
1© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved.

Conduct risk is a huge headache in a heavily regulated 
sector like financial services, especially for banks stung 
by multiple misconduct or mis-selling scandals. But 
simply keeping out of trouble is no longer enough – 
especially where compliance, not a culture of “doing the 
right thing”, has driven a bank’s approach to conduct risk. 

From what we’ve seen working inside large-scale 
remediation projects, problems are rarely just a matter of 
conduct risk either. They may be a result of poor culture 
within an organisation – and often a strategic failure to 
put the customer at the centre of the business.

The new normal, then, will be to treat conduct, culture 
and customer experience as three legs of a tripod. 
All three are equally important, interdependent and 
necessary to form a stable base for a sustainable 
business. 

The FCA is also starting to establish links between 
the 3Cs through its interactions with firms, identifying 
the importance of monitoring and managing culture 
and customer experience to achieve the best conduct 
outcome.

Many banks have developed strategies to improve 
conduct, culture and customer experience. But all too 
often, they address the 3Cs in isolation without asking 
how they could be combined to their own competitive 
advantage.

These banks could therefore benefit from a change of 
strategy. It’s one thing for regulators to demand banks 
address the 3Cs. It’s quite another if challenger brands 
are already one step ahead. Typically the challenger 
banks tend not to have a silo problem. Their culture is 
clearly defined, which helps manage conduct risk, and 
they see customer experience as paramount.

An unbalanced approach

By contrast, many of the established players, who are so 
focused on managing conduct risk, struggle to fix culture 
and customer experience simultaneously.

Tight controls on process, for example, can prevent 
frontline staff giving customers what they want. Think of 
the overzealous bank clerk, who asks so many security 
questions the customer becomes unable to access  
their account. 

This detailed code of conduct might stop things going 
wrong, but “good agents” can feel overburdened 
by rules, while “bad agents” will either breach them 
anyway, or find loopholes if they are resourceful.

Culture is perhaps the most complex piece of the 
puzzle. In contrast with newer firms, which have been 
able to create an optimal working culture from scratch, 
established banks may find old habits hard to shake. 

This works to their disadvantage. Only through 
addressing their organisational mores can they achieve 
a true balance between satisfying the customer and 
stopping regulatory breaches. 

Prioritising conduct risk, then, is not the answer. If this is 
the defining lever for tactical and strategic development, 
banks risk accelerating a decline in customer experience. 

The defining concern of many banks for a decade has been conduct risk. 
But guarding against mis-selling or meeting regulatory requirements 
risks distracting them from focusing on the two other Cs – culture and 
customer experience. Challenger banks instinctively understand this and 
the established players need to catch up.

The three legs to build a 
stable bank: culture,  
conduct and customer



2© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved.

Real returns

Addressing the 3Cs together can bring a host of benefits. 
For example by streamlining governance, banks can 
reduce the need for highly prescriptive compliance. 
And doing so also helps to prevent duplication of effort, 
increasing operational efficiency.

Meanwhile, firms can gain competitive advantage if they 
take a stronger view of business performance and focus 
on driving a customer-centric agenda.

For example, Nunwood 2016 Banking Sector Briefing 
found that any of the Big Four banks could generate an 
additional £3.7 billion of revenue if they broke into the 
top 100 UK companies for customer experience.

Options for creating the tripod

The exact approach will vary from firm to firm. Some 
start with more sophisticated analytics around culture. 
For others, metrics around customer experience will 
form the foundation. 

This means firms can choose their approaches based 
on what they are already trying to do, any particularly 
pressing concerns, and/or their management style. 

Option 1: Culture as a lens for conduct and 
customer

Organisations that establish a customer-focused 
culture could avoid the need for a heavily monitored 
environment. Good culture drives good conduct and the 
right customer experience. 

But to do this, they will need to understand the 
existing culture first. They should be realistic about 
its weaknesses and make clear what an ideal culture 
would look like. Data analytics will aid that process. 
Sophisticated tools are helping organisations measure, 
interpret and understand their culture, including 
employee sentiment and behaviour.

Option 2: Integrated software: the Cs merge

This approach would benefit organisations with a clear 
vision for how conduct, culture and customer experience 
interact. They can use software to monitor and manage 
each C from one place, pulling together existing 
information and indicators to identify issues in real time. 

Software of this kind is technically complex. First you 
need ways of assessing all 3Cs and capturing the 
relevant metrics. Then you need predictive analytics, 
which show what may happen in one area if decisions 
are made in another. However, once it is up and running, 
it can help decision-makers develop fully informed 
strategies to drive improvements across the firm.  

Option 3: Tactical interventions

This approach can improve the status quo without the 
need for significant investments. But it also works for 
a firm that wants to develop option one or two, while 
taking action now to tackle any worrying hotspots. 

The 3Cs model can be used to target these hotspots 
within specific channels, customer journeys or groups 
of staff. It’s easier to make improvements if there’s an 
independent taskforce to understand the links between 
the 3Cs. Tackling the hotspots can also point to broader 
issues across the firm.

For example, analysing the effectiveness of staff in a 
branch network can drive change that improves all three 
(see diagram).
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 – A holistic approach to analysis 
across the business.

 – Hypothesis-driven.

 – Used to identify the ‘ideal branch 
and workforce deployment model.

The ‘optimised’ branch/telephony 
organisation that delivers business 
performance.

 – Workforce demographics (age, 
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 – Deployment to meet demand.

 – Pay and Performance Management.
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A tripod is a stable platform

Clearly, one of the best ways to create a platform for 
sustainable value creation today is “doing the right thing”. 
Complying with the rules is part of that, but the leaders 
in financial services in a decade’s time won’t be those 
who focus solely on conduct. They’ll be the ones that 
offer great customer experience. 

Equally, firms that attempt to graft on customer 
experience without addressing their culture can’t build 
a stable platform. Good conduct must be a product of a 
culture that prioritises customer service, not compliance.

Weakening one leg destroys the whole stability of the 
tripod. Rather, banks need to keep conduct, culture and 
customer experience in balance to satisfy regulators, 
serve customers and see off eager challengers.

•  On your reading list: KPMG in the US published 
an interesting checklist of questions on culture, 
Approaching the Crossroads of Conduct and Culture, 
for their financial services clients last year – and it’s 
well worth a look. 

•  On your board agenda: How can we leverage the 
relationship between the 3Cs to move us towards our 
vision for the organisation in 2020 and beyond?

•  Anticipate tomorrow…: The FS industry is changing, 
with digital platforms beginning to dominate and 
non-traditional competitors splintering and reforming 
industry segments. Think how a focus on the 3Cs 
– rooted in customer outcomes – can help shape 
strategies and gain an advantage.

•  …deliver today: Focus on the customer. Culture 
change is the best way of addressing all 3Cs together, 
but the immediate imperative is well served by 
questioning whether any given decision is in the 
customer’s best interests.
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