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Introduction

In June 2023, the Central Bank published

a thematic assessment examining the
approach taken by firms’ Boards and their
senior management to foster and embed
an effective conduct-focused culture in
Wholesale Market Firms. This follows the
Central Bank’s increased focus on conduct
risk and culture in recent years, with the
2019 Wholesale Market Conduct Risk
Industry publication and the 2023 Securities
Markets Risk Outlook Report outlining the
importance of fully embedded effective
wholesale market conduct risk frameworks.

The Central Bank's thematic assessment evaluated firms’
market conduct risk management frameworks to support
and enable firms’' Boards and senior management to
deliver an effective conduct-focused culture, studying

a cross sector cohort of firms engaged in Markets in
Financial Instruments Directive (MIFID) activities.

Key Findings and Observations

The Central Bank identified a number of areas firms must
work on to ensure that the desired culture is effectively
embedded into their day-to-day operations, supporting
governance arrangements and control frameworks. The
key findings are set out below:

Board and senior management discussion and
challenge of conduct risk and culture requires
improvement. This is compounded by often deficient
Management Information (MI) and reporting,
inhibiting the ability of the Board to manage market
conduct risk and promote an effective conduct-
focused culture.

m Responsibilities for managing and mitigating market

conduct risk are not reliably conveyed in the role
profiles and objectives for senior management,
inhibiting accountability.

m The onset of hybrid working has required the review

of governance and control frameworks to ensure
these are sufficiently robust to manage emerging
conduct risks.

m Boards and senior management should consider

how they can enable an inclusive “speak-up” culture
that fosters and promotes an environment where
staff can raise concerns.
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The report set out a number of considerations for firms within the scope of 5 main themes, as set out below:

Key area

Key considerations

Leadership
and decision
making

e The assessment observed that Boards have made positive efforts in setting their firm
culture.

e However, firms should develop a Board approved culture strategy to formalise how they
will embed their own desired culture and in particular how it aligns with strategy, market
conduct, risk management frameworks and processes.

e A key driver of effective cultural and market conduct practices are leaders who act as
“cultural carriers’ embodying a firm's values and leading by example in their day-to-day
work; this extends to all levels of management and Independent Non-Executive Directors
(INEDs)

e Conduct risk should be a key consideration when making strategic decisions. It is critical
that Boards consider conduct risk when making strategic decisions and how these
decisions integrate with the firms desired culture, values and risk appetite statements.

Governance
structures

e Boards and senior management should take active ownership of the governance of
market conduct risk; this includes ensuring that the firm has effective frameworks in place
to identify and manage such risks

Identification,
assessment and
monitoring of
conduct risk &
culture

e Boards and senior management should be proactive and ensure that they are provided
with appropriate, timely Ml and reporting to ensure sufficient oversight of market conduct
risk

e Firms should consider practices such as extrapolating from existing M| information to
provide better reporting. An example of this would be using the number of self-reported
breaches as a cultural indicator of the willingness of staff to speak up

e Firms should also consider consolidating Ml and reporting into a dashboard style reporting
mechanism to provide senior management with a clear single view on conduct and
culture

Responsibilities
and expected
behaviours

e Firms should consider reframing their outlook on error management from prevention
to instead exploiting errors as opportunities for improvement and communicating these
learnings to staff

e Firms should ensure that responsibilities for managing and mitigating market conduct
risk are communicated in role profiles and objectives for senior management in order to
prevent a lack of accountability

e Conduct and culture should be considered in the composition of performance
management frameworks

Speak-up culture

e Firms should avoid relying on group protected disclosure policies with no information
on provisions specific to the local Irish entity, and ambiguous language in related
communications

¢ Firms should ensure that protected disclosure policies clearly call out obligations on
Pre-approval Control Functions (PCFs) to disclose certain information to the Central
Bank and to have in place protected disclosure policies and frameworks that clearly and
comprehensively set out the mechanisms available for raising a concern

e Boards should consider how they foster awareness and understanding of these
frameworks and reinforce to staff a culture of psychological safety when speaking up

Hybrid working

e Firms should consider how they can adapt their market conduct risk management
framework to manage the risks emanating from a hybrid-working model and specifically
put in place sufficient arrangements to ensure it can continue to meet its regulatory
obligations

¢ Firms should consider enhanced market conduct risk identification exercises conducted
on a regular basis to identify risks or issues that may impact the firm’s conduct risk profile



How can KPMG help?

Market misconduct has been a recurring
theme in financial markets for many
years. While the challenges of managing
wholesale conduct are significant,

firms are continuing to develop ways to
mitigate the risk more effectively and to
embed sustainable change in front office,
oversight functions and key support
teams.

KPMG's Risk & Regulatory Consulting team is at
the forefront of this effort, working with the largest
financial service firms supporting them to manage
conduct risk. We have an in-depth understanding of
regulations, industry standards and emerging good
practice.

We incorporate the latest global thinking into the
provision of our services in the financial services
sector and provide best practice advice.

KPMG's conduct risk and culture professionals
can help financial services organisations transform
regulatory compliance and consumer / investor
protection into a strategic business advantage.

We have significant experience across a
wide variety of industries in the following:

J Provide guidance on regulatory expectations

and industry practice in terms of what a
comprehensive wholesale conduct risk framework
looks like

J Assist with design and implementation of a
— wholesale conduct risk framework

\/ Provision of wholesale conduct risk training to
Board, senior management teams or other teams
within your organisation (using wholesale conduct
risk scenarios as a basis of the training)

J Using KPMG's conduct risk framework (which
is built on six core areas for successful conduct
risk framework), assess the completeness and
effectiveness of the organisations wholesale
conduct risk framework and identify any gaps and
make recommendations

Assess a firm's Board dynamics and effectiveness

Design wholesale conduct risk Management
Information Dashboard which can feed into the
firm’s overall risk reporting (this includes triggers
and early warnings)

AN

Advise firms on their Individual Accountability
requirements and partner with firms in
implementing this regime

AN

Assess how a firm manages errors from
identification / classification to resolution and read
across / root cause analysis

AN

Assessing a firm'’s culture and behaviours using our
scientific culture model (which has been adopted
by the Dutch National Bank). A key element of

this framework is how firms identify, escalate and
manage conduct risks

AN

Design a behaviours and culture framework for
organisations to allow them to conduct regular
reviews and assessments

AN

Raise awareness of risk culture at all levels (in-
depth interviews, board dynamic scans)

Identify culture and behaviour drivers and link
to both qualitative and quantitative Ml to aid
assessment and triggers

AN
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