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Abstract

:

Compliance measures emphasized in the Dodd-Frank Bill 2010, Section 165 is a response to the 2008 financial crisis, that requires large banks to maintain a minimum capital ratio. The Federal Reserve Bank (Fed) regulates capital of Bank Holding Companies (BHC) through compliance Supervisory Capital Assessment Program (SCAP) 2009 and Comprehensive Capital Adequacy Review (CCAR) 2011 annual stress test of capital. The Fed imposed a minimum capital ratio of 8% that has derailed the risk management objective of capital adequacy, as bank managers are forced to take on more risk to meet the capital ratio. This study concerns senior manager practices that can be effective in meeting compliance requirements posed by the Fed for BHCs. Through a qualitative e-Delphi study, 10 banking finance experts were convened to build consensus on senior manager’s practices that can be effective in meeting compliance requirements. Data were collected from three electronic questionnaires submitted through Qualtrics. Data were analyzed using theoretical triangulation, coding, and thematic analysis. Four important considerations were identified that could bolster compliance measures effectiveness: (a) emphasis placed on understanding regulatory consultant compliance, (b) maintenance of effective and independent compliance align to organizational objectives, (c) clear definition of data source for compliance analytics. These considerations of compliance practices may help senior bank managers reduce risky behaviors and investments that cause significant bank losses.
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1. Introduction and Background


An examination of six significant USA Bank Holding Companies’ capital and losses revealed that their operational risk exposure is higher today than it was prior to the 2008 recession, which exposes them to insolvency (Sarin and Summers 2016). Large banks are significant financial institutions (SIFI) and when they sustain significant losses without adequate capital, they can become insolvent and pose a systemic risk to the U.S. economy (Berger et al. 2018; Crawford 2017; Gong et al. 2018). The 2008 recession in the U.S. resulted in the banking sector being in a disastrous state and financial crisis (Rahman 2012). The government responded to the crisis by offering bailouts to hundreds of banks and passing the broadest set of regulatory reforms since the 1930s (Guynn 2010). Government regulatory reforms such as the Dodd-Frank Bill 2010, Section 165. gave powers to the Federal Reserve Bank (Fed) to enforced compliance measures that regulate the capital of BHC (Tanda 2015). Compliance measures require large banks $50 billion or more in assets to conduct an annual stress test and file a capital plan, proposing how much dividends they plan to pay out over the next nine quarters (Fahey 2016). Fed requires large banks to perform Supervisory Capital Assessment Program (SCAP) 2009 and Comprehensive Capital Adequacy Review (CCAR) 2011 annual stress test of capital.



Compliance requirements in Section 165 require banks: (1) maintains a minimum amount of contingent capital that is convertible to equity in times of financial stress... (2) enhanced public disclosures… (3) short-term debt limits, including off-balance sheet exposures… (4) a catchall provision allowing “such other prudential standards as the Board of Governors (Wan 2016, pp. B12–B13). These types of prudential regulations prevent bank defaults through the enforcement of compliance rules that require the maintenance of sufficient capital to cover losses (Tanda 2015). The Fed requires BHC to maintain a minimum net capital ratio percentage of 8 percent (Tanda 2015). BHCs experienced low level of leverage, liquidity, capital, and risky senior bank manager behavior. They have significantly higher debt to equity ratios, held lower liquidity and capital adequacy ratios, engaged in greater home mortgage lending, and had a higher proportion of defaulting first and second (junior) home mortgages than unaffiliated banks (Dandapani et al. 2017).



Despite the new compliance requirements, the Fed imposed a required capital ratio of 8 percent has derailed the risk management objective of capital adequacy, as bank managers are forced to take on more risk to meet capital ratio and meet shareholder’s profit expectations. Risky management behavior is incentivized by goal theory, the motives and incentives embedded in goal theory are significant to garner commitment to the goal by the individual (Sepdiningtyas and Santoso 2017). These intrinsic and extrinsic motivations embedded in goal theory may be tied to unclear goals established by principals to motivate their agents, which may lead to dysfunctional behavioral responses on the part of agents (Osterloh and Frey 2000). These unanticipated losses in megabanks and the continuance of economic turmoil suggest the ineffective delivery of capital regulation (Tanda 2015; Yeoh 2016).



The main motivation for this study is to determine what is the level of consensus among banking finance experts across the United States on how to recognize effective compliance practice towards capital regulation in BHCs? These practices towards compliance can assist senior managers to meet the Fed requirements while minimizing risky behaviors that lead to losses. The need for effective capital regulation practices has been documented as a necessary requirement to reduce agency theory risk exposure evident in abusive high-frequency trading practices (Barr 2017). As Tanda (2015) noted, compliance requirements that regulate capital have failed to reduce losses and operational risk in BHCs as enacted through Dodd-Frank Bill 2010, Section 165. The problem is large banks lack practices that can be effective towards compliance measures that can reduce significant losses and risk management behavior. The increase of risk incurred by banks while meeting compliance requirements can be prevented in a respectable risk culture that informs all financial risk-taking and managerial decisions (Eastburn and Sharland 2017).



To solve this problem, an e-Delphi study is employed to build consensus among 10 banking finance experts across the United States on how to identify effective compliance practices towards capital regulation in banks that can reduce significant losses and risk management behavior. Delphi method explores an area of future thinking that goes beyond the currently known or believed (Hsu and Sandford 2007). This technique gathers expert predictions under the guidance of a facilitator who controls these forecasts until group consensus is established (Ibiyemi et al. 2016). Three rounds of questionnaires are submitted to panelist through online platform, the first-round questionnaire was an open-ended approach to gather expert opinions on a certain issue, the second questionnaire asks the panel of experts to rank these statements, and third, the group reach consensus (Cole et al. 2013; Donohoe et al. 2012). The consensus was set at 60% which is 6 out of the ten participants votes on the identified compliance practices. The process allowed the grouping of statements that failed to satisfy consensus shown in Section 4.2 and statements that satisfied consensus shown in Section 4.3. The results were examined through the lenses of Compliance and Ethics Group’s (OCEG) standards that incorporate compliance as a measure to improve quality and “principled performance” that may enhance effectiveness and efficiency practices (Bezzina et al. 2014). The advantage for the Delphi study is clear, as banking experts reach consensus on important considerations discussed in Section 4 that should accompany compliance measures, including emphasis placed on understanding regulatory consultant compliance, maintenance of effective, and independent compliance aligned to organizational objectives.



This article is structured as follows: First, the literature on BHC losses and lack of effect are reviewed. Then, the research methodology, including the sampling strategy, is described. Next, the findings of the impact of important considerations that should accompany compliance measures are presented. Finally, the article concludes with a list of key findings and recommendations.




2. Literature Review and Conceptual Framework


The conceptual framework for this e-Delphi study was framed by OCEG’s standard that integrates governance, risk management, internal control, assurance, and compliance (GRC capability model) into one functional goal to improve quality and principled performance through measurable tools that may enhance effectiveness and efficiency practices (Bezzina et al. 2014). In several studies, Grant Thornton International argued that the integration of governance, risk management, and compliance can improve effectiveness and efficiency performance (Bezzina et al. 2014). Financial firms’ principled performance is achieved through clearly defined goals and values, to meet objectives, identified risks and vulnerabilities with established boundaries, and an effective mechanism for change that enables continuous improvement and performance achievement (Bezzina et al. 2014). Senior bank managers’ practices are aligned with goals and values established in goal theory (Chawla 2016) and principal-agent theory (Darayseh and Chazi 2018; Lui 2011). The principal-agent theory discusses the relationship between shareholders (principals) and bank managers (agents; Lui 2011; Darayseh and Chazi 2018) while goal theory has as its focus the role of incentives (Chawla 2016). (Sepdiningtyas and Santoso 2017) addressed the motives and behaviors of managers.



Recent research on principal-agent theory has revealed that risky management behavior arose in the 2008 financial crisis. This financial crisis was a financial innovation weakness that created multiple principal-agent problems, information asymmetry, adverse selection, moral hazard, mortgage fraud, predatory lending, model error with credit rating agencies, managerial slack, and risk shifting (Lui 2011). These significant principal-agent problems resulted in misalignment of party’s incentives, excessive leverage and risk-taking linked to the financial crisis, and the issuance of bad loans due to a weak risk management environment cultivated by originators and arrangers (Lui 2011). Applying principal-agent theory to a BHC company setting with senior bank managers provides an understanding of principal-agent theory motivational factors and the behavior of agents in pursuing self-interest while exposing the bank to risk (see Darayseh and Chazi 2018).



In examining the aims of the agent, goal theory highlights the role of incentives and motives Chawla (2016) referred to commission plans which motivate individual to reach the target goal. Similarly, Sepdiningtyas and Santoso (2017) goal theory argued that motivation and incentives are significant to garner commitment to a goal from the individual. Recent research on organizations motivating salespeople using rewards and punishments lead to be disengaged salesperson and poor organizational reputation (Chawla 2016). The concepts of intrinsic and extrinsic motivations reveal that contractual incentives tied to unclear goals established by principals to motivate agents to lead to their dysfunctional behavioral responses (Osterloh and Frey 2000).



2.1. Integration of Governance, Risk Management, Internal Control, Assurance, and Compliance


The integration of governance, risk management, internal control, assurance and compliance through macro-prudential regulatory measures enforce supervision and regulation with more robust laws for winding up or resolving too big to fail financial institutions. It requires greater counter-cyclical capital, liquidity, maximum leverage requirements, regulation of executive compensation to reduce moral hazard, reduction of risk, and more regulation of over-the-counter derivatives (Guynn 2010).




2.2. Integration of Compliance


Compliance measure implemented by the Fed requires BHC to conduct two kinds of annual stress tests: A Comprehensive Capital Analysis and Review (CCAR) and Dodd-Frank Asset Stress Tests (DFAST) to prove they meet the capital ratio requirements (Herring 2016). The macroeconomic scenarios are key to the scenario analysis calculation d in capital adequacy stress test computation (Jacobs 2016). The Fed requires banks to develop their own macroeconomic scenarios, of a statistical model Vector Autoregression (VAR) to exploit the dependency structure between both macroeconomic drivers and modeling segments (Jacobs 2016). Then the Fed independently made their own capital projections computation under each scenario and compared to the bank’s capital projection, significant gaps were required to be filled and shortfalls filled by Fed through the Capital Assistance Program (CAP). The Basel Committee has proposed hundreds of pages of new regulations and supervisory practices, none of which are aimed at simplifying the regulatory stress test system. Instead, the system has become markedly more complicated (Herring 2016).



As part of assurance and compliance measures, banks are required to have model validation teams different from model risk managers. Model risk management teams should develop and sound models, governance and control mechanisms such as board and senior management oversight, policies and procedures, controls and compliance, and an appropriate incentive and organizational structure (Goldberg 2017). Model risk managers spend a significant amount of time talking with the risk-takers (Goldberg 2017). Models should accurately project as regulators impose penalties on those banks that hold too little capital (Abou-El-Sood 2017). Regulators capital stress testing and of models to project revenue, income/losses, balance sheet assets and liabilities, and regulatory capital ratios (Allen et al. 2016).



Although stress test is a full compliance activity, it can be complex, often onerous and pull bank executives away from mission-critical business objectives, instead of thrusting them into months of data compilation, and potentially tense meetings with regulators (Lee 2015). The accuracy of these stress test measures is being questioned whether they pose a significant danger to the financial sector stability because of lack of capability to predict actual market risk and losses. The reliance on historical data and events, and the test of the static balance sheet can be a weakness (Baradaran 2014). This factor coupled with the Fed capital compliance demands without thinking about banks maintaining profitability or international competitiveness is a burden for banks (Fahey 2016).



The Fed stress test of banks in 2015 found Bank of America required to raise new capital and resubmit its plans, Bank of America spent $100 million to develop its 2015 resubmission, Citigroup spent $180 million in the second half of 2014 to prepare its 2014 submission, Morgan Stanley was required to submit a revised capital plan for 2016, Deutsche Bank and Santander US failed the tests and prohibited from paying dividends and stock buybacks (Walker et al. 2017). The efforts toward enhanced risk management stronger reliance on capital, and better liquidity management continuously fall short of its goals to cure bank risk of default (Handorf 2017).





3. Research Methodology


The e-Delphi method allows an exploration of an area of future thinking that goes beyond the currently known or believed (Hsu and Sandford 2007). Data is collected in a naturalistic manner through the interview, surveys, questionnaires that ask “how”, “why”, and “what” questions that are open-ended in nature (Gaus 2017). The potential of the e-Delphi technique is in its consensus-building process that has three rounds of questionnaires to gather opinions from banking finance experts across the United States.



To perform this e-Delphi study, 10 finance experts who are: employed a minimum of 10 years in banking, possessed an MBA in Finance, and, currently employed as a consultant to a large bank in the U.S. are identified to form a panel of experts. Participants were recruited via social media (LinkedIn groups) and an initial survey consists of five questions was submitted with subsequent follow-up rounds. The individuals were elected as part of a panel of expert participants because of their background and knowledge on the subject. Data were collected from three electronic questionnaires submitted through Qualtrics. The questionnaire was developed by the researcher from the literature and what is known about the topic (Brady 2015) corresponding to each Compliance and Ethics Group’s standard concept (compliance) and overarching research question (Bezzina et al. 2014).



The study data and theoretical triangulation practice increase confidence in research data, reveal unique findings, integrate theories, and understand the problem (Thurmond 2001). Data triangulation gathered multiple sources of the survey collected at different times, gather and compared them. Questionnaires obtained a more comprehensive view of expert views and strengthen the qualitative fieldwork (Thurmond 2001). Theoretical triangulation facilitated more than one theoretical position to interpret data. The study was conducted with multiple lenses and questions that lend support to the findings (Thurmond 2001). This study compared the panelist responses to existing research and identify factors that are known in the existing literature that further establish validity. Debriefing and member checking strategy obtained credibility. Participants were provided with the opportunity to review and comment on the collected data (Stewart et al. 2017). The audit trail attained dependability and confirmability (Kemparaj and Chavan 2013). Thick description enabled the detail documentation of the study, which allows the reader to evaluate the conclusions drawn and its transferability to other settings, situations and people (Viloria 2018).



3.1. Sample


The purpose of the study and the open-ended nature of the research question supported the Delphi design. The email invitations were sent to potential participants and a link to an expert screening e-survey administered using Qualtrics (Cole et al. 2013). This e-Delphi method combined expert opinions to arrive at an informed group consensus on a complex problem (Davidson 2013; Guzys et al. 2015). Experts across the United States and purposive sampling were employed to solicit 10 experts to form a panel with experience in the underlining study constructs. Participants were recruited via social media (LinkedIn groups) and an initial survey consists of five questions was submitted with subsequent follow-up rounds.



The individuals were elected as part of a panel of expert participants because of their background and knowledge on the subject. The inclusion criteria for participation in this e-Delphi study as a panelist was as follows: (1) adult over the age of 18, (2) employed a minimum of 10 years in the banking industry, (3) possession of an MBA in Finance, and, (4) currently employed as a consultant to a large bank in the United States. These criteria were aligned with guidelines for expert judgment in model-based economic evaluations (Iglesias et al. 2016). As noted by (Peterson 2018), there is no set of universal guidelines for qualifying an expert for a Delphi panel.




3.2. Data Collection


The e-Delphi design collected critical data electronically through the process of surveys that ask “how”, “why”, and “what” questions that are open-ended in nature (Gaus 2017). The three data collection instruments consisted of electronic questionnaires. The study incorporated the recommended three rounds of questionnaires, first-round questionnaire s open-ended approach to gathering expert opinions on a certain issue, the second questionnaire asks the panel of experts to rank these statements, and third, the group reach consensus (Cole et al. 2013; Donohoe et al. 2012). Delphi use three rounds to answer a research question (Linstone and Turoff 2011).



In the first round, the questionnaire required experts to list and briefly describe at least five responses to the questions (see Hirschhorn 2019; Okoli and Pawlowski 2004). In the second round, the panelist was provided the questionnaire developed based on the answers from Round 1 (a generated aggregated list of statements based on Round 1 questions) (see Okoli and Pawlowski 2004). Experts were asked to shortlist responses on the listed inventories produced based on the relevance and ability to provide insights on the most critical aspects of research questions (Hirschhorn 2019). In Round 3, the panelist received the questionnaire generated with the Round 2’s responses. Experts were asked to rate each statement on the second-round questionnaire against two separate (desirability and feasibility) 5-point Likert scales.




3.3. Data Analysis


Data analysis represented a critical component of this e-Delphi study. The expert responses to open-ended questions were qualitatively analyzed, coded, major themes identified, and the information identified contributed to the study findings (Hirschhorn 2019). The iterative 3-round e-Delphi approach led to a large amount of data to analyze. The tools provided by Qualtrics and Microsoft Excel made it feasible for quick data analysis. The data derived from the question was coded and then linked the themes to classification grounded in the conceptual framework and the literature.



The key phrases from the Round 1 responses were highlighted that answered each research question, pattern coded to collect similar coded statements (see Saldaña 2016). The application of content analysis identified themes, patterns, indexing, and categories, with nonrecurring evidence associated with individual cases (Saldaña 2016). In Round 2, an inventory list was sent to the panelists (see Hirschhorn 2019). The panelists were asked to vote on the inventory list and a shortlist generated based on majority votes. The vote for each statement on the second-round questionnaire against two separate (desirability and feasibility) 5-point Likert scales. Desirability measures ranged from (1) highly undesirable to (5) highly desirable, and feasibility ranged from (1) definitely infeasible to (5) definitely. In Round 3, experts were asked in this rating process to consider the elements shortlisted in Round 2 and to rate each statement on the second-round questionnaire against two separate (desirability and feasibility) 5-point Likert scales. The data analysis revealed a consensus on seven compliance activities constituting a senior manager’s effective practice towards capital regulation in BHCs.





4. Results


4.1. Research Question: Describe Compliance Practices Senior Bank Managers Can Implement towards Capital Regulation that Can Be Effective in Reducing Losses in Bank Holding Companies


The panelists’ recommendations for compliance practices in the first-round questionnaire generated 23 statements that can be effective in reducing losses in BHCs. These 23 statements were provided to the panelist in Round 2 for the panelist to vote for each statement against two separate (desirability and feasibility) 5-point Likert scales. Desirability measures ranged from (1) highly undesirable to (5) highly desirable, and feasibility ranged from (1) definitely infeasible to (5) definitely feasible. The results of the voting in Round 2 generated 15 statements that were d to construct the Round 3 questionnaire. The panelist was asked to vote in this final round on the 15 statements based on 5-point Likert scales. Statements that received 6 out of 10 votes met the consensus threshold of 60%. The compliance statements were grouped in the following subcategories: compliance, reporting, technology, ethics, training, liquidity risk, partnership. Nonconsensus and final consensus both highlight the areas for banks to consider when addressing the central problem of this study. Table 1 contains the number of statements in each rounds and the overall study findings. Table 2 contains data corresponding to the voting results from each round of the study.



The panelists made references collectively in Round 1 and Round 2 to risk identification, communication, and responsibilities as effective practices that can be d to recognize a senior manager’s effective practice towards capital regulation in bank holding companies. However, statements with these concepts did not make the Round 3 consensus level of 6 out 10 votes on desirability and feasibility of these statements. Of the 15 statements voted on in Round 3, eight statements did not satisfy the consensus threshold and seven statements met the consensus threshold in Round 3. Table 2 displays the eight statements that failed to satisfy the consensus threshold, while Table 3 displays statements that satisfy the consensus threshold in Round 3.




4.2. Statements that Failed to Satisfy Consensus Threshold


Compliance statements that did not satisfy the consensus level of at least 6 of the 10 votes in Round 3 were identified as nonconsensus statements. As indicated in Table 2, eight statements failed to meet the consensus threshold in Round 3.



Compliance statement that refers to the stress test failed to pass to Round 3 and this supports the existing literature. This is evidenced by (Denev and Mutnikas 2016), (Dowd and Hutchinson 2016), and (Herring 2016) regarding stress testing of capital through federal regulators risk models has been ineffective and costly. It requires a significant amount of human and monetary resources. This is reflective of doubts by the panel in their unfavorable rating of stress testing, and loss- and resource-estimation methodologies. In contrast, this finding diverges from the assertion by (Kolari and Ivan 2017) that Basel standards over tress tests are some recommended measures for banks. (Ong and Pazarbasioglu 2014) asserted stress tests must be rigorous in the scope of coverage and scenario design so that the results capture the actual health of the bank. This finding supports the assertions of Herring (2016) and Lee (2015) although stress test is a full compliance activity, it can be complex, often onerous and pull bank executives away from mission-critical business objectives, instead thrust them into months of data compilation. Basel Committee has proposed hundreds of pages of new regulations and supervisory practices, none of which are aimed at simplifying the regulatory stress test system.



The comments and ratings highlight an assortment of viewpoints toward the issue of stress test playing a role in capital structure and risk appetite. This is an accurate depiction of the issue depicted by Kapinos and Mitnik (2016) regarding capital regulation law that does not identify acceptable ways to conduct the stress tests of capital. Other statements by the panelist in Round 2 questioned whether stress testing put forth by bank regulators might be effective, which was reflective in their ratings. The implication is that members of the panel see regulatory stress tests and its’s efforts in the capital structure as doubtful exercises that can be effective measures in the bank.



Despite compliance analytics having statements that made it to Round 3, the majority of the statements centered around compliance metrics failed to meet the 60% consensus threshold. The failure of these statements to pass to Round 3 supports the skepticism evidenced by Goldberg (2017) that assurance and compliance measures require banks to have model validation teams different from model risk managers to develop models, controls and compliance (Goldberg 2017). This is reflective of doubts by the panel in their unfavorable rating of periodic assessment of compliance adherence with metrics. These statements were among the 32 statements that had a feasibility score that was not greater than the mean score of 2 to pass to Round 3. In contrast, this finding diverges from the assertion of Nitescu and Duna (2016) that effective management of risk relates to capital and financial system compliance at the systemic level. The comments and ratings highlight an assortment of viewpoints toward the issue of compliance analytics. Other statements by the panelist in Round 2 questioned whether compliance is more of a backward-looking art than a forward-looking science of the bank. The implication is that members of the panel see compliance metrics as doubtful exercises that can be effective measures in the bank.



Scenarios statements centered around compliance tools, standards and metrics (scorecard/dashboard), scenarios, indicators and bank regulation failed to meet the 60% consensus threshold. The failure of these statements to pass to Round 3 supports the skepticism evidenced by Bellof and Wehn (2018), and Crabb (2018) that scenarios lack transparency and there are areas of model risk that requires further investigation: estimation errors or parameter uncertainties cad by algorithmic methods of statistics, computational estimators d in the model framework, individual model assumptions variations d in the algorithm, challenger *models replaced by alternative model algorithm assumptions which drives the assessment of model risk. This is reflective of doubts by the panel in their unfavorable rating of scenario tools available to ensure that capital regulation is managed to within guidelines.



In contrast, this finding diverges from the assertion by Lee (2015) that linking of scenarios and stress-testing processes can capture the bank’s material exposures, activities, and employing multiple conceptually sound activities and approaches. The third-party risk assessment and modeling tools can greatly assist with compliance and risk (Lee 2015). This finding supports the assertions of difficulty in financial tools such as models d to analyze the relationship between the financial conditions of financial intermediaries and the business cycle (Fukuda 2016).



The comments and ratings highlight an assortment of viewpoints toward the issue of tools available to ensure that capital regulation is managed within the guidelines of the financial environment. Other statements by the panelist in Round 2 questioned whether adhering to standard banking regulations such as bank secrecy acts, Reg CC, and D might be effective. The implication is that members of the panel see scenarios, indicators and bank regulation as doubtful exercises that can be effective measures in the bank.




4.3. Statements that Satisfied the Consensus Threshold


Compliance statements that had at least 6 of the 10 votes a 60% consensus in Round 3 were identified as consensus statements. These statements represented a consensus by the panel on how to recognize a senior manager’s effective compliance practice towards capital regulation in bank holding companies. As indicated in Table 3, seven statements had at least 6 of the 10 votes a 60% consensus in Round 3.



Compliance analytics, alignment with organizational objectives, and understanding regulatory compliance received high ratings from the panelist in Round 3. This indicated high levels of desirability and feasibility of regulatory compliance practices. This lends support to the importance placed on having compliance measures in place as demonstrated in the assertion of Boora (2018) that compliance guidance recommended that banks should develop effective strategies and policies to comply with capital adequacy requirements of Basel III. It is mandatory for banks to become Basel-compliant. The findings extend Boora (2018) work by drawing attention to important considerations that should accompany compliance measures, including (a) emphasis placed on understanding regulatory compliance, (b) maintenance of effective and independent compliance align to organizational objectives, (c) clear definition of data source for compliance analytics.



The considerations alluded to the emphasis being placed on meeting compliance requirements through understanding regulatory compliance, independently align compliance goals to business objectives, and clearly defined compliance analytic tools to measure the effectiveness of these compliance initiatives. As noted by Goldberg (2017), banks are required to controls and compliance measurements in place as part of their organizational structure (Goldberg 2017).



Top leadership must be a champion of code of Ethics, exhibit strong morals and integrity, right products are matched to customers, and timely reporting of activities to upper management received consensus level ratings from the panelist in Round 3. This indicated high levels of desirability and feasibility towards leadership champion of code of ethics and strong morals and integrity. These statements had 6 votes or more to meet the 60% consensus threshold in Round 3. This lends support to the assertions of Tourigny et al. (2003) that the lack of exhibited behavior reflecting principles of governance and ethical standards can ca bank failures. Noreen et al. (2016) concluded that regulatory authorities must work on the ways to control the moral hazard behavior of banks. The findings extend Noreen et al. (2016), and Tourigny et al. (2003) work by drawing attention to two important considerations that should accompany ethics in bank, including (a) the right products for clients, and (b) leadership champion of code of ethics, and strong morals and integrity.



The considerations allude to having leadership being champion of morals and integrity will display ethical behavior reflecting in their product choices for their clients. As noted by Lui (2011) when bank managers lack morals and ethics this is displayed in them pursue their own financial and gains while exposing shareholders to significant losses from their risky investments.





5. Conclusions


Compliance measures emphasized in the Dodd-Frank Bill 2010, Section 165 arise as a response to the 2008 financial crisis. Large banks are required to adhere to the maintenance of sufficient capital to cover their losses. The continuance of unanticipated losses in megabanks, failure to meet the capital ratio of 8%, and the ineffective delivery of compliance measures in capital regulation has motivated the interest of this e-Delphi study towards the identification of effective compliance practice that can be implemented in BHCs. To do this, an e-Delphi study is employed to build consensus among 10 banking finance experts across the United States on how to identify effective compliance practices towards capital regulation in banks that can reduce significant losses and risk management behavior. As a result, our conclusion may add knowledge on important considerations that should accompany compliance measures and extends concepts in OCEG standards that implement compliance as a measure to improve quality and performance.



The review of statements that are identified as nonconsensus and consensus both highlight the areas for banks to consider when addressing the central problem of compliance measures in BHCs. The consensus statements identified compliance activities that can be effective in BHC while nonconsensus are deemed unfavorable by the panelist as effective towards capital regulation. Eight statements did not satisfy the consensus threshold while seven statements met the consensus threshold that identifies considerations that should accompany compliance measures to achieve effectiveness in BHCs.



Compliance policies and risk controls, periodic assessment of issues, remediation steps for responsibilities breaches that supports the annual stress test process were voted as nonconsensus statements. Statements that refer to stress test is reflective of doubts by the panel in their unfavorable ratings. Although stress test is a compliance activity, it can be complex, often onerous and pull bank executives away from mission-critical business objectives. Basel Committee has proposed hundreds of pages of new regulations and supervisory practices, none of which are aimed at simplifying the regulatory stress test system.



Scenarios statements centered around compliance tools, standards and metrics (scorecard/dashboard), indicators and bank regulation were deemed unfavorable by the panelists and were identified as nonconsensus statements. This skepticism displayed by the panel of exerting is corroborated by the existing literature that scenarios lack transparency and there are areas of model risk that require further investigation. This is evident in the estimation errors or parameter uncertainties caused by algorithmic methods. As such, there are difficulties in financial tools used to analyze the relationship between the financial conditions of intermediaries and the business cycle.



Consensus statements that could be effective practice refer to compliance analytics, alignment with organizational objectives, and understanding regulatory compliance. These statements received high ratings from the panelist. The panel highlighted the importance of having compliance measures in place including (a) emphasis placed on understanding regulatory compliance, (b) maintenance of effective and independent compliance align to organizational objectives, (c) clear definition of data source for compliance analytics. Top leadership as a champion of code of Ethics, exhibit strong morals and integrity, right products matched to customers, and timely reporting of activities to upper management was voted by the panel as activities that can be effective in BHCs. These consensus compliance statements can influence positive bank activities through reducing senior manager’s investment in high-risk products and more selection of conservative investments. Heightened ethical awareness cause bank managers choices to thereby reduce fraudulent behaviors, decreasing business losses stemming from errors and fraud. The lack of exhibited behavior reflecting principles of governance and ethical standards can cause bank failures.



The relevance of identifying seven consensus compliance statements can be effective towards the capital regulation reduction of significant losses, and risky management behavior in banks. The results of this study may be used by bank practitioners and the Federal Reserve Bank (Fed) to construct action plans, policies and desktop procedures, and training programs that may lead to a reduction in risk management behaviors. These collaborative practices can inform positive bank activities and decrease business losses stemming from errors and fraud.




6. Recommendations for Future Research


Scholars may conduct further studies to compare and contrast the results of this E-Delphi study in many ways. This study did not confine the experts in banking to a specific region in the United States, scholars may desire to conduct further studies on this central research topic using different delimitations based on this dimension. One boundary included the decision to focus the overall research question on effective senior managers’ compliance practices towards capital regulation. The decision to develop a conceptual framework based on OCEG standards that integrates governance, risk management, internal control, assurance and compliance (GRC capability model), principal-agent theory, and goal theory and the use of the Delphi method is another delimitation. In light of the need for risk mitigation framework that incorporate model risk measures that identifies economically dangerous uncertainties and their risk factors, quantitative assessment and risk measurement approach to risk embedded in financial decision-making, portfolio and investment planning and the respective management activities (Baker and Filbeck 2015), researchers may want to conduct similar Delphi studies to a specific region in the United States.



Due to the potential difference in the functionality of banks in different states and geographic regions within the United States, Delphi studies on this topic localized to a specific region may present a viable option for future research. Future scholars may want to use a varied panelist criterion from the one used in this study. As the eligibility criteria for this study confined panelist to individuals: (1) adult over the age of 18, (2) employed a minimum of 10 years in the banking industry, (3) possession of an MBA in Finance, and, (4) currently employed as a consultant to a large bank in the United States. Scholars may modify panel eligibility criteria to include industry-specific experience and prior professional and academic publications. Scholars may also wish to conduct Delphi studies with panels comprised entirely of senior managers to examine their behavior on the study topic. The results of future studies may provide invaluable points of comparison with the results of the present study. Scholars may stand in a position to develop a further study based on these Delphi findings.
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Table 1. Overall Study Findings.






Table 1. Overall Study Findings.





	Category
	Round 1 Generated Statements
	Round 2 Statements
	Round 3 Statements
	Consensus Statements
	Portion of Statements Representing Consensus





	Compliance Practices
	23
	23
	15
	7
	21%
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Table 2. Statements Failing to Meet Consensus Threshold in Round 3.






Table 2. Statements Failing to Meet Consensus Threshold in Round 3.





	Statement
	Rating (Desirability)
	Rating (Feasibility)





	Compliance practices towards capital regulation that can be effective in reducing losses include tests that measure compliance with regulatory requirements.
	4
	5



	Compliance practices towards capital regulation that can be effective in reducing losses include establishing and communicating compliance policy across pertinent organizations.
	5
	7



	Compliance practices towards capital regulation that can be effective in reducing losses include identification of compliance risks and controls at the relevant organizational level.
	5
	6



	Compliance practices towards capital regulation that can be effective in reducing losses include ensuring compliance function is adhered to with clarity of responsibilities and remediation steps for breaches are discovered.
	5
	5



	Compliance practices towards capital regulation that can be effective in reducing losses include a periodic assessment of issues and issues closures.
	5
	5



	Compliance practices towards capital regulation that can be effective in reducing losses include reporting of compliance to upper management so they can make informed decisions on compliance risks.
	4
	5



	Compliance practices towards capital regulation that can be effective in reducing losses include internal controls utilized at every level to ensure potential liabilities are eliminated.
	4
	3



	Compliance practices towards capital regulation that can be effective in reducing losses include ongoing training of all stakeholders relative to compliance rules and regulations including BSA teams, branch control teams, and cybersecurity teams.
	5
	4
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Table 3. Statements that Satisfied Consensus Threshold in Round 3.






Table 3. Statements that Satisfied Consensus Threshold in Round 3.





	Statement
	Rating (Desirability)
	Rating (Feasibility)





	Compliance practices towards capital regulation that can be effective in reducing losses include maintenance of effective and independent compliance consistent with the organizational objectives.
	6
	6



	Compliance practices towards capital regulation that can be effective in reducing losses include a clear definition of data source for compliance analytics.
	6
	4



	Compliance practices towards capital regulation that can be effective in reducing losses include ensuring compliance monitoring and reporting activities promptly to upper management.
	6
	7



	Compliance practices towards capital regulation that can be effective in reducing losses include top leadership must be a champion of the code of ethics.
	7
	4



	Compliance practices towards capital regulation that can be effective in reducing losses include strong morals and integrity.
	6
	4



	Compliance practices towards capital regulation that can be effective in reducing losses include the right products for clients.
	6
	4



	Compliance practices towards capital regulation that can be effective in reducing losses include understanding regulatory compliance.
	6
	3
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