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From the Editor

This practical guide is written for managers in the financial services sector. It aims to heighten their awareness of the importance of staff integrity and to explore the management techniques required to handle the issue.

This publication aims to provide general guidance only and does not purport to deal with all possible issues that may arise in any given situation.  Explanations of legal requirements under any relevant legislation are necessarily general and cannot be relied upon to relieve the need to review relevant legislation in detail, and where appropriate, to obtain specific legal advice on any issue which may arise.  The ICAC accepts no liability or responsibility for any loss caused to any person acting or refraining from acting in any way as a result of any material contained in this publication.

The scenarios given in this practical guide are based on a mixture of past prosecutions and hypothetical cases and are for illustration only.

Throughout this publication, the male pronoun is used to cover references to both the male and female. No gender preference is intended.

The copyright of this publication is owned by the Independent Commission Against Corruption, Hong Kong Special Administrative Region.

Foreword

A sound, reliable and efficient banking system and financial market is the cornerstone for sustaining the economic stability of Hong Kong. Nurturing trust in a financial market is not an easy task as any slip can ruin the hard-earned reputation almost overnight.

Comprehensive systems as well as an ethical corporate culture can help to protect the interests of all stakeholders and uphold Hong Kong's status as an international financial Centre.  Prevention is always better than cure.  Ensuring that people of all ranks within the financial services sector observe the highest ethical requirements of their regulatory bodies can help to curb corruption and malpractice. This will in turn protect everyone and enhance the goodwill and competitiveness of banks and financial institutions.

The financial services industry is a professional trade which requires unparalleled integrity from everyone within it.  Management has the ultimate responsibility of implementing effective policies to ensure that the performance of its staff reaches the highest professional and ethical standards.

In recent years, globalization and diversification, coupled with the electronic age and other innovative developments, have posed numerous challenges to traditional banking and financial industries.  To meet all these challenges, managers should further enhance their ethical standards in conducting business as well as their management skills to ensure that all staff perform their duties, with integrity and in accordance with the law and regulations.  This Practical Guide comprising five parts aims to strengthen these skills.  Part 1 helps managers to understand their role and position their "people-oriented" management work.  Part 2 analyses ethics management in detail to help managers review the systems in their organizations.  Part 3 provides the keys and essentials for managing staff integrity.  Part 4 lists the training tools and materials produced by the ICAC on managing staff integrity and Part 5 gives information on the ICAC services and assistance.

Community Relations Department
Independent Commission Against Corruption
Hong Kong Special Administrative Region
2007

A practical Guide on Managing Staff Integrity

Dual Responsibilities

In order to better carry out their work, managers must primarily take a firm stance in their role, with two important but not at all easy missions.  First, they must fulfill their professional, technical and administrative duties to ensure that the business under their purview progresses healthily and steadily towards the company's goal.  Second, they must shoulder the responsibility to develop the potential of their subordinates and to put "supervisory accountability" into practice.  Supervisory accountability involves taking preventive measures against blunders by subordinates, rectifying erroneous situations and, to a certain extent, being accountable for any grievous recurring mistakes.

Supervisory Accountability

Staff may err for a variety of reasons in the daily course of business.  It is the responsibility of managers to identify whether the mistake arises from a staff member's lack of ability, his inexperience or lack of integrity.  If it is caused by the staff member's incompetence, managers should provide training or counseling.  However, if it is related to the integrity of a staff member, managers should deal with it seriously in accordance with the law and regulations.  Such a proactive approach not only helps to cultivate an ethical culture within the organization, but also demonstrates to staff members the company's stance and policy in handling any breach of laws or regulations.  If no action is taken against unethical staff, other staff members may also defy the rule of law.

Undoubtedly, staff management is always a difficult and challenging task.  While managers are not necessarily responsible for every mistake arising from the negligence or inexperience of staff, they can hardly absolve themselves from blame for serious, frequent or common errors that have been undetected or tolerated.  Turning a blind eye to malpractices will invite criticism for their improper management.  Worst of all, they might be suspected of being an accomplice in the misdeed.

Part 1: A Role with Dual Missions

People-oriented Approach

Managers should therefore have a full understanding of the prevailing challenges faced by them and their staff.  With the fast development of the industry and the extensive use of information technology, the financial services sector, which is no longer bound by territorial constraints, has become more globalized and has attracted more cross-boundary business.  In response to market needs, various new investment products, such as stock options, warrants and a basket of real estate funds have been launched in the market.  This in turn has sparked off keen competition to gain a greater market share, thereby leading to higher demands on business performance by organizations from their staff.

Apart from the challenges brought about by various socio-economic factors, the financial services industry is itself infested with numerous temptations.  The very nature of the work in the financial field basically revolves around money.  On top of the substantial monetary transactions handled every day, personnel in the financial services sector also possess sensitive information about their clients, business entities and the market.  They may also need to work outside or across the boundary to cultivate closer relationships with clients.  Additionally, financial practitioners are from time to time in a position to offer professional advice and judgment to their clients or for their organizations.  For these reasons, they may nowadays encounter more ethical dilemmas and conflict of interest situations.  Such mounting pressures may eventually become the precursor of potential corruption and bribery, rendering the task of managing staff integrity even more onerous.

In light of the above challenges, organizations within the financial services industry are duty-bound not only to maintain but also to enhance the present standard of professionalism, and become even more vigilant in staff management.  To effectively prevent corruption and malpractice, managers should be committed to the implementation of ethics management.  Only in a fair working environment can committed and competent staff develop and give full play to their professionalism.  These staff can win the trust of customers, and eventually attract more business to boost the competitiveness of their organizations.

From a macro perspective, a financial entity which provides high-quality, professional, ethical and reliable services to clients would contribute to maintaining the stability of the financial systems and economy.  It would also further consolidate Hong Kong's status as an international financial Centre.

A Practical Guide on Managing Staff Integrity

Financial practitioners often encounter legal and ethical problems of various types at work.  They include corruption, improper use of confidential material, conflict of interest and other "grey area" problems.  Causes for breach of the legislation or regulations are usually very complicated.  Drawing from the experience gained from investigations into corporate scandals in the financial services industry, the ICAC has summed up and classified the various causes into two categories as set out below:

Staff Factors

Ignorance
Staff have a shallow understanding of the legal or administrative requirements and can easily succumb to temptations and inadvertently commit an offence.

No alternatives
Staff who find themselves in financial plight due to squandering or failure in investment, or who fail to meet the organization's performance standards due to incompetence may feel cornered. Thinking that they have no alternatives, they may risk everything in times of desperation.

Helplessness
It is inevitable for staff to socialize with customers in order to maintain a close business relationship. However, away from the office or during business trips, when one has to cope with advantages offered by customers or other "grey area” problems by oneself whilst in a different culture, one may feel helplessly isolated and at a loss.

Lack of integrity
Staff harbouring ill motives and bent on achieving personal gains at the expense of the interests of the organization would have no regard at all for legal requirements.  Damage done by such staff is the most serious and this is also the worst type of situation encountered.


Part 2: Cases in Perspective

Organizational Factors

Lack of clear systems, guidelines or procedures
An organization which fails to set up effective systems or clear guidelines on "acceptance of advantages" and "conflict of interest" may mislead staff into thinking that the organization does not have any firm stance on these issues.  That in turn may lead them to believe they can handle such situations as they please or at their convenience.  However, their handling of such situations may only be a commonly accepted practice without any legal basis.

Ineffective communication
Organizations do not maintain dialogue with staff in the process of formulating or revising relevant policies and regulations.  Nor do they explain the spirit or content of the requirements.  On the other hand, staff do not proactively consult management when in doubt.

Lax supervision and monitoring
If systems and guidelines established by the organization are not properly enforced, they are but empty shells.  Staff harbouring ill intentions will play more tricks to defy the law and regulations more blatantly under lax supervision.  Should such impropriety become an epidemic, other law-abiding staff members would become confused.


"Rome was not built in a day".  Likewise, violation of the law or regulations, whether caused by the staff factors or the organizational factors, does not emerge suddenly and without traceable clues.  From the management's point of view, this could be avoided and guarded against.  In the following case analyses, we will focus on the major areas of concern in ethics management and the techniques which managers should acquire in practice.  Detailed discussions on the relevant anti-corruption laws or regulations in connection with the scenarios are not within our focus of analysis.  For the content of the anti-corruption legislation, readers can refer to "Observing the Law” A Guide for Financial Services Practitioners contained in this Tool Kit.

