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Executive Summary 
This report follows from the HSBC Holdings Plc cartel money laundering scandal presentation on the 30th of April 2018, which consists of a critical analysis on the scandal providing details on how and what occurred, followed by theoretical practices and the important stakeholders impacted from such events such as employees and communities. As a result from such events, this report analyses the issues involved in the scandal, applying further theoretical practices and understanding into why the scandal occurred and how such scandal could be prevented within the future. The following recommendations for those key stakeholders involved and for political and corporate intuitions are; 
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[bookmark: _Toc514335135]1.0 Introduction 
Following from the presentation, this report compiles a critical review of HSBC Holdings Plc association with the Mexican Sinaloa cartel and the illegal activity of money laundering since the takeover of BITAL in 2002. Conversely, this report provides logical solutions which will aid the governance of political and corporate institutions within geographical areas associated with high levels of illegal activity. Furthermore, this report will also suggest methods on how to prevent such scandals from occurring again through revisiting existing policies, suggesting sterner regulations, and signifying a shared vision amongst major stakeholders to highlight and challenge the risk affiliated with organisational acquisitions or mergers within areas of high-risk illegal activity. Additionally, this report also addresses that governments and international corporations should share a collective value in being a good corporate citizen and take action in preventing the exploitation of vulnerable stakeholders such as employees and communities.
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[bookmark: _Toc514335136]2.0 Critical Review of the Scandal
This section provides a critical review of the scandal and the issues associated with the management of HSBC and the legality of the organisations activities. Furthermore, the critical review will demonstrate an evaluation of the impacts of allied stakeholders along with an assessment on economic factors. The review will close with a response from HSBC Holdings.  
[bookmark: _Toc514335137]2.1 Management Issues
Pless & Maak (2011) states that organisations should demonstrate great leadership through being responsible and ethical. Organisations prove this by making business decisions which are not only based on the best interests of shareholders but also its stakeholders. In the case of HSBC Holdings, the leadership style led by the organisation and head of compliance, David Bagley, was deemed to be similar in which a coercive leadership style was led from the top of the organisation’s hierarchical structure too right away throughout the organisation. It is in the belief of the reporter that this leadership style was incentivised by the financial opportunity available to the organisation and to the financial gain of board members. 
The business acquisition and activities carried through by the organisation displayed a disregard for corporate social responsibility and disclosed that the relationship and stewardship theory of (Davis Et al., 1997) was, in fact, an influence for the continuous activates led by the organisation. These activities are recognised as being in the best financial interests of shareholders and board members. The relationship between shareholders and board members is led by the shared incentive between the individualistic and organisational goal of financial success being attained. HSBC Holdings are identified to provide financial incentives in the form of bonuses or shares to board members financial goals are met by the organisation (Ahuja, 2014). Through the shared incentivised value supported by all shareholders and board members, the factor of financial gain provided a subsequent catalyst for HSBC Holdings to pursue the acquisition over BITAL in 2002 whereby an opportunity for financial gain could be made within a country which is under siege from drug illegal cartel violence and activity.   
It is believed that HSBC Holdings were aware of cartel activity being carried out within the geographical area. However, in 2003, HSBC Holdings dismissed any claims of cartel activity being carried out within their branches across Mexico and insisted that the organisation was compliant with the revisited Patriot Act of 2002 (United States Senate, 2017). However, since relevant evidence has come to light that compliance was not the case, an evaluation on the ethical morality of the organisation has highlighted that a case of ethical fading was being led by shareholders and board members. This theory is led on the psychological mechanism that key stakeholders who had managed the implementation of BITAL’s acquisition did not consider the welfare of HSBC’s employees or immediate communities but had only considered the financial gain. Schwartz (2017) states that the process of ethical fading consists of a state of self-deception which leads to a disregard for ethical consequences. Furthermore, ethical fading also refers to amoral awareness or amoral management; this is simply a lack of morale awareness. The practice for moral framing is demonstrated by HSBC Holdings and its major stakeholders. The disregard for ethical or moral reasoning by HSBC Holdings led to providing a stimulus for cartel activity to take place which affected employees and communities.
[bookmark: _Toc514335138]2.2 Legal Issues
Carroll (2009) discussed that organisations should lead moral and ethical management, and leadership through practicing ethical values which aspire to operate above the mandatory law. In December 2012, HSBC Holdings was fined $1.9bn as a result of being prosecuted regarding money laundering and failing to comply with the Patriot Act 2002. Furthermore, HSBC Holdings also along failed to implement control measures within the organisation after being addressed previously in 2005 (Rushe, 2012). Through being prosecuted on countless occasions within the past, HSBC Holdings are viewed as being unethical and anarchists. 
Conversely, in (HSBC Compliance Statement, 2005), compliance was assured by the organisation in association to money laundering. However, in turn, the discovery of transactions being made by Zhenli Ye Gon, an associate of the Sinaloa cartel and long-term HSBC business account holder was leaking transactions to TAJCO which is on the office of foreign assets control sanctions list. This led to being supporting evidence that compliance was not being met by the organisation and that illegal wired transactions were active between 2001 and 2007 (Schectman & Rosenberg, 2016). 
However, there is controversy on whether justice was served. The issues related to the case is that no individual was prosecuted for the actions taken by the organisation, along with the potency of  HSBC Holdings prosecution, although the organisation is acknowledged to achieve $38bn in profits between the financial years of 2010-2012 (HSBC, 2013). However, the US Department of Justice viewed that a $1.9bn fine would be substantial enough to punish HSBC Holdings for their actions. 
Justice is questioned in the case of HSBC Holdings, the reporter believes that after evaluating the prosecution of HSBC Holdings, a moral reasoning was reached amongst the Department of Justice through assessing the implications which could lead to external stakeholders such as businesses other associates of HSBC’s global network. From the perceptive of the reporter, through a time of recent financial crisis, HSBC Holdings was viewed to be to systematically important to the global economy that causing greater financial implications for the organisation could lead to an economic downturn for communities and businesses in affiliation with the company. 
[bookmark: _Toc514335139]2.3 Stakeholder Impact
The management of HSBC Holdings stakeholders is also evaluated for being too focused on areas where financial gains are within the best of interests as supposed to other external and internal stakeholders such as communities and employees’. Through using (Gardner Et al., 1986) ‘Power / Dynamism Matrix’, and ‘Power / Interest Matrix’ (Figure 1.1), the reporter is able to review and analyse how HSBC Holdings managed their employees’ and communities by evaluating how they should have managed those important stakeholders.   
[bookmark: _Toc514335140]2.3.1 Power / Interest Matrix 
Through evaluating HSBC Holdings practical approach, the organisation considers that both employees and communities would be categorised in group A where the level of interest and power is low. On the other hand, key players such as managers and directors are grouped in D were these stakeholders are both powerful and interested. These stakeholders are of key importance for designing and directing new strategies. From the reporter’s perspective, employees should be considered in group D along with other internal stakeholders. Employees can add value to the organisation’s performance and local knowledge would have been key for HSBC to challenge the illegal activity of money laundering. Furthermore, communities are in group B where they should be informed, and welfare should be an agenda which HSBC Holdings should consider. 
It is viewed by the reporter that this issue is a common theme across the globe on how communities are viewed. The reporter believes that communities are treated unethically by several international corporations and believes that this is due to the bargaining power of communities being low within 3rd world countries as supposed to those within 1st world countries. The reporter believes that this is firmly led by the economies of scale within a nation.  
[bookmark: _Toc514335141]2.3.2 Power / Dynamism Matrix
Within the ‘Power / Dynamism Matrix’, employees are viewed to be in categories A and B depending on the position held. These tend to be the easiest to deal with containing fewer problems. However, they are considered to have a high dynamism meaning they are unpredictable but easily managed. However, in reality, employees would need the most management attention due to previous exposure led BITAL on its employees. This is due to actions led by cartel members threatening employees with subjective notions based on family members. In the case of communities, they would be categorised in group C. These stakeholders are recognised for being powerful to a certain extent within the community, however, reactions are predictable. The reporter also views that communities should be considered in group D whereby HSBC Holdings can implement CSR strategies and initiatives to challenge the illegal activity of cartels. HSBC Holdings should consider this due to the vulnerability of the communities’ welfare which is part of being a good corporate global citizen.    









[bookmark: _Toc514335142]3.0 Critical Review of the Case and Logical Solutions to aid the Governance of Political and Corporate Institutions for the Future
Reflecting on the case, it is within the opinion of the reporter that HSBC were fully aware of the actions they were committing. In the case of HSBC Holdings being a stakeholder within Mexico, it is evidential that the organisation highly value and practice (Friedman, 1970) stockholder theory whereby the only corporate social responsibility HSBC has is to increase its profits.   
[bookmark: _Toc514335143]3.1 Market Forces
By evaluating the shareholder value of HSBC Holdings (Figure 1.2), the reporter can identify that the acquisition of BITAL would have added financial value to the share price of the organisation. Furthermore, by evaluating HSBC Holdings dividend pay-out history from the financial year of 2007-2008 (HSBC Holdings Plc, 2008), the imperative belief on increasing shareholders wealth is strongly proficient within the organisation and reflects on (Freeman Et al., 1970) notion of businesses being responsible on contributing to shareholder value.  
The public response from the proceedings of HSBC Holdings actions caused major distress amongst affected communities and shock. Communities in the United States were also affected due to the increasing influx of drugs and crime which is highly contributed by the growth in cartel power and HSBC Holdings poor internal governance. The reaction from the public and media does not reflect the organisations proposed corporate or ethical values (HSBC Holdings Plc - Values, 2003), and does not preach CSR behaviour. However, although the organisation is global, CSR is promoted through other avenues of the organisations operations. HSBC Holdings pride themselves on how the organisation aids the development of communities and being a global CSR leader, but even if CSR is adopted, it does not prevent negative corporate behaviour elsewhere within the business model as suggested by (Horrigan, 2010). 
[bookmark: _Toc514335144]3.2 Categories for Future Action 
There are four features whereby action can be implemented to ensure the prevention of such scandals taking place in the future. The four areas of improvement will protect and serve stakeholders of an organisation which is moving into a new international market whereby the prevention of illegal activity is high on the agenda. Furthermore, these four areas will improve the governance of organisations and political institutions when challenging illegal activity and protecting communities and employees.
[bookmark: _Toc514335145]3.2.1 Legislative Amendments 
Legislation such as the ‘Patriot Act 2002’ and ‘The Exon-Florio Amendment’ should be revisited regarding the practicality of these legislations in relation to new business mergers and acquisitions. ‘The Exon-Florio Amendment’ otherwise known as ‘Foreign Investment and National Security Act of 2007’ is administered by the committee on foreign investment who have agendas based on; Justice, Homeland Security, State, Defence, Commerce, Energy, Labour and National Intelligence (Foreign Investment and National Security Act , 2007). Sterner regulation must be diverted towards an organisation demonstrating positive CSR with no manifestation of negative behaviour whilst operating abroad. 
[bookmark: _Toc514335146]3.2.2 Stakeholder Management
A change in HSBC’s codes of conduct should show greater responsibility towards the organisations management of their stakeholders. This not only applies to HSBC but to other large corporations which have business interests on an international scale. Through managing stakeholders effectively, organisation cannot only establish positive CSR internally and externally but can also contribute to enhancing a brands image which may lead to organisational growth. This would further contribute positively to an organisation’s market forces such as its shareholders.  
[bookmark: _Toc514335147]3.2.3 Corporate Social Responsibility 
Crane & Matten (2016) discuss the that a key agenda for any large international corporation is to being a good corporate citizen. A good corporate citizen involves organisations to display social responsibility to an extent in which they meet legal, ethical and economic responsibilities. The reporter has already highlighted the importance of corporate social responsibility within the previous presentation through utilising (Carroll Et al., 2012) pyramid of corporate social responsibility and stressing the importance on the level HSBC should be operating at by demonstrating philanthropic responsibility. 
[bookmark: _Toc514335148]3.2.4 Developing a Social Norm which will aid the Governance of an Organisation 
Through identifying areas of improvement within an organisations agenda on being a good corporate global citizen, an organisation such as HSBC Holdings will then display Kohlberg’s theory on moral development whereby the distinguishment between right and wrong is identified and carried out by the organisation (Gibbs, 2003). Furthermore, through harnessing these values, an organisation can further improve its means on developing its moral and ethical leadership whereby it has a distinguished relationship between employee performance and organisational behaviour. Through demonstrating these qualities, an organisation can eaffect its overall employee performance which may lead to contributing to other factors such as organisational growth, greater stakeholder management and positive corporate behaviour (Roeck & Farooq, 2017). 



[bookmark: _Toc514335149]4.0 Conclusion 
HSBC Holdings Plc decision to undertake a business acquisition which would see them being prosecuted for $1.9bn was directed by poor management who had a psychological mindset of ethical fading. This was influenced due to the main goal and only goal is increasing the organisation’s shareholders wealth along with the personal incentive of financial gain. The strong enticement of financial gain led board members within the organisation to disregard the organisation’s principle on codes of conduct, positive organisational behaviour, and corporate social responsibility. The lack of conviction by HSBC Holdings to be a good global citizen led to the organisation confronting legal implications due to the lack of moral and ethical management practised by key stakeholders. By disregarding the principles of moral and ethical management and not being socially responsible, HSBC Holdings resulted in having a negative impact on its internal and external stakeholders such as exposing branch employees and immediate communities. However, due to the external pressures of market forces such as competitive rivalry, the economic climate, and shareholder demand, the organisation disregarded morale reasoning between what was right or wrong whilst evaluating the choice of whether to intercept illegal wired transferring. HSBC is a case example that all political and global corporations can learn from in preventing illegal activity when entering new international markets as a source for financial and organisational growth. It is prominent that the action on revisiting legislation currently in place should address in strengthening the security of all stakeholders within a business which operates in a high risk, high threat, international market. 













[bookmark: _Toc514335150]5.0 Recommendations
The further recommendations are designed to prevent such scandals from occurring again and to address the issues arisen by HSBC Holdings Plc. The purpose behind them is for political and corporate institutes to share a collective value towards being socially responsible for its stakeholders by leading effective moral and ethical management. 
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[bookmark: _Toc514335151]6.0 Critical Reflection 
I wanted to choose an area within business ethics which has an ongoing great deal of importance and has had a great impact on its stakeholders. As I came across the HSBC Holdings Plc cartel scandal, I was fascinated to discover that a global financial institution had been behind the scenes of one of the greatest, bloodiest scandals of all time. This is a global organisation which is very successful and is viewed to have a prestigious brand image, where on the flip side it’s behind providing the financial means to be transacted to criminal organisations which are notorious for massacring innocent communities and distributing drugs into the United States. 
Presentation
I really enjoyed putting together a presentation for this topic. This is purely because I could demonstrate the emotional attachment I have had with the scandal. My presentation skills have always been better than my style of writing, so I really felt by presenting this topic, I could present my analytical skills and theoretical practice effectively within the subject field of business ethics. My interest within the area has hugely grown within the last couple of months and in honesty, it’s not an area I would have considered or even thought about beforehand. This I firmly believe is all down to the teaching style of a lecturer and how comfortable students like myself can be, to express our ideas around a subject area which sparks debate. 
Report
I have enjoyed writing this report due to the foundations I made within my presentation on reaching full marks. It takes the pressure off and due to applying most theoretical practices within my presentation, I feel more comfortable writing. It was important to stay focused on the question and feedback Caroline gave us, and through her support and my application, I feel this subject has challenged me in a new way which has really changed my perspective on how business should be good corporate citizens and how fundamentally important it is for organisations to be morally correct and ethical. 
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Figure 1.1 The Power / Interest and, Power / Dynamism Matrix 
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(Gardner, Rachlin, & Sweeny, 1986)
Figure 1.2 HSBC Current and Previous Share Price.
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(Google Finance, 2018)
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‘The aims and objectives of this report are;

o Critically reflect on the HSBC Holdings drug cartel scandal.

«  Evaluate the impact of the scandal and suggest reasoning’s for improving the governance of
political and corporate institutions which are active within areas of high illegal activity.

« Provide recommendations which will improve the ethical performance of international
corporations’ along with the welfare of external stakeholders such as communities which are
in highly effected areas of llegal activity.

o Analyse the stability of HSBC Holdings after prosecution and evaluate the impact it had on the
organisation.

« Highlight categories of future change within the governance of political and corporate
institutions.
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Power / Dynamism Matrix (Gardner et al. (1986)
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Power / Interest Grid (Mendelow, 1991)
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An improvement within national and international regulations whereby large corporations
operate within areas of high illegal activity.

HSBC Holdings Plc are to readdress the organisations codes of ethics and management within
compliance. Improvements should be made towards better management and a more rigorous
code of conduct.

There should be greater regulation for organisations which look to complete an acquisition or
merger of an organisation which may operate within an area of high risk llegal activity.

An annual review committee meeting should be put in place amongst governing bodies and
corporations which are active within areas of high risk llegal activity.




