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The CCP Lunchtime Workshops  

The LSE Conduct Costs Project (“the Project”) has, over the past year, published the 

initial findings of its research into bank “conduct costs”. (See 

http://blogs.lse.ac.uk/conductcosts). While the quantitative aspects of the Project 

continue to find value in their application within conduct risk management, there has 

been equal interest in developing the broader, more qualitative, lessons that relate 

to this research. Further, as the Project expands to include data from more years, 

more jurisdictions and more banks, these lessons will become of even greater 

relevance.  

To this end, the Project will be hosting a series of lunchtime workshops whose 

purpose will be to facilitate discussions (on a Chatham House basis) on discrete topics 

relevant to conduct risk and conduct costs. The objective is to provide a forum for 

debate on the key issues and to contribute to the evolution of best practice and 

professional standards. 

Throughout the series, the Project team will circulate, prior to each workshop, a 

discussion paper on the topic. A panel will be invited to offer their insights on the 

chosen topic with a view to engendering debate and the exchange of experiences 

and ideas.  

Following each workshop, the Project team will circulate a draft briefing note, 

reporting (on a non-attributed basis) on the matters raised and discussed during the 

workshop. The briefing note will be circulated to all participants. Recipients will be 

invited to offer their feedback, which will in turn be fed back to all participants, in the 

spirit of mutual co-operation and professionalism. 

Workshop Registration  
To book a place on the workshop, please send an email to T.M.Maia-Campos-

Duarte@lse.ac.uk. 

Venue and Event Details   

Date 

Wednesday 14 May 2014 

Time 

Registration: 12:45 

Event: 13:15 to 15:00 

Location 

London School of Economics 

(New Academic Building, The Wolfson Theatre) 

Nearest Tube Station: Holborn 

 

Attendance at the workshop is free of charge. However, if you are interested in 

helping to fund the Project's activities, please get in touch with the Project Director, 

Roger McCormick, at r.s.mccormick@lse.ac.uk (or telephone: 07802 604 316). 

mailto:T.M.Maia-Campos-Duarte@lse.ac.uk
mailto:T.M.Maia-Campos-Duarte@lse.ac.uk
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This Paper  

This document is the Discussion Paper for the workshop scheduled for 14 May 2014. 

It introduces some of the issues surrounding Benchmarking and Metrics, as tools for 

the demonstration and measurement of ‘conduct’ performance on a comparative 

basis.   

The topic is a matter of current debate following the publication of the Banking 

Standards Review’s Consultation Paper in February 2014. The BSR is proposing to 

raise standards of conduct and behaviour by “encouraging a race to the top”. It 

proposes to “develop a common set of benchmarks against which individual banks 

can assess their performance…” The idea behind this is to “reinforce strengths and 

identify weaknesses in a process of continuous improvement”.  

In this paper, we examine the background to Benchmarking and Metrics and raise 

some of the issues related to their development and application. The contents of the 

paper are drawn from the Project’s research in this area, the BSR’s Consultation 

Paper and the published responses to the BSR’s consultation. For ease of reference, 

we produce, as an Appendix to this paper, a table summarising responses to the BSR 

on the issue of benchmarking. (It should be noted, however, that some consultees 

may have remained anonymous). 

This paper is intentionally lacking in any conclusive opinion. Its contents, not least the 

questions below, are aimed at provoking thought ahead of the workshop and are not 

intended to form an agenda. Indeed, recipients of this paper are invited to raise (at 

the workshop or otherwise) relevant issues of concern to them which may not be 

covered by the preliminary issues highlighted in the paper. 

The Project team recognises that it is possible that the BSR will publish its report 

after this paper is circulated, but before the workshop on 14 May 2014.  No doubt 

the BSR will report on their intentions for benchmarking and the metrics intended for 

this purpose. Where time allows, the Project will update this paper in light of the BSR 

report. 

 

Roger McCormick 

Tania Duarte 

 Chris Stears 

LSE Conduct Costs Project 
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Introduction to the topic 

In the post-crisis era, the financial sector has been in the spotlight due to a 

succession of behavioural failings. Banks are making commitments to change their 

cultures, such change being  viewed by many as an essential complementary step to 

creating a safer, more reliable and sustainable financial sector for the future. In 

addition, concern has grown over the rapidly growing costs associated with conduct 

risk. Conduct risk is not a new phenomenon but the recent increases in conduct costs 

most certainly are. 

The Project has initially focused on what are likely to be amongst the most relevant, 

objective and “concrete” indicators of a bank’s culture: a bank’s ‘conduct costs’. The 

Project’s core objective is to research conduct costs and present them in as 

comprehensive and comprehensible a format as possible. 

The research provides data that are related to the disciplinary record of banks. The 

data also allows the reader to make comparative assessments of banks' performance 

and of the practices of financial regulators in the principal financial market 

jurisdictions. Alongside the quantitative results, the Project's findings provide an 

insight into the state of conduct costs disclosure more generally. 

In November 2013, the Project published a “league table” and detailed supporting 

data of conduct costs for 10 major banks over a period of five years ending December 

2012. The data will be updated to include figures for 2013 in mid-2014. Additional 

banks will also be included in the exercise as the year progresses. 
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Questions for discussion 

What does culture change mean in practice? 

Assessing "culture" in an organisation is not straightforward; there are few relevant 

phenomena that are capable of measurement. However, the business practices that 

drive behaviour, and thus "culture", can arguably have the biggest impact on a bank’s 

performance and future income. The significant rise in banks’ conduct costs has put 

this issue into the spotlight and is now acknowledged increasingly as a prudential 

matter for banks, impacted by and impacting on, a bank’s business model, its 

relationships and, by extension, its culture and values. 

Conduct risk depends on how the business is run. In practice, conduct will be judged 

according to the decisions a bank make as a business and whether those decisions 

are based on its underlying culture. At the heart of this, however, lies a concern that 

issues so often described as "legacy" issues are not likely to cause problems again. 

 

“The global financial crisis may be receding but industry-wide culture change does not 

happen overnight. If the first year has seen the concepts of good conduct go to the 

top of the agenda in boardrooms across the City, in our second year we must push for 

this culture change to feed through from trading floors to high street bank branches.”  

(Martin Wheatley, CEO of FCA at Business Plan 2014/15) 

 

If a bank describes a conduct cost as being related to "legacy", does this imply that 
the bank has changed since the event giving rise to the cost occurred? How should 
a bank satisfy itself that this is the case and that the change is sufficient? How can 
the public be persuaded to share the bank's confidence? 

 

Benchmarking 

“The new body will work with banks and building societies to develop metrics with 

which they can benchmark their activities against their peer group. These metrics will 

capture trends in business culture, staff training and development, and customer 

outcomes.”1  

(Sir Richard Lambert, BSR CP, February 2014) 

 

The BSR proposals aim to reinforce strengths and identify weaknesses in a process of 

continuous improvement. It was suggested that the measures will be grouped in four 

categories: i) culture, ii) competence and development of the workforce, iii) 

outcomes for customers and iv) public trust in banks and the industry. 

                                                           
1
 Sir Richard Lambert, Banking Standards Review: Consultation Paper, (February 2014) p. 3  
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Benchmarking is said to be a key tool for assessing conduct and culture. It can help 

communicate expectations to banks’ stakeholders and makes it easier to find 

consensus as to whether or not progress is being made.  

By disclosure of key performance indicators, a bank can demonstrate and validate its 

own performance to the public, shareholders, professional bodies and regulators. 

Standard setters/professional bodies (like the BSR) can independently appraise the 

bank. Regulators can also factor in benchmark performance into their judgement-

based approach to the supervision of a bank (and the market). Furthermore, a bank 

can feed benchmarked data (such as conduct costs) into its internal risk management 

systems. 

The performance of a bank against the benchmark, over time, will be an objective 

means by which trust and confidence can be monitored, “measured”, and regained. 

Suggested guiding principles of benchmarking 

The guiding principles suggested below work like criteria for effective benchmarking. 

It is essential that benchmarks exhibit the qualities necessary for their general 

application and comparability, on an ongoing basis. All stakeholders should be able to 

read a given benchmark and be capable of independently judging performance 

against it. 

Here are some suggestions for these principles: 

 "Concrete" indicators are always preferable; 

 Behaviour counts for more than words; 

 Facts count for more than opinions; 

 Hard evidence of actual experience counts for more than surveys; and 

 "Anecdotal" evidence is unreliable.  

 

Would you agree with these guiding principles? If not, please state reasons and 

what additional or alternative principles would be more appropriate? 

 

The value of benchmarking 

The BSR proposal on the development of a common set of benchmarks received a 

positive response from the majority of banks and building societies2 (11 out of 15 

positive responses). However, the major concern is about the metrics used for the 

benchmarking - discussed below.  

For further information regarding the responses of the banks and building societies, 

please see the table in Appendix to this paper. 

  

                                                           
2
 Bank of America Merrill Lynch, Barclays, BNP Paribas, Citi, HSBC, JP Morgan, Lloyds Banking Group, 

Metro Bank, Nationwide, RBS, Santander, Standard Chartered Bank, The Co-Operative Bank, UBS AG and 
Virgin Money. 
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Metrics 

BSR consultees expressed concern about the benchmarking metrics. Some of them 

said the suggested metrics were “too retailed focused”; it was also said that they 

should evolve and be subject to occasional review. 

The exchange of information and its confidentiality was also raised as a concern 

among consultees. Some of them believe that a quantitative benchmark would not 

provide enough information to stakeholders – although consultees did not elaborate 

on this. We might therefore ask:  

What key indicators should be measured?  

 

The choice of what type of information should be provided for each indicator, how 

many indicators and how it can be presented, are fundamental issues for the success 

of a benchmarking exercise. Additionally, comparability over time is a key principle 

because indicators may evolve over time as strategies change or more information 

becomes available. 

The Project has suggested the use of a bank’s conduct costs3 as a metric and has 

developed a definition for this purpose. Although such costs are a "lagging" indicator 

(whatever one may feel about the assertion that issues are "legacy" issues) they give 

an indication of how banks are managing their conduct risk. They provide a 

measurable indicator of the negative outcome of “inappropriate culture”.  

Conduct costs also offer the opportunity to benchmark standards of professionalism 

in the industry and, as such, are relevant to the proposals of the BSR on 

"benchmarking" and metrics for acceptable (or unacceptable) professional 

behaviour. (The BSR's objectives include requiring banks to “commit to a programme 

of better banking standards, covering both conduct and competence.”4) 

The use of conduct costs is not a panacea, however. There are limitations. Their 

objectivity depends on many variables. For example: 

 Some banks have business models that are more likely to give exposure to 

consumer claims - a key component in the conduct cost menu; 

 Some banks do more business in "heavy fine imposer" jurisdictions than 

others; 

 Not all regulators reveal to the public whether or not they have fined a bank; 

 Banks may be given an "easier ride" by a regulator if they "co-operate"; 

 And, of course, some banks are much bigger than others. 

 

As a result, our conduct costs "league table", it must be admitted, does not provide a 

"perfect" comparison...and this has implications for using conduct costs as a metric.  

However, the qualifications and limitations implicit in such variable factors are not 

                                                           
3
 The Project's working definition of Conduct Costs is available at  

http://blogs.lse.ac.uk/conductcosts/2014/01/13/conduct-costs-definition-and-reporting-issues/  
4
 Sir Richard Lambert, Banking Standards Review: Consultation Paper, (February 2014) p. 3 

http://blogs.lse.ac.uk/conductcosts/2014/01/13/conduct-costs-definition-and-reporting-issues/
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such as to render the sheer quantum of conduct costs for any given bank (and the 

incidents that gave rise to them) irrelevant. And, in any event, virtually all league 

tables involve judgements being made on "variables" (the location of a school, the 

spending power of a football club...)  

Conduct costs tell us a story about a banks’ conduct and the comparison year-by-

year, in particular, tells us how well a bank is progressing with its "culture change" 

agenda. For the banks themselves, the recording and analysis of conduct costs 

(internally, as well as integrating the conduct costs of others) will provide trend 

indicators (by bank, by line of business, by jurisdiction etc), can contribute to root-

cause analysis and inform financial, compliance, human resource and cultural 

response(s).  

The need to report these costs is, it suggested, directly driven by the recognition that 

"banks are different".  We all have a stake in their being run properly and in their 

sustainability. We have seen at first hand the consequences that can follow if they 

are not. 

Conventional accounting is not delivering reporting of conduct costs to the level that 

is required to enable forensic analysis of them. Nor is the voluntary reporting found, 

typically, in Sustainability Reports. It would seem that a new approach is needed. This 

has to recognise that conduct costs are not merely a "cost of doing business" like, 

say, staff overheads. They are an indicator of something of fundamental importance 

to a bank's sustainability and assessment of its culture. If this is accepted, standard 

materiality tests for accounting should not apply.   

What could be an "acceptable level" of conduct costs? To answer this question, 

should conduct costs be looked at in absolute terms, in comparison with 

competitors or as a percentage of profits? Should conduct costs be reported in the 

same way as any other "cost of doing business"? 

 

Other Possible Metrics 

The BSR Consultation Paper refers to metrics other than conduct costs. These include 

product satisfaction, client surveys and trends in upheld consumer complaints. The 

intention is that the relevant information is drawn mainly from industry surveys and 

regulators. At this point, it is true that the BSR paper appears to be very "retail 

focused" but there is no reason in principle why, for example, a study of product 

satisfaction or a survey of counterparties could not apply to non-retail products and 

non-retail counterparties. The difficulty lies in finding a methodology that produces 

reasonably reliable and objective findings. Surveys commissioned by a bank's 

management would not seem to fit the bill. 

Who should conduct surveys that could be used in developing metrics?  

What kind of questions should be put in such surveys?  

There are also difficulties implicit in the nature of many financial "products".  

A counterparty may well take a deliberate and conscious "punt" on, say, whether 

interest rates will go up or down (or on the movement of the FTSE 100). If he gets it 
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wrong, he may indicate poor "satisfaction". But should that be fed into the selling 

bank's results (assuming no mis-selling)? Can irrelevant factors be filtered out of 

client/product satisfaction surveys? 

 Is it practical to assess "product satisfaction" for a financial product when (a) the 

"experience" of a financial product's value may only become known after a long 

period of time and (b) where a product involves a conscious and deliberate "bet" 

on market movements, the "satisfaction" return may be influenced more by the 

success of that bet than whether it was properly and suitably sold? 

 

Beyond metrics 

If the primary objective of metrics and benchmarking is to enable banks (and their 

stakeholders) to see how they measure up against their peer group, are there other, 

comparable steps that should be taken to enable inter-bank comparisons to be 

made?  

For example, a hallmark of a "profession" is the provision of fora for debate and 

discussion of important ethical issues. For each bank to look at such issues in 

isolation from its peers is not without value but, in reality, somewhat sub-optimal. 

Training and general professional development (in the widest, non-box-ticking sense) 

would surely be more effective if it involved discussion across banks and the 

development of common standards of best practice. 

There are, as ever, limitations. Banks are in competition with each other. They should 

not be encouraged to collude in an anti-competitive manner, nor can they be 

expected to give away information that they regard as "proprietary". But are these 

roadblocks to the idea of better, collegial and professional development of 

understanding of how things should and should not be done? 

Should banks be encouraged to "talk to each other" more often as regards key 

ethical and conduct issues? Do the often-imposed confidentiality requirements 

relating to regulatory punishments impede useful industry (cross-profession) 

debate?  

Is it healthy to regard the successful solution to an ethical/conduct problem as a 

competitive matter? 

 

 

 

 

We look forward to welcoming our guest speakers and all participants to the 

workshop on 14 May 2014 and to enlightening debate on these key (and current) 

issues. 
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Appendix 

                                                           
5 Citi report does not directly address the questions 13-16 in relation to benchmarking. But overall, it states that Citi 
supports this initiative and suggest that the new body should initially focus on conduct rather than competence, 
institutions rather than individuals. 
6 J.P Morgan does not directly address the questions relating to benchmarking. It has made some suggestions about 
the need to have greater clarification of how the new standards will balance the demand of different stakeholders. It 
also promotes question as to whether the set of new standard should be based on greater concentration of industry 
expertise in the governance framework than presently contemplated? 

List of 

Banks 

Q13 – agree with 

benchmarking 

exercise? 

Q14: Agree with the metrics 

titled in benchmarking? 

Q15: Adding standard 

questions to existing 

staff survey? 

Q16: Self-reporting 

appropriate? 

Bank of 

America 

Merrill 

Lynch 

Yes 

Yes, but have concerns of some 

metrics being too ‘retailed 

focused’ 

NA 

Yes, but in some 

instances, independent 

audit may be needed 

Barclays 

No – there are many 

factors that could 

impact service other 

than culture 

No, concerns over of some metrics 

being too ‘retailed focused’, and 

some metrics are confusing and 

ineffective 

No, question should be 

tailored to each bank 
Yes 

BNP Paribas Yes 

Yes, but the new body should have 

the flexibility to improve the 

benchmarking exercise, and 

ensure sources are confidential 

Yes 

Yes, as long as 

consistency and simple 

method of reporting are 

ensured.  

Data submitted to the 

new body must also be 

objective and 

measureable 

Citi
5
 NA NA NA NA 

HSBC 

 

Yes, suggests the 

development of 

metrics for 

benchmarking should 

first focus on 

individuals in more 

senior/sensitive roles 

Yes, but suggests some changes to 

the categories of measures 

proposed 

Yes 

Yes and also suggests 

other supplementary 

methods, e.g. 

independent sampling 

of customer opinions, 

bank visit to speak to 

staff etc. 

J.P. Morgan
6
 NA NA NA NA 

Lloyds 

Banking 

Group 

 

Yes, but must maintain 

consistency and 

comparability 

Yes, and suggests that metrics 

should evolve and improve over 

time  

Yes overall, but have some 

practical concerns such as 

being too standardised and it 

does not tailor to each bank  

Yes and recommend 

including a form of 

random sampling for 

each report from each 

organisation 

Metro Bank 

 
Yes  

Yes, but suggest the metrics 

should be directly relatable to 

customers and customer service  

No, no need for a set of 

standard questions in relation 

to benchmarking standards 

of behaviour 

NA 
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7 Nomura has not addressed the benchmarking questions directly. It supports the objective of the new organisation 

to contribute a measurable and continuous improvement in the conduct and culture of all banks doing business in 

the UK. As Nomura is a broker-dealer which is distinct from those banks that have a significant deposit taking 

operation, it suggests that any new standard set by the body should take into account of the different models in 

operation in the UK and the ‘one size fits all approach’ should not be adopted.  

Nationwide 

 

Yes, but differentiation 

between banks and 

building societies is 

needed 

Yes, but the proposed metrics 

should be subject to occasional 

review 

Yes and future review and 

work are needed to ensure 

its effectiveness  

No, reports should be 

better issued by the 

body itself, rather than 

by member firms.  

Nomura
7
      

RBS Yes Yes NA 

Yes, but should also 

seek to establish its 

own data source on 

public trust 

Santander Yes 

Yes, but not include culture and 

‘outcomes for customers’ as part 

of the categories 

No – emphasis the need take 

account of the different 

banking models and 

institutions  

NA 

Standard 

Chartered 

Bank 

Yes,  

Yes, especially the need to 

benchmarking the range of 

external providers 

No, definition value and 

culture can vary between 

banks 

Yes, and should 

establish a data-set that 

is harmonised across 

different banking 

models 

The Co-

Operative 

Bank 

Yes, but it is important 

for such exercise to be 

open and transparent 

Yes 

No, should left to each bank 

to consider. But suggests that 

banks can develop a 

standardised set of good 

customer outcomes.  

Yes, but consideration 

should be given 

independent validation 

and verification of 

individual banks’ 

reports 

UBS AG 

 

Yes, but suggests a 

mixture of qualitative 

and quantitative 

approaches to be 

adopted 

Two concerns:  

1) clarity of information sharing 

between the new body and 

regulators, and between the new 

body and banks;  

2) The reliability of the trust metric 

based on opinion poll 

Yes, as long as rooms are let 

for firms to tailor the overall 

survey to their business 

models 

Yes, but should ensure 

a material level of 

standardisation around 

the report metrics for 

comparability across 

banks 

Virgin 

Money 

No, risk of brining the 

new body into conflict 

with some of the 

participating 

institutions 

No, 1) risks of banks solely 

focusing on the defined metrics, 

while ignore other equally 

important, but undefined metrics;  

2) using numbers to define the 

institution’s performance  does 

not provide sufficient information 

to the public 

No 

Yes, suggests banks to 

issue an annual report 

commenting on what it 

is doing to raise 

standards and on the 

progress it is making 

 


