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C’est avec une certaine fierté que les
co-présidents du Jury du prix “Ethi-

LQ S@NS de I'urgence que en Finance — Prix Robin Cosgro-

ve” présentent aujourd’hui au lecteur

les meilleurs textes de la 5éme édition

(2014-2015) que cloture la cérémonie
solennelle de remise des prix, le 21 septembre 2015 a Washington. No-
tre fierté a une double raison d’étre : I'intérét des textes eux-mémes et
I'excellence du travail du Jury.

D’une édition du Prix a 'autre, les textes soumis offrent une vue pa-
noramique des thématiques qui sont au cceur, a un moment donné, des
préoccupations des jeunes générations en matiere d’éthique en finance.
Dans cette 5éme édition, dont le délai de remise des textes était fixé au
15 avril, trois séries de problemes ont été traitées avec une assiduité par-
ticuliere :

* La problématique liée aux modes de régulation. Les auteurs des textes
correspondants posent ainsi la question de savoir quel type de régulation
est susceptible de pousser, et méme dans certains textes d’obliger, les opé-

The Co-Presidents of the Ethics in Fi-
nance Robin Cosgrove Prize are proud to

Sense Of urgency present the best papers from the 5th edi-

tion of the Prize, 2014-2015, at the closing

of the Award Ceremony on 21st September

2015 at the IMF in Washington. Our pride
is motivated by two reasons: the content of the texts themselves and the exce-
llent work done by the distinguished global Jury.

From one edition of the Prize to another, the texts submitted have offered
a panoramic view of the key themes at a certain given moment which preoc-
cupied the younger generation regarding ethics in finance. In the 5th edition,
where the closing date was 15th April 2015, three distinct but related issues
were addressed with particular assiduity:

* The challenges relating to modes of regulation. The authors who addres-
sed this issue posed the question of what type of regulation would be most ap-
propriate and, in some texts, what measures should oblige financial operators
and their collaborators to go beyond strict legal requirements and compliance
with them to reconsider ethics in their strategies, professional behaviour and
their business models.
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rateurs financiers et leurs collaborateurs a dépasser le stade du légalisme
et de la conformité (compliance) pour entrer, sans complaisance dans le
vif du sujet, en reconsidérant 'aspect éthique de leurs stratégies, compor-
tements et modeles d’affaires.

 La problématique des outils et instruments. Les auteurs de ces textes
cherchent — souvent dans la trousse a outils technologique — des outils
susceptibles de faire progresser 'éthique au sein des institutions et des
professions, mais aussi des moyens pour créer dans la société des exter-
nalités positives.

e La problématique du diagnostic intellectuel et scientifique. Certa-
ins participants cherchent a préciser les enjeux éthiques en finance afin
d’obtenir ainsi un diagnostic plus précis des problemes actuels. Ceci est
indispensable, d'une part aux éventuelles mesures correctrices, d’autre
part a un enseignement plus pertinent dans les centres de formation.

Ces trois champs thématiques se retrouvent aussi dans les onze textes
que le Jury a “nominés”, indiquant ainsi qu’ils méritaient d’étre publiés et
portés a la connaissance d'un public plus vaste. Les douze auteurs des tex-
tes nominés (I'un porte deux signatures) partagent un sens de l'urgence.
Ils constatent tous, chacun a sa
facon, que trop de temps s’est écoulé

Il 'y a donc argence aujourd hal, depuis la crise sans que des change-

d’autant plus que les regqulations e

. . ments fondamentaux aient été ini-
Q't' CCI?IQS Iegq_ux mis en PlﬂCQ 'd_CII'IS tiés par I'industrie financiere. Il y a
I’émoi de la crise commencent séried- ., yrgence aujourdhui, d’autant

gaux mis en place dans I'émoi de la
crise commencent sérieusement a montrer leurs limites. Cet appel a agir
est quasi-unanime, mais il est particulierement énergique chez les jeunes
professionnels, majoritaires dans cette publication, notamment ceux tra-
vaillant au coeur de la régulation.

Durant les 10 années qui se sont écoulées depuis le lancement de la
lere édition, la réflexion en matiere d’éthique en finance est devenue — si
I'on en croit les textes — plus mature. Indiscutablement, la crise y a laissé
son empreinte. Les jugements a 'emporte-piece ont fait place a un ar-
gumentaire fin et soigneusement présenté. La question a muri, I’éthique
aujourd’hui est vue comme le maillon indispensable, mais toujours man-
quant, a la régénération de I'industrie financiere apres la crise. La ques-
tion n’est donc plus de savoir s’il faut de I'éthique, mais par quels moyens
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 The challenges of selecting the right tools and instruments. Authors of
the relevant texts sought — often in modern technologies- the tools susceptible
to advance ethics in the core of the institutions and related professions and
also to use these technologies to create positive externalities in society.

* The challenges relating to intellectual and scientific diagnostics. Some of
the participants submitting texts for the Prize sought to define more precisely
the stakes involved in ethics in finance with a view to obtaining a more precise
diagnosis of actual, current problems. This approach is indispensable on the
one hand to define remedial measures and on the other to promote more per-
tinent education in training centres concerned with finance.

These three themes are to be found in the eleven texts nominated by the
Jury as they merited publication and should be brought to the attention of a
wider public. The twelve authors of the nominated texts (one paper had two
authors) share a sense of urgency. They all maintained, each in their own
fashion, that too much time had gone
by since the major financial crisis wi-

It is argent to go beyond the regu- thout fundamental changes having

lations Gl_ld legal constrq_lnts pat in been initiated by the finance industry.
pl_ﬂ?Q daring the C?I'I'I_mOtIOI'IS of the Thus today it is urgent to go beyond
crisis to CISSQS_S tl:IQI_I' impact and de- the regulations and legal constraints
monstrate their limits. put in place during the commotions of

the crisis to assess their impact and de-
monstrate their limits. This call to go further is more or less unanimous, but
it is particularly felt by young finance professionals, certainly the majority in
this publication, notably those working in the heart of the regulatory organi-
zations.

During the ten years, 2005-2015, which have passed since the launch of
the first edition of the Prize, the reflections on the subject of ethics in finance
have become — if one follows the arguments in the texts — more mature. The
financial crisis has indisputably left its mark. The judgments taken away have
prompted deeper reflection and more careful presentation. The issue has ma-
tured; ethics today is seen as the indispensable link which has to some extent
been lacking in the regeneration of the financial industry after the crisis.

The question now is not to know if ethics is important but to understand
through which measures ethics may be best activated. The authors here are in
accord in saying that some regulatory constraints risk derailing this approach,
while their absence calls into question the current state of finance. What vec-
tors could incite more ethics without constraining the markets?
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l'activer. Les auteurs s’accordent a dire que la contrainte du régulateur en
cette matiere risque de dévoyer la démarche, alors que son absence reporte
la perspectives d’'une remise en état de la finance. Quels vecteurs peuvent-
ils inciter sans contraindre ?

En plus des propositions de technologie participative du “blockchain”
ou du recours a la pression concurrentielle ou au Design Thinking, le lec-
teur trouvera dans au moins trois textes la question de la culture des ins-
titutions financieres. Elle est un élément pivot, a la limite de la portée du
régulateur. C’est donc la, au niveau de la culture, avec ou sans le concours
des outils techniques, que se joue l'avenir de I'éthique dans l'industrie
financiere. Certains textes se tournent vers les nouveaux défis éthiques,
notamment ceux liés a technologie numérique appliquée aux paiements.
La tentation dans la banque de détail est grande d’exploiter les ressources
du Big Data pour segmenter de maniere toujours plus fine la clientele.
Avantage concurrentiel ou abus de confiance ?

Trois textes prolongent cette discussion, en dehors du cadre strict de
la branche financiere, et évoquent des voies pour enseigner la finance au-
trement et pour sensibiliser les jeunes recrues de la branche des le début
de leur carriere a la dimension éthique des décisions et roles qu'ils se-
ront amenés a endosser. La encore, 'impatience est de mise, les choses
changent beaucoup trop lentement de l'avis des jeunes auteurs pressés

a faire de l'ordre dans leur hérita-

L'impatience est de mise, les choses 8es- Les perspectives attrayantes du
changent beaucoup trop lentement ©-&overnement sont cvoquees aussi
de I'avis des jeunes auteurs pressés CO™™emoyen possible pour réduire

R . . .. la corruption dans les adjudications
d faire de |'ordre dans leur héritages. publiques. Ou encore Pimpact socia-

lement positif des technologies mo-
biles de paiement sur le tissu relationnel dans les pays en développement.

Face a une moisson si riche en idées, pistes et suggestions, le Jury a du
faire des choix difficiles. Quatre étapes de lectures, commentaires, nota-
tions ont été nécessaires pour parvenir a la liste des onze textes publiés
ici. En effet, la composition du Jury est impressionnante par la variété des
perspectives et des compétences avec deux points communs : I'excellence
de chacun dans ses domaines, ainsi que I'expérience et la capacité de dia-
logue, c’est-a-dire d’expression, mais avant tout d’écoute. Cest donc au
terme d’échanges passionnés et passionnants, culminant dans une réunion
a Londres en juillet, au siege de I’Association of Chartered Certified Ac-
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In addition to propositions for more participative technologies, such as
“blockchain/bit coins”, more competitive payments methods or so-called De-
sign Thinking, the reader will find here at least three texts that explore the
culture of financial institutions. This is a key element which shapes the regu-
lators. It is there, at the cultural level, that with or without the various techno-
logical tools, the future of ethics in finance will be played out.

Some of these texts examine new ethical challenges arising from digital te-
chnologies, especially applied to payments. There is an undeniable temptation
in the retail banking sector to exploit the resources of Big Data to achieve ever
more detailed client segmentation. But is this a competitive advantage or an
abuse of privacy?

Three texts take this discussion further beyond the strict framework of fi-
nance, evoking ways for better training and for ensuring that young recruits in
the financial sector are more aware from the beginning of their careers of the
importance of ethics and the ethical dimension of the decisions and roles that
they will be called on to manage. There again, the texts show impatience that
changes go too slowly in the opinion of the young authors who wish to ad-

vance good order in their profession.
Some papers evoke the attractions
The texts show impatience that chan- of the techniques employed in e-
ges go too slowly in the opinion of the -government as a means of reducing
young authors who wish to advance corruption in public sector manage-

good order in their profession. ment. Also, an author focused on the
positive social impact of mobile pay-

ment technologies in strengthening
confidence in some developing countries.

Faced with such a rich harvest of ideas, reflections and proposals, the Jury
had to make some difficult choices. For the 5th edition of the Prize, four roun-
ds were necessary for the Jury to read the papers, make commentaries, grade
and ultimately arrive at the list of the eleven texts published here. The compo-
sition of the Jury is in itself impressive, with a variety of experience and com-
petences and with two main points in common: the excellence of each Jury
member in their domain as well as their experience and capacity to engage in
dialogue, both to express their views and to listen to those of the others. Their
exchanges were passionate and engaging, culminating in a meeting in July in
London, at the headquarters of the Association of Chartered and Certified Ac-
countants (ACCA), one of the strategic partners of the Prize, where the final
four texts of the Prize-winners were selected.
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countants (ACCA), I'un des partenaires stratégiques du Prix, que les qua-
tre textes gagnants ont été choisis. Nous tenons a remercier ici chacun des
membres du Jury pour leur temps donné sans compter, pour leur exactitu-
de dans le respect des délais et pour la pertinence de leurs commentaires.

La 5eme Edition culmine le 21 septembre a Washington. C’est en effet

La 5éme Edition culmine le 21 sept-
embre @ Washington. C'est en effet
au siege du Fonds Monétaire Interna-
tional que se déroulera la Cérémonie
des Prix.

au siege du Fonds Monétaire Inter-
national que se déroulera la Céré-
monie des Prix. Le fait que le FMI
ait été d’accord d’accueillir une dis-
cussion et une cérémonie portant
sur un theme qui a, jusque-la, été

peu présent dans ses travaux, est

en soi un signe des temps. Puisse la
conjonction des forces entre l'institution clé de voute de la finance inter-
nationale et 'initiative portée — quasiment sans ressources — par un petit
groupe de convaincus, ouvrir la porte aux jeunes auteurs et leur donner
l'opportunité d’apporter leur contribution a la construction d'un monde
meilleur. En soumettant leurs textes au Prix, ils ont eu le courage de sortir
des sentiers battus et de s’exposer en articulant leurs analyses et leurs opi-
nions souvent innovantes et originales. Que l'attention portée a ces efforts
les encourage a persévérer !

Co-President of the Prize

Dr Carol Cosgrove-Sacks Prof. Paul H. Dembinski
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We would like to thank most sincerely each Jury member for giving their
time without reward, for their assiduous respect for the often complex timing
of the deadlines and for their pertinent commentaries.

The 5th Edition culminates on 21 September in Washington, DC. The
Award ceremony for the Prize will take place at the headquarters of the In-
ternational Monetary Fund (IMF). The

The 5th Edition culminates on 21 fact that the IMF was willing to welcome
September in Washington, DC. The a discussion and the Ceremony on a the-
Award ceremony for the Prize will me which so far had been not so present
take place at the headquarters of in its work is in itself a sign of the times.

the International Monetary Fund. This has made possible the conjunction of
forces between an institution at the heart

of international finance and an initiative
pursued, almost without resources, by a small group of advocates, to open the
door to these young authors and to give them an opportunity to promote their
contributions for the construction of a better world.

In submitting their texts for the Prize, they have had the courage to leave
their well-trodden paths and to expose themselves and their thoughts in arti-
culating their analyses and their opinions, often innovative and original. May
the attention given to their efforts encourage them to persevere!

Co-Président du Prix

Dr Carol Cosgrove-Sacks Prof. Paul H. Dembinski

EDITORIAL / EDITORIAL



Fifth Edtion 2014/2015: Global Jury

Dr Carol Cosgrove-Sacks, co-chair and Robin’s mother, lives and works
in Geneva. She was formerly Director of Trade in the United Nations in Geneva (1994-
2005); since 2006 she is a Professor at the College of Europe, Bruges; a Professor at the
Europa Institute, University of Basel; and the Senior Advisor on International Standards
Policy to OASIS, the global eBusiness standards organisation. She also maintains interest
in some British academic centres, including the Institute of Development Studies (IDS),
University of Sussex, and the Centre for Euro-Asian Studies (CEAS),University of Rea-
ding.

Prof. Paul H. Dembinski, co-chair, is the initiator and Director of the Foun-
dation of the Observatoire de la Finance. The mission of the Observatoire de la Finance
is to promote awareness of ethical concerns in financial activities and the financial sector.
Paul H. Dembinski is the founder and editor of the quarterly bilingual journal entitled
Finance & the Common Good/Bien Commun. In parallel, he is partner and co-founder
(with Alain Schoenenberger) of Eco’Diagnostic, an independent economic research insti-
tute working for both government and private clients in Switzerland and elsewhere. Paul
H. Dembinski is also Professor at University of Fribourg where he teaches “International
Competition and Strategy”.

Mrs Marie Casimiro-Crepin is Compliance Officer Professional Ethics
and Privacy BGL BNP Paribas (Luxembourg). She is a former winner of the Robin Cos-
grove, 2008-2009 edition, and the Robin Cosgrove Prize has allowed him to grow profes-
sionally to the field that interested him. Lawyer by training (Master II at the Assas-Paris II
University), Marie Casimiro-Crepin focused her final thesis on Law History, particularly
of the Right of Public Finances at the time of the “Ancien Régime”. This subject, which
directly implied the notion of the common good through the new born notion of taxation,
helped her to reflect on the direct application of this theme on contemporary societies.
In 2007 she started to work for Ethiea Gestion, a portfolio management enterprise which
centers its work on an ethical and behavioural analysis of different societies.

Prof. Marc Chesney is Professor of Finance at the University of Zurich. Pre-
viously in Paris, he was Professor and Associate Dean at HEC, President of the CEBC
(Centre d’Etudes sur le Blanchiment et la Corruption) and an external expert with the
World Bank. He has published articles and books in the areas of quantitative Finance
and also of financial crime mechanisms. In addition, he focuses on the subject of Ethics
and Finance. At the University of Zurich, he is member of the Board of the Graduate Pro-
gramme for interdisciplinary Research in Ethics and co-organizer of the Ethical Finance
Research Series. He is also member of the advisory Board of Finance & Common Good/
Bien Commun. Marc Chesney holds a Ph.D. in Finance from the University of Geneva
and obtained his Habilitation from the Sorbonne University.
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Mr Steve Clllp is a senior managing director, Accenture Finance & Risk Services.
Based in Chicago, Steve has more than 20 years of global experience working with clients
to define strategy, and execute change programs across a broad spectrum of risk manage-
ment and finance disciplines. Steve is responsible for leading the global group across all
dimensions, from setting the strategic direction through to the enablement of local teams
operating across diverse markets. In addition, he oversees Accenture’s efforts on large-scale
transformation programs across Finance and Risk for some of our most important financial
services clients. Prior to his current role he was responsible for our Global Risk Manage-
ment Practice, and prior to that he led Accenture’s Finance & Enterprise Performance con-
sulting services for global banking, insurance and capital markets institutions.

Mr Christopher de Mattos is a director of London-based investment ma-
nager RAB Capital Ltd. and sits on the boards of a number of regulated and unregulated
investment funds. He has spent over 20 years in the financial services industry, working as
a financial analyst and investment banker in Europe and Latin America. Christopher joined
the founding team at RAB in 1999 and, as Finance Director, was instrumental in taking the
company to flotation on London’s AIM market in 2004. He holds a degree in Mechanical
Engineering from Imperial College, London and gained SERC and Kitchener scholarships
to study for his MBA at INSEAD. Having reduced his involvement in the day-to-day ma-
nagement of RAB, he has taken a particular interest in the role of the board in promoting
corporate governance in financial services businesses.

pr Eduard Dommen is a specialist in economic ethics. He is past President of the
Scientific Committee of the Swiss Network of International Studies (www.ruig-gian.org); he
was a member of the Scientific Committee of the Swiss Network of International Studies (www.
snis.ch). He is a member of the Actares association, Shareholders for a sustainable economy
(www.actares.ch). He was a founder member of the Ethics Committee of the Swiss Alternative
Bank (Banque Alternative Suisse) and a member of the Board of Geneva’s Caisse Publique de
Préts sur Gages as well as a member of the Council of the RAFAD Foundation, an institution
that guaranteed micro-credit. Edward Dommen has been a university professor, but he spent
most of his career before he retired as a researcher with the United Nations conference on Trade
and Development (UNCTAD). He written and compiled several books on economic ethics.

ms Michaela Erbenova is in charge of the Financial Supervision and Re-
gulation Division of the Monetary and Capital Markets Department of the IMF. Her
responsibilities include oversight of policy analysis and technical advice on prudential
and conduct-of-business regulation and supervision, work with the international stan-
dard setting bodies and national regulatory and supervisory agencies on the design and
implementation of financial supervision policies and global regulatory reform, as well
as leading capacity building effort in these areas. Prior to joining the IMF in 2007, Ms.
Erbenova served as a Board Member and Chief Executive Director of the Czech National
Bank. Previously, she held public and private sector positions in her native Czech Repu-
blic, as Advisor to the Prime Minister; Chief Advisor to the Minister of Finance, member
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of the Government Steering Committee for Bank Privatization, and Head of Investor
Relations of Komercni banka, country’s second largest commercial bank.

pr Robert Alan Feldman is the Chief Economist and Co-Director of Japan
Research at Morgan Stanley Japan Securities Co., Ltd. As part of Morgan Stanley’s global
economics team, he is responsible for forecasting the Japanese economy and interest
rates. He is a regular commentator on World Business Satellite, the nightly business
program of TV Tokyo. Prior to joining Morgan Stanley in 1998, Robert was the chief
economist for Japan for Salomon Brothers from 1990-97. He worked for the Internatio-
nal Monetary Fund from 1983-89, in the Asian, European, and Research Departments.
Robert has a Ph.D. in Economics from the Massachusetts Institute of Technology, where
he concentrated on international finance and development. He did his undergraduate
work at Yale University, where he took BAs in both Economics and in Japanese Studies,
graduating phi beta kappa, summa cum laude. Before he entered graduate school, he
worked at both the Federal Reserve Bank of New York and at the Chase Manhattan Bank.

Dr Phlhppa Foster Back has over 25 years of business experience. She
began her career at Citibank NA before joining Bowater in their Corporate Treasury
Department in 1979, leaving in 1988 as Group Treasurer. She was Group Finance Direc-
tor at DG Gardner Group, a training organisation, prior to joining Thorn EMI in 1993
as Group Treasurer. She was appointed Institute of Business Ethics’ Director in August
2001. Philippa Foster Back has a number of external appointments, including at the Mi-
nistry of Defence, The Institute of Directors and the Association of Corporate Treasurers,
where she was President from 1999 to 2000. In 2006 she was appointed Chairman of the
UK Antarctic Heritage Trust.

Mr Peter Gakunu was an Alternate Executive Director at the International Mo-
netary Fund in charge of Africa Group One constituency. Before joining the Fund, he
served as Special Advisor to the Kenya Cabinet in charge of economic reforms from
February 2003 to October 2004. In September 2000, he joined the “Dream Team”, a
team of high level personalities put together by the World Bank and UNDP to advise the
Kenya Government on reforms. He worked as Economic Secretary and Director of Plan-
ning in the Ministry of Finance and Planning until December 2002. He coordinated the
first Poverty Reduction Strategy Paper for Kenya. In 2003 he was appointed Permanent
Secretary in the Ministry of Environment. Prior to returning to Kenya, he worked with
the African Carribean and Pacific Group in Brussels from 1986 to 2000 as Director of
Trade, and from 1977 to 1986 as Trade Expert in the ACP Secretariat.

pr Andrew Hilton is Director of the Centre for the Study of Financial Inno-
vation, a London-based non-profit think-tank, supported by 70 City institutions, that
looks at threats to and opportunities in the global financial system. The CSFI was set up
20 years ago, and has since published several books and around 100 reports. More sig-
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nificantly, it has organized well over 1,300 round-tables on issues of pressing interest in
the financial services sector - including EMU, the single European market, the Internet,
small business finance, high-tech start-ups, microfinance and regulation. Dr. Hilton also
runs a small economic and financial consultancy. He has worked for the World Bank in
Washington and has run a financial advisory service for the Financial Times in New
York. He is a board member of the Observatoire de la finance in Geneva. He has a PhD
from the University of Pennsylvania, an MBA from Wharton and an MA from New Co-
llege, Oxford. He was appointed OBE in 2006.

Prof. Dominique _]acquet is Visiting Scholar at Insead Social Innovation
Center and Professor of Corporate Finance at Cedep, University of Paris Ouest and Ecole
des Ponts ParisTech. He is a civil engineer (Ecole des Ponts), holds an MBA from Insead
and a PhD from the University of Bordeaux. Before starting an academic career, he has
been a finance executive in American and French corporations, holding controller, tre-
asurer and CFO positions. His main areas of interests are the relationship with business
and finance, the role of incentives in sustainable value creation and the link between
uncertainty and financial strategy.

prof. Robin ]arvis is Special Adviser to the Association of Chartered Certified
Accountants (ACCA) and Professor of Accounting at Brunel University. He chairs the
Advisory Panel of the Chartered Banker’s Professional Banking Standards Board and the
European Banking Authorities (EBA) Consumer Protection Group. For the last ten years
he has been a member of European Commission’s Expert Group the Financial Services
User Group. Robin has researched and published on SMEs, accounting and banking
for a number of years resulting in numerous publications and 10 books. His interest in
SMEs and accounting has been recognised through his membership of the International
Accounting Standards Board (IASB) SME specialists groups and his membership of the
European Financial Reporting Advisory Group (EFRAG).

MrsJOSina Kamerling is Head of Regulatory Outreach at CFA institute, res-
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As a young professional’ working
in finance, I believe it is important to
try and be a positive force for chan-
ge. We can challenge corruption. We
can do things differently. However,
this cannot be achieved unless we are
enabled, unless we remain free from
corruption. How can we become and
remain ethical decision-makers? Be-
havioural ethics is an innovative field
that can help answer that question.
This paper applies those concepts to
a variety of examples, from LIBOR to
Madoff to Enron, in order to unders-
tand the pressures faced by young
professionals in finance and consider
how we can use this knowledge to
enable more young people to beco-
me ambassadors for ethical decision-
making.

Whatis behavioural
ethics?

Behavioural ethics is the exami-
nation of “individual behaviour that
is subject to or judged according to ge-
nerally accepted moral norms of beha-
viour” (Trevino, Weaver & Reynolds,
2006, p. 952). It considers how indi-
viduals really make decisions when
faced with ethical dilemmas. This
requires us to do much more than
consider individuals as rational ac-
tors (Tenbrunsel & Messick, 1999);
it involves a close examination of
the full range of emotional and so-
cial influences on moral behaviours
(Zhong, 2011).

As long ago as the 18th century,
Adam Smith (1759/1981) stated that
there are: “...some situations which
bear so hard upon human nature, that
the greatest degree of self-government,
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L’éthique compor-
tementale étudie le
comportement dun
individu pour savoir
s’il respecte les normes
morales généralement
admises. Elle examine
comment il prend des
décisions face aux
dilemmes éthiques.
Pour ce faire, 'éthique
comportementale fait
plus que considérer les
individus comme des
acteurs rationnels, elle
prend en compte les
valeurs émotionnelles
et sociales qui influent
sur les comportements
moraux.

L’économie et la
finance comporte-
mentales sont utilisées
par les régulateurs du
monde entier pour
aider les gens a prendre
de meilleures décisions
économiques. La these
de ce texte consiste a
montrer que I'éthique
comportementale

peut aider les gens a
prendre de meilleures
décisions éthiques. 11
est important de distin-
guer I'éthique com-
portementale d’autres
approches philoso-
phiques de I'éthique,
mieux établies et
reconnues, mais aussi
plus limitées, notam-
ment P'éthique des ver-
tus, 'éthique du devoir
ou I'éthique utilitariste
des conséquences.

which can belong to so imperfect a
creature as man, is not able to stifle, al-
together, the voice of human weakness,
or reduce the violence of the passions to
that pitch of moderation, in which the
impartial spectator can entirely enter
into them.” (p. 29).

However, for most of the 20th
century theories of economic analysis
were dominated by the premise that
individuals are rational actors (Mor-
gan, 1996), without considering that
individuals really make decisions ba-
sed on a multitude of emotional and
situational factors. More recently, fi-
nancial regulators around the world
have taken a different approach by
embracing behavioural economics
to help people make better financial
decisions. In a similar way, this pa-
per argues that behavioural ethics
can help people make better ethical
decisions.

This relatively new field embraces
some of the best ideas from a broad
range of existing ones, including or-
ganisational behaviour, behavioural
economics, and moral and social
psychology (Kish-Gephart, Harri-
son & Trevino, 2010). However, it
is also important to distinguish be-
havioural ethics from three well-es-
tablished philosophical approaches
to ethics (Van Dijke, 2014). The first
is Aristotle’s virtue-based approach,
which considers whether or not ac-
tions have been motivated by certain
morally desirable traits. The second
is the belief that the consequences
of an action determine its moral
value, “Reason is, and ought only to
be the slave of the passions” (Hume,

1739/1978, p.415). The third and
final philosophical approach to dis-
tinguish behavioural ethics from is
deontological ethics, which judges
whether or not an action is moral ba-
sed on its adherence to rules (Kant,
1785/2013). Behavioural ethics, on
the other hand, seeks to understand
why individuals really make deci-
sions to behave unethically by taking
into account the social context of
unethical action, i.e. it is not limited
to considering the existence of moral
traits, reason, or rules in order to de-
termine whether behaviour has been
unethical.

Behavioural ethics and
generation in finance

To understand how to cultivate
strong ethical standards in the next
generation of finance professionals
it is vital to first understand how we
might become corrupted. Initiatives
can then be developed to help young
professionals develop into ambassa-
dors for ethical decision-making.

This paper is, accordingly, struc-
tured to answer four key questions:

(i) Are some individuals inhe-
rently more unethical than others?

(ii) Can the workplace environ-
ment influence a person to behave
unethically?

(iii) How do individuals really
decide to make ethical or unethical
decisions?

(iv) What will help the next ge-
neration to become ambassadors for
ethical decision-making?
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Les questions fonda-
mentales auxquelles
ce papier tente de
répondre sont les sui-
vantes : (i) est-ce que
certains individus sont
naturellement moins
éthiques que d’autres ?
(ii) I'environnement de
travail peut-il induire
une personne a agir

de facon contraire
aléthique ? (iii)
comment les décisions
éthiques ou contraires
a Iéthique sont-elles
réellement prises?

Et finalement (iv)
qu'est-ce qui aidera la
nouvelle génération a
devenir des ambassa-
deurs d’une prise de
décision éthique ?

Nous n’avons pas
d’idée claire de ce
qu'est la référence
éthique des jeunes
qui entrent dans les
métiers de la finance.
Quelles étaient leurs
valeurs éthiques avant
de rejoindre le monde
du travail ? Vont-
elles influencer leur
comportement apres
I'engagement ? Les
données chiffrées sur
ces questions ne sont
pas substantielles, ce
qui complique leur
réponse. Nous pou-

Are some individuals
inherently more
unethical than others?

Generally speaking, there is no
standardised qualification that one
requires to work in finance. The data
showing what levels of ethical trai-
ning young recruits in finance recei-
ve prior to joining their firms is not
substantial. Ethics is taught at many
business schools. However not all
graduates will have attended busi-
ness school and even if they did the
curriculums which they studied will
vary. Furthermore, and even more
importantly, we do not have a clear
idea of what the ethical baseline of
young recruits is. What ethical va-
lues do they hold? Will that influen-
ce what they do in the workplace or
will they succumb to other pressu-
res? Influences from childhood and
adolescence are important (Haidt,
2001), but it seems unlikely that
moral intuitions about ethical issues
that occur in complex organizations
are definitively shaped by experien-
ces gained during early periods of
life (Trevino et al., 2006). As part of
some recruitment processes ethics
will be assessed and new recruits
may receive ethical training. Howe-
ver, again, this is not standardised or
generally open to academic analysis.

We may partially define oursel-
ves in terms of our role because we
are attracted to the values and beliefs
that the role is supposed to repre-
sent. The reputation of finance, the-
refore, is important in shaping the
attitude of its new recruits. Nonethe-

less we are often unsure of what the
role involves on a day-to-day basis
and it is only by performing the role
and interacting with our team that
we discover what it really involves
(Ashforth, 2001). This leaves us pre-
disposed to find positive qualities in
the role and use them to shape our
identity (Fichman and Levinthal,
1991). However we remain members
of society as a whole. This can lead
to conflict between wider views of
right and wrong, on the one hand,
and workplace behaviour, on the
other. We deal with this by com-
partmentalising our work-life from
our identity in other social contexts.
This may explain why even so-called
“good people”, who are upstanding
members of the community, can en-
gage in corruption (Banfield, 1958).
Interestingly, studies show that mo-
ral reasoning is lower when indivi-
duals respond to workplace ethical
dilemmas compared to those outside
the workplace (Weber, 1990; Weber
and Wasieleski, 2001). We are often
guided by personal standards of be-
haviour and regulate ethical conduct
through “anticipatory self-sanctions”
that help us avoid unethical beha-
viour (Bandura, 1999). Those stan-
dards may, over time, be shaped and
morally compromised by uncons-
cious thought processes generated by
the environment we find ourselves in
(Gino, Moore & Bazerman, 2008).

Bad apples?

Many have framed unethical be-
haviours in finance to be the respon-
sibility of “a few bad apples”. This
focuses on individualistic traits to
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vons nous définir par
notre role et étre attirés
par ce qu'il représente.
Cependant, nous ne
sommes pas surs de ce
quil implique au quo-
tidien jusqu’a ce que
nous commencions a
travailler. Cela nous le
comprenons seulement
en jouant notre role,
en interagissant avec
notre équipe. Nous
sommes prédisposés a
identifier des qualités
positives associées a

ce role et avec cela
nous construisons
notre identité. Cette
derniere peut parfois se
heurter avec la vision
que la société porte sur
le role. Pour assumer
cela, nous trouvons
I'échappatoire dans la
séparation stricte entre
vie professionnelle et
privée.

Beaucoup pensent que
les comportements
contraires a 'éthique
en finance sont le fait
de “quelques brebis
galeuses”. C’est un
exemple d’erreur
fondamentale d’attribu-
tion car nous mettons
beaucoup trop l'accent
sur les caractéristiques
individuelles et igno-
rons les circonstances
dans lesquelles le com-
portement a lieu.

explain why people do bad things.
However many now accept that it is
not only “bad people” who do bad
things. As Minouche Shafik of the
Bank of England recently commen-
ted, “the initial argument that it is just
the case of ‘a few bad apples’ is no lon-
ger credible.”” The reality is that both
“good” and “bad” people do “good”
and “bad” things (Bazerman & Ten-
brunsel, 2011). As explained above,
behavioural ethics is the study of
unethical behaviour within the wider
social prescriptions in which such
behaviour occurs. Blaming a few bad
apples is an example of a bias known
as fundamental attribution error, whe-
re too much emphasis is placed on
individual characteristics to explain
behaviour and the circumstances in
which that behaviour occurred are
largely ignored. The study of this
bias was the foundation of social
psychology, a field that preceded
behavioural economics and, indeed,
behavioural ethics. It makes clear
that when we try to sort individuals
into groups of those that are more or
less likely to be unethical we make
mistakes. A far more accurate predic-
tor of whether or not an individual
is likely to be ethical or unethical
is to examine the context in which
they make decisions. Accordingly,
this paper considers first the social
contexts in which decision-making
occurs before examining individual
decision-making processes.

Therole of the
workplace environment

Behavioural ethics recognises
that the environment we are placed
in can heavily influence whether or
not we behave unethically. When a
young person joins the world of fi-
nance they are highly likely to have
joined an already established firm
with pre-existing routines and pro-
cesses. They are introduced to their
supervisor, their team and told what
they will be working on. How does
this influence ethical behaviour?
There are two very important strands
of influence, namely routinization
and socialisation by peers.

Routinization

Many of our working lives con-
tain an element of routine (some
more than others). Routine and the
division of labour improve produc-
tivity, an idea that underpins capita-
lism (Smith, 1776/1976). However,
over time routine can also blunt ethi-
cal decision-making. It is often said
that our most difficult unethical act is
the very first one (Ashforth & Anand,
2003). Take, for example, one of
the biggest financial scandals of re-
cent history - LIBOR. This involved
highly routinized misconduct. Every
day at 11am UK time LIBOR submit-
ters were required to input at what
rate their bank could borrow funds.
However as a matter of routine many
submitters inappropriately took into
account trading positions. Often
those submitters were relatively ju-
nior employees (McConnell, 2013).
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La routine peut éroder
l'acuité éthique de la
prise de décision. Le
scandale du LIBOR

est un exemple d'une
faute professionnelle
hautement routi-
niere. Chaque jour

a 11 heures UK, on
demandait a un certain
nombre d’employés

de banque désignés
d’indiquer a quel taux
leur banque pouvait
emprunter des fonds.
Pris dans la routine, ce
qui étaient chargés de
transmettre I'informa-
tion ont de facon inap-
propriée tenue content
de leur propre de mar-
ché. Nombre d’entre
eux était des juniors.
IIs ont probablement
€té poussés a ignorer
que ces pratiques
étaient potentielle-
ment corruptrices et
mettre I'ordre de coté
en croyant que c’était
ainsi que les choses se
faisaient. Lorsque des
pratiques contraires a
I'éthique sont ancrés,
elles peuvent créer une
dynamique qui occulte
le besoin d'une prise de
décision réfléchie. Cest
un exemple de la dissi-
pation de I'éthique.

When they took over as submitter, as
with many other situations (Henisz
& Delios, 2001), they may have as-
sumed that their predecessor’s beha-
viour was based on rational reasons
and that following the precedent that
had been laid down would legiti-
mate their own behaviour. As those
unethical practices became part of an
institution’s way of doing things and
repeated over and over again they
become routinized and habitual. Kel-
man (1973) defined routinizing as
“transforming the action into routine,
mechanical, highly programmed ope-
rations.” (p. 46). If unethical practi-
ces are embedded they provide mo-
mentum and remove the perceived
need to make a decision (Ashforth &
Kreiner, 2002; Kelman, 1973; Staw,
1980). Human nature dictates that
we often take the path of least resis-
tance. Habitual, familiar and taken-
for-granted practices may be enacted
mindlessly and without conscious
thought (Ashforth & Fried, 1988;
Brief, Buttram & Dukerich, 2001).
Furthermore, it is worth noting that
LIBOR misconduct took place du-
ring the financial crisis of 2008 — a
time of extreme stress and workload
for many finance professionals. We
are most ethically compromised
when our minds are overloaded and
falling back on a routine in such a
situation may bring cognitive relief.
LIBOR submitters may argue that if
they played a role in a wider corrupt
act they did so without fully appre-
ciating that counterparties would
suffer loss. It is well known that
individuals often fail to recognise

indirect losses where the identity of
the victim is unknown. Routinizing
processes are particularly relevant to
the young people facing the reality
of what is expected of them in the
workplace and provide a so-called
transition bridge to transform naive
newcomers into corrupted veterans
(Ashforth, 2001). Young LIBOR sub-
mitters may have been motivated to
dismiss potentially corrupt practices
as unremarkable and suspend their
disbelief by saying, “this is the way
it's done”. This is an example of ethi-
cal fading, where our minds remove
the ethical content of a decision or it
fades from view; in this case owing
to its repeated, seemingly innocuous,
nature.

Peer pressure

Pressures from peer groups may
heavily influence unethical beha-
viours. For these purposes the word
‘peer’ is used to denote members of
both formal and informal groups.
Take the case of Bernard Madoff.
Over the course of thirty years,
Madoff's Ponzi scheme defrauded
investors on an industrial scale:
more than 15,000 individuals claim
to have been defrauded and almost
$65 billion has been wiped from
client accounts (although deducting
the gains which had been fabricated,
the net loss to clients is estimated
to be some $18 billion). Mr Madoff
did not act alone. He was aided by a
large number of feeder funds that in-
vested in his products. Some clients
of those feeder funds were told about
this investment (and attracted to it
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Les pairs peuvent

étre des membres

du groupe formel ou
informel. Par exemple,
le schéma de Madoff

a la Ponzi a trompé

les investisseurs, car
les fonds qui 'alimen-
taient comportaient de
fortes incitations. Ces
incitations ont empé-
ché les gestionnaires de
fonds de réaliser que
les bénéfices générés
¢taient trop importants
pour étre réels. Clest
un exemple de ce que
I'on peut appeler la
sensibilité éthique
bornée. Les gens n'ont
plus le recul pour voir
ce qui est juste ou faux
car ils sont distraits
par d’autres facteurs
situationnels.

Le processus de socia-
lisation avec ceux avec
qui nous travaillons
peut avoir une grande
influence sur notre
comportement au lieu
de travail. Nos colle-
gues peuvent personni-
fier un comportement
corrompu tout en étant
parfaitement a l'aise
avec lui. En tant que
nouveaux arrivants,
nous pouvons étre

owing to Mr Madoff's reputation)
and some were simply told that it
was an exotic investment strategy.
Either way, those intermediaries
running the feeder funds were paid
handsomely for the investment by
their funds, receiving a small per-
centage of the sums invested, plus
as much as 20% of any profits made
from the investment. Year-on-year
Madoff consistently outperformed
the markets, which meant that year-
on-year those running the feeder
funds got richer and richer. A num-
ber of analysts have demonstrated
that the returns generated by Madoff
were impossible to achieve legitima-
tely. Did the managers of those fee-
der funds recognise that the returns
were too good to be true and that
Madoff was running a Ponzi scheme,
and were they accordingly motivated
to turn a blind eye? Many people be-
lieve that if they were placed in such
a situation they would behave ethi-
cally, stop investing in the scheme,
and report any wrongdoing that they
witnessed. Yet thousands invested
and only a few appear to have rai-
sed concerns (which were ignored).
Why? This is an example of boun-
ded ethicality, where individuals fail
to see the bigger picture of what is
right or wrong because they are dis-
tracted by other situational factors.
Many individuals helped to perpe-
tuate Madoff’s fraud. The managers
of the different feeder funds may not
have considered themselves to be
peers, but that is what, in effect, they
became - at least as far as Madoff’s
enterprise was concerned.

Socialisation

The people we work with shape a
large part of our working lives. The
process of socialisation can have a
large influence over how we behave
in the workplace, although we often
underestimate the extent to which
we will be influenced by a peer or
supervisor. We are most likely to
feel social pressures from those we
work most closely with (Ashfor-
th, 2001; Bazerman & Tenbrunsel,
2011; O'Reilly & Chatman, 1996).
Informal groups may form (not ne-
cessarily within the same teams or
departments) that create pockets
within the organisation that hold
the same informal values. These
values are “felt” by members and,
whilst unofficial, may represent a
firm’s true ethical norms (Bazerman
& Tenbrunsel, 2011). This may be
how we actually learn how to behave
in the workplace. It is these values
that may have the greatest sway over
how members of those, sometimes
loosely formed, groups will behave.
The people that we work with may
model corrupt behaviour and, im-
portantly, their comfort with it. As
newcomers we are often encouraged
to learn from and seek to please tho-
se more experienced colleagues or
supervisors. If we have misgivings
about what we are being asked to
do we may attribute this to our own
lack of experience (Lifton, 1961).
Furthermore, we may receive posi-
tive reinforcement when performing
the corrupt behaviours and so are
discouraged from questioning them.
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encouragés a faire de
meéme pour plaire a ces
collegues plus expéri-
mentés. Le processus
de corruption peut étre
graduel, il concerne
de petites actions qui
paraissent anodines.
On accepte ainsi les
rationalisations que
produit le groupe dans
lequel nous nous trou-
vons. Clest alors que
s’initie un processus
d’alignement de notre
attitude sur celle des
collegues. Les direc-
teurs devraient étre
des modeles, bien que
les études ont montré
que leur raisonnement
moral est moins acéré
que celui des jeunes
employés.

In the example of the LIBOR submit-
ter given above, traders were found
to have praised submitters and made
promises of champagne and free
coffee. This may cause us to reason
that what we are being asked to do
is routine, more experienced collea-
gues have no problems with it and so
my own misgivings must be an ove-
rreaction. This creates a social co-
coon in the workplace that we may
struggle to look beyond (Brief et al.,
2001). This is a further example of
bounded ethicality, where we fail to
see the bigger picture of what is right
or wrong because we are distracted
by other situational factors.

Incremental change

This process of corruption may
also be a gradual one where we are
asked to engage in small acts that
seem relatively harmless. As explai-
ned above, Madoff’s fraud developed
gradually over the course of thir-
ty years. That is why many did not
recognise the scam and it was only
his confession (when losses during
the financial crisis became too lar-
ge to conceal) that caused many in-
vestors to wake-up to the evidence
that they should have recognised a
long time ago. Similarly, we may be
incrementally corrupted over time
without recognising this until it is
too late. What might appear to be
very small acts require us to accept
the rationalising ideologies that our
group provides and this starts a pro-
cess of attitude realignment, which
means that incrementally more and
more corrupt acts are easier to per-

form in the future. Once this process
has started it can be very difficult to
stop: we often accept the rewards
and seek to rationalise our behaviour
afterwards (Sherman, 1980). This is
the case even when we become aware
that what we are doing is wrong, the
only alternative to continuing on
is perhaps to “blow the whistle” or
take the big step of leaving our job;
accepting the associated psycholo-
gical and financial costs that such a
course of action would bring (Dar-
ley, 1992). This is the point at which
what may have been inadvertent be-
comes deliberate.

Those who manage young people
have an important job to play in
acting as role models. However, re-
search has found that managers may
have lower moral reasoning scores
than more junior employees (Pone-
mon, 1990, 1992). Similar findings
have been observed amongst phar-
macists (Latif, 2000) and also in a
more general management sample
(Elm & Nichols, 1993). The expe-
rienced peer to whom an individual
directly reports will have possibly
the most significant bearing on a ju-
nior employee’s behaviour, although
the more senior the individual the
more widely felt their actions. From
the perspective of the junior emplo-
yee, it is therefore important that
more experienced individuals at all
levels set a good example and that
they are held to account when they
do not. We do not always make the
ethical decisions that we, or others,
expect us to make.
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Nous ne prenons pas
toujours les décisions
éthiques que nous-
mémes ou les autres,
attendent de nous. En
2001, Enron a payé son
auditeur Arthur Ander-
sen 52 millions USD
au total (25 millions
USD pour les missions
d’audit et 27 en frais
de conseils) ce qui en
a fait son deuxieme
plus grand client. Les
auditeurs d’Enron
avaient donc une

forte motivation pour
conserver un client si
lucratif et ignorer tous
les conflits d’intéréts.
Il est possible que
leurs comportements
contraires a 'éthique
se soient développés de
maniere incrémentale.
Ainsi, dans l'activité
d’audit, il est plausible
que des pratiques dou-
teuses se développent
graduellement. La
premiere année, il n'y
a pas de probleme, la
deuxieme ils peuvent
faire des erreurs
techniques, mais rien
de grave, puis dans les
années qui suivent, ils
commettent des délits
graves. Quand un com-
portement délictueux
s'installe peu a peu,

il est plus difficile a
déceler que lorsqu'il

y a tout de suite, la
premiere année, trans-
gression.

Why doindividuals
make ethical or
unethical decisions?

Take the example of Enron, the
energy firm who tried to conceal
billions of dollars of debt and even-
tually went bankrupt. Why did their
auditors, Arthur Andersen, approve
financial statements that misled the
markets into believing the company
was in a healthy condition? Audi-
tors have a duty, which is enshri-
ned in law and codes of conduct, to
report on whether or not financial
statements are a fair and accurate
reflection of a company’s financial
position. If an auditor is asked to
audit a company it is likely that an
auditor would consider, in advance,
that any audit they conduct will be
above board and ethical. However,
when it actually comes to the audit,
history has shown that they do not
always behave in this way. In 2001,
Enron paid its auditing firm, Arthur
Andersen, a total of $52m ($25m in
auditing fees and $27m in consul-
ting fees), making them their second
largest client. The auditors of Enron
had a strong motivation to retain
this lucrative business and ignore
any conlflicts of interest. It is possible
that their unethical behaviour deve-
loped incrementally. For example, in
auditing it is plausible that a firm’s
questionable practices might deve-
lop over time — say in the first year
there are no problems, in the second
year they may have done something
technically wrong but nothing se-
rious, and then in the following year

they do something seriously wrong.
When misconduct slowly builds it
may be harder to notice the change
than if the firm had committed a se-
rious transgression in the first year.
This may make the auditor more
likely to believe that the firm was
simply following accepted business
practices. When the time came for
Enron’s auditors to make a decision
they did not fulfil their professional
responsibilities. They were accused
by many of turning a blind eye to
Enron’s misconduct. Enron’s then
CEO, Kenneth Lay approved the
firm’s accounts. He has subsequently
rationalised his behaviour by bla-
ming the firm’s Chief Financial Offi-
cer, Andrew Fastow. Mr Lay asserts
that Mr Fastow misled him about
the nature of the off-the-book part-
nerships that eventually led to the
bankruptcy of the firm, thus preser-
ving his own self-image as an ethical
decision-maker.

Self-awareness

We often consider ourselves to
be more ethical than we actually
are. Research on how individuals
make decisions has proposed that
there are two systems governing
our decision-making capabilities:
intuition (fast thinking, or System
1) and reasoning (slow thinking, or
System 2) (Kahneman, 2011; Stano-
vich & West, 2000). Our intuition
makes quick judgments automatica-
lly. Reasoning, on the other hand, is
deliberate and requires much more
effort. We find it hard to accurately
predict what ethical dilemmas we
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Les études sur la

prise de décision des
individus ont conclu
que deux systéemes
gouvernent nos capaci-
tés de prise de décision
: l'intuition (pensée
rapide ou Systeme 1) et
le raisonnement (pen-
sée lente ou Systémes
2).

Lorsque nous sommes
effectivement confron-
tés a un dilemme
éthique, il se peut que
nous prenions notre
décision sur la base du
processus de pensée
intuitif (Systeme 1)

qui peut exclure de
I'équation la dimension
éthique a cause de biais
inconscients.

Malheureusement, trop
souvent, notre Systeme
2 est paresseux et

nous retombons dans
le Systeme 1. Apres la
décision, le Systeme

2 peut reprendre le
controle et donner les
raisons pour lesquelles
nous avons choisi
d’agir d'une certaine
facon. Il peut soit
reconnaitre honnéte-
ment ce qui s’est passé,
soit échafauder une
explication fausse du
comportement.

may be confronted with in the future
but believe that in any case we will
behave ethically. This is likely to be
based on our own sense of moral be-
liefs and principles formed through
reason (System 2). At this stage we
may still recognise that an issue is an
ethical one. However when actually
faced with an ethical dilemma we
may base our decision on intuitive
thought processes (System 1) which
may have removed ethics from the
equation due to unconscious biases.
The factors of routine and peer pres-
sure, referred to above, can combi-
ne to produce an intuitive feeling of
cognitive ease that can lull our more
vigilant, ethical selves into corrupt
acts. In other words, we often slee-
pwalk into ethical failures without
being aware. In the examples of Ma-
doff and Enron individuals failed
to act ethically because they failed
to recognise that they were faced
not with a business decision, but an
ethical one. This is particularly im-
portant to young people, who are
motivated to try and fit in. In these
circumstances, it is important that
young people recognise ethical is-
sues and then think them through
in a deliberate way. System 1 might
sometimes alert us to an issue that
does not seem right and System 2
can then evaluate it. That would be
the ideal scenario and when the two
systems are in disagreement that
would provide a vital check and ba-
lance. Unfortunately, all too often
our System 2 is lazy and we fall back
on System 1. When it comes to eva-
luating our decisions Bazerman and

Tenbrunsel (2011) explain that:“Our
memory is selective; specifically, we
remember behaviours that support our
self-image and conveniently forget tho-
se that do not. We rationalize unethi-
cal behaviour, change our definition of
ethical behaviour, and, over time, be-
come desensitized to our own unethical
behaviour.” (p. 73).

In other words, we can come up
with reasons as to why we under-
took a certain course of action; our
System 2 takes back control and may
either recognise what has happened
or construct a false explanation of
our behaviour.

Ambassadors for ethical
decision-making

Whether or not a young person
behaves ethically is invariably bound
up with the wider organisation they
are part of. What is its ethical clima-
te? Have cultural change initiatives
penetrated down to lower levels of
the organisation? However, beha-
vioural ethics initiatives can be de-
signed to help young people recog-
nise corrupt practices and become
agents for bottom-up, as opposed to
the norm of top-down, change. We
can draw some important conclu-
sions in this respect from the analy-
sis set out above.

Our ethical awareness should
be assessed when we join the finan-
ce sector for the first time. In order
to answer the question of whether
some individuals really are more
ethical than others it would be use-
ful if this data could be retained and
opened up to academic analysis in
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Notre conscience
éthique devrait étre
éveillée lorsque nous
entrons dans les mé-
tiers de la finance pour
la premiere fois. Nous
devrions alors étre
formés a développer
un socle de conscience
éthique et combler les
lacunes en matiere de
connaissances. Cette
formation devrait nous
préparer aux situations
susceptibles de surgir
dans notre fonction.

Si nous pouvons nous
projeter dans ces situa-
tions futures et nous
préparer a assumer cer-
taines attitudes, alors
Nous serons mieux a
méme de contenir les
motivations quand
elles seront tres fortes.

Les jeunes devraient
avoir la possibilité
d’étre guidés et conseil-
1és par des personnes
fiables éthiquement

et expérimentées qui
ne font pas partie du
groupe proche de leurs
pairs. Un schéma de
mise en place de men-
tors pour les jeunes
employés permettrait
de mettre le com-
portement éthique a

the future. Once our ethical aware-
ness is assessed, we should then be
given training to provide a baseline
awareness of ethical issues and plug
any knowledge gaps.

This training should also help us
identify the limits, fallibilities, and
strengths of our decision-making
process. In order to do so properly
this training should test us against
situations that we might encounter
in our role. If we are able to project
ourselves into a future situation then
we can better anticipate and manage
the motivations that are likely to be
the most powerful. Training should
also be designed to help debunk the
rationalisations that might be proffe-
red for unethical requests and provi-
de a solid basis for ethical decision-
making. It should cover the biases
that impact on an accurate analysis
of our decisions, which means that
we can truly learn if asked to explo-
re why we acted in a certain way.
Regular debriefings with a trusted
colleague can help this process. It
might also be useful for us to dis-
cuss potential ethical issues that we
might face with that colleague and
commit to a course of action in ad-
vance (using System 2 thinking).
This might improve the likelihood
of us thinking through and making
the right decision if and when such a
situation occurs.

Managing
unconscious biases
Even if one recognises that a

practice is unethical, it is incredibly
difficult for a junior employee to rai-

se this with their superiors - parti-
cular if they consider those persons
to be complicit. In reality, that may
be a career-limiting move. However,
it should not be - if anything those
individuals should be encouraged
to become the leaders of the futu-
re. Young people, therefore, must
be provided with the opportunity
to seek guidance and advice from
ethical and experienced individuals
who do not form part of their im-
mediate peer group. A mentoring
scheme for young employees would
be one way of championing ethical
behaviour. However such a scheme
would only be as good as the men-
tors that take part. As argued above,
informal values imparted from peers
have possibly the greatest influence
over how individuals behave within
the workplace, e.g. more than stated
corporate values or compliance poli-
cies. It is suggested that both young
people and their mentors should be
trained to understand these informal
values. This is no easy task. It will
require the true sources of power
within firms (normally those who
make the most money, but not ex-
clusively) to drill down and identify
these values. Doing so requires an
open and honest discussion about
what really motivates individual de-
cision-making. Through what rou-
tes are individuals seen to progress
within an organisation’s hierarchy?
What makes them forget ethical va-
lues, e.g. routine? What pressures do
they feel and why, e.g. peer pressure?
What decisions does the firm incen-
tivise? As noted above, this requires
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I'honneur. Les jeunes
et leurs mentors
devraient étre formés
pour comprendre que
ce sont les valeurs
informelles de leur
entreprise qui sont
réellement a la base de
la prise de décision.

On devrait apprendre
aux jeunes a identifier
les questions poten-
tiellement éthiques,
pour pouvoir ensuite
réfléchir a une facon
d’agir responsable et de
maniere approfondie et
complete. Ce processus
devrait se dérouler en
dehors de tout biais.
Nous ne devrions

pas étre contraints au
compromis dans notre
chemin de carriere

du jeune employé au
professionnel financier
expérimenté

the identification of pockets of power
that are not necessarily reflected on
an organisation chart. Identification
of these forces that silence our ethi-
cal voice is the first step in making
sure that we are able to make ethical
decisions when the time comes.

Thinking through
ethical issues

It sounds obvious but when fa-
ced with ethical dilemmas it is im-
portant that young people think
through what to do in a deliberate
and considered way. It would be
nice to think that behaving ethically
is something that is always recogni-
sed and comes intuitively, perhaps
one day as a result of cultural change
and training. However, witnessing
the impact that recent ethical fai-
lures had on society it is clear that
such issues are far too important to
leave to fast thinking. We should be
taught to identify ethical issues and
consider what to do in a deliberate
and conscious way. Free from bias.
Free from the influence of unethi-
cal peers. This paper advocates that
when confronted with ethical issues
we should be trained to use reasoned
and deliberate thinking. Thinking

through how to apply principles to
the situation, rather than allowing
situational factors to either blind us
to the ethical content of an issue or
determine decision-making via the
path of least resistance. It is accep-
ted that, in reality, young people will
face pressures from superiors to act
in certain ways. However every ge-
neration represents an opportunity
for change, the current generation of
young people working in finance ar-
guably more than most. Many young
professionals are likely to have been
introduced to the finance industry
around the time of the financial cri-
sis of 2008, a crisis that may have
shaped the careers of many thus far
and impacted on our ethical sensiti-
vity. It was a crisis that brought with
it mass redundancies, particularly
in respect of young people working
in finance. As the economy emerges
from that crisis it is important to
ensure that young people learn the
right lessons and recognise how to
manage unconscious biases. Ethical
failures can have a severe impact on
the rest of society. We should not
have to compromise our ideals or
stop listening to our conscience sim-
ply to make the journey from young
to experienced finance professionals.
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Between 2009 and 2013, some of
the world’s largest banks were fined
nearly £150 billion, with the totals
into 2015 set to take this amount to
over £200 billion (Sterngold, 2014).
Regulators in the United States and
United Kingdom especially have fo-
cused on the culture within firms
and imposed heavy fines for ins-
tances of misconduct. A recurring
question, however, is whether or not
the various methods of regulatory
scrutiny and punishment are really
improving ethics within the finan-
cial industry. If not, is the current
strategy appropriate, or even sustai-
nable and what are the possible al-
ternatives? As the global economic
recovery begins to strengthen, finan-
cial firms will look to improve their
balance sheets while complying with
increasingly stringent regulations.
The focus of these regulations ap-
pears to be reactive punishment of

firms’ misdeeds, rather than making
substantive strides to improve ethics.

The regulators’ apparent priority,
illustrated by the current Conduct
regime, is flawed in that it views
“ethics” as either motives-based or
consequence-based, without ade-
quately factoring in firms’ structural
complexity. In other words, regu-
lators seem to judge a firm’s ethics
by its ability to conform to vaguely
defined standards of corporate res-
ponsibility or by the outcomes of its
actions. Both of these may ignore
the critical issue in banking ethics
cases—complexity. After an over-
view of recent regulatory approa-
ches, T will show that regulators,
while well intentioned, have failed to
significantly improve financial ethics
because their efforts have failed to
deal with the complexity within the
industry.
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Une question qui
revient sans cesse
consiste a savoir si

les méthodes actuel-
lement utilisées pour
examiner, surveiller et
sanctionner augmen-
tent le niveau éthique
dans lindustrie finan-
ciére. Si ce n’est pas

le cas, cette approche
est-elle adaptée par
ailleurs, voire méme
défendable et quelles
sont les alternatives
possibles ? Alors que la
reprise économique se
renforce, les entre-
prises financieres vont
chercher a renforcer
leurs bilans tout en res-
pectant les régulations
les plus exigeantes

qui sont destinées a
punir les entreprises de
maniere réactive plutot
que de les amener a
faire des progres en
matiere éthique.

L’attention des régu-
lateurs, illustrée par le
régime actuel du Ban-
king Conduct Regime
repose sur la fausse
prémisse selon laquelle
I'éthique serait soit
celle des conséquences,
soit celle des motiva-
tions (vertus), mais elle
ne tient pas compte de
maniere adéquate de la
complexité des institu-
tions. Les régulateurs
donnent 'impression

de juger I'éthique des

In section one of this paper, 1
will define the Conduct agenda, its
relationship to corporate ethics and
related regulatory trends . I will also
define consequential and deontolo-
gical evaluations of ethics, giving an
overview of the evolution of Con-
duct in what I will call a motives-ba-
sed and consequence-based view of
regulatory expectations. In sections
two and three, I will examine the
shortcomings of a Conduct regime
founded on either motives- or con-
sequence-based evaluations, poin-
ting out that while each approach
helps to establish levels of transpa-
rency and accountability, neither ap-
proach does much to improve ethics.
Finally, I will argue that, in order to
improve the ethics of financial firms,
the complexity of the businesses in-
volved must be taken into account,
concluding with the premise that
streamlining, or downsizing, is the
best way for firms to improve ethics
within the industry while meeting
increasingly stringent regulatory re-
quirements.

What are ethics?

“Conduct”, “ethics”, “fairness”—
these words are used often in regula-
tory language, especially in the wake
of the financial crisis and instances
of misconduct in the banking indus-
try (Benedict, 2014). Attempting to
provide holistic definitions of each
is beyond the scope of this paper,
though I will define how these terms
will be used to frame the argument
which follows. By Conduct, I refer to
a focus by regulatory bodies over the

last decade on better behaviour in
the financial industry. International
regulators like the Financial Stability
Board (FSB) and in turn the Finan-
cial Conduct Authority (FCA) and a
number of US regulators (Robson et
al., 2013) have been the main drivers
of the Conduct agenda. Regulators
have intentionally avoided defining
Conduct for firms, though one can
loosely see Conduct as a broad focus
on customer outcomes, and fairness
and integrity within financial mar-
kets (“Culture and Conduct: Putting
the customer at the heart of your bu-
siness model,” 2013; Financial Ser-
vices Authority, 2012; Robson et al.,
2013).

Trust us—A Motives-
Based Approach

The aim of the Conduct agenda,
whether rightly or wrongly, is to
improve the behaviour of financial
firms and reduce incidents of risky
practices through increased regula-
tory scrutiny and industry-defined
Conduct standards. Although over-
simplified, this definition does help
clarify that Conduct as an initiati-
ve can be judged as successful by
three criteria: 1. Changed business
culture, 2. Fewer fines and 3. Clear
conduct definitions within the fi-
nancial industry with banks—rather
than regulators—the “drivers” of
the agenda. Conduct more broadly
has had what I will identify as two
major approaches before and after
the 2008 financial crisis: a motives-
based agenda and a consequences-
based agenda.
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entreprises d’apres leur
conformité aux stan-
dards vagues de la res-
ponsabilité sociale des
entreprises ou d’apres
les conséquences de
leurs actes. Chacun
de ces criteres passe
sous silence un aspect
crucial de I'éthique
bancaire, a savoir la
complexité.

L’objectif du Conduct
Regime est d’améliorer
la qualité du compor-
tement des institu-
tions financieres et de
réduire les incidents
des pratiques ris-
quées au travers d’'une
surveillance accrue

de la part du régula-
teur et des standards
du Conduct Regime
définis par I'indus-
trie. Il s’agit la d'une
présentation simplifiée
de ce qui a été réalisé
au prix d'un immense
effort au moment de la
crise financiere. Cette
définition permet de
montrer que l'initiative
du Conduct Regime

a été couronnée de
succes si I'on en juge
selon trois criteres : 1.
Le changement dans
la culture des affaires,
2. La réduction des
amendes et 3. La défi-
nition plus claire des
comportements dans
l'industrie financiere

“Those of us who have looked to
the self-interest of lending institutions
to protect shareholder’s equity (myself
especially) are in a state of shocked
disbelief.” Alan Greenspan'

The two definitions of ethics co-
rrelate to two distinct approaches
to regulating financial firms: one
approach relies on a degree of self-
regulation and the other on strong
regulatory intervention. The first
approach, based on self-regulation,
mirrored the gradual move to dere-
gulation in financial markets in the
1980s and 1990s. Financial institu-
tions were effective at lobbying go-
vernments, especially in the U.S,,
to relax a number of regulations on
the industry (Komai & Richardson,
2011). These institutions, along with
a number of economists, argued that
this deregulation could spur conti-
nued economic growth and improve
competition within a less stringent
regulatory environment (Ibid).

As financial regulations receded,
firms were more or less able to poli-
ce themselves within the limits laid
out by the law. These limits grew
more blurred, especially in the Uni-
ted States, as acts meant to separa-
te banking and non-banking (i.e.
investment banking) activities like
the 1933 Glass-Steagall act were re-
pealed (Sherman, 2009). In effect,
the “free market” became the ethical
standard to which firms were expec-
ted to adhere. Financial institutions
were operating within the confines
of the law, and therefore were not
acting “wrongly”. Thus, ethics and

legality became very closely rela-
ted within the financial industry.
As long as the motives of financial
firms were “pure”—in other words,
as long as the banks were simply ta-
king advantage of favourable econo-
mic and regulatory environments as
opposed to actively ripping off cus-
tomers—then the firm’s ethics were
more or less acceptable. Of course,
the line between simple and preda-
tory practices began to blur as eco-
nomic growth in the 1990s and early
2000s caused ethics to give way to
profitable, risky behaviour.

Homeownership
and Motives

One example of the hands-off re-
gulatory environment and its effect
on ethics is the growth of homeow-
nership in the United States from the
mid-1990s. President Bill Clinton
was a driving force in expanding ho-
meownership in the United States
and helping to change government
policy to help make this happen.
This shift built upon an already tan-
gible, “American” idea of homeow-
nership and formed a key plank of
the “American Dream” (Watkins,
2008). Government policy, acade-
mic reports and economic research
generally showed positive effects of
homeownership and of increasing
access to credit among populations
with low rates of home ownership,
particularly minorities and first
time borrowers (Aaronson, 1999;
Green & White, 1997; Timiraos,
2015; Watkins, 2008). In respon-
se to the growing expectations of
the American dream, the American
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avec les banques — et
non les régulateurs

— dans le role proac-
tif. Plus largement,

le Conduct Regime

a utilisé successive-
ment deux approches,
avant et apres 2008 :
une approche par les
motivations et une
approche par les consé-
quences.

La premiere approche
de I'éthique, basée

sur l'auto-régulation,
reflete la tendance a la
dérégulation des mar-
chés en vogue dans les
années 1980 et 1990.
Au fur et a mesure que
la régulation perdait de
sa vigueur, les entre-
prises se sont avérées
étre plus ou moins
capables de se disci-
pliner dans les limites
imposées par la loi.
Celles-ci sont devenues
plus floues, spéciale-
ment aux Etats-Unis,
avec la révocation des
lois (comme celle du
Glass-Steagle Act de
1933, en 1991) qui
séparaient les activités
bancaires des activi-
tés non-bancaires, a
l'instar de la banque
d’investissement. A
cette époque, la réfé-
rence au libre marché
est devenue la norme
éthique a laquelle les

government and private financial
institutions began to incentivise ho-
meownership both directly, through
tax incentives, and indirectly,
through low mortgage rates which
were in turn enabled by the low in-
terest rates of the early 2000s (Bajaj
& Leonhardt, 2008; Denning, 2011;
Gopal, 2013).

In this regard, the strategies of
the largest banks were able to do-
vetail with an arguably “good” mo-
tive—getting more Americans into
homes which they owned—even
if there were obvious profit moti-
vations. In order to help drive this
change, banks began making riskier
loans to previously unqualified bu-
yers and casting this expansion in
home ownership as a goal of a redefi-
ned Corporate Social Responsibility
(CSR), a marked change from how
the concept had been previously
understood (Herzig & Moon, 2012,
Visser, 2010). This change is so-
mething that continues to be seen
today, as home loans and mortga-
ge approvals are still typically seen
as one element of CSR for many fi-
nancial institutions (Shen & Chang,
2012; Visser, 2010).

In hindsight, the motives of the
bank were obvious—profit was good
at almost any cost, social or otherwi-
se. But because there was no real
ethics regime in place, or at least no
regime which had not been repealed
in the era of deregulation which do-
minated the 1980s and 1990s, finan-
cial institutions were able to engage
in increasingly reckless and risky be-
haviours. The era of self-regulation

and self-policing of motive had co-
llapsed into an “ethic-less” system
which prized good economics over
good ethical choices.

As the money sunk into subpri-
me mortgaging in the United States
grew, lending standards fell dramati-
cally. The number of subprime loans
offered by banks to those with below
average credit increased by almost
fifteen times between 1998 and 2007
(Bernake, 2009; Visser, 2010). By the
time the housing bubble burst in the
United States in 2006 and the sub-
prime loans made began to go into
default, the financial industry was
left holding too much bad debt to re-
main viable (Holt, 2009). This led to
massive government bailouts in both
the U.S. and United Kingdom in or-
der to prevent the collapse of the bro-
ader financial system (Barker, 2008;
Darling, 2008; Paulson, 2008; U.S.
Senate Committee on Banking Hou-
sing and Urban Affairs, 2008). The
light touch “motives” approach to
regulating financial institutions was
a significant cause of the 2007-2008
financial crisis and led to stagge-
ring losses for both consumers and
financial institutions. The failure of
ethical controls within banks would
eventually result in multibillion do-
llar fines for shoddy lending practi-
ces, poor controls and misdeeds in
the lead-up to the greatest financial
crisis since the Great Depression.
The failure of this approach signa-
lled the beginning of a broader shift
to a more strict, consequences-based
regulatory environment (Braithwaite
& Nasiripour, 2013).
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entreprises étaient
supposées adhérer.
Par conséquent, tant
qu’elles opéraient sans
enfreindre la loi, elles
ne pouvaient pas agir
mal. Clest ainsi, que la
loi et I'éthique se sont
entremeélées.

Les stratégies des plus
grandes banques ont
réussi a faire coincider
la bonne intention
d’ouvrir largement
l'acces a la propriété
avec leur soif de profit,
mais au prix de crédits
plus risqués aux ache-
teurs immobiliers peu
solvables. En résumé,
les motivations des
banques étaient évi-
dentes: les bénéfices
étaient bons et a n'im-
porte quel cotit social.
Comme il n'y avait pas
de référentiel éthique
en place, ou du moins
qu’il avait disparu avec
la dérégulation des
années 1980-90, les
institutions financieres
ont pu se comporter
sans scrupules et l'ere
de l'auto-régulation et
de l'auto-controle s’est
effondrée pour donner
lieu a un systeme sans
éthique ou la quéte de
résultats économiques
prévalait sur toute
considération éthique.

The Consequence-
based approach

“Treating customers fairly (TCF)
remains central to our expectations of
firms’ conduct, that firms put the well-
being of customers at the heart of how
they run their businesses.” Financial
Conduct Authority?

The shift towards a consequen-
ces-based view of regulation has been
based on three defining aspects: stiff
financial penalties for wrongdoing,
increased capital requirements to
hedge against future downturns and
more robust Conduct rules to address
the lack of a strong ethical framework
for the industry before the financial
crisis.

In the wake of the financial crisis
of the last decade, regulators have
moved from allowing self-regulation
to requiring more stringent regula-
tory requirements on financial ins-
titutions. In addition to billions of
dollars in financial penalties, negative
public perception and remediation
efforts, firms have also seen incre-
asing regulations and government
rules enforced by strong regulatory
bodies in the U.S., European Union
and U.K. (Zarroli, 2015). American
and British regulators have been es-
pecially muscular in their approach
to punishing perceived misconduct,
with almost $65 billion paid in penal-
ties by American and European banks
in 2014 alone (Sterngold, 2014). As
fines continue to be levied against
both institutions and individuals, re-
gulators are laying clear markers of
the standards of behaviour expected

of financial institutions.

In addition to fines, regulators
have focused on forcing banks to
hedge against risk through higher ca-
pital requirements (BIS, 2010; Jochen
et al., 2011). The Basel III reforms
are the most visible example of this
approach as they define the required
minimum capital buffers for finan-
cial institutions, though there is po-
tential for these capital requirements
to increase further on a country by
country basis (Bank for International
Settlements, 2014; Onaran, 2013).
American regulators have taken
such an approach by requiring banks
to hold minimum leverage ratios
of 5-6% (Armour & Tracy, 2014).
Banks have been able to weather the
increased capital requirements, cut-
ting costs, reigning in dividends and
bonuses, though whether this achie-
ves the goal of reducing overall risk
remains to be seen (Barth & Prabha,
2013; Cohen, 2013).

The final pillar of the recent regu-
latory approach has been the release
of requirements on business Con-
duct, either by building on post-crisis
legislation like the 2010 Dodd-Frank
Act or by releasing standalone codes
of business Conduct like the FCA’s
Conduct of Business Sourcebooks
which came into force from 2007-
2009 (Building Societies Association,
2013; Financial Conduct Authority,
2007; Financial Services Authority,
2014)°. Through these sourcebooks
and similar guidelines, regulators
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Le déplacement du
régime de régulation
vers la prééminence
des conséquences
repose sur trois
composantes: des
amendes salées en cas
de mauvaise conduite,
des exigences accrues
de fonds propres pour
couvrir les risques

de retournement de
conjuncture et des
regles continues dans
le Conduct Regime
plus robustes pour
pallier 'absence d’'un
cadre éthique contrai-
gnant dans l'industrie,
avant la crise.
Toutefois, bien que
cette approche ait été
adéquate lors de la
montée de la crise,

on doit constater
aujourd’hui qu’elle est
plus efficace que celle
basée sur I'éthique des
motivations (convic-
tion ou vertus) pour
renforcer I'éthique au
sein de I'industrie ban-
caire. Les cotits pour
I'industrie du Conduct
Regime ont atteint des
sommets en 2014 et

il n’y a pas de raisons
qu'ils décroissent de
maniere significative
dans un avenir prévi-
sible comme des nou-
veaux délits ne cessent
d’apparaitre. Toutefois,
on a de la peine a dire
si ces cotits accrus ont
contribué a faire pro-
gresser I'éthique.

have attempted to outline the expec-
tations placed on firms in the provi-
sion of service to customers . In an
almost legislative fashion, regulators
have set out guidance on how firms
must behave in the market, putting
fines or other punishments in place
for those which fall short of the lis-
ted regulatory expectations. Through
a combination of regulatory guidance
and legal requirements, the financial
industry has moved towards satis-
fying regulatory expectations with
a renewed focus on Conduct and
creating sustainable, positive outco-
mes for customers (Bank of England,
2014; Robson et al., 2013).

Improving ethics
through accountability

A key concern of the growing
number of regulations is improving
clarity on what is expected of firms
and increasing accountability within
the financial industry. One example
of this focus is the Senior Managers
Regime (SMR) being developed by
the Prudential Regulatory Authority
(PRA) and FCA (Bank of England,
2014). The SMR has an overall ob-
jective of increasing responsibility
and accountability within financial
institutions (Bank of England, 2014).
Designated senior managers will
now be held responsible for acts of
misconduct in their business areas.
When Conduct failings are reported,
these senior managers will need to
go beyond stating that they had no
material knowledge of the fault—the
onus will be on these managers to
prove that they exhausted all options
to either prevent or mitigate acts of

misconduct (Rands & West, 2014).
Whether rightly or wrongly, regu-
latory focus has been primarily on
holding senior management accou-
ntable for the potential consequen-
ces of their actions, namely actions
which result in significant customer
detriment. But if the aim is to impro-
ve ethics within financial institutions
while ensuring an environment whe-
re they can grow, is this approach
effective?

The SMR 1is a positive step
towards improving accountability
within the financial industry, ma-
king a clear link between the deci-
sions people make, the risks inhe-
rent in those decisions, and ultimate
outcomes(Financial Conduct Autho-
rity, 2015; Jones, 2015). Does this
approach, however, actually improve
ethics or does it merely strengthen
accountability—and clarify blame—
in instances where banks fail to meet
their ethical objectives? If the goal, as
mentioned, is to improve culture, in-
creased accountability only enhances
a consequence-focused view of Con-
duct without necessarily improving
ethics. In other words, the Conduct
agenda thus far has been defined and
driven by regulators without driving
a substantive change within firms
because it further incentivises a “box-
ticking” approach to Conduct mana-
gement to satisfy those outside of the
business looking in (Rands & West,
2014). In this light, the approach re-
presented by the SMR seems to im-
prove regulatory scrutiny, but does
little to improve ethics. Thus, firms
would not be addressing potential
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La régulation ancrée
dans une approche
conséquentialiste se
justifie en période de
crise, mais il n’est pas
prouvé aujourd’hui
qu’elle soit plus
efficace que I'approche
par la motivation pour
améliorer le cadre
éthique de I'industrie
financiere. Malgré les
couts plus élevés du
Conduct Regime et
ses exigences accrues
en matiere de gouver-
nance pour le top ma-
nagement, les résultats
concernant I'éthique se
font toujours attendre.

L’approche actuelle
renforce plutot la
vision de I'éthique
comme relevant du fait
de “cocher des cases”,
plus adapté pour satis-
faire les exigences de
régulations qu'a pro-
duire des changements
culturels et éthiques.
Ceest seulement en
s'attaquant a la com-
plexité des structures
des entreprises, des
produits et des proces-
sus, que les régulateurs
et les entreprises finan-
ciéres peuvent pro-
gresser effectivement
en matiere d’éthique et
restaurer la confiance
du public dans I'indus-
trie financiere.

ethics problems, but would rather
seek to comply with existing rules,
potentially leaving firms open to new
risks and new ethics problems.

The consequence-based approach
to regulation, while understandable
in the wake of the financial crisis, has
yet to prove that it is more effective
than the motives-based approach in
improving ethics within the banking
industry. Conduct costs rose to re-
cord levels in 2014 and these costs
are not set to decrease appreciably for
the industry in the foreseeable future
as additional wrongdoing is brought
to light (Sterngold, 2014). Yet the
fact that additional wrongdoing has
to be punished in itself questions
the efficacy of a consequence-based
approach. While it is generally easy
to say that a financial institution
has committed a wrong—whether
by violating sanctions, misselling to
customers or by violating standards
of product suitability—it is less easy
to say that fines address the root cau-
ses of these violations. The results of
both the motives and consequences-
based approach of regulation have
shown that there is clearly an element
missing in the formula to bring ban-
king ethics to a higher standard. That
missing element is one which neither
approach has adequately addressed:
complexity. Only by addressing com-
plex business structures, products
and processes can regulators and fi-
nancial firms make concrete steps to
improving ethics and restoring trust
in the banking industry.

Defining Complexity

“This proposal encompassed multi-
ple, complex credit trading strategies,
using jargon that even the relevant
actors and regulators could not un-
derstand.” Senate report describing
a proposal made to JPMorgan Chase
senior management approving the
London Whale trades.

Firms must manage the comple-
xity of their business in order to im-
prove ethics within the industry. In
the wake of the financial crisis, regu-
lators have focused on large “mega-
banks” as “too big to fail” or “too big
to manage”, both from an economic
and regulatory point of view (Coll-
ins, 2014; Federal Reserve Bank of
St. Louis, 2012). As banks become
larger and more complex, it becomes
harder to both adequately evidence
motive and create enough transpa-
rency that regulators can effectively
regulate (Collins, 2014; Denning,
2013). In other words, it has proven
hard to improve the ethics of finan-
cial institutions because it has beco-
me harder and harder to understand
the inner workings of these busines-
ses (Santoro, 2013; Tett, 2012; U.S.
Senate Permanent Subcommittee on
Investigations, 2013). Whether the
complex derivative products which
helped fuel the sub-prime mortga-
ge bubble or the complex company
structures which allowed billions of
dollars of trading losses to go un-
detected, complexity within the fi-
nancial industry has frustrated both
motive and consequence-based ap-
proaches to regulatory scrutiny.
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Comme le “too big to
fail” devient “too com-
plex to regulate”, les
entreprises financieres,
tout comme les régu-
lateurs, se trouvent

en difficulté pour
prévenir I'inconduite
dans les parties les plus
opaques de l'industrie.
En 2012, 'épisode du
Requin de Londres
montre a 'envie a

quel point méme ceux
qui sont internes a
l'industrie peinent a
comprendre la portée
des engagements pris
par les directeurs. Ce
qui frappe dans ce cas,
c’est la conjonction de
la surveillance dans

la logique des consé-
quences avec celle
ancrée dans la logique
des motivations. Des
regles existaient pour
limiter les transactions
du type de celles qui
ont eu lieu; 'entreprise
s’était aussi engagée

a suivre ces regles;

les sanctions étaient
également prévues
pour punir les vio-

The 2012 London Whale episode
provides an example of how com-
plexity within financial institutions
can hide potentially unethical ac-
tions from both regulators and the
firms themselves. Traders in JPMor-
gan Chase’s London office engaged
in risky trades, often at a loss, over
a sustained period (Hurtado, 2015;
Norris, 2013; Santoro, 2013). What
is striking here is that this case is the
perfect marriage of motive and con-
sequence-based scrutiny: there were
rules in place to restrict the types of
trades which occurred, a company
commitment to follow these rules
and consequences in place to punish
failure to follow listed regulations.
Yet, in this case, both the bank and
regulators failed to notice the loss-
making trades for a sustained period
because of changes to the “Value at
Risk” (VaR) risk management tool
used by the firm (Hurtado, 2015; Ko-
pecki & Son, 2013; Santoro, 2013).
In turn, regulators in the United Sta-
tes failed to detect the increasingly
skewed risk profiles of the firm’s tra-
ding portfolio and the potential dan-
ger those trades could cause to the
broader financial system.

In addition to suffering billions
of dollars in losses, JPMorgan Chase
agreed to pay over $920 million in
fines to American and British regu-
lators in 2013 (Robson et al., 2013;
Scheer & Kopecki, 2013; U.S. Se-
nate Permanent Subcommittee on
Investigations, 2013). Perhaps more
importantly, the episode exposed a
serious flaw in both regulatory and
industry efforts to identify and con-

tain risks. Agreements to improve
internal oversight by financial ins-
titutions and fines levied by regula-
tors are failing to achieve their goal
of inducing true change and a more
ethical industry (Admati, 2014).

Changing Priorities—
Enforced Ethics?

As fines fail to have the desired
effect, legislative and regulatory
efforts in the US, UK and EU have
focused on ways to reduce the size
of financial institutions and regulate
the types of activities they can con-
duct. American regulators in par-
ticular have taken a lead in placing
more scrutiny on how banks grow,
most recently in the 2010 Dodd-
Frank Act which places more repor-
ting requirements on financial insti-
tutions of a certain size and restricts
their trading activities (Barth & Pra-
bha, 2013; U.S. Senate Permanent
Subcommittee on Investigations,
2013). In addition, the act prohibits
mergers of financial institutions of
a certain size and requires “living
wills” from the largest banking ins-
titutions, giving regulators a way to
deal with banking failures in an or-
derly fashion (“Banks Must Show
They Can Die Quietly,” 2014). The
aim of these regulations is to protect
consumers and the wider economy
while ensuring that investors bear
the brunt of the resulting fallout
(“Bank resolution: Pre-empting the
next crisis,” 2015; Hamilton, 2014).
Similar efforts to separate areas of big
banks, whether the UK’s “ringfence”
approach or the EU’s efforts to have
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lations de ces regles.
La complexité est le
véritable enjeu dans

ce cas. Cette derniere,
plus que l'absence de
conséquences assignées
ou de motivations
floues, est au coeur des
problemes éthiques
auxquels les entre-
prises financieres sont
actuellement confron-
tées.

Les exigences des
régulateurs en matiere
de fonds propres et

de cloisonnement des
activités sont des élé-
ments importants d'un
puzzle de plus en diffi-
cile 2 mettre ensemble.
Ces mesures ne sont
toutefois que le pro-
longement des efforts
destinés a améliorer

le standard éthique

de lextérieur. Or, le
véritable changement
dans l'industrie doit
étre initié et conduit
par les entreprises
elles-mémes. Il doit

se concentrer sur la
simplification des
processus et des entre-
prises, par ailleurs trop
complexes. Le chemin
vers une culture articu-
lée autour de I'éthique
ne peut commencer
que si les régulateurs
et les entreprises elles-
mémes comprennent
vraiment ce que font
ces dernieéres.

banks create separate legal entities
for proprietary trading and other
activities are also underway in other
jurisdictions(Barth & Prabha, 2013).
These actions will create some chan-
ge in financial institutions, however,
these changes are too recent to de-
monstrate that they have had a clear
impact on ethics within the indus-
try. Legal or structural separation
of banking activities can help make
banking activities more transparent
to an extent, but it is unclear that
simply breaking up a complex whole
into a series of smaller, still complex
parts will improve ethical considera-
tions within banks (Baily, Elliott, &
Swagel, 2014).

These steps are important, howe-
ver, in terms of improving ethics
this is another example of “outside
in” requirements (“Bank resolution:
Pre-empting the next crisis,” 2015).
Outwardly, both financial institu-
tions and regulators have made con-
crete steps towards managing risk,
reducing incidents of misconduct
and putting forward a desire for an
image of ethical behaviour and trust.
In reality, however, these steps have
proven inadequate in the face of
a complex financial system where
misconduct can go unnoticed on a
grand scale. In order to substantively
improve ethics or Conduct within
the industry, a massive effort to sim-
plify and streamline financial institu-
tions is required. This is the only via-
ble method to ensure that financial
institutions are not overly large and
complex enough that management
cannot understand and control what

is happening under their watch.
Streamlining and simplification
must be the next “approach” used by
regulators and financial firms alike
to improve and embed ethics within
the banking industry.

Where do we go
from here?

Simplification, whether reducing
the number of legacy systems pre-
sent within banks or creating sim-
pler business models, is integral to
establishing an environment for bet-
ter ethics. The key question is how
to make a streamlining agenda work
and actually change the industry in
a way which positively impacts its
ethics. While this is a complicated
question and an even more com-
plicated process, there are four key
principles in this new approach:
changes must be industry led, they
must dovetail with a substantive
change in business culture, they
must strengthen risk functions and
they must lead to a retreat from risky
markets, behaviours and processes.

First, any change must be indus-
try led. While this may seem like a
return to self-regulation, true chan-
ge will need to come from within fi-
nancial firms in order to ensure the
best outcomes for customers and the
industry. If financial firms are forced
into streamlining or downsizing, the
approach chosen for the banks may
be more painful and against more
aggressive timelines than a plan de-
signed within the industry itself.
One only needs to look at the mas-
sive efforts around ringfencing in
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La simplification est
indispensable pour

la mise en place d'un
environnement favo-
rable a I'éthique. Elle
doit étre obtenue, aussi
bien par la réduction
du nombre de régimes
différents — souvent
hérités du passé —
présents au sein des
établissements, que
par la simplification
des modeles d’affaires.
Ce changement doit
concerner toute
l'industrie, il doit étre
ancré dans 'engage-
ment en faveur de la
nouvelle culture et de
I'éthique. 11 doit étre
centré sur 'abandon
de certains marchés,
produits et stratégies
risqués.

the UK, and the associated costs, to
see that an effort developed, led and
implemented by banks will lead to a
smoother transition to the streamli-
ning agenda (Fleming, 2014).

In addition, changes need to be
founded on a commitment to a new
culture and commitment to ethics.
In part, the Conduct agenda achie-
ves this, but only to an extent—staff
within financial institutions need to
be able to link complexity, risk and
business detriment in a clear way.
Using examples from past misdeeds,
banks must show that the movement
to a simpler, streamlined business
is both a regulatory focus and a ne-
cessity in order to continue to grow
as an industry in a sustainable way.
This type of cultural change will re-
quire more than emails and memos
on improving conduct. Rather, se-
nior management must get involved
in a tangible way, defining the dan-
gers of a complex business, laying
out a roadmap for substantive chan-
ge and defining the “end state” of a
simpler, better business.

Senior management visibility is
key in any streamlining agenda, es-
pecially senior risk managers and
governance structures. In short, risk
and ethics management must be
front and center within firms and, to
as great an extent as possible, need to
be independent with robust powers
to execute their duties. One major
lessons from the London Whale case
was that in multiple instances, risks
raised to senior management were
either ignored or never received an
in-depth follow up as needed (U.S.

Senate Permanent Subcommittee on
Investigations, 2013). This type of
scenario needs to be addressed with
stronger risk functions within banks
and a greater degree of coordination
and communication between risk
managers and heads of business.

Once an industry-led, Culture
focused change programme is in pla-
ce, with robust support from risk,
the final step in the streamlining ap-
proach is to responsibly retreat from
certain risky markets, products and
strategies. In the years following the
financial crisis, low interest rates
and fragile balance sheets have cau-
sed banks to search out markets and
products with higher returns. At ti-
mes, this search for higher rates of
return have led to increasingly risky
bets and complex products which
are hard for consumers, regulators,
and sometimes the firms themselves
to decipher (Norris, 2013). In im-
plementing a streamlining strategy,
financial firms must move to redu-
ce potential risks by avoiding risky
strategies, like acquiring seemin-
gly profitable competitors in areas
with looser regulatory standards,
and winding down complex pro-
ducts and trading activities. Again,
in part, this has begun to be addres-
sed by ringfencing initiatives, but
as mentioned, simply breaking up a
complex whole into smaller but still
complex pieces will neither improve
ethics nor create positive outcomes
for customers.
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En effet, le chemin
vers des standards
éthiques plus élevés

et vers 'amélioration
des performances pour
leurs clients, passe par
la réduction de la com-
plexité inhérente aux
entreprises financieres.
Cela ne veut pas dire
que tout produit ou
transaction complexe
doit étre abandonnée,
mais que les entre-
prises ont le devoir de
s'assurer que leurs stra-
tégies et leurs produits
sont en ligne avec les
attentes des régulateurs
et des consommateurs
en matiere d’éthique.

The final (ethical)
frontier?

The question remains on
whether any financial firm can be
ethical. After all, banks are primarily
institutions whose primary purpose
is to create positive returns for sha-
reholders, and this role has become
more apparent as these institutions
grow larger. At some point there is
a limit to how much good regulation
can actually do in a corporation with
thousands of individual actors, each
of which make an unknown number
of decisions per day and face innu-
merable opportunities to either do
the right thing or not. Changing the
ethics of a firm becomes harder as
more and more possible actors are
added who, in turn, bring personal
views on how best to help the firm
and the ethical considerations—or
lack thereof—which need to be made
in their actions. Complexity of the
institutions being regulated is one
reason “ethics” within the industry is
so hard to define and strengthen. Re-
gardless, there is a standard of right
and wrong actions which, at the risk
of sounding utilitarian, either hurt
or help customers and fulfil broader
socio-economic purposes.

So can large financial firms be
ethical or must they be broken into
smaller, more manageable chunks
by regulators? For now, it is un-
clear whether such a stance is either
achievable or desired in the foreseea-
ble future (Baily et al., 2014). And
even with this approach, there are
gaps in how well ethics within large
financial firms can be policed. In the

short and medium term however, the
streamlining agenda is the best hope
for banks wishing to retain their pla-
ce as major international players and
deliver the ethical outcomes which
shareholders, regulators and con-
sumers expect. There are arguable
benefits to consumers in a reformed
financial system with large banking
players, especially in terms of the
price benefits of an economy of sca-
le (Baily et al., 2014; Federal Reser-
ve Bank of St. Louis, 2012; Hughes,
2013; Wheelock, 2012)*. Given
past experiences with large financial
institutions, however, legislators re-
main open to the idea of breaking
up large, complicated financial ins-
titutions into smaller, more easily
understood units (Morrison, 2015;
Slater, 2014). If the streamlining
and simplification agenda fails, then
this type of enforced downsizing will
follow motives-based, consequen-
ces-based and complexity-based
scrutiny as the next era in financial
regulation.
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The fundamental
questions about the
moral hazard

“Moral conduct is the oil of the
social machinery. It reduces the in-
evitable frictions and pushes the
social life ahead , without spoiling
the social machine,” said Witwicki
(1957), the 20" century Polish phi-
losopher. Half a century later, the
course of social life was severely dis-
rupted by the global financial crisis,
the causes of which have been pri-
marily attributed to so-called moral
hazard, or “a temptation to abuse”
in Polish literature discussing the
crisis.. The concept, apparently de-
monstrating associations with the
abuse in the banking sector, carries
strongly negative connotations, and
any action linked to moral hazard is
seen as unquestionably immoral. No

wonder that today’s academic, busi-
ness or political discussion increasin-
gly addresses the methods of com-
bating this main antagonist of the
global downturn; which, as a kind of
modern Pandora’s box, has paved the
way for shady practices and defective
mechanisms to penetrate the global
financial market.

It seems, however, that in the
heat of a discussion on how to deal
with moral hazard, certain funda-
mental questions are overlooked
which should be taken as a starting
point for any further debate. What
does moral hazard actually mean?
Whom does it concern? Does the go-
vernment have a moral obligation to
extend aid to banking institutions?
Or does the bank have a moral obli-
gation to avoid risk so that no gover-
nment help will be needed? And fi-
nally, can moral hazard be eradicated
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La crise financiere peut
eétre abordée en tant
que perturbation ou
rupture du bon fonc-
tionnement de la ma-
chine sociale. Comme
d’habitude dans de
telles situations, I'opi-
nion publique pointe
son index vers les
coupables.

Bien que 'aléa moral
soit utilisé aujourd’hui
pour désigner des
comportements
frauduleux des ins-
titutions financieres,
cette notion prend son
origine dans le monde
de l'assurance. Elle
décrit la tentation,
voire I'inclinaison des
assurés a prendre des
risques plus élevés que
les non-assurés.

Il est important de
distinguer clairement
entre la “tentation de
prise de risques” et la
tentation de “simuler”
afin de frauder ainsi
l'assurance. A partir de
cette distinction, nous
pouvons analyser les
aspects éthiques de
I'aléa moral.

and is it really immoral? This essay
will attempt to answer these ques-
tions.

Who are the moral
gamblers?

The concept of moral hazard ori-
ginates in the insurance sector, even
if more recently the term is usua-
lly employed to refer to fraudulent
practices in financial institutions.
It describes the tendency of an in-
sured party to assume greater risks
than a non-insured party owing to
the apparent security that possessing
insurance carries with it.. Along with
the exponential growth of insurance
companies in the late 19th and the
early 20th century, the use of the
term became increasingly widespread
and its underlying problem more and
more important (Dembe & Boden,
2000). Behavioural change resulting
from the insured being protected by
an insurance policy was frequently
an issue in relation to automotive,
property and social insurance and
highlighted a significant increase in
the carelessness with which people
entered into insurance agreements.
As early as in 1913, Isaac Max Rubi-
now (1913), known as the father of
the American social insurance sys-
tem, drew a distinction between “the
temptation of risk” and “the tempta-
tion of simulation”. “In the opinion
of many,” wrote Rubinow, “the most
destructive is a conviction that social
security not only increases risk, but
significantly encourages the simula-
tion of accidents, illness or lack of
employment, lets alone professional

begging, and corrupts the entire wor-
king class by offering an easy reward
for cheating.” It seems that moral
hazard is of a dual nature: the first as-
sociated with excessive risk and the
second manifested in embezzlement
and fraud. The latter is unquestiona-
bly unethical; the former will be eva-
luated below.

However, moral gamblers are not
only the parties to insurance agree-
ments. In the United States the 1920s
saw a discussion about the introduc-
tion of deposit insurance, thereby
moving the debate about moral ha-
zard into the banking sector. In such
a case , the temptation of abuse sur-
faces with reference both to the go-
vernment support for banks, taking
the form of deposit insurance, and
to the institution of the central bank
as the lender of last resort. A moral
gambler can thus be a bank pursuing
an excessively risky activity which is
secured by guarantees from its pa-
rent organisation and possible public
aid. However, it also seems necessary
to distinguish between negligence or
carelessness concerning certain secu-
rity standards, , and advocating in-
tentional fraudulent practices inten-
ded to mislead market participants
in general or, more specifically, the
other party involved in the agree-
ment. Given that the second scenario
(intentional fraud) is clearly unethi-
cal, let us concentrate on evaluating
the first (negligence or carelessness).

To start with, it is worth consi-
dering the very purpose of having an
insurance system. Is it not designed
precisely so that the insured party
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Le systéeme d’assu-
rance est nécessaire
au développement des
activités impliquant la
prise de risque. Sans
assurances, les possibi-
lités de crédit offertes
par les institutions
financieres seraient
bien moins étendues
quaujourd’hui. Cer-
tains philosophes vont
meéme jusqu’a dire que
ni Christophe Colomb
ni Neil Armstrong ne
seraient partis dans
l'inconnu a la décou-
verte si leurs familles
n’avaient pas été€ assu-
rées au cas ou leurs
missions tourneraient
mal.

Les récents sauve-
tages des banques ne
découlent pas de leur
droit illusoire a étre
préservées de la faillite,
mais de droits fonda-
mentaux des citoyens
au bien-étre et a la
prospérité. Le soutien a
la liquidité des banques
est donc justifié du
point de vue éthique
seulement si cette
obligation est dérivée
du droit des citoyens a
une vie décente.

En conséquence, la

takes greater risks? If we imagine, for
example, that motor insurance were
no longer compulsory, we would ex-
pect a massive increase in the cost of
vehicle use and a reduction in vehicle
owners’ peace of mind.

Were Columbus
and Armstrong the
moral gamblers?

Repair and maintenance expendi-
ture, difficulties in enforcing claims
and, finally, the likelihood of very
conservative driving generating ex-
tra congestion would lead to a visible
decline in the number of vehicles on
the road. Insurance solves such pro-
blems, at least in part, and insurance
companies assume that drivers are
careless and calculate their premiums
accordingly. The same applies to
other types of insurance, for example,
travel or holiday insurance. Perhaps
some people would give up hiking,
scuba diving or skiing without if they
did not have the psychological buffer
of accident insurance in place. Some
philosophers even surmise that Co-
lumbus would not have discovered
America and Armstrong would not
have set foot on the Moon if their fa-
milies had not been granted financial
support, thus taking their share of
the risk had the mission failed (Hale,
2009).

However, while the relations-
hip between moral hazard and great
discoveries is questionable, it seems
more than likely that the lack of secu-
rity and insurance in financial institu-
tions would considerably restrict the
availability of credit, thus arresting

economic growth. After all, banking
operations are invariably risky. The
asymmetry of information along the
bank-customer line and a number of
external factors make uncertainty an
inherent attribute of financial mar-
kets. Furthermore, securing even part
of the potential losses catalyses fur-
ther operations in these markets and
expedites their growth and develop-
ment.

But again, we need to make a dis-
tinction between risky activities and
fraud or embezzlement. Some people
do not consider breaking a traffic
rule immoral; the same with skiing
headlong down a very steep slope
or purchasing shares in a joint ven-
ture project. By contrast, begging for
compensation after a fake accident,
or pursuing creative accounting prac-
tices to lower risk indicators would
no doubt be seen as immoral. It goes
without saying that the former set of
actions is somehow embedded in in-
surance market scenarios, while the
latter flouts any generally accepted
moral principles.

One hazard twofaces

Bearing that in mind, can over-
exposure to risk without the intent of
cheating or concealment of informa-
tion be justified, and can we consider
this kind of moral hazard ethical ? To
answer this question, some differen-
ces must be taken into account bet-
ween a standard insurance agreement
and agreements concluded in the
banking sector, which, comprising of
institutions representative of social
trust, is governed by certain specific
rules.
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justification de la
recapitalisation du
secteur bancaire ne
signifie en rien que les
individus qui sont a
l'origine de cet état de
fait ne devraient pas

étre mis a contribution.

En derniere analyse,
il s’agit de protéger
les citoyens, non pas
les banques ou leur
dirigeants.

1l semble impossible
de trancher de facon
ultime si certaines
actions sont bonnes
ou justes et droites.
D’autant plus que dans
certaines circons-
tances, elles pourraient
apparaitre comme
absolument justes,
alors que dans d’autres
elles seraient inappro-
priées.

1l est difficile de

traiter les questions de
moralité de maniere
non équivoque pour
une simple et bonne
raison : il n'y a pas de
définition générale

et universellement
admise de la moralité.
La question de savoir
ce quest la morale

est susceptible de
nombreuses réponses

First, an “ordinary” agreement
with the insurer is a voluntary busi-
ness contract; on the other hand, the
relationship between banks and their
public “administrator” is in a sense a
social agreement that meets all the re-
quirements arising from the assump-
tions made by Hobbes and the canoni-
cal theory. If, therefore, we agree that
this agreement protects the wider
community interests, any violation of
the contract must necessarily be con-
sidered immoral. But here again, the
question is raised: Do we know what
the deal is ?

Despite appearances, this question
is far from simple to answer. Let us
focus first on the commitments which
the government makes in this agree-
ment, and on any moral obligation it
might have to save the banking sec-
tor from collapse. The answer can be
found in Article 25 of the Universal
Declaration of Human Rights: “Ever-
yone has the right to a standard of li-
ving adequate for the health and well-
being of himself and of his family.”
Based on this fundamental right, the
government should be assuming a
moral obligation to protect its citizens
from crisis that might significantly
decrease their standard of living.
Consequently, rescue packages or
programmes are not implemented as
part of the banks’ fundamental right
to be protected against failure, but as
part of the citizens’ fundamental right
to well-being and prosperity. Several
important conclusions can be drawn
at this point: supporting the liquidity
of banks is ethically justifiable, yet the
obligation to provide such support

only stems from the citizens’ right to
an acceptable standard of living. It fo-
llows, therefore, that if in any given
circumstances there exists a method
of asserting this right which is more
morally acceptable, this method
should be adhered to .

However, if saving people rather
than banks is a moral duty, there
is certainly no moral duty to save
bankers who have acted in a way
which threatens social prosperity.
Any justification of recapitalisation
of the banking sector does not mean
that the individuals who are to blame
for the existing state of affairs should
not take responsibility. Mind you, we
protect citizens not banks, let alone
bank executives.

A more complicated dilemma pre-
sents itself concerning the moral obli-
gation of banks to operate in a man-
ner that rules out the need to apply
for government aid. The content of
the social agreement in this case is
imprecise . The boundary level of risk
preventing liquidity issues cannot be
established. It could also be possible
to gain a public consensus of opinion
over what is an acceptable level of risk
for banks to take. Any organisations
which have crossed this boundary
would be labelled immoral. However,
obtaining a general social consensus
on this issue is not possible. In addi-
tion, information asymmetry and the
number of variables which have an
impact on a banks operational risk
is so vast that it is not possible to ac-
curately assess an operation’s level
of uncertainty. More than that, the
low level of risk translates into high
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basées tantot sur la
religion, tantot sur le
droit, ou encore sur
les émotions ou sur les
normes sociales. Ces
réponses sont abordées
dans le texte et elles
serviront de base pour
traiter la question de la
(im)moralité de l'aléa
moral.

Serait moral ce qui

est acceptable pour

la majorité ? Pour
paraphraser G. Frege
“étre moral est diffé-
rent d’étre considéré
comme moral par une
autre personne, par
beaucoup d’autres
voire méme par tous.
En aucun cas, la
question de moralité
ne devrait étre réduite
a cet aspect”. Il n’en
demeure pas moins
que nous ne savons
toujours pas ce qui

est considéré comme
moral par la majorité.
Etre moral, c’est suivre
des principes comme
le rappelle 1. Kant avec
son impératif catégo-
rique.

Etre moral, C’est étre
inspiré par de bonnes
intentions. Fondamen-
talement, I'aléa moral
se réfere uniquement
aux comportements

interest loans, while, evidently, the
public expects the supply of capital
at the lowest price. A high volume of
loans, especially which stimulate ca-
pital expenditure, is highly desirable
in the economy. How, in this case, is
the social agreement formulated and
should excessive risk coupled with
almost free mortgage loans be consi-
dered a violation of this agreement?
Answering this question would be to
state the obvious...

Whatis “moral”™?

Questions of morality are usually
difficult to address in an unequivocal
manner. The reason for that is fairly
simple: there is no single and genera-
lly applicable definition of morality.
“What is ‘moral’?” Numerous answers
can be given to this question, based
on religion, law, emotions, or social
rules. Below I will share the answers
that I hear most frequently and will
attempt to refer them to our explo-
ration of the (im)morality of moral
hazard.

“Moral is that which is good.”
Nevertheless, we must ask, good for
whom? And what if today’s good pro-
ves a disaster tomorrow? Looking
back to 2006, we could ask millions
of Americans whether buying a pro-
perty at a 100% mortgage and a very
low interest rate is acceptable. We
could ask bank executives whether
paying themselves high bonuses for
profit while being reluctant to take
any consequences for possible losses
is acceptable. We could ask US con-
gressmen whether it is acceptable
to earn the support of poorer voters

thanks to such government institu-
tions as Freddie Mac and Fannie Mae
assuming almost the entire risk of re-
payment of the most vulnerable loans
in bank portfolios. Let us ask the same
Americans whether it is acceptable to
be one of the 7 million people evicted
from their homes. Is it good to be os-
tracised and have pockets lined with
junk shares of your own bank? And
finally, it is acceptable to initiate res-
cue programmes paid by newly prin-
ted or taxpayers’ money? Therefore,
should we conclude that this hazard
is good or bad?

“Moral is that which is righteous.”
Here again we approach the same di-
lemma: who should determine what
is righteous? In the long dispute
about moral relativism, the Cartesian
understanding of certainty as an attri-
bute of knowledge is often dispara-
ged. If, like the absolutists, we refer to
ethics as a science of morality which
provides justifications based on a cri-
tical scientific methodology, we are
forced to reject the standards of those
cultures which lack any considerable
scientific legacy or which treat scien-
ce differently. Consequently, the pro-
blem arises of whether we are able to
propose such a set of rules or methods
of their determination that will hold
true universally and will protect the
legitimate interest and welfare of
everyone. If we answer in the affir-
mative, further problems ensue. How
can we objectively lay down such
rules? Who is qualified to verify that
impartiality? And, finally, once veri-
fied, how can we make sure that the
assessment is correct? After all, there
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intentionnels. Dans
cette acception de
moralité, les banques
qui n’ont pas manipulé
leurs états financiers
et n’ont pas délibé-
rément diminué les
indicateurs de risques
devraient étre considé-
rées comme ayant agi
moralement.

Est moral ce qui vaut la
peine d’étre répété. Or,
si I'on pouvait savoir
de maniere ultime si ce
qui vaut d’étre répété
est juste, il serait plus
facile de discuter de
moralité. Sans cela,
tout dépend de l'inter-
prétation.

Est moral ce qui est
conforme a la justice
... Lexigence de base
ici est de savoir quelle
est le principe de jus-
tice : le traitement égal,
ou le “a chacun selon
ses besoins”. Dans le
secteur bancaire, quel
sens faut-il donner a la
justice face au refus du
gouvernement d’aider
Lehman Brothers alors
qu’il recapitalisait
d’autres banques a
court de liquidité ?

are people for whom the develop-
ment of financial markets, even at the
cost of issuing high risk derivatives,
constitutes the only correct view of
the evolution of the financial system.
Still, there are those who continue to
regard government assistance to fi-
nancial institutions as a legal reward
for thoughtlessness or an anti-market
support for losers. I have already out-
lined some well-grounded arguments
that contradict both of these theses.
Yet, the supporters of either of them
should not be denied accurate jud-
gement. Considering the above, we
should see eye to eye with Jesse Prinz
who rejects reasoning as a method of
seeking moral values (Prinz, 2011).
Of course, he does not challenge the
significance of reasoning in develo-
ping moral principles, yet he claims
that it ultimately and always refers to
emotions.

Some other definitions
of morality

“Moral is that which is accepted
by the majority.” To paraphrase Gott-
lob Frege, “being moral is something
other than being considered moral
either by one person or by many, or
even by all, and in no case should it
be reduced to this alone” (quoted af-
ter: Niebroj, 2012). However, even if
we reject this argument, at this point
we should return to our discussion
of the content of the social agree-
ment concluded between the public
and the banking sector and consi-
der whether the level of risk taken
by banks was actually rejected by
citizens. Perhaps the blame should
not lie with banks if they reasona-

bly interpreted public expectations
as permitting or even encouraging
high risks. The information about
this public acceptance may have
been obtained from political and so-
cial institutions, in a sense legitimi-
zing the desired level of risk as so-
cially permissible. Therefore, banks
can be said to have acted within the
framework of existing standards and
their activity did not violate the so-
cial agreement (Claassen, 2015).

“Moral is following principles.”
At this point, it is impossible to ig-
nore Immanuel Kant and his duty
imperative. He says that a moral act
is committed out of duty while an-
ything which is done out of desire is
either neutral or reprehensible. Let
us ponder in what way a bank’s obli-
gation can be considered superior .
Besides meeting legal requirements,
the most important obligation is to
act diligently, which stems from the
standards of corporate governance.
It is commonly defined as being vigi-
lant to detect any potentially impor-
tant issues. Although it is impossible
to objectively verify how vigilant
someone is, an intuitive assessment
leads to the conclusion that this
obligation was not duly satisfied by
banks.

“Moral means guided by good in-
tentions.” Surprising as it may seem,
people often judge intentions and not
consequences. Imagine a situation in
which the government provides mo-
netary aid to banks suffering from
an environmental disaster. Would
any opposition be voiced? Basically,
moral hazard covers only intentio-
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Il est facile de juger
ex post. L’aléa moral
ne doit pas toujours
étre considéré comme
immoral. Laissant de
coté le cas de I'abus,
qui releve, a I'évi-
dence, de la fraude, les
autres situations sont
difficiles a juger. En
conséquence, ni les
banques agissant dans
le respect de la loi et
avec le soutien eupho-
rique des débiteurs,

ni les gouvernements
cherchant a éviter un
effet de domino, ne
meéritent d’étre unani-
mement ostracisés.

L’aléa moral est-il tou-
jours immoral ? Non,
pas toujours ; méme
bien moins fréquem-
ment que nous ne le
pensons. Pour justifier
cette these potentielle-
ment controversée, je
me réfere a la langue
polonaise qui parle
littéralement de la
“tentation d’abus”. Or,
la tentation est-elle
immorale, ou bien
seulement le fait de
lui succomber ? De
plus, dans notre cas,
nous devrions savoir
exactement de quel
abus on parle. De la

nal behaviour; again, a distinction
should be made between the beha-
viours focused on the promotion of
welfare and those chasing fraud and
embezzlement. With such an unders-
tanding of morality, banks which did
not cheat in their financial state-
ments and did not deliberately lower
risk indicators should be regarded as
acting morally.

Are moral acts
always worth
repeating and fair?

“Moral is that which is worth re-
peating” I will eat my hat if anybody
can tell me which elements of bank
or government policies are worth re-
peating . Even today, a few years after
the crisis, no clear position has been
articulated on whether the govern-
mental capital injections were right,
and interest rates are again very low
and encourage banks to oversupply
credit. Eugene Dupreel in his Traité
de morale says that acts that are de-
sirable and worthy of praise tend to
be repeated in one of two ways (Du-
preel, 1969). Some of these acts, in
addition to the value for which we
praise them, are useful for the person
carrying them out; some other acts,
by contrast, are harmful or unplea-
sant. Dupreel notes that the acts of
the former kind do not need praise
because the doer does not deserve
any special merit. Only the acts of
the other kind, as the author under-
lines, garner praise and recognition
to the doer. “Morally good acts are
those which go beyond remaining in
line with specific rules or laws, and

require the perpetrator to be ready
to sacrifice.” Indeed, governments
demonstrated their willingness to
help and even made real sacrifices,
whereas banks behaved in quite the
opposite fashion. Major scandals in-
volving the return of monetary aid
only to be given the green light to
pay staggering bonuses to managers
testify to the deficiency of banks’ wi-
llingness to contribute their part.

“Moral is that which is just.” If
this is so, it will prove beneficial to
briefly explore the principle of justi-
ce: “Nobody deserves things merely
because it is him or her and not so-
mebody else,” reads one of the de-
finitions (Ajdukiewicz, 1960). “Do
the same in identical circumstances,”
reads another one (Chwistek, 1936).
However, even this apparently sim-
ple rule raises serious doubts. The
basic requirement is to make it clear
whether “just” means (to do) “equa-
lly to everyone” or “everyone accor-
ding to their needs.” If we go for the
needs, which seems more compelling
anyway, then someone else should
be able to measure such needs. Ac-
cepting or distributing? Looking
again at the banking sector, how
does this principle refer to the fact
of refusal of governmental aid to Le-
hman Brothers, while recapitalizing
others running the risk of illiquidity?
The only explanation is that Lehman
Brothers was assigned to another
fundamental category, which would
justify the government’s attitude to
other salvaged institutions. Or may-
be, in this case, justice does not come
into play?
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manipulation d’états
financiers — certai-
nement. Mais qu’en
est-il de I'“exposition
excessive aux risques”
si décriée aujourd’hui
? Qu’en est-il de ces
swaps en milliards
indispensables a la
stratégie bancaire ?

Selon F. Nietzsche
il n’y a pas de phé-
nomenes moraux,
mais seulement des
interprétations morales
des phénomenes. Ces
paroles captent I'essen-
tiel de la discussion sur
la tentation de 'abus.
De méme, la moralité
de l'aléa moral est une
question d’interpréta-
tion. Il n’y a pas une
seule opinion juste, pas
méme l'opinion pu-
blique. I est facile de
proférer des jugements
post factum, en ou-
bliant 'enthousiasme
général aux temps

de la prospérité. Et,
peut-étre, apres tout,
lorsque nous attendons
tous avec impatience
la prochaine reprise
économique, sommes-
nous un peu immo-
raux ?

5

Itis easy tojudge
post factum

“I know one thing: that I know
nothing”, you would like to say with
Socrates. An attempt to put together
the pieces of reflection on moral ha-
zard reveals how complex the pro-
blem is. The only thing that is clear is
the origin of the term, the rest mean-
ders between dilemmas and subjecti-
ve judgements. Still, some conclusive
remarks are needed to add some va-
lue to all these deliberations.

Is moral hazard always immoral?
No, not always; even less frequently
than we tend to suspect. To justify
this, perhaps controversial, thesis,
it would be advisable to refer to the
Polish synonym of the term. A temp-
tation of abuse: can this be immoral
in itself? What about saints? Weren’t
they tempted? Succumbing to temp-
tation would certainly be considered
immoral, but in our case, it is neces-
sary to clearly define what an “abuse”
is. No doubt, it is the manipulation
of financial data in order to obtain
the best possible rating. It is also
the obscured level of risk associated
with sold derivatives. It is also disin-
formation and non-transparency of
operations. These are some obvious
cases of abuse regarded as economic
offences — their morality, or rather
the lack of it, needs no further ex-
ploration. But what about that rather
stale slogan from today’s perspecti-
ve, of “excessive exposure to risk”?
What about those millions of mort-
gages that should never have been
sold? What about those derivative

instruments that were so complex
that no one knew what they relied
on and how much they were wor-
th? What about those billion-dollar
swap transactions and forward and
futures contracts that should be con-
sidered more of a guessing game that
the implementation of a bank’s stra-
tegy? And if all that occurred in ac-
cordance with the law and with the
unanimous approval and euphoria of
borrowers and investors, should it be
considered immoral? Perhaps, in one
case only: if the bank authorities had
known or had been able to predict
how this madness would end. Given
the sheer panic, bafflement and giant
stocks of own shares that the bank
executives ended up with in 2008, it
is no surprise that it did not dawn on
them earlier.

And what about state authori-
ties? This question is simpler to an-
swer. They should by all means fight
to prevent the devastating domino
effect and stop the crisis phenomena
looming over the economy. As long
as no one proposes a better method
than liquidity packages, they have no
other choice. Indeed, this is not true
that banks were transferred extra
capital: government aid mostly in-
volved the redemption of less liquid
assets or granting long-term loans to
those institutions that pledged the
tightening of their financial security
policies. Again, supporting banks is
not tantamount to supporting their
directors or managers. Indeed, they
should bear the consequences of
their incompetence. For each of the
salvaged institutions such incompe-
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tence can be proven, since their deci-
sion-makers were not able to predict
the disastrous effects of the property
bubble.

Conclusion

“There are no moral phenomena
at all, only moral interpretations of
phenomena” — Friedrich Nietzsche’s
words best fit the discussion of the
temptation to abuse. Also the morali-

ty of moral hazard is a matter of inter-
pretation, emotions and outlook of
the evaluator. There is no single and
the only right opinion, let alone the
public opinion. Passing judgements
post factum does not prove in the least
demanding, if one conveniently fogets
the overwhelming enthusiasm in the
time of prosperity. After all, perhaps
all of us who are forever awaiting the
economic boom are a little immoral?
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Whenever 1 tell people that my
research focuses on ethics in ban-
king and finance (Pérezts, 2012, Pé-
rezts, Bouilloud & Gaulejac, 2011;
Pérezts & Picard 2014; Pérezts, Fay
& Picard, 2015) I usually get a cy-
nical grin followed by “Ethics in
banking? Ha! Haven't you read the
newspapers lately?” As if banking
and finance were inherently immoral
or at least a-moral, and I was wasting
my time (Pérezts, 2014).

But despite the persistent irony, a
certain societal fascination for these
issues seems equally persistent. Sin-
ce the outbreak of the financial crisis
in 2007, no fewer than seven major
films have been released whichques-
tion the ethics of the financial world:
Capitalism, a love story by M. Moore
in 2009, Wall Street 2: money never
sleeps by O. Stone in 2010, Krach,
by F. Genestal in 2010, Cleveland vs.

Wall Street by J.S. Bron in 2010; Insi-
de Job by Charles Fergusson in 2010,
Margin Call by J.C. Chandor in
2011, and The Wolf of Wall Street, by
M. Scorsese in 2013. This is but one
manifestation of the media frenzy
around this subject, which can also
be found in cartoons, television se-
ries and comedy sketches, somewhat
revealing our fascination (or maybe
obsession) with ethical issues in bu-
siness in general (Trevino & Nelson,
2007) and in finance in particular
(cf. Godechot 2011b).

And this obsession inevitably
brings with it a series of questionssti-
rring our societies who demand
long-term answers. Indeed, when
people start asking,”what is a bank
supposed to be and be for? What is it
supposed to do?” We are far beyond
the strict crisis-management phase.
These are institutional, ontological
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Notre fascination
(obsession?) pour les
questions éthiques dans
les affaires en général
et dans le monde finan-
cier en particulier est le
reflet d’'une obsession
sociétale sous-jacente
avec les questions de
pureté et de pollution,
telle qu'étudiée par des
anthropologues comme
Mary Douglas.

L'idée que lorsqu’il

est question d’argent
(et en particulier
d’importantes sommes
d’argent) il ya dela
pollution et donc un
comportement immo-
ral, est profondément
ancrée dans notre
inconscient collectif .

Le mot ‘argent’, simple
et pourtant mystérieux,
cache un objet para-
doxal, craint et vénéré,
tésaurisé et emprise,
désiré et stigmatisé.

and teleological questions that cha-
llenge the very nature, purpose and
reason for existence of banks — at
least in their current form and prac-
tices. Furthermore, such questions
reveal an enduring and underlying
societal obsession with purity and
pollution as studied by anthropolo-
gists like Mary Douglas (2004, 2005,
2013) which affects the financial in-
dustry in a stringent, silent and often
understudied way. We cannot seem
to get rid of the idea, lodged deep
in the collective sub-conscious,that
wherever money is involved (and
especially large sums of money) the-
re is pollution and dirt, i.e. immoral
behavior.

This paper seeks to shed light on
this deeply rooted issue; how finan-
ce — its professions, organizations
and practices — is perceived more or
less consciously as a source of po-
llution and danger to the economy
and broader society (Jacobs, 2012:
384). This manifests itself through
an increasingly generalized mistrust
towards banking and financial ins-
titutions, at the crossroads of nor-
mative and ethical questions, but
also and maybe more importantly
anthropological and sociological
dimensions. Exploring such dimen-
sions allows us to better understand
organisational responses such as risk
management, control measures and
compliance practices. Here, I shall
attempt to provide insights using
this anthropological lens on the
construction of pollution in finance,
as well as on the measures in place
to fight such pollution through com-

pliance practices. Such a perspective
will allow me to highlight some un-
derlying mechanisms of compliance
and attempt to unveil their recep-
tion and implications in society.
For practitioners, this will help to
ground financial ethics in complian-
ce, and make ethics an object not
only of normative concern (a ‘crime
and punishment’ perspective), but
rather of more meaningful organiza-
tional practices in complex everyday
working settings.

Insightsinto the
construction of
(dirty) money

If, during the recent crisis, banks
and financial institutions were sin-
gled out as the major crime scene and
ethics was supposed to be absent, we
still need to define the role played
by money: the motive? The culprit?
The victim? Behind the simple yet
mysterious word ‘money’ lies the ob-
ject that is both feared and revered,
treasured and despised, desired and
stigmatized (Bouilloud & Guienne,
1999) and constitutes an interesting
gateway to study the equally am-
bivalent and complex relationship
between ethics and banks (Zelizer,
1979). Indeed, if banks and financial
institutions are morally problema-
tic, it is largely because they are the
main vehicles for the circulation of
wealth in our global economy.

For the common citizen, it is easy
to identify such institutions with
the personifications provided by
the media, such as the cynical cha-
racters of Gordon Geeko or Jordan
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L’argent est un fait
social et culturel, qui
formate nos catégories
mentales indépen-
dament de sa valeur
monétaire.

Le sale, d’apres Dou-
glas, est une catégorie

du désordre, du chaos.

L’argent, en tant qu’il
transgresse de nom-
breuses frontieres, est
donc une source de
pollution.

Belfort. These appear as the new fi-
gures of global power, replacing the
portraits of the kings and emperors
that we find on coins and bills sin-
ce Antiquity. Political power, along
with religion and money constitute
the three pillars of belonging to a
community (Durkheim, 1912), and
the sole reason that would push us
to pay the price of alienation (Marx,
1982 ). Stock markets are the ‘mo-
dern temples’, according to novelist
Zola (2009 ), who hold the mono-
poly on value, values and valuables.
Hence, financial markets have beco-
me “the new gods who comment on
and change the course of human li-
ves by delivering their daily verdicts
from the top of their Olympus” (Go-
dechot, 2001: 131).

Pecunia non olet?

Yet, despite being universally
present, money remains universally
invisible: it is a “’blind spot’ of re-
search”, a “radical methodological
unthinkable thing” and fundamen-
tally a “taboo” (Bouilloud, 2004:5).
This results in contradictory feelings
which are projected upon the entire
financial system, creating confusion
between the real and the imaginary,
and between the individual and co-
llective representations and fanta-
sies. As inescapable intermediaries,
banks handle money but also an-
ything that may have monetary va-
lue — including our fears or hopes,

translated into products traded in
the complex whirl of finance (Pé-
rezts, 2014).

“Money is sticky stuff” (Green,
1989), and just like banks, it is an
intermediary for social ties, a revela-
tory of relationships, and not only
business ones (Zelizer, 1989). It is a
cultural fact, which shapes our men-
tal categories of value, prestige and
success (an idiot with money is not
the same as an idiot without money,
cf. Bouilloud, 1999). Money trans-
ports meaning: “by restraining and
channeling the flow of money, people
use it as a bearer of social meaning.
Instead of interpreting restricted circu-
lation as a sign that money has failed
to perform, we should recognize that
such patterns reflect the creation of
meaning. Money is a way to commu-
nicate messages as well as command
resources.” (Carruthers, 2005:357).

Far from being a universal equi-
valent as suggested by the famous
phrase pecunia non olet (money
has no smell)?, money is not socio-
logically neutral, and will be used,
perceived, or judged according to
a variety of factors like its origins -
stolen, earned, inherited...; its uses
- investments, gifts, hobbies, food
and health expenses, education...;,
and the people involved in the tran-
saction — a couple, family, friends,
business partners, strangers... (Bou-
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Le sale, d’apres Dou-
glas, est une catégorie

du désordre, du chaos.

L’argent, en tant quil
transgresse de nom-
breuses frontieres, est
donc une source de
pollution.

rdieu, Boltanski & Chamboredon,
19063; Carruthers, 2005; Zelizer,
1989, 1997). It is therefore clear that
money does not have the same smell
— or colour or value or meaning for
that matter — regardless of its source,
and independently of its actual mo-
netary value (Gaulejac, 2004).

Money: between life
and death, sacred and
profane, purity and dirt

“Money has become a synonym for
life: don’t we say “to earn a living”?
(...) Money also announces death; it
places the subject in the position of a
funambulist  between loss and gain.
Ruin is the reverse side of power, loo-
sing one’s most precious possessions,
and oneself. Money brings the taste for
risk, the fever of the game, we think we
can use it to play with death, to defy
destiny, and at the same time we com-
pulsively look for the fall, it is a way
to flirt with death. (...) Money, games,
alcohol, drugs, women, are all equiva-
lents of death, but it is money that gives
access to all others.” (J. Barus-Michel,
2004: 27).

Money has never been considered
suitable for mealtime conversation,
perceived as bad taste, and a social
transgression (Bouilloud, 1999:7;
Gaulejac 2004). It is not strange then
to find that money is often associated
with a vocabulary of pollution: toxic,
rotten, dirty, blood money, dodgy
debts, dunghill... It is truly a diabolic
element in the etymological sense of
the word: that which separates (dia-
two) and forgets the fundamental
unity (Droit & Henrot, 2010: 89).

Drawing on the works of anthro-
pologist Mary Douglas (2004, 2005,
2013), the notions of pollution and
dirtiness provide an interesting ap-
proach money and markets, and bet-
ter understand the construction of
our mental schemes of reference, of a
symbolic order that operates through
separation and discrimination that
will have a profound influence not
only on our representations but first
and foremost on our practices. Dir-
tiness is deeply linked to non-con-
formity with conventions of a given
order . Today for instance, we speak
of shades of grey: grey money being
the product of undeclared tax money
for example, and black money resul-
ting from criminal activities (Zeigler,
1990). The origins of money prevail
over its nature (whether ontological
or even legislative) when construc-
ting classifications.

Dirtiness, according to Douglas,
is a category of disorder, of chaos.
Money, in that it transgresses nu-
merous boundaries, is such a sour-
ce of dirtiness. First, a confusion of
the boundaries of being and having
(étre et avoir), where the latter be-
comes the measuring item for the
former (Barus-Michel, 1999). This
changes our relationship to ourselves
and to others. Second, the boundary
between the sacred and the profane:
awarding a price to something is akin
to reifing it, and this reification is a
desacralisation: as when insurance
companies set a price on one’s health
or life, or kidnappers ask for a ran-
som in exchange for a loved one.

TOWARDS A FRAMEWORK FOR FIGHTING POLLUTION IN FINANCE




Les banques appa-
raissent comme
I'endroit idéal ou les
imaginaires derriere
l'argent convergent.

Et en cas de mauvaise
gestion des risques lies
a l'argent, elles peuvent
devenir une source de
pollution pour le reste
de la société.

But pollution is more ambiguous
than binary logic would suggest: in-
deed the realm of the sacred is so
because it is polluted and dange-
rous (Eliade, 1958: quoted in Dou-
glas, 2005:30), and must therefore
be kept apart from the profane, the
common. A strange proximity bet-
ween the dirty and the polluted is a
line as thin as the one between good
and evil, and therefore profoundly
problematic. For instance, traders
see “the lack of money as a fault,
a failure, a stain in a world where
one’s value comes through compe-
tition for profits and individuals’
status results from their revenues”
(Gaulejac, 1999:95). This figure of
the trader is emblematic of the dia-
lectic between the polluted and the
sacred, or to use Douglas’ term, it
is a magician, a sorcerer, a figure of
transgression, and therefore on the
margins of society, inspiring a cer-
tain fear and respect. And money,
as any object that transgresses esta-
blished boundaries of a given order,
is seen as a dangerous and impure
element (Douglas, 2005). Dirtiness,
once we've moved beyond the con-
ceptual prison of hygiene, is simply
about something that is not in its
proper place within the order.

Therefore, it all depends on the
internal rules of this order. For
example, not all money-laundering
is necesarrily ‘bad’. Indeed, nation
states can ‘launder’ money as a le-
gal and also ‘good’ activity: “Money
from ‘sin taxes’ on tobacco and alcohol
products supports particular ends, like
public education, partly because these

revenues posess a problematic politi-
cal meaning that must be managed.”
(Carruthers 2005:357-358).

Money is a semiotic instrument,
which classifies things by giving
them a certain ‘colour’ or ‘smell’, as
shown in Douglas’ extensive work
on the abominations of Leviticus
(2005): jurist-priests become the
guardians of such classifications
into an established order, just as
compliance officers sanctify forma-
lity and paperwork in the financial
sector today.

Considering dirtiness allows us
to better understand both sides of
the coin: order and disorder, cosmos
and chaos, the existence of all orga-
nized business and societal relation-
ships and the transgressive elements
which unbalance such relationships.
Dirtiness is therefore never an isola-
ted fact, because according to Dou-
glas (2005), where there is dirtiness,
there is a system. And this system
acts by rejecting the elements that
do not conform or comply, the ano-
malies (a-nomos, a-normal).

From dirty money to
dirty hands: how banks
become both polluted
and a source of

pollution

These are turned into objects
of surveillance and control,or into
rules to indicate what the anomaly
does not conform to, and the patter-
ning of such categorizations into a
formalized system .

It is not new that professions
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linked to money have endured a
longstanding contempt from socie-
ty. Usury was already denounced by
Aristotle, and later we find this same
condemnation by most religions’.
This religious image finds itself rein-
forced in art, like in the painting be-
low of a common motif, and in litera-
ture, with characters like Faustus, or
Moliere’s Misanthropistr.

Figure 1: Q. Metsys. Le Préteur
et sa femme, 1514. Musée du
Louvre. Paris

Prostitution, or the selling of
sacred things (like the body) in ex-
change for money, has also seen wi-
despread condemnation. It is not a
coincidence that Marx calls money a
prostitute, and that recently the ro-
gue trader Jérome Kerviel wrote in
his autobiography that in the Société
Générale, the bank where he worked
for, traders were nicknamed “bon-

ne gagneuses” or whores (Kerviel,
2010). What's worse, far from being
an insult, this was claimed with pride
even louder in order to further pro-
voke others who stood outside of this
golden elite.

Gambling is another common
image used to both accuse finance
and fantasize about it, as British hu-
morists John Bird and John Fortune
commented on in their sketch about
the subprime crisis aired in 2007:
“market participants don’'t know
whether to buy on the rumor and
sell on the news, do the opposite,
do both or do neither depending on
which way the wind is blowing” and
“this was the kind of rigorous analy-
sis that banks would pay huge sala-
ries and bonuses for”.

Banks appear then as one of the
perfect places where such imagina-
ries converge, as a series of recent
events seem to confirm — the subpri-
me crisis in 2007, Kerviel's record
rogue trading loss in 2008, closely
followed by scandals of Bear Sterns,
the fall of the Lehman Brothers and
Madoff’s disappearing trick of over
50 billion dollars by the end of that
year. What do all these have in com-
mon? That each time, banks didn’t
know, didn’t see, didn’t detect any
anomaly despite their sophisticated
control and risk management mea-
sures (Favarel Garrigues, Godefroy
& Lascoumes, 2009). The problem
is that in our globalized economy,
systemic risk is an unescapable fact,
and when financial institutions make
mistakes in handling pollution, they
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Avec linstitutionna-
lisation de la lutte
anti-blanchiment,
aujourd’hui on exige
des banques qu’elles
integrent une fonction
de police a leur logique
commerciale tradition-
nelle, et qu'elles soient
les gardiennes du sys-
teme financier légal.

inevitably spill this pollution across
the rest of society. The boundary of
cosmos is transgressed, opening the
door to chaos.

Fighting pollution

The concern over dirty money is
not new, and its potential dirtiness
was identified very early on in the
stages of production, circulation, re-
cycling and counterfeiting as one of
the oldest jobs in history. New ways
of fighting pollution have prolifera-
ted since the earliest times. Here 1
will take two examples of practices
currently used by financial institu-
tions worldwide as part of their regu-
latory obligations, and try to discuss
their inconsistencies in the light of
the anthropological perspective de-
tailed above.

Current construction
of dirty money

We have progressively installed
means of control at national and in-
ternational levels, such as the crea-
tion of the United States Secret Ser-
vice in 1865 to fight counterfeiting,
to author legislative and normative
measures to frame practices, to iden-
tify dummy companies like Capone’s
laundries, smurfing methods, cash
transfers across borders or off-shore
transits (Couvrat & Pless, 1988;
D’Aubert, 1993; Favarel-Garrigues et
al. 2009).

Recently, anti-money laundering
(AML) has gained increasing im-
portance and visibility, with direct
impact on the financial sector. Since
the European Council of June 27th

1980, the Basel declaration on AML
of December 12th 1988 and the 1989
G7 “Summit of the Arch” which lead
to the creation of the Financial Ac-
tion Task Force (FATF) as the main
international regulator on AML, it
has become a major player in the
fight against dirty money and the
financing of terrorism (Favarel-Gua-
rrigues, 2003; Scheptycki, 2000; Wi-
lliams & Baudin-O’Hayon, 2002). As
key intermediaries of the economy,
banks always ask two questions:
where is the money coming from and
where is it going? (Rouquié, 1997).
They are expected to act as gatekee-
pers of the legal financial market, by
becoming watchdogs or ‘sentinels of
dirty money’ (Favarel-Garrigues, et
al. 2007, 2009). They can no longer
confine themselves to their traditio-
nal commercial logic: policing and
regulation have become one of their
central functions (Edwards & Wollfe,
2004, 2005; Reiner, 1997).

By focusing not on the production
of dirty money or its final reinves-
tment in the legal economy but ins-
tead on the middle phase of transfor-
mation by the global financial system,
AML is increasingly placing banks at
the forefront of the fight. However,
despite general acknowledgement
that the problem is on a global scale,
ratifying a global response is far from
evident. AML legislations differ from
one country to the next, even within
the European Union, making dirty
money harder to track because clas-
sifications and control enforcement
measures may vary from country to
country. This constitutes an ideal
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La Lutte anti-blanchi-
ment est étroitement
liée a la connaissance
client (KYC - Know-
your-client), avec ses
pratiques de profilage
et de catégorisation
des clients, donc de la
source et de la destina-
tion de l'argent.

loophole to exploit in order to conti-
nue laundering money — a challenge
still faced by professional interna-
tional associations such as ACAMS?,
and by analysts and regulators no
matter what organisation they be-
long to. For example, a strong point
of enduring disagreement concerns
bank secrecy in countries like Swit-
zerland. There secrecy is considered
part of their basic professional ethics
towards their clients but it may also
hinder AML investigations.Poor en-
forcement and/or poor cooperation
in countries where the institutional
framework is weak may also prove
a hindrance.

While initially considered as
a form of window-dressing, some
semblance of a global prohibition
regime (Djelic & Sahlin-Andersson,
2006; Nadelmann, 1990) now seems
plausible, with the progressive le-
galization of international relations
geared towards risk management
was further reinforced after the 9/11
attacks (Hood, Rothstein & Bald-
win, 2001; Power, 2004). Pressured
by an effective soft law combined
with institutional stress (Favarel-
Garrigues et al. 2009), the USA has
progressively constrained over 170
countries to adopt AML regulations
as a mandatory prerequisite to con-
tinue dealings with their financial
system.

Closely linked to AML are KYC
(Know-your-client) profiling prac-
tices, since AML largely relies on
identity theft and concealement.

Dirty hands:
Know-your-Client

Perhaps even more so than AML,
KYC is about classifications, lists
and risk ratings aimed at enhanced
risk management and control of cus-
tomers, i.e. the source of money or
the beneficiairies of a transaction
(Hodgson, 2002; Mulligan, 1998).
When analysts detect a potential
client, a current client or even a
transaction that makes them suspect
money-laundering, they are able to
express theirsuspicions to the inter-
nal AML officer, and to national or
international financial intelligence
units’. The reputation of the bank
is of course one of the primary con-
cerns, but increasingly important is
also its criminal liability, with, for
example, penaltiesin France ranging
from 10 years of imprisonment and
a 750’000 euro fine to the loss of the
operating licence.

It was strongly resisted at first by
financial practitioners:

“ABA strongly urges the respective
agencies to withraw the current pro-
posal. Given the widespread and in-
creasingly negative perception of this
proposal, we are very concerned about
the prospect of having the public lose
confidence in the banking industry,
and in government insitutions genera-
Iy, if this proposal is not withdrawn.
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Travailler, que ce soit
en tant qu'analystes

de la conformité,
courtiers, régulateurs
ou professeurs-cher-
cheurs, doit étre relié a
nos vies et a la vie elle-
meéme, a notre besoin
anthropologique de
sens. Cela nous ramene
a une des significations
premieres du mot
éthique, lié a ethos,

a notre sens d’étre et
notre désire inhérent
de faire quelque chose
de significatif dans la
vie.

Furthermore, the proposal expands the
regulatory imbalance between banks
and their competitors, increases regu-
latory burdens on banking institutions
and raises serious privacy concerns on
the part of bank customers” (Cocheo,
1999:26).

Yet today, through their client
supervisory units, banks largely im-
plement the proposal. The percep-
tion has slowly evolved, and despite
persistent criticism, particularly con-
cerning the weight of bureaucratic
paperwork involved, it is now accep-
ted as being of interest to risk mana-
gement and even client satisfaction.

Towards an integrated
view of
ethics and compliance

KYC indeed implies a lot of pa-
perwork. Cross-verificatons of the
authenticity of documents is requi-
red before, during and up to several
years after the business relationship
with the client has ended in order
to show regulators in case an audit
is conducted at a later date. This
concerns clients, and in case of com-
panies, the actual physical persons
behind them and the beneficiaries.
Since AML often involves some form
of corruption, specific attention is
paid to politically exposed persons
(PEPs), particularly in non-coope-
rative, non-democratic or otherwise
‘opaque’ countries.

Favarel-Garrigues et al. (2009)
have recently pointed out the need
to consider AML and related prac-
tices not only from a regulatory or
international policing perspective,

but also at the meso-level of organi-
sations, namely banks, in charge of
implementing AML and contributing
the its institutionalization through
the use of a common vocabulary,
common IT and surveillance tools,
etc.

This has lead to the creation and
the profesionalisation of new activi-
ties, like AML analysts, officers and-
whistleblowers, who are in charge of
internal surveilance and who even-
tually denounce the malpractices of
the organisation itself to regulators.
This results in numerous organi-
sational paradoxes and day-to-day
difficulties for the people in charge of
such positions, trapped in the ambi-
guous position of “internal enemy”
(Pérezts et al. 2011, Pérezts & Pi-
card, 2014) or at least largely percei-
ved as such by colleagues.

By trying to respond to the de-
mands of our so-called ‘risk society’
(Beck 1992; 1999), we have stren-
gthened the structuring force of our
fears and what we perceive as threats
by reinforcing audit and control
(Power 1997, 2004). But while these
mechanisms and policies are largely
debated, the anthropological impact
on actors of the financial industry
remains largely unexamined : how
do actors actually embody and enact
compliance practices? How does the
evolutionary nature of regulations
affect their work relationships within
their organization and with the regu-
lators? How is compliance (re)cons-
tructed endogenously, and how is
this changing our perception of dirty
hands and dirty money?
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Les étudiants et
professionnels de la
finance sont de plus en
plus insatisfaits avec
une approche stricte-
ment rationnelle des
marchés. Inclure des
perspectives comme
celle des Etudes
Sociales de la Finance
semble urgent afin de
préparer les étudiants
a étre non seulement
des praticiens efficaces,
mais aussi réfléchis.

In my work as a professor and re-
searcher in the fields of philosophy
of management and business ethics, I
am amazed by how students are see-
kinga deeper analysis of issues such
as ethics in finance beyond what is
usually required in teaching CSR,
micro-credit and ethical/green inves-
tments. Far from considering them
as a useless yet necessary window-
dressing components of the pro-
gramme — a vision far too commonly
circulated in business school curri-
cula while supporting ‘hard skills’ —
their quest for understanding most
of our current practices in business
and finance is real and should not
be neglected. Likewise, when talking
to compliance officers, 1 often get
the feeling that they become weig-
hed down by the formalities of their
work while they actually hunger for
a meaningful practice which goes be-
yond ticking boxes. This reassures
me that not everybody is a cynical
gambler who is in it for all he or she
can squeeze out of the system by ex-
ploiting every possible loophole to
maximize efficiency.

Work, whether as a compliance
analyst, broker, regulator or resear-
cher needs to be linked to our lives
and to life itself, i.e. it should rela-
te to our anthropological need for
meaning. This, in so many words,
is actually one of the deepest mea-
nings of the word ethics: relating to
ethos, to one’s sense of being and
self, and to one’s inherent desire to
do something meaningful in this life
(Pérezts, 2012). In order to conclude
this paper I will now outline some

directions as to how reclaiming the
anthropological perspective on the
ambivalence of money is not some
‘dirty work’ reserved for sociologists
and philosophers who are outside
the ‘real world’. Instead, I will try to
show the positive implications that
this can yield and the possible ways
in which they can be achieved.

Including a social
sciences perspective
of finance

Social studies of finance (SSF) is
a growing branch within economic
sociology which aims to encourage a
multi-disciplinary dialogue between
the social sciences (anthropology, so-
ciology, psychology, philosophy...)
and financial and economic theory.
It takes the world of finance, unders-
tood broadly, as a privileged obser-
vatory of social change (Godechot,
2011a). Since Weber’s founding stu-
dy of the stock market ([1894] 1999),
this emerging group of scholars has
taken a great interest in studying
the multi-dimensional construction
of markets, and the impact that the
organisational, technological, and
institutional changes in the finance
industry can have on the individuals
and societies (see Smelser & Swed-
berg, 2005; Swedberg, 1987). In view
of the inability of economic or finan-
cial theory alone to account for such
transformations, SSF is building a
considerable body of work to fill this
gap (see Knorr Cetina & Preda, eds.
2012). Understanding the impact of
the progressive mathematisation of
finance (Walter, 2010), the construc-
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tion of financial theory itself (Callon,
1998; MacKenzie, 2006; Mackenzie
et al. 2007), the transformation of
professions (Abolafia, 2001; Gode-
chot, 2001), the organisation of spa-
ce, information and networks (Beu-
nza & Stark, 2004; Hassoun, 2005;
Walter, 2010) and the representation
of value in the markets (Baker, 1984)
among other things can help busi-
ness school students — as future mar-
ket participants — to trace the cons-
truction of markets and the interplay
between their material and symbolic
dimensions (Carruthers, 2012; Jaco-
bs, 2012). Without limiting it to the
approach of behavioral finance (still
largely aimed at reducing psycholo-
gical biases to increase market effi-
ciency), I argue in line with other
SSF scholars that a complementary
view of education in finance should
be implemented. Students, and fu-
ture practitioners, need more than a
bucket full of theories, models and
modeling skills — such ‘hard skills’
are easily bent when a crisis of mea-
ning arises: our certainties and trust
in market efficiency and rationality
disappear in an instant. In such mo-
ments, but also in prevention of such
moments, teaching students to have
a critical perspective on the practices
and theories that they will use once
on the job will give them not only the
conceptual, but also and more im-
portantly the ethical strength to pull
through in difficult times.

But these works remain largely
marginal not only in research but
also in teaching. The limits of an abs-
tract and largely disembodied view of

finance and their so-called efficiency
have become evident to newer gene-
rations particularly since the recent
financial crisis. They now crave and
demand not the golden dream of the
eighties achieved through complex
modelisations, but a practice that is
deeply embedded in the rest of the
‘real world’, and make finance part of
social life in a deeper and meaningful
way.

Beyond risk
management and
normophrenia

More than ever, students and
practitioners are unsatisfied with an
objective and rational explanation of
markets. Whether it is the description
of the Amsterdam Stock market in
the 17th century by Braudel (2008),
the one in 19th Paris by Zola (2009),
Steinbeck’s accounts of the crash of
29 (2003) or the current news re-
ports on Wall Street or the City, we
are no longer naively fascinated by
the Confusion de confusiones (José
de la Vega, [1688] 1958) generated
by financial turmoil. Including this
complementary perspective in bu-
siness school curricula is urgent, in
order to prepare students to be not
only efficient but also reflexive prac-
titioners (Cunliffe, 2004).

Our society’s current obsession
with risk management makes it om-
nipresent, and the growing feeling of
insecurity is reinforced by the very
existence of such prevention mecha-
nisms. We may even have forgotten
how we came to fear such risks and
label them as risks in the first place.
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Le revers de l'addic-
tion de nos sociétés
contemporaines au
risque et a sa gestion,
est ce que jappelle la
normophrénie, ou la
prolifération de codes,
normes et procédures
de controle. Et on peut
facilement s’enfer-
mer dans ce systeme
binaire de risques et
de normes. La, le vrai
probleme éthique
n'est peut-étre plus

la cupidité, mais bien
notre conformité a un
tel systeme.

Au lieu d’opposer
I'éthique et la confor-
mité comme c’est
souvent le cas, une
approche anthropolo-
gique a la conformité
bancaire nous permet
d’enraciner I'éthique
au sein des pratiques
de conformité, et de
mieux comprendre

le role que joue
I'éthique dans la mise
en pratique effective
de la conformité au
quotidien, y compris a
ses différents niveaux
(micro-méso-macro).

Yet, once they are identified as risks,
whether imaginary or real, they be-
come modelized, measurable, insu-
rable, and lead to a series of preven-
tion methods. But all these elements,
which render it objectifiable, cannot
make us forget its inherently irratio-
nal and imaginary dimension, stron-
gly rooted in our collective subcons-
cious.

Risks are categorized as anoma-
lies, exceptions to the desired normal
state of affairs. Their management is
in turn viewed as a positive thing,
and by privatizing it, risk turns into
equity. Their symbolic power has be-
come so important, that managing
risks, and even producing them in
order to control them later through
exclusive expertise has constituted
an entire market: “in late modernity,
risk production increasingly beco-
mes at least as important as wealth
production” (Tsoukas, 2005: 40). It
is not a coincidence that the name
chosen for such instruments is se-
curities. The symbolic battle for the
monopoly and control of risk and
information becomes therefore as
important or perhaps even more im-
portant than the economic war.

There are significant implications
for the organisations where such
risks are conceptualised, measu-
red and managed (Hutter & Power,
2005), i.e. concerning their areas of
potential responsibility that will be
constantly negotiated both interna-
lly and externally (Maguire & Hardy
2013) by redefining what is categori-
sed as risky. Following Douglas, we
see that dirtiness, once identified,

becomes the object of separations,
classifications and purifications (e.g.
KYC and AML). By removing dirty
elements, which are not in their pro-
per place and therefore constitute a
threat to order, we are not only ac-
complishing a negative gesture, but
on the contrary we are positively or-
ganising our environment. Normati-
vity seeks to achieve normality, nor-
malisation, and conformity.

The reverse side of this addiction
to risks is what I call a normophre-
nia, i.e. an increasing proliferation
of codes, norms, control procedures
and enforcement methods. Today,
normophrenia seems to be a fact in
the processes of organising. By at-
tempting to cover every possible
grey area of the law representing a
potential risk, we have achieved a
massive complexification of our nor-
mative system, with different layers
of norms overlapping both as legal
obligations and soft laws. This in-
deed leads to a reorganization of the
world order, from the “rule of law to
the law of rules” (Djelic, 2011).

Here I argue that we can easily be
trapped in this binary system of risks
and norms. The real ethical problem
might very well turn out not to be
greed, but the conformity to such a
system. Cutlure is indeed important
(Osesik, 2013), but in a globalized
system where “markets happen” in
thousands of transactions per second,
it is actual people who can make the
difference, since it is their responsi-
bility to interpret and ultimately en-
act compliance policies, constructing
them endogenously (Edelman, 2007;
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Edelman & Stryker, 2005; Edelman
& Suchmann, 2007; Lenglet, 2008,
Pérezts & Picard, 2014). It is impor-
tant to focus “not on regulators but
[on] business firms and their respon-
ses to and implementation of regula-
tion” (Parker & Lehmann Nielsen,
2011:2), where it is people who will
make the difference between a mere
legitimacy facade and an truly res-
ponsible behavior (MacLean & Ben-
ham, 2010; Weaver et al., 1999).

Instead of setting ethics and com-
pliance in opposition to one anothe-
ras is usually the case, an anthropol-
gical approach to compliance allows
us to embed ethics within complian-
ce practices, and better understand
the role ethics plays in the effective
mise-en-pratique of compliance on a
daily basis. Indeed, taking this pers-
pective as a starting point can help
us to understand how actors in such
institutions construct their own mo-
ral-rules-in-use (Jackall, 2010) and
negotiate them symbolically, dis-
cursively and in everyday practice
(Baiada-Hireche et al. 2011, Pérezts,
2014). Considering ethics as an on-
going phenomenon instead of a mo-
ral content to be applied and transla-
ted into CSR reports and ethics codes
opens up an entirely new perspective
on ethics in business.

This means studying ethics “in re-
lation to the ambiguous, unpredicta-
ble, and subjective contexts of mana-
gerial action [to provide] theoretical
resources for studying the different
ways that ethics manifest themselves
in organizations. [...] Ethics is best
understood and theoried as a form

of practice” (Clegg, Kornberger &
Rhodes, 2007:107). It also means ac-
cepting the messiness and complexi-
ty of its subjective nature embedded
in complex and often contradictory
settings, instead of blindly denying
them in the name of the ideal of a
rational homo economicus (Painter-
Morland, 2008, Pérezts et al. 2011).
An ontologically founded ethics, roo-
ted in the subject, incarnated so to
speak, which does not fall into moral
relativism, but acknowledges moral
pluralism and constructs a path in its
midst (cf. Bauman, 1993, Pérezts et
al. 2015).

This implies considering ethics
as being simultaneously at work at
three different levels: incarnated in
individuals (micro level, not only li-
mited to psychology, but acknowled-
ging also the imaginary dimension),
nested in interpersonal relations-
hips (meso level) and embedded in
organisational and institutional set-
tings (macro level) (Pérezts, 2014).
Unfortunately, numerous works on
business ethics tend to isolate one
or another of these levels, instead
of seeking to understand the con-
nections between them. There are
indeed additional methodological
challenges posed by considering di-
fferent levels simultaneaously, but in
return an overall view can provide
insights into the complexity of the
phenomenon, and envision inter-
secting solutions that might not have
been identified through “level-specific
mindsets” (Hitt, Beamish, Jackson &
Mathieu, 2007:1387). Such perspec-
tives could yield interesting develop-
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ments both for research and practice,
in order to make ethics more mea-
ningful and truly embedded in daily
financial compliance practices.
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Along with the advent of the In-
ternet, the volume of generated and
stored data began to grow at an un-
precedented rate. Until now, tech-
nological limitations have prevented
any efficient analysis of this data over
any given time. It is only during the
past few years that we have seen the
emergence of tools that can harness
Big Data to produce accurate results
in just a few seconds. Today, the sub-
ject of data exploitation has come to
the fore. This phenomenon has been
referred to as Big Data. It affords tre-
mendous growth opportunities but
also raises controversial questions
about privacy. The current situation
favours the business community,
which may lead to data misuse and
unethical conduct in the financial
sector. This industry is grounded on
trust and ethical concerns are inva-
riably given precedence. Bearing that

in mind, special attention should be
paid to the most sensitive social is-
sues, in particular data protection.

The phenomenon
ot Big Data

Every day people generate an
abundance of information about
themselves, their behaviour and
their interests. On an average mor-
ning you fire up your Internet brow-
ser and open a website. During the
milliseconds that pass between clic-
king on a link and the desired con-
tent being displayed on the website,
amazing things take place, leaving a
lasting footprint in the virtual space.
The data created during this brow-
sing routine is transferred to a dozen
different companies. Almost imme-
diately, any interested financial insti-
tutions are capable of observing your
activity (Madrigal, 2012).
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Le terme Big Data

se réfere aux grands
volumes de données
structurées aussi bien
que non-structurées.
Le Big Data est généré
par un flux continu de
données que crée I'éco-
nomie moderne. Elles
proviennent des inte-
ractions sociales, des
équipements mobiles,
de la R&D, des infras-
tructures IT et de tout
équipement de trans-
mission de données. Le
Big Data comprend des
données aux structures
différentes, repose sur
la haute vitesse de créa-
tion de données et la
capacité de dégager de
I'information fiable. Ce
concept apparait dans
de nombreux contextes:
I'analyse des énormes
volumes de données,
des medias sociaux, la
gestion des données sur
les générations futures,
la gestion en temps réel
etc.

L’industrie financiere
cherche des nouvelles
solutions en matiere de
gestion des données,
tout comme les géants
du secteur IT, Google
ou Microsoft. L'indus-
trie bancaire aussi pour
obtenir des profils de
client toujours plus
précis.

Big Data is a new concept and
defining it is key in analysing the be-
haviour of financial institutions dea-
ling with data. The term refers to a
large volume of data, yet the specific
volume of qualifying data remains
to be delimited by institutions in-
vestigating the phenomenon. Most
definitions highlight a data set of
indefinite size that cannot as yet be
processed by the hardware and soft-
ware used for such purposes.

Traditionally, the term “Big
Data” was used to describe the
huge volumes of data analysed by
large organizations, such as Goo-
gle, or for research projects carried
out by organisations such as NASA
(Merv, 2011, p. 3). Today, Big Data
is mainly understood as a set of data
stream generated by the modern eco-
nomy and comprising data produced
during social interaction, by mobile
devices, R&D, simulations, IT in-
frastructure, and other equipment
and tools that handle data transmis-
sion (Vasset, 2012, p. 1).

Birst defines Big Data strategies
as those which extensively utilize
parallel and specialized systems to
extract and take advantage of the
knowledge hidden under the surface
of dispersed and unstructured data.
They transform whole industries,
create winners and attract those who
follow them (Birst, 2012, p. 2).

Big Data is a large-volume data
collection possessing a varied struc-
ture, fast data creation speed, and
the ability to generate reliable in-
formation. Big Data is ubiquitous
and yet the concept sows confusion.

This term accommodates a num-
ber of concepts: a huge amount of
data; analysis of social media; future
generation data management; real-
time management; and much more.
Whatever is included in the Big Data
label, organisations are beginning
to understand and discover how to
process and analyse information sets
in an unprecedented manner. In this
way, a small but growing group of
pioneers is able to deliver incredible
business results (IBM, 2012, p. 1).

New possibilities in

the world of finance

All sectors and industries are
keen to make the most of the op-
portunities which arise from the
advanced analysis of Big Data. Besi-
des market leaders such as IT giants
Google and Microsoft, the financial
industry is also seeking new data
solutions, both locally and globally.
Within the Polish market alone, the-
re are several players who are incre-
asingly toying with the idea of fra-
ming policies which enable the use
of Big Data. The banking industry is
looking for new solutions and mo-
dels which will enable the construc-
tion of a more accurate customer
profile. Depending on the organisa-
tion, this involves the exploitation of
its own or external data or even the
sale of aggregate information about
customers’ purchasing habits to
other organisations. These methods
are expected to help develop better
contributions and enhance customer
credibility. However, it is easy to
cross the fine line of financial ethics
and abuse data.
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Les institutions
financieres détiennent
d’importants volumes
de données sur les com-
portements d’achats de
leurs clients de méme
que de l'information
sensible sur leur situa-
tion financiere. Leur
défi consiste a trouver
plus d’'information spa-
tiale et sur le comporte-
ment on-line.

Selon la Conférence
organisée par The
Economist en 2013,
I'industrie financiere est
parmi celles qui ont le
plus de bénéfices a tirer
du Big Data.

Toutes les institu-

tions financieres qui
exploitent du Big Data
agissent dans le cadre
de la loi. Toutefois, les
regles et régulations
actuelles datent d’il y a
au moins 10 ans et ne
protegent plus la sphere
privée a I'heure du
monde virtuel.

La vente de données
sur le comportement
d’achat des clients est
aujourd’hui une acti-
vité importante pour
l'industrie financiere.
Les grandes banques
et les émetteurs de
cartes de crédit sont en
bonne position pour
récolter de telles don-
nées. Ainsi, un service

Financial institutions store large
volumes of their own data regarding
customers’ purchasing behaviours,
and even more sensitive data on their
financial position. Obtaining further
information on their location and
online activity is straightforward.
When comparing the situation of
banks to that of other organisations,
the former enjoy a far more privi-
leged position. There is no other
institution that can create such an
extensive customer profile, as they
have no access to information about
the customer’s general behaviour in
the market and their financial status.
After collecting more data, banks
can benefit in the same way as other
data-gathering companies. All that
is required to obtain a desired data
set is a) any location information
received via the mobile banking app
and b) the customer’s approval for
the bank to access social networking
sites in return for a more profitable
deal for the customer.

Business leaders in different sec-
tors are now asking themselves how
they can benefit from their data re-
sources in a more effective way. Mc-
Kinsey points to the banking sector
as experiencing the highest data in-
tensity (Manyika, 2011, pp. 15-26).
In June 2013, programmers, analysts
and CEOs gathered in San Francisco
at a conference on Big Data, Ideas
Economy: Information Forum 2013,
and concluded that the banking in-
dustry is among the leading sectors
that can reap the benefits of Big
Data. They emphasised that banks
were receiving large amounts of uns-

tructured data that had never had
any real value before. For example,
millions of telephone conversations
with customers yield millions of use-
ful pieces of data. Today, telephone
calls are a key tool in helping banks
implement new strategies aimed to
significantly reduce the number of
complaints (The Economist, 2013).

All financial institutions exploi-
ting Big Data act in accordance with
the law; however, the current ru-
les and regulations were laid down
more than ten years ago and are in-
effective at safeguarding privacy in
the virtual world. The regulations
on data protection currently in force
date back to 1995. Significantly, at
that time only 1% of the European
population used the Internet. The
world has changed dramatically and
the law must keep pace. Legislators
apparently fall behind technological
progress and some institutions deci-
de to take advantage of this. Howe-
ver, it is vitally important that the
financial industry looks to foster pu-
blic trust. The global crisis of 2008
has eroded that trust, so banking
institutions can no longer afford to
act riskily.

Data as a commodity

Selling data on customers’ pur-
chasing habits is becoming criti-
cal in the financial industry. Large
banks and credit card issuers are
very well positioned to gather such
information. A bank-administered
Internet service provides access to
multiple online transactions; any
data gathered in such activity is pro-
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internet administré par
une banque lui donne
acces aux transactions
en ligne. Toutes les
données ainsi obte-
nues sont utilisée pour
dégager des profils de
consommation.

L'une des grandes
banques britanniques,
avec 13 millions de
clients, fait du com-
merce de données un
élément important de
sa stratégie. Dans une
note émanant de l'ins-
titution, il est question
de combiner les don-
nées client pour obtenir
des rapports intéres-
sants pour des tiers.

La banque a, par la
meéme occasion, spécifié
I'information qu’elle
détenait et la facon dont
elle entendait protéger
la sphere privée. Les
données ne se limitent
pas aux transactions
réalisées payées en
ligne ou par transfert,
mais contiennent des
images, des conversa-
tions téléphoniques et
des profils des visites
du site bancaire.

Un projet bancaire lan-
cé en Pologne en 2013
offre un programme
promotionnel custo-
misé de transactions
bancaires accessibles
via une application

cessed and used to establish consu-
mer behaviour patterns. This helps
with strategic planning. Credit card
issuers have the right to license
third-party access to data in order
to extract any desired values. Howe-
ver, such third parties are increa-
singly shifting their focus to data
analysis. The consultants of one of
such analytical business analyse 65
billion transactions completed by
1.5 billion credit card users in 210
countries to investigate consumer
trends. Any information obtained in
this way is sold on. For example, it
was observed that customers buying
petrol for their vehicles at around
4:00pm are very likely to spend bet-
ween 35 and 50 USD at the grocer’s
or in a restaurant during the hour
following the transaction. Marke-
ters can use this knowledge to issue
discount vouchers for a nearby su-
permarket, thus pushing up its af-
ternoon sales. As intermediaries in
the flow of information, credit card
issuers gather the most data and ca-
pitalise significantly more highly on
its value than other similar institu-
tions. In the future, they might be
willing to give up their commission
on credit card transactions for the
sale of complex analysis, based on
data provided by credit card users
(Kearns, 2011).

The strategy of one of Britain’s
largest banks with a customer base
of almost 13 million also puts much
pressure on data trading. In mid-
2013, the bank representatives in-
formed their customers about the
intention to sell data on their shop-

ping habits. An official note pu-
blished by the institution commu-
nicated that there were options of
combining customer data, creating
reports and sharing them with ex-
ternal organizations. The bank also
revealed the type of customer data
it holds, at the same time respecting
customer privacy. Such data does
not only contain the details of com-
pleted purchases paid by a wired
transfer or credit card, but also cus-
tomers’ profiles containing images,
records of telephone conversations,
or browsing patterns in the bank’s
main website. The bank argues that
its new strategy is fully in line with
the law and that no customer’s per-
sonal data will be disclosed outside
the bank without the customer’s
approval. The bank’s partners will
be provided information, such as
which customers frequent shopping
centres at which times, and how and
what they buy. The bank does not
exclude the transfer of the informa-
tion both to commercial partners
and to the government. The newly
adopted policy of data trading was
introduced in 2013. This is the first
bank in Europe which openly in-
forms its customers that it has been
gathering and using their data and
intends to share it with its business
partners, of course, in accordance
with the law (Samcik, 2013; Sam-
cik, 2013b). This begs the question
of whether such activities are ethi-
cal.

The Polish market also provides
an example of the use of customer
data by companies involved in a pro-
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Facebook.

La banque n’est pas
loquace sur la col-

lecte et le traitement
des données: dans sa
spécification transparait
toutefois le recours au
Big Data et le transfert
des données clients aux
tiers.

Son activité principale
consiste a proposer aux
clients des programmes
discount adaptés aux
préférences person-
nelles telles quelles
ressortent des données
sur les comportements
d’achat.

Ainsi, la banque se
prépare a l'utilisation
du Big Data a une plus
large échelle. Lacces a
son programme d’offres
passe par une applica-
tion Facebook, ce qui
permet a la banque

de collecter d’autres
données sur I'usager.
Quand il passe par
Facebook, l'utilisateur
exprime son accord
pour le traitement et
I'analyse des données. A
partir de ces informa-
tions complémentaires,
il sera encore plus facile
a la banque de créer des
profils encore plus fins.

La direction d'une des
grandes banques polo-
naises espere pouvoir
attirer dans un avenir

ject sponsored by one of the banks.
The scale of the data interchange is
less impressive as the bank declares
that the data is shared only within
the framework of the project, which
was launched in 2013. The project
offers a programme of specially cus-
tomized promotions available in the
bank transaction service and via a
Facebook application. The bank
does not talk much about collecting
and processing the data: its regula-
tion highlights the project specifi-
cations which reveal the use of Big
Data and the transfer of customer
data to bank’s partners. Its main ac-
tivity is confined to providing cus-
tomers with personalized discount
programmes reflecting their prefe-
rences and exploiting information
about customers’ buying habits.
The recipients of the discounts are
targeted based on a group analysis,
and data on individual customers is
not shared with any partners offe-
ring discounts. The information
shared concerns the buying beha-
viours of a specific group of a par-
ticular size, so that the partner can
estimate the benefits of running the
promotion. However, this is likely
to be true of potential partners
only. The regulation of the bank in-
cludes a provision to the effect that
when agreeing to participate in the
programme, the customer agrees to
share information about a transac-
tion with the bank’s partner. Such
information remains a bank secret.
After that, the partner, whose offer
was accepted by the customer, can
calculate their benefit. Despite this,

the bank declares that it strictly abi-
des by the regulation that prohibits
the use of data gathered under the
programme for other companies’
marketing purposes. Additional
protection of personal data is pro-
vided via a confidentiality agree-
ment covering the arrangements
with a specific partner during the
campaign. The bank explains that
the programme follows the same
rules as any other traditional ban-
king procedure, and that banking
law regulates the use of customer
data very precisely. When submit-
ting their application, the customer
agrees to the use of part of their data
to analyse their creditworthiness.
However, the offer will be made
only to those customers who have
given their consent. The programme
is a novelty in the European market.
The bank informs its customer who
buys fuel at a BP station that they
can expect a discount from a rival
fuel provider in the near future.
Big Data is thus used to combine
the interest of product and service
providers and customers who make
their purchases and generate addi-
tional profit for the bank. It should
also be noted that the bank is pre-
paring to use Big Data solutions on
a larger scale: it offers access to the
programme via a dedicated Face-
book application, which means that
it can collect yet more data about its
customers. When using the appli-
cation, the customer agrees to their
Facebook data being accessed and
analysed. Having such additional
data at hand, the bank will be in
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proche une nouvelle
clientele grace a une
offre hypothécaire com-
pétitive, mais avant tout
grace a I'exploitation

de l'information sur les
clients potentiels.

En 2013, la banque
avait 7.1 millions de
clients. Aujourd’hui
cette banque voit

dans le Big Data une
tendance de fond du
développement du
secteur bancaire.

Le recours au Big

Data extrait du monde
digital, par des petites
institutions du sha-
dow banking, est un
phénomene nouveau.
Leur capital initial

est dérisoire (1500
USD). Pour apprécier
la solvabilité du client,
ils utilisent les données
des médias sociaux. Ces
institutions entendent
offrir des préts ins-
tantanés en ligne. La
décision de crédit est
prise en moins de 10
minutes. La solvabilité
est appréci€e automa-
tiquement par un
programme qui explore
plus de 8000 éléments
d’informations sur le
débiteur. Ces données
ont extraites des sites
comme Facebook,
Twitter, Linkedin, ou
Goldenline.

a position to create even more de-
tailed customer profiles (Samcik
2013c; Jeznach, 2013).

Detailed data analysis:a
strategy of the ‘big guns’

One of Poland’s largest and most
stable banks plans to catch up with
the competition and is undergoing
a considerable revision of its future
policies. It intends to target custo-
mers via all possible channels. In the
near future, the management hopes
to attract clientele by competitive
mortgage rates and deposits, but
first of all, by taking advantage of
the information received about po-
tential customers. The bank hopes
to secure its financial position in the
coming years by using Big Data and
combining all customer information
held by the bank to tailor and offer
products that the customer most
probably needs at a given time. The
bank stores extensive customer in-
formation in its own database and,
at this stage, it is focusing on making
use of it. In 2013, the bank’s custo-
mer base totalled 7.1 million. Today,
the bank considers Big Data one of
the key trends in the development
of the banking sector. Proper use of
data can drive up sales dramatically.
Their elaborate CRM system is only
a herald of the large-scale use of Big
Data in banking. In its new policy,
the bank assumes that all its custo-
mers will ultimately use at least one
of its products, such as a loan, depo-
sit, settlement account, investment
fund or one of the insurances. The

staff will operate an IT tool capable
of returning very detailed data on
any customer in no more than just
seconds: monthly transactions, sur-
plus, the number of credit card tran-
sactions, purchasing habits, or other
expenses. What Big Data will cer-
tainly be used for is diminishing the
cost of borrowing risk to about 20%
while increasing the sale of services
(Samcik, 2013d).

Facebook information
as aloan guarantor

A new phenomenon in the finan-
cial sector is shadow banks (quasi-
banks), small financial businesses
that are beginning to use Big Data
and customer information obtained
from the digital world. Their initial
capital seldom exceeds PLN 5,000.
These businesses use data from social
networks in order to assess customer
credibility. Their main business ob-
jective is to offer instant loans on-
line and it takes no longer than ten
minutes to decide whether to offer a
loan or not. The borrower’s solvency
is tested by an automatic programme
that has access to more than 8,000
pieces of customer information. This
data is extracted from popular sites,
such as Facebook, Twitter, Linke-
din, or Goldenline. The borrower’s
“friends” are also examined, with
special regard paid to their social
position and financial
This is enabled by granting tempo-
rary access to the customer’s accou-
nt, which the customer authorizes
when submitting the application.

standing.
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Un des vice-présidents
de la banque a annoncé
publiquement que son
institution était la pre-
miere dans la branche

a combiner les données
internes avec celles
provenant des sources
externes du web. La
banque a I'intention de
fusionner ces données
avec celles provenant
des sites sociaux et les
données de télécommu-
nication.

Selon toute vraisem-
blance, une fois qu'une
solution technique aura
été trouvée, elle sera
utilisée dans d’autres
secteurs et industries.
Apres cette interview et
l'esquisse de la stratégie
d’exploitation du Big
Data, les forums se sont
mis en émois avec une
forte prédominance
d’avis défavorables.

These institutions even inform the
customer that their extensive net-
working will raise their borrowing
capacity. The application is very easy
to complete and its submission takes
no more than a couple of minutes.
The principle data required consists
of the customer’s state identity card
number, mobile phone number, e-
mail address, and some information
about his/her life. Most probably, the
system also checks the customer’s
online shopping habits in order to
verify creditworthiness. The offer is
intended for young people without
any borrowing history and for those
who need immediate access to cash
and who cannot wait for the “tradi-
tional” procedure which takes up to
several days. These establishments
are advertised as reputable foreign
players, observing any personal data
protection requirements. How such
organisations operate despite their
initial lack of capital (sometimes not
more than PLN 5,000) is baffling
(Samcik, 2013e). We cannot expect
that these organisations adhere to
any standard of ethical conduct.

Hot atmosphere
surrounding
data analysis

TNamed one of the most inno-
vative banks in the world and re-
cognized in 2013 in the prestigious
Infosys Finacle Global Banking In-
novation Awards, BAI decided for
the second time in a row to invest in
Big Data solutions (BAI, 2013). One
of the bank’s VPs announced publi-

cly that his institution is the first in
the industry to make Big Data one of
the pillars of its 2013 strategy (TVN
CNBC, 2013). He revealed that they
were working on a Big Data project
combining internal data and exter-
nal data originating in various World
Wide Web-related channels. The
bank intends to merge the banking
data with that obtained from social
networking sites, which reflects a
customer’s online footprint, and data
from telecommunications compa-
nies. Once the customer consents to
having their data analysed, the bank
promises such benefits as lower in-
terest rates due to more accurate
risk assessment. Prospectively, once
an appropriate solution is designed,
it will be implementable in other
sectors and industries. The models
will be extended by other data as it
is likely that the access path will be
similar.

After the interview with the VP
and his outline of the strategy and
plans involving Big Data, the Inter-
net forums erupted. Haters imme-
diately appeared critical about the
idea: “A perfect illustration of what
we know as total surveillance” (Lu-
cek, 2013). There were also attempts
to rebut the critics: “Folks, what is
all the fuss about? On Facebook,
you agree to share everything or al-
most everything” (Realista, 2013).
Or, “I can’t understand all this fuss.
If you post personal information on-
line, you must be aware that others
will also have access to it” (Maciek,
2013). This heated debate proves
how sensitive the subject is. This is
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Le projet de l'industrie
bancaire est de désagré-
ger encore plus l'infor-
mation sur sa clientele.
Cette intention est clai-
rement affichée dans la
plupart des conférences
tenues depuis 2011. Les
cas rapportés ici ne sont
que des exemples de ce
nouveau phénomene.
Les banques autour

de la planete mettent
en place des stratégies
utilisant le Big Data.
Tout cela est légal,
mais il est important de
savoir a quel point le
public en est conscient.
En effet, pour que la
banque puisse tirer
tout le bénéfice du Big
Data, il faut encore que
le consommateur soit
d’accord avec cette uti-
lisation des données.

Notre ombre digitale est
composée des données
qui sont publiques,
mais aussi de celles que
nous préférons garder
dans la sphere privée.
Des études ont montré
que seulement la moitié
de notre empreinte
digitale est faite des
photos, des e-mails et
des conversations en
ligne. L’autre moitié de

also seen in recent scandals relating
to insufficient data control on the In-
ternet. Facebook is going through a
crisis, and its users have often revol-
ted against the exploitation of their
data. Other large-scale examples are
the Snowden affair and the PRISM
spying scandal.

New practicesinfinance
and public trust

The financial industry is plan-
ning to further break down customer
data. This intent has been frequently
reiterated in banking conferences
since 2011. The cases mentioned
above are but a few examples illus-
trating the nature of this new phe-
nomenon. Banks around the world
are implementing strategies invol-
ving the use of Big Data. This is all
legal, yet it is interesting to consider
the opinion and the degree of public
awareness of the process. In order
for the banking sector to reap the full
benefits of Big Data, it is necessary
to secure customers’ consent to data
sharing. Controversial as it may be,
most of the population is unaware of
the scale of the analysis and dissemi-
nation of their data.

A survey carried out for this pa-
per among 145 Internet users aged
18-50 indicates that the public are
generally against Big Data analysis
by banking institutions. Surprisin-
gly, the results were very similar
across the entire age group. Half of
those surveyed (50.79%) responded
that the banks should not moni-
tor customers, and maintained that
using customer data obtained from

social networks to tailor the product
to a customer’s needs is outrageous.
More than one-third were not able
express their view and had mixed
feelings. Only 13.92% of the res-
pondents agree that the analysis of
customer data originating in social
networks in order to design financial
products and services is a good idea
if the customers can somehow bene-
fit from that.

The scale of the
phenomenon

In order to illustrate the scale of
data exploitation, we need to have
a closer look at the user’s online
activity. The digital shadow covers
every trace of our digital presence. In
2007, IDC developed the concept of
digital shadow as a footprint left by
the user on the Internet which accu-
rately reflected their everyday habits
(IDC 2007 pp. 7-8). This shadow is
swelling faster and faster each year,
usually without our knowledge. Our
digital shadow is made up of infor-
mation that can be considered public
but also contains data that we would
rather remained private (Gantz, Re-
insel, 2011).

Studies have shown that only
about half of the digital footprint
refers to individual activities, e.g.
taking pictures, sending e-mails, or
making online calls. The other half
of what is called the digital sha-
dow refers to information about
the person’s name, financial record,
names extracted from their mailing
lists, web browsing history or images
taken by CCTV cameras in airports
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notre ombre digitale est
faite de données per-
sonnelles telles que le
nom, les données finan-
cieres, les noms dans
les listes de mailing,
I'histoire des acces web
et les images prises
dans les aéroports, etc.

Aujourd’hui tout un
chacun vit une double
vie. Dans le monde
réel, notre identité est
validée par le numéro
de passeport, du permis
de conduire, par le
nom et le prénom, etc.
Dans le monde virtuel,
chacun opere au travers
des marqueurs appelés
“biscuits” (cookies) qui
décrivent les habitudes
sur le net et qui créent
son identité.

Si une institution
financiere peut tracer
nos habitudes en ligne,
dans le cas des techno-
logies comme la TV ou
le téléphone mobile,

il est faux de dire que
nous restons anonymes.
L'utilisateur en ligne
d’'un compte bancaire
peut étre facilement
identifié par 'adresse
IP de son ordinateur;
une fois cette indenti-
fication réalisée, toute
lactivité en ligne peut
étre tracée.

and city centres. The digital shadow
has grown bigger than the digital in-
formation that can now be actively
and personally transformed (IDC,
2007).

The digital footprint is analysed
by a number of companies, including
in the financial industry, so that ad-
vertising can be perfectly tailored to
the needs of the potential customer.
The advert is expressly placed at eye
level, and any data gathered is added
to the archive of the person browsing
the website. There is no information
about a data exchange centre. All
such data allows advertisers to cus-
tomise their message, and the digi-
tal feedback they get helps them see
if the strategy actually works. To a
greater or lesser extent, this process
takes place at every website viewing.
(Madrigal, 2012).

Control over own data

An accidentally created online
profile can transform into something
broader than originally intended by
the user. The bad news is that people
rarely supervise which of their perso-
nal data is collected and sold. In con-
temporary times, every person lives
a double life. In the real world, they
have their identity validated by the
personal number (PESEL ), passport
and driving licence number, first and
last name, etc. In the digital world,
everybody operates through specific
markers known as “cookies” descri-
bing their browsing habits and these
create identity (Madrigal, 2012).

Cookies allow data collectors to
track a person without even knowing

their name. In a sense, cookies define
who we are without linking it to our
real-world identity. There is a very
thin line between taking out a mort-
gage and the search data that we en-
ter into a browser when looking for
an apartment in the nearby district.
During a real-time online auction,
cookies win the game just a few milli-
seconds after the completed purcha-
se. Anyone can know who the person
is, the only difference being that he
or she has a name and number assig-
ned. Many companies collect data in
order to sell it to other institutions.
Such data sets can be combined into
a full and detailed digital image. The
Wall Street Journal published a study
demonstrating that the Internet has
become a place where the only anon-
ymous piece of data is the person’s
real name (Madrigal, 2012).

If it is possible for a financial ins-
titution to track our habits online, it
would be foolish to assume that we
remain anonymous when using mo-
bile phones or televisions. Harmo-
nising off-line data with online data
(e.g. purchasing behaviours or the
price of our apartment) is particu-
larly noteworthy. Only the person’s
name and surname continue to be
anonymous: for example, in the di-
gital world, John Smith is referred to
as 1625455. The reminder of his in-
formation in the virtual world is real.
Banks have access to such informa-
tion revealing Smith’s habits, favouri-
te things, favourite places and much
more (Madrigal, 2012). The financial
world has a unique opportunity to
combine the real-world and online
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Nous sommes tous
témoins de la révolu-
tion virtuelle. Internet
est la plus grande
source de l'information
libre, elle nourrit le Big
Data. Toutefois rien
n'est gratuit. Le prix a
payer pour l'utilisation
de cette information est
tres élevé: C’est notre
sphere privée. Une fois
en ligne, les données
commencent leur vie
propre. Les facteurs de
risque, mais aussi de
profit augmentent en
conséquence.

Bien que les usagers
d’internet reconnaissent
I'immense progres qu’il
constitue, ils com-
mencent a se préoccu-
per de leurs données et
veulent protéger leur
sphere privée. Selon
une étude de 'UE, 70%
des Européens ont peur
que leurs données ne
conduisent a des abus.
Alors que 74% des
Européens pense que

la publication des don-
nées personnelles fait
partie de vie moderne,
72% des utilisateurs
d'internet craignent que
ce dernier collecte trop
de données privées. lls
ont I'impression de ne
pas pouvoir controler
autant qu'ils le vou-
draient cette informa-
tion.

data. An online bank account user can
be easily identified by the IP address
of his or her computer upon login;
once identified, their entire online
activity can be successfully tracked.
Various apps used in social networks
offer banks an ideal opportunity to
collect and analyse customer’s perso-
nal data; and the customer has con-
sented to it, often unknowingly when
signing some bank’s regulation. It is
very rare that a customer will read
and understand such a standardised
and brief regulation. Most simply “ac-
cept terms and conditions” without
reading them. Given that new tech-
nologies are anything but helpful in
protecting privacy, it is essential that
privacy is safeguarded as much as in
the real world. The ethical standards
surrounding financial institutions’
exploitation of digital data should be
clearly set out. This would delineate
a boundary which banks could never
overstep.

New era, new
challenges

We are all witnessing a virtual re-
volution. The Internet is the largest
source of free information that builds
up Big Data resources. However,
nothing is for free. The price that we
pay for the use of this information is
extremely high: it is our privacy. Data
that goes online takes on a life of its
ow. Consequently, the profit and risk
factor increases. In the times of Big
Data, every user leaves their online
tracks when browsing the web: it is
called “a digital shadow.” Such a sha-
dow is not only created by the user’s

activity but also by the different tools
and organisations processing their
data. The time of online anonymity
is now over. We are on the verge of a
new era in which everybody has their
own digital profile which precisely
reflects their behaviours. Self-moni-
toring of this profile is key if users
wish to safeguard their own personal
data. Privacy is of an essential value
for most people; research has repea-
tedly demonstrated that the public
does not have sufficient control over
the information it generates. Therefo-
re, to providing adequate protection
of privacy in the online world is cru-
cial.

Both the research carried out for
his study and the results published
by Eurobarometer depict a user who,
although recognizing the immense
benefits of the progress of the Inter-
net, begins to express concern about
their data and wishes to protect their
privacy. According to a study con-
ducted in the EU, 70% of Europeans
express concerns over data abuse.
They fear that different organisa-
tions may share this data with other
institutions without their consent.
Many Internet users, especially the
younger generation, are not aware of
privacy policies when signing up to
social networks. When browsing the
Internet, the public is also unaware
that the data on their search results
can be used by online advertisers. To
control that, the privacy policy pur-
sued by website administrators must
be laid down in the form of a clear
and simple message. While 74% of
Europeans believe that the disclosure
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Le comportement
éthique est impor-
tant pour inspirer la
confiance publique

et pour surmonter la
réticence relative a
l'analyse des données.
Le Big Data ouvre

de nouvelles pers-
pectives, il peut étre
utile et constituer une

percée dans 'évolution.

Toutefois, pour cela,
la société doit avoir le
sentiment de controler
ces processus. Dans un
contexte de crainte, de
méconnaissance des
droits et en essayant
de naviguer a l'aide

de regles vagues, les
institutions financieres
peuvent se heurter

a une résistance du
public.

of personal information is becoming
an inextricable feature of modern life,
as many as 72% of Internet users fear
that they provide too much private
information. They feel that they are
not able to control this information
as much as they would like (Euro-
pean Commission, 2011, pp. 1-3).
This state of affairs does not only
provoke anxiety among the public,
but also erodes confidence in Inter-
net services, consequently preventing
companies from fully benefiting from
the opportunities afforded by Big
Data analysis. In 2010, the European
Commission presented their strategy
to modify the relevant rules. In Ja-
nuary 2012, they proposed a full re-
form (European Commission, 2012).

Drawing up relevant provisions
continues, and the technological pro-
gress is unstoppable, thus creating
more and better opportunities, but
bringing with them greater risks. In
order to maximize benefits and dimi-
nish risks, it is necessary to regulate
any unregulated matters as soon as
possible, to promote ethical business
and to reduce the abuse of the exis-
ting legal gaps.

Ethics as the key to
success

A big challenge faced by the world
of finance will be to inform the public
of the use of the increasing volume
of information. Since the Internet’s
birth, there has been a continual ac-
cumulation of data. This practice is
not a novelty — it has kept pace with
the development of the Internet. Cu-
rrently, the production and storage of

data is not an issue (it started back
in the 1970s); the challenge is to
grasp the opportunities arising from
the analysis of this data and, con-
sequently, to protect privacy. Until
now, mankind has unconsciously ge-
nerated enormous amounts of data.
Along with the advancement of tech-
nology, there are new opportunities
to reap the benefits of the Internet,
allowing us to draw specific and detai-
led conclusions based on the massive
collection of processed data. Ethical
conduct is essential in inspiring pu-
blic confidence and overcoming the
reluctance and concerns arising from
data analysis. In a contemporary
world, information is king. Financial
institutions who are involved in the
progress of Big Data solutions can
obtain a very detailed picture of any
(probably unwitting) internet user,
thanks to the tracks they leave onli-
ne. Big Data opens up new possibi-
lities, can be a tool to serve people
and could become another evolu-
tionary breakthrough. However, in
order for this to happen the society
should have a sense of control over
processes. When people are fearful,
unaware of their rights and trying to
navigate through a realm of vaguely
defined rules, financial institutions
will meet with public resistance. We
should reflect on the lengths these
organisations will go to in order to
obtain the most relevant information
and use it for their own gain. Data
sharing is not the major problem
and the majority of the population
exposed to the Internet agree to that
— it is the way in which this data is
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Nous devrions réfléchir
davantage jusqu’ot

ces organisations sont
prétes a aller pour obte-
nir l'information la plus
pertinente et l'utiliser
dans leur propre intérét

used and manipulated by banks and
other institutions. Without the assu-
rance of adequate conditions of data
utilization, Internet users will resist
customised information rather than
benefit from it. In order to exploit
the opportunities that Big Data analy-
sis affords, it is necessary to ensure
adequate legislation that covers data

analysis and processing, so that the
users are fully aware of the existing
processes and can decide to take any
action that they deem appropriate. In
the current situation in which the law
fails to provide such a framework, it
is imperative that financial institu-
tions act reasonably and ethically in
order not to erode public trust.
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Have you heard of the “Front-
Page Test”'? If you doubt whether
your behavior could be considered
unethical, ask yourself how you
would feel if your actions were bro-
adcast as front-page news. To descri-
be the method, Jennings (2015) tells
how Warren Buffett managed the
aftermath of the Saloman Brothers
bond scandal. Having taken the po-
sition of interim chairman in 1991,
he instructed:

“Contemplating  any  business
act, an employee should ask himself
whether he would be willing to see it
immediately described by an informed
and critical reporter on the front page
of his local newspaper, there to be read

by his spouse, children, and friends. At
Salomon we simply want no part of any
activities that pass legal tests but that
we, as citizens, would find offensive.”
(p. 36).

This method of self-evaluation
constitutes a genuine expression
of ethical thinking. Regardless of
what the law says (but never going
against it ), the individual has a cri-
terion that helps him discern which
courses of actions to avoid. There
is nothing novel in appealing to an
actor's own conscience to decide
whether to pursue a course of action
or not. The added value of this idea
is the interplay highlighted between
the individual’s feelings and a factor
independent of his own opinion (i.e.,
how others will perceive his actions).

While this method provides a
reasonable analytical tool there is
still room for improvement. The
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Connaissez-vous le
“test des cinq colonnes
a la une”? Si vous avez
des doutes quant au
caractere éthique de
votre comportement,
demandez-vous quelle
serait votre réaction s'il
se trouvait a la une des
journaux. Ce test peut
étre amélioré, car en
létat, la subjectivité et
le manque de motiva-
tion peuvent biaiser
I'exercice d’imagina-
tion quil demande. Je
propose un autre outil
pour améliorer la prise
en compte des facteurs
objectifs dans notre
raisonnement éthique:
les images. Elles
éveillent mieux l'imagi-
nation et alertent plus
fortement l'intelligence
émotionnelle. Les élé-
ments suivants doivent
étre présents: (a) le
décideur doit savoir
qu'il est destinataire
du message ; (b) le
message doit mettre

en lumiére, ne serait-
ce que par analogie,
les conséquences de
I'inconduite; (¢) il doit
susciter 'émotion;

et (d) le message ne
devrait pas étre facile a
éviter.

thought process it relies on (consi-
dering others’ perception of a certain
course of action) may be subject to
the thinker’s own biases or lack of
motivation. We will therefore consi-
der how whether the process can be
altered slightly in order to reinforce
the decision maker’s objectivity and
attitude.
Initiative

An alternative device is required
to facilitate a more thorough con-
sideration of the factors involved
in making any decision regarding
ethics. The use of images will cons-
titute a more powerful trigger to the
imagination and furthermore will
appeal more forcefully to emotional
intelligence.

How would this look
In practice?

Virtually any document that in-
forms a decision maker can contain
images. An insert containing images
would be added to an original docu-
ment. For the purposes of our initia-
tive, the documents would be used
by financial professionals, in parti-
cular those whose handling is close
in time to practices which have been
identified as potentially unethical.
The following elements must be pre-
sent in the insert:

(a) it must be clear the the person
making the decision is the intended
recipient of the insert

(b) the insert must communicate
the consequences of misconduct (at
least by analogy)

(c) the insert should aim to pro-
voke an emotional response

(d) the message should not be
easy to avoid.

By way of illustration we will
apply the above method to lending
transactions; Nevertheless, in the fu-
ture we hope to develop this method
and apply it in other arenas or for
other addressees.

In loan paperwork

Let us consider mortgage lending.
Although the details of the process
and the documents involved vary
from one organisation to the next,
some basic steps remains the same:
a front-desk clerk analyses with the
customer the amount required to
borrow, repayment conditions, co-
llateral, credit record, etc. Following
this the back office assesses in detail
whether the potential customer can
be accepted, aligning internal poli-
cy criteria (e.g. credit availability for
his category of risk) with complian-
ce (e.g anti-money-laundry regula-
tion). The process is of interest to us
because the Financial Crisis Inquiry
Commission (FCIC), appointed by
the government of the United Sta-
tes to study the crisis that started in
2007, found out that in this indus-
try, “lenders made loans that they
knew borrowers could not afford
and that could cause massive losses
to investors in mortgage securities la-
ter, they noted that certain high-risk
loans they were making could result
not only in foreclosures but also in
“financial and reputational catastro-
phe” for the firm. But they did not
stop. (p. xxii).

VISUALLY ENHANCED ETHICAL THINKING




Pour illustrer la puis-
sance de l'instrument,
prenons I'exemple du
prét hypothécaire. Le
processus correspon-
dant est intéressant
puisqu’ avant la crise
qui a débuté en 2007,
les créanciers ont
conclu des contrats
alors qu’ils savaient
que les débiteurs ne
pouvaient pas les
honorer et que cela
entrainerait des pertes
considérables pour les
porteurs des obliga-
tions correspondantes
(CDOs). La Figure 1
montre 'ébauche d’'un
insert qui se réfere au
scandale des crédits
sub-prime, et qui est
placé dans la check-
list dans le formulaire
d’approbation de la
ligne de crédit. La taille
et la maniere dont
'insert est placé font
que ni le destinataire
ni le client ne peuvent
Iéviter

From the series of papers that
loan officials and credit committees
communicate to each other, we ty-
pically see a checklist form and a
request of credit approval memoran-
dum. Figure 1 shows a prototype in-
sert that makes reference to the sub-
prime scandal mentioned above.

The dimension and position of
the label makes it almost impossible
for the reader to ignore. Then, given
that several different people will deal
with the document (in both the front
and back offices),the generic phrase
“to whom it may concern” has been
used. But, keeping this in mind, one
can appreciate that another stakehol-
der will also have the opportunity to
observe the cautionary message: the
customer. Modern technology per-
mits us to go a step further, if desi-
red. In the same way that template
e-mails can be personalized, an algo-
rithm could automatically fill in the
names of the addressees and the cus-
tomer, to more efficiently appeal to
the emotional understanding of the
matter . Further improvements could
be made, for example, giving a real

face to the silhouette. Another debate
concerns whether it would be ethi-
cal to insert the face of the decision
maker himself?.

Finally, the image of a person ex-
pelled from his home and the choice of
the words “misbehavior”, “examina-
tion” (i.e. your action), “may depri-
ve” and “your complicity” serves the
goal of appealing to emotional intelli-
gence as well as directing the reason
to consider foreseen consequences
which otherwise may not be easily
foreseen.

Expandingthe concept to other
scenarios

The visual reminder that we have
seen in the previous section could
be attached to other kinds of docu-
ments. To mention some, it could
feasibly be used with risk assessment
reports and transaction proposals for
the issuance of credit to large pro-
jects. Let us suppose three energy
projects are on the table, each of them
with equal expected returns and si-

Figure 1 . Warning label in a document

LOAN CHECK LIST
1 o

To whom it may concern:

()

[insent B

FORECLOSURE
WARNING

Misbehavior in the examination
— of this transaction may deprive
— the customer of shelter with

your complicity.
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Un rappel visuel peut
etre inclus aussi bien
dans les rapports d’éva-
luation du risque que
dans les propositions
portant sur I'octroi de
crédit pour de grands
projets. Supposons le
choix d'un parmi trois
projets énergétiques.
Les trois ont les mémes
parametres de risque
et de rendement. Dans
I'hypothese que le pra-
ticien de la finance agit
dans chacun en toute
probité, la différence
d’appréciation peut
découler des diffe-
rences dans la force de
I'émotion suscitée par
chaque image. Nous
pouvons aussi envisa-
ger la pertinence du
recours a des formes
autres que le papier.
Par exemple, dans la
Figure 2, un employé
du nom de Jean
I'’Echantillon apparait
inopinément lors d'un
message a propos du
deélit d’initiés. Cela
peut étre utile pour la
prévention de ce type
d’agissements, pour
I'éducation et aussi
pour encourager la
dénonciation.

milar risks involved. Only one may
be chosen. Even if we assume that in
all cases the practitioner is going to
act with absolute honesty, the diffe-
rence between the projects could be
highlighted by the different emotio-
nal burden perceived from each ima-
ge. For example, in one project, the
image could portray the consequence
of a a community without electricity,
and in other a polluted river.

It is also beneficial to explore the
suitability of media other than paper.
Indeed, the potential power of the vi-
sual message increases if we place it
throughout a process rather than in a
single document. To explain this, let
us return to the use of illustrations.

In a pop-up message

In Figure 2 we have a pop-up
message that suddenly appears to
the clerk named John Sample. John
may or may not have the clearance
to access confidential information of
a public traded company; therefore,

the imminent prevention of inside
trading® is of secondary importance.
Of more relevance is that the remin-
der serves an ulterior objective, one
which is repeatedly recommended
on ethical forums: actor education®.
And perhaps a third positive effect
can be obtained. If John discovers
that a colleague is engaged in such
activity, he might be more encoura-
ged to denounce it.

The pop-up message freezes the
of the decision maker’s computer
processes. He would only be able to
resume the activities if he marks the
box indicating agreement with the
value judgment that inside trading
“deserves condemnation”. It is only
after this positive and communicati-
ve action that the “continue” button

Figure 2 . Pop-up message during a computer process

MR

=

John Sample: Inside Trading
DESERVES CONDEMNATION
whether it is discovered or not

More info...

[ [4] | Agree with this statement

Continl Continue
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Le message peut aussi
étre transmis par un
e-mail, avec un phrasé
a la fois sympathique
et encourageant. La
Figure 3 se réfere a

un conseiller finan-
cier dans une banque
d’investissement qui
recoit un e-mail. Il y
est question d'un de
ses clients. L’expédi-
teur — le comité d’audit
— lui rappelle qu'il est
tenu d’agir dans “dans
I'intérét” et au nom du
client.

La fréquence de ce
type de messages doit
étre considérée. Un
bombardement per-
manent peut s'avérer
contre-productif. Les
messages espacés sont
a recommander pour
donner l'impression
de spontanéité. La
proposition formulée
ici étant nouvelle,
I'éventail de ses appli-
cations va apparaitre
progressivement. Quels
messages pour quelles
personnes? Quelle
longueur et quelle fré-
quence? Quels vecteurs
pour quelles cibles?

enables the user to proceed.” What if
the user does not agree with the ethi-
cal formulation? This is a subject of
discussion for the top executives of
the organisation. I estimate that the
solution is to deem such non-confor-
mity as a departure from the code of
ethics of the organisation enough to
justify laying off of the user.

The pop-up window satisfies the
four proposed elements. It is inten-
ded to be read by John and he cannot
avoid the request for active partici-
pation if he wishes to continue with
his tasks (...and his job). To compel
the assessment of the consequences,
the visual aide shows the hands of
someone in jail. And that same ima-
ge together with the words “deserve”
and “condemnation” serve as stimuli
for emotional engagement. The hy-
perlink to further information is as

Figure 3 . Kind e-mail

important and will prove to be use-
ful in the case that a concept requires
further explanation.

Inan e-mail

Another technique that could be
tried is to send the message via e-
mail. In addition, we could replace
the “punitive” tone of the previous
examples with a more sympathetic
and empowering wording. In Figure
3, the decision maker is a financial
advisor in an investment bank. He
receives a dedicated electronic letter
with regard to one of the clients he
is in charge of. Indeed, the sender,
the Audit Committee of the bank,
announces that is acting “on behalf
of” the client. Her name is Jane Test.

Financial advisory is one of the
most common activities performed
by investment banks. It is in what is
called the buy side of the business be-
cause it will suggest to the client the
purchase of the best financial pro-
ducts available. On the other hand,

FROM: Audit Committee

TO: John Sample

SUBJECT: An advise

. Jane Test has approached to you with the same expectation.
| Your advises to her are great and also worthy because you

Dear John Sample
Doing good?

When you go to a doctor, you want him to prescribe the medicine that better
your necessities, rather than that for which he might get a selling fee, right?

don’t cross the Chinese wall, even if she has not idea of how ‘ ! —

close you have been toit, or what's it at all. (l &

3

[

.,

Please reply to this e-mail so we can know you read it. “

A

Have a great day!

PRI e A e
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“Construisons une
société et une €cono-
mie ot 'homme et
son bien-étre et non
I'argent occupent la
place centrale” a dit le
Pape Francois. Cette
phrase est a la fois ins-
piration et défi. Qu’est-
ce qu'une économie
centrée sur '’homme? 11
est difficile de trouver
un visage humain au
ceeur des transactions
financieres, pour la
simple et bonne raison
que 'homme en est
absent. Il n'y a que des
chiffres, des lettres, des
symboles et peut-étre
quelques graphiques
et logos. Il n’en
demeure pas moins
que la dimension
humaine de la finance
est devenue évidente
quand les responsables
publics et les auteurs
ont diagnostiqué que
I'une des causes de

la crise venait du fait
que le "systeme était
en panne d’éthique”.
En méme temps les
documentaires et les
journalistes ont monté
I'impact de la crise sur
la vie quotidienne des
personnes. Je suppose
que si ceux qui qui ont
pris ces décisions délé-
teres avaient disposé a
I'époque des moyens
pour anticiper la suite
des évenements, ils
auraient été nombreux
a se comporter diffé-
remment.

we have the sell side, called that way
because it helps to raise funds for
its clients through the trading of fi-
nancial instruments. Inappropriate
collaboration between both sides of
the institution should be prevented
because it will cause a conflict of
interests detrimental to customers
ignorant of this collaboration. A
Chinese wall between both sides is a
metaphor used to describe the limita-
tions of cooperation.

In the previous illustration, the
recipient of the mechanism is clearly
John Sample, who can see a photo-
graph of the person that can be har-
med in case of conflict of interests.
The presence of such a recogniza-
ble face appeals to the emotions, as
does the friendly tone of the email.
The doctor analogy should motivate
John to treat Jane’s expectations with
the same respect he would desire for
himself®. To reduce the possibility
that John ignores the message, he is
asked to reply so that the Audit Com-
mittee knows that he has read at least
part of it.

Scopes

Now, something to be taken into
account is how frequently the diffe-
rent means of communicating the
messages are employed. It is not hard
to imagine that a permanent bombar-
ding of warning or suggestive mes-
sages would be counterproductive.
The label in Figure 1 could go unno-
ticed, and the same could happen to

the mechanisms depicted in Figures
2 and 3. To resolve this issue messa-
ges could be spaced out over time to
bring a sense of natural spontaneity
to the communication. In the same
sense, the content should vary ran-
domly to appeal to the recipient’s
curiosity and encourage him to read
the messages.

Naturally, the scope of imple-
mentation of the initiative is still to
be gauged, given the novelty of the
proposal. What messages should be
sent to whom? How many messages
and how frequently should they be
sent? What information should be
sent and who should the sender be?
Can we add audiovisual content?
Can we invite actors to simulate a
journal intervention? These are le-
gitimate questions that I would like
scholars and innovators to engage
with. Your knowledge and creativity,
dear reader, could turn out to be va-
luable contributions.

Could this provide
anew service?

The field of ethical thinking as it
applies to the financial services in-
dustry is waiting to be explored and
there is therefore scope for the deve-
lopment of new services in this area.
Consultancy firms could, for exam-
ple, help an organisation set up the
most suitable graphic devices and
series of entries to be displayed. The
independence of such firms is key
in creating a valuable benchmark
among the organisations it serves.

We also foresee a role for certi-
fying agencies that can issue official
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Il est important de
faire appel a I'émotion-
nel du décideur. Cet
argument peut paraitre
banal et dénué de
fondement technique.
Mais la recherche

en neurosciences
cognitives a montré
que deux processus
neuronaux sont impli-
qués dans la prise de
décisions: le cognitif et
Paffectif. Aussi, dans la
quéte d’incitations qui
peuvent entrainer un
changement de com-
portement, je ne suis
pas seulement intéressé
par la construction des
chaines rationnelles du
type “cause-effet” mais
par l'assimilation émo-
tionnelle du message.
Il a été démonté que la
décision des individus
peut étre influen-

cée par la maniere
dont le probleme est
formulé. Ainsi, pour
ameéliorer la qualité des
décisions, le décideur
devrait se concentrer
sur ses conséquences
futures et se demander
“Qu’est-ce que je vais
ressentir alors?” plutot
que “qu’est-ce que je
veux maintenant?” La
premiére question, si
elle est appréhendée
avec soin, est un guide
tres utile dans les déci-
sions difficiles.

statements distinguishing the com-
panies that have fully implemented
efficient systems of visually enhan-
ced ethical thinking. Such certifica-
tion could be marketed by the use
of logotypes that can be stamped in
visible areas of the office, or in the
Annual Report of the corporation.
Present and future investors would
greatly appreciate this certification.

Rationale

This idea was inspired by an ap-
peal made by Pope Francis when in-
terviewed by Tornielly and Galeazi
(2015):

“When money, instead of man, is at
the centre of the system... men and wo-
men are reduced to simple instruments
of a social and economic system... Let
us try and build a society and an eco-
nomy where man and his welfare are at
the centre, instead of money.” (para. 3)

The sentiment is at once inspi-
ring and challenging. What exactly is
a human-centric economy? Further
exploration of the topic is surely a
job for scholars from different fields,
some describing, others proposing
and not with less merit, the work of
those who criticize. As far as concerns
my own small part in the debate, I re-
mained intrigued. Where/when had
I seen a philosophical concept such
as the human being part of a financial
analysis? By the nature of their pro-
fessions, lawyers and economists take
into account the notion of the human
in their deliberations with more fre-
quency than a financial practitioner.
To be fair, the latter also does so, for
example, when he is driven by what

is called ethical investing, i.e. when is
“supporting companies that are crea-
ting positive change in the world [or,
for others, at least] aren’t making the
world worse” (Fontinelle, n.d.). But
the reason it was hard for me to see
the human side in a financial transac-
tion was exactly because there were
not humans to see. There were only
numbers, letters and symbols... and
perhaps some graphs and brands.

However, clear glimpses of the
human side of finance could be seen
when officials and authors pointed
out that among the causes of the
2007-08 crisis was a “systemic break-
down in ethics” (e.g. FCIC, 2011,
ib.). Some journalists and documen-
tary producers showed the severity
of the consequences of the crisis on
peoples’ daily lives (e.g. cf. Moore,
2009). And here we had a one-way
glass that forced ex post facto re-
search to look at individual conduct
in the past whereas those ex ante in-
dividuals, even if aware of that their
decisions were morally wrong, per-
haps were not aware of the magnitu-
de of the consequences. Did each of
them apply the front-page test? That
we do not know. I assume that if they
had had access to a real document
which helped them project the con-
sequences of their decisions, a good
number would have refrained from
the misconduct. Therefore, let us not
wait for the self-motivated imagina-
tion of a headline; let us force actors
to turn to a real page 2 story with a
human situation which says, “if your
conscience fails you, this is what you
will have done to me”.
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La question de savoir
comment les images
dans un document
influencent les déli-
bérations du lecteur
est peu documentée
en finance. Mais il
existe d’autres études,
notamment sur la
facon dont la désagré-
gation, la localisation
ou les résultats sont
présentés affecte les
choix des managers en
matiere de présentation
des choix et d’investis-
sement. Ainsi, quand
la relation entre la
performance future et
les actions de I'organi-
sation ne sont pas bien
comprises, les analyses
financieres accordent
plus d’importance a
I'information qualita-
tive.

La recherche sur les
images prolifere en
psychologie et en
marketing. Le meilleur
exemple est celui des
mises en garde sur les
paquets de cigarettes
dont s’inspire la Figure
1. L’expérience réussie
dans le tabac permet
d’escompter que ces
techniques auront les
meémes effets quand
elles seront appliquées
dans les formalités de
l'industrie financiere.

Behavioral sciences

Throughout this essay 1 have
made numerous appeals to the im-
portance of a decision maker’s emo-
tional intelligence. This foundation
may seem both insubstantial and lac-
king in any academic grounding. In
order to defend my reference to emo-
tional intelligence, I quote the work
of Benton (2009):

“[An] emerging field, moral cog-
nitive neuro-science, provides us with
additional insight into the human de-
cision making process. The roles of
deliberation, affect and emotion are
highlighted through this research [...
which] is in direct opposition to the
classical Cartesian view of decision-
making as a reasoned, emotion-free
process. By using brain imaging...
researchers have determined that two
clear neural processes, cognitive and
affective, are involved in decision ma-
king.” (p. 41).

That means that our behavior, in
terms of deliberated determinations,
is to some extent influenced by the
stimuli to our sentimental percep-
tions. Hence, in the quest for the fac-
tors which bring about behavioural
change I am interested not only in
the rational cause and effect but also
in the emotional assimilation of the
message.

Images and formats that in-
fluence financial decisions

In the field of finance there is
little material on how the placing of
images in a document, let us say, a
transaction proposal, can affect the

deliberation of the reader. However,
some plausible contributions have
to be mentioned with regard to the
wording, starting with the seminal
work on framing by Kahneman and
Tversky (1981). As a result of their
behavioral experiments, they poin-
ted out that identical propositions of
value according to mainstream ex-
pected utility theory were weighted
differently by the participants, de-
pending on how those propositions
were written.

For instance, in one of those ex-
periments, two groups of people
were given the same hypothetical
scenario of preparing for the out-
break of an unusual disease. Group
1 had two alternatives, one in terms
of certainty and the other in terms of
probability, which were mathema-
tically equivalent to the alternatives
given to group 2. The difference was
that the first group received the state-
ments in terms of lives that could be
saved whereas the other group were
presented with the same information
in terms of people who could die.
The authors observed that “choices
involving gains are often risk aver-
se and choices involving losses are
often risk taking” (p. 453); but for
the purposes of this essay their most
relevant findings are (a) that indivi-
duals’ preferences changes according
to how factors involved in a decision
were presented to them and (b) that
to improve the quality of decisions:
decision-maker [should] focus on fu-
ture experience and ask “What will
I feel then?” rather than “What do
I want now?”. The former question,
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Ma préoccupation ici
n'est pas de savoir si je
verrais un jour appli-
cation de cette propo-
sition dans I'industrie
financiere. Je pense
que cela viendra de soi
quand apparaitront les
opportunités d’affaires
que cela offre. Je me
préoccupe plutot de
savoir comment limiter
la manipulation et
l'incurie qui pourraient
dénaturer I'élabora-
tion et le contenu des
messages et comment
faire pour que la
systématisation de ces
techniques n’amene
pas le relachement

du sens éthique de
responsabilité.

when answered with care, can be the
more useful guide in difficult deci-
sions (p. 458).

Libby and Emett (2014), while
not yet studying the use of images,
have surveyed U.S. based research
with regard to the disaggregation,
location and narrative attributes of
earning presentation and their effects
on manager reporting choices and
investor decisions. The relationship
between these is a good starting point
to better understand the incidence
of such components in the informa-
tion content and the ease with which
it can be processed. Other authors
(Ettredge, Richardson and Scholz,
2001 and Dull, Graham and Baldwin,
2003) have looked at the format of fi-
nancial information that is presented
on internet. Bell’'s work (1984) comes
closer to our line of enquiry into the
use of images. He categorises infor-
mation to be considered in manage-
ment decisions according to whether
it is numeric or non-numeric. His stu-
dy concludes:“when the link between
organizational actions and future per-
formance is not well established and
understood, financial analysts may
give more weight to nonnumeric in-
formation in evaluating a company”
(p. 169).

Experience of images that in-
fluence non-financial decisions

Even though investigations into
the effect of images used in finan-
cial documents are lacking, the same
cannot be said regarding the fields of
marketing and psychology. The best
example is the study of the warning

labels on the tobacco packets that
guided the design of Figure 1. Those
studies, although not exempt from re-
cent criticism, demonstrate that ima-
ges encourage support or rejection of
the regulation and lead to proposals
for a more effective deterrence to be
put in place. In the report to the Di-
rectorate General for Health and Con-
sumers of the European Commission,
Sambrook Research International
(2009) stresses six principles, two
of which inform us that : Combined
pictorial and text warnings are signi-
ficantly more effective than text only
warnings, especially educating the
public of the health risks and chan-
ging consumer behavior... [and that]
Fear inducing warnings (using strong
‘shocking’ images related to health
risks) and strong emotion inducing
warnings (especially involving chil-
dren and unborn babies) are the most
effective way to educate consumers
on the health risks of tobacco use and
to achieve changes in attitudes and
behavior (p. 2).

The bottom line: from
self-criticism toa call for
more research and action

The success of warning notices
in the tobacco industry leads us to
expect similar results in the utiliza-
tion of such a technique in financial
paperwork. It has to be remarked,
nevertheless, that although smoking
continues to be legal, our goal with
the visually enhanced ethical thin-
king tools is to eradicate unethical
behavior.
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Ces préoccupations
devraient conduire a
approfondir davantage
l'idée. La meilleure
maniere d’avancer est
de tester en grandeur
nature plutot que de
spéculer sur ce qui
pourrait arriver. Cest
ainsi que les faiblesses
du projet, celles
mentionnées plus haut
et les nouvelles qui

ne manqueront pas
d’apparaitre ultérieure-
ment, seront corrigées
au fur et a mesure de
sa réalisation.

Assessing the feasibility of this ini-
tiative is not straightforward without
being able to rely on enough relevant
research. However, I am not concer-
ned with wondering whether one
day I will see the implementation of
the proposals described in this essay.
I think that it will surely happen as
long as there is a strong enough busi-
ness case behind it. Rather, I am con-
cerned with limiting the possible ma-
nipulations or negligence that could
occur when designing. For instance,
in the case of the three energy pro-
jects on the table, it is clear that the
person deciding which images to use
can greatly influence the decision one
way or another. As the Roman poet
Juvenal once asked, “who will guard
the guards themselves”? And what if
one day the pop-up message requests
agreement for something whose ethi-
cal credibility is still under debate?
Or worse even, if the static statements
do not catch on time the formation of
unethical practices that must be de-
nounced.

Another possible danger is that
outsourcing the design of ethical
criteria or relying too much on a
certificate provided by a specialised
consulting firm may cause staff at
every level to abdicate responsibility
for the ethics of their own decisions

and conduct sense of responsibility
towards ethics in the staff at every
level. Outsourcing the production
of the tool should not be the same
as outsourcing responsibility. Let us
imagine that a firm is under public
scrutiny due to a scandal. The top
executives could be tempted to claim
that they are not ethically responsible
and show to the media as evidence
their certification (previously mentio-
ned in this essay) and other tools we
have proposed.

The aforementioned criticisms
should be better considered as ob-
servations which highlight the need
to study this idea further. Moreover,
the best way to analyse the effects
of something is to test what is rea-
lly happening rather than imagining
what could happen. Therefore, a good
number of the project’s limitations
will be amended during the path of
its realization. This will count also for
new objections that are bound to sur-
face at some point. What is missing
then? It has been already said. Let us
not wait for a self-interested glance
at an imaginary headline to motivate
us: “the initiative of visually enhan-
ced ethical thinking that could have
happened”; let us turn to a real page
2 with a human situation saying “we

did it”.
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CreativityIsaBad Word

La science économique n’atteint
queWhen used in the context of
modern-day finance the word crea-
tivity invariably has very negative
connotations. Creative accounting
led to the downfall of corporate
giants. Creative regulatory and capi-
tal solutions disguised arbitrage of
regulators and regulations. Creative
tax solutions blurred the fine line
between tax avoidance and evasion.
Creativity, as uttered by a financial
service professional, is a very bad
word indeed.

But beyond the narrow confines
of finance, there exists a broader
definition of the word creativity — a
creative community of artists and de-
signers, tech innovators and disrup-
tors who seek new and innovative
solutions to everyday problems.

Through the use of a pioneering ap-
proach called Design Thinking, they
create solutions but only after enga-
ging in a deep and empathetic dia-
logue with end-users. Design Thin-
king transforms their efforts into a
human-centred approach to problem
solving (Brown, n.d.).

In this paper, we seek innovative
ideas for ethics in finance through
the application of the principles of
Design Thinking.

Working Thesis

At the heart of the arguments set
forth in this paper is the incontro-
vertible fact that finance in general,
and banking in particular, is a people
business. Our world is built upon
the foundations of human relation-
ships. The hopes and dreams, fears
and insecurities of individuals play
a vital role in modern day finance,
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Utilisé dans le
contexte de la finance
contemporaine, le
terme créativité a une
connotation négative,
il faut donc se mettre
a la suite des designers
et des artistes qui
utilisent la créativité
pour le plus grand bien
de tous.

La finance en géné-
ral et la banque sont
l'affaire de tous.
L’Ethique, les Di-
lemmes éthiques et le
Comportement éthique
ne peuvent faire abs-
traction de la personne
humaine. Notre these
centrale est que tout
code d’éthique pour le
secteur financier doit
étre concu en placant
l'acteur humain au
centre. L’objectif de ce
papier est de struc-
turer une démarche
pour élaborer un

code d’éthique pour

la finance en général,
et pour la banque en
particulier.

and will continue to do even in the
aftermath of the Great Recession.
The flow of capital, long held as its
traditional focus, is almost inciden-
tal to this world. Capital is an undis-
tinguishable commodity transferred
from one owner to the next. It is
the people that make, or on occa-
sion break, financial products, ins-
titutions and markets. Regardless
of how numbers-based, technology-
centric or money-oriented this world
becomes, an examination of ethics in
finance is essentially an inquiry into
the modern human condition.

Next, we re-interpret ethics,
ethical behaviour and ethical dilem-
mas with human-centred definitions.
Ethics are a set of values by which an
individual chooses to live. Ethical
dilemmas are real problems faced by
real people in the real world. Ethical
behaviour is a personal response to a
unique set of circumstances and sti-
muli.

The working thesis of this paper
is as follows: Any attempt to devise
a code of ethics in a vacuum, iso-
lated from the inputs of the very
people the code is meant to govern,
and derived from an idealised state
of affairs, is bound to fail. The uld-
mate consumers of a code of ethics
are the all-too-human stakeholders
of the industry. Therefore, reform
and innovation that seeks to serve
the industry in the future must begin
with the human element at its core.
It must begin with empathy.

A secondary thesis, scarcely less
important than the first, is that any
attempts at reform cannot be divor-

ced from a system-wide analysis
of culture. Ethics do not exist in a
vacuum. Rather, ethical behaviour
is heavily influenced by the cultural
mores to which individuals are sub-
jected. Therefore, any approach that
we adopt to reform ethics must also
be able to comment and improve
upon the culture prevalent in the
world of finance.

Defining the Objective and
Success Parameters

The ultimate objective of this
paper is not to devise an exact code
of ethics for the banking industry.
Instead, the objective is to codify the
approach as a tool of analysis. The
approach must yield unexpected in-
sights into the industry and support
clear conclusions that advance the
process of reform in order for it to
be considered valid.

Setting the Scope

The initial scope of our study is
defined as a subset of the world of
finance — publicly listed, non-go-
vernmental commercial banks. If
the application of Design Thinking
delivers results for this subset, we
can incrementally expand its applica-
tion to the broader world of finance.

A Word on the Author

I am a banker by background,
with over a decade’s experience in
Treasury and Capital Markets roles
working primarily with institutio-
nal clients. Late in 2014, I decided
to take a break from the industry.
During my wanderings in unrelated
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L’approche classique
de résolution des pro-
blemes fonctionne bien
quand le probleme

est concret. Cette
approche n’est toute-
fois plus opérationnelle
lorsque l'on passe de la
résolution de crise a la
prévention de crises.

fields, I came across the concept of
Design Thinking and was imme-
diately struck by the simplicity of
its approach and its applicability to
innovation and reform.

An Introduction to
Design Thinking

Let us begin by examining
conventional problem solving ap-
proaches and highlight the reasons
why these have worked well in the
past. Following this, we will intro-
duce the Design Thinking approach.
We will explore the critical first step
of beginning with empathy. Finally,
we will set the scene for an empathe-
tic evaluation of each of the stake-
holders in the banking arena, leading
into the analysis laid out in Section 3.

Conventional Problem Solving
Worked Well In the Past...

Conventional problem solving
can be largely aggregated into four
major steps.

e Acknowledge the problem -
“Something is broken”. Run dia-
gnostics. Gather evidence. Measure
impact of problem.

* Define the problem — Analyse
scale of problem. Identify stakehol-
ders. Build consensus. Formalise
problem statement.

* Propose solutions — Seek expert
opinion. Draw up alternative courses
of action. Identify one course of ac-
tion for implementation.

e Implement & Monitor — IT
Spend. Business re-engineering. Go-
live. Run business-as-usual. Monitor

returns with diminishing enthusiasm
to prevent a recurrence of the last
crisis.

If this process sounds familiar,
it's because this was go-to approach
for much of the Great Recession. For
the most part, this approach worked
well because there were discrete
problems to be solved. Each crisis
was quickly identified and sized up.
Political will to impose regulations
and reform was convened. The glo-
bal regulatory and policy framework
was strengthened like never before.
The Dodd-Frank act, liquidity and
leverage restrictions, capital requi-
rements, significant fines and bans
on errant individuals were just some
of the consequences of this will to
action. Genuine progress was made.

..But it Breaks Down When We
Look To The Future

However, conventional problem
solving approaches break down
when we seek to shift our focus from
crisis resolution to crisis prevention.

* We cannot jump into problem
solving mode if there is no clearly
identifiable problem to solve.

* There is growing belief that the
next crisis is hardly likely to take
place where the last one did. We
are still fighting yesterday’s wars,
almost obsessively so. The unwave-
ring attention to the past blinds us to
a build-up of pressure elsewhere in
the system.

e The human angle has been
missed. Vague, hard-to-decipher
codes of behaviour handed down
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Le “Design Thinking”
(“esprit design” ou
pensée créative) est
un processus centré
autour de la personne
qui a pour but de
favoriser I'innovation
a travers 4 étapes :
I'Empathie (identifier
et comprendre son
environnement), la
Définition (définir

la problématique),
I'ldéation (trouver le
concept, l'idée qui per-
mettra de la résoudre),
le Prototype (concevoir
un prototype) et le
Test.

from up-on-high have a detached air
of corporate speak about them.

The likely result of applying
conventional approaches to innova-
tion is a collection of academic pro-
posals or regulations disconnected
from the real world. As we shift our
focus from the past to the future, we
must shift our approach as well. The
tendency towards urgency of pre-
ventative action must be replaced by
thoroughness of analysis before for-
mulating the objective. It is in this
shift to the future that the principles
of Design Thinking become especial-
ly relevant.

So WhatIs Design Thinking?

Design Thinking is a human-cen-
tred approach to innovation (Brown,
n.d.). It draws upon the needs of
users, the possibilities of technology
and the requirements for business
success in order to create new pro-
ducts and services that solve for the
future. It has been deployed with

great success in fields that rely hea-
vily on innovation, ranging from as
far back as Edison’s invention of the
light bulb and the grid that carried
electricity into the homes of its users
(Brown, 2008), to modern day de-
sign powerhouses like Apple.

Increasingly, Design Thinking
finds application in the broader cor-
porate world, as companies seek
to innovate within constraints and
address multi-dimensional solutions
(Turnali, 2013).

Design Thinking is commonly
illustrated as a five-step process
(Figure 1) (Plattner, 2010). For the
most part, four out of the five steps
largely correspond to conventional
problem solving. For example, gathe-
ring evidence is to Define a problem;
proposing solutions corresponds to
Ideation and Prototyping; and post
implementation measurement and
analysis falls under Testing.

Crucially, one additional step
conducted at the very beginning

Figure 1 . The Steps of Design Thinking

DnaToT'o'lE

(Source: dschool.stanford.edu/redesigningtheater/the-design-thinking-process/)
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Si lon veut essayer

de réformer, on doit
explorer et comprendre
pourquoi les individus
agissent comme ils le
font, et pas seulement
les surveiller et corri-
ger leur comportement
sur le moment. Nous
devons nous mettre en
empathie avec eux.

makes all the difference. Design Thin-
king starts with empathy. This step is
the vital ingredient; the secret sauce
that places humans and human pro-
blems at the centre of our analysis.
Empathy gives voice to the stakehol-
ders, allowing us to view the world
from their perspective and formulate
objectives accordingly. It is this big
idea of ‘Beginning with Empathy’ that
transforms the process into one that
is multi-dimensional, forward-loo-
king and empowering.

Why Empathise (Or,Do They
Deserve Our Empathy)?

The importance of ethics in mo-
dern day banking is beyond doubt.
Bankers are well aware of the miss-
teps of the past and acknowledge
the values that society expects to see
from those that it entrusts to manage
its wealth. A lack of awareness is
no longer an issue. Yet hardly a day
passes without the emergence of a
new story, investigation or censure
related to past or current practice.

We reject out of hand the blan-
ket assumption that the entire in-
dustry is ethically challenged and
only the extremely unfortunate get
caught. So why, when given a choice
between doing the right thing and
the unethical but profitable thing, do
some choose the latter, even at the
risk of apprehension down the line?

In order to attempt reform, we
must explore and understand why
individuals act the way they do, not
just monitor and remedy how they
go about doing so. We must empa-

thise with them. We must expe-
rience the constraints they face in
the conduct of their duties and the
limitations that hold them back. We
must face their pressures and iden-
tify the conflicts they must resolve
without the benefit of hindsight.
Only then can we begin to explain
the whys and address the unspoken
human element.

Offering empathy to all stake-
holders addresses another common
complaint — the failings of the system.
As we have established, banking is
a people business. The system is no-
thing but the nebulous and intercon-
nected web of human interactions
that spreads all around the world.
Any regulation or innovation that
targets one particular set of stake-
holders is likely to have unintended
consequences for another set. The-
refore, any attempts to reform the
system must incorporate all stakehol-
ders, not just a select few. Holistic
reform cannot be accomplished by
advancing a few at the expense of
others.

If we wish to build a more sus-
tainable industry that benefits so-
ciety and its stakeholders we cannot
overrate the importance of empathy.
An empathetic code that unders-
tands and guides the individual is
the only way to future-proof reform
and prevent relapses in the future.
Only an empathetic code will be
robust enough to enable even a soli-
tary stakeholder to make an impact
through individual action. Empathy
for all is the only way forward.
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Se mettre en empathie
signifie que l'on place
l'acteur humain au
coeur de notre analyse.
Il faut commencer par
identifier chaque ac-
teur et créer des grilles
d’observation empa-
thique sur chacun.

La “Mind Map” (“topo-
gramme” ou carte
mentale)1 remplace
une étude a I'échelle de
I'ensemble du secteur
d’activités par les
expériences vécues par
l'auteur dans le monde
bancaire et utilise

les perspectives des
parties prenantes telles
qu'elles sont rapportées
par les médias finan-
ciers et populaires et
les rapports et analyses
des régulateurs. Nous
examinerons tour a
tour le cas de chaque
partie prenante.

The Process As Much Asthe
Results

Design Thinking places a lot of
emphasis on process, and with good
reason. The process yields insights
(Plattner 2015). The first step, Empa-
thise, requires the designer to engage
with end users, observe their beha-
viours, watch and listen. It taps into
human abilities of intuition, pattern
recognition and idea generation that
are often overlooked in conventional
problem solving (Brown, n.d.). From
these insights arise the ideas and so-
lutions that make a real and lasting
impact.

Properly conducted, we would
expect our own process of examina-
tion to yield the following:

e A bottom-up, not top-down,
code of ethics

e An acceptance of the current
culture as a starting point

e The treatment of stakeholders
as partners, not untrustworthy de-
linquents that need stringent poli-
cing

* Avoice given to all stakehol-
ders; listening just as much to the
silent ones as the prominent ones

* Patient analysis that addresses
the complexities of the real world

* Broad, not narrow perspectives;
holistic, not piecemeal analysis

* An inclusive, participatory
code, far easier to internalise than
hollow values

* An adaptive, evolving code that
offers solutions for the future; an

early warning indicator that identi-
fies pressure build-up in the system

e Identify the gap between what
is and what can be; in the process gai-
ning valuable insights into resour-
cing, staffing, IT spend and regula-
tory monitoring.

Step One - Begin
With Empathy

In this section, we embark on the
first step of a Design Thinking jour-
ney — Empathise. We begin by pla-
cing the human element of the ban-
king industry, its stakeholders, at the
core of our examinations. Next, we
construct a mind-map that systema-
tically and empathetically explores
each stakeholder’s perspective, yiel-
ding insights into their motivations
and constraints. In the following seg-
ments (Define and Ideate), we will re-
organise the insights gained in Empa-
thise into common themes, formalise
problem statements and devise inno-
vative solutions that reform ethics in
finance.

Identifying the Stakeholders

We begin by identifying the
major stakeholders of the banking
industry:

e Customers — institutional and
retail

 Rank and file staff

e Bank Management — senior
(CEO level) and middle

* Regulators

e Shareholders

* Taxpayers

e Culture — a disembodied stake-
holder, representing the sum total of
shared norms, beliefs and behaviour.
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The next step is to explore the
mini-universe that each of these
stakeholders inhabit, and unders-
tand their perspectives on ethics and
ethical behaviour.

Design Thinking introduces us
to a tool of empathetic exploration
called mind mapping (Kelly & Kelly,
2013). A mind map is constructed
through a process of observation
and interaction. It allows a designer
to document human interactions
and emotions in depth, expressing
and exploring each in turn. Two
mind maps are constructed for this
paper. Mind Map 1, attached in Ex-
hibit A, documents what each of the
stakeholders may feel about ethical
behaviour in banking. MindMap
1 replaces an industry-wide study
with the real-life experiences of the
author in the banking world and
draws on stakeholder perspectives
as reported in financial and popular
media, regulatory reports and ana-
lyses.

Let us examine each stakeholder
in turn.

Customers

e Lack trust in their banking rela-
tionships — bankers are seen to serve
themselves and their bonus pools.

e Complain about lack of price
transparency in products; exorbitant
charges for products.

e Accuse of front-running and
conflicts of interest due to the lack
of transparency in some markets
(e.g. dark pools, trading in OTC ins-
truments, new issue allocations).

 Sales pitches are misleading,
designed to sell products instead of

solve client problems.

e Fees lead to transactions, ra-
ther than the other way around.

* Mis-selling scandals abound,
as banks hide real risks and costs
of complex instruments in opaque
legal fine print.

Rank and File Staff

* Fatigue — exhibit symptoms of
burnout; industry-wide censure of
banking as a profession as a result of
a few bad apples”results in increased
pressure from oversight functions
(HR and Compliance).

* Distrustful of management pro-
nouncements on culture when the
unspoken emphasis is on revenue.

* Weary of constant rephrasing
of values and re-interpretation of
firm’s “culture”.

» Face performance pressures —
the “do what it takes to win”attitude
is pervasive; targets are increased
year-on-year regardless of market
conditions.

* Calendar year evaluation cycle
heaps inordinate pressure to per-
form to artificial deadlines, often to
detriment of customer interests.

* Cynicism increased by opacity
of reward structures.

Bank Management

e Lack of transparency concer-
ning everyday operations; cannot be
expected to know each individual’s
role

e Does not exercise complete
control — profitable divisions may
be run as personal fiefdoms; acqui-
red subsidiaries maintain distinct
culture.
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e Prioritisation — other activities
take precedence (e.g. activist share-
holders, board of directors, regula-
tors). As the crisis mounted, empha-
sis moved to survival. Ethics were
considered a luxury afforded only to
“stable and profitable firms”.

 Limited personal culpability —
rarely face personal criminal liability
or sanctions; can afford to apologise
and move on.

e Lack time & energy — constant
fire-fighting takes it toll; global em-
pires necessitate a jet-set lifestyle
and contribute to limited attention
span.

 “If it ain’t broke...” - reluctance
to look too closely at ‘golden goose’
divisions that yield valuable revenue
streams.

Regulators

* Transparency — bank level data
notoriously difficult to mine and in-
variably out of date.

* Banking systems are non-stan-
dardised, leading to multitude of
metrics, acronyms and approaches.

* Regulators are carefully “ma-
naged” by those they monitor; to
paraphrase Heisenberg’s uncertainty
principle, the act of measurement
alters that which is being measured.

* Whistle-blowing is infrequent
and only as a last resort.

e Under-resourced, under-staf-
fed.

e Lack frontline industry expe-
rience; career “compliance specia-
list” skill-set rapidly out-dated as
industry practices evolve.

e Caught between twin traps

—accused of being too close to banks
by politicians and popular press; too
remote or ignorant by bankers.

Shareholders (via Board of
Directors)

* Frustration with lack of clarity
of the businesses they are meant to
supervise.

* Increased complexity of busi-
ness lines.

* Dysfunctional relationship
with their executives — anywhere
between a lack of trust to active col-
lusion.

* Conlflict of interests with other
businesses.

e Lack of actual, frontline ban-
king experience limits some direc-
tors’ usefulness.

e Misaligned risk (incurred by
shareholders during bailouts, re-
duced or withheld dividends etc.)
and reward (bonus payouts even in
lean years).

Taxpayers

 Frustration with seeming lack
of real reform in banking industry.

* Bankers lack remorse — rever-
sion of bonus payments; innovation
in bonus structures (market or one-
off allowances) to get around pay
rules is common.

* Lack of access to real-time in-
formation; opaque markets manipu-
lated by insiders.

e Lack of transparency in risks
taken by bankers that have asymme-
tric risk/reward profiles.
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De I'Empathie, nous
passons au stade de
la définition de la
problématique et a la
recherche d’idées.

Au stade de la Défi-
nition, nous dérivons
de nos observations
une problématique
susceptible d’action.
Ensuite, dans I'ldéa-
tion, nous réfléchis-
sons et cherchons des
idées qui permettront
de résoudre la problé-
matique et de conce-
voir un prototype.
Nous devons poser des
questions dérangeantes
dont la réponse peut
etre difficile et la solu-
tion compliquée.

Culture

e Short-termism abounds — ban-
kers do not consider banking as a
‘calling’; rather a sequence of short-
term contracts.

e Jumping ship heavily incen-
tivised through pay rises, buyouts,
promotions and sign-on bonuses.

e Lack of multi-year and
through-the-cycle appraisal empha-
sises short-termist thinking.

 “Take it and run” approach in
most good years.

Next Steps

The first step of Design Thinking
has yielded the desired result. As we
read through the branches of Mind
Map 1, key themes and trends begin
to emerge. The construction of a
single, composite mind map enables
us to abstract out these linkages in
a way that would not be possible if
the analysis were conducted in iso-
lation.

We are ready to move forward to
the next steps — Define & Ideate..

Define

The second step of Design Thin-
king, Define, brings clarity to the
process. It unpacks the results of
Empathy. The designer reframes the
empathetic explorations in light of
stakeholder responses and of the
context. The goal here is to create
meaningful and actionable pro-
blem statements for which we seek
solutions in the subsequent stages
(Ideate, Prototype and Test). We de-
vise a second mind map (Appendix
B) to assist our evaluation.

Ideate

The third step is Ideate. Ideation
is the process of transitioning from
identifying problems to creating so-
lutions. We “go wide” in brainstor-
ming mode, collecting as many fea-
sible potential solutions as possible.

The process of ideation is repre-
sented by the end points of each
branch of Mind Map 2. The empha-
sis here is to draw upon the expe-
rience of the designer and upon the
available technological toolkit. We
must create something new by uti-
lising all the technological advan-
cements of recent years. We must
strengthen where something works,
or tear down and reconstruct what
needs to be changed.

Laying Out the Analysis

The following sections are orga-
nised in order to facilitate an easy
reading of the analysis. We identify
common themes and for each, draft
constituent problem statements. In-
novative solutions are proposed for
each problem.

We adopt an uncompromising atti-
tude — which tough questions is no
one asking? Which tough decisions
is no one taking to reform ethics in
Banking? In other words, as dispas-
sionate, external examiners, can we
discern problems and solutions that
the industry itself is shying away
from?

The questions we frame may
be open ended, difficult or without
immediate answers. That is to be ex-
pected. Having come this far, we are
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Dans les sections
suivantes, pour chaque
theme commun identi-
fié au stade Empathie,
sont aggrégés la Défini-
tion des problemes et
I'Idéation des solu-
tions.

Nous pouvons
réformer la culture du
secteur bancaire en
exercant une pression
sur les points sen-
sible. Nous proposons
entre autres choses

la création a Iéchelle
du secteur d’acti-

vité d’'une surveillance
pluriannuelle et multi
compagnies de la per-
formance ; envisager
dans le long terme un
systeme de rétention/
rémunération de la
performance indivi-
duelle ; et réaliser des
études sur le burn out
au niveau de toute
I'industrie.

not interested in the low-hanging
fruit. Our aim remains to introduce
lasting reform.

Let us begin with the most com-
monly identified theme — a reform of
the culture itself.

Innovation1l-Reform
the Culture of Banking

e THEME - It is beyond doubt
that the culture of banking needs
immediate reform. Several stakehol-
ders identify it as a primary cause for
concern. Let us examine the major
problem statements under this broad
theme.

e DEFINE PROBLEM - Bankers
are accused of short-termist, indivi-
dual-centred thinking and decision-
making. This attitude is seen as the
root cause of ‘black-swan’ rogue tra-
ding events. How canwe reform this
approach?

e IDEATE SOLUTION - Careers
in banking are viewed as a frag-
mented sequence of roles, rather
than an integral journey. We need
to find a way to encourage long-
term planning of careers. Create an
industry-wide, multi-year, multi-
firm  persistent performance-trac-
king network, thereby encouraging
a long-term view of one’s career and
not just to the next bonus cycle . The
technology now exists to track indi-
viduals through their career paths
even as they move across firms and
roles. The knowledge that past per-
formance will follow an individual
through her career will act as a
strong motivation to do right every
time.

e DEFINE PROBLEM - Do staff
“escape”their past by switching
firms? Claw-backs are relatively in-
frequent and seldom exercised. Banks
actively bid for talent by cashing out
vested stock (or replacing it at a simi-
lar schedule with their own) subver-
ting the rationale behind the original
deferment. How can we hold bankers
accountable to past performance
from previous firms?

e IDEATE SOLUTION - The
industry-wide personnel network,
mentioned above, solves this pro-
blem. Even after an individual leaves
a firm, s/he does not disappear from
firm’s payroll. Persistent reward lin-
kages mean an individual will conti-
nue to be paid deferred compen-
sation by previous employers and
therefore remain “on the hook”for
performance rendered when at the
firm.

e DEFINE PROBLEM - The
psychological toll of a long, hard
recession on banking staff has been
overlooked. As the Great Recession
enters its eighth year, how may we
alleviate some of the everyday pres-
sures felt by the rank and file?

e IDEATE SOLUTION - Society
has little sympathy for the ‘overpaid
bankers’, when in reality the vast
majority have had a miserable time
of it. Most exhibit classic symptoms
of burnout, which lies somewhere on
the Post Traumatic Stress Disorder
spectrum. Conduct industry-wide
analysis of individual behaviour,
checking for symptoms of burnout.
Treat the human element of banking
as just that — human.
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Considérons a présent
la rémunération.

Nous proposons de
créer des évaluations
permanentes afin
d’alléger les pressions
de fin d’année sur la
performance et nous
suggérons qu'il y ait
une évaluation des
employés sur le long
terme. Nous allons
également examiner le
lien entre la perfor-
mance et la rétribution
et voir comment il peut
étre amélioré.

Nous encourageons

la création d'une
boucle de rétroaction
directe au niveau de

la direction ; Pimpli-
cation de l'autorité de
régulation dans la mise
sur pied d’équipes de
direction de réserve,

et I'introduction d’'une
responsabilisation
plus poussée dans les
promotions et les rétri-
butions des équipes
dirigeantes.

Innovation 2 - Aligning
Compensation
With Risk

e THEME - The process of per-
formance appraisals and rewards has
remained largely unchanged through
the crisis. This is surprising, given
that the misalignment between un-
derwriting long-term risks and asses-
sing and rewarding annual perfor-
mance is often cited as an incentive
for unethical behaviour.

e DEFINE PROBLEM - This
misalignment encourages unethical
behaviour if employee is “under
budget”towards end of the year. How
can we alleviate these artificial per-
formance-year pressures?

* IDEATE SOLUTION — Conduct
performance appraisals on a more
frequent basis (e.g. quarterly). Ove-
rall reviews, whilst still backward
looking, should be conducted on a
rolling basis (e.g. previous twelve
months, eighteen months etc.). This
allows employees to average out
bad spells with prior or subsequent
performance, relieving unnecessary
pressures and encouraging a sustai-
nable return to performance. Rating
agencies attempt to assess creditwor-
thiness “through the cycle”. There
is no reason why this approach can-
not be applied to evaluating a bank’s
most precious resource — its staff.

e DEFINE PROBLEM - Is stock
vs. cash split a significant or relevant
contributor to ethical behaviour? Do
stock rewards truly work?

e IDEATE SOLUTION — Com-
pensation in the form of stock

rewards or penalises an individual
for firm-wide performance. Research
has shown that at CEO-level, stock
rewards engender extreme perfor-
mance (excessive profits or losses)
(Hambrick & Sanders n.d.). At lower
levels, it simply creates a disconnect
between individual performance and
reward. Instead, create direct lin-
kages between an individual’s perfor-
mance and that of the sub-division
within which s/he works. Encourage
divisional level revenue and P&L re-
porting transparency within the firm.
Some linkage to aligned divisions
and firm-wide performance can be
retained

Innovation 3 -
Increasing Management
Accountability

e THEME - The ultimate accoun-
tability for a firm’s performance lies
with its top executives. Banks are no
different. Culture, values and atti-
tudes are set at the very top. CEOs
are expected to lead by example and
demonstrate a no-compromise ap-
proach to ethical behaviour through
their actions.

e DEFINE PROBLEM - Most
CEOs simply apologise and keep
their positions even after scandals
and missteps. Are top-level execu-
tives too valuable to lose? Is there
no alternative to retaining them and
trusting them to change their ways?

e IDEATE SOLUTION - Foster a
culture where lack of awareness is no
longer an excuse. Create a regulator-
overseen, board of directors-whetted
CXO bench that stands ready to step
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Nous suggérons de
développer des plates-
formes informatiques
couvrant le secteur
d’'un bout a l'autre et
le financer avec les
amendes réglemen-
taires payées par les
banques, de facon a
alléger les pressions
sur les fonctions de
controdle.

Nous encourageons
la réhabilitation et le
retour des banquiers
déchus au sein de la
communauté afin que
leurs comportements
et leurs expériences
soient des exemples
salutaires pour
I'écosysteme dans son
ensemble.

in on contingency basis. This bench
can cover all mission-critical roles,
down to individual business lines.

e DEFINE PROBLEM — How can
we introduce greater accountability
for mid-level executives who are res-
ponsible for specific business lines?

e IDEATE SOLUTION —Treat
annual appraisals and promotion
evaluation of mid- to senior level
executives as external audits. Ac-
counting firms maintain arm’s length
separation in assessing balance
sheets. Similarly, HR consultancies
can be brought in to perform truly
independent assessment of manage-
ment successes and failures. Reports
can be filed directly with the Board
or regulators, should escalation be
required

Innovation4 - A
Holistic Overhaul
Of Banking Systems
and Controls

e THEME - It is quite extraordi-
nary that in these times of ceaseless
technical innovation and disruption,
banking systems are still mired in the
worst technologies of the twentieth
century. Banking abounds with ma-
nual overlays in settlements, opera-
tions and accounting. Adjustments,
reconciliations and excel sheets are
the norm, not the exception.

e DEFINE PROBLEM - Ban-
king systems are slow to change and
inflexible to new demands placed
upon them. This leaves little time for
control functions to exercise any real
control over risks.

* IDEATE SOLUTION - The only

resolution to system-wide problems
is system-wide innovation. Create
end-to-end automation in accoun-
ting, trade reconciliation and settle-
ment systems, inter-bank OTC tran-
sactions, exchanges, clearing houses,
intra-day liquidity markets. These
can all be automated and linked to-
gether.

e DEFINE PROBLEM - How do
we fund such developments?

e IDEATE SOLUTION - The ans-
wer is stunningly obvious — banks
pay billions of dollars in legal fines
each year, directly as a consequence
of missteps arising from unsuper-
vised manual processes. Create the
political will to plough all those fines
back into the industry, to create a
virtuous circle of improvement and
innovation to drag the industry into
the modern technological era

Innovation 5 - Enriching
the Banking Ecosystem

e THEME — Fallen bankers, sub-
ject to regulatory sanction or repri-
mand, disappear from the public eye.
They are relegated to footnotes in
bland compliance presentations, the
nuances of their experiences blur-
red and their lessons lost. There are
parallels in the real world (e.g. South
Africa’s Truth and Reconciliation
commission, which set the bench-
mark for rehabilitation). The poten-
tial for such rehabilitation does not
come up very often in the analysis of
stakeholder pronouncements.

e DEFINE PROBLEM - Is there a
better way to keep these fallen stars
as part of the community?
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Nous examinons
d’autres themes qui
meéritent une enquéte
plus approfondie dans
un forum séparé, no-
tamment les pressions
auxquelles sont soumis
les donneurs d’alerte

et les fonctions de
ressources humaines et
celles de controle.

Les deux derniers
stades, Prototype et
Test, impliquent la
création de produits
qui correspondent aux
problemes que nous
avons identifiés. Ceci
va au-dela de cet essai
mais méritera la peine
d’étre pris en considé-
ration dans le futur.

L’accalmie relative
dans la tempéte
financiere nous donne
l'opportunité d’intro-
duire des change-
ments durables dans
la culture du secteur
bancaire et de voir sy
développer un code
d’éthique plus solide.

e IDEATE SOLUTION - The
regulator should take a leading role
in creating a ‘Truth and Reconcilia-
tion’ type commission. Provide the
fallen a platform to tell their story
as a cautionary tale to others. Create
the opportunity to return to the in-
dustry upon completion of X hours
of “community service”. Incorporate
these individuals in compliance trai-
nings. Their version of events will
be far more relevant to business-line
professionals than a compliance ins-
tructor abbreviating their missteps

Other Notable Themes

Several other notable
emerge in our analysis.

* HR departments face conflicts
of interest — insulate HR akin to
control functions. In extremis, exter-
nal consultants to adjudicate person-
nel disputes.

e Control Functions — improve
remuneration, financial literacy (e.g.
markets-related training, perhaps
with development of business-line
training modules in association with
the CFA, ACT etc.); empower control
functions to ask the right questions.

e Whistleblowing — Conduct
truly external, anonymous surveys
to detect problems without the in-
volvement of the bank’s oversight
(HR or Compliance). Increase regu-
lators’ sensitivity to whistle-blower
concerns.

themes

Prototype and Test

The final steps in the process of
Design Thinking are to take the re-
sults of Define and Ideate and Proto-

type them. We introduce these pro-
totypes to selected stakeholders and
observe their interactions and expe-
riences. Finally, we progress towards
a final solution that is then broadly
implemented.

In order to implement lasting
change on the banking industry, we
will ensure the buy-in of the relevant
stakeholders into our solutions. Our
starting point of empathy towards
stakeholders will guarantee imme-
diate acceptance of any innovations
in ethics that we propose. By starting
with empathy, we start from a posi-
tion of strength.

The final two steps, Prototype and
Test, are beyond the scope of this pa-
per. We will therefore end our analy-
sis here and examine the results that
we have achieved.

Conclusion and
The Way Ahead

SWe can look back at our appli-
cation of the Design Thinking pro-
cess and appreciate the success of its
ways. We have uncovered insights
into the banking industry and asked
difficult questions. Importantly, we
have devised forward-thinking and
forward-looking solutions.

We can be confident in enlarging
the scope of our analysis to the broa-
der world of finance. Asset manage-
ment firms, pension funds, sovereign
wealth funds, supranational banks,
accounting firms and consultancies
are all subject to similar stresses as
banks and deserve an empathetic
evaluation. Applying a human-cen-
tred ethos will enable us to identify
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problems in these areas long before
they fissure and erupt. We can iden-
tify industry-wide trends that may
not be immediately obvious to ma-
nagers or risk functions monitoring
individual firms, the true scale of
which may be underestimated.

The immediacy and urgency of
a credit, capital and liquidity crisis
has waned. With each passing day,
there are fewer fires to put out. The

lull in the storm presents us with an
opportunity to enact significant and
lasting change in the culture of ban-
king within which a stronger ethical
code can thrive. A few bad apples
do not disguise the fact that a majo-
rity in banking wish to do good and
do it the right way. We must equip
this silent majority with the tools to
incorporate higher ethical standards
into their behaviour.
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Appendix A & B-Mind map
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Developing norms

In the 1910s, every morning my
great-grandfather would cycle across
the small manor estate on which
he was employed to turn on the
recently-installed electricity gene-
rator which provided power to the
owners. The house was likely among
the earliest in the country and per-
haps the world to have a regular
supply of electricity.

Today, it is accepted that every
house in the United Kingdom and
most of the developed world should
have an electricity supply. The same
is true of most other inventions of
the so-called ‘second industrial revo-
lution’ that immensely improved the
lives of people in the West during
the course of the twentieth century:
indoor plumbing, the internal com-
bustion engine, washing machines,

central heating, refrigerators, and te-
lecommunications (see, for example,
Gordon, 2012, pp. 4-7).

People in the West have also
been the first to experience the nu-
merous social changes and benefits
that these technologies can bring,
such as reductions in rates of di-
sease, increases in leisure time, and
improved communications. The
patterns of usage and consumption
of new technologies are also esta-
blished here through concomitant
changes in culture and the creation
of new economies.

For the past two centuries, im-
plementation and adoption of new
technology has generally followed
this pattern. Inventions and deve-
lopments are pioneered in rich de-
veloped economies and adopted by
the most affluent, before gradually
diffusing themselves throughout the
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Tout au long de T'his-
toire humaine, le déve-
loppement technolo-
gique et économique a
suivi le méme schéma.
Les inventions ont été
initiées dans les écono-
mies riches et déve-
loppées et adoptées
par les personnes les
plus influentes, avant
d’atteindre peu a peu le
reste de la société.
Aujourd’hui cepen-
dant, des millions

de personnes dans le
monde en développe-
ment ont acces aux
services financiers et
réalisent des milliards
de transactions chaque
année a travers leur
téléphone portable.

La montée de la
finance mobile est

un cas d’école pour
I'industrie des ser-
vices financiers au
XXIe siecle. Comme
l'exemple de M-PESA
au Kenya le démontre,
la réactivité est cruciale
pour le succes d'un
produit qui peut avoir
un impact significatif

rest of society until they become ac-
cepted as a condition of a basic stan-
dard of welfare and social inclusion.
Often, it is only then that these te-
chnologies are even considered ripe
for implementation elsewhere using
the same frameworks that were de-
veloped in the West. The developing
world has had to wait decades for
many of these innovations, and in
many cases, it is still waiting.

Yet today, more people across
the developing world have access to
a mobile phone than to mains elec-
tricity. This remarkable fact has led a
notable deviation from the trend out-
lined above. More surprisingly, this
disruption has occurred in a sector
not popularly associated with inclu-
sivity: financial services. Millions of
people across the developing world
now have access to financial services
and are conducting billions of tran-
sactions every year through their
mobile phones. While the adoption
of mobile payments has been rela-
tively sluggish in the West, the de-
veloping world, and Africa in parti-
cular, have surged ahead in creating
dynamic new economies and ways of
doing business.

Commandments
and consequences

This essay will argue that the
rise of mobile finance is instructi-
ve for the broader financial services
industry in the twenty-first century.
Using the case of M-PESA in Kenya,
I will show how financial solutions
attuned and responsive to the needs
of a society and an economy are the

MOBING UPWARDLY: LESSONS FROM MOBILE PAYMENTS IN KENYA

means of creating an ethical financial
sector fit for the future. Access to fi-
nancial services has improved the
lives of millions of people in Kenya,
but more importantly, the service
has also allowed itself to be shaped
by these lives.

As the example of M-PESA will
demonstrate, a responsive stance is
crucial to the success of a product
that has had a significant positive
social and economic impact, from
aiding long-term planning, to foste-
ring enterprise, to enhancing social
cohesion. Disruptive technologies
such as mobile payments can impro-
ve market competitiveness and pro-
ductivity, while also remedying the
historic lack of provision of financial
services for poor and marginalised
groups.

Moreover, such new technolo-
gical and social developments call
upon the financial services industry
as a whole to re-evaluate itself and
take a more responsive attitude to
the needs and desires of changing
societies. The most serious recent ca-
lamities and unethical practices in fi-
nancial services have been perpetra-
ted due to business practices which
privilege the role of intermediation
above the needs of the end users, so-
ciety, and the economy. Too often,
complex instruments and practices
have been developed which are de-
signed to benefit only their creators.

In turn, financial institutions
have responded to these failures
with numerous moral injunctions
and charters aimed at remedying the
mistakes of the past. Many hours
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et positif au niveau
social et économique.
Les services finan-
ciers sont au fond

une industrie de
l'intermédiation et de
I'abstraction, mais pour
agir éthiquement, ils
doivent étre conscients
de leur role dans la
satisfaction des besoins
tres réels des écono-
mies et des sociétés
dont ils font partie.

D’apres les derniers
chiffres de la Banque
Mondiale, moins d’'un
quart de la popula-
tion de la région a un
compte bancaire. Dans
les pays tels que le
Soudan, le Sénégal et
la République Démo-
cratique du Congo,
les chiffres sont si
petits qu’ils sont négli-
geables. Globalement,
on estime que 2. 5
milliards de personnes
— environ la moitié de
la population adulte
mondiale — n’ont pas
un acces régulier aux
services financiers.

have been spent devising corpora-
te sustainability and responsibility
frameworks based around concepts
such as integrity, fairness, excellen-
ce, and respect. While such initia-
tives are undoubtedly noble, when
they are removed from their social
context, they become just as abstract
— and therefore just as fallible — as
the practices they were intended to
address.

Financial services is, at heart, an
industry of intermediation and abs-
traction, but if it is to act ethically,
it must retain an awareness of its
role of fulfilling the very real needs
of the economies and societies of
which it is part. New technologies,
emerging economies, and changing
behaviours from consumers and bu-
sinesses afford an exciting new op-
portunity to establish and strengthen
this more direct relationship. These
opportunities may require both re-
gulators and traditional financial
institutions to reconceptualise their
structures and purpose to better ser-
ve the needs of societies in both the
developing and the developed world.
I aim to argue that such a change is
not only ethical, but also necessary.

Overstuffed mattresses

The atmosphere in Kenya in
the run-up to the 2007 presidential
elections was febrile. Opinion polls
placed incumbent president Mwai
Kibaki of the traditionally dominant
Kikuyu ethnic group, behind cha-
llenger Raila Odinga who had succe-
eded in creating a broader coalition
outside of his own Luo ethnic group.

Rumours abounded that the head
of Equity Bank, one of the largest
banks in the country, was using the
“common man’s” money to bankroll
Kibaki’s campaign and that the insti-
tution was close to collapse.

Sylvesta, a security guard and
shop owner living in a suburb of the
capital Nairobi, feared that the insta-
bility could have a significant finan-
cial cost for him:

“Guys were telling me to take my
money out of Equity. They were sure
that it was going down.... Many had
already taken their money out because
they were scared. They were keeping
the cash at home. I was scared to keep
any of the cash at home.... They were
fighting and looting all over.” (Mo-
rawczynski, 2010, p. 172)

These concerns have been com-
mon for decades for people living in
sub-Saharan Africa and elsewhere
in the developing world. According
to the latest figures from the World
Bank, less than a quarter of the po-
pulation of the region has access to
a bank account (Demirgue-Kunt and
Klapper, 2012). In countries such as
Sudan, Senegal and the Democra-
tic Republic of Congo, levels are so
small as to be negligible. Globally,
it is estimated that 2.5bn people —
about half the world’s adult popu-
lation — does not have access to re-
gular financial services. For reasons
we will later explore, this situation
should be rued both as an ethical fai-
ling and as a missed economic op-
portunity.

Even for people like Sylvesta who

FINANCE & THE COMMON GOOD/BIEN COMMUN



M-PESA a été dévelop-
pé comme un produit
fait sur mesure pour
les besoins non satis-
faits de son utilisateur
tout en tenant compte
de l'environnement
socio-économique
existant et des profils
de comportement.
Plus des trois quarts
de la population du
Kenya ont maintenant
acces a un compte
mobile et 80 % en sont
des utilisateurs actifs.
Des services payants
similaires ont surgi sur
de nombreux autres
marchés, en Afrique et
dans d’autres parties
du monde. On estime
que 255 systemes de
paiement mobiles
existent a présent dans
le monde avec 103.4
millions de comptes
actifs.

do have access to a bank, there is a
serious lack of trust in formal finan-
cial institutions, especially in unsta-
ble economic and political climates.
Some savers pay negative interest ra-
tes in order to keep their money safe
and accessing funds can be onerous.
In Kenya, there are just 5.5 commer-
cial bank branches and 10 ATMs for
every 100,000 adults, and the situa-
tion is far worse for those living in
remote rural areas (IMF, 2014).

A call toaction

According to classic economic
theRather than risking his cash un-
der the proverbial mattress, Sylvesta
took advantage of the M-PESA mobi-
le payments service that had been re-
cently launched by Vodafone and its
Kenyan subsidiary Safaricom. As far
back as 2002, development resear-
chers had noted the important role
that mobile phones were playing in
helping families to manage their fi-
nances over significant distances and
there were reports of prepaid mobi-
le credit being used as a proxy cu-

rrency (McKerney et al, 2002). With
increasing internal and external mi-
gration, families were searching for a
way to retain not only social bonds
but practical support mechanisms
over long and short distances.

For the poor, small-scale money
transfer was either prohibitively ex-
pensive or simply unavailable. Mean-
while, Kenya’s adoption of mobile
phones had been rapid (see Fig. 1),
but off-the-shelf payment applica-
tions were engineered for developed
markets and therefore inappropriate
for the Kenyan environment. It was
with this in mind that M-PESA was
developed as a product bespoke to
the unmet needs of its users, but
also attuned to the existing socio-
economic landscape and patterns of
behaviour.

Compared to traditional financial
institutions, registration for and use
of M-PESA are relatively simple and
cheap. Existing customers of Safari-
com can register for the service with
a single form of identification and
deposit cash as an ‘e-float’ linked to

Fig- 1 - Mobile subscriptions and imtamet
use in Kenya
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Il est important de
souligner I'impact

réel que l'acces a ces
services financiers peut
apporter, car il n’est
pas forcément évident
pour tous ceux d’entre
nous qui considerent
cet acces comme allant
de soi.

Pour ceux qui ont
quitté leur lieu d’ori-
gine pour aller travail-
ler dans les villes, le
transfert de fonds est
un important moyen
de conserver les liens
familiaux et sociaux.
L’acces aux services
financiers permet
aussi aux personnes
de se prémunir face a
un avenir incertain,
spécialement ceux qui
menent une vie pré-
caire et/ou qui ont des
revenus irréguliers.

their SIM card. Depositing cash is
free, but withdrawals incur a char-
ge depending on the amount. Funds
can be sent via SMS using the pho-
ne number of the intended recipient
for a fee charged to the sender. To
ensure the integrity of the system,
all funds are held in trust in several
commercial banks and are inaccessi-
ble to Safaricom save for the interest,
some of which is donated to a chari-
table trust.

As the International Finance Cor-
poration (2010) has noted it was this
‘unique design of M-PESA and its
ability to service its target customers’
that has been one of the key factors
behind its staggering success. More
than three-quarters of the Kenyan
population now have access to a mo-
bile money account, of which 80%
are active users (Financial Inclusion
Insights, 2014). The amounts trans-
ferred on a monthly basis are already
far outstripping card payments and
are set to surpass EFTs and cheques
soon (see Fig. 2).

Fig. 2 - Payment methods in Kenya

250
200 -

150

100 //I
50 A

Kshs (billions)

Cet-09
b
-

iobile payments

Card payments

(Source: Central Bank of Kenya, 2014)

Moreover, similar payments ser-
vices have sprung up in numerous
other markets, both in Africa and
other parts of the world. It is estima-
ted that 255 mobile payment systems
now exist worldwide with 103.4m
active accounts (GSMA, 2015).

More than money

Such numbers are certainly im-
pressive but it is important to pause
to outline the very real impact that
access to financial services can bring,
as this is often not immediately appa-
rent to those of us who take such
access for granted. Perhaps most ob-
viously, storing and transferring mo-
ney through a financial intermediary
is safer than the immediate alterna-
tive — handling hard currency. As
Morawczynski (2011, pp. 117-146)
has shown, the terrible violence and
fear provoked by the 2007 Kenyan
presidential election in fact gave rise
to propitious circumstances for the
development of mobile money.

M-PESA’s  initial  marketing
strategy focused squarely on the
transference of remittances, with a
rather direct tagline that encouraged
people to ‘send money home’. The
company also employed an extensi-
ve network of agents across Kenya
to encourage take-up of the service
and facilitate withdrawals for rural
customers. For those who have left
their hometowns to work in the city,
transferring funds is an important
means by which familial and social
bonds can be retained. Meanwhile,
monies from family living in the city
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M-PESA reflete et
renforce les réseaux
sociaux informels
existants qui sont
cruciaux pour la
gestion financiere dans
les pays pauvres. De
meéme que le service

a été développé a
travers une interaction
symbiotique entre les
besoins non satisfaits,
les comportements
existants et le projet,
son développement
ultérieur a également
été modelé par la facon
dont il a été utilisé par
les clients.

can make up a significant proportion
of the income of people in rural areas
and can play a key role in enabling
longer term decision-making such
as capital investment in cash crops
and equipment. From a macroeco-
nomic perspective, remittances pro-
vide the security for investment in
the efficient allocation of labour by
enabling people to move to higher-
paying jobs in distant locations (see
Jack and Suri, 2009).

One of the most notable benefits
of access to financial services is the
ability to guard against uncertainty,
especially for those with precarious
livelihoods and/or irregular incomes
in potentially unstable societies. As
early as January 2009, surveys found
that three-quarters of M-PESA users
had used the service as a savings
instrument, often in conjunction
with other mechanisms (FSD Kenya,
2009).

The ability to save provides a va-
luable method by which people can
mitigate the effects of unexpected
shocks whether in the form of falls
in income, political unrest, or health
emergencies. Such facilities also pre-
vent actions being taken that have
longer term consequences, such as
the liquidation of valuable physical
assets during an emergency. A 2013
study in Kenya showed that simply
providing a safe place for savings in-
creased health savings by two-thirds
with the potential for a marked im-
provement in health outcomes (Du-
pas and Robinson, 2013).

Savings can also help to enhance
control and independence. As Dupas
and Robinson (2009) have shown,
there is significant demand for for-
mal savings instruments among wo-
men in Kenya. This suggests that
their informal methods of saving,
such as cash, are often ineffective
due, for example, to demands from
spouses and other family mem-
bers. Furthermore, the ability to
easily check balances and payments
enables independent budgeting and
planning. As one Kenyan woman
said of her husband: “He thinks I am
texting...but really, I am checking
my bank balance” (Morawczynski,
2011, p. 137)

Listen and learn

The flexibility of the M-PESA
system and the fact that it is so in-
tertwined with communications also
enhances the function of networks
of economy and society, such as the
pooling of risk. M-PESA can help to
formalise and enhance existing en-
dogenous local microfinance organi-
sations and networks, such as Rota-
ting Savings and Credit Associations
(ROSCAs) and Savings and Credit
Association (ASCAs). These organi-
sations have existed in Kenya for a
number of years as means of pooling
risk and resources, but M-PESA has
helped to improve their flexibility,
bolster their strength, and increase
their scale.

The organic evolution of infor-
mal uses of M-PESA has been mi-
rrored by a gradual expansion of
formal services on offer through the
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L’amélioration de
l'acces aux services
financiers est bienve-
nue pour sa capacité
d’offrir de nouvelles
possibilités, une meil-
leure sécurité, et plus
de liberté aux habitants
du monde en dévelop-
pement.

Les paiements mobiles
peuvent jouer un role
important, méme s'il
n'est que partiel, pour
aider les gens a se
prendre en charge.

platform. In expanding its marketing
strategy Safaricom began to enrol a
diverse list of partners to expand the
range of services that could be offe-
red through the platform. This inclu-
des traditional financial institutions,
such as banks, MFIs and insurance
firms, but also companies working in
utilities, media, and retail, as well as
the charitable sector. The system is
now being used for everything from
paying electricity bills to sending
charitable funds to health clinics for
vital surgical procedures.

The ability to access these ser-
vices has not only opened them up
to more users, but has also helped
improve the services on offer. For
example, by enhancing access to
insurance products, such as health
insurance, M-PESA has enabled in-
surers to shift to monthly premiums
thereby making cover more affor-
dable (Smith et al, 2010). In 2012,
Safaricom finally launched a savings
and loan product called M-SHWARI
in partnership with the Commercial
Bank of Kenya. Again, we see the
ways that people naturally utilise
their newfound access to technology
systems leading the way in the deve-
lopment of new services by private
companies.

While the initial intended scope
of M-PESA may have been limited,
its rapid expansion has been accom-
panied by an evolving ecosystem
of usage, encompassing changes in
both economic and social patterns of
behaviour. As Johnson, Brown and
Fouillet (2012, p. vi) have noted, M-
PESA’s “extensive use reveals the vast

array of inter-personal transactions
that Kenyans undertake and which
are endemic to their financial lives.
These transactions can be unders-
tood as embedded in social relation-
ships.” The flexible structure offered
by M-PESA both mirrors and stren-
gthens the existing informal social
networks that are crucial to financial
management in poor countries. Just
as the service was developed through
a symbiotic interplay between unmet
need, existing behaviour and design,
its subsequent development has also
been shaped by the ways in which it

has been utilised by its users.

A partial solution

OWhat then, can we learn from
the example of M-PESA in Kenya? As
we have seen, improving access to fi-
nancial services should be welcomed
for its ability to provide new oppor-
tunities, better security, and more
freedoms to people in the developing
world. The potential benefits for
other developing countries are enor-
mous and, as already noted, similar
mobile payments services are now
available to millions outside of Ken-
ya. It is also easy to forget that 60 mi-
llion adults are ‘unbanked’ in develo-
ped countries where lack of access to
financial services can be an especially
significant barrier to economic and
social inclusion (Chaia et al, 2009).

However, it is not my intention
to overstate the significance that
mobile payments may have for the
developing world, nor to portray it
as a panacea. To put the counterar-
gument crudely, mobile payments
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Une industrie de
services financiers
éthiques ne doit pas
faire de la charité, mais
doit générer des effets
bénéfiques pour la
société. Le développe-
ment de M-PESA est
éthique précisément
car il n’est pas né de
l'application aveugle
de principes abstraits,
mais d’'une interac-
tion simple directe et
réfléchie avec la société
kenyanne.

Quoiqu'il en soit, sans
cette relation, M-PESA
n'aurait pas pu profiter
d'un tel succes.

are of limited use to people without
money. Indeed, there are salutary les-
sons in caution to be taken from the
overenthusiastic embrace of microfi-
nance in development policy and the
subsequent backlash against it du-
ring the 1990s and 2000s. Too many
irresponsible actors were allowed
to join the market at the expense of
the intended beneficiaries, leading to
credit bubbles and extortionate inter-
est rates (see, for example, Kazmin,
2010). Nevertheless, it seems fair to
say that on the balance of the eviden-
ce so far, mobile payments can play
an important if partial role in im-
proving the lives of poor people and
enabling them to help themselves.

A case of virtue
and vice?

For the purposes of this essay
though, we must address a further
question: how is the provision of
mobile finance ethical, and what can
financial services learn from it? To
turn to the former question, if we
were to consider mobile payments
‘ethical’ in the narrow sense of an
action which ought to be done, there
is a danger that such an assessment
is crudely universalised. This would
be to argue that we should ‘beat our
swords into ploughshares’ as the Bi-
ble puts it, or more concretely, that
all financial institutions should di-
vert their investment towards mobi-
le payments and other technologies
that will benefit the poor.

Conversely, it would certainly be
fair to argue that the decision of Safa-
ricom to invest in M-PESA as a pri-
vate company was not driven solely

by an ethical desire to improve the
lives of the poor. In this sense, the so-
cial and economic benefits presently
being derived from M-PESA could be
considered mere byproducts, or to
use the economists’ phrase, ‘positive
externalities’, of a simple hard-nosed
business decision.

However, 1 wish to argue for a
version of ethics that is not based
abstract reasoning. An ethical finan-
cial services industry is not one that
donates to charity, but one that pro-
duces positive outcomes that benefit
societies. The development of M-
PESA is ethical precisely because it
was born not of adherence to a set of
abstract principles, but from a genui-
nely direct and reflexive relationship
with Kenyan society. Moreover, as
we have seen, without this relation-
ship M-PESA could not have enjoyed
nearly the same degree of success.

In the past, such concerns and ar-
guments might have been easily dis-
missed, but changing societies and
new technologies will soon make
them impossible to ignore. Mobile
payments, allied with other develop-
ments, such as peer-to-peer lending
and cryptocurrencies, are part of a
broader trend which will be highly
disruptive to the deeply ingrained
models of financial services. It won’t
have escaped the attention of readers
that the company behind M-PESA is
not a financial organisation but a te-
lecommunications provider. In fact,
there is little direct involvement of
traditional financial institutions in
the service, except to provide servi-
ces through the platform and to gua-
rantee the money on it.
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Le cas de M-PESA
montre que les
consommateurs et les
entreprises peuvent
utiliser et manipuler
les nouvelles possi-
bilités offertes par la
technologie changeante
de facons diverses et
inattendues.

Ces technologies et
les comportements
vont imposer une
réévaluation continue
de la fonction que

les services finan-
ciers occupent dans
une société et une
économie en voie de
globalisation. Une telle
remise en question est
non seulement vitale,
mais nécessaire.

Unexpected
developments
and unforeseen
consequences

As M-PESA shows, providing
new ways for people and businesses
to transact with one another finan-
cially can generate new and unfo-
reseen behaviours, economies, and
cultures. In both the developed and
developing world, consumers and
businesses are likely to utilise and
manipulate the new opportunities
afforded by changing technology in
diverse and unexpected ways. We
can already see signs of emerging
trends, from new behaviours on ‘so-
cial money’ apps such as Venmo, to
borrowing and lending between or-
dinary businesses and individuals on
peer-to-peer platforms, to changing
procedures within corporations with
direct access to SWIFT payment net-
works.

Indeed, it has even been argued
that M-PESA e-floats can be consi-
dered a parallel currency, partially
removed from the traditional frac-
tional reserve banking framework
(Kaminska, 2012). Over the coming
years, new technology is likely to
pose even more fundamental ques-
tions to orthodox structures within
financial services and, in turn, new
ethical issues will arise.

It would be foolhardy to try to
predict the precise constellations
that will be formed by these inci-
pient trends even a few years hence.
Nonetheless, it can be said with cer-
tainty that they will compel an on-
going reassessment of the function

that financial services plays in an
increasingly globalised society and
economy. Such a reassessment is
both vital and necessary. Unlike
nearly every other area of developed
economies, there has been little or
no improvement in productivity in
the financial sector for over a cen-
tury (Phillipon, 2014). The challen-
ge for the financial services industry
is to create business models and be-
haviours that are ready and able to
confront these issues as they arise.

For both established institutions
and individuals working in financial
services, there will be an inevitable
temptation to see new trends as a
threat and therefore to react defen-
sively. For regulators too, there will
be an understandable focus on the
risks, such as the increased poten-
tial for money laundering and fraud.
Indeed, one of the reasons for the
slower uptake of M-PESA in other
developing countries has been due
to hesitance from existing financial
institutions and regulators. These
concerns are undoubtedly legitima-
te, but an excessive focus on them
will merely lead to ossification and
insularity.

Ready for change

At its heart, financial services is
based on abstraction and interme-
diation, whether in the efficient allo-
cation of capital or the pooling of
economic resources. Too often in the
past, these have become an end in
themselves in the behaviour of both
individuals and institutions, leading
to unscrupulous and unethical beha-
viour. Yet the appropriate response

FINANCE & THE COMMON GOOD/BIEN COMMUN



L’éthique est profondé-
ment enchassée dans
les réseaux et systemes
de la vie économique
et sociale y compris
les services financiers.
Cest seulement a
travers les interactions
avec les autres au sein
d’'une communauté ou
de la société que nous
pouvons nous rendre
compte de la réalité
éthique dans son vrai
sens en évaluant les
conséquences de nos
actions. Une industrie
de services finan-

ciers éthique, préte a
s’engager au service

de l'avenir doit étre
ouverte et désireuse de
tirer des enseignements
de la société.

to excessively abstract practices is
not to produce equally abstract va-
lues frameworks or charters. Such
measures are at best impotent, and
at worst, prone to misinterpretation
and corruption.

M-PESA has succeeded in impro-
ving people’s lives, because it wasn’t
guided by high-minded principles
but by listening to and learning from
Kenyan society. With new techno-
logy, financial institutions have an
even greater opportunity to open
themselves up to learning from so-
ciety. Innovative services which are
responsive to the needs and beha-
viours of a society and economy
can produce positive outcomes for
those within that society. Further-
more, they enhance and improve the
functioning of society itself. It is in
these instances that financial services
is at its best and the principle applies
just as much to the largest banking
institutions in Europe or the US as
it does to payments providers in the
developing world.

Ultimately, we must not take a
narrow and crude view of ethics as

akin to personal virtuosity or sin. It
is not simply the means by which we
divine how to ‘do the right thing’,
whether in abstract scenarios or real
life. Undoubtedly, formalised ru-
les and procedures have their place
within any organisation, but if we
are to encourage ethical behaviour
from both organisations and indivi-
duals, we must not be beholden to
abstract standards. Such a concep-
tion merely breeds ethical and inte-
llectual immaturity by cutting off the
possibility of learning from a rapidly
changing world.

Ethics are deeply and profoundly
embedded within networks and
systems of economic and social life
and this includes financial services.
It is only through interactions with
others within a community or a so-
ciety that we can understand ethics
in a very real sense by assessing the
consequences of our actions. An
ethical financial services industry
ready and prepared for the future is
one that is open and willing to learn
from society.
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There is currently no clear
method of publicly and transparently
displaying the conduct of financial
professionals. Individual ‘rogue tra-
ders’ might be recognisable through
the media, and regulatory directo-
ries — such as the Financial Services
Register of the Financial Conduct
Authority (FCA) — provide some in-
formation, but it remains difficult for
members of the public to assess the
record of any particular professional.

Reputation is highly important
within the closed networks of finan-
cial sector professionals. Many care
about how they appear to their peers
and prospective employers. The lack
of external public recording of repu-
tation markers, however, sets up a
dynamic in which financial insiders
feel accountable to other insiders,
but not to the broader world.

To alter this dynamic, I propose

a public reputational scoring system
for financial professionals, or finan-
cial firms, based on the underlying
technology used by the Bitcoin cryp-
tocurrency system. Implementing
such a system will create a new di-
sincentive for financial professionals
to engage in unethical practice, and
furthermore, could encourage a ran-
ge of positive behaviours.

First introduced in 2009, Bitcoin
has emerged into popular conscious-
ness over the last few years. It has
been the cause of both excitement
and controversy, but it has undenia-
bly opened up the innovation lands-
cape to some hitherto unimagined
possibilities. In particular, the un-
derlying blockchain ledger it is based
on has the potential to be adapted to
create global systems for recording
data in a highly participatory, public
and transparent way.
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Il n’existe pas a ce
jour de méthode pour
apprécier de maniere
claire et transparente la
conduite des profes-
sionnels de la finance.
Pour pallier cela, je
propose une notation
réputationnelle pour
les professionnels ou
les entreprises de la
finance basée sur la
technologie “block-
chain” (chainage de
blocs) utilisée par
Bitcoin. Cette techno-
logie peut étre adaptée
pour développer un
systeme global d’enre-
gistrement participatif
et transparent de don-
nées. La mise en place
d'un projet pilote en
matiere réputationnelle
du type “blockchain”
pourrait dissuader les
professionnels a s’enga-
ger dans des pratiques
non éthiques et devrait
encourager des com-
portements positifs.

Dans le cas de paie-
ments électroniques
interbancaires, la
banque garde la trace
de notre avoir sur son
registre privé qu’elle
controle pleinement.
Pour déplacer cet avoir
vers un autre compte,
il faut d’abord s’iden-
tifier comme proprié-
taires a l'aide d'un PIN
code, puis demander
que lautre banque

This technology is very new, and
the purpose of this proposal is to
sketch out possible routes to imple-
menting a pilot blockchain reputa-
tion scheme. This proposal sets out
the broad concept and points to a
number of different ways of imple-
menting the idea technically. The
good news is that banks are actively
exploring this area, so research and
implementation partners and resou-
rces may be forthcoming.

Below 1 sketch out four founda-
tions of this project, and then move
into describing two possible varieties
of a reputational blockchain system.
Finally, I conclude with an outline
for next steps

Foundation 1: The
original Bitcoin
cryptocurrency system

The simplest way to describe the
Bitcoin system' is as follows. It con-
sists of:

e A decentralised public ledger,
or database, called the ‘blockchain’

e ...that people can use to record
transactions between themselves

e ...and thereby ‘keep score’ of
their money — or tokens on the sys-
tem — in a highly public and trans-
parent way

To understand the Bitcoin sys-
tem, it is useful to sketch out the
similarities and differences it has to
our normal bank payments system.
In our normal system, a person has:

1. An account number at a bank,
and

2. A way of proving that they con-
trol that account number. For exam-
ple, they have a PIN code

3. The bank, in turn, has a data
record of how much money is attri-
butable to that account number, the-
reby ‘keeping score’ of the person’s
money on a private internal database
or ledger

4. The person can then use an
electronic communications system
to identify themselves to their bank
as the authentic account holder, and
can request for the money associated
with their account number be trans-

ferred to someone else’s account at a
different bank

5. This then spurs the bank to
edit their ledger of accounts — chan-
ging the person’s ‘score’ — and to tell
the recipient’s bank to do the same.
The process is a little more complex
than this, but in effect the money
‘moves’ via a series of private ledgers
being edited

Likewise, in the Bitcoin system, a
person has a public address (akin to
an account number), and a private
key (akin to a PIN number). They
then use an electronic communica-
tions system to identify themselves
to the Bitcoin network of miners, and
request that their tokens — associated
with their public address — be mo-
ved to someone else’s public address.
This then occurs by a change made to
the blockchain ledger. The two par-
ties who control the public addresses
can then see these changes, proving
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soit avertie et qu’elle
accueille la somme

sur son registre. Dans
le systeme Bitcoin, la
personne a une adresse
publique (comme un
numéro de compte) et
une clé privée (comme
le PIN code). Elle peut
s'identifier a I'aide du
PIN code et deman-
der que l'avoir soit
déplacé vers une autre
d’adresse. Le transfert
s’effectue grace a un
réseau de “mineurs”
qui opere le change-
ment sur le registre
public appelé “block-
chain” que les deux
parties peuvent voir.
C'est donc ce registre
qui garde la trace de
manieére accessible a
tous de la monnaie.

La particularité du
“blockchain” tient

au fait quil passe par
un registre public,
décentralisé, entretenu
par un réseau et qu’il
offre aux participants
la possibilité d’édi-

ter ce registre. Ce
dernier se développe
de maniere incrémen-
tale par l'action des
participants utilisant
un méme software. Si
toutefois on modifie le
code du programme,
la nature du registre
obtenu change en
conséquence. Cette
possibilité a suscité un

that the tokens have ‘moved’ from
one address to the other.

The key difference between the
Bitcoin system and the normal bank
payments system is two-fold. Firstly,
the intermediaries that change the
ledger are a decentralised network
of people (‘miners’) running special
Bitcoin software, rather than banks
running their own private software
systems. And secondly, the ledger
they change is public, rather than the
privately held account ledgers of the
normal banking system.

Thus, despite Bitcoin’s media as-
sociation with secrecy, the key fea-
ture of the blockchain technology
is highly visible public transparency.
This is easily observable on websites
like blockchain.info, where one can
see real-time Bitcoin transactions
being publicly recorded onto the
blockchain ledger. For example, one
can use the site to find out how much
is attributable to public address
‘TATMraQwtXcN9b1Jr51cWotfp5e-
FGATjM4>.

Foundation 2: The wave
of ‘blockchain 2.0’

The Bitcoin system described
above has been subject to many di-
fferent types of critique and acclaim.
One thing most interested parties
agree on, though, is that the un-
derlying concept of a decentralised
public ledger, collectively maintained
by a network, and with a means for

participants to edit that ledger is very
important. This has led to a nascent
interest in ‘blockchain 2.0" projects,
or the use of a blockchain ledger to
record things other than currency
transactions.

Early examples of this that emer-
ged include systems like:

e Namecoin: A decentralised re-
gistry for website domain names

* Proof of Existence: A notary
system that uses the blockchain to
record possession of documents at a
particular time

At the cutting edge of the scene
are experiments with ‘smart con-
tracts’, which are small bundles of
code — or ‘scripts’ — that can be recor-
ded on a blockchain, and that par-
ticipants can interact with in order
to undertake simple tasks. These can
form the basis for ‘decentralised au-
tonomous organisations’, or ‘decen-
tralised collaborative organisations”,
useful entities that are held in play
on a decentralised network of com-
puters, rather than controlled by a
single management team.

Groups like Ethereum, Counter-
party and Blockstream are working
on building platforms to allow people
or start-ups to implement block-
chain-based systems. For example,
Provenance is a start-up attempting
to use the Ethereum system to create
a highly transparent ledger of global
corporate supply chain data®.

Much of the interest in ‘block-
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grand intérét dans les
projets “blockchain
2.0” qui se basent sur
un registre block-
chain pour enregistrer
d’autres données que
les transactions moné-
taires. Cette technolo-
gie peut étre ainsi uti-
lisée pour des services
décentralisés comme
des assurances et pour
la mise en place pour
allouer des “jetons”
réputationnels.

L'industrie financiere
s'intéresse a la techno-
logie du blockchain.
Ainsi, UBS a annoncé
qu’elle projette de
mettre en place Block-
chain Innovation Lab’,
Barclays soutient des
start-ups qui utilisent
cette technologie, alors
que RBS, Rabobank,
ING et BNY Mellon
jouent avec cette idée.

A T'heure actuelle,

un systeme public

de notation réputa-
tionnelle adapté aux
activités financieres
fait cruellement défaut.
1l existe des systemes
publics comme le
Registre de la Financial
Conduct Authority
britannique. Il permet
de passer en revue
I'historique profession-
nel et disciplinaire des
professionnels enregis-

chain 2.0’, though, concerns poten-
tial financial services applications.
For example, Michael Mainelli from
Long Finance published a December
2014 research paper called ‘Chain
Of A Lifetime: How Blockchain Te-
chnology Might Transform Personal
Insurance”. Others are looking into
derivatives systems, and crowdfun-
ding systems.

The technical details of these
schemes can appear complex, but
there are two key takeaway points.

Firstly, it is useful to think of a
blockchain as a database that is in-
crementally built up by a network
of participating parties who run the
same software, and that is subject
to the constraints and rules set by
the underlying software they run.
A blockchain, as the name suggests,
gets built up by blocks of data gra-
dually being ‘chained’ together.
It could almost be imagined as a
spreadsheet that is gradually built
by new cells being chained on. A
blockchain database continues to be
built and maintained so long as the
software continues to be run. Thus,
unlike a centralised database held by
a single entity, it continues to stay
‘alive’ even if individual participants
pull out (or go bust, for example). It
creates an indelible record, resistant
to tampering by any individual par-
ty.

Secondly, if you tweak the code
of the underlying software being run
by participants, the nature of the
resultant blockchain changes, ope-

ning the possibility of creating bloc-
kchain databases storing all manner
of diverse data, including reputation
tokens.

Foundation 3: The
increasinginterestin
blockchain technologies

The financial industry is showing
real curiosity towards cryptocurren-
cies, and also in the underlying bloc-
kchain technology. Here are some
examples:

e UBS has announced plans to
set up a ‘blockchain Innovation Lab’
at Level 39 in Canary Wharf (Wall
Street Journal, 2015a)

* Barclays have included block-
chain insurance start-ups in their Bar-
clays Accelerator (Coindesk, 2015b)

* Well known investment banker
Blythe Masters (the former head of
JP Morgan’s commodity trading divi-
sion) has announced plans to explore
blockchain systems, stating that they
have the potential to build renewed
trust in financial institutions (Coin-
desk, 2015a)

e Banks like RBS and others
have been hosting blockchain ‘ha-
ckathons’, and Rabobank has been
setting up challenge prizes for ideas
on blockchain use (Finextra, 2015).
Others like ING have been hiring re-
searchers on the topic (ING Careers,
2015)

e The bank BNY Mellon is tes-
ting a blockchain-based token system
as an internal incentive scheme for
staff members under their corporate
recognition programme (Wall Street
Journal, 2015b)
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trés. Cependant, de tels
systemes ont une teinte
bureaucratique, peu de
visibilité publique et
sont, en fin de compte,
peu utiles. De plus les
informations impor-
tantes leur échappent :
bien que Kweku Ado-
boli, le trader escroc,
ait été condamné a
plusieurs années de
prison, cette nouvelle
n’apparait pas dans le
registre de la FCA.

Nous avons donc
besoin d’un systeme

de notation réputa-
tionnelle plus efficace,
accessible globalement
et continuellement mis
a jour. Je propose donc
de créer une base de
données “blockchain”
qui pourrait étre utili-
sée pour enregistrer les
cas d’'inconduite, mais
aussi des cas d’actions
positives de la part des
professionnels de la
finance, ou des entre-
prises. Il y aurait ainsi
une trace publique-
ment accessible de la
qualité éthique de leurs
activités.

Une voie possible serait
la mise sur pied d'un
systeme de “karma”

au niveau individuel.
Dans le systeme
Bitcoin, les participants
recoivent une adresse

e Central banks like the Bank of
England have taken an active interest
in blockchain innovation (Bank of
England, 2014)

We thus have a situation in which
banks and other financial institutions
are actively exploring the emerging
blockchain innovation scene, and
looking for ways to show their rele-
vance within it. This presents a sig-
nificant opportunity to advance novel
blockchain proposals, get banking
partners on board, and secure resour-
ces to investigate pilot projects.

Foundation 4: The
lack reputation
scoring systems

There are government systems
like the UK Financial Conduct
Authority’s Financial Services Regis-
ter® that have a reputational element
to them. It enables one to search for
financial firms and registered finan-
cial professionals, and to look up in-
formation such as basic employment
history and disciplinary record.

That said, it has a private, bu-
reaucratic feel, tucked away on the
FCA website with little publicity and
low usability. Very few financial pro-
fessionals will feel that the register is
something that the public can acti-
vely engage with. Furthermore, it is
questionable whether it shows rele-
vant information. Take, for example,
the high-profile case of rogue trader
Kweku Adoboli. His FCA register re-
cord on 9th April 2015 has no infor-
mation recorded under the heading

‘disciplinary history”, despite being
sentenced to several years in prison.

Furthermore, if you are an indi-
vidual outside the UK, it is unlikely
that you will readily know the local
regulator or be aware of the internal
registry systems in place. Each coun-
try has a different version, but large
financial firms are de facto global in
their operations.

There have been private attempts
to create ethical scoring systems for
banks. For examples, Fair Finance
Guide, MoveYourMoney UK, and
Ethical Consumer have created ‘sco-
recard’” systems at different times.
These can be useful to put public
pressure on banks to maintain ethi-
cal standards, but are not regularly
updated and tend to be based on pri-
vate research that is hard to maintain
without consistent resources being
poured into them. If the groups stop
producing the research, the record
goes out of date and gradually disap-
pears.

Blockchain-based
reputation systems

What is required, therefore, is
a more effective, globally accessible
reputation system that is updated re-
gularly and continues to exist even
when individual organisations cea-
se to operate. Thus I propose using
blockchain technology to create:

1. A decentralised public ledger,
in the form of a blockchain database

2. ...that people or organisations
can use to record cases of financial
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publique qui permet
d’envoyer et de rece-
voir des jetons d’autres
adresses en obéissant

a des regles codées qui
soutiennent le réseau.
Si on change ces codes,
les regles s’en trouvent
modifiées. Il serait
ainsi envisageable de
donner des compé-
tences variées a divers
participants. Cela
permettrait de mettre
au point un systeme ol
les professionnels de
la finance pourraient
accumuler sur leurs
adresses publiques des
jetons (karmas) posi-
tifs et négatifs qu’ils
recevraient d’autres
participants désignés a
l'avance.

Pour y parvenir,
chaque professionnel
recevrait une adresse
dans le systeme. Des
instances telles que
Financial Conduct
Authority ou ICAEW
(Chartered Accoun-
tants Institute) seraient
habilitées a envoyer
des jetons positifs

de “reconnaissance
professionnelle” quand
la personne passe les
examens correspon-
dants. Les mémes
enverraient des jetons
négatifs (karma néga-
tifs) en cas d’incon-
duite professionnelle,
de ventes abusives ou
de manipulation de
marchés. Afin d’encou-

misconduct or cases of positive ac-
tions by financial professionals (or
firms)

3. ...and thereby ‘keep score’ of
financial professionals’ (or firms’)
ethical record in a highly public and
transparent way.

If it can be implemented, such a
ledger could serve as a useful tool to
the public, a disincentive to financial
professionals to engage in miscon-
duct, and an encourager of positive
behaviours from financial firms and
their employees.

The precise technical details of
such a scheme remain undeveloped,
but the purpose of this proposal is
to set out directions for a feasibility
study and potential pilot phase. Des-
cribed below are two possible imple-
mentations of the idea.

Implementation
concept l: An individual
‘karma’ system

In the existing Bitcoin system,
participants have public addresses
that can receive and dispatch tokens
to other public addresses, using the
coded rules of the system. Through
this process, the participants gradua-
lly create a public blockchain record.

The nature of the blockchain and
the rules for submission onto that
blockchain are defined by the soft-
ware, independently run by the net-
work of participants. If, however, we
alter the code, we can change the ru-
les in various ways. We can maintain
the concept of a decentralised led-
ger incrementally built up through
chains of data blocks, whilst having

a different network of participants
running software that gives them di-
fferent rights within the system. For
example, we might design a system
where:

1. Financial professionals have
public addresses, but are only able to
receive tokens

2. Regulatory and civil society
bodies have public addresses, but are
able to distribute tokens

This could be used to set up a
simple ‘karma’ system in which fi-
nancial professionals can accrue
both positive and negative tokens
to their public addresses from desig-
nated partners in the network over
time. A disciplinary action could get
recorded as an influx of ‘negative
karma’ tokens, whilst a positive ac-
tion could get recorded as an influx
of ‘positive karma’ tokens. Below are
some steps that would be needed to
make this happen.

Step 1: Blockchain
addresses

Firstly, we need to find a way to
give public addresses to each pro-
fessional in order to identify them
in the system. In the case of the UK,
this will ideally occur when the pro-
fessional qualifies for registry as an
‘approved person’ on the Financial
Conduct Authority register, which
allows them to perform ‘controlled
functions’ such as dealing directly
with customers. Currently, UK fi-
nancial workers are only placed on
the FCA register when they pass cer-
tain professional exams that show
they are capable of working respon-
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rager la responsabilité
sociale des entreprises,
des organisations
non-gouvernementales
telles que Oxfam pour-
raient étre habilitées a
envoyer des jetons po-
sitifs quand des actions
positives ont lieu. Tous
ces jetons seraient
visibles publiquement
et permettraient donc
aux professionnels de
mettre en avant leurs
actions en faveur de la
responsabilité sociale
des entreprises.

Pour mettre en appli-
cation un tel systeme
plein de finesse, des
instruments pro-
grammables comme
Ethereum pourrait étre
utiles. Ils permettent la
certification différen-
tiée des partenaires

du systeme ce qui leur
donne des droits et des
possibilités d'utiliser
différents types de
jetons.

Lapparition d'un

flux de “karma” en
provenance des divers
acteurs sur les adresses
des professionnels de
la finance les encou-
ragerait a cultiver leur
bonne image publique
en recherchant des
“karma” positifs. Cela
présente toutefois le
risque de la corruption

sibly and independently. For lower
level controlled functions, this oc-
curs within about a year of starting in
the industry.

Imagine a scenario then, in which
a financial professional is designated
with a public blockchain address that
identifies them by name as soon as
they are registered with the FCA®.

Step 2: Sending
‘professional
recognition’ tokens

A body like the FCA might be
given special powers within the sys-
tem to control a different class of
public address that is able to send
‘professional recognition’ tokens to
the addresses of financial professio-
nals who have passed certain tests or
exams. Thus, as a financial profes-
sional qualifies for inclusion on the
FCA register, and is designated with
a public address, they might also get
an initial batch of professional recog-
nition tokens sent to their address,
publicly symbolising their competen-
ce. As they progress in their career
and earn new qualifications, they can
accrue more of these, perhaps from
bodies like The Institute of Chartered
Accountants in England and Wales
(ICAEW).

Step 3: Sending disci-
plinary ‘nelg(ative karma’
tokens

Authorities like the FCA could
also be given special powers — via the

coding of the system — to distribute
‘negative karma’ tokens to the public
addresses of professionals who enga-
ge in financial misconduct such as
misselling, unauthorised trading or
market manipulation. There might
be different categories of negative
karma tokens, distributable by diffe-
rent authorities.

Step 4: Sending ‘positive
karma’ tokens

Ideally, the system is designed
to incentivise corporate social res-
ponsibility actions on the part of fi-
nancial professionals. In order to do
this, a network of civil society groups
— such as environmental sustainabi-
lity NGOs or human rights groups —
are encouraged to join the network.
They are given special powers via the
coding of the system to distribute
‘positive karma’ tokens from their pu-
blic addresses to the public addresses
of professionals who undertake some
form of positive task, for example vo-
lunteer work.

One might even conceivably sub-
divide these positive tokens into ca-
tegories like ‘sustainability tokens’,
issued by groups like Friends of the
Earth, or tokens for youth mento-
ring, issued by groups like ReachOut.

These positive tokens can accrue,
enabling a financial professional to
showcase their corporate social res-
ponsibility actions. Furthermore, it
enables a professional with a poor re-
cord to ‘redeem’ themselves, or seek
salvation from previous negative ac-
tions by working up such points.
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du systeme. Un profes-
sionnel pourrait ainsi
étre tenté d’acheter des
“karma” positifs pour
compenser des enre-
gistrements négatifs.
Ce risque pourrait étre
contenu, si l'attribu-
tion de jetons positifs
exigeait des signatures
multiples dans l'organi-
sation concernée. Cela
pourrait aussi limiter
le “marché noir” des
“karmas” positifs.

Le schéma proposé ici
est obligatoire, mais

il serait peut-étre plus
facile de démarrer avec
des projets pilotes

sur une base volon-
taire. Une institution
financiere pourrait
ainsi mettre sur pied
un systeme blockchain
en partenariat avec

un certain nombre
d’acteurs de la société
civile, ou bien les
plus grande banques
britanniques (Big 5)
pourraient initier un
tel projet entre elles.

Une autre alternative
serait d’utiliser ce
systeme pour enregis-
trer le comportement
d’'une entreprise plutot
que des professionnels
individuels. Nous
pourrions créer un
systeme dans lequel les
banques, par exemple

The technicalities

The concept sketched above
would require more advanced coding
and design than is currently found
in the Bitcoin system. In the Bitcoin
system, addresses can only receive a
single type of token, and can both re-
ceive and send. To implement a more
nuanced system like this, a more ad-
vanced programmable system like
Ethereum’ might be used, in which
smart digital certificates might be is-
sued to different players in the sys-
tem, giving them different rights and
abilities.

For example, imagine a type of
coded instruction within the system
saying: [If participant has sustainabi-
lity digital certificate, then give rights
to participant to attribute another ad-
dress with sustainability tokens.].

The possible results,
and problems

The result of this would be
the creation of streams of inco-
ming ‘karma’ tokens into a financial
professional’s address from different
organisations over time. This in turn
would build up a public picture that
interested parties can browse if they
so wish. This gives encouragement to
the professional to cultivate a good
public image by seeking to accrue
positive karma and professional re-
cognition points. On the other hand,
the threat of public display of mis-
conduct will help discourage negati-
ve behaviours.

An important feature of this sche-

me is the ability to ‘redeem’ oneself
by seeking positive karma tokens
that might ‘offset’ the negative ones.
People make mistakes, and while a
public record of misconduct might be
valuable, it is also vital that the public
record is not irredeemably marked
against someone for all time.

The problem that emerges from
this, however, is the risk of corrup-
tion in the system. A financial profes-
sional might bribe or attempt to buy
positive karma tokens to offset a ne-
gative record. Indeed, a general pro-
blem in most points-based reputation
systems is that people can learn how
to ‘game’ them. Furthermore, such
systems can sometimes be open to
sabotage of reputation. Consider for
example, EBay reviews, where sellers
might pay people to give them good
reviews, and might even conceivably
attempt to sabotage the ratings of
competing sellers.

To some extent this can be avoi-
ded by partnering only with establis-
hed, stable and respected civil society
partners — such as Oxfam — but there
may also be ways of building safe-
guards into the design of the system
itself. For example, multi-party sig-
nature (‘multi-sig’) systems might be
used, in which a series of different
people within an organisation are
required to approve an allotment of
karma tokens to a financial professio-
nal. This could prevent conflict-of-
interest situations, such as a junior
employee of an organisation with
token-granting rights unilaterally
deciding to give tokens to a former
university friend who now works at
a bank.
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Goldman Sachs,
auraient une adresse
publique. Le FCA
enverrait les jetons
négatifs quand l'entre-
prise est sanctionnée,
mais les collaborateurs
individuels de Gold-
man Sachs seraient
aussi incités a entre-
prendre des actions
volontaires pour attirer
des jetons positifs. Cer-
tains s'offusqueront
du caractere utilitariste
de cette proposition

— qui permettrait aux
entreprises de gagner
de bons points pour
compenser les mauvais
— mais elle correspond
a la maniere dont les
entreprises operent.
Elles mobilisent
d’importantes res-
sources dans les rela-
tions publiques pour
neutraliser la publicité
négative des scandales.
Peut-&tre un systeme
de karma-jetons
pourrait-il forcer les
grandes entreprises a
montrer concretement
leur impact positif plu-
tot que d'utiliser leur
pouvoir médiatique
pour bluffer a ce sujet.

Il y a plusieurs raisons
pour lesquelles la
méthode blockchain
pourrait avoir du
succes. Les entreprises
financieres ont une
vraie difficulté a main-

Mandatory schemes
vs.voluntary schemes

In the proposal sketched above,
it is mandatory for FCA registered fi-
nancial professionals to join the sys-
tem. Nevertheless, while it would be
ideal to get regulatory bodies like the
FCA (or the U.S. Securities and Ex-
change Commission) on board with
an initiative like this, it may be easier
to pave the way with simpler volun-
tary pilot programmes.

For example, a single financial
institution might independently de-
cide to implement a voluntary bloc-
kchain ‘karma’ system in partnership
with select civil society groups, and
use it as part of employee assessment.
Employees can attempt to accrue po-
sitive karma points by actively enga-
ging in the firm’s CSR programme.
The firm can display this record pu-
blicly as a part of a commitment to
transparency.

More ambitious could be a volun-
tary effort on the part of the Big 5’
UK banks to implement a joint pilot
project, alongside a network of civil
society stakeholders.

There are tricky issues that may
conceivably arise when trying to in-
clude all registered financial profes-
sionals within a public reputation
system. While some may welcome
the opportunity to build up a public
record of ‘good karma’, others may
protest about issues like perceived
privacy infringement.

One possible alternative option

may be to set up a blockchain repu-
tation system that records the con-

duct of whole firms rather than single
financial professionals. It could use
a similar structure to the individual
scheme described above, but instead
of individual financial professionals
having public addresses on the sys-
tem, firms will have addresses.

Implementation
concept 2: A firm-level

Thus, as a member of the public
I may be able to visit the public ad-
dress page of Goldman Sachs and be
able to see streams of positive and ne-
gative karma points coming in from
different members of the network.

For example, the SEC may fine
the firm for market misconduct and
send them a large quantity of nega-
tive disciplinary tokens. But, on the
other hand, individual Goldman Sa-
chs employees may be undertaking
positive volunteering programmes,
so smaller streams of positive tokens
can be viewed offsetting the negative
ones.

One might take exception to the
utilitarian moral framework set up,
the idea that a firm can ‘earn’ positi-
ve moral points that somehow offset
or override negative moral points. In
reality, though, this is how the public
discourse around financial institu-
tions often takes shape anyway. Firms
put large resources into showcasing
their positive social and environmen-
tal image in order to neutralise the
negative public image attracted by
scandals and cases of market abuse.

Perhaps, setting up a decentra-
lised system of karmic tokens will
force large firms to concretely show
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tenir la confiance du
public. En utilisant une
technologie de pointe
open source qui
promeut la démocra-
tisation, elles seraient
en mesure de casser
leur image élitiste et
fermée. En mettant
sur pied une base de
données participative
avec le concours d’'un
réseau d’organisations
de la société civile et de
régulateurs, on pour-
rait changer la maniere
dont est percue la
surveillance financiere.
Sa perception devien-
drait plus inclusive, et
méme amusante pour
le public qui a souvent
I'impression d’en étre
exclu. Les profession-
nels de la finance ont
ici une opportunité de
proposer une nouvelle
approche de la réputa-
tion mobile, alors que
la société civile rece-
vrait un role proactif
d’encouragement des
bons comportements.

Toutefois, il faut aussi
noter les limitations
d’'un tel schéma. L’in-
conduite en matiere
de finance, n’est pas
toujours réductible

a la distinction entre
le bien et le mal au
niveau des actions
individuelles. Durant
la crise de 2008, des
grands dégats ont été

their positive impact — in the form
of incoming positive tokens — rather
than using their media and public re-
lations clout to bluff about it.

Why these schemes
could prove successful

Blockchain reputation systems
offer fascinating potential to build a
transnational database of real time fi-
nancial institution and financial pro-
fessional reputation, crowdsourced
via a global network of civil society
groups, regulators and other parties.
Such systems could conceivably even
morph into a type of national or glo-
bal voting system on the most ethical
banks and funds.

Financial services firms currently
have a real issues with maintaining
public trust, and partaking in such
a scheme would shows that they are
committed to re-engaging with the
public in a compelling way. By using
an emergent cutting-edge technolo-
gy of democratisation that is based
on open source principles, they can
break down the closed, elitist image
normally associated with them.

It would also mark a departure
from traditional systems of discipli-
nary action, in which professionals
are pushed to feel accountable to
their bosses and regulators, but not
to the broader public. Setting up an
interactive system that requires the
participation of a diverse range of
stakeholders will change the ‘feel’ of
financial conduct monitoring, ma-
king it more inclusive and engaging
to members of civil society who often
feel shut out from such processes.

Financial professionals may in

turn feel grateful for the opportunity
to build a new form of portable repu-
tation, and enjoy the emergent sense
of accountability to parties beyond
a faceless central regulator. It could
form the basis for interesting new mo-
des of political engagement between
civil society groups and the finan-
cial sector, giving NGOs and others
a proactive role in encouraging good
behaviour, rather than a reactive one
in attacking bad behaviour.

Finally, the system could just
seem more fun than others we have
in place right now, which is great for
public engagement. Teenagers will
not get excited about bland regula-
tory websites, but a ‘crypto-karmic
blockchain system’ based on leading
edge technology could stir up a great
deal of interest, and be a spur to lear-
ning about the financial sector and its
role in society.

It must be recognised that the act
of publicly recording basic reputation
is not going to solve the deeper pro-
blems of financial misconduct. The
problem of poor financial ethics of-
ten cannot be reduced to ‘good versus
bad’ deeds on the part of individuals.

Recognising the
limitations

Rather, the issues are often struc-
tural, such as hierarchal fragmenta-
tion of responsibility within firms
creating disconnected moral va-
cuums in which financial professio-
nals do not feel directly responsible
for the outcomes of actions they take
part in.

Such a dynamic can be seen in
the case of the 2008 financial crisis.
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causés parce que des
employés individuels
des banques ne se sen-
taient pas personnelle-
ment responsables des
conséquences négatives
pour la collectivité.

Pour avancer sur ces
pistes, une étude de
faisabilité technique
doit étre lancée. Cela
implique l'identifi-
cation préalable des
institutions finan-
cieres, des institutions
régulatrices, des
représentants clé de

la société civile et des
partenaires informa-
tiques. La question

du financement doit
aussi étre abordée. Les
sommes générées par
les amendes financieres
pourraient étre utile-
ment affectées, entre
autres, au déploiement
et au maintien d’un tel
systeme.

Ce nouveau projet est
en ligne avec l'esprit
du temps. Méme s'il est
un défi du point de vue
technique, la mise au
point d'un projet pilote
permettra d’acquérir
I'expérience nécessaire
pour son évolution
future.

While there were overt cases of fraud,
much of the damage occurred due to
individual bank employees not fee-
ling that they were individually res-
ponsible for the collective havoc that
was being unleashed. A reputation
system for recording personal beha-
viour can only go so far in challen-
ging deeper management issues like
that.

Moving forward with
apilot programme

To move forward, more research
would need to go into the technical
feasibility and precise details of this
system. The basic steps to take are:

1. Identify financial institutions
and regulatory partners to get on
board

2. Commission a broader and
deeper feasibility study

3. Identify software partners and
platforms (such as Ethereum, Eris In-
dustries, and Counterparty)

4. Work on the design, coding
and technical implementation of the
system

5. Identify key civil society stake-
holders who may wish to participate
in maintaining the network.

Finally, consideration would have
to be put into the funding of this pro-
ject. To some extent, a network like
Bitcoin is self-funding because the
tokens it moves around have come
to have exchange value. Thus, the

network participants are incentivised
to maintain the public ledger in ex-
change for fees and ‘block rewards’.
In the case of an alternative block-
chain system where the tokens do
not necessarily have monetary value,
other funding systems may have to
be implemented. For example, mo-
ney obtained from financial fines may
conceivably be used to support the
deployment and maintenance of the
system infrastructure.

Conclusion

This novel blockchain reputa-
tion scheme could prove popular at
a time when financial institutions are
looking to put resources into expe-
rimenting with blockchain techno-
logy whilst simultaneously needing
to improve their public image and
engagement. It captures the spirit of
the times, and even if it proves to be
technically challenging, the process
of building a pilot will throw up va-
luable research questions and expe-
rience that can be incorporated into
similar future projects.
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“Inventing and innovating
are the most exciting and risky
activitiesin business and absolu-
tely necessaryif companiesare to
thrive”

Financial Times, 2014

As established banking firms see
their return on equity fall due to in-
creased competition and regulatory
pressures, they are finding themsel-
ves motivated to innovate to deliver
their strategic growth objectives.

Competition in the UK financial
services market has been low. The
market has been dominated by the
“Big 4” banks for personal banking.
Further, many investment banks
made being a “one stop shop” for
investors’ banking needs their core
business strategy (Financial Times,
2015). The finance industry is seeing
massive change in the form of the

rise of virtual currencies including
Bitcoin, the emergence of peer-to-
peer lending (which in 2014 in Bri-
tain was worth £1.7bn (The Guar-
dian, 2015a) and the evolution of
mobile payment solutions. The mar-
ket has been disrupted by new en-
trants bringing innovative products.
These firms include Nutmeg, Marke-
tlnvoice, GoHenry, and Crowdfun-
der who have become well-known
names. Technology companies have
also joined in with the best known
offerings being Google Wallet and
ApplePay.

The market is changing due to
a series of disruptors. These include:

e Technological developments
increasing possibilities in both digi-
tal and social media capabilities.

e Customer dissatisfaction and
lack of trust in providers.
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Les établissements ban-
caires les plus en vue
sont poussés a innover
afin d’atteindre leurs
objectifs stratégiques
de croissance straté-

gique.

Le marché de produits
de services financiers
est en train de changer
substantiellement.
Cest la conséquence
d’une série de facteurs
qui incluent des capa-
cités technologiques
croissantes, les gotts
des consommateurs,
les comportements et
les changements démo-
graphiques.

Le La plupart des
entreprises gardent le
souci éthique pré-

sent a l'esprit et sont
désireuses de mettre
fin aux accusations mé-
diatiques des dernieres
années et a leurs effets
préjudiciables.

* Change in customers’ tastes:

o Rise of the “millennial”
consumers who are digital and social
media savvy.

o Increasing power of the
“grey pound”, as the ageing popu-
lation who have experienced low
interest rates are looking to ensure
their pensions are not eroded.

* Regulatory changes include
competition enquiries into current
account markets and the investment
banking market as well as the senior
manager’s regime regulation which
holds senior managers accountable
for what happens within their firms.

The Financial brand (2014)
found 24% of senior bankers put
product innovation as their inves-
tment priority). Firms are re-con-
sidering their business models and
looking to create ethical products.
However, innovation poses ethical
risks that have not previously been
seen, considered or managed.

This essay will explain what is
driving change, the ethical challen-
ges posed by innovations and how
firms can ensure that they make the
correct ethical evaluation by only
putting products to market that
have the customers’ interests at their
heart.

Most Firms Have
Ethics at the Forefront
of Their Minds

We have been bombarded with
negative news headlines relating to
banking conduct (including Libor,
FX and Gold-fixing scandals, and
numerous money laundering and

sanctions fines). These stories have
damaged both the industry’s repu-
tation and customer confidence in
finance.

Several negative news stories re-
lated to unethical financial products
have come into the public eye. The
best known is PPI (Payment Protec-
tion Insurance) where banks have
paid £22bn compensation to custo-
mers (British Broadcasting Corpora-
tion, 2015a). Millions of customers
were mis-sold insurance policies to
protect themselves against falling ill
or job losses. Many did not need the-
se policies and/or were unaware they
were paying for them.

Another example relates to Cre-
dit Suisse and Yorkshire Building So-
ciety who were fined by the Financial
Conduct Authority (FCA) (Finan-
cial Conduct Authority, 2014e) for
selling an investment product where
there was no chance the customer
could receive the highest return lis-
ted in the promotion material.

Interest rate hedging products,
“swaps”, is another example of an
ethically dubious product. They
were designed to protect consu-
mers from changing interest rates
on their debts. However, the hedge
exposed the consumer to risk of rate
movements. Many small businesses
purchased these thinking they were
reducing their risk. Following FCA
intervention, 17,000 redress deter-
minations have been sent to custo-
mers culminating in £1.8 billion re-
dress payments (Financial Conduct
Authority, 2013a).

MAKING INNOVATION IN FINANCE ETHICAL




La question qui se
pose est la suivante :
lorsque 'on développe
des produits innovants
comment peut-on étre
sur qu'on le fait de
maniere éthique et que
I'on place I'intérét du
client au-dessus des
profits de l'entreprise

? Lorsque le client n’a
pas de visage comment
peut-il prévaloir dans
les décisions et com-
ment le produit peut-il
véritablement répondre
a ses besoins?

A final example to highlight is
Payday Loans. This lending product
received a huge amount of negative
news with MP’s even questioning the
service in parliament. Many questio-
ned the ethics of such an expensive
product that was used by vulnerable
individuals who were bamboozled
by the maths and desperate for im-
mediate cash.

Following the financial crisis the
UK parliament requested a review of
banking standards and culture. On
publication of this report by the Par-
liamentary Commission on Banking
Standards (“PCBS”) the Chair stated
that “Recent scandals, not least the fi-
xing of the LIBOR rate ... have exposed
shocking and widespread malpractice”
(Parliamentary Commission, 2013).

Mark Carney, Governor of the
Bank of England, summed it up thus:
“In the run-up to the crisis, banking
became about banks not businesses;
transactions not relations; counter-
parties not clients...When bankers
become detached from end-users, their
only reward becomes money” (Bank of
England 2014a).

Whatis ethics?

So the question emerges: when
developing new and innovative pro-
ducts how do you ensure you are
behaving ethically and putting the
customers’ interest above the firm’s
need for profit? When the customer
is faceless, how do you put them at
the forefront of your decisions and
understand what they need from a
product?

Ethics are the moral principles

that guide our behaviour combined
with the legal rights and duties that
are acceptable in society (Steare, R,
2006, pp. 22 and Oxford Dictiona-
ries, 2015). It is not surprising that
true innovation, which disrupts the
status quo, can lead to numerous
ethical challenges. This is because
there can be many conflicting inter-
ests amongst the many stakeholder
groups which include shareholders,
employees, customers, board mem-
bers and regulators . What is in the
best interest of shareholders and em-
ployees may, at least at first, appear
different to what is in the best inter-
est of the customer. Ethics is about
managing the conflicting personal
desires and interests of the stakehol-
der groups (Steare, 2006 pp. 55-58).

Historically, financial services
have relied on “Duty-Based Ethics”
with individuals following prescri-
bed rules which focus on the action
and its intention rather than the con-
sequence (British Broadcasting Cor-
poration, 2015b and Steare, 2006,

pp- 28).

Many believe that this approach
led to individuals failing to consider
the effect of their actions. As firms
try to move away from the past they
are aiming to adopt a new approach.
Martin Wheatley, Chief Executive of
the FCA, references Steare’s book,
arguing for “a more sophisticated in-
terpretation of integrity in business.
One that is not simply defined by the
ethics of obedience, but actually looks
towards the ethics of care and the
ethics of reason” (Financial Conduct
Authority, 2014d).
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De nombreux facteurs
sont des moteurs du
changement. Il est
important de les iden-
tifier puisque ce sont
eux qui les faconnent
en derniere analyse.
Si I'on souhaite que

le produit final soit
éthique, il faut com-
prendre ce qui peut
empécher quil en soit
ainsi.

To put this in terms of ethical
innovation: in financial markets pri-
ces change and the final return is not
guaranteed . However, what matters
is that the product achieves adver-
tised returns in normal markets. It
should be suitable for its prescribed
target market. The customer should
understand the risks. The product
must offer value to the customers.
At all stages of the transaction and
throughout the product’s life the
firms should be able to demonstra-
te it has the customers’ interest at
heart.

“The goal of innovation is to upset
current beliefs, behaviours, relation-
ships and technologies...” Business
Roundtable for Corporate Ethics In-
novation, 2008.

Innovation has the power to tota-
lly change a market and even make
a market completely disappear and
another appear. It may involve the
development of a product, the con-
solidation of several existing ideas or
the release of a new format for sale.
Innovation can be driven by a num-
ber of factors including a new idea,
a customer challenge, a new techno-
logical development or a regulation.

What are the drivers for
innovation in Finance?

There are multiple factors dri-
ving change. It is important to un-
derstand these drivers because they
shape the ultimate change. If we
want the final product to be ethical,
we need to understand what factors
might prevent that happening.

Banking Strategy and pressure
to drive profit

Recently banks have struggled to
make a good return on equity. Low
interest rates and increased regu-
lation have eroded margins. Many
banks have outlined future growth
strategies to shareholders and to
achieve this they will need to ensure
they innovate.

Technology

Technology has driven innova-
tion as new capabilities have allowed
products to be developed using new
platforms, tools and networks. For
example, increased smartphone and
tablet ownership (predicted to reach
3.4 devices per person by the end of
2015 (The Telegraph, 2015) has led
to the development of payment ser-
vices such as Barclays Pingit (which
allows customers to move money via
their mobile). Other technological
developments include robo-advi-
sing, virtual currencies and payment
solutions such as Apple Pay and
Google Wallet.

Customers embrace new techno-
logy and firms can use it to persona-
lise their service. For example:

* UK banks text customers when
they are approaching their current
account limit.

* Asset managers often have in-
ternet-only products.

e Firms utilise social media to
run promotion campaigns.
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Depuis la crise finan-
ciere, la régulation

a été Poutil de choix
pour éviter d’autres
scandales et crises. La
responsabilité person-
nelle que les régula-
teurs ont en point de
mire et la concurrence
pourraient avoir une
grande influence pour
changer la culture et
augmenter la part des
produits concus de fa-
con éthique. Toutefois,
meéme si la réglementa-
tion a un pouvoir fort
sur I'innovation, elle
n'est pas suffisante.

Customers: “The Millennials”
and the “Grey Pound”

Evolving customer tastes and
preferences are forcing innovation.
The “Millennials”, the next genera-
tion, are disillusioned by banks, no
longer trust their services and are
demanding change. This generation
does not fear the internet, having
grown up using it. Whilst data pri-
vacy is important to them, access to
funds, speed and ease of transactions
is critical. They have embraced so-
cial media and technology to suits
their lifestyles.

The aging population and pur-
chasing power of pensioners (and
those looking to save in their pen-
sion) is also causing changes in the
market. Low interest rates are cau-
sing people to look for innovative
ways to prevent their funds being
eroded.

Regulation

The finance market is closely
regulaThe finance market is closely
regulated. New regulations can lead
to products being banned or altered
which in turn necessitates the deve-
lopment of new products to replace
them. The FCA’s financial penalties
have increased considerably: “in the
two and a half years to 30 September
2014, the FCA and FSA imposed more
than £1 billion in fines” (Grant Thor-
nton, 2015). However, the reputatio-
nal damage, from regulatory censure
can be even more costly, often lea-
ding to a sharp decline in customer
confidence. This is helping to redu-

ce ethically risky ideas coming into
fruition.

The Competition and Markets
Authority (CMA)

Competition is a significant dri-
ver to improving conduct. Where a
market has many competitors, with
no entity controlling the market and
where customers can easily switch
provider, the firm’s reputation can
differentiate it from its competitors.
Potential customers consider the
firm’s treatment of its existing cus-
tomers and this encourages firms to
put ethics at the heart of their busi-
ness.

Historically, competition has
been low in financial services. As the
PCBS report stated, “[t]his lack of
competition... is an important reason
why banks can sustain poor standards
of conduct and do not seem to feel the
same pressure to respond to reputa-
tional damage as would be the case in
many other industries” (Parliamen-
tary Commission, 2013b).

The CMA promotes competi-
tion with the aim of making markets
work well for consumers, businesses
and the economy. It has substantial
powers to enforce change based on
its investigations. The CMA is inves-
tigating personal and small business
banking accounts. Despite systems
in place which make switching ac-
count easier, few have done this. The
results of this investigation could
drive innovation in current accounts
and force firms to reconsider how
they differentiate their products
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Les quantités de don-
nées disponibles grace
aux canaux numeé-
riques confrontent

les entreprises avec
des opportunités,
mais aussi avec des
dilemmes éthiques.
Elles doivent évaluer
ce qu'elles peuvent
utiliser pour aider

le client et quelles
données ne devraient
pas étre consultées.
Cela peut paraitre
facile, mais ne l'est pas,
car il faut prendre en
considération tous les
scénarios possibles.

Personal Accountability and
the Senior Managers Regime

“[1]f you want ethical cultures,
then you need ethical leaders.” (Stea-
re, 20006).

The FCA regulation intends to
hold senior individuals responsible
for what happens within their firm.
Mark Carney explained “Businesses
do not make decisions; individuals do”
(Bank of England, 2014b). This re-
gulation is expected to cause a large
cultural shift among leaders, moving
away from a rule-based approach
to a more sophisticated ethical ap-
proach. This change should help en-
sure that innovations are rigorously
evaluated, risks assessed and ethica-
lly dubious products prevented from
entering the market as, if not, there
could be severe penalties.

Whilst regulation is a powerful
force in ethical innovation, it is in
not enough. This is something even
the regulator is aware of. Wheatley
stated “Governments tend to respond
to scandal with regulations, without
considering that it’s this ‘obedience
culture’ that often fails in the first pla-
ce.” (Financial Conduct Authority,
2014d).

Ethical challenges
from new technology
innovations

New technologies present new
conundrums and potential conflicts
of interest which need to be conside-
red and managed. One such situation
is explained by Lewis (2014) who
sets out allegations explaining how

fibre cables changed how traders
and hedge funds did business. The
importance of speed was (allegedly)
exploited by high frequency traders
to front-run client transactions. The
lack of transparency made it diffi-
cult for anyone to understand what
was going on. It is unclear whether
firms had considered the ethics of
the new technology and the effect it
would have on their customers and
the market.

Ethical challenges
from data

An example of data privacy ethics
relates to new products like Osper
(2015) and Go Henry. They offer a
Prepaid Debit Card for young people
and parents. They allow parents to
know what their child is spending
their money on. These products
could prevent situations such as chil-
dren using debit cards online to buy
cigarettes and drugs (The Guardian,
2008). However, there is a question
surrounding whether children (es-
pecially if over 16 years old) should
or should not be entitled to any data
privacy?

Ethics of new commu-
nication tools

Social media allows firms to in-
teract with their customers in new
ways. The use of Facebook, Linke-
din and YouTube presents ethical
conundrums as the customers’ inter-
ests and the firm’s interest may ini-
tially appear to mismatch, especially
when considering how the firm uses
already visible data, such as relation-

MAKING INNOVATION IN FINANCE ETHICAL




Les commissions

sont un domaine tres
sensible pour toute
entreprise. Com-
prendre ce qui crée de
la valeur pour le client
est compliqué, mais
certains pensent que
toutes les entreprises
doivent étre capables
de le faire et de décider
en connaissance de
cause. Un tel exercice
met en lumiere les
services pour lesquels
les clients sont préts

a payer alors que
certaines entreprises
seraient tentées de les
fournir gratuitement.

ship status, private photos etc, and
how can firms use these platforms to
sell products?

An example in practice relates to
peer-to-peer lending sites. The FCA
released a warning about the online
marketing practices of such sites.
Peer-to-peer lenders connect savers
with parties that want to borrow.
Both parties benefit from better ra-
tes than they would receive from a
bank. Providers include Funding
Circle (allowed 7,000 businesses
to borrow £490m (The Guardian,
2015a), Zopa and RateSetter (The
Guardian, 2015c¢). There are also
investment-based crowdfunding
products where people invest in un-
listed shares or debt securities issued
by business. The FCA has concerns
that some lenders are mis-selling
their products: “Benefits are empha-
sised without a prominent indication
of risks” and information is “insuffi-
cient, omitted or ... cherry-pick[ed]”.

Ethics of new fee
structures

New products can solve a real
customer problem and initially ap-
pear to improve the market. But ca-
reful consideration needs to be given
to the whole offering.

Take the example of Osper and
Go Henry who charge multiple fees
for different services (data consoli-
dated from The Guardian (2014).
Osper:

e Free for the first year and then
after £10 a year per child.

* Charge £5 to close the account.

e Charge £3 for a replacement
card.

GoHenry:

e After a month’s free trial,
monthly membership costs £1.97
per child.

e Charge 50p per load from a de-
bit card.

e Charge £5 for a replacement
card.

I highlight these fees to illus-
trate the question: how does a firm
ensure it is delivering value for the
customer — integral to ethical busi-
ness practice? Assuming everyone
knows the charges in advance does
that make it ethical? These are fees
for services that most UK banks do
not charge. Fees are challenging for
new products and need to be carefu-
lly considered with putting together
new offerings.

Ethics of increased
complexity

AAs customers look to manage
risk and ensure a good return on
their money, this desire, partnered
with increasing technological de-
velopments, has led to the develo-
pment of ever increasing complex
products such as UCIS and CFDs.
These are hard for customers to un-
derstand. They struggle to interpret
the product features and evaluate
the risks involved. An FCA beha-
vioural economics paper found that
consumers use rules of thumb that
lead to errors in their expectations of
the value of complex products (Fi-
nancial Conduct Authority, 2013b).
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L’innovation respec-
tueuse de I'éthique
place les besoins du
client au cceur du pro-
jet. On peut faciliter
ceci et faire en sorte
que le produit aide le
client a résoudre un
probleme réel. Les en-
treprises doivent alors
prendre en compte des
produits qui ont un
impact pour le client. I
en va ainsi d'un acces
facilité aux services
financiers, d'une
culture centrée sur le
client et de la mise en
avant de I'éthique, de
l'assistance au client
pour l'aider a faire

de bons choix, de la
diminution du nombre
d’intervenants dans
une procédure et du
travail en toute trans-
parence.

A follow-up paper found that firms
cannot rely on customers to unders-
tand complex products and make
good decisions about them (Finan-
cial Conduct Authority 2014c). It
set out that investors have unrealis-
tically high expectations of product
return and are unable to evaluate
and compare complex products and
alternatives. This means consumers
may be making bad choices (Finan-
cial Conduct Authority, 2014c).

Use of Third Parties

Utilising third parties to make
sales or provide services such as
client introductions means that the
customer is not close to the enti-
ty that designed the product. The
distance can make it harder for the
product manufacturer to understand
the customer’s needs and vital infor-
mation can be lost. It can also make
it harder to ensure that the person
selling the product understands all
the features and risks of the product.
This is crucial to ensuring the cus-
tomer can make effective decisions.
This increases the risk of mis-selling
and the customer purchasing an un-
suitable product.

Due to the nature of the services
they provide, third parties such as
those who assist financial services in
winning or retaining business from
clients pose a risk of bribery and co-
rruption. In the majority of FCPA
enforcement actions the cause has
been a third party making a corrupt
payment, another ethical risk for
firms to consider.

What does good ethi-
calinnovation look like?

Products and services that are
ethical have the customers’ needs at
the heart of their design. Good ethi-
cal innovation often includes some
of the following;:

Increased access to banking
services

Lack of financial inclusion is a
huge problem for many would-be
users of financial services. Having
access to financial services reduces
income inequality, boosts econo-
mies, and helps the poor manage
risk (World Bank Development
Research Group, 2014). Bill Gates
states that access “help[s] the poor
radically transform their lives” (The
Verge, 2015).

Further, the World Bank Deve-
lopment Research Group (2014a)
found that digital payments can
promote women’s economic em-
powerment, thus reducing inequa-
lity. Innovations such as the mobile
banking services from M-Pesa and
bKash enable individuals in cou-
ntries where access to banking is
limited (i.e. Bangladesh, Kenya) to
make transactions via phone. More
than two thirds of the Kenyan adult
population use M-Pesa (The Econo-
mist, 2014).

These mobile payment services
have helped to reduce petty corrup-
tion; that is, the everyday abuse of
power by low and mid-level public
officials interacting with citizens in
their everyday life (Transparency In-
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Les innovations telles
que la possibilité de
faire des paiements a
partir des téléphones
portables sont révolu-
tionnaires et ont per-
mis aux gens d’accé-
der a de nouveaux
services bancaires. Si
ces modalités ont pu
diminuer la corruption
dans certains pays,
dans d’autres elles ont
facilité des activités
occultes, par exemple
le paiement des pots-
de-vin. Cela montre
que des innovations
peuvent avoir des
conséquences imprévi-
sibles.

ternational, 2015). To illustrate, in
2009 the Afghanistan government
switched to mobile transfers to make
salary payments direct to the poli-
ce. Many recipients received a 30%
pay increase (Foreign Affairs, 2014).
They had removed the corrupt midd-
lemen from the chain.

However, whilst mobile pay-
ments have the potential to reduce
corruption by increasing transparen-
cy and reducing middlemen - it is
not always straight forward. Foreign
Affairs (2014) cautions that firms
need to consider all impacts. For
example, it appears that in Kenya
mobile payments are being used to
bribe police (Foreign Affairs, 2014).
Further, mobile payments could
facilitate “smurfing”, (criminals di-
viding illegal transactions into nu-
merous small transactions to avoid
detection).

Firmsthat value ethics

Firms that appreciate the value
of being an ethical firm and see it
as a competitive edge are likely to
innovate to solve customers’ pro-
blems and not seek to exploit them
financially. Timothy Hudson, Global
Head of Conduct Risk at UBS, states
UBS “place a very high value on our
reputation: it can be a huge competiti-
ve advantage” (Ethical Corporation,
2014).

Customer-Centric Culture

When innovating, a firm’s cultu-
re is crucial to ensure a good outco-
me for all. An innovation that puts
a customer first, solves a challenge

they have been facing and/or seeks
to improve a service is likely to lead
to an ethical outcome.

Ensuring this culture is in place
can be challenging, especially becau-
se individuals employed in financial
services are often motivated to maxi-
mise their financial rewards.

However, one firm that has suc-
ceeded is a subsidiary of the German
Volksbanker Raiffeisenbanken (VR)
Group (Loch, Sting, Huchzermerier,
and Decker, 2012). For example,
they developed an innovative con-
sumer credit product “easyCredit”.
Loch, et al (2012) found it was uni-
que because the entire proposition
was based on fairness (unknown in
the consumer credit market). Fur-
ther, the firm provided extensive
training to all staff to ensure they
understand the firm’s core value “We
are an honourable merchant” and
expected this to be reflected in all
activities. All new products under-
go testing in credit shops to ensure
fairness. They listen to customers’
needs and respond for example, by
including a 30-day customer retrac-
tion period. All products have inde-
btedness protection built into them
to protect the customer (unique in
the market) as they believed it in the
customers’ best interest (Loch et al,
2012).

Helping the Customer Make
the Right Choice

Customers often make the wrong
decisions about products though
inertia, lack of understanding and
lack of time. Firms can design pro-
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Les entreprises ont
besoin de savoir
comment les clients
pensent et de quelle
facon ils prennent
leurs décisions d’achat.
Ils ne se comportent
pas toujours de

facon rationnelle et

les entreprises doivent
les aider a prendre
leurs décisions. Le fait
d’avoir une culture
d’entreprise adéquate
olt les besoins du client
sont au centre peut
faciliter la réalisation
de cet objectif.

ducts with this knowledge and help
the customer make the right choi-
ce. Thaler, R. & Sunstein, C. (2009,
ppl12) found that firms can “nud-
ge” people to make them wealthier.
Firms should consider how they
set default options for products. To
illustrate: firms could show product
options by level of risk or lifestyle
portfolio which could allow a cus-
tomer to easily select the product
which suited them the most (Thaler
& Sunstein, 2009, pp136-137).

Shorten chain (i.e.not broking)

Transactions that shorten the
chain, engendering a more direct
customer-firm relationship are likely
to lead to ethical outcomes. This is
because the ultimate firm is more
likely to understand the customer,
and the customer the product they
are selling. It also limits the addi-
tional commission payments and so
reduces the cost to the consumer.
An example includes CurrencyFair,
a peer-to-peer market for foreign ex-
change. They match buyers and se-
llers allowing them to swap curren-
cy. The CEO explains they created it
as “transferring money abroad was not
the way it could (and should) be: sim-
ple, fast, and above all, cheap!” (Cu-
rrencyFair, 2015). Customers can
exchange currency without paying
expensive bank fees. The rates on
CurrencyFair are much lower than
those of the market leading banks.
They estimate that their share on a
transaction equates to only 9% of the
average bank fee on the equivalent
transaction (The Wall Street Journal
Blog, 2014).

Transparency

Transparency helps ensure ethi-
cal outcomes. When a consumer un-
derstands the fees, and what parties
are earning on transactions, they are
more likely to be treated fairly and to
make good decisions.

This is illustrated by Thaler &
Sunstein (2009, pp138) who set out
that people struggle to translate abs-
tract concepts such as return and vo-
latilities in their lifestyle when they
are old. As many companies move to
online communication to advise cus-
tomers and advertise their services
this issue needs to be considered in
the product design. Web-only offe-
rings, such as Nutmeg, have digitali-
sation and changed how advice and
investment management is delivered
(Financial Times Advisor, 2015).
They set out risk thresholds and
communicate to customers in rea-
dily understandable language. They
use visual displays for maximum cla-
rity, disclosing fees and translating
difficult concepts into values that
consumers understand:

“If you invest £36,500

Your fee will be 0.9% per year
That’s just £6.32 per week

Which could be worth an
additional +£2,552 after 10 years”

Finally, transparency can reduce
the financial crime risks, preventing
tax evasion and money laundering.
To illustrate: one global bank is wor-
king with market sellers to help them
take payments from customers via a
mobile service rather than by cash.
This means the seller is no longer
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Il y a de nombreux mo-
teurs de changement.
Certains promeuvent
l'agenda éthique et
d’autres le bloquent.
Le développement de
nouveaux produits est
risqué d'un point de
vue éthique. A I'échelle
de l'entreprise, il y a
de nombreuses actions
que les institutions et
les individus devraient
mener pour s’assurer
que l'innovation est
éthique. Cependant,
Thomson Reuters
(2014) a trouvé

que seules 43 % des
sociétés financieres
prenaient en considé-
ration les risques de
manquement au code
de conduite lors de
I'élaboration de leur
stratégie.

Au niveau de l'entre-
prise, la premiere
mesure pour s’assurer
que les nouveaux
produits sont éthiques
est de fixer un cadre
pour l'innovation et de
vérifier qu'il est effecti-
vement respecté.

handling large amounts of cash and
all payments can be traced back. The
temptation to not declare revenues
is removed and the risk of the trader
being used to launder cash reduced.
Traders benefit as well as they are not
losing sales due to customers not ca-
rrying cash and they spend less time
managing cash floats and cashing in
at the end of the day.

Accountability

Innovation which has strong per-
sonal accountability at its core leads
to ethical outcomes. This is common
in small entities where any adverse
media or regulatory decision could
make them quickly insolvent.

Effective regulation

One of the FCA’s objectives is
to ensure that the relevant markets
function well (Financial Conduct
Authority 2014a). The regulator be-
lieves innovation is key to achieving
this as a powerful driver of effective
competition. They set up Project In-
novate (Financial Conduct Autho-
rity, 2014b) to support innovation
that benefits consumers. They allow
firms to consult with them and they
support them with authorisation pro-
cess.

How Can You Ensure
Future Innovation
is Ethical?

It has been highlighted that many
finance firms hold product innova-
tion high on their agenda. There are
many factors driving change. Some
drivers push the ethical agenda and

some have the potential to lead firms
away from this. Developing products
is ethically risky. Innovation poses
scenarios and risks not previously
experienced but ethical innovations
are possible and can help both indi-
viduals and firms to succeed.

There are many things on a mi-
cro-, firm-wide level that entities
and individuals should do to ensure
ethical innovation. However, Thom-
son Reuters (2014) found only 43%
of finance firms consider conduct
risk factors when discussing business
strategy and so with this considera-
tion I also set out some macro, bro-

ader considerations to ensure firms
do this.

Micro Factors

At a firm level, firms can ensure
that new products are ethical. An in-
novation framework for the business
to work within should help ensure
strong ethical outcomes. This fra-
mework should encompass the fo-
llowing elements:

Strategy/Obijectives: Firms should
set out their innovation strategy and
objectives. This should include put-
ting the customer first. This message
must be shared with all staff.

Risk Aware Culture: Firms should
ensure the firm is risk aware and puts
customers’ interests first. Innovators
need to be aware where ethical di-
lemmas lie. Firms that make ethics a
competitive edge are likely to deliver
ethical products.

Performance Incentives: Emplo-
yees need be incentivised to solve real
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Au niveau du pays

ou de la région,
certaines structures
facilitent 'innovation
de produits éthiques.
Les gouvernements
devraient veiller a ce
que le marché soit
compétitif, a utiliser la
réglementation pour
encourager la mise

en ceuvre des change-
ments de culture, de la
responsabilité person-
nelle, et de la trans-
parence chaque fois
que cela est nécessaire
pour aider le client a
prendre ses décisions.

Il y a eu un change-
ment dans 'appétit du
consommateur pour
les produits financiers.
Dans un environne-
ment de concurrence
croissante, les entre-
prises commencent a
chercher dans 'éthique

un avantage compétitif.

Elles tiennent alors a
s'assurer que 'éthique
est au cceur de toutes
les transactions, tout

customer problems rather than to
maximise profits. Incentives should
also encourage testing and collabora-
tion across the firm.

Governance: Senior managers
need to understand the customers’
needs and ensure that the charac-
teristics and objectives of the target
customers are considered. They need
strong oversight and ensure rigorous
challenge based on evidence . They
need to consider what are the con-
flicts of interest between stakeholder
groups and whether these have been
effectively managed. Ensuring firm-
wide collaboration, that is, conside-
ring a wide spectrum of opinions and
views will help ensure the product is
designed effectively.

Processes:

* Know your customer: Firms need
to identify who is going to use the
product — this includes understan-
ding their objectives, financial ne-
eds, ability to take risk and financial
understanding. They should identify
when the product will be used. Firms
should use data available to unders-
tand customer behaviour (this inclu-
des internal and external data such as
FCA customer types). Firms should
collaborate with customers throug-
hout the innovation process and
allow them to feedback and test all
new products.

e Know your distributor: Firms
should consider how the product will
be sold. They should consider if they
really need to use third parties or if
this function can be taken in house to
ensure the sales chain is short. This

allows the firm control and makes
two-way information from both the
customer to the firm and back easier.

Risk Assessment: Firms must ri-
gorously assess what the risks are and
consider all the features of the pro-
duct they are looking to launch. Key
questions include:

e Is this product going to help the
customer with a real problem?

¢ Is the product delivering customer
value?

* What risks could the product pose
to the customer?

* Systems: Firms must stress test and
model products using historic data,
projected future data and dummy
customer scenarios to ensure they
understand the product and how the
customer will respond to stress si-
tuations (job loss/change in interest
rates etc).

Macro Factors

Some drivers for innovation are
larger than can be managed at an
entity level. These macro factors en-
courage firms to put the micro factors
into place:

Competition: Regulators should
actively encourage and support com-
petition within financial services.
This may mean working with new
entities to help them deal with the
regulatory burden and ensure that
they can reach the market in a timely
fashion. It might mean considering
action when firms dominate markets.

Regulation: ~ Smart regulation

should encourage individual respon-
sibility and be backed up with enfor-
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au long du cycle de vie
du produit.

Faire le bon produit,
s’assurer d’emblée qu'’il
corresponde a l'intérét
du client, débouchera
sur les changements
nécessaires

cement action with strong penalties
when ethical failure occurs and cus-
tomers are not put at the forefront
innovation.

Transparency: Regulators should
help firms understand what the risks
are, what customer problems they
are aware of, and help supply any
data that firms could use to shape
solutions (innovations). They should
also ensure rules and expectations of
firms are clear.

Recession reduced interest rates,
reduced expenditure, caused indi-
viduals to consider their borrowing,
and how to ensure their savings were
not eroded. The constant “bad news”
stories have damaged confidence in

established banking firms and led to
customers looking beyond conven-
tional products for solutions. These
changes, combined with the increa-
sing technological capacity and indi-
viduals’ competence in using it cau-
sed a change in appetite for financial
products.

There has been a significant shake
up in the market and firms are star-
ting to make ethics a competitive di-
fferentiator and ensure it is the heart
of all transactions, throughout the
product lifecycle.

Getting the product right, ensu-
ring it is in the customers’ interest
right from its conception will make it
easier to deliver the change required.
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Tendering: Necessity
or Choice?

The role played by government in
establishing and growing a country’s
economy is critical. Apart from fiscal
and monetary policy-making gover-
nments are responsible for funding
projects that create a better business
environment and a skilled labour for-
ce. Such projects are aimed at impro-
ving infrastructure, maintaining the
rule of law, and providing citizens
with access to quality healthcare,
education and housing. All these go-
vernment services serve to grow the
economy by creating employment or
business opportunities. These servi-
ces may be provided directly by go-
vernment or outsourced to private
contractors (hereafter referred to as
‘procurement’). Procurement is typi-

cally achieved through a tender pro-
cess, where contractors bid for the
contract.

Procurement is advantageous in
that it provides business growth op-
portunities to contractors and service
providers and allows government to
access skills and expertise in order to
complete projects in a timely, cost-
effective manner. As government
projects are catalysts for a country’s
economy, ineffective implementation
and management of such projects can
have adverse effects on the economy
and society. Without sufficient em-
ployment and business activity, the
government cannot collect the requi-
red amount of revenue to maintain
or increase household incomes and
living standards. Lower household
income in turn affects education and
health levels — and thus the labour

WILL E-GOVERNMENT REDUCE CORRUPTION IN PUBLIC TENDERING?




Les prestations du
gouvernement en
faveur de la croissance
de I'économie peuvent
étre fournies directe-
ment par le gouverne-
ment ou sous-traitées
a des entrepreneurs
privés (ci-apres
“soumission”). La
soumission a généra-
lement lieu a travers
un appel d’offres qui
présente l'avantage

de permettre aux
entrepreneurs et aux
prestataires de services
de développer leurs
activités et au gouver-
nement d’avoir acces

a des compétences et
a de l'expertise pour
pouvoir mener a bien
des projets de facon
appropriée et rentable.

“Parmi les catégories
de crimes écono-
miques, les pots-de-vin
et la corruption ont crit
le plus rapidement en
Afrique du sud depuis
2011. Les organisa-
tions sud-africaines
subissent significative-
ment plus de fraudes
en matiere de passa-
tion des marchés, en
ressources humaines,
de pots-de-vin et de
fraudes dans les états
financiers que toutes
les autres organisa-
tions... Plus d'un

force becomes less efficient, and the
cycle continues.

Economic Climate:
Tumbling BRICS?

South Africa has experienced
accelerated economic growth since
attaining democracy in 1994. Prior
to this the economy was in decline
due to sanctions imposed on the
apartheid government (Faulkner
& Loewald, 2008). In spite of this,
there have been several challenges
to developing the country’s eco-
nomy — most notably in the past de-
cade. As a developing nation, South
Africa’s forecast GDP growth (2.0%
in 2015) pales in comparison to
other emerging markets such as Ni-
geria (4.2%), Turkey (3.5%), India
(7.0%) and Indonesia (5.8%) (Pri-
cewaterhouseCoopers, 2015).

The South African economy is
currently in a group known as the
‘Fragile Five’, which have seen wi-
dening current account deficits and
depreciating exchange rates over

the last few years (Boxshall, Zim-
mern, & Kupelian, 2014).

Much of the blame for the lack
of economic growth has been placed
on the South African government’s
inability to accomplish its infras-
tructure projects and delivery of
services on time — and within bud-
get. Due to under-investment in
electricity production, South Africa
is also currently facing an energy
crisis that threatens to derail the
economy. Examples of shortco-
mings in service delivery include
reported delays in the completion
of government hospitals and power
stations, and delays in delivering
school books. These deficiencies
may be due to a combination of skill
shortages, limited access to capital,
and corruption.

“Bribery and corruption has been
the fastest growing economic crime
category in South Africa since 2011.
South African organisations suffer
significantly more procurement fraud,
human resources fraud, bribery and

Figure 1 . Emerging market current accounts, with the ‘fragile five’ depicted

in the grey area
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quart des répondants
sud-africains ont dit
que leurs organisations
avaient d payer un
pot-de-vin dans les
derniers 24 mois. De
plus, un cinquieme
pense qu’ils ont perdu
un marché car un
concurrent avait payé
un pot-de-vin.” - PwC
Global Economic
Crime Survey (Februa-
ry 2014).

En 1994, le gouverne-
ment sud-africain a mis
en route le Black Eco-
nomic Empowerment
(‘BEE’). Ce programme
d’empowerment (mon-
tée en puissance) — qui
met l'accent sur l'ori-
gine raciale et sociale —
a conduit a 'échec des
sanctions a 'encontre
des comportements
non éthiques et a mené
a des niveaux crois-
sants de corruption

et de népotisme dans
les processus d’appel
d’offres du gouver-
nement. Il existe de
nombreux exemples
de personnes qui se
sont enrichies grace

a la corruption dans
les appels d’offres,
basée sur les relations
personnelles et les rap-
ports avec de puissants
fonctionnaires.

financial statement fraud than or-
ganisations globally ... more than a
quarter of South African respondents
reported that their organisations had
been asked to pay a bribe in the last
24 months. In addition, one fifth of
South African respondents believe
they lost a business opportunity be-
cause a competitor had paid a bribe.”
PwC Global Economic Crime Sur-
vey (February 2014) || (p.4).

Corruption has become a recu-
rring theme in daily news headli-
nes and appears to be rampant. If
left unchecked, levels of corruption
will continue to rise and economic
growth will continue to decline. Ac-
cordingly, this paper analyses the
reasons behind unethical behaviour
and suggests solutions for addres-
sing the issue of corruption in the
government tender process. The
discussion proceeds as follows: sec-
tions 2 and 3 identify issues in the
current tendering process; section 4
analyses reasons for unethical beha-
viour; section 5 proposes a solution;
section 6 provides a framework for
implementing the proposed solu-
tion; and section 7 presents a con-
clusion.

Current State of Affairs

After attaining democracy in
1994, the South African government
implemented an economic transfor-
mation programme known as Black
Economic Empowerment (hereafter
‘BEE’) — to redress economic dispa-
rities created by the apartheid regi-
me. BEE aims to bestow economic

privileges to previously disadvanta-
ged racial groups through initiatives
such as preferential employment and
procurement. Black equity stakes
have increased from just under 1%
in 1994 to 7-8% in 1999 (Edigheiji,
1999). A 2014 study suggests that
most South African business mana-
gers, regardless of race, agree that
BEE is aimed at broadening the eco-
nomic base of the country; however,
many disapprove of the manner in
which the policies are being imple-
mented (Rensburg & Roodt, 2005).
Critics of BEE argue that the empha-
sis on race and social background re-
sults in trivialisation of the necessary
skills, qualifications and experience
required to perform competently in
a job or project. In particular, go-
vernment departments place great
emphasis on BEE initiatives — some-
times to the detriment of progress on
high-impact projects that are crucial
for social progress and economic
growth. In fact, the emphasis on race
while downplaying other important
criteria, coupled with the failure to
penalise unethical behaviour, have
led to increasing levels of corruption
and nepotism in government tender
processes.

There are numerous instances
of individuals becoming wealthier
through corruption of tender proces-
ses, based on personal relationships
or connections with powerful gover-
nment officials. Frequently, newly
‘empowered’ companies are created
for the sole purpose of qualifying for
government tenders — even though
such companies have no operating
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La Constitution de la
république d’Afrique
du Sud prévoit que
lorsqu’un organe

de I'Etat passe une
soumission pour des
biens et services, il
doit le faire en accord
avec les principes
d’impartialité, d’équité,
de transparence, de
compétitivité et de
rentabilité. Au cours de
l'appel d’offres, les vio-
lations de ces principes
peuvent se produire a
différentes étapes.

Une défaillance dans la
planification du budget
peut entrainer une aug-
mentation des cotts,
une mauvaise utilisa-
tion des ressources, des
produits, des services
ou des compétences.
En plus, des spécifi-
cations dans l'offre
peuvent étre biaisées
dans le but d’augmen-
ter les chances d’'un des
concurrents en parti-
culier de remporter le
marché.

history and no credentials. In Sep-
tember 2014, a statement released
by the Department of Public Works
revealed that over 100 fraud and co-
rruption cases involving over ZAR34
billion were being investigated. One
case involved the signing of a three-
year contract to redesign a provin-
cial government website at a cost
of ZAR40 million. The website ap-
peared to have been created using a
US$40 WordPress theme and became
the most expensive website ever built
in South Africa. News reports stated
that even the websites of financial
institutions, which need protection
of sensitive data transmissions, cost
much less — around ZAR12 million.
The winner of the provincial websi-
te bid reportedly held tenders with a
number of provincial departments,
and “was awarded the tender even
though two other companies submit-
ted significantly lower bids” (Mail &
Guardian, 2013).

Where Things
Go Wrong

Pre-tender Stage

This stage involves planning,
strategising, budgeting and provi-
ding a clear statement of objectives
and required outcomes. Failure to
do so can lead to increased costs,
misuse of resources and an unsui-
table product, service and/or skills.
In addition, bid specifications may
be biased with the goal of increa-
sing the odds of a specific bidder
winning. In 2009, a series of secu-
rity upgrades for the South African

President’s private homestead were
approved. The total cost of the up-
grades was ZAR246 million — some
8.4 times the budgeted cost. Much
of the cost escalation was reported to
have happened as a result of uncon-
trolled scope creep on the upgrade
(Madonsela, 2014).

Tendering Stage

The tendering stage begins with
a public invitation to tender: appli-
cants are required to submit docu-
ments to a bid committee, which
will then evaluate and assign scores
based on price, functionality and
BEE objectives. The bid is awarded
to the highest scorer. It is during this
stage that ethics play an important
role, if fairness and the advantages
of competition are to be achieved.
However, this stage is the most liable
to manipulation and the abuse of po-
litical power (PricewaterhouseCoo-
pers, 2014). Violations at this stage
may include manipulation of scores,
political interference, exertion of
influence, and undeclared conflicts
of interest — amongst other things.
Such infractions have far-reaching
consequences: failure to fulfil the
contract, hindrance of entrepreneu-
rial growth, and claims of bias or fa-
vouritism where a conflict of interest
exists.

Media reports disclosed that an
investigation by Gobodo — a foren-
sic accounting firm — found that the
construction of a mental hospital was
awarded to Vista Park Developers
against the Department of Roads and
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L'étape de l'appel
d’offres est la plus
exposée a la mani-
pulation et aux abus
de la part du pouvoir
politique. A ce stade,
les violations peuvent
inclure la manipula-
tion des notations,
l'interférence politique,
I'abus d’influence et les
conflits d’intéréts non
déclarés. L'importance
étendue de ces conflits
a donné naissance au
terme sud-africain
d“offrepreneur” qui
désigne au sens large
un individu dont les
affaires prosperent
uniquement sur la base
d’offres remportées
grace a l'influence
politique.

Les domaines cou-
rants de non-respect
pendant I'étape post
appel d’offres incluent
: 'adaptation des
contrats de services
afin de favoriser cer-
tains fournisseurs, une
supervision inadéquate
des mandataires et le
paiement de factures
fictives. A cela s'ajoute
le fait que des spéci-
fications incompletes
des résultats demandés
créent des difficultés
pour évaluer objecti-
vement la performance
consécutive a la réali-
sation.

Public Works' (hereafter ‘DRPW’)
recommendation to award it to
the highest-scoring bidder (Evans,
2012). It was also highlighted that
Vista Park Developers was well con-
nected with senior politicians. The
Gobodo report asserted that Vista
Park Developers did not have all the
required bid documents. Moreover,
the bid committee’s decision could
not be justified as other key docu-
ments were found to be missing.
The estimated construction cost
increased from ZAR290 million to
ZAR1.8 billion, with a seven-year
delay in completion of the hospital.
Even when it became apparent that
Vista Park Developers was in breach
of contract in 2007, and unable to
deliver on time and within budget,
DRPW officials failed to act. The
DRPW finally cancelled the contract
in 2009.

As demonstrated in the exam-
ple above, a conlflict of interest ari-
ses when a bidder has a personal or
business relationship with a state
official who has influence over the
bidding process or any other aspect
of the contract. The widespread pre-
valence of such conflicts has given
rise to the South African term ‘ten-
derpreneur’. The word is broadly
understood to describe an individual
whose business thrives solely becau-
se of tenders won through political
influence. South African law genera-
lly prohibits members of public bo-
dies from performing remunerative
work or holding private interests in
a contract with that body — but ex-
ceptions are authorised in certain

instances. It is clear that unethical
authorities may approve exceptions,
even where it is obvious that perso-
nal interests supersede the public
interest. For example, the Auditor
General of South Africa reports that
three-quarters of government ten-
ders in the Eastern Cape are awarded
to companies owned by government
officials and their families (Flower-
day, Rama, & Boucher, 2012). Lack
of objectivity in the tender process
leads to diminished faith in the fair-
ness of the process; contractors will
avoid submitting bids if they are
rejected for arbitrary or unclear re-
asons — resulting in fewer bidders,
less competition and higher prices
(OECD Policy Briefs, 2008).

Post-tender Stage

During this stage, contracts and
service level agreements (hereafter
‘SLAS’) are signed by all parties, the
scope of work is confirmed, and the
purchase order (or service order) is
issued. Throughout the course of
the contract there should be regular
supervision of work performance to
ensure compliance with SLAs, and
penalties or termination notices is-
sued, if necessary. Changes to the
scope of work or the budget should
go through the approval process
specified in the contract. Common
areas of non-compliance during the
post-tender stage include tailoring of
SLAs to benefit suppliers, inadequate
supervision of contractors, and pay-
ment of fictitious invoices. In addi-
tion, poor specification of required
outcomes may cause difficulties in
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Le gain personnel ou
financier est le moteur
irrésistible du mauvais
comportement éthique.
Dans une perspective
utilitariste de risque et
rendement, la fraude a
l'appel d’offres présente
un faible niveau de
risque et une perspec-
tive de gain tres élevé.
On estime que le cout
des fraudes financieres
en Afrique du Sud

a dépassé 1 milliard

de ZAR en 2012. La
découverte la plus
inquiétante est que ce
type de comportement
ne semble pas avoir de
conséquences signifi-
catives.

post-implementation
evaluation.

performance

The diagram below, based on
a 2014 PwC survey conducted in
South Africa, shows the percentage
of survey respondents who believed
that a particular step in the procure-
ment process is susceptible to fraud
(PricewaterhouseCoopers, 2014).

Causes of Unethical
Behaviour

It is clear that the underlying
cause of procurement policy vio-
lations, throughout the tendering
process, is unethical conduct. A
2010 study (Ermongkonchai, 2010)
found that the single most compe-
lling driver of ethical misconduct is
personal or financial gain. Periphe-
ral themes from the study include
social norms, process loopholes,
and pressure for performance. Ad-
mittedly, there are loopholes in po-
licies governing public procurement
and contracting — due to some ex-
ceptions that have been allowed for
as part of the rules. However, the

sheer scale of unethical conduct and
the huge financial gains associated
with such conduct, are glaringly ob-
vious. In fact, of the many cases of
fraud and corruption reported, the
majority of perpetrators do not su-
ffer any consequences and are not
brought to book. The lack of conse-
quences, coupled with the potential
for large gains, exacerbate unethical
behaviour. A 2012 report on finan-
cial misconduct by the law firm Ed-
ward Nathan Sonnenbergs (hereaf-
ter ‘ENS), states that (Allwright):

“The most troublesome finding is
that there appeared to be no meanin-
gful consequence to financial miscon-
duct. Although 88% of officials were
found guilty of misconduct in the ca-
ses, the most common sanction for fi-
nancial misconduct was a final written
warning (43%). Only 19% of officials
found guilty of financial misconduct
were discharged from the public ser-
vice. The majority of perpetrators re-
main in their positions and often con-
tinue to commit financial misconduct.
The losses from the finalized cases of

Figure 2 . Prevalence of Procurement Fraud by Process Stage

Invitation for quotes/bld process _“

Vendor selection |

Vendor contracting/maintenance

Quality review
Payment process
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(Source: PwC Global Economic Crime Survey (February 2014))

FINANCE & THE COMMON GOOD/BIEN COMMUN



La théorie des jeux
appliquée aux situa-
tions de corruption
montre que lorsqu'une
firme concourt pour
un appel d’offres en
présence de fonction-
naires corrompus, la
stratégie dominante,
indépendamment du
fait que l'autre entre-
prise soit corrompue
ou innocente, serait
qu’elle verse des pots-
de-vin. Quand il existe
un dilemme du pri-
sonnier, les entreprises
et les fonctionnaires
ont intérét a coopé-
rer en excluant de la
compétition les autres
entreprises.

financial misconduct totalled ZAR346
million, and only 13% of this amount
was recovered from officials (ZAR44
million) whilst 87% remained lost to
the public service (ZAR302 million).”
— ENS report (2012) || (p.3).

From a risk and reward utility
perspective, there appears to be low
risk — but very high return asso-
ciated with tender fraud. The ENS
report further states that financial
misconduct was estimated to ex-
ceed ZARI billion in 2012. This is
comparable to playing the lottery in
which a small risk is taken, with the
possibility of large gains. The diffe-
rence, however, is that the probabi-
lity of a large gain from playing the
lottery is almost zero — whereas the
chance of a high gain from commit-
ting tender fraud is almost surely
certain.

From a behavioural perspective,
any of the following behavioural
biases may be applicable to indivi-
duals involved with tender fraud:

 optimism bias and illusion of
control: individuals may feel that fi-
nancial gain is guaranteed and that
there will be no consequences;

e regret aversion: individuals
may observe their colleagues be-
nefitting from unethical behaviour
and attempt to benefit themselves

before the status quo changes;

* role fulfilment: conforming to
the expectations of other decision
makers; and

* framing bias: altering the repre-
sentation of the risks or rewards so

as to make the decision appear to be
beneficial.

Such biases reflect the psycholo-
gy of the decision-maker and affect
the ability to make rational deci-
sions. They often lead to suboptimal
decision-making through satisficing
— that is, accepting a solution that
only just meets the objectives and
is considered to be good enough.
Combining behavioural biases with
the expected gain from misconduct,
it is easy to see that an unethical
individual will weigh up personal
financial gain against the universe
of possible suboptimal decisions.
Where the risk of consequence is
low, an unethical decision-maker
will satisfice, while attempting to
maximise personal gain.

A Game Theory
Explanation

Game theory models of corrup-
tion give us some insights into the
economics of corruption. A paper
by John MacRae (McRae, 1982)
shows that when firms are com-
peting for a tender in the presence
of a corrupt official, the dominant
strategy, regardless of whether the
other firms are also bribing or inno-
cent, might be for the firm to bri-
be. The same paper also shows that
when a prisoner’s dilemma exists, it
is propitious for firms and officials
to cooperate by excluding other
firms from competing altogether.

Reference is made to MacRae’s
paper and inspiration taken from
its mathematical notations in order

WILL E-GOVERNMENT REDUCE CORRUPTION IN PUBLIC TENDERING?




Le dilemme du prison-
nier se pose si le gain
attendu est plus impor-
tant que le montant de
l'amende que I'entre-
prise devrait payer si
elle était sanctionnée
pour autant qu’elle ait
effectivement payé des
pots-de vin. Les leviers
disponibles pour frei-
ner la corruption sont
les suivants : réduire la
capacité d'un fonc-
tionnaire corrompu a
influencer la décision,
augmenter les amendes
et la probabilité d’étre
attrapé.

to better understand what initiates
corrupt strategies. The theory is
applied below to the simplified case
of two competing firms bidding for
a tender and faced with the decision
to bribe or not to bribe.

The following is assumed :

e Firms A and B have the same
probability, p, of winning the ten-
der, p=50%;

* The price for the winning firm
is P, for instance P=$100;

e p’is the probability of winning
the contract, if firm A (respectively
B) is bribing and firm B (respecti-
vely A) is innocent;

* p’is defined as p’=p+a(1-p);

* a reflects the ability and pro-
pensity of the corrupt official to in-
fluence the decision, and 0<a <I;

* p” is the probability of the in-
nocent firm winning the contract, if
the other firm is bribing, and is gi-
ven by p”=1-p’.

e There is a fine, F, if a firm

gets caught bribing. For instance
F=$200;

e There is a probability p' of
getting caught if both firms are co-
rrupt, and p? if the other firm is in-
nocent. For simplicity, it is assumed
that p'=p?=p, and thus p"=5%.

Here we take a=0.5, meaning
that the official can ensure a corrupt
firm gets the project with 75% con-
fidence (p’=0.75), but cannot gua-
rantee it completely. Putting it all
together yields the following possi-
ble outcomes:

Table 1: Possible payoffs for
firms A and B

Payoff to|Firm B|Firm B
A, Payoff | corrupt |non-co-
toB rrupt
Firm A | pP-p', p'P-p'F,
corrupt pP_pFF (1_p|)P
Firm A | (1-p)P, pP, pP
non-co- [ yp.pF

rrupt

Applying the assumptions on
the values gives:

Table 2: Example payoffs for
firms A and B

Payoff to|Firm B|Firm B
A, Payoff [ corrupt |[non-co-
to B rrupt
Firm A |40, 40 65, 25
corrupt

Firm A |25,65 50, 50
non-co-

rrupt

The Prisoner’s
Dilemma

The payoff matrix above shows
that being corrupt is a dominant
strategy for both firms — resulting in
a prisoner’s dilemma. Bribing is the
best strategy for both firms, wha-
tever the other firm does. If firm B
decides to be innocent, A would do
well to bribe — gaining an expected
$65 instead of $50. If B decided to
be corrupt, A could stand to win
only an expected $25, while it could
improve the payoff $40 by also deci-
ding to bribe.
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Les systemes techno-
logiques d’information
et de communication
concernant les services
proposés par I'Etat ont
réduit avec succes le
contact entre les fonc-
tionnaires corrompus
et les citoyens et ont
augmenté la transpa-
rence et la responsa-
bilité. Les avancées de
I'e-gouvernement ont
beaucoup d’avantages
tels que la gestion
efficace des fonds
publics, la diminution
de la corruption des
fonctionnaires et une
confiance croissante
dans le gouvernement.
De nombreux pays ont
confirmé avoir réalisé
des progres apres la
mise en ceuvre des
mesures d’e-gouverne-
ment.

Going back to the first payoff
matrix, we can see that bribing is
a dominant strategy when the fo-
llowing conditions are met:

pP-p_F F>(1-p~)P (1)
p~ P-p_F F>pP )

The first condition implies that
it is more profitable to be corrupt
when the competing firm is not,
while the second condition implies
that it is more profitable for both
firms to be corrupt, than not.

Condition (2) is more constra-
ining here and suggests that there
exists a prisoners’ dilemma, when:

aP>p_F F(1-p) 3)

That is, the expected payoff gi-
ven that a firm succeeds in bribing
the official and winning the con-
tract, should be greater than the ex-
pected fine given that the violating
firm is caught.

Equation (3) shows that the
levers that can be used to curb co-
rruption, as a dominant strategy,
are:

* Reducing a, the propensity of
the official to individually award
tendering decisions. This could be
achieved by, inter alia, better re-
cruitment, improved working con-
ditions, better scrutiny, and better
salaries, as was the case in Singapo-
re (Quah, 2001);

* Increasing the fine, F; and/or

* Increasing the probability of
getting caught, p".

The tendency of the official to
influence a decision is linked to

the moral principles that govern a
person’s behaviour — that is, his/her
ethical code. Morals can be in direct
conflict with the rational choice of
dominant strategy, thus leading to
cognitive Cognitive
dissonance is defined as the men-
tal stress or discomfort experienced
by an individual who holds two or
more conflicting ideas. In some ca-
ses, cognitive dissonance can over-
come rational behaviour, and vice
versa.

dissonance.

Due to the unpredictable outco-
mes associated with cognitive dis-
sonance, it is difficult to design a
solution that curbs corruption by
influencing a person’s moral code.
A more efficient approach would be
to consider a solution that centres
on increasing penalties, increasing
the probability of being caught, and
decreasing the individual’s ability
to influence decisions. The use of
information and communication
technology systems for delivering
government services has successfu-
lly achieved these objectives. Such
systems, referred to as e-governan-
ce, have been deployed across many
countries..

The Case for
e-Governments

The emergence of e-governance
in the last few years has had a po-
sitive impact on corruption in many
countries — albeit with varying le-
vels of success. The mechanisms
through which e-government works
are straightforward: e-governments
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Meéme si la mise en
ceuvre actuelle de
soumission publique
en ligne a favorisé la
transparence dans

le processus d’appel
d’offres, cette trans-
parence ne va pas
forcément déboucher
sur la responsabilité ou
sur objectivité. 1l en
résulte que les appli-
cations de l'e-gouver-
nement ne réussissent
pas forcément a limiter
les comportements non
éthiques. La these sou-
tenue dans ce papier
est que les applications
de l'e-gouvernement
devraient conduire a
des prises de déci-
sion automatiques au
niveau de I'adminis-
tration publique. Nous
proposons un systeme
adaptatif qui analyse
les offres et facilite la
sélection du sou-
missionnaire le plus

appropri€.

reduce contact between corrupt offi-
cials and citizens and increase trans-
parency and accountability (Ander-
sen, 2008). E-government reforms
have many benefits such as effective
management of public funds, reduc-
tion in bribery of government offi-
cials, and increased confidence in
government. Many countries have
reported realising such benefits —
post-implementation of an e-gover-
nment application:

e In Chile, the ChileCompra e-
procurement system has been used
to allow government officials and ci-
tizens to compare the costs of bids to
and services purchased by the gover-
nment. The prices of more than 500
outsourced services from over 6,000
providers are included in the system
(Shim & Eom, 2008). The system
saves approximately US$150 million
annually by preventing price fixing
or inflation by corrupt officials and
contractors (Bertot, Jaeger, & Gri-
mes, 2010).

e The Bhoomi electronic land re-
cord system in Karnataka, India, was
estimated to have saved 7 million
farmers 1.32 million working days
in waiting time and Rs806 million
in bribes to local officials in its first
few years of operation. The Bhoomi
system was designed to maintain
records of rights, tenancy and culti-
vation — which are crucial for trans-
ferring or inheriting land and obtai-
ning loans. By computerising these
records, farmers were able to bypass
officials who often demanded bribes
in exchange for any services related
to the access and updating of these

records. Before the system, the ave-
rage land transfer required Rs100 in
bribes, while the electronic system
only requires a fee of Rs2 (Bertot,
Jaeger, & Grimes, 2010).

* An impressive and well-known
example of the potential of e-gover-
nments is the Seoul Metropolitan
Government’s Online Procedures
Enhancement for civil applications
(OPEN) system — which was laun-
ched in 1999, with multiple distinct
anti-corruption measures embedded
into the functions of the system. The
OPEN system was implemented to
reduce the number of places that
government officials and citizens
interacted directly. It effectively re-
duced channels through which citi-
zens were forced by government offi-
cials, who processed applications, to
pay “express fees” in order for their
applications to be processed. The
project was lauded as a success by
the public, with 68% of the residents
of Seoul crediting OPEN with noti-
ceably reducing government corrup-
tion in its first five years of operation
(Bertot, Jaeger, & Grimes, 2010).

Improving
e-Governance

As with any tool, the user and
outcomes required should dictate
who should use the application, how
it should be used, and the extent to
which any current process will be al-
tered as a result of deploying the tool.
While anecdotal evidence has shown
that current e-procurement imple-
mentations have promoted transpa-
rency in the tendering process, this
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Une plate-forme
Internet accessible au
public comprenant les
formulaires d’appel
d’offres améliorerait la
transparence et la res-
ponsabilité. Un module
automatisé de notation
permettrait de créer
une liste restreinte des
candidats avec le meil-
leur score, garantissant
I'objectivité. Un comité
pour les appels d’offres
constitué de simples
citoyens tirés au hasard
se réunirait pour se
prononcer sur la liste
restreinte et choisir le
gagnant, évitant ainsi
I'abus d’'influence et de
pouvoir.

Le succes d'une
économie dépend de

la capacité du gou-
vernement a créer un
environnement propice
aux entreprises et a
I'emploi. La croissance
économique dans les
pays en développement
est souvent biaisée a
cause de la corrup-
tion. Ainsi, les faibles
risques et le grand
potentiel de gains
associés a la corruption

is not enough as it does not address
the potential abuse of power later on
in the process. In some countries,
increased transparency may not ne-
cessarily lead to accountability or
objectivity. The reasons for this may
be threefold. Firstly, e-governments
may have web-based platforms that
are not accessible to all members of
the public due to poor broadband
infrastructure — thus impacting on
the level of transparency that can be
achieved. Secondly, citizens may not
have the capacity to act on available
information which impacts on their
ability to hold government accoun-
table. Thirdly, while some e-govern-
ment systems offer a complete set of
alternative actions, there are insuffi-
cient controls to ensure that the best
alternative is selected. Given these
possible shortcomings, data-driven
e-government applications may not
have the desired effect on unethical
conduct.

The thesis of this paper is that
e-government applications should
be extended to automated decision-
making in public administration.
Sheridan established a scale of stages
of automation of e-government im-
plementation (Sheridan, 1992).

1. The computer offers no assis-
tance, the human must do it all.

2. The computer offers a comple-
te set of action alternatives, and

3. narrows the selection down to
a few, or

4. suggests one, and

5. executes that suggestion if the
human approves, or

6. allows the human a restricted
time to veto before automatic execu-
tion, or

7. executes automatically, then
necessarily informs the human, or

8. informs him/her after execu-
tion only if he/she asks, or

9. informs him/her after execu-
tion, if it, the computer, decides to
do so.

10. The computer decides
everything and acts autonomously,
ignoring the human.

We propose that the current level
of automation should be advanced
from stage two to stage five automa-
tion. This would entail the design of
an adaptive system that scores bids
according to a pre-defined set of
criteria, examines the bidders’ pre-
vious performance (if applicable),
and creates a shortlist of the best
candidates. All decision-making data
would be stored and made publicly
available to ensure transparency and
to improve accountability.

The idea of placing trust in a
computer to make the right deci-
sions may be unnerving. However,
automation has been successfully
implemented in many other areas
of business. One example is that of
American banks which make use of
the automated Fair Isaac Corpora-
tion (“FICO”) credit score in con-
junction with automated underwri-
ting systems to approve or decline
credit applications (Herron, 2013).
With many countries around the
world now implementing e-govern-
ment systems, it is certainly plausi-
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favorisent le compor-
tement non éthique.

Si 'on veut assurer la
transparence, l'objecti-
vité et I'efficacité, il est
indispensable de limi-
ter l'influence humaine
dans le processus de
prise de décision. L’e-
gouvernement trace le
chemin que certains
gouvernements choi-
sissent de suivre. Une
plus grande automati-
sation est une solution
qui évite qu'un seul
individu ou organisme
puisse exercer une
influence absolue sur
le processus d’adjudi-
cation. La corruption
pourrait donc étre trai-
tée avec efficacité et les
bénéfices socio-écono-

miques étre maximisés.

ble that these kinds of systems will
be advanced to make decisions in the
near future.

Ensuring Objectivity
through Automation and
the Use of Technology

The use of technology can elimi-
nate the strategic incentives and be-
havioural biases that lead to unethi-
cal decision making. There are three
factors which technology can impro-
ve:

* Transparency and accountabi-
lity.

* Objective scoring of applica-
tions.

e Inappropriate influence and the
abuse of power.

We propose:

1. A web-based platform on
which tender applications can be
lodged and reviewed. The platform
will provide users and the public
with the following information:

e All live tenders.

* Details of all applications recei-
ved — i.e. bid documents, legal state-
ments and disclosures.

* Any conflicts of interest iden-
tified.

e Score criteria.

 Previous tenders awarded and
performance and delivery reports.

While a high level of transparen-
cy will be a feature of the system,
applicants will only be identified
by bidder numbers. By keeping the
identities of the applicants confi-

dential the likelihood of bid-rigging
through price fixing will be reduced.

2. An automated scoring mo-
dule that scores tender applications
based on, but not limited to, the fo-
llowing criteria:

 Applicant’s credentials, perfor-
mance on previous projects, align-
ment to current transformation poli-
cies, and competitiveness of pricing.

e Additional benefit to society
that the applicant may provide that
could justify extra cost, e.g. environ-
mentally friendly initiatives, share
schemes, job creation, and commu-
nity service initiatives.

* The scoring module will be de-
signed to create a shortlist of appli-
cants who achieved high scores. In
the event that an applicant has outs-
cored others by a significant mar-
gin, the system will propose that the
applicant be awarded the tender. If
the scores are close, the system will
compile a shortlist for adjudication.

* In order to promote competi-
tion and distribution of wealth, the
system should highlight instances in
which the bidder has won multiple
tenders.

e Random selection of bid com-
mittee. The system will have a da-
tabase of preselected adjudicators
who can be called upon to form a
committee. The committee will be
made up of a random selection of a
combination of private- and public-
sector stakeholders with the neces-
sary expertise. The committee will
be tasked with approving the win-
ning bidder or will need to assess
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the shortlist of applicants and then
award the tender. Committee mem-
bers will be informed via email that
they have been appointed, but will
have no knowledge of the identity
of other committee members. Com-
mittee members will not be required
to deliberate with one another and
in most instances will be required to
make an independent decision. All
decisions will be logged through the
system, and several iterations of ad-
judication may be necessary to reach
a final decision.

Conclusion

The success of an economy hin-
ges on a government’s ability to
create an environment that is con-
ducive to business and employment.

Economic growth in developing
countries is often derailed because
of corruption. More specifically, the
low risks and large potential rewards
associated with corruption precipi-
tate unethical conduct. In order to
ensure transparency, objectivity and
efficiency, it is necessary to limit
human influence in the decision-
making process. The emergence of
e-governance demonstrates that this
is the path that some governments
are choosing to follow. Further au-
tomation is proposed such that no
single individual or body can exert
absolute influence over the procure-
ment process. In this way, corrup-
tion can be dealt with effectively
and socio-economic benefits can be
maximised.
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Obsetvatoite de la Finance

The Observatoire de la Finance was set up in response to a question raised in the early
1990s: what is the purpose of financial markets? The report entitled Financial markets: mission
impossible?, which was published in 1993, led three years later to the establishment of the
Observatoire de la Finance.

Today, the Observatoire de la Finance is a think tank that provides a link between financial
techniques and practices and the demands of the common good. In doing so, it endeavours
to clarify what is happening, and then investigates why. The Observatoire de la Finance is an
independent, apolitical and non-religious body.

The Observatoire’s activities are aimed at:

® Developing and formulating ideas. The Observatoire engages in inquiry and multidisciplinary
diagnosis regarding selected aspects of the economy and finance and their relationship to so-
ciety.

® Proposing new leads and views. Following this process of inquiry, the Observatoire compares,
tests and refines the various diagnoses and the most promising avenues in consultation with
the operators and institutions concerned.

® [aunching a dynamic process to enhance the ethical content of the technical debate.

Director of the Observatoire de |la Finance: Prof. Paul H. Dembinski

Members of the Board of the Observatoire de la Finance:
Paul-André Sanglard - Porrentruy

Andrew Hilton - London

Anthony Travis - Geneva

Honorary member: Prof. Maurice Cosandey - Lausanne

Over the years, the high standard of its work and its ability to initiate dialogue and collabora-
tion have given the Observatoire benchmark status in the field of financial responsibility and
ethics. At a time of growing concern about ethics and sustainability, the Observatoire has ac-
quired a degree of skill and credibility which it plans to develop further and make available to
its partners and the general public.

www.obsfin.ch



Strong ethics create strong sustainable economies. To establish greater ethics in finance it must be recognised
that they are critical to the finance function. Financial transactions rely on trust and ethics create trust.
Without trust, the system risks collapse. Ethics enhance confidence, delivering growth in economies and
creating long term sustainable investment.

Finance professionals bring greatest value when they are supporting and embedding an ethical approach
across business and society. As a global organisation, ACCA recognises our role in educating and supporting
our members across the world in taking an approach to their work that prizes integrity and accountability.
Ethics cannot be considered in isolation, it requires thought, action, partnerships and discussion at every
level of business and society. It is this that makes the work of the Robin Cosgrove Prize integral to the pro-
motion of ethics.

Helen Brand OBE, Chief Executive, ACCA ﬁ

ETHICS IN FINANCE - ROBIN COSGROVE PRIZE- 2016/2017
ETHIQUE EN FINANCE - PRIX ROBIN COSGROVE - 2016/2017

PREPARING FOR THE 6'" EDITION

DEADLINE FOR SUBMISSION : SPRING 2017

The Robin Cosgrove Prize
promotes greater awareness among young
people throughout the world concerning
the benefits of ethics in finance, and
encourages good-quality management
of banking and finance based on trust
and integrity. The competition for the
Robin Cosgrove Prize invites young
professionals and academics under 35
years of age to submit written papers
setting out innovative and creative ideas
for promoting ethics in finance.

The Ibero-American Prize was
initiated in 2008 to focus on the special
challenges of ethics in finance in the re-
gion, with papers to be submitted in ei-
ther Spanish or Portuguese. In 2012, the
Polish Banking Association carried out a
Polish edition.

Destiné aux jeunes du monde
entier de moins de 35 ans, le Prix Ro-
bin Cosgrove a pour but de promouvoir
une prise de conscience de I'importance
de la dimension éthique en finance. Le
concours est ouvert aux jeunes profes-
sionnels et chercheurs afin qu’ils sou-
mettent des contributions portant sur des
analyses ou des propositions innovantes
qui visent la promotion de I'éthique dans
la finance.

Afin d’atteindre un public plus
large, l'édition globale est complétée
depuis 2008 par une édition régionale,
le Prix ibéro-américain, qui regroupe
les textes en espagnol et portuguais.
En 2012, T'Association Polonaise des
Banques a initié une édition régionale en
polonais.

www.robincosgroveprize.org
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