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COMMENT ❱ GOVERNANCE & CULTURE

Pondering diversity
We can all agree that ﬁnancial services ﬁrms ought to hire and
promote staff without discrimination, as well as provide services
that meet the needs of all groups within society. Yet, as we try
to get to grips with failures of representation and what success
should look like, all sorts of complex questions arise.
Julian Sampson contemplates the Financial Conduct
Authority’s diversity and inclusion agenda.

The FCA’s publication in July of discussion paper 21/2
‘Diversity and inclusion in the ﬁnancial sector – working
together to drive change’ can’t have come as a surprise to
anyone. The issue of diversity in ﬁnancial services has been
much trailed, with speeches and letters from FCA senior
staff going back at least to September 2018, when Megan
Butler (then an executive director of Supervision at the
FCA) wrote to Maria Miller MP, chair of the Parliamentary
Women and Equalities Committee, to explain the FCA’s
approach to sexual harassment in the workplace.
With the FCA taking a greater role in this area, it’s still
important to look at what DP21/2 is suggesting. That’s not
just from the perspective of ﬁrms needing to be aware of
the regulator’s thinking and starting to prepare for the new
rules that will certainly emanate. Any discussion of these
proposals should also consider whether the measures will
achieve what they intend and the extent to which they
will beneﬁt the users of ﬁnancial services, including those
members of minority groups whose interests the DP hopes
to enhance.
The FCA’s basic premise has been oft repeated. As
Nikhil Rathi (chief executive, Financial Conduct Authority),
Jon Cunliffe (deputy governor, Financial Stability,
Bank of England) and Sam Woods (chief executive of
the Prudential Regulatory Authority) state in the DP’s
foreword, “research shows evidence of correlations
between diversity and inclusion and positive outcomes
in risk management, good conduct, healthy working
cultures, and innovation. These outcomes directly
contribute to the stability, fairness and effectiveness of
the ﬁrms, markets and infrastructure that together make
up the ﬁnancial sector.”
Not only will greater diversity lead to more healthy
cultures at ﬁrms, it will also lead to greater beneﬁt to

consumers as more diverse ﬁrms will be able to understand
and meet the needs of their diverse customer bases
better. Where a ﬁrm is mono-cultural, the FCA believes,
customers may not be offered suitable options for their
circumstances, they could have difﬁculty in accessing
products and services, or there might not be products and
services that meet the needs of their diverse client base.
As the rules currently stand, there are few obligations
on ﬁrms in this area. The existing SYSC rule 4.3A.3 requires
boards to consider their composition on an annual basis,
giving thought to their reputation, knowledge, skills
and experience, time commitment, honesty, integrity
and independence of mind. While this list includes
consideration of whether board members “reﬂect an
adequately broad range of experiences”, this is not of
itself a ‘diversity’ requirement as proposed by the DP, as
it says nothing about gender or ethnicity, let alone socioeconomic diversity.
And there is a need for action, speciﬁcally in the
ﬁnancial services sector, the DP states. It recounts that
39 per cent of new directors appointed to FTSE250
ﬁnancial company boards in the United Kingdom in
2019 were female, compared with 42 per cent of all new
appointments in the UK FTSE250 that year. Fewer than
1 in 10 management roles in ﬁnancial services are held by
black, Asian or other ethnic minority people. And 89 per
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cent of senior roles are held by people from higher socioeconomic backgrounds.
Yet, are these data snapshots looking in the right place?
Is it right to focus on the board alone? Looking further
down the hierarchy, are there still trading ﬂoors today that
are mono-cultural or gender exclusive? Or, does anyone
go to a training event or seminar these days that is monocultural or gender exclusive? Is it that diversity is in fact
happening – or has already happened – at junior levels of
ﬁrms, where the diversity of graduate and, increasingly,
non-graduate intake is feeding up the organisational
pyramid? Or is there a racist, sexist, homophobic and
otherwise discriminatory glass ceiling in ﬁrms, preventing
this diverse talent from rising to the top? The FCA clearly
believes that it’s something of the latter. Maybe a more
fruitful course of action would be to consider in more detail
why promising young recruits of diverse backgrounds
leave their ﬁrms. Have they found their ﬁrm to be
discriminatory, or were there other reasons?
The FCA has a number of proposals to address this,
starting with a requirement on ﬁrms to gather more
data about their employees. The regulator suggests
that ﬁrms collect data on their employees’ backgrounds,
including gender and ethnicity, as well as socio-economic
indicators. This data can then be used by ﬁrms to identify
areas for their intervention and the setting of appropriate
diversity targets. The data would be reported to the FCA,
which can then monitor ﬁrms’ progress towards their
stated objectives.
In addition to data collection and reporting, the FCA
suggests that a Diversity and Inclusion Policy should be
a central consideration for all ﬁrms. The policy should
set out expectations of all staff on what diversity and
inclusion means within the ﬁrm, and what their own
roles are in “fostering an open and inclusive environment
and empowering… colleagues to speak up and express
their views”. The policy should include clear objectives,
realistic goals, a plan for meeting those goals and ways
for measuring progress. The FCA is considering making it
a requirement for all ﬁrms to have such a policy and to
publish it on their website.
Unsurprisingly, the composition of the board and
senior management in general is of central importance.
The FCA is thinking of making explicit rules or guidance
that require diverse representation to be taken into
account when succession planning. In large ﬁrms, this
might extend from the board to the two leadership layers
below the board. Firms potentially would set targets for
the entry of underrepresented groups into the wider
senior management population, either quantitative or
qualitative. The FCA is pondering whether there is merit
in considering diversity targets for customer-facing
roles, on the premise that greater diversity may help in
understanding and serving diverse consumers.
All of this would be overseen by the ﬁrm’s board and
be the speciﬁc responsibility of a ‘senior leader’, who
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would be directly accountable for diversity and inclusion
in their ﬁrm.
And all of the foregoing carries the threat of
enforcement. As the DP says, “ultimately, where ﬁrms fail
to meet our minimum expectations, we will be prepared
to use our regulatory powers, and take action where
appropriate.”
But all of this is hard to achieve. The regulators concede
that “we know that we have some way to go ourselves to
achieve the desired outcomes we set out for industry.”
The FCA itself acknowledges that while they “continue to
make progress… [they] still have more to do”. If the FCA is
falling short of its own targets, despite the attractions of
working there, how much more difﬁcult will it be for ﬁrms
to do this? The FCA needs to recognise that while they
may have a big stick to wave over regulated ﬁrms, nobody
has a magic wand to make this right.
The FCA believes that these proposals lead to a
landscape where all ﬁrms are fully diverse and fully
reﬂect the general population. In that way, the ﬁnancial
interests of minority groups will be better served, not to
mention the enhanced cultures and consequent improved
governance with fewer mis-selling and other scandals
that will emanate. Such is the belief of the DP’s authors.
The FCA is clear that it’s not looking for a tokenistic
representation of people of different backgrounds on
boards or lower tiers of management. What it seeks
to achieve is ‘diversity of thought’. This should avoid
appointments that only serve ﬁrms wishing to jump on a
‘me too’ bandwagon. However, the FCA recognises that
‘diversity of thought’ is not easily measured in reportable
statistics and instead proposes proxies for that thought, ie,
people who are indeed members of those disadvantaged
groups, on the assumption that members of disadvantaged
groups can best articulate that group’s views. But there
is a danger that this will lead to completely the opposite
outcome than that the FCA seeks, with just such tokenistic
appointments, aggravated by the fear ﬁrms may rightly
have of being thought to be doing insufﬁcient in this area
and the consequent threat of FCA enforcement.
This also assumes that proxies for disadvantaged
groups can be relied on to represent those interests. As
the FCA says itself of its own attempts in this area: “our
efforts have not yet translated into the outcomes we
need to see – including meaningful reductions to our pay
gaps, and improvement to some of our inclusion metrics,
particularly around ethnicity.” So, the FCA has found out,
you may have excellent diversity statistics – but that
doesn’t necessarily lead to the outcomes you want. All of
which tends to undermine the regulator’s fundamental
premise that diverse ﬁrms lead to better outcomes.
Ultimately, is a ‘uniformity of diversity’ necessary to
achieve those ends? Can ﬁrms only address minority
needs when they are fully diverse? How would ﬁrms,
say, managed and run by women, addressing women’s
ﬁnancial needs, fare under these proposals? Would they
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be allowed? In the 1990s, the entrepreneur Ivan Massow
became a multi-millionaire by targeting the ﬁnancial
needs of the gay community. I don’t know what the ratio
of gays to straights on his board was, but the wider point
is that he didn’t need these rules to build what was then
a successful business.
This is all based on the premise that the needs of those
minority groups are such that they can only – or perhaps
best – be discerned by members of the same minority
group. The FCA clearly believes so. As they say, in a nondiverse ﬁrm, “customers may not be offered suitable
options for their circumstances, they may have difﬁculty
in accessing products and services, or there may not be
products and services that meet their needs.” Is that the
case? Irrespective of our backgrounds, don’t we all want
broadly the same from our investments and savings?
A decent return, given the risk we’re prepared to take
and the time we have to invest?
It was certainly the case in the past that ﬁrms did
discriminate against gays by charging higher premiums
for mortgage and insurance products based on sexuality.
But as Massow said in a Guardian interview as long ago
as 31 May 2003, quoted in his Wikipedia entry: “they
[the discriminating ﬁrms] have moved on and, for the
sake of my customers, so must I [...] if other gay ﬁnancial
advisers think they’re doing the best for their customers
by blackballing all the companies that were once out of
line (there were about eight of them) when it came to gay
issues – then their priorities are very strange. Financial
advice is about getting the best product – not petty
grudge bearing.”
And does the variable success of Massow’s subsequent
business ventures raise the question of whether you can
build a successful business long-term by focusing services
on one sector of the market? Doesn’t this show that
ﬁrms achieve greater success when they treat people as
individuals – and not as members of a group – with their
own unique ﬁnancial needs? Is there a danger that looking
at people through an intersectional prism is, ultimately, a
divisive strategy, where individuals are seen not as the
people they are but as members of a group to which they
are supposed to belong, to whom homogonous products
can be marketed?
While the FCA cites extensive academic research, it
doesn’t give examples of ﬁrms that are leaders in this
area. I don’t think the regulator would claim that diverse
ﬁrms are necessarily scandal-free ﬁrms, but it must be
the FCA’s belief that past ﬁnancial scandals would not

necessarily have happened had those ﬁrms been more
diverse. After all, that’s the whole point of having a good
culture, with the ability to “express … views, speak up and
raise concerns”. As the FCA says, “combined, this should
reduce the risk of group-think, which would improve
decision-making within ﬁrms, consumer outcomes and
standards of market conduct.”
Can that be true? Would the crash of 2008 not have
happened if ﬁrms had been more diverse, with the
concomitant healthy culture and ability to speak up?
Would Woodford have wavered if his board had been
more diverse? Would Fuld have folded if someone had
challenged him? The FCA’s belief must be that these
better outcomes would have occurred, or at least have
turned out better than they did.
One thing the DP is silent on is the resource that the
FCA is prepared to commit to this initiative. FCA staff will
be required to monitor ﬁrms’ data returns, liaise with
outlier ﬁrms when the regulator thinks it necessary and
to prosecute enforcement cases against ﬁrms the FCA
believes to be not up to the mark. If the FCA is not to
recruit additional staff to facilitate this, the burden of
oversight will fall on existing Supervision Hub staff or ﬁrm
supervisors. In this scenario it will take resource away
from existing supervisory initiatives and probably from
conduct oversight.
Which leads to a further question about what the actual
consumers of ﬁnancial services want from a regulator.
The FCA believes that the public want a regulator that
does what they are doing, as crystallised in this DP. The
successful implementation of any new rules emanating
from the DP will lead to a more stable and successful
ﬁnancial sector, to the beneﬁt not just of consumers of
ﬁnancial services, but to the beneﬁt of society as a whole.
If that works, then it’s all worthwhile. But, perhaps not,
if the FCA’s focus on diversity is at the expense of focus
on what might be described as more bread and butter
conduct issues. If a ﬁrm has lost client money, made
inappropriate investments and abused the market, how
will its clients react? Will it be a consolation to them to
know that the ﬁrm was nevertheless very diverse with
excellent recruitment and diversity policies? The FCA
would doubtless say that this is a false dichotomy, that
the diverse ﬁrm is in fact less likely to be guilty of such
misdemeanours. Let’s hope they are right.
Julian Sampson (julian@fulcrumcompliance.com) is director of
Fulcrum Compliance (www.fulcrumcompliance.com).
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