PAGE  
1
Financial Services blog – draft 1


What bank leaders do you need post-crisis?
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. 
Since the collapse of Lehman Brothers more than a year ago, the financial services firms that remain have gone through the survival stage and are now in the midst of a second phase: focusing to thrive in the changed environment.   
For all but the handful of big financial supermarkets, this phase has meant concentrating on what they do best instead of seeking to be all things to all people. Citi, Goldman Sachs, Royal Bank of Scotland, Standard Chartered Bank and a host of other banks of all sizes have in one way or another refocused on core businesses.   
Those that do so successfully while working out bad assets and containing the problems that lie ahead will be best positioned to take advantage of the next bull cycle. They will leverage their leadership they are achieving in their core areas now, branch out into adjacent areas, and take some carefully calculated risks.  
What kind of leadership will be needed to bring banks through this period of refocusing and into a much more robust economic future? 
Before the economic meltdown, the top leaders of financial institutions often fell into one of two types.  There was the charismatic personality who motivated, inspired or in some cases dictated through force of his own presence.  And there was the hands-on, detail-oriented operator who drove performance through results and significant attention to detail. 

Today’s leader needs to be a combination of both types.  The operational skills and shrewd judgment of the detail-oriented leader will be needed to achieve focus, leverage strengths, work out bad assets, closely manage risk, and interact more closely with regulators and government.  The strategic vision and inspirational ability of the charismatic leader will be needed to take the institution from strength to strength and into appropriate new areas, especially when the economy heats up again. The balance among these attributes in any given leader will of course be determined by the precise situation of the institution. 

Top leaders will also have to put together the right leadership team to support them.  It won’t be easy. 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 full-time. To form top leadership teams with all of the requisite competencies for the future, 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. 

These teams will need to be able to make the right decisions rapidly. That should go without saying, but during the crisis many leadership teams, overwhelmed and numbed by fast-moving, cataclysmic events, were often indecisive and unable to act quickly. 

They will also 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. 

One of their toughest challenges will be to 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 have navigated the crisis better than others have cultures built on decades of history. It will take considerable time for other firms to instill new cultures, a task that will be achieved, in part, through a strong leadership team setting the appropriate tone at the top. 

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. It’s a daunting challenge: finding leaders who can take you to a future that will differ sharply from the recent past. 
Posted S. John Kim, Financial Services Practice, on January 10, 2010
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China’s balancing act

Everyone is talking about how China is unbalanced or unstable: the Chinese are saving too much, not spending enough, or putting too much emphasis on exports. They say there’s a need for greater social services and more consumer spending.

So I wasn’t surprised when I sat down with several hundred western and Chinese businesses people at a recent World Economic Forum meeting in the north-eastern port city of Dalian to hear the Chinese premier address these concerns.

“We need to strike an appropriate balance between maintaining growth, restructuring the economy and managing inflation expectations,” Premier Wen Jiabao told a gathering consisting of executives from all the heavy-hitters.

The line-up included the Bank of China, China Mobile, private equity firm Actis, Zurich Financial Services, Goodyear, Kraft, Booz & Co, Lenovo, Merck, Nomura, KPMG, PWC, DLA Piper Asia and International Bank of Azerbaijan, among many others.

Nomura strategist Paul Schulte emailed a paper to me after the WEF forum in which he echoed the refrain: “The Chinese economy is fundamentally unbalanced.” He called for accelerated consumption, possibly incentivized through tax breaks.

“China’s consumption as a percentage of gross domestic product (GDP) is significantly lower than in the average emerging market at this phase of development,” Paul said. “China’s large savings will need to be diverted towards both consumption and creating a better social and medical welfare system.”
I think that all the building blocks are (literally) in place for this to happen. Whenever I visit our offices in Chongqing in western China I am struck by how huge the place is and how few retail outlets there are. 
The west is booming, with huge cities springing up, towers climbing high and highways running wide and thick with traffic. Yet in a city like Chongqing, nearly double the size of Chicago, you just don’t see the western retail brands that you see in other places. The opportunity is enormous.

People aren’t spending because they are saving to pay for their healthcare and the basics of sustaining life. But as the government starts to widen its social security safety blanket, they will be free to start consuming.

They will consume mostly Chinese goods initially, which will mean that the percentage of goods that go overseas will decrease, which will be a healthy thing for China. The national balance sheet will be balanced and the economy will rely less on overseas consumers (mainly Americans) for their wealth.

My prediction for the next two to three years is that the financial services sector will boom alongside this rise in consumption. People will move their money into investments, the asset management sector will get a new life, retail banking activity will lift, retailing will take off, insurance businesses will come into play and there will be an increase in wholesale and investment banking and the capital markets.

The flow-on for western firms is that they will play a key role in “repatriating IP” from offshore, Chinese executives and senior leaders from other nationalities who can join in a growth partnership for China.

It’s leadership that will change China. We are already seeing a large number of incoming executives who are able to complement the strong local knowledge and understanding of the domestic market mindset and ways of doing business with some great international business experience and best practice corporate governance.

The Australian head of Treasury recently talked about a “golden age” for the Australian economy at least to 2050, as rapid population growth and Asian demand for resources brought about a sustained surge of global investment.

My feeling is that the golden age is just beginning for all businesses that have spent the time and the effort to invest in the world’s third-largest economy, which on current growth patterns is due to pass Japan to grab second spot later this year [2010].
Posted by Daniel Edwards, Financial Services Practice, January 10, 2010

