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September 15th, 2008 is a day that will 

live in economic infamy. When Lehman 

Brothers – a 158-year old company that 

survived the Civil War, two World Wars, 

and the Great Depression – declared 

bankruptcy, it marked the beginning of 

our economic crisis.

Understanding all the causes that led to 

the collapse of Lehman, with its near-

catastrophic market consequences, will 

keep B-school students and historians 

busy for decades. Some suggest that our 

overheated and over-levered financial 

system created all the right conditions 

to unravel the economy. While many 

play this “perfect storm” card, our crisis 

was precipitated by the decisions of 

individuals who failed to mitigate financial 

risk. This hasn’t been a particularly good 

era for leaders.

A “perfect storm” or 
leadership off-course?

We now know that Lehman’s board was unprepared 

to govern in complex financial markets. Its corporate 

governance structure relied on the experiences of 

a bygone financial era. Nine members were retired 

and four were over 75 years old. Only two members 

had specific financial services experience. Most had 

likely never heard of credit default swaps, CDOs, 

derivatives trading or securitization, let alone tried 

to manage the risks associated with those products. 

Most astonishingly, the board’s risk committee only 

met twice a year in 2006 and 2007 when Lehman 

began accumulating its massive portfolio of real 

estate assets and securities. 

We also know that the way the firm assessed risk 

was a consequence of the autonomy enjoyed by the 

executive team. Lawrence G McDonald, a former 

vice-president at from 2004 to 2008, describes this 

in his poignant personal story, A Colossal Failure of 

Common Sense: The Inside Story of the Collapse of 

Lehman Brothers. Corporate hubris and dysfunction 

were so firmly established that dissent found no 

voice if it was inconvenient. The company’s risk 

expert, Madelyn Antoncic became isolated and 

excluded from major decisions, and ultimately she 

was demoted.

Lehman Brothers, and those who led it during this 

era, weren’t alone. Bear Stearns, AIG, Merrill Lynch, 

Fannie Mae and Freddie Mac each had to be rescued. 

And the leadership issue is evident at the Bank of 

America which is revamping its board with more 

banking experts. There have been ten departures 

already this year.

The failure of leadership can be traced back years 

because we now know (based on congressional 

testimony) that Fannie Mae and Freddie Mac knew 

housing prices and mortgage lending were out of 

control. Instead of their boards imposing stricter 

controls and management shake-ups, they simply 

didn’t know what to do. Meanwhile, analysts and 

investors convinced themselves that it was best to 

keep running with the herd. 

While many ran right off the cliff, it became 

convenient for leaders to use the “perfect storm” 

argument to explain away how the rest of Wall 
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Street was responsible for the largest evaporation 

of wealth since the Great Depression. So where 

does that leave us? A global economy capsized by 

a dearth of leadership, and uncertainty about our 

ability to learn from the crisis because so many 

leaders are deflecting blame rather than grasping 

the magnitude of the leadership issue.

A systematic  
leadership failure
Leadership mattered in the financial crisis, but 

not in the way we would have hoped. We have 

recruited and assessed thousands of executive 

leaders at Heidrick & Struggles over 50 years, 

and we have always argued that leadership has 

massive consequences – in either direction. 

Nobody disputes that the financial crisis is complex; 

but fundamentally it is an illustration of poor 

stewardship of the assets entrusted to leaders. 

In a recent column, Jack Welch enumerates those 

most culpable for precipitating our economic 

downturn, including leaders outside business:

• They include the businesses, lobbyists, and 

politicians in Washington who overzealously 

pushed home ownership. 

• They were the predatory lenders taking 

advantage of unqualified home buyers. 

• They were the finance executives enjoying huge 

profits from selling products they  

didn’t understand.

• They were the boards of financial institutions 

who failed to mitigate the risk.

• They were the aggressive CEOs (emboldened 

by indifferent boards) who focused more on the 

short-term financial incentives than the long-

term interests of the enterprise.

• They were the credit rating agencies who did not 

scrutinize the riskiest businesses.

• And they were the short-selling hedge funds 

betting on a crash, which they effectively  

ushered in.

This reminds Welch of Agatha Christie’s Murder  

on the Orient Express. “There was just one victim in 

the middle of the night, but plenty of passengers 

made strong suspects.” In our case the suspects  

were not passengers: they were leaders. Yes, 

there was a general culture of innovation, which 

progressively altered what was seen to be 

acceptable risk. But it was on their watch that  

the crisis of leadership began.  

Leadership re-alignment
What the economic crisis has revealed is that many 

of our business leaders were focusing on the wrong 

things. Beginning in the 1980s, a paradigm shift 

of focus in the boardrooms and executive suites 

took place. Companies began aligning executive 

incentives with shareholder interests – a short-term 

monetary view that often placed self-interest ahead 

of the enterprise and industry as a whole. To put 

it more directly, instant financial gratification was 

valued over longer-term sustainability, leadership 

development, and corporate citizenship. It 

should not go unnoticed that this trend occurred 

precisely during a time when we saw an increase 

in the influence of the “Imperial CEO,” known for 
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their charisma and concentration of power. This 

is precisely why corporate governance experts 

strongly caution against combining chairman  

with CEO.

At the root of today’s leadership breakdown 

are excessive financial incentives that motivate 

individuals to gamble with their firms. Wharton 

Management professor, Peter Cappelli, argues 

that this type of leadership has become inherently 

destructive to the enterprise: “It seems to work for 

the people in charge…but is it really working for  

the company?” 

It is now clear that some boards and executive 

management were blindsided by poor information. 

If financial leaders had simply taken the time to 

look outside their companies they would have 

noticed that home prices were grossly inflated. 

There was also a conflict inherent in brokerage 

houses providing research into the equities they 

marketed. This is why governance experts argue that 

executives need to be more vigilant about setting up 

processes to discuss the issues that are difficult.

Character still counts
Since this leadership alignment took place 

beginning in the 1980s, there has been an incredible 

focus on hiring really smart, charismatic leaders and 

giving them huge incentives. But as Bill George, 

the former CEO of Medtronic and author of “True 

North”, argued, there has been far too little emphasis 

on recruiting and developing the most authentic 

leaders. Without strongly held principles, the board 

room and executive suite can’t hope to reconcile the 

conflicting demands of different interest groups. A 

failure to make a distinction between leadership and 

management is partly responsible. Warren Bennis 

reminds us that “management is doing things right, 

while leadership is doing the right thing.” Managers 

do execution, and although they also need to 

demonstrate strong principles, it is leaders who  

must show the way. 

Leadership is a question of character, not just 

performance and competence. This is why we 

have always tried to serve as more than mere 

headhunters, but also as soulhunters evaluating 

leaders more holistically. We need to assess 

character, chemistry, and cultural compatibility, as 

well as experience, technical skills, and managerial 

competence. The crisis demonstrates that all of us 

must keep improving how we evaluate leaders. 

We are seeking to acquire and develop the kind of 

leadership that provides self-imposed restraints and 

lives up to higher virtues than greed, ambition, and 

hubris. It is a personal commitment to something 

larger than oneself such as the sustainability and the 

long-term growth of the enterprise, mitigating risks 

and ethical lapses, and a recommitment to rigorous 

leadership development. The character lessons of 

the recent era of leadership are many; but some 

deserve a special mention here.

Hubris

Dr Howard Hendricks, who has written extensively 

on moral leadership, believes “there is no smaller 

package than a man wrapped up in himself.” All 

too often business leaders are more engrossed 

in the applause of leadership than in its sacrifice; 

more concerned about short-term results (which 

reflect well on them) than on doing the right thing 

(which may never be known). Certainly, ambition in 

business is essential; but drive must be bridled and 
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reserved for the enterprise, the stakeholders and,  

of course, the very followers leaders are entrusted  

to serve.

Adam Smith, in his masterpiece, The Theory of Moral 

Sentiments, argued that the “invisible hand” of the 

free market created beneficial moral and social 

patterns. Business always has moral potential, but 

how you achieve results has proven to be even more 

consequential than the results themselves.

 The popular myth is that greed caused Enron’s ruin; 

but its undoing had to do with something deeper 

– a pervasive hubris that drove most of the executive 

decisions. Jeff Skilling’s primary mission was not only 

to become the largest energy company in the world, 

but The largest company in the world. Hubris and 

uncontrollable ambition fuelled the lies, deception, 

and the ultimate fraud. 

We see some of the same tendencies in today’s 

corporate failures: leaders investing in in short-term 

performance (and their own fortunes), and losing 

sight of what really makes leadership matter – their 

legacy of leaving the enterprise in better hands 

after they have long retired.

The satirist, Erma Bombeck, once said that she 

would never go to a doctor whose office plants had 

died. Likewise, any employee or investor should be 

wary of working or investing in an institution that 

builds its business without developing its people. 

Needless to say, it’s easy for organizations to claim 

they’re the perfect employer, but a good indication 

of what’s really happening is the real extent of their 

commitment to developing their own leaders.

Lemmings

One of the appealing social activities of CEOs 

over the last decade was to swap ideas in off-site 

conferences where many became captivated with 

other CEOs and their new business initiatives and 

creative compensation packages. During the Enron 

era, it was a fascination with CEOs who ventured 

into ancillary non-core businesses. In recent years, it 

was CEOs who used complex “financial technology” 

to quarantine risk. It is what we might call the 

corporate “lemming effect,” where lemmings – the 

small furry-footed rodents known for recurrent mass 

migrations in the Norwegian Sea – would follow 

each other to their death by submersion.

In our era, we had the investment bank lemmings 

following the lead of other I-bank lemmings who 

borrowed billions to load up on collaterized debt 

obligations (CDOs) and thus leading them into 

disastrous financial schemes. Bear Stearns, Merrill, 

and the others were highly leveraged with Lehman 

topping off at a ratio of more than 30 to 1. And 

dozens of other banks followed the real estate and 

CDO lemmings into the sea unaware that it would 

lead to their untimely death.

Mentor Mismanagement

The ancient proverbs teach us that “as iron sharpens 

iron, so one man sharpens another.” Wisdom comes 

in the multitude of counselors. If CEOs and boards 

want to build high standards of leadership and 

corporate character, they will need to surround 

themselves with a counselor, a mentor or trusted 

advisor. Every leader needs someone who can speak 

truth to power, provide accountability, and offer 

encouragement and wise counsel. 
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We now know that Lehman executives failed to 

surround themselves with people who could 

shoot straight with them and remind them that 

they shouldn’t all be drinking the same whiskey. 

So, in considering the recent leadership failures, 

you have to ask yourself, “Where were the trusted 

advisors providing seasoned advice and a sense of 

accountability?” Where were the directors?”

A renewed need for 
leadership development
In light of the failure of leadership that emerged 

September 15, 2008 and after, there is an urgent 

need for leadership development, rigorous 

succession planning, and CEO and board coaching. 

Countless CEOs have confided in us that what keeps 

them up most at night is whether their leaders are 

sufficiently developed to head off the next crisis. 

They worry about whether their leaders are able  

to make the tough decisions and take the  

necessary actions to not only drive earnings and 

revenue growth, but to mitigate risk and ward off 

ethical lapses. 

Boards and executive teams must ensure their future 

leaders are not only the smartest, most innovative 

guys and gals in the room, but also the wisest; 

not only the most confident, but also the most 

authentic, and not only the most driven, but also the 

most ambitious for the enterprise as a whole.

For 50 years we have been helping companies build 

and develop winning leadership teams. We have 

learned that managing and developing executive 

talent is as important as acquiring it. We work with 

boards of directors and executive leadership teams 

to ensure they have in place the very best practices 

in leadership development. To achieve this we have 

assembled a cadre of deeply skilled consultants 

well-versed in human capital management 

and leadership team dynamics. Building on our 

core search practice, our leadership consulting 

professionals help executive teams and boards with 

a number of talent management best practices:

Talent recruitment

A higher standard of executive recruitment and 

more holistic evaluation that transitions the 

headhunter to a soulhunter.

Talent management

A talent strategy, leadership inventory, succession 

planning, and rigorous assessments of high 

potentials that include thorough 360° referencing  

to determine both strengths and gaps. 

Executive on-boarding

Assimilation activities, transition consulting,  

and team development.

Executive team development

Professional coaching and active mentoring 

programs to ensure that all new employees are 

inculcated with a company’s values of which 

integrity and long-term sustainability are the 

most essential. Coaching and development plans 

that emphasize experiential over educational 

development.

Board Building

Board assessment, policy/practice design  

and board coaching.
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Our economic crisis, which was brought on by 

leaders, also provides a remarkable opportunity 

for leadership. We have argued that the most 

consequential factor in any successful enterprise 

is not the success of its products and services or 

innovative technologies or brilliant marketing 

plans; but rather the depth, breadth, and substance 

of the leaders who drive these functions. 

Those who invest more carefully in the acquisition 

and development of leaders will not only be 

heeding the lessons of recent leadership failures, 

but gaining distinct market advantage. And 

then the most enduring lesson of downturns 

and bankruptcies will emerge; namely, that the 

fiercest competition in business has never been for 

customers, but for the best leaders who can bear 

any crisis and build companies to last.   
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Heidrick & Struggles is recognized as one of the 

world’s leading executive search and leadership 

advisory firms. For over fifty years we have been 

building deep relationships with the world’s most 

talented individuals on behalf of the world’s most 

successful companies. Through the strategic 

acquisition, development and retention of talent we 

help our clients – from the most established market 

giants to the newest market disruptors – build 

winning leadership teams. 
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