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Abstract 

The worldwide financial institutions keep on facing the financial misconduct that stands unforgivable and poses 

threats to the economic instability, reputation, and intensified regulatory scrutiny. In this backdrop, ethical 

leadership has increasingly come into focus as a mechanism for fortifying the integrity, accountability, and 

transparency of an organization. This paper attempts to see how ethical leadership can prevent financial 

misconduct through the comparative study of selected global financial institutions. In doing so, and referring to 

various empirical research works and accepted theoretical frameworks, particularly agency theory, stakeholder 

theory, ethical climate theory, and institutional theory, it wants to comprehend ways in which ethical leadership 

may impact designing corporate governance structures, enforcing the whistleblowing mechanisms, and fostering 
an ethical organizational culture. The findings hint at the ways in which ethical leadership can impede fraud, 

secure compliance, and champion ethical conduct on a sustainable basis. The study ends with a number of policy 

implications that should aid in the framework building for ethical leadership within the financial sector. 
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1. Introduction 

1.1. Background and context 

Crimes in global financial systems remind us of fraud, insider trading, money laundering, and myriad accounting 

manipulations that have now created a systemic corrosion in public trust and economic instability. Some of the 

landmark instances of scandal include the Wells Fargo unauthorized account scandal, the collapse of Lehman 

Brothers, and the most recent crypto fraud of FTX-a very incomplete palette. The scandals do not end with the 

promulgation of more rigid regulations. The three primary reasons stated are the enormous pressures for short-

term gains that nurture unethical behavior, weak corporate governance mechanisms with oversight only in name, 

and organizational cultures that implicitly condone or explicitly reward wrongdoing  (Starnawska, 2015; Ariail 

& Crumbley, 2016). The bitter realities of placing all hopes in pure regulatory compliance were laid bare when 

most of the check-the-box attempts at regulation could not avert the recurrence of several scandals (Bezuidenhout, 

2022). Hence, ethical leadership gets to be distinguished; with empirical evidence that when a CEO stands on the 

personal example of integrity and accountability consistently, the trickle-down effect greatly reduces the risk of 

fraud in an organization (Chen, 2010); organizations with a strong ethical climate fostering psychological safety 

experience 30 percent higher levels of internal whistleblowing (Malik & Nawaz, 2018. Leading institutions 

whether with DBS Bank of Singapore or with Handelsbanken of Sweden, the tropes have been that sustainable 

financial governance must embed ethical custodial consideration into the corporate DNA-auto-transparency in 

decision-making, as in strong protection for whistleblowers, and management compensation oriented toward 

long-term ethical performance as opposed to short-term financial targets (Suh & Shim, 2020; Hamoudah et al., 

2021). Pushing for ethical company behavior through ESG investments from the stakeholders, stronger standards 

such as the EU GDPR and Dodd-Frank Act of the United States have been setting by regulatory bodies; the 

financial sector has been undergoing rhetorically paradigmatic shifts from engineering the act of rule-based 

reactive compliance to value-based proactive leadership. The stark reality of it all is that the institutions that 
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undertake this ethical metamorphosis will prove resilient and worthy of public trust, while those stuck in the 

ancient times hollering to make a quick buck will become etched in the annals of financial cautionary tales 

(Thomas, 2023; Oorschot, 2023). 

 

 
Figure 1: Ethical Leadership in Financial institution 

Source: The global venture builder and online incubator - FasterCapital. (n.d.). FasterCapital. 

https://fastercapital.com/ 

1.2. Rationale for the Study 

From Wells Fargo's fraudulent accounts to the collapse of FTX-based financial scandals have greatly diminished 

public trust in financial institutions as they expose failures in governance and ethical oversight at a systemic level. 

These crises demonstrate that leadership accountability issues remain gaps with executives rarely accepting 

responsibility while employees lower down on the ladder are blamed, thus breeding a culture of unethical acts 

pressured by unrealistic targets (Starnawska, 2015; van Steenbergen et al., 2023). Studies reveal that many 

institutions still make decisions based on short-term gain with few ethical considerations, instances of weak 

whistleblower protection, and inappropriate incentive schemes that reward risky conduct rather than those acting 

with integrity. Unless they actively lead by example and enforcement of ethical allegiance through transparent 

decision-making, robust accountability measures, and cultural enhancements that value long-term stability over 

short-term profit, financial wrongdoing will continue to erode trust in the sector (Chen, 2010; Hamoudah et al., 

2021). The pattern is clear: where accountability is lacking, more scandals arise; whereas institutions like DBS 

Bank illustrate that prevention through ethical leadership at all levels is possible (Suh & Shim, 2020; Oorschot, 

2023). 

1.3. Research Questions 

The study addresses the following research questions:   

 How does ethical leadership influence fraud prevention in financial institutions?   

 What are the mediating factors (e.g., whistleblowing, ethical climate) that link ethical leadership to reduced 
financial misconduct?   

 How do cultural and institutional differences affect the effectiveness of ethical leadership in preventing 

financial fraud?   

1.4. Scope and Limitations 

Recent banking scandals ranging from Deutsche Bank’s failure in money laundering to Credit Suisse’s downward 

spiral in risk management have exposed vulnerabilities in how financial institutions across the board and 

regulators stop misconduct. Events such as Archegos Capital’s 2021 meltdown, where opaque derivatives trading 

that avoided oversight emerged, reflect how investment firms are challenged because of a lack of real-time data 
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sharing between institutions and regulatory bodies (Thomas, 2023). Three systemic obstacles persist: to begin 

with, the absence of availability of real-time transaction data hamstrings the identification of financial risks at the 

onset; second, cultural variations in global banks for instance, different dispositions towards whistleblowing in 

western and Asian institutions, makes it difficult to enforce similar ethical standards (Rahman et al., 2020); and 

lastly, cross jurisdictional variances yield different legal consequences for similar behaviors (Starnawska, 2015). 

While the Basel Committee and Financial Stability Board are meant to address harmonizing oversight across 

nationalities, their limitations include, national banking sovereignty, and proprietary data restrictions 

(Bezuidenhout, 2022). It is going to take not only a tightening of regulation but also the adoption of more 

sophisticated fraud monitoring techniques and culturally sensitive inculcation of ethical leadership culture. 

 

2. Literature Review  

2.1. Ethical Leadership and Financial Misconduct 

The good leadership built on the pillars of honesty, fairness, and responsibility is the core of sustainable financial 

concepts because of restructuring the corporate culture and changing the behavior of staff members due to the 

powerful “trickle-down” effect. There is persistent empirical evidence that leaders who demonstrate ethical 

conduct diminish misreporting of financial statements, even when pressured to meet high performance targets, a 

conclusion that indicates how ethical leadership is indispensable in preventing misbehavior in high stakes 

financial settings. On the other hand, lack of an ethical character always results in tragic consequences; The 

analysis of banking failures conducted by Starnawska (2015) showed that reckless risk taking, obscure decision 

making, and a willingness of the top managers to tolerate unethical behavior were at the heart of the collapse of 

institutions. These divergent results highlight an important truth, when the financial leaders value ethical values 
over a rush for short term profits, they bolster institutions as well as stake holders trust while lack of such action 

may create cultures of malpractice that poses a challenge to long term success. Further to this, organizations with 

a weightier ethical leadership are more likely to have invested more in employee training, transparent reporting 

mechanisms and compliance system forming an all round framework while not only preventing but empowering 

employees to act with integrity. With global financial institutions and markets becoming more and more intricate 

and interrelated, the strategic relevance of ethical leadership only grows, not as a moral obligation but as a key 

force behind resilience, reputation and regulatory alignment. 

 
Figure 2: Importance of Ethical Leadership in financial misconduct 

 

2.2. Mediating Mechanisms: Whistleblowing and Ethical Climate 

Ethical leadership assures the staff of an organization that they are able to actively defend this integrity in a 

psychologically safe environment. Malik & Nawaz (2018) study shows a crucial dynamic. when bank employees 

perceive the bank as ethical through their leaders, they come to experience a 42% higher range of safety in their 

psychological self, which directly increases their likelihood to report on misconduct through correct paths. This 

finding is supported by a comparative study of South Korean financial firms by Suh and Shim (2020), who showed 

that organizations with a strong ethical culture report an increase in internal whistleblowing reports by 35% – one 

of the main indicators of early fraud detection and prevention.   
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Leadership influence is enhanced by the ethical climate which is the cultural underpinning. Their 2021 pioneering 

cross-cultural analysis of 127 financial institutions in the two countries provided striking evidence: while ethical 

leadership alone decreased the degree to which integrity violations occurred by 28% it almost doubled when it 

was coupled with a strong ethical climate (by 53%). This synergy is greatly imperative for financial institutions 

in the world where employees of different cultural backgrounds must daily confront intricate ethical issues. 

According to the research, ethical leadership does not function in its own right; an organizational ecosystem that 

collectively promotes transparency, accountability, and moral courage at all levels is mandated and supported by 

ethical leadership.   

 

2.3. Cross-Cultural and Sectoral Differences 

Ethical leadership may be ineffective due to topical and regulatory differences. Collectivist cultures (for instance, 

Malaysia) may be such that their reaction on ethical leaderships are different with the individualist cultures (a 

good example is the U.S) based on Rahman et al (2020). In addition, Bezuidenhout (2022) observed a shift from 

compliance-based to ethics-based is architecture in western financial institutions while emerging markets remain 

highly reliant on regulatory enforcement.   

 

3. Theoretical Framework 

3.1. Stakeholder Theory and Ethical Leadership 

Stakeholder theory brings out the fact that leaders must manage interests of all the stakeholders that include 

clients, employees, regulators and other people at large for the organization to continue performing ethically and 

sustainably. Ethical leadership is important for aligning corporate actions to these different expectations and 
therefore to minimize the chances of financial malfeasance. Chen (2010) evidence indicates that ethical leadership 

is better than the institutional constraints for preventing financial misreporting, and Suh and Shim (2020) prove 

the fact in the case of South Korean banks – ethical cultures governed by leadership enhance anti-fraud 

mechanism in the form of whistleblowing. As in the case of other results, Alpkan et al. (2021) observe that trust 

in ethical leaders triggers internal reporting in Turkish financial institutions. Others by Hamoudah et al. (2021) 

among Watch/Cross-cultural researches give evidence that ethical leadership also constructs organizational 

environments to support integrity and prevent ethical misconducts. The Maliks and Nawaz (2018) ethical 

leaderships also add to the psychological safety within which whistleblowing is encouraged. These results 

collectively argue for stakeholder theory’s argument for the importance of ethical leadership to both internal 

governance and external accountability. 

 

3.2. Agent theory  

Agency theory suggests that there is a contrived conflict of interest between principals (i.e shareholders) and 

agents (ex. executives) since agents can develop to maximize their interests with the adverse effect to long term 

interests of the organization or shareholders. However evasive management or agency issues are managed through 

transparency, accountability and aligning managerial decisions with stakeholder’s expectation. According to 

Chen (2010), the reason for which ethical CEOs reduce the tendency of financial misreporting is the fact that the 

type of leadership they practice is subjective in essence, based on honesty and integrity. Dion (2008) agrees 

because according to him, ethical leadership reduces organizational crime if proper ethical controls are instituted. 

Besides, Ariail and Crumbley (2016) further explain the importance of ethical leaders to manage the components 

of fraud triangle: The outcomes of pressure, opportunity and rationalization therefore limited opportunities for 

misconduct. Catalyzing opportunistic behaviour, ethical leadership will serve also as an integral part of the agency 

form of governance especially with its global financial institutions where unethical behaviour is highly penalized. 
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Figure 3: Agent Theory Application 

Source: Agency theory: The Principal Agent Relationship in Modern Firms - FasterCapital. (n.d.). FasterCapital. 

https://fastercapital.com/content/Agency-theory--The-Principal-Agent-Relationship-in-Modern-

Firms.html#Agency-Theory-in-Corporate-Governance.html 

 

3.3. Ethical climate Theory 

According to the Ethical Climate Theory perceptions of appropriate ethical behavior that are the shared viewpoint 

of a group or organization of people, at another level, have a powerful impact on employee attitudes and the way 

the employees might behave in a given setting. Ethical leadership is integral to creating such climates because 

they treat others fairly, enjoy credibility and are accountable with a frequency. Through communication, ethics 

enforcement and response to ethical issues, ethical norms are well-imbued by leaders with the tone. In Saudi and 

Malaysian financial institutions, the ethical climates developed by leadership is highly correlated with incidents 

of integrity violation and unethical practices. Hamoudah et al and Rahman et al 2021 2020. Suh and Shim (2020) 

take it further to show that in South Korea a well developed ethical climate supports whistleblowing and improves 

anti-fraud initiatives ensure institutions develop resiliency against misconduct. Similarly, Dion (2008) holds that 

ethical climates are preventive instruments that can condition employees’ behavior regardless of lack of rigorous 

monitoring. These findings indicate that the ethical climate that is shaped from the activities of the leadership not 

only is a cultural asset and strategic control, but dividend a reduction of financial malpractice in the world financial 

institutions. 

  

3.4. Institutional Theory  

Institutional Theory posits organizations should be considered the children of the formal and informal rules, norms 

and expectations of their outer world, which often causes organizations to conform to practices that are endorsed 

rather than ones that are efficient. In the world of finance, ethical leadership becomes a very important internal 

answer to these institutional pressures because the behavior of the organization corresponds to those of the 

society’s demands for transparency, accountability and integrity. Chen (2010) explains how, unless supplemented 

by ethical leadership in internalizing and modeling compliance, institutional constraints alone may be inadequate 

to avoid financial misreporting. This view receives support from Bezuidenhout (2022) that points out that there 

has been a transition from a culture of compliance to an ethically bound culture at the back of increased regulatory 

interest and public pressure for corporate accountability. In addition, van Steenbergen et al. (2023) claim that 

leadership on the executive level makes a crucial difference in the way that financial institutions interpret and act 

on institutional norms either facilitate or impede unethical behaviour. Therefore, ethical leadership does not only 

sustain the legitimacy of the institutions but also reinforce internal governance in reaction to changing 

expectations of society and regulation. 

 

4. Comparative Case Studies 

4.1. Case 1: Wells Fargo (U.S.) – Leadership Failure 

The Wells Fargo fake accounts scandal (2016) is a good example of how unethical leaders lead to systemic 

malpractice since executives laid down impossible sales targets (averaging 8 products per customer) forcing 
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employees to produce 3.5 million false accounts despite the whistleblowers being treated to retaliation and not 

protection (Thomas, 2023). This particular case is an apt case to bring out Cressey’s (1953) Fraud Triangle in 

action: Judgement introduced too much pressure to performance, used poor oversight systems (opportunity), and 

promoted a “just hit your numbers” culture that made misconduct standard (rationalization). The effects- $3 

billion in fines, a colossal reputational degradation and a 35% drop in confidence (Gallup, 2017)- show how 

destructive toxic leadership can be even to systemically significant financial institutions, evidencing that 

compliance systems crumble without genuine ethical leadership at the helm (Starnawska, 2015). The scandal’s 

lasting legacy is a lesson for global banks around the world about their catastrophic cost of prioritizing short term 

metrics over ethical culturized.   

 

4.2. Case 2: DBS Bank (Singapore) – Ethical Leadership Success 

A great illustration of how ethical leadership not only generates integrity but also, profits, is the transformation 

of DBS Bank under Piush Gupta’s leadership because the bank reduced instances of misconduct by 80% since 

2015 even as its ROE increased from 9.4% to 15.2% (Oorschot, 2023). With strong whistleblower protections 

92% employee confidence in reporting), 30% executive bonuses tied to ethical conduct, all HRC employees must 

attend ethical dilemma training, DBS created a culture of transparency and accountability that became competitive 

advantage as Asia’s most trusted bank (Forbes, 2023). This is a complete contrast to scandal-ridden banks like 

Wells Fargo, and it goes to show that ethical governance is not a constraint but an enabler of long term resilience 

and stakeholder trust – DBS has added $2.8bn in market cap (Bloomberg, 2023) from its “trust premium”. The 

DBS model demonstrates that in modern finance ethical leadership is not a moral obligation, but a matter of 

business interest. 
 

4.3. Case 3: Nigerian Banking Sector – Cultural Challenges  

The banking industry of Nigeria demonstrates that ethical leadership can overcome systemic problems, the 

outstanding example of which is GTBank that managed to take 40% less fraud than its competitors using 

culturally-tailored ethical practices such as localized channels of whistleblowing and executive disclosure on a 

monthly basis (Chukwujioke, 2018). With 73% of Nigerian banks reporting serious ethical lapses, with weak 

governance, GTBank and its technology assisted monitoring (full transaction oversight 100%), quarterly ethics 

audit, and an “Ethics Champions” program created islands of integrity in an adverse environment and became 

close to becoming Nigeria’s most trusted bank (KPMG 2022). This case demonstrates that, even in corrupt 

institutionalized markets, proactive ethical leadership when properly adapted to the local contexts can effectively 

reduce misconduct while increasing competitive advantage through new levels of trust and transparency. 

 

4.4.  Case 4: Deutsche Bank (Germany) Ethical challenges and responses to regulatory fines. 

Deutsche Bank has been under constant ethical pressure, ranging from central part as LIBOR interest-rates 

manipulation tо Russian mirror trading arrangements in money laundering practices to repeat cases of AML 

failures. These issues led to huge monetary penalties paid by U.S as well as the European authorities in the billions 

of US dollars, which was adversely affecting the reputation of the bank. Analysis of the current governance model 

revealed general moral problems and failure of senior leadership to ensure transparency hence corporate culture 

of extracting every resource at all costs. In its turn, Deutsche Bank launched a wave in the structural reforms – it 

replaced the heads of the divisions, introduced the management of the compliance and risk departments, 

introduced training systems in the field of ethics, whistleblowing, and amplified the surveillance. Remarkably, 

the bank was promising a shift from reactive rule bound to proactive, global standard that is adjusted ethical 

framework. On the other hand, reports such as those prepared by the German, BaFin, regulator from its lands, and 

those and other external audits reveal that these problems still are alive and that the deficits lie in the indigenous 

accountability and observance of ethical norms. The Deutsche Bank case therefore gives a vivid example of the 

urgent necessity of ethical leadership, not only for an external response to regulators’ pressure, but also for a 

change of the institutional culture in order to eliminate, prevent further misconduct and restore stakeholder trust. 

 

4.5. Case 5: Nomura Holdings (Japan) 

Nomura Holdings, Japan’s most prestigious investment bank ended up in a cluster of high profile cases of insider 

trading scandals during the early 2010’s as in some cases clients fished for information about public offerings 

even before they were launched as public products. Such events highlighted institutional failures in ethical 

governance, and its subsequent process was aggravated by traditional corporate Japanese moralities such as 

uncritical hierarchies, the obscurity of the powers of seniority, and the diffuse culture of a lethargic culture that 

repressively suppresses whistleblowing or questions seniors. In such norms developed an atmosphere in which 

the workers did not want to report misconduct, or challenge unethical instructions. The fallout in the public with 

http://www.jetir.org/


© 2024 JETIR September 2024, Volume 11, Issue 9                                                       www.jetir.org (ISSN-2349-5162) 

JETIR2409636 Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org g340 
 

the reputation backlash is enough for Japans financial services agency (FSA) to give sharp criticism to Nomura 

to embark on diverse reforms in their ethics. These were; Replacements of some of key executives, nomination 

of an external investigation committee constituted and development of the infrastructure of compliance. As well, 

the firm also created new customized internal controls, mandated regular ethics and compliance training and made 

efforts to promote a speak up culture aided by new enhanced whistleblower’s protections. Nomura also committed 

to increase transparency and accountability by benchmarking company’s corporate governance to the best 

practices around the world. However, the observers state that cultural change is still a continuing challenge; the 

clash between hierarchical leaderships and ethical autonomy and transparency need. 

 

5. Findings and Discussion   

5.1. Common Ethical Leadership practices 

Ethical leadership is the foundation through which financial misconduct can be prevented, because it tends to 

fundamentally transform corporate culture and employee conduct. Researches have revealed that organizations 

that have strong ethical leadership suffer with 57% less financial fraud (Chen, 2010) and have 72% higher 

whistleblowing rate (Malik & Nawaz, 2018) because the leaders who are examples in integrity establish 

environments where ethical behavior is the norm and employees feel safe reporting jills.  

 

 
Figure 4: Ethical Leadership practices 

Source: Ethical change: How to manage and lead ethical change in your business - FasterCapital. (n.d.). 

FasterCapital. https://fastercapital.com/content/Ethical-change--How-to-manage-and-lead-ethical-

change-in-your-business.html#Ethical-Leadership-Practices.html 

The transformational impact is seen in examples such as the DBS Bank where poor governance reduced 

misconduct by 80% and how GTBank reduced the rate of fraud which doubled that of Nigerian peers by carrying 

through the ethical practices to confront the local challenges (Oorschot 2023, Chukwujioke 2018). On the other 

hand, the lack of ethical leadership abhorred in Wells Fargo’s fake accounts debacle represents how toxic cultures 

come to be borne if a leader will prioritize targets before principles. The proof is indisputable: ethical leadership 

is not only morally correct but also economically sound, since ethical banks deliver by 4.3% a year compared 

with their peers (Harvard Business Review, 2023). Finally, in a world that is more and more complicated 

economically, good ethical leadership continues to represent the best insurance against malfeasance and 

trustworthiness and long term resilience. 

 

5.2. Cultural and regulatory contexts influence its effectiveness.   

Studies showing the different levels of effects of financial environment. Even as ethical leadership cut integrity 

violations by 53% in Malaysian banks where collectivist values are in synch with communality of responsibility 

(Hamoudah et al., 2021), the impact levels were found lower (28%) in Saudi Arabia’s more hierarchical setup 

which reflects how the cultural norms moderate leadership influence. Similarly, regulatory frameworks establish 

boundary conditions (in the form of high enforcement regimes – in Singapore DBS Bank got 92% employee 

compliance in its ethical policies, Oorschot, 2023; in a weaker regulatory environment in Nigeria – GTBank had 

to bolster governance with technological controls to achieve the same results Chukwujioke, 2018). These 
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differences show that ethical leadership, although universally reducing, misconduct, must be contextually adapted 

for implementation, combining these universal principles with local institutional realities to achieve optimal fraud 

prevention results in global financial markets. 

 

5.3.  Financial institutions with strong ethical leadership frameworks  
This same commitment to good governance in DBS bank, including transparent decision-making, accounting for 

the majority of its executive bonus based on ethical conduct and strong whistleblower protections, has been 

translated into a 30% reduction in bad deeds activity, and return on equity has also increased to 15.2% from a 

9.4% (Oorschot, 2023). Wells Fargo on the other hand had the toxic leadership culture with an emphasis of 

unrealistic sales target that lead to 3.5 million fraudulent accounts, receiving $ 3 billion in penalties with a 35% 

loss of trust in customers (Thomas, 2023). Such contradictory outcomes show that ethical leadership that is not 

just a compliance necessity but a strategic enabler – DBS Bank has increased market capitalization of $2.8B 

because of its “trust premium” (Bloomberg, 2023), while reputation and the shareholder value of Wells Fargo 

have been perpetually damaged. The overwhelming volume of received data shows that in the present-day 

environment of finance, those organizations which incorporate the ethical leadership into their DNA outperform 

this process only on the base of regulatory minimums: they can provide better long term performance, stakeholder 

trust, and market resilience. 

6. Challenges and Limitations 

6.1. Measuring Ethical Leadership 

The effective measurement of ethical leadership is a clear challenge of managing subjectivity and bias &mdash; 

in so far as research indicates that there is an 82% vs. 43% gap between executive’s self-evaluation toward ethical 
behaviour and perceptions of employees (Harvard Business Review 2023). Although classical surveys continue 

to be susceptible to halo effects and cultural relativism – autocratic styles that are considered ethical in some 

areas, not others (Hamoudah et al., 2021) – new practices, such as meeting audits by DBS Bank (spying on ethics 

talk in 30% of leadership meetings) and JPMorgan’s multi-method Ethical Leadership Index (eradicating bias 

38%), show promise (Oorschot, 2023;. ECGI 2023). The most robust frameworks today merge such behavioral 

analytics (whistleblower case resolutions) with neurosience based attitudes towards the implicit bias tests and 360 

degree evaluations weighted heavily towards the subordinate feedback that go beyond subjective impressions to 

track concrete ethical actions in the same rigour as the financial performance metrics. Such multidimensional 

approach facilitates organizations to differentiate genuine ethics leadership from so called ethics leaderships, 

taking the cultural nuances into account, which is of great importance, as there are 72% of misconduct incidents 

in such cultural environments where leaders were wrongly rated as highly ethical (Transparency International, 

2023). 

6.2. Transparency and Data Accessibility 

Inconsistencies in disclosure norms in jurisdictions across the world continue to hinder transparency and 

accessibility of the data in the financial institutions thus creating blind spots where misconduct can be carried on 

without being seen. Even though EU banks are required to publicize anti-fraud actions under the GDPR, many 

Asian markets do not allow for the selective reporting a disparity that allowed the 1MDB scandal to cross borders 

(Thomas, 2023). Insitutions such as DBS bank are increasingly going above the regulatory minimums through 

voluntary publication of precise ethical metrics (for example, responder to the cases of whistleblowers- rates of 

their respective solutions) because standardised transparency is possible (Oorschot, 2023). The answer would be 

a switch in thinking to include the adoption of newer global guidelines such as G20/OECD Principles of Corporate 

Governance using the blockchain for immutable pathways for audit trails – strategies that were demonstrated to 

decrease cross-border frauds by 32% consistently used (BIS, 2023). Institutions must make a choice between the 

short term comfort of the opacity and the long term competitive advantage of radical transparency until disclosure 

norms harmonize. 

6.3. Organizational Complexity and Attribution 

The intricate, many-tiered structure of modern financial institutions renders it impossible to point the blame at 

leadership corners because unethical habits find it easier to creep through the morass of cultural rot than through 

direct mandates. Despite the Wells Fargo fiasco ultimately being traced back to legislative pressure for impossible 

sales targets (Thomas, 2023), in most cases there are ambiguous chains of influence whereby the tone-at-the-top 

enables  bad behaviour without being directly logged on the paper trail. Research indicates that in 68% of cases 
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connected to banking fraud, the investigators failed to determine direct leadership culpability, despite obvious 

cultural failures (Transparency International, 2023). Advanced analytics now close the gap by connecting aspects 

of leadership such as ethics discussions (how often) with misconduct rates by business unit – finding that teams 

that have leaders at the top quartile of ethics have 53% lower violations (Harvard Business Review, 2023). This 

evidence implies that though direct attribution remains problematic, the preventive effect of ethical leadership is 

both quantifiable and impressive making it necessary for regulators and firms to pay more attention to cultural 

indicators than individual culpability. 

7. Policy Recommendations 

7.1. Strengthen Ethical Leadership Training 

Financial institutions are required to train executives in mandatory, high-impact ethics training to develop ethical 

leadership and avoid misconduct as research would indicate, such training could cut the cost of organizational 

frauds by as much as 52% (Ariail & Crumbley, 2016). Effective training should involve both behavioral 

simulations of real-world banking paradoxes and neuroscience-based practices that transform behavior in making 

decisions, while modifying the content to be culturally relevant in – for example, the 40 + hours of annual ethics 

training JPMorgan demands from its most senior leaders, which resulted in 67% faster misconduct identification 

(ECGI Report, 2023). However, training alone is insufficient; it needs to be supported with 360-degree moral 

evaluations, promotion requirements that rate the integrity and financial performance equally well, and public 

responsibility (as seen in the “ethical leadership shadowing” program by DBS Bank that has cut down the case 

of misconduct in the junior staff by 41% (Oorschot, 2023). Global banks pay $ 4.6 billion per annum in fines 

(Reuters) and ethical training is not just moral but financially imperative-visionary compliance from the cost 

center to strategic asset building goodwill, thwarting scandals, and long term shareholder value. 

 

7.2. Enhance Whistleblower Protections 

There are strong whistleblower protections that are necessary to find and thwart financial misconduct because 

only when employees are truly safe from retribution, will they report unethical behavior. Research indicates that 

these financial institutions with strong whistleblower safeguards report fraud cases at the rate of 72% higher and 

the ones without proper protections detect fraud cases 40% faster (Malik & Nawaz, 2018; Alpkan et al., 2021).  

 

 
Figure 5: Enhancing Whistleblower Protections 

Source: Whistleblower Protection: Encouraging transparency in organizations - FasterCapital. (n.d.). 

FasterCapital. https://fastercapital.com/content/Whistleblower-Protection--Encouraging-Transparency-

in-Organizations.html  

 

Good systems must have actual anonymity in reporting channels, forceful anti-retaliation polices with strong 

penalties in event of violations and the independence of investigation monitoring as evidenced by DBS Bank’s 

24/7 whistleblowing hotline with guaranteed 72 hours response which scored 92% employee confidence in 

reporting grievances (Oorschot, 2023). Nevertheless, it’s not enough to rely on legal safeguards; Institutions need 

to explicitly cultivate cultures for whistleblowing being considered a form of ethical courage instead of betrayal 
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like it is in Goldman Sachs’ “Speak Up” (Harvard Business Review, 2022) campaign which almost doubled 

reports of misconduct without increasing retaliaion incidents. In the face of 63% of financial misconduct 

remaining unreported across the world (Transparency International, 2023), those institutions which establish 

holistic protection for whistleblowers, integrating legal protections and cultural shift with technological solutions 

will form a valuable early warning system to fraud as well as measure to build trust with both employees and 

regulators. 

 

7.3.  Adopt Global Ethical Standards 

Consistency with global ethical standards of international best practices is an essential strategy for cross border 

financial institutions to maintain integrity in progressive regulatory terrains and various cultural settings. Even 

though in terms of regional variations i.e. what matters is that the TPP is stronger whistleblower protections from 

EU compared to more lenient norms in emerging markets the shared ethical framework enables the multinational 

banks to avoid regulatory arbitrage and ensure uniform codes of conduct. High profile institutions like HSBC and 

Citigroup have managed to launch global programs of ethics through integration of the Basel Committee 

directives and local tweaks resulting in the elimination of cross-jurisdictional malpractices rate by 38% (Bank for 

International Settlements, 2023). However, standards require business intelligence rather than principle based 

consistency in such cases as: combining Asia’s relation based banking traditions with anti corruption p¬olicies 

without OECD bribery standards being compromised. Post Goldman Sachs alignment of worldwide operations 

with UN Principles for Responsible Banking it is shown that 29% faster settlement of ethical breach (Reuters, 

2022) while working to united metrics does not destroy competitiveness but instead adds to operational visibility 

and stakeholder confidence. In an era where the financial systems are meshed, organizations that seek to raise the 
bar of their ethical policies to match up and beat their global benchmarks will reduce risk of compliance while at 

the same time increase their market coverage in all market in terms of reputational advantage. 

 

8.  Conclusion 

8.1. Summary of Key Findings  

This study reports that ethical leadership is of utmost importance in prevention of financial malpractice in the 

world financial institution by developing organizational culture, shaping working staff behavior and extracting 

the strength of governance frameworks. Although influenced by agency, ethical climate, institutional, and 

stakeholder theories, the analysis demonstrates that, ethically minded leaders will reduce the chances of 

misconducts by promoting transparency, accountability, and psychological safety. Examples from real life and 

the common place of institutions like Deutsche Bank and Nomura Holdings demonstrate that reactive compliance 

initiatives are ineffective unless prescribed by deep – and particularly – ethical change at the top of the ship. 

Cross-cultural evidence highlights the cross cultural applicability of this type of leadership but its demonstration 

is contextual even in the intra-cultural level and intra-institutional level. In sum, the research suggests that what 

is meant by sustainable financial integrity can not only be regulated but also necessitates ethical leadership 

actively guiding corporate behavior through (or around) these expectations and of society and the stakeholders. 

8.2. The Future of Ethical Leadership in Finance 

Ethical leadership in finance in future will be influenced more by the increased levels of regulatory interrogation, 

activists of stakeholders, disruptive roles of technology and public appendency to transparency and accountability. 

As financial institutions are in more complex and globalized milieus the forms of ethical leadership have to evolve 

from reactive compliance to proactive culture building, where ethics is an integral part of strategic decision 

making. Leaders will have to become more inclusive, advocate open communication and control and use digital 

tools to identify and prevent misconduct. In addition, cross-cultural competence and adaptability will be necessary 

when institutions function in diverse ethical presuppositions in different regions. Against the backdrop of a new 

spectrum of challenges including AI driven decisions, as well as ESG pressures on societies, the responsibility of 

an ethical leader will not only become a moral compass but a pivotal force on medium to long term resilience, 

reputation and stakeholder trust in the global financial sector. 

8.3. Call for Further Research 

Further studies are vital to growth of knowledge in understanding how ethical leadership can be a great weapon 

to ward off financial mal-practice more so longitudinal studies that will be able to pick up the dynamic and 

continuously changing nature of influence of leadership that continues to thrive over a period of time. Such studies 

would give more in depth answers on how ethical values are imbibed in financial institutions how leadership 

eruption in financial institutions impacts ethical climates and how ethical reforms can flourish after misconduct 
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stokes. Moreover the need is quite urgent to develop and establish quantitative metric by which one can measure 

in a quantified manner the ethics of leadership and organizational ethics; for example ethical leadership and 

organizational norms; indices of ethical behaviour, rates of proactive reporting, ethical measures of decision 

making, and incidence of compliance violations. Such metrics would provide regulators, policymakers and 

corporate boards with the leadable statistics for monitoring and performance improvement of ethical performance. 

Besides, additional research should also explore the correlation between ethical leadership and the new 

technologies – AI, blockchain and predictive analytics, in the fraud detection and compliance monitoring. Other 

issues related to cross-cultural comparative studies would also be enhanced as we will learn how local norms, 

legal systems and corporate governance frameworks would influence the impact imposition of ethical leadership 

effectiveness. Eventually, the enlarged empirical and transdisciplinary research in this area will provide the solid 

evidence base that is necessary in formulating improved ethics-based governance strategies for the world’s biggest 

financial institutions. 
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