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As banks emerge from once-in-a-generation turmoil, they are moving
from focusing on survival to figuring out how to thrive. Next they will
have to prepare for the inevitable economic upturn. This rapid evolution
presents banks with a daunting challenge: finding leaders who can take
them to a future that will differ sharply from the recent past.



Since the worldwide financial crisis first
began to unfold early in 2008, we've
witnessed an extraordinary series of
events in the banking industry — the
disappearance of venerable Wall Street
names, nationalization, government
bailouts, and numerous bank failures,
including the collapse of Lehman
Brothers. Through the first half of 2009,
bank regulators seized twice as many
banks as they did in all of 2008. Banks of
all kinds went into survival mode, and
many institutions continue to teeter on

the edge.

Nevertheless, there are the signs that for
many financial institutions the purely
survival stage is ending. In the first quarter
of 2009, many large banks had returned to
profitability. In an astonishing turnaround,
Goldman Sachs reported earnings of
USs$3.4 billion for the second quarter of
2009 and J.P. Morgan reported US$2.72
billion. By early June 2009, ten of the
largest US financial institutions were able
to repay US$68 billion in Troubled Asset

Relief Program (TARP) money.

Focusing to thrive

Banks that have come through the survival stage are
now turning their attention to the next challenge:
thriving in a greatly changed environment. To many
banks it is clear that only a very few big financial
supermarkets will remain. For most other players,
the days of trying to be all things to all people are
over. Instead, many will thrive by tightly focusing on

what they do best or on a core market.

For example, at the beginning of 2009, Citi
announced its plans to split Citigroup into a
traditional banking arm and another arm for its
riskiest investment assets in order to focus on its
core business. Meanwhile, Goldman Sachs has
focused on its core expertise in investment banking
and sales and trading while continuing to effectively
manage its risk profile. Although the firm became

a bank holding company with oversight from the
Federal Reserve, it has not branched out beyond its
core businesses. Royal Bank of Scotland announced
plans to sell its aircraft-leasing business and sell its
non-core businesses in India and China in order to
focus on its core businesses. Standard Chartered
Bank has made it clear that it intends to focus

on attractive growth opportunities in emerging
markets. In fact, the bank’s prior focus on banking
basics like liquidity management and pricing risk
helped it largely avoid the fallout of the economic

crisis.

Commercial banks will still need to work out bad
assets and contain the problems that lie ahead in
credit card loans, commercial real-estate loans,
student loans and other types of lending that are
subject to hold-to-maturity accounting. But those
that do so while successfully refocusing in core areas
will be best positioned to take advantage of the next

bull cycle.
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Evolving to lead

When the inevitable economic upturn begins, banks
that have focused to thrive will begin to evolve into
leaders in their core areas. And they will begin to
grow in adjacent areas. To do so they will have to
take more risk. However, such risks will be far more
strategic in nature and will be subject to careful
assessment and management. Instead of following
the herd or copying other banks, the winners at

this stage will continuously leverage their unique
strengths and extend those strengths in appropriate

directions.

The big financial services institutions will evolve,
and those that have managed the crisis well by
focusing on and managing their core business areas
will become more dominant, while also seeing

new opportunities for growth and to leverage their

balance sheets.

For example, BNY Mellon, traditionally regarded as a
custodian institution, became the US government’s
choice as the clearing bank for TARP. The bank can
likely afford to take increased and measured risk

by expanding some of its capital markets activities
while leveraging its strength in the treasury and
transaction banking space to compete on a more

global scale against the likes of JP Morgan Chase.

Hedge funds and private equity will also evolve as
investors in financial services assets, but it is unlikely

that they will become wholesale owners of banks.

Firms such as Wilbur Ross & Co and JC Flowers have
faced significant regulatory hurdles when trying to
buy banks outright; nevertheless, taking strategic
stakes in banks is now a viable business model for
such firms. Private equity firms also continue to hold
significant amounts of potential capital from limited
partners that with an upturn in the market can

now be put to work, particularly in distressed asset

classes.

The leadership challenge

What kind of leadership will be needed to bring
banks through the period of focusing to thrive

and evolving to lead and into a much more robust
economic future? Prior to the economic meltdown,
the top leaders of financial institutions often fell
into one of two types: (1) a charismatic personality
who motivated, inspired or in some cases dictated
through force of his own presence or (2) a hands-on,
detail-oriented operator who drove performance

through results and significant attention to detail.

Today's leader will need to be a combination of
both types. Achieving focus, leveraging strengths,
working out bad assets, closely managing risk,
and interacting more closely with regulators and
government will require the operational skills and
shrewd judgment of the detail-oriented leader.
Leading the institution from strength to strength

and into appropriate new areas, especially when the

‘banks that have come through the survival stage
are now turning their attention to the next challenge:
thriving in a greatly changed environment”
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“prior to the economic meltdown, the top leaders of financial

institutions often fell into one of two types — a charismatic

personality or a hands-on, detail-oriented operator”

economy heats up again, will require the strategic
vision and inspirational ability of the charismatic
leader. The balance among these attributes in any
given leader should of course be determined by the

precise needs of the institution.

Leaders will also need a strong understanding of the
macro elements that can affect their firm - global
economic forces, government and regulatory
change, and shifts in public opinion that can
influence all of those things. In addition, they must
have the ability to make sound judgments about
risk, and they will need to make sure that their firms
have established an effective framework for risk

management.

The leadership team

The financial crisis wiped out entire levels of
executive leadership. Many former financial services
executives are now pursuing careers outside
financial services and are unwilling to reenter the
industry in a full-time capacity. As a result, forming
top leadership teams with all of the requisite
competencies for the future has become more
challenging. To put together the right leadership
team, banks will have to draw from several
generations: the most senior baby boom generation,
the generation immediately behind them, and the

high-potentials in mid-career.

Given the industry experiences of the recent
past and the need to focus and to evolve, these

leadership teams must be able to:

« Make the right decisions rapidly
This would appear to go without saying, but it
should be recalled that during the crisis many
leadership teams, overwhelmed and numbed
by fast-moving, cataclysmic events, were often

indecisive and unable to act quickly.

In hindsight, banks’ moves into markets such as
auction rate and mortgage-backed securities look
like poor decisions. However, prior to the financial
crisis these areas generated significant revenue,
and withdrawing from these markets would have
therefore been met with great resistance within
some firms. Making a tough decision for the long-
term health of a franchise will be more important
than short-term revenue growth but this will still
need to be balanced against the demands and
needs of the shareholders. Having the foresight
and judgment to make such decisions, and back
them up, will require particularly strong and bold

leaders.

- Break complicated issues down to
simple components
No matter how complex a market, a strategy,
or other issue appears, the leadership team
should be able to frame it in terms of banking
fundamentals: liquidity, capital, credit risk,

operational risk and cost control.
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« Lead culture change
A renewed focus on core competencies and
subsequent growth into adjacent areas will
require a new culture, especially at institutions

that sought to play across many areas.

The firms that are perceived to have navigated the
crisis better than others - such as JP Morgan Chase
and Goldman Sachs - have cultures built on decades
of history. It will take considerable time for other
firms to instill new cultures, and this formidable task
will be achieved, in part, through a strong leadership
team setting the appropriate tone at the top.
Further, the building of the culture must be driven
from the CEO and board level through the executive

management team and out into the business.

Because building new leadership teams cannot be
done overnight, financial institutions with teams
lacking these abilities should begin the process now.
That means reassessing the management team,
conducting gap analysis, benchmarking against
external talent, and recruiting, promoting, and

developing people to fill the gaps.

‘because building new
leadership teams cannot

be done overnight, financial
institutions should begin
the process now”

There may be little agreement about precisely where
we stand in terms of economic recovery generally or

financial services recovery specifically, but one thing

is certain: When the inevitable recovery gets into full

swing the financial services firms that already have

in place the skills and the teams to take advantage of

it will far outdistance their competitors. |
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Financial Services practice

Trends toward convergence, consolidation and
globalization have redefined the entire financial
services industry. To meet the challenges of this
complex marketplace, companies must retain
executives possessing a mastery of products and
services, as well as technical and operating expertise.
The global Financial Services Practice - the largest
practice at Heidrick & Struggles - offers a consultative
approach to provide tailor-made solutions that
incorporate a leading-edge leadership advisory
service. We have assembled a high-caliber team of
professionals in every major financial center around
the world devoted to serving all sectors of the

financial services industry. Our sector teams include:

Asset Managment

Wealth Management

Hedge Funds

Private Equity Investment Professionals
Insurance

Real Estate

Infrastructure

Corporate / Commercial Banking

Global Markets

Investment Banking

HEIDRICK & STRUGGLES

Connecting leaders around the globe is what Heidrick

& Struggles does best. 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 disrupters — build winning leadership teams.

www.heidrick.com
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