurance 
company caused a mass exodus. Withdrawals had 
to be suspended.  
 
Marketed as an ultra safe asset, many customers 
were advised to invest 100% of their assets into 
this fund, a massive concentration risk. Sales 
advisers did not understand how the fund was 
invested, what its return drivers were and why 
concentration was so risky. Around 250 customers 
with £748 million were invested in this fund.  
 
The firm was fined £9 million.  
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Interview quotes: 

“Grey-scenario training, based on real life 
stories of gut-wrenching cases, is the most 
effective learning tool.” 

“To be a trusted adviser means selling what 
customers need rather than what we have.” 

“People learn far more from role models 
than from classroom training.” 

 

Seeing the big picture 
 
If values are about fairness, behaviours are about 
living them via day-to-day conduct. At a minimum, 
these should display generic behavioural traits 
shown in Figure 3.2. 
 
The first concerns delivering a value proposition 
through any product (or service), defined here by 
the excess of its benefits over costs. Where 
possible, the proposition should also spell out – in 
plain words – the sources of added value and their 
downside risks. The proposition must recognise the 
historical lesson that financial innovation can go 
disastrously wrong. Most investment products do 
not have a well-defined shelf-life or replicable 
outcomes.  
 
The second trait concerns the advisory role of the 
firm. Sales employees and their bosses should  
 
 
 
 

see themselves as trusted advisers of the 
customer. Salespeople and their managers should 
be honest about four factors that matter most to 
clients:  what are the likely returns on their 
investments, over what time period will they 
materialise, what are the risks at the end of the 
period as well as within it, and what are the open 
and hidden costs? This means avoiding over-sell 
and mis-sell, ensuring product suitability, and 
inviting customer feedback 
 
Finally, firms should identify exemplary role 
models, backed by personal recognition and 
financial reward. Such role models should eschew 
individualism and league tables and re-orient 
employees towards building customer relationships 
and service ethos.   
 
These behaviours require a culture of openness 
where people can voice their questions in a risk-
free environment. They also require training 
approaches that tackle ‘grey area’ real-life 
customer scenarios to highlight the hard choices 
between sales targets and customer detriment.  
 

What we heard in the interviews... 
 
People don’t deliberately set out to mis-sell. Around 80% of 
our revenue comes from regular income embedded in our 
products. In financial services, customers don’t switch easily 
between providers. For the remaining 20%, you have to go 
out of your way to compete with other banks. It is not 
surprising that mis-selling occurs from time to time, especially 
since the rule book has become too-big-to-read.  
 
Managers can’t be everywhere to supervise their sales teams. 
So we are doing a number of new things to minimise it. Three 
are noteworthy.  
 
To start with we are introducing self-checking teams in which 
people challenge their colleagues when sensing wrongdoing, 
instead of file checking. These real-time conversations are 
encouraged under the ethos that challenging is about helping 
others to keep out of trouble, and not undermining their 
achievements. The implicit altruism is an essential part of the 
speak-up culture that prevents people from getting into 
trouble.  
 
Furthermore, our training is entirely based on ‘grey area’ 
scenarios of real life examples. Its focus is on situations 
fraught with acute dilemmas that our sales people faced in the 
past, the decisions that they made, the reasons behind the 
decisions and the ultimate consequences. We especially focus 
on situations where the line between moral and amoral is a 

fine one. In the process, we use gut-wrenching examples to 
underline the messages that life is about balance: aggressive 
sales targets can be self-defeating. Above all, we also 
emphasize that when in doubt, there is no doubt: talk to your 
manager or peers.  
 
Finally, when it comes to sales numbers, we rely on the belief 
that if something is too good to be true, then it probably isn’t. 
Our high performers attract just as much scrutiny as our low 
performers. This is not easy, of course, since scrutiny in the 
face of success can be very demotivating. That’s why our 
attempts to develop a speak-up culture are so essential. They 
enable people to have risk-free conversations with bosses and 
peers. 
 
The finance sector is riddled with rules and regulations. We 
had checkers checking the checkers before the 2008 crisis. 
Yet, that did not prevent sales people from gaming the system.  
 
The answer is not more regulation. We have to find different 
and better ways of doing things. That’s why we’re creating a 
culture in which behaviours are self-regulating, conversations 
are open and training is all about sharpening people’s gut 
instincts on what’s right and wrong.                                                                         
 
                                                                       ~ A Retail Bank
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Figure 3.3 Systems and controls that embody the values and provide checks on behaviours 

 
Source: CREATE-Research Programme 2013 
Interview quotes: 

“Incentives must have customer-centric 
KPIs especially for those who directly 
interact with customers.” 

“Our investment subsidiary has a customer 
protection panel. It ensures that customers 
are sold products that are fit for purpose.” 

“In the absence of a speak-up tradition, all 
organisations must have a whistleblowing 
process.” 

 
 

Establishing a clear line of sight between values, behaviours 
and SysCs 
 
Case Study 11: Making dubious payments 

                   
The failures concerned payments to overseas third 
parties, without a commercial explanation as to why 
this insurance brokerage had to use such parties 
and what services were rendered in return. No 
formal training was provided to staff; nor was there 
adequate due diligence to assess whether they 
were connected with the insured, the insurer or 
public officials. Such payments gave rise to an 
unacceptable risk that they could be used for 
corrupt purposes.  
 
The firm duly improved its policies and controls. 
However, their implementation failed to deliver 
better due diligence. The Board weighed in on the 
matter but also failed to provide the necessary 
oversight, since it did not receive the necessary 
management information. Over the relevant period, 
commissions earned from high-risk jurisdictions 
totalled £59.7 million. Commissions paid to dubious 
parties in them totalled £27 million.   
 
The firm was fined £9.85 million. 
 
 
 
 
 
 
 

Case Study 12: Failure in complaints procedure 
                  

The violations occurred because the bank failed to 
produce adequate management information 
essential for checking whether customers were 
being treated fairly. The prevailing systems focused 
on whether complaint handlers adhered to the 
complaints process but did not assess the 
customer outcomes.  
 
Specifically, the quality of the investigation 
undertaken was inadequate: complaint handlers 
did not have the relevant information. The guidance 
provided to staff, too, was limited. They were 
required to resolve complaints within limited time 
frames. There was no formal requirement to 
consider any feedback from the FOS.  This led to 
the failure to address fully all concerns raised by 
the customer. 
 
The bank had over 2,200 branches across the UK, 
serving some 15 million customers so failures in 
complaints procedures were deemed serious by 
the regulator.  
 
The firm was fined £4 million.   
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Interview quotes: 

“Technology can provide an intelligent 
oversight on sales activities. But its use is 
still nascent.” 

“Our root-cause analysis is based on the 
principle of ‘failing forward’: learning from 
past mistakes when moving on.” 

“Without sanctions, wrongdoing will always 
be treated as a technical offence.” 

 

Seeing the big picture 
 
If values are about fairness, systems and controls 
are about an intelligent incorporation of values into 
day-to-day processes.  
 
SysCs should be like traffic lights and speed 
cameras. In a cultural context, their role is to 
provide a framework that drives people behaviours 
to ensure that they conform to values. Figure 3.3 
sets out what is required for this to be effective.  
 
Firstly, clear processes and guidelines should be 
provided for good practices in all potential areas of 
customer detriment or ethical lapses. Training 
should focus on these as well as the case 
examples of previous failures and their 
consequences. For retail customers, processes 
and guidelines may be backed by in-house 

independent customer protection panels that 
champion customer interests.  
 
Secondly there should be sanctions as well as 
incentives. It is telling that in none of the 
enforcement notices have individual culprits been 
named and shamed. Wrongdoing is often treated 
as a technical offence. Sanctions such as bonus 
claw-backs, sackings and disqualification should 
act as a brake on misdeeds while incentives should 
focus on customer fairness, while balancing hard 
and soft rewards.  
 
Finally, every firm should have an effective internal 
whistle-blowing mechanism to protect employees 
who identify wrong-doing. In many cases staff who 
speak up are bullied or marginalised.   
 

 
 
 
 
 
What we heard in the interviews... 
 
City analysts always expected us to beat our earnings 
forecasts. So, we set the profit pool, identified the 
opportunities and incentivised our people to chase them. In a 
mature market like the UK, competition was intense. So, there 
wasn’t much discussion about the unintended customer 
detriment that may result from the aggressive sales targets. 
Once the targets were set people were left to get on with them, 
with regular monitoring of results.  
 
To make matters worse, the incentive system created 
dysfunctional rivalries between and within teams. It forgot 
that people were paid salaries to do their jobs. They did not 
need further incentives.  Unsurprisingly, corner cutting was 
inevitable. Personal recognition for a good job well done was 
valued less than hard cash. 
 
Part of the problem is that customers don’t always know what 
they’re signing up for. They trust us implicitly to help identify 
and meet their needs. This may result in cross-selling or up-
selling for good reasons.  But when things go wrong, it is 
classed as mis-selling. The dividing line is a fine one, since it 
is hard to know how far one can go to counter the gaps in 
customers’ financial literacy, once you’ve explained the 
downside risks.  
 
Be that as it may, we are developing an early warning system  

as part of our internal controls. Relying on technology, it will 
flag up impending problems in the pipeline by monitoring 
data on complaints, cancellations, unused credit facilities, 
customer satisfaction and so on. Via various techniques, the 
system will provide trigger points that will inform managers 
on the need for pre-emptive action. Such a system can go a 
notable way towards minimising customer detriment.   
 
It also needs to be augmented by root-cause analysis when 
something goes wrong big time, like PPI and interest rate 
swaps. There was nothing inherently wrong with these 
products.  Indeed they were reportedly beneficial for certain 
customer segments.  
 
However, the problems arose as and when they went mass 
market. Additionally, in the case of swaps, falling interest 
rates had not been factored in.  Root cause analysis is a 
powerful learning tool in the product development process. It 
enables us to learn from the previous problems as we go 
forward.  
 
Both these tools amount to an intelligent incorporation of our 
business principles in systems and controls.  
 

 ~ A Retail Bank
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4 The Way Forward:  
 What are our recommendations for firms, their advisers and regulators?  
 
An Overview 
 
Sections 2 and 3 have identified the sources of 
regulatory failure and the nature of culture changes 
that are needed by financial firms if they are to treat 
their customers fairly in accordance with the letter 
and spirit of The Financial Services and Markets 
Act 2000. Section 3 has recommended specific 
approaches that financial services firms need to 
consider if they are to put their customers first.  
 
This section sets out our recommendations to four 
groups within the sector: financial firms, regulators, 
in-house risk and compliance professionals, and 
external advisers and auditors.  
 
Corporate cultures are shaped by forces that are 
external as well as internal to a firm. As we argued 
in Section 3, culture has invisible as well as visible 
features. These are further demonstrated by the 
celebrated Schein’s model (Figure 4.1). The 
models’ main point is that, to make a culture work 
and drive the right behaviours, one must first 
change the beliefs and assumptions that underpin 
them. As described in Section 3, the model as it 

applies to regulated financial services can be said 
to have three layers: values, behaviours and 
systems and controls.  
 
The inner layer lies below our everyday 
consciousness and comprises beliefs and 
assumptions. Although tacit, and often 
subconscious, they have profound influence on the 
other two layers. The middle layer comprises 
behaviours that are consistent with the beliefs and 
assumptions. The outer layer comprises the 
artefacts of systems and controls. These are meant 
to reinforce behaviours.   
 
The key point here is that culture change is as 
much about influencing all three layers as aligning 
them. Our recommendations seek to achieve these 
twin imperatives via the actions of specific entities. 
To add a sharp edge to our distinct sets of 
recommendations, we also pose questions that go 
to their very core.  
 

 
                              Figure 4.1  Edgar Schein’s model of organisational culture 

 
 
 
 

“They constantly try to escape from the darkness outside and within 
  by dreaming of systems so perfect that no one will need to be good. 
 But the man that is shall shadow the man that pretends to be.” 
 
                                                                                                 T.S. Elliot 
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Interview quotes: 

“The recent scandals have tarnished the 
reputation of non-executive directors. They 
need to raise the bar.” 

“Rather than new mission statements, non-
executive directors need the confidence to 
hold a mirror to senior managers.” 

“Non-financial KPIs like customer 
satisfaction, complaints, retention and 
churn rate are vital.” 

 

Recommendations for financial firms 
 
In the light of our analysis in Sections 2 and 3, we 
make five recommendations for financial firms.  
 
1. Our first and most important 

recommendation is that financial firms 
should undertake regular culture 
assessments, akin to pulse reviews. 

 
Figure 4.1 sets out a template that can be adapted 
and customised to make it more relevant to 
individual cases. It presents the 18 tools identified 
in Section 3 under three subheadings.  
 
It then asks two questions about each tool, on a 
scale of 1 to 4:  
• how important is the tool in question for 

protecting and enhancing customer interests in 
the unique environment of our business 

• how well are we delivering it so as to get the 
desired outcomes? 

 
The aim is to assess whether there is an alignment 
between what is important in principle and what is 
being delivered in practice. As a part of raising the 
bar, each Board should also initiate a regular 
reverse “Dear CEO” letter to regulators, presenting 
the results of the cultural audits and the actions 
taken, when necessary. 
 
 We make three other recommendations:  
 
2. Effective Leadership: to be successful and 

effective, firstly the Board must have the right 
mix of competencies, skills and experiences to 
strategically lead the Company; and secondly 
the Board members must fully understand their 
individual and collective responsibilities. The 
Leadership 21st Century programme, led by the 
Financial Skills Partnership, is designed to help 
Boards examine and improve the quality and 
effectiveness of leadership and board 
performance. The ultimate aim is to help the 
finance sector restore its reputation and rebuild 
consumer confidence and trust. At the heart of 
the programme are a set of voluntary, 

objectively measureable standards for good 
board practice which have been developed with 
major employers along with the main trade 
bodies and the regulators. These will be 
supported by a suite of best practice solutions 
and practical toolkits designed to help boards 
as well as those seeking appointment to the 
board. Further details are available at 
www.financialskillspartnership.org.uk    

 
3. Expand the scope of training to include the 

‘grey area’ scenarios: learning is most 
conducive to behavioural change if it relies on 
role playing and narrates real-life situations of 
grey areas in which people have to make 
judgment calls that stretched their integrity as 
much as their ingenuity. Understanding and 
resolving dilemmas should be an essential part 
of training for management as well as for sales 
and other staff. A balanced approach to different 
stakeholders is impossible unless managers at 
all levels identify the inherent dilemmas and 
develop the necessary skill sets to cope with 
them. The skill sets are set out in Theme 2 in 
the Executive Summary.  

 
4. Build customer-focused and balanced KPIs 

in the incentive system: the over-emphasis on 
bottom-line results should be tempered by the 
inclusion of KPIs that overtly protect and 
enhance customer interest.  There also needs to 
be a balance between money and non-money 
rewards (Theme 5 in the Executive Summary). 

 
 
Core question for financial firms:  
 

Do you undertake regular culture audits that not 
only cover separate elements of values, 
behaviours and systems, but also check the 
state of alignment between them?  

 
 
 

 
 
 
 
 
 
 
 

http://www.financialskillspartnership.org.uk/
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Interview quotes: 

“Cultures wax and wane. They require 
regular reality checks.” 

“Culture failings are often hard to pinpoint, 
as they occur via isolated series of instances 
that often seem insignificant at the time.” 

“Few employee surveys reveal much about 
the state of culture. They are mostly too 
preoccupied with pay and ration issues. ” 

 

Figure 4.1 A template for assessing the strength of cultures in financial firms 
 
 
 

 
a. Adopt values that: 

put customers first 

set realistic sales goals 

understand customer needs 

offer impartial advice 

minimise conflicts of interest 

offer transparency 

b. Nurture behaviours that: 

have a clear value proposition 

avoid mis-selling  

sell products that are fit for purpose 

invite regular feedback 

create internal role models 

incentivise good conduct 

c. Develop SysCs that: 

provide intelligent oversight of behaviours 

develop good practices in key areas 

create in-house customer protection panels 

penalise unacceptable behaviours 

make client satisfaction a measure 
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Interview quotes: 

“How do you nurture an environment of 
innovation if the FCA shoots first and asks 
questions later, as it says it will do?” 

“Do regulators themselves have the culture 
and expertise to be intrusive and muscular? 

“Without expertise, the FCA will have to 
shift the burden of proof to individual firms, 
when testing their business models.” 

 

Recommendations for regulators 
 
a. Background 
 
In 2013, the regulatory structure in the UK will 
move to the ‘Twin Peaks’ approach, with the 
introduction of the new Financial Conduct Authority 
(FCA) and Prudential Regulatory Authority (PRA) 
overseen by the Treasury and Bank of England 
respectively. Supervision of firms will become more 
intrusive: no more ‘light touch’ approach. Challenge 
and inspection will replace trust and consensus in 
the new approach.  
 
However, this understandably confrontational tone 
may still miss the core issues that lie at the root of 
the cycle of regulatory lapses. It is vital that the 
FCA and PRA fully understand the centrality of 
corporate culture and senior management 
behaviour in driving regulatory failure; and do not 
continue to focus solely on failing systems, controls 
or blatant misbehaviour by a minority of staff. It is 
vital that the enforcers do not lose sight of the 
wider setting in which wrongdoing has been 
happening. Otherwise, they risk being flatfooted, as 
in the recent past.  
 
 
b. Recommendations 
 
1. Assess flawed or failing business models: 

the FCA and PRA should enhance their 
forensic skills to identify businesses that are 
based on commercial and operational models 
that cannot succeed without detriment to their 
customers. This means the levels of analysis of 
firms’ business models needs to increase 
substantially both when firms are applying for 
approval and regularly thereafter. Investment 
management firms use sophisticated tools and 
skills to assess the viability of strategies, 
models and leadership of the businesses in 
which they invest. The FCA and PRA should 
establish similarly robust and professional 
teams with this as their sole objective. Their 
assessments should be publicly available so 
that customers are not unwittingly doing 
business with firms that regulators regard as 
high risk. 

 
 
 
 

 
 
2. Be more directive with ineffective cultures 

and senior management: the FCA and PRA 
should become more vocal in warning firms that 
their cultures or senior management are not 
strong enough to prevent risks to customers or 
the financial system. The days of the quiet word 
in the ear or the polite warning letter (examples 
of this as recent as 2012) must cease in favour 
of robust and explicit oversight.  

 
3. Understand the cultural nuances: the FCA 

and the PRA should recognise the difficulty of 
making an assessment of appropriate culture 
and leadership. Aggressive top-down 
‘command and control’ is not synonymous with 
minimising customer detriment. We recommend 
that the regulatory framework incorporates the 
main drivers of cultural effectiveness, as 
identified in Section 3. 

 
4. Develop a proactive rather than a reactive 

framework: we are concerned that the new 
regulatory approach will continue to prioritise 
‘catching’ wrongdoing, compensating 
customers and fixing broken businesses. It is 
the inevitable consequence of having large 
central regulatory organisations whose driving 
ethic is “supervision” and whose staff are 
predominantly supervisors.  

 
5. Require firms to undertake regular external 

regulatory audits to provide them with a 
licence to operate:  in order to encourage 
them to take responsibility for their own pre-
emptive risk management, firms should be 
required to pay for their own regular MOT 
external audits, with results reported to the FCA 
and PRA. 

 
  
Core question for the regulators:  
 

Do you have the expertise to check the culture 
of firms you regulate as a part of assessing the 
robustness of their models?  
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Interview quotes: 

“Risk is an abstract concept. It needs a new 
language and case examples that resonate 
with the gut instincts of our people.” 

“The current risk paradigm is overly 
technical and gives the false impression that 
physical tools are enough to manage risk.” 

“When challenging sales staff, HR and risk 
need more a supportive stance from senior 
executives.” 

 

Recommendations for risk and compliance professionals 
 
a. Background 
 
The enforcement notices reviewed here do not 
point the finger directly at risk and compliance 
specialists. Yet, it is clear that many of the scandals 
occurred in organisations with large and well-
established risk and compliance departments. Just 
as there are lessons for senior executives, as 
covered in this report, so there are lessons for risk 
and compliance specialists.  
 
b. Recommendations 
 
1. Drive a balanced approach to risk 

management: part of the reason that firms 
have overly focused on building effective 
controls, processes and auditing frameworks to 
the exclusion of cultural tools is due to the 
prevailing mindset of the risk and compliance 
professionals. In some cases, activities that led 
the regulator to take enforcement action were 
given the green light by internal reviews 
because the business was complying with the 
required procedures and controls – with less 
regard to the potential customer detriment. 
Admittedly, the risk and compliance profession 
in the finance sector is less than 20 years old: 
evolving from the ‘inspectors’ role in banks and 
insurance firms, focused on measuring and 
evaluating.  

 
These approaches are necessary but not 
sufficient. Leadership mindsets and 
management behaviours cannot be measured; 
they can only be observed. Risk and 
compliance professionals should therefore 

focus on observables as much as measurables, 
as argued in Theme 3 in the Executive 
Summary. Like the regulator, they must also 
recognise that a command and control 
approach merely drives dysfunctional behaviour 
underground while creating a climate of fear.  

 
2. Become the trusted advisers to senior 

managers:  in too many instances, risk and 
compliance is seen as a specialist technical 
discipline that is rarely engaged by leaders 
when formulating business plans and priorities. 
Often, risk management is only engaged once 
the major decisions have been made and the 
die is cast. It is expected to help implement the 
plans in a way that is compliant but not given a 
chance to challenge the thinking behind them. 

 
Risk and compliance specialists need to 
develop commercial expertise so as to become 
the advocates of end customers. In separate 
research with senior management and risk 
specialists, Enterprise Learning has identified 
the core skills required of risk professionals to 
achieve trusted adviser status: 
http://www.enterprise-learning.co.uk 

 
 
Core question for risk and compliance 
professionals:  
 

Do you focus on observables as much as 
measurables when assessing people 
behaviours?  

 

 

http://www.enterprise-learning.co.uk/
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Interview quotes: 

“External auditors and consultants have a 
limited impact, since their involvement is 
infrequent and too high level.” 

“I’ve often wondered whether these external 
people are part of the problem or part of the 
solution.” 

“Consultants tend to be preoccupied with 
symptoms rather than causes. They don’t 
know enough about us.” 

 

Recommendations for auditors and consultants 
 
a. Background 
 
Big firms as well as specialist boutiques have been 
influential advisers on regulatory matters to the 
financial firms as well as their regulator. Whilst they 
cannot be held accountable for wrongdoing, the 
recent high-profile enforcement notices argue for 
introspection and learning on their part, too. 
 
Whilst they are not complicit in regulatory lapses, 
these firms have often suffered from the same 
‘blind spots’ as the firms they have advised and so 
have often missed some of the more deep-seated 
drivers of wrongdoing, despite the breadth and 
depth of their expertise.  
  
We attribute this to three causes: 
 
First, like many financial institutions themselves, 
consultancies and auditors recruit their specialists 
from a relatively small pool of financial services 
experts. While the most senior of these have 
significant coal-face experience, their subordinates 
tend to be fresh graduates with little understanding 
of financial services in action, or their daily 
pressures or the diverse needs of their customers.  
 
Second, many auditors and consultants are experts 
in the hard aspects of business: products, policy 
and processes. They are less versed in the soft 
aspects like culture, behaviour and values. Indeed, 
many are dismissive of these ‘softer’ factors in 
managing risk or promoting business growth.  
 
 
Finally, auditors and consultants are usually driven 
by the priorities of their clients. A typical agenda for 
action includes costs, profitability, shareholder 
value, process efficiency, operational improvement, 
and M&A support. Customer outcomes are rarely at 
the top of their agenda and so are often not 
prioritised by the consultants.   
 
 
 
 
 
 
 
 
 
 
 
 

 
b. Recommendations 
 
1. Promote diversity of people and expertise: 

auditors and consultancies should review 
recruitment practices and resourcing 
frameworks to ensure sufficient diversity of 
experience and perspective so that they can 
bring sufficient experience and challenge the 
prevailing mindsets where necessary. 
 

2. Culture, behaviour and values: auditors and 
consultants need to review their tools, 
methodologies and concepts to ensure that 
sufficient importance is given to culture as a 
primary cause of regulatory problems. They 
should include culture tools in their audit 
structures and report on them alongside their 
reviews of policy, procedure and systems. They 
should also ensure that their financial services 
practices understand and have expertise in 
regulation and regulatory risks and do not apply 
‘generic’ solutions that fail to take into account 
the unique risks and challenges of a regulated 
sector.  

 
3. Focus on the customer and customer 

outcomes: auditors and consultancies should 
ensure that their clients understand the 
importance of prioritising customer outcomes in 
their regulated operations, even at the expense 
of other objectives. When auditing operations 
and processes, they should sample real 
customer outcomes to assess whether 
customers have been treated fairly.  

 
 

Core question for auditors and consultants:  
 

To what extent does your approach recognise 
that culture can be the primary cause of 
regulatory lapses?  
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Final thoughts 
  
The need to change the culture of banking has 
been highlighted by the parliamentary committee 
on banking standards, the FSA and leaders in the 
industry. But it is not just the financial firms that 
need to change - there is a need for system-wide 
reform. 
  
Despite this commonly held view that the culture of 
banking is 'broken', we have seen little evidence 
that people know how to fix it. There have been 
exhortations for bankers to change their 
behaviours, to change incentives and to get 
customer centric. But a sustainable fix will require 
those in the system to confront and then to change 
some of their underlying beliefs and assumptions 
about the role of finance in the wake of the 
traumatic credit crisis. 
  
For example, the belief that incentives drive high-
performance is deeply ingrained in performance 
management systems, despite repeated research 
to the contrary; or the belief that there is no trade-
off between being customer-centric and profit-
centric; or the belief that more regulation will 
reduce risk.  
  
In our experience, culture change requires 
courageous, consistent and patient leadership that 
can challenge the underlying beliefs and 
assumptions. Given that the entire system needs 
reform, it follows that leaders from across the 
system must come together to make that happen.  
  
We agree wholeheartedly with the views espoused 
by senior industry leaders about the need for 
urgent improvements in the conduct of banking to 
restore public and market confidence by breaking 
the cycle of mistrust. But before the system can 
change, leaders will need to change. 
  

We suggest that a ‘guiding coalition’ should be 
formed, made up of leaders from all groups within 
the system. The parliamentary commission on 
banking standards can play a crucial role in the 
formation of that coalition by setting out the need 
and example. Once it is formed, it can work 
towards a clear and common vision for the future of 
a differentiated, trusted banking system – one that 
is consistent with continued global leadership of the 
finance sector. 
  
 We have seen and been involved in many system-
wide reforms and have experience of what works 
and what doesn't. The tools, technologies and 
approaches necessary to turn this ambition into 
actions, and those actions into results are well 
recognised – being founded on robust principles 
and tangible success. 
  
 But the key ingredient are leaders who ‘care and 
dare’, who are prepared to take on the sceptics and 
those with vested interest in maintaining the status 
quo, who have the character and determination to 
make history.  
 
We know they exist and, from our work with a 
number of major financial groups, we know who 
some of them are. They need to be connected and 
given the headroom within which to start the 
process of reform. Parliament, the FCA and the 
Bank of England can play their part by providing 
the space for those leaders to lead. 
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Appendix:  An overview of the enforcement notices used as case studies 
 
 

 Case study  Nature of wrongdoing Causes identified Fines imposed 

1 A Universal Bank Mis-selling of funds Pressure to increase sales £11.0m 

2 A Subsidiary of a 
Global Bank 

Mis-selling of investment 
products to vulnerable 
customers 

Lack of monitoring and 
training 

£15.0m 

3 A Global Investment 
Bank 

Failure to inform FSA about 
violations of US securities law 

Lack of communication 
between senior management 
internationally 

£17.5m 

4 A Retail Bank Aggressive growth strategy 
lead to failure and collapse of 
the bank 

Targets incentivised bad 
behaviour; no risk 
management 

Part 
Nationalised 

5 A Universal Bank Falsification of LIBOR and 
EURIBOR submissions 

Allowed derivatives traders 
to influence submissions 

£85.0m 

6 A Global Investment 
Bank 

Failure to submit transaction 
reports to the FSA 

Lack of management 
oversight 

£2.2m 

7 An Insurance 
Subsidiary 

Failed to satisfy the FSA 
conditions that company is fit 
and proper 

Business not conducted 
soundly and prudently 

Forced to close 

8 A Life Insurance 
company 

Failure to issue policyholder 
documents correctly 

Inadequate administration 
and operating systems 

£4.0m 

9 A Universal Bank Failed to segregate client 
money from its own funds 

Ignoring segregation rules £1.6m 

10 A Private Bank Mis-selling of funds Failure to give appropriate 
investment advice 

£9.0m 

11 A Large Insurance 
Brokerage 

Making unacceptable 
payments to external third 
parties abroad 

Inadequate staff training and 
inadequate due diligence 

£9.8m 

12 A Retail Bank Handling of complaints was 
deficient 

No responsibility for quality 
of advice; no supervision 

£15.0m 
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Other publications from CREATE-Research 
The following reports and numerous articles and papers on the emerging trends  
in financial services are available free at www.create-research.co.uk 
♦ Innovations in the age of Volatility (2012) 

♦ Market Volatility: Friend or Foe? (2012) 

♦ The Death of Common Sense: How Elegant Theories Contributed to the 2008 Financial Crisis? 

♦ Investment Innovations: Raising the Bar (2011) 

♦ Exploiting Uncertainty in Investment Markets (2010) 

♦ Future of Investments: The Next Move? (2009) 

♦ DB & DC plans: Strengthening their delivery (2008) 

♦ Global fund distribution: Bridging new frontiers (2008) 

♦ Globalisation of Funds: Challenges and Opportunities (2007) 

♦ Convergence and divergence between alternatives and long only funds (2007) 

♦ Towards enhanced business governance (2006) 

♦ Tomorrow’s products for tomorrow’s clients (2006) 

♦ Comply and prosper: A risk-based approach to regulation (2006) 

♦ Hedge funds: a catalyst reshaping global investment (2005) 

♦ Raising the performance bar (2004) 

♦ Revolutionary shifts, evolutionary responses (2003) 

♦ Harnessing creativity to improve the bottom line (2001) 

♦ Tomorrow’s organisation: new mindsets, new skills (2001) 

♦ Fund management: new skills for a new age (2000) 

♦ Good practices in knowledge creation and exchange (1999) 

♦ Competing through skills (1999) 

♦ Leading People (1996) 

♦ Tomorrow’s People (1995) 

 
 
Contact details: 

Prof. Amin Rajan 
amin.rajan@create-research.co.uk 
Tel: +44 (0) 7703 444 770 



 

  

 

CREATE-Research is an independent think tank specialising in strategic change and the newly 
emerging business models in global asset management. It undertakes major research assignments 
from prominent financial institutions and global companies.  
 
It works closely with senior decision makers in reputable organizations across Europe and the U.S. Its 
work is disseminated through high profile reports and events, which attract wide attention in the media. 
Further information can be found at www.create-research.co.uk. 

 

Enterprise Learning is an award-winning consultancy specialising in Regulated Business 
Transformation. It blends regulatory, financial services, sales and process improvement expertise with 
training and development to provide a 360 degree service to help its clients change and improve their 
regulated business. Established in 2002, it has worked with a range of blue-chip clients including banks, 
investment firms, insurers, sector bodies and regulators. Its services include transformation of regulated 
sales, operations and business processes, risk management and regulatory advice as well as education 
and training. Further information can be found at www.enterprise-learning.co.uk. 
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