Risk culture in different bank businesses — Marco DAntonio

1 — INTRODUCTION: literature review; objectives and scope of the research

In this section of the book, we will discuss th&atienships between business and risk cultureriarftial
institutions, particularly in banking.

Organisational culture is a complex construct. €rae many factors that affect it. Some of thenshegred
by all the employees and lead to homogenous pattdrbehaviours. They are unifying factors, suclhas
history of the firm, the country in which it opegat the market environment, the ownership model, th
regulation. Other factors come from individual gimdup cultures and operate as differentiating factbthey
are shared by a significant group of persons inggefirm, they create what are called “subcultures
functional cultures, regional cultures (in firmsogeaphicaly diversified), professional culturessibess
cultures (in firms strategically diversified).

The nature of the business in which the firm omeyas one of the main determinants of the organizait
culture. Every business faces specific regulatoompetitive and economic problems and the employees
strictly interact and develop successful ways todiewith them. If the firm operates in one singlesiness,

the business culture acts as a unifying factortt@ncontrary, in the case of diversified, large anthplex
financial institutions, business culture works alifeerentiating factor.

The scientific literature on this topic is poorripéeral and we didn’t find any systematic worktba subject.
There are many studies on corporate culture amdcrifture, without specific reference to busineszed
related differences. In the aftermath of the finahcrisis, reseach centres, professional assonmti
consultancy firms and regulators have studied igleaulture of financial institutions. Often theisguiries
make some reference to specific businesses; sotherafregard single categories of financial intaliakes
(Spicer et alii, 2014, Salz Review, 2013, ProtjvitD12, Robinson, Ware, 2011). All these studies ar
descriptive and do not deal with the topic in deymtic way.

Research on organizational subcultures gives gfuidtamework to study business culture (in diviezd
financial institutions, business culture may beirdef as a subculture). It is possible to make &indison
between organisational cultures that are cohesigeuaitary, olintegrated those characterised as collections
of subcultures, odifferentiated and those that afeagmented ambiguous and open to members’ multiple
interpretations (Martin, 1992).

Boisner and Chatman (2002) underline how orgamisatisubcultures may be based on different sources:
membership in various groups, such as departmewotkgroups, and teams; levels of hierarchies, @ash
management versus support staff, professional arwlipational affiliations; physical location in the
organisation; socio-demographic categories, sucteasethnicity, age, or nationality; informal gpsulike
those formed by friendships; and performance-rdlaggiables such as organisational commitment aordét w
performance.

Schein (1988) makes a distinction between pivahles and peripherals values. The former are detttiran
organisation’s functioning and are shared by alpleyees. The latter are not essential and canjbeted by
some part of the firm. The subcultures share piyvbta not peripherals values; the countercultuedsse also

the former ones. Tushman and O’ Reilly (1997) explaow subunits can espouse some values that are
fundamental for them but peripherals for the orgation, and at the same time they can accept teepowmtal
values.

Another problem in this area of research is thk tdquantitative data. It is very difficult to maae the risk
culture, and we did not find any statistical anelyabout the relationship between risk culture and
businesses.We are forced to rely on anedocticdeagke, on case studies, on qualitative self evialuby the
practitioners (as in the case of surveys conduayeconsultancy firms).



When exploring business risk culture, there are main lines of research. The first one regards the
characteristics of business risk culture, the seamme is about the coexistence of different busimesk
cultures in the same organisation. Under the fiogtit of view, the research questions are the vatig:

- Does it exist a peculiar risk culture, for evergaingle business,? Is the nature of the busineseb
the drivers of organisational risk culture ?
- More specifically, what are the business—relatadmanants of risk culture ?

The second line of research regards the studyefsified financial institutions. The relationstiptween the
different business cultures can vary, accordirgjternative models: an integration-model wherebidnek tries
to form a common culture across different busingsadragmentation-model where the businessesegt k
separate and their different risk cultures coexstonflict-model where the different cultures figh get
leadership and become the dominating and integratifture (in this last case, other business cestwan
survive as subcultures). On this topic, the relevesearch questions are the following:

- Is the coexistence of different business risk cakipossible inside the same organization ? When ?
What are the pros and the cons ?

- On the basis of which factors does a businesstikkre become dominant over others ?

- Does a best model to manage different businessibules exist ? If so, is it integration, fragmedita
or domination ? What are the relevant factors twsimer in order to make this choice ?

The two lines of research, the categories of relevariables and their connections are shown iffiguge 1
below (for its comment, see § 3.2.).

FIGURE 1: A CONCEPTUAL FRAMEWORK FOR STUDYING BUSINESS CULTURE
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In the present contribution, we will follow thedirline of research. This choice is motivated Hmtleditorial
standards (length limits of every chapter) andHsotetical sequence (firstly we must know what foess
cultures are, and only after how to manage thé&tiomships).

The aims of the present chapter are:

- to present the available quantitative and qualiagvidences on business risk cultures (descriptive
aim);

- to provide a conceptual framework helpful to inigetie in a systematic way the business risk cudture
and to understand what are the main factors tff@reintiate them (theoretical aim); the lack ofadat
doesn't allow, at the moment, to test the validitythe linkages between these factors and business
culture, or to estimate their relative importance.

2. INTRODUCTORY CONCEPTS: definition and componentsof risk culture and its relationships with
organisational culture

Before starting our analysis, it is helpulf to makear some basic concepts and definitions abskitculture.
We will discuss three issues: the relationshipg/ben corporate culture and risk culture, the didiniof risk
culture, the components of risk culture.

Firstly, we consider risk culture as being a pathe general organisational and business cullure corporate
culture shapes the beliefs, attitudes and behaviouall the different aspects of organisationi&!: lpurpose
of the firm, performance, external relationshipghvdustomers and suppliers, internal relationshigisieen
units and individuals, risk, etc..

Secondly, we define risk culture as: "A bank’s nermttitudes and behaviors related to risk awasgmik
taking and risk management and controls that sbepisions on risks. Risk culture influences theisiens
of management and employees during the day-to-d@yitees and has an impact on the risks they assum
(FSB, 2014; Basel Committee, 2015). Or, alternaitiveRisk culture can be defined as the norms and
traditions of behavior of individuals and of growgishin an organization that determine the way hick they
identify, understand, discuss, and act on the tisk®rganization confronts and the risks it takKé§”, 2009).
Together with organisational rules and controlg tisk culture determines the effective capacitythef
decision makers to understand, evaluate and maiskge

Risk culture is a neutral theoretical construcergworganisation has a risk culture, the contenttath may

be different. The risk can be viewed in a negative or in atp@siway, as a problem to avoid or as an
opportunity to get. Often, when we talk about skure, what we mean in reality is a “healthy riskture”

or “sound risk culture” (FSB, 2014, p. 1) or “riskelligent culture” (Deloitte, 2012). In this caske general
construct is qualified with some prescriptive aitites, through a process of judgment/evaluationhéaity
risk culture can be defined as a culture whicht &) aware of the risk and gives adequate attarttat and

b) orients organisational behaviours towards thar@ management of risk, in line with the objeesvof the
firm (risk appetite).

In this perspective, it is necessary to distinglistween an healty risk culture and risk avoidambe. former
aims to optimize the taking and the managemeriskf not necessarily to minimisé.iAn healty risk culture
favours the right setting of risk objectives, thailaring by all the personnel, an effective riskhagement, a
continuous and careful monitoring of the fisk

! To make an analogy, every company has a custouoiere, the content of which may vary: some comesrsee
customer as a contractual counterparty (a compgéisoPorter suggests in his “five forces modeithers as a partner.

2 This distinction is particularly relevant for finial institutions. They receive from the socidtg imandate to assume
the risk on behalf of economic agents and theidpctive function essentially consists in the manggif financial risks.
They should not avoid the risk, for at least twasens: they earn money from the taking of riski{gcase of speculative
risks) and they are asked to keep the risk in ailé&ee the economic agents from it.

3 “A soundrisk culture consistently supports appropriate dskareness, behaviours and judgements about kigta
within a strong risk governance framework. A souisét culture bolsters effective risk managemengnpotes sound
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Risk aversion is not synonimous of healty cultae,demonstrated by too bureaucratic and conseevativ
financial institutions, with a sluggish performande fact, they put at the centre of their values the risk,

but the controls and the compliance to proceddnaesy have, as a dominant culture, a “control celtar a
“compliance culture”, not a “risk culturé”Chase Manhattan bank in the 1970s and 1980s éxample of
this (Rogers, 1992). The bank had a very risk-a&veuture: it was bureaucratic, conservative, patlestic,
“gentlemanly and polite”; it refused conflicts, peoted senior managers from bad news, was feafful o
mistakes, hampered internal communication. Thisiceiresisted to market changes and worked assiaci

to the necessary adaptation of bank. Maybe it ldeipeontain credit and market risks, but it getezta very
high competitive risk, and led to the decline & trank.

At the opposite side, normally the risky businegsas. insurance, securities underwriting and trgdhave a
strong risk culture. The investment banks werditheto introduce the advanced methods in risksneament
and risk control. Nevertheless, they assumed eixeedsks in the years previous to the financidisrand
some of them failed or were bail-out. Was it a pgobof an unealthy risk culture ? Were some cultantifacts
advanced (risk management tools) while the riskucaelwas weakening ? Or, differently, were thestkba
aware of the risks taken, but their tools went wrand undervalued risks ? Was it a problem of calar a
problem of organisational instruments ?

Thirdly, for what concerns the components of rigkure, it is helpful to distinguish three mainegdries of
risk (see Figure 2)

FIGURE 2: THE COMPONENTS OF RISK CULTURE — The iinofdihe three risk cultures

TYPE OF| DOMAIN SUBJECTS | NEGATIVE EXAMPLES
RISK AFFECTED | EFFECTS
Productive risk| Operational| Shareholder§ Economic losses Credit risk, countgrpisk, market
technical/ risk, interest rate risk, insurance risk,
functional liquidity risk, foreign exchange risk,
operational risk
Customer risk | Ethical/ Customers Loss agf Misselling of financial products, lack
competitive reputation, loss of transparency, conflict of interest
of customers
Compliance Legal Public Fines and Market manipulation, rigging of
risk interest sanctions, loss gf market benchmarks, fraud, mongy
reputation laundering, tax evasion

Risk culture must be sound under all three asppaited in the table above. For example, the ristkieiof
some investment banks was healthy on the produsitiee(supported by advanced risk management sgstem
but flawed on ethics and on the way they treateatiocners. Moreover, the “mix” of strengths and westges,
along the three different kinds of risks, mightdikéerent in different businesses.

risk-taking, and ensures that emerging risks dtaging activities beyond the institution’s risppgetite are recognised,
assessed, escalated and addressed in a timely rhéfaB, 2014, p. 1)
4 The culture is an internal motivator that driieshaviour “when nobody sees it”. It helps indivibuto make
discretionary decisions and to act inside theiesplof autonomy. An healty risk culture stimulgtesactive behaviours
(e.g. reporting issues of concerns, whistle blowisigggesting improvements to risk management)yates social
control, dissuades from exploiting controls’ loof#wto heighten performance. Instead, rules anttr@srare external
motivators; they are organisational mechanismsendiedded values.
5 Some components of customer and compliance réesgrauped in the (mis)conduct risk, a relative me@a of concern
for the regulator. According to ESRB, “Misconduiskrrefers to risks attached to the way in whidira and its staff
conduct themselves. As such, it includes how custermand investors are treated, mis-selling of i nproducts,
violation of rules and manipulation of markets.'S(EB, 2015)
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As an example of the usefulness of the three tftkiiees model, we quote the empirical work of Cehalii,
(2015), which showed how bank employees took dicarit less risks in their investment choices whnagirt
professional identity was reminded to them. Thesested more than twenty percent less in the riskgts,
relative to the control group. Moreover, this riskersion was higher for employees from core businegs,
i.e. those whavorkedas traders, investment bankers, and wealth mandgezse findings therefore contradict
the conventional thinking that the culture of tlking industry encourages its employees to tajdednirisks.
But the same subjects, when their professionaltiigerwas made more salient, were ready to incréfasie
earnings by behaving dishonestly (Cohn et aliiZ07As the willingness to cheat and break rulediie sake
of personal benefit could also be a potentiallyonignt determinant of excessive risk-taking, thekimed
results of both studies raise the question whethemproblem of excessive risk-taking is associatét a
problematic “ethical culture” rather than a probéim risk culture” (Cohn et alii, 201%)

Another problem, in studying risk culture in findadnstitutions, is the difference between espdusues
(what we say we do) and practiced values (whateteadly do). The former are found in formal docurtsen
such as cultural manifestos, mission statementescof conduct. The latter reside in the heartthadrain
of employees, and guide their behaviours. In tlse od British retail banks, the values most quateafficial
documents were customer centricity, transparemtggrity, benefit for the community, simplicity. rone
bank (Virgin Money) talked about making “fair budmexcessive” profit. Unfortunately, the actualues that
led the decision making of managers and employe&es guite different: “an aggressive sales cultuneckv
rewarded staff for aggressively promoting finanpiadducts, irrespective of risk and customer ne¢8picer
et alii, 2014, p. 9).

3. BUSINESS RISK CULTURE: are business risk culturs in the financial sector different? Why? How?

3.1. Does a “business risk culture” exists ?

In recent years, financial system has got througliffecult situation: excessive risk taking and iiease in
credit, market and operational losses, growth iasglling and regulatory breaches and consequenirris
fines, worsening of reputation. These problemsnateuniformly widespred, but depend on geography an
businesses.

A Deloitte survey (Deloitte, 2013) shows that i thanking industry the perception of cultural peshs is
higher for US and British banks than for Asian ba(ikuropean banks are in the middle). As far abtiseness
is concerned, the situation is worse for investniiamtks, followed by universal banks. On the cogiréor
retail banks and mutuals banks (building sociedies their equivalents), the cultural weaknesses $ede
lower.

Also anedoctical evidence and case study analysest{elow, 84) demonstrate how the risk cultusgagly
affected by the business in which the banks opefateport from The Economist (The Economist, 20133
the top ten fines incurred by banks in the USAf#61 millions dollars for Barclays (Libor maniptidan) to
1.9 billions for HSBC (money laundering lapses)alincases, the institutions involved are large emiplex
universal banks or investment banks. These kinBsidks show significant ethical weakne$s&bnost three-
guarters (71%) of investment bankers interviewetthinsurvey think that career progression woultticky
without being “flexible” over ethical standardssiead, the average value for the total sample%s. 56
These evidences seem to confirm that in the forgingsk culture the nature of business matters.afgect
the business risk cultures to be different undexetaspects: a) its importance, i.e. the attemfioen to risk
and its role inside organisational culture; b) tiaele-off between return and risk, i.e. the risgetjge and c)
the nature of the risks that are peculiar to th&r®ss, e.g. credit risk in commercial banking wenmmarket
risk in trading vs reputational risk in private kany.

The link between risk culture and business is askedged also by the regulator: “Supervisors shoalwsider
whether an institution’s risk culture is appropeidbr the scale, complexity, and nature of its beiss and

6 Cohn et alii separate the “ethical culture” frome trisk culture”. Our “three risk cultures modés$’ based on wider
definition of risk, that includes not only the mdraditional financial risks (“productive riskshut also the compliance,
reputational, conduct and ethical risks ("custonk” and “compliance risk”).

" The data quoted in the Report are limited to legal compliance risk. They exclude productive amtamer risks.
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based on sound, articulated values which are dbrefianaged by the leadership of the financialiinsbn”.
(FSB, 2014, p.2)

3.2. What are the determinants of business risk ctlre ?

We propose a general framework helpful to analysesystematic the more relevant determinants sifbas
risk culture (see Figure 1). We have selected dlc®ofs that are more strictly linked, directly odirectly,
with the nature of the businés®ve group these drivers in three general categios&uctural, contingent and
evolutionary factors.

Put in a simple way: business risk cultures areeiht because businesses are different (strudactdrs)
and are exposed in different ways to some extdia@brs that affect risk culture (contingent fasjor
Moreover, because of the changing of the contintgtors, business risk evolve through the timeytban
become more similar or more different (evolutiongagtors).

a) Structural/lendogenous factors
The first determinant of business risk culturehis hature of the business itself. Without pretemsmbe
exhaustive, we list below some of the businessedriactors that affect the risk culture:
- the activities performed and their embedded rigkfferent activites imply risks that are diffetemnder
many aspects: a) nature, e.g. commercial bankihigkisd to credit and liquidity risks, asset managat to
reputational risk, trading to market risk); b) tirherizons, e.g. market risk is very volatile andrsherm,
credit risk is a medium term risk, c) effects amaficial results, e.g. productive risks generata@edic losses
of various intensity, conduct risk causes a lossustomers and compliance costs, liquidity and tegjmnal
risks can rapidly lead to the failure of the inditn. In the mass market businesses with econoofissale
and standardized processes (e.g. retail bankirygnguats), risks are different comparing to highetsgt and
service-intensive businesses (e.g. investment bgnkiealth management).
- the nature and role of custometise characteristics of customer relationshipy dapending on the business.
Customers are very important in corporate bankimbvaealth management, quite important in retaikiam
do not exist, or are simply counterparties, in siées trading and salésBy consequence, the relevance of
customer, compliance and reputational risks isetkffit Also the optimal risk/return combinationstoogers
are looking for are variable. In the asset manageémdustry, high net worth individuals who addraskedge
funds are more inclined to risk than retail custsmeho invest in mutual funds or pension funds;
- the economics of busine#tsis not possibile to make profits in proprigtérading without taking substantial
risks, nor to earn money in investment banking atithinnovation (and the related risks); on the otrend
retail banking, with lower and more stable earnjmgay require a more cautious approach.

Every business has its own hierarchy of prioritiesveen risk and other performance dimensionsokd for
different solutions to the typical managerial tradts: e.g. short term profitability vs ethical ahrct,
shareholder interests vs stakeholder interestsemeneurial spirit vs compliance to rules, flekibivs
control.

In one of the most important studies about bantuoel Rogers (1992) describes the three businéssibures

in Citicorp:

a) Consumer banking culture: a mass market culturea¢®™bnald’s culture”), whose values were cost-
control, bureaucracy, standardisaton of produtabjlgy and predictability;

8 We neglect many factors, that affect risk cultime,are not steadily related with specific chagstic of the businesses:
e.g. quality of corporate and risk governance, citnmnt of top management (tone from the top), zmntal information
sharing, active learning from mistakes, opennessoafimunication, role of risk management and corfuokttions,
compensation systems, etc. Some of them are @gpficonsidered by regulatory authorities

9 See Tarullo (2014): “This second concern rechlisrhuch-discussed issue of whether a trading rityritas migrated
to other parts of large financial firms, 8@t the position communicated by management to &wiployees and others is
that the firm has no “customers” or “clients”, ontpunterparties. While such an attitude is typifcal trading in
anonymous markets or with equally sophisticatettint®ns, it hardly seems designed to engendest wa the part of
those who have ongoing relationships with the firm”



b) Investment banking culture, deal-doing, antibureatic; short-term oriented, whose core values were
innovation, entrepreneurship, speed, flexibility;
¢) Institutional bank culture (wholesale business)amintermediate position: it emphasised the long
term relationship with corporate customers, bth@same time shared with consumer banking culture
the standardization of products and processes.
The propensity to risk in investment banking waghbr than in consumer banking. There were conflicts
between the three risk cultures. The investmenkdranwere seen as greed, lacking sense of loyaltiyet
bank. As a senior managexid “They move too fast, without looking at risk. fhaon't care that much about
the bank” (Rogers, 1992, p. 63)
We can generalize the results of Roger’s analysts add some further considerations about retail and
investment banking. To a certain extent, theseliugsinesses are placed at the opposite side opdwtram
of risk cultures.
Traditionally, the retail business has been quitéle and static. It is a mass-market businessrentiee,
economies of scale and process and product stasaliod are critical success factors. Efficiendgpdity
and predictability are core values. At the sametiinis a “relationship business”, characterisggérsonal
and lasting relationship with customers, who belanthe same local community in which the bank afeer
(this is especially true for community and mutuahks). The approach to risk is quite conservafives
control of risk comes before innovation and entapurship. The main risk are credit and liquidisk;rthe
culture of the bank is a “credit culture”. Retadirtxs are bureaucratic, “command and control” oigitns;
hierarchy and rules limit individual authonomy andigate risks.
Investment banking is a very complex industry, theludes many lines of activities, with differgambductive
processes, customers, economics, risks. Therdfosiess cultures are very dissimilar.
Services to corporations (e.g. underwriting, coaporfinance, M&A, securitization, IPOs, private ggu
advisory) put at the centre the complex needsettstomers. Business models vary: in the Amenocadel
of investment banking, the relationship with thier lasts as long as the deal lasts; insteadr#ititional
British model is centred on independent advice lang-term relationship (Augar, 2010, p. 224) Custosn
are very smart, the competencies of the persommglhigh, services sophisticated, customised amaviztive.
The market is very competitive and dynamic; comijwetiand reputational risks are significant. The
organisation is quite decentralised and apprecfgibility, authonomy and problem solving attitudThe
complexity of services requires teamwork. Many ealare common to innovative companies: creativity,
autonomy, innovation and related propensity to (isfons et alii, 2007¥°. The control of risk is important,
but it should not hamper the entrepreneurial spird the efforts to find innovative solutions. Qrigational
tools (advanced risk management systems) and pgfure measures and objectives are more imporgmt th
rules and hierarchy as a risk control mechanism.
In asset management and proprietary trading, tteetdcounterparty of operations is the capital regrihe
customer does not exist; it is an impersonal bgse®, transaction-based, with short time horizBisk-
taking is the rule of the game and risk exposuresarefully measured and monitored. The mainisiskarket
risk (and to a minor extent, counterparty riskaders are individually responsible for short teesuits, that
if attained trigger large bonuses. The organizatictimate is very competitive.
In capital markets divisions of large US investmieaks, salespeople work together with traders.tiBeit
risk culture is very different. Salesmen are custooriented and risk averse and this can creatdtaral
clash. Lewis (1989) and Smith (2012) illustrate vtleils cultural conflict. In the course of time etinelative
power of organisational units shifted: thanks sdaitilliant financial results, the trading departreaptivised
the sale department. Placing products and earrmngrissions overcame the customers’ interests amd th
fiduciary duties of the bank towards them.
Ware e Robinson (2011) explore the common and ifferehtiating core values of the three subcultwes
investment banking, that they call tribes: investtmeperations, distributidh The core of the investment

10 “The notion of significant interaction with onettients is considered a best practice in investrbanking, and this
extends to other professional service businessemafty investment banks, the concept of anticigatirent needs is
sacred. For example, one business principle atr@adSachs states that “we consistently strive ticipate the rapidly
changing needs of our clients.” Lyons et alii, 2007

1 They are described as follows: a) Investnpeafessionals: Portfolio managers, analysts, ahdradtrategists who are

making the investment decisions; b) Distributionfpssionals: marketing, client service, and PR ggpeho are dealing

with all the client-facing and distribution efforts) Operations professionals: accounting, finamoapliance and all
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banking culture (pivotal values) consists of foalues shared by all the three tribes: client satigin, ethical
integrity, professional standing, collaboration aedm approach. But the tribes differentiate thdveseon
peripheral values (see Figure 3). Investment stibeulis defined as “effective decision making in a
meritocracy”; it has a strong sense of confideoée i shifting towards arrogance). The distribusabculture

is defined as: “compete and win”: it is very conifpet, driven by performance (market and financésults),
exposed to risk of misselling when the environmeidifficult. Operations subculture is defined ‘aseating
scalable processes and efficiency”; it is centradatention to details, rationalisation of workutan,
compliance to rules, bureaucracy.

Difference originates conflict. Distribution and €ptions staff expresses a sense of disempoweronent
disrespect; they feel like the “lower class” comfiing with the Investment tribe, considered as‘“thgper
class”. Distribution and Operations collide alsotwmen them: competitive/win values contrast with
efficiency/precision values. Distribution peoples action oriented and driving for results; the @giens
teams are required to be fully compliant.

FIGURE 3: THE THREE TRIBES: subcultures in invesitnbanking

Distribution

Competitive/Win

Passion/Ener

Humor/Fun

Source: Ware and Robirri'ébh,ié()ﬁll

In Barclays, a large and diversified institutiorttwbusiness cultures difficult to integrate witicieathet?,
“the investment bankers tended to regard the retaik as slow, indecisive and un-commercial. Intret,
the investment banking characteristics were handdwg, fast, competitive and well rewarded succéSsilz
Review, 2013, p. 87). The Barclays’ Corporate Bamhkile quite distinctive and emphasizing integriyas
described in the report as being relatively coretgre, hierarchical and slow-moving, perhaps reiihecan
emphasis on tenure and loyalty over performance.citture of the Group central functions was désdti
by business units as highly expert, but slow tpead and overly internally focused (Salz Reviewl 2.
87).

A theoretical framework useful to understand thiéedint cultures in business is the “Competing #alu
Framework” by Quinn and Cameron (2011). It classiftultures on two dimensions: i) stability versus

support functions within the firm. When employees asked, “Are the cultures of operations vs. itiistion vs.
investments more different or more alike in youmf?” the overwhelming answer (75%) is: “different”.
12 The cultural integration efforts were made morffialilt because of the rapid growth of the banke thultiple
reorganisations and the extensive external hiring.
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flexibility and ii) internal versus external focuéle can apply this framework in the analysis of lasiness
risk cultures, obtaining alternative combinatiokieConnell, 2013). Hierarchy model emphasistesbility and

control, formalised structuremnd rules and internal efficiency; it is a “bureatic culture”. In banking, it might
be typified by credit card operations or a mortgpg®essing unit. Clan model values collaboratpmarticipation

and teamwork; it expresses a ‘family' culture. ighhbe typified by a merchant banking group. Manrkedel is

based on values such as competition, market simargmfitability; it represents a “results orientexlilture. It

might be typified by trading units and sales fumiesi. Adhocracy model values innovation, risk takargd

creativity. It is an “entrepreneurial” culture.niight be typified by a Mergers and Acquisitions (lggroup.

FIGURE 4: COMPETING VALUES FRAMEWORK AND ITS APRION TO BUSINESS RISK
CULTURES
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Source: Quinn and Cameron, 2011

b) Contingent/exogenous factors
The contingent factors are not intrinsically retbtie the business. They affect it indirectly aneiftban change
over time. Moreover, they normally operate diffélgin various businesses and therefore they became
differentiating driver of the business risk cultufée most important are the following:

- Market competitiveness

- Regulation

- History and evolution of the business

- Size and diversification of the financial institrti

- Ownerhip model

- National culture

- Strategic orientation

- Organisational systems and practices

- Employees’ individual culture

The market competitivenesseates pressures to increase the level of perfarendvaking financial results
and improving market position (climbing up the baakking) become more important than managingihke r
accurately®. On the opposite side, an excessive exposure scomiluct risk is favoured from a lack of

13 The positive correlation between the degree ofpmtitiveness and the risk propensity has some ¢ircep In the
1990s, the asset management industry in UK was gempetitive, with a transparent confrontation tkegw the
investment performance of the fund managers. Theaimme scared of underperforming and started totauiope
imitative and risk averse investment behavioursggku2010, p. 20)
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competiton. The limited choice of banks increades itisk of mis-selling and tacit collusion in highl
concentrated markets makes easier to manipulateetmehmarks or to charge predatory prices to cuestom
(ESRB, 2015).The degree of competition varies adbosinesses. Large universal banks and investraaeks
that compete in global markets face a more conmpetinarket than community banks, or specialised
institutions, or boutique investment banks. Alse tlonjuncture of the market is relevant: when tdawnemy

is in a good shape, the attention to credit anddity risks decreases; when the capital marketsaoming,
the attention to market risk is lower than whenrtiakets are bursting.

Theregulationaffects risk culture with contradictory effectaa @ne hand, more regulation contributes to an
healtier risk culture: the risk-based supervisitrersgghtens the banks’ focus on risk and the regryat
guidelines underline the importance of the culfreisk. On the other hand, more regulation migkaken
the risk culture, because it shifts the attentimmfthe risk culture to the compliance on rulesyway, less
regulated sector are generally more risk orienteth tmore regulated ones. There are many examples: t
hedge funds versus mutual funds, shadow bankingusetraditional banking, investment banking versus
commercial banking. Moreover, protective regulat{ery. deposit insurance schemes) can generatd mora
hazard and, again, reduce the risk aversion dirtime

The history of the business is important under at least twiatpaf view. Firstly, past success creates and
consolidates culture. As the literature highligi&shein, 2010), culture is the sum of values arithbieurs
that are proved to be effective in solving probleansl assuring results. Moreover, the success dbdh&
leads to “organisational optimism”, a self-reinfiig cognitive bias that reduces attention to riski{neman
and Lovallo, 1993). “A good risk culture can brekkvn when times are good” (McConnell, 2013, p. 40
prudent risk culture of retail banking has beensotidated through a long period of relative stépitif the
markets and good financial results. The oustanpliofit and growth outcomes of US investment barkbe
beginning of 2000s strengthened their aggressskeatlture. In the past, the majority of Italiamhksa were
non profit or state owned and this deeply affethedr risk culture. Secondly, in history there avements of
change, gradual or disruptive. The strong forcestds deregulation, competition and free marketsmaon

to all sectors of the financial system, have chdrtge business culture, shifting it towards thesptance of
higher levels of risk.

Also thesize and the degree of diversificatiohfinancial institutions are important. In thesezof large size
and rapid growth, organisational cohesion is wealleThe headquarters are far from custothemhe
infrastructure of risk management and controlsusymder pressure. The bank needs more peoplehand t
recruiting criteria loosen; the new employees naak the necessary understanding of risks. Culalvahges
are more difficult to implement: the messages abwmitmportance of risk could get lost in their wegm the

top to the front office. According to Simon theg@f expansion is one of the determinants of thel lef risk
assumed (Simon, 1999). Highly diversified finangradtitutions have a more fragmented risk cultund a
struggle with cultural clashes between business'iiThe optimal size change depending on the busisess
In some of them, the economies of scale and scapenare relevant, as it appears by comparing uséver
banking, asset management and payment institutidthscommunity banking and private banking.

The ownership modeis one of the first driver of organisational cuéuA public company is particularly
exposed to the pressures coming from financialdtors. They are more inclined to assume risks dieroto
increase the bank’s profits and their wealth. Tnessure is heightened by the risk shifting behasiof the
shareholders, consistent with the asymmetric imeergystem of the limited companies: unlimited psof
versus limited losses. Other ownership structuresrare risk averse: in a state owned bank staloititnes
before profitability; in a mutual bank the ownees/b a long term horizon and are also customeesfamily-
owned banks the shareholders have a large portitreio personal wealth invested in the bank.

4 “we found small and medium sized institutions hatkbeultures. Instead of struggling with ‘turnirayound the
supertanker’, their senior management were maiolu$ed on reinforcing more customer focused cudtuiidnese
smaller banks seemed to have significantly diffecaftures from the largest institutions. Big bahiesre made progress,
but in terms of culture change the smaller playsesstill out in front” (Spicer et alii, 2014, p. 10).

15 “We should also note that there is a significahaillenge to instilling shared values in a univerbahk like Barclays.
Cultural compatibility is difficult to achieve acse businesses which may attract very different eyepl profiles, and
where the business model and objectives are diffeltdtakes a great deal of finesse to translaedame common values
into credible expectations of a trading floor arfdagetail branch network. This task is made handeen, as at Barclays,
rapid growth (which propelled it from a family batika leading universal bank), multiple reorganiesas and extensive
external hiring (particularly in the investment Barcreate a less stable cultural basgalz Review, 2013, p. 80
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Laeven and Levine (2008) find that banks with fragted and diversified ownership and with more péuver
owners tend to take greater risks. This is consistith theories predicting that equity holders énatronger
incentives to increase risk than nonshareholdingagers and debt holders and that large owners with
substantial cash flows have the power and incemtivenduce the bank’s managers to increase riskga
The change in ownership structure, from a partmgrstatus to the stock exchange listing, is seearas
important reason for the weakening of the riskurelin US investment banks (The Economist, 2013).

The role of thenational cultureis investigated by Hofstede (2004). At the macrelenational culture can
explain the institutional, legal and economic eorniment of a country and its influence on corporatk-
taking decisions. At the micro level, culture affemdividual risk-taking behaviours. Mihet (20X0)ds that
the impact of national culture on risk taking isosger in industrial sectors which are more infaioreally
opaque, e.g. finance: financial institutions inmwies with low uncertainty avoidance, high indivadism and
lower power distance take significantly more ri§ke same findings are confirmed by Ashraf et 2i16).
Kanagaretnam et alii (2011) show how in the yeaevipus to the crisis (1993-2006) national culture
influenced the quality of banks’ earnings: aggnessisk-taking activities were more likely in cotias with
low uncertainty avoidance and high individualismeler et alii (2014) highlight that individualiss linked

to overconfidence and overoptimism and has a sigmifly positive effect on individual financial kigaking.
Individualistic cultures emphasise self-orientati@utonomy, individual achievements (Hofstede, 2004
Managers are evaluated and rewarded based onstimit-term financial performance. In countries with
individualistic cultures, the concern for otherkstaolders and for public interest is likely to lwmav] by
consequence, customer and compliance risks aremiljational culture is linked to business riskturd
because some businesses are more widespred ifispeantries. As an example, the business cultidre
investment banks has its roots in US economic wiltmeritocracy, focus on results and performance,
efficiency, optimism and self-esteem (sometimesgamnce), risk propension. On the contrary, Europetail
banks (apart from UK) share “social market econanig”’almost all Japanese financial institutionsisit
difficult to rely on mechanisms such as speak upwahistle blowing: This is due to the collectivistlture,
the respect for the hierarchy, and also a tendem¢yde the bad news in order to avoid the shameewW
analyzing the culture of asset management induBfagjle (2001) finds differences between Anglosaxon
Europeans and Japanese institutions.

We use the termstrategic orientatiorwith regardgo the main trade-off choices that must be takerstrategic
level. First trade-off: short-term vs long-term g@ective of the business; in the first case, ttenabn to risk
decreases. Second trade-off: shareholder vs stigleglovientation; in the first case, customer amhgliance
risks are probably higher. Third trade-off: trarigatvs relationship approach to business; in tist tase,
the attention to customer risk is lower. Fourtllé-ff: innovation vs stability; in the first caslbe propension
to risks is higher. Fifth trade-off: profitabilitys risk; in the first case, the risk appetite ighl@r. These choices
depend on the business in which the financialtunsdh operates. As an example, a stakeholder appris
more widespred in community or mutual banks; a efnalder approach in global universal banks. A
relationship approach is more common in corporatekimg, private banking, retail banking; a tranarct
approach in trading, some sectors of investmenkibgn product specialists. Investment banking is
innovation-oriented; retail banking is stabilityiemted.

The organisational systems and practickave a two way relationship with business cultériestly, they
should be an expression (artifact) of the busice#isire, and as such they should reinforce it. tBay also
might work in the opposite way: if they are not sistently designed, they forge a practiced cultbet is
different from espoused culture. In this sensejriportance of performance measurement and compemsa
systems should be stressed. For instance, if skectlture statements underline the attentiondk, but the
pay for performance systems are based on shortpierfitability indicators, the organisational rialvareness
weakens. The described effects vary accordingadtisiness: e.g., the importance of “pay for pentorce”
systems is by far higher in investment banking thanother financial industries. Another relevant
organisational choice is between teamworking atetmal competition. The latter lowers the peer curand
increases the pressure for individual financialfggenance. Some businesses are more oriented towards
teamworking, e.g. investment banking; other tourtlial competitiveness, e.g. securities trading salds.
The employeg’ individual cultureis one of the cultural layers in the firm, thateirgcts with the culture of
working groups, organisational units, businesseadfuartef§. When using culture as a risk governance

16 Empirical works indicate that risk preferences pagtly genetically determined (Cesarini et al. 20Barnea et al.

2010), and partly learned through cultural transiois by parents and peers during childhood andeadehce (Dohmen

et al. 2011; Booth and Nolen 2012; Eckel et al.20Ihdividuals’ risk preferences may also be sklapeadulthood, by
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mechanism, we assume that corporate culture careide individual culture. On the reverse side cihleure

of personnel affects corporate culture. An orgdiiaacomposed by young men is more risk-orientad ibne
with more aged personnel or more women. Partly ctiiire is vehiculated top down, through leadgrshi
“tone from the top”, the design of organisationaamanisms such as incentive systems. Partly citeisted
from the bottom up, by the people who work insige drganisatior. People prefer to work in the business
that better reflects their own values. In doing,thiaey strenghten the existing organisationaluelt People
who apply for job in a community or retail bank dess aggressive, less competitive and less rigkvad
than individuals who search for a job in investmigautking. The latter are more materialist and ileslned

to social values (Augar, 201¥) The social sensibility is even more pronouncedthical banking, ethical
funds, mutual banking. The ethnographic study by (B@09) shows how in the 1980s the Wall Street
investment banks addressed for hiring to “the laast the brightest” recent graduates of elite schéal
particular Harvard and Princeton). These recrugatwo Wal Street by bringing with them their sbciarms
and values: individualism, ambition, competitivetura, high risk propensity, often greed and low ahor
integrity. As newer hires were promoted, and oldembers departed, a new culture developed within
investment banks, replacing the old one.

c) Evolutionary factors
In the life of a financial institution, risk culteichanges. Some events may weaken it: difficutiggoducing
satisfactory financial results, together with irging competitive pressures; cost-cutting programimprove
cost/income; rapid growth; efforts to fulfill orgaational integration in M&A operations; high recse to
outsurcing without monitoring the risk culture bétpartner; arrival of a new chief executive officere risk
inclined, and so on (Smith-Bingham, 2015).
Also the contingent factors above described chamgetime. In this case, they operate as evolutiofators
of the business risk culture. Some of these changgsaffect all the businesses (convergent evalatip
factors), others might affect only one or a fewibesses (divergent evolutionary factors).
In the years previous to the financial crisis, toatingent factors operated as convergent fackeasing a
process of cultural transformation towards a weaisér culture. At the same time, quite paradoxicaihe
risk management tools became more advanced ancgidation on risk became more stringent: think of
Mifid, Basel 2, rules on internal controls, complia, antilaunderying, corporate governance. Indbiglict,
as often happens, culture wins: if the risk culweskens, people can always find some way to civemin
internal and external rules. The evolutionary festoade riskier the risky activities of investmbanks and
made less prudent the more prudent commercial bdries most important of these factors are described
below.
-The growingcompetition of the marketade more difficult for a financial institution $oirvive and increased
the importance of the comparison between bank$opaance. As an example of this new environmerg, on
can quote the “famous” interview of The Financiain&s (2007) to the former CEO of Citigroup, Chuck
Prince. Referring to the loans provided by the bfamkfinancing private equity deals, he said: “Whbe
music stops, in terms of liquidity, things will kemplicated. But as long as the music is playimg'ye got
to get up and dance. We're still dancing”.
-The deregulationremoved many constraints on risks. The princigleeal, light touch regulation was based
on two assumptions: self-control by cautious finahmstitutions and self-correction by efficienapstal
markets: both these assumptions were flawed. Wéncewonly a few examples of this deregulation: the
allowance to adopt internal models for the caldoiabf capital adequacy (Basel 2); and, in US,rdrmaoval
of the net capital rule for the largest US brokealérs (2004), the end of separation between imezgtand
commercial banking (1999), the amending of ComnyuRéinvestment Act as to liberalise the subprinam&o

significant life events, such as natural disasckel et al. 2009), economic conditions (GuisaleR015), and violent

conflicts (Voors et al. 2012, Callen et al. 201@dhn et alii show how individuals’ risk preferenaas also malleable

through the work environment. (Cohn et alii, 20456).

7 Lo (2015) describes this effect, which he calks ttompositional effect”.

18 “However, you have to think what is the producthegstment banking? The product is money. And kithiare is

something different about a business where theumtid money. | think that it attracts a differdsimd of person and |

think that it breeds a different kind of behaviolinat presents the industry with a real challernfgeis going to change

the culture. It has to recognise that it is dealimigh a different kind practitioner, a differentii of professional to, say,

the architect or the lawyer. It is not insurmour&but | think it is a really very high barrierCfr. Augar, 2014, p. 6
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-The bank ownershighanged under at least four aspects: a) from etatership to private ownership for
european commercial banking sector; b) from comated ownership, with an industrial and long term
approach, to a fragmented ownership (public companmith institutional investors adopting a shontnte
perspectiv€; c) from partnerships to listed joint stocks comipa for US investment banks; d) from
cooperative to limited companies for UK buildingciaties. All these changes led to a more risk-teién
culture (Goldstein and Burditt, 2015; The Econonfétl 3).

-As a consequence of previous factors, dhgctivesof the financial institutions shifted towards aigher
emphasis on financial results and a lower atterttioaustomers, personnel and social dimension. @row
profitability and efficiency became the main goafsfinancial institutions. In many retail banksgetmore
prudent risk culture was replaced by a “profit atét’, whit an excessive exposure to productive aisét by a
“sales culture”, whith excessive exposure to custorisk. In British banks the aggressive salesucelhas
been acknowledged as a major driver of bank fai{8pacer et alii, 2014). It led banks to promoteaficial
products, irrespective of risk and customer netedsiake riskier loans, to engage in bad practicééso the
poor outcomes of Barclays have been seen as aqumrsme of a corporate culture too biased towards
commercial and competitive features, with littlgaed for other elements, such as the interestseafustomer
and of the overall society (Salz Review, 2013,9)?%7

-Thesuccess storgf more aggressive investment banks, with impresgrefitability and growth in the years
previous to the crisis, became the benchmark tolamtor largest commercial or universal baik¥he
investment banking divisions were by far the masfifable part of the financial conglomerates. Tagpital
markets too went through a long period of stabilibe Great Moderation) and risky securities seetodzk
less risky. Though the selling of risky productslsas the credit default swaps, AIG could achiegk growth
rates in the traditionally low-growth insurancetisthy?,

-Growth and diversificatioras said before, the mainstream business modateecp bank to grow, to expand
internationally, to diversify, to become more coepland interconnected. As a consequence, the risk
management became more difficult and more bureticiditze risk culture lost homogeneity, the disefrom
the customers increased and the relationship Wwigmtbecame more impersoifaRisk controls were put
under pressure and they were seen negativelyljrag o growth and profitability. In the diverséd financial
conglomerates, the risk culture of retail bankifagshbed with that of investment banking. In manyesashe
latter prevailed, given the better financial pemfance. At Barclays the old retail and commerciakixaulture,
with its emphasis on strong relationships with ocosdrs, was challenged. The new bank’s leadershitgnp
charge in 2007, tried to mimic the performancengéstment bank division, with aggressive growtss kecus
on controls and risks, a shift from customer odaénonh towards size and financial performance (Balziew,
2013).

1% Haldane (2011) shows how, between 1998 and 286&\erage holding period of bank stocks for USWdikdanks’
investors fell from almost three years to three then
20 The incentive systems were a key driver of thisucal change. thcreasing sales were reinforced through incentive
systems which rewarded shop-floor staff for upisgliStaff performance was typically made publiotigh whiteboards
which displayed employees who were leading seleds who were laggards. Achievements in sales webdigy
celebrated. Not achieving sales targets was punishl@ one Halifax branch, there was a weekly ‘CasiCabbages
day’. Employees who exceeded their sales were gipbbwarded cash. Those who missed their bonuses given
cabbagesSpicer et alii, 2014, pp- 20-21.
21 “In our view, Barclays did not, until recently, @ a clear statement of a common purpose acrosmigmesses. It
rather emphasised growth and financial success...@heiperiod studied by the Review, the push fowtran the
investment bank and Wealth, coupled with the neddcrease returns in Retail, seems to have replahe Group’s
sense of purpose and its customer fd¢8alz Review, 2013, p. 79).
22«Qver the past 35 years it has seemed as if eveipdimance has wanted to be someone etsmdge funds and private
equity wanted to be as cool as dotco®oldman Sachs wanted to be as smart as a hedge filmel other investment
banks wanted to be as profitable as Goldman Saélnserica’s retail banks wanted to be as cutting-edgénvestment
banks. And European banks wanted to be as aggressive asideam banksThey all ended up wishing they could be
back precisely where they startedihe Economist, 2009, p. 18.
23“paradoxically, the moral hazard of past succesg/have led AIG to make much riskier investments theompany
with a poorer track record of risk manageniefito, 2015)
24 “The bigger the bank, the greater the distance ftioencustomer... the detachment of bankers from thetslthey
were serving was extremely important in creating¢hltural problems we see in the banking indu@igloitte 2014, p.
14)
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Another example is UBS: investment banking wasnai to dominate group activity, which led to massiv
losses on US sub-prime mortgage-backed assetsE@dmomist, 2009). Spicer et alii (2014) describe th
diversification process of UK retail banks. They waditionally been relatively conservative ingtibns, with
simple business model and an important role playéldeir community. During the 1980s, they moveaiir

a branch banking model to a universal banking mdaekxpanding their riskier activities on the wdsdle
side of the market. As the banks extended beyoaddlatively simple business model of the pasgilret
divisions faced increasing pressure to high ratgesadit. To address this challenge, they developggressive
sales cultures. They refashioned themselves asinescior aggressively marketing new financial preiddo
customers.As a result, ‘tellers’ within bank braegistarted to see themselves as ‘sellers™.

-The product complexity grew; culture is also knowledge, and the increaspdqueness of products
undermined the ability to understand and to marthgerisks involved; often, the difficulty to grasipe
complicated technical features of new products wagether with a sort of arrogance and an overesidm

of the effectiveness of risk management systems.

-Someorganisational practicexontributed to lessen risk awareness. A key rads played by incentive
systems, that over time accounted for a risingeshathe employees’ compensation, and in all seaibthe
financial systerf?. They were based on financial indicators that wiaeed: not risk adjusted, backward
looking, easy to manipulate. They relied too muctsbort-term financial results and neglected ofaetors,
such as the quality of service to customers, ttstagability of the business, the compliance t@suhnd
controls. They sponsored a “profit culture” andsalés culture”, instead of a “risk culture”.

- Also theindividual culture of the personnehangedGordon Gekko became the idol of the new graduate
generation, whose appetite for risk was accuradelscribed by the “greed is good” motto. An “adverse
selection” process came out: aggressive and rigt$people started to flow towards the more sisfekand
dynamic sectors of the financial system.

- In more general terms, it was tleeonomic culturethat changed. It leaned towards a quite extreme
interpretation of free-market model, with emphasighe efficiency of capital markets, their abilibyspread
and to reduce risk, the usefulness of financiabuation. The overvaluation of these virtues wemichia hand
with the underevaluation of risks.

4. The rise and fall of risk culture in investmentbanking: the Great Detachments

As described in the previous paragraph, some d@waky trends in the financial sector have deteetia

process of weakening of the risk culture in aléfigial insitutions, independently from the partclusiness
in which they operate. To some extent, the larg&sinvestment banks represent an interesting stassy,

for many reasons: they were at the root of theniral crisis, they paradoxically had the more ssiptated
risk management systems, they were seen as veryisnagsuming and controlling risks, they représdrto

some extent a successful business model to imitatel. they failed spectacularly. And this failure lpably

has more to do with risk culture than with the effifeeness of organisational tools.

Some literature describes the flaws in the riskucalof these institutions, particularly in the italpmarkets
business, and trading & sales departments. Thevapipiis anedoctical, consisting of narrations drénem

the personal experiences of former employees. sémbles the ethnographic methodology of research,
particularly useful to study organisational cultusghere the conclusions are drawn from participant
observatioff. In fact, the true culture of the organisationds described by official documents, rules or data.
It is revealed by the choices made by the peopteair sphere of authonomy, by their ways to gaiciad
appreciation, by their reactions to unexpected lprob or, at the opposite, by their routine behagon the
ordinary course of business. All these aspectdearetter catched by sharing the experience (work the
bank), by direct observation of employees’ behadpar by interviewing people and reading storiessed

25 Many inquiries have proved the role of pervessauneration schemes as a cause of the financi#g;aig. |IF 2008,
FCIC 2011, ICB 2011.

26 Our main sources are Lewis (1989) about his experiah&alomon Brothers (SB), Smith (2011) about Gold®achs
(GS) and Luyendijk (2015), who interviewed over 2@®ple working at City’s investment banks.
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on these literature, we will describe below thddesthat are responsible for the “risk culturduia” in US
investment banks. This failure can be linked tsg separation between elements that otherwigeldtbe
strictly connected. The great divides:

- Between finance and real economy: “It's only naatfatics !”. Finance is an economic infrastructure
designed to serve financial needs of economic agdhtit loses this touch, it becomes self-refegrin
“unproductive” and risk§/. When in 2005, for the first time, she met JPMordanivatives traders, Gillian
Tett, author of Fool's Gold, could watch them wiitle lens of her former studies in social anthroggl®&he
could better understand their rituals: “The Powerfothe bankers presented on topics such as th@ CD
waterfall, did not merely convey complex technidata; they also reinforced unspoken, shared assumpt
about how finance worked, including the idea thatvas perfectly valid to discuss money in asbtract,
mathematical, ultra-complex terms, without any refiee to tangible human beings.” (Tett, 2009, P. xi

Serving-someone’s-need culture is replaced by tngetulture, that permeates the trading floor.g0ers

would wager on anything: Wimbledon, the Mastersy heany White Castle burgers a first-year analystato
eat” (Smith, 2011, p. 50; see also Lewis, 19884). Traders love risks. Also managers love ridte Tisk is

good in itself. Lewis’ book starts with the chalienthat the CEO, Gutfreund, threw out in the trgaoom to

the best player in Liar's pocker (a sort of pocgame practiced by people at SB): “One hand, onkomil
dollars, no tears” “What Gutfriend said — Lewis c¢oents - “has become a legend at SB and a visgaral
of its corporate indentity” (Lewis, 1989, p. 14)ut®eund wanted to show to everbody, as an exarhjge,
courage and his risk propensity: “No fear for tis&’t

- Between material and human/social sides: “Moneyneyp money !"Money is the core value of the business
culture. It is the final measure of success. Famgptrainees, most successful traders are thedsssheroes.
Managers have power and earn impressive amoumsmady, they are feared and envied, but they aréheot
organisational heroes, because they “did not makentoney for Salomon. (They) did not take risk.”
(Lewis,1989, p. 16). Traders are the most respkciaDple because: “(They) were the people cldedsie
money. The firm's top executives were traders. &mare even occasional rumours, probably startetidoy
traders, that all the salespeople were going tfirbé, and the firm would simply trade in a blidsfacuum.
Who needed the fucking customers anyway ?”(ididendb).

The power becomes a tyranny, that is socially aecephe “tyranny of the trader”. “Some of the meho
spoke to us (trainees) were truly awful human beirichey sacked others to promote themselves. They
harassed women. They humiliated trainees. Theytdidwe customers. They had victims. ..The pointds

that a Big Swinging Dick (a very successful tradesalespeople) was intrinsecally evil. The painthat it
didn’t matter one bit whether he was good or evileng as he continued (to make results)” (ibiden&6).

The nicest place to aspire to work at is where maaene from (e.g. fixed income securities, in tegibning
of eighties at Salomon Brothers). When a trainekewa silly question, the classmates blow up: ‘tycaii
Dallas !" (it means: “you are so stupid that yowwl sell equities at Dallas”, a very traditionaldanot so
profitable business). Not only equity trading, hlithe other businesses are despised becausarénept so
much profitable: “corporate financiers are consedenvimps by traders” (ibidem, p. 23); “We all kneever
to admit to an investment banker that we were afgilying for jobs with commercial banks, though sah
us were” (ibidem, p. 32).

Money means profits for the bank, but also it mebasus for bankers. For traders, the yearly bonus
negotiation is the most important deal of the y€drasing for the bonus creates an organizatiomaht of

27 “Many jobs in a competitive arm’s-lenght financial system are problematic for two reasons. First, like the worker on
an assembly line, the broker who sells bonds issued by an electric power project rarely sees the electricity that is
produced: she has little sense of any material result of her labours. ..Second, the most direct measure of a financidbsec
waorker’s contribution is the money — the profitseturns — she makes for the firm... The trader whostshihe stock does
not see the workers who lose their jobs or the blaigithat unemployment causes their families: albbes are the profits
he will make if he turns to be right in his judgrnieR.G.Rajan, 2010, p. 124
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internal competitition, which damages risk cultime stimulating cheating and reducing collaboratzom
information sharing (Smith, 2011, p. 315). To gehises, people steal each other’s ideas (e.g. aboed
financial product; see Lewis, chapter 9). More dlife a manager can steal a part of the bonus ®f hi
salespeople, by crediting on their own accounttmamissions earned from trades (ibidem, p. 3072005,
Goldman Sachs changed its compensation systefimibated the subjective component related to hail w
traders did their job ang how good they were fer dhganisation.The system became largely matheahatic
and exclusively related to how much business haa beought in. At the end of the year, a tradea eeller
was paid a percentage of the amount of revenuetadns name. And everybody started to do anythiad
was possible to pump up the numbers next to itsen@idem, p. 313).

The pivotal role of money, of course, is not exgijcstated. Money’s mastery is not an “espousdde’abut

a basic assumption, implicit and shared (ScheihQR@Vhen Lewis, in a job interview with Lehman Brers,
answers with honesty that he wants to become asiment banker because he wants to make money, he i
kicked off. Only after, he knows from a friend wivorks at LB the why: “It's taboo. When they ask yduy

you want to be an investment banker, you are sggpbtistalk about the challenges, and the thrill@ihg
deals, and the excitement of working with such kighber people, but never, ever mention money&wis,
1989, p. 35). “Learning a lie was easy. Believingas another matter. From then on, whenever astment
banker asked for my motives, | dutifully handed hina correct answer: the challenge; the peoplditieof

the deal...That the money wasn’t the binding force,ved course, complete and utter bullshit” (ibidgm,
36).

SB’ CEO likes to say that money is not so important criticises the excessive greed of the younger
generations, but his hypocrisy is noted and resdng¢he mortgage traders. “It was easy for Gutfceio say
money didn’t matter. He paid himself more than elnigf executive on Wall Street” (ibidem, p. 159sd¢ems

to be a good example of hawet to perform “leading by example” and “tone at thp™t!

-Between the bank and the customer: “Screw’em, heyéntually forget about it " The only interests to
serve are those of the bank. “(The manager’s) tnade response to any e-mail that had even a whiff o
client trade was a three-character e-mail back: {GGldman Sachs Commissions) ?” No other words; no
guestion about why the client had done the trathat the trade was, or anything else about it. Bostmuch
money was made on the trade” (Smith, 2011, p. 308¢e SB launched a CDO divided in two tranches, on
backed by the principal of securitised bonds (Rdiacipal only) and the other by the interests ,(loterest
only). It sold the first one to the customers aegtkin the book the second one. The reason wasSBat
expected the market to crash, a situation in wthiehPOs plummet and the los appreciate (Lewis, 1889
182). When a salespeople complains to a traderlitdo him and forced him to sell a bad securiyhis
customer, the trader replies: “Look, who do you kviar, this guy or Salomon Brothers ?” (ibidem 207).
Once the presidents of SB said: “Customers have shemories”, and Lewis comments: “If that was the
guiding principle of Salomon Brothers in the depamt of customer relations, that all was suddetdgrc
Screw’ em, they'll eventually forget about it ! Rig“ (ibidem, p. 208). This is the attitude embeddn the
culture of the bank and, these are the sociallgptet! behaviours; the “strange thing” would be wiog
about this. “I had made the mistake of trustingati@der. He had drawn on the pooled ignoranceefind
my first customer to unload one of his mistakes. H& saved himself, and our firm, sixty thousand
dollars...Bellyaching would also make me look l&éool..How could anyone be so stupid as to trusader

? The best thing | could do was pretend to othe8amon that | have meant to screw the custoResple
would respect that” (ibidem, p. 208). Not only #re customers screwed; they are also despisedisTivisy

a trader can humiliate a trainee who failed in iegsing him by saying: “You are proof that some peape
born to be customers”. And all the (other) traint@ it is the “funniest thing they had hearddaly” (ibidem,

p. 213). At the London trading office of GS thedmhal organisational language calls the less stipaisd
customers “muppets”. “Being a muppet meant beingdant, a fool, manipulated by someone else. Within
days of arriving in London, | was shocked at howyntéimes | heard people — both very senior and petipr,
refer to their clients as muppets. Where, | wondiehad this adversial viewpoint come from — theaidéthe
client as someone much less smart than you, someganeould try to take advantage of ?” (Smith, 2011
296). Augar (2010) describes the changing modéhadstment banking in UK, since the Big Bang ore th
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City’'s traditional culture of independent adviceddong-term relationship was replaced by the Anaaric
model, in which the relationship with clients lastslonger than the deal. “The client-banker diakgeased
to be about trust and the client’s long term irdesseand became more abut today’s profit” (Augad,@Q@®.
224). As said before, this is shown also by th@aate language of investment banks: “They categdrithe
customers) by “size of wallet”, a crude but tellidgscription of what really mattered to them” (i, p.
224). The time horizon in managing the relationshith the customer becomes shorter and shorterndBo
traders tend to treat each day of trading asweite their last. This short term outlook enablesrttio exploit
the weakness of their customers without worryingualbhe long term effects on customer relationyTdet
away with whatever they can.” (Lewis, 1989, p. 13#fjer all, serving customers’ interests is hanagkeby
conflict of interest, a situation that worsened wiige investment banks decided to enlarge the rahtpeir
activities and to be involved in proprietary tragli@ongside brokerage. In trading activites thekleats for
the buyer, for the seller and for its own portfolio M&A or private equity deals, it happens thia¢ thank
advises at the same time the buyer and the taoggtany. “Under that scenario how can you possibtytipe
client first ? Which client do you put first ?” (&ar, 2014, p. 2).

- Between bank and employees: “You want loyalty, &ioecker spani€lEmployees’ interests are separate,
sometimes in conflict, with that of the organisatibBluman Resources policies of investment banksicaply
described by the motto: “hire-and-fire”. “You'renamber. That's the deal you make when you go tdkwor
finance: you are a commodity” (Luyendijk, 201586). The dismissal procedures are quite famousggbu
a call from HR, you are denied the access to youygu pack your stuff and you are out of the dadive
minutes. Nobody feels safe, never. “Every day you'ng getting closer to getting fired”, as one bosss to
say (ibidem, p. 88). In the corporate idiom, suddmsmissal are called “executions”, or “the culihd term
used when infected cattle have to be destroyed}hislcreates a climate of fear, a “toxic cultu(didem, p.
93), where the internal cooperation is hamperdtdkbe killed) and politics is very important. tY need to
say hello to the right senior people at the righet Team members co-operate but they are alsmmpetition
for a better ranking in the review. As you woulgest, friend will give friend good rebviews”. (il@th, p.
89).

If the bank is disloyal to its employees, employaesdisloyal to the bank. Loyalty is not a corkigamaybe
it could be an espoused value, supported by semoagement, but not a practiced value, shared dylge
When SB tries to dissuade a manager to leave thie bathe name of the loyalty to the firm, his aes is:
“You want loyalty, hire a cocker spaniel” (LewiQ&9, p. 254). The only link that bounds the empéoje@
the employer is money; if a competitor offers mar@ney, it's time to go. This shortens the time bamis of
the decisions made by the personnel. The weakeitige ties between bank and employees is alsdfect e
of the success and the rapid growth of the org#inizal he urgent recruiting needs loosen personnel tihec
criteria. Wrong people were selected, with low cetepcies, different personal values, low loyalBut that
they let me — and other drifters like me — in tlw®rdat all was an early warning signal. Alarm beheuld
have rung. They were losing touch with their idgritihey had once been shrewed traders of horsefiesh
they were taking in all the wrong kinds of peoplg.éwis, 1989, p. 47). In three years, 75% of tiettainees
in the class of Lewis (that of 1985) would leave bBank, compared with 15% in the past.

This lack of loyalty, from both parties, shortehg time horizons of the employees’ decisions; tleggtt
attached to present results (profits) overcomedhfitture results (potential losses coming frosky)i “If you
can be out of the door in five minutes, your honib@comes five minutes. That was the essence stdhies
about zero job security...How realistic is it to egp8nternal controls” to do their jobs in such antext ?”
(Luyendijk, 2015, p.. 99).

- Between bank and shareholders: “No more skin irgdu@e !”. The ownership structure of investment banks

changed, from partnership to listed public companiEhis separated ownership and control, reduced
commitment of partners, who lost “skin in the gara@tl exposed bank’s governance to the short tedm an
profit oriented interests of shareholders.

- Between productive and control functioiié/hat do they want again ? Tell them [I'll call bdclControls
and control functions are seen as obstacles tdutiseness. Large investment banks have strong dontro
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systems, but weak control culture. In the valudsetrdrchy, profit, growth and bonuses come befosk ri
control. “To illustrate the point | reiterate theaenple of when | was a trader in a bank. The catl bome
through from a member of the compliance team ingidebank, they were after the desk-head of thiriga
team | was working for. The desk-head, from whomyttvere seeking a response to a number of questions
they had asked, replied. 'What do they want agéoti@ived by ‘Tell them I'll call back'. A few dayater the
call came again, and again the same responsecHdnade was repeated several times over the neptecof
weeks. Finally, with patience running out, a texs®il to the desk-head head was sent statingtbattanted
a response by the end of the day or the matterdiaeilescalated. The desk-head responded by sevalikg
a short email with an attachment displaying his thieddesk’s trading P&L for the year, both wereeptional
and far in excess of budget. He added a very shessage saying ‘Over to you'. The matter was rachef
again. | share this little vignette, not becaussrdhwas any serious compliance breach, at leasnribe
context of the early 2000s, but to make a poinuabite attitude and mindset which was becomingaiesx
in banks through the 90s and early noughties” (&eld and Burditt, 2015). In JP Morgan Chase, & lndth
an outstanding reputation in risk management, thale trades exposed a bank culture in which sk |
breaches were routinely disregarded, risk metrem®vrequently criticised or downplayed, and rig&laation
models were targeted by bank personnel seekingradupe artificially lower capital requirements.”
(Permanent Subcommittee on Investigations, 2018). fWe are tiger” —said another flow trader. “Yaant
traders to be aggressive as they can and makeatiteds much money as possible”. The risk limit$ tea
had to stay in were his cage” (Luyendijk, 201572).

The Great Detachments just decribed became widkeatrenched in the organization because they found
confirmation in the outstanding financial perforrmanThe extraordinary results of investment bankhé
bullish years before the crisis triggered a deadltation game and infected all the businesses.MZEO of
Morgan Stanley, Philip Purcell, tried to follow ew risk strategy, he was dismissed by shareholdbrs
wanted a more aggressive approach (Augar, 20122°f). But Purcell was an exception, because no CEO
wanted to be considered as a laggard and to begukiwn in the investment banking league tablesc&as
generated a corporate culture of hubris, overcenftéd and underestimation of risk. First and forémbaas

not a failure of some executives, nor the failureane organisational tools (e.g. risk managemgstems).

It was a failure in the business risk culture.

5. Conclusions

The nature of the business is one of the deterrtsradrihe risk culture in financial institutionsh@& direction
and the intensity of this relationship depend oacstiral and contingent factors. The former argnsic and
guite stable characteristics of the business, agdhe kind of activities performed, the custonsersed, the
economics. The latter are factors that might chavge time and that affect risk culture indirecifythey are
different in different businesses, they contrildotehape the business culture. We analysed theimpsttant
of them: market competitiveness, regulation, histord evolution of the business, size and divessiion of

the financial institution, ownerhip model, natiorwailture, strategic orientation, organisationaltasys and
practices, employees’ individual culture.

In the years previous to the financial crisis, gfegtors moved along a common trend, that ledteakening
of risk culture in almost all financial institutienThis process was more pronounced in some sestmis as
investment banking. The analysis of the risk celtaf the financial institutions in general, andtiogé US

investment banks in particular, hiaighlightedits flaws. Undoubtedly, the weakening of risk crétecaused
at the micro-level the adoption of wrong risk mag@agnt practices by banks; at the macro-level, tinsting

of the financial crisis.

As a consequence, the key role assumed by an heslthculture in the governance of financial itigibns

is strongly confirmed.
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