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Building a culture of operational
excellence in financial services

Fina ncial services ﬁ rms Leaders across financial services and other highly regulated industries have increasingly
emphasized the importance of operational excellence—defined as a holistic approach to
have faced un precedentEd creating efficient, error-free, customer-centric operations throughout the value chain. In financial
. services, that has meant an increased focus on speed, meeting customer expectations for use
Cha”enges In recent of technology, and managing burgeoning risks. For example, ING, the Dutch financial services

mOnthS to susta | n group, defines operational excellence as “a constant and reliable execution of the business
. strategy to ensure competitive advantage by exceeding customer expectations, while reducing
Operatlona| exce| |ence, operating costs, operating risks, and optimizing processes.” Rahul Merchant, senior executive
. vice president and head of client services and technology at TIAA, summed up operational
Those Wlth a Strong excellence as “creating value for our clients in the fastest and most economical way.”
CuU |tu re Of eXCE| |ence— As important as all that was before this year, the COVID-19 pandemic has underscored the
competitive differentiation that operational excellence can bring—and the risks when it falters.
ba Sed on pU rposel In response to the pandemic, management expert Tom Peters emphasized that excellence
HR : PR is just as much cultural as it is operational: “Excellence is a way of life, a way of being that
ag I l Ity’ d nd sim pl ICIty sustains us and inspires us and inspires those who are around us day in and day out.""
have fa red the beSt Our experience, and the views of several executives shared during a recent webinar we

conducted, suggest that firms with a strong culture and ethos in support of operational
excellence have done the best so far and have the best chance of being able to reset with
resilience. Ed McLaughlin, president of operations and technology for Mastercard, said
simply that operational excellence “has to be the purpose of your culture! Building and
maintaining such a culture requires the right leadership and operating model, as well as
instilling behaviors that underlie a trio of cultural attributes: purpose, agility, and simplicity.

1 Rose Gailey and Tom Peters, “Excellence is the next five minutes,” Heidrick & Struggles, May 19, 2020, heidrick.com.



Building a culture of operational excellence in financial services

Operational excellence through the pandemic

Financial services firms tend not to have a single leader responsible for operational excellence
(OpEXx), though very often executive responsibility is assigned. Instead, leaders approach OpEx

as a customer-focused theme across their operations. That's because, as McLaughlin put it, “the
experience is the operation. It's not what you design; it’s not what you want it to be. It's how

it's seen by your customers.!” He went on, “It's easier when it’s external, but we've also done the
same thing internally, saying the services we provide internally have the equivalent measure of
operational excellence. We created an entire part of the organization—we call it the business
operations group—that provides a consistent feedback loop, monitoring post incidents to get that
awareness that OpEx isn't just statistics. It's much more visceral, and it actually is how we keep the
promises we've made to those we're serving.”

When COVID-19 hit, that focus on customer experience and consistent feedback—which is a
relatively new way of thinking about OpEx in financial services—was crucial to responding with
agility for many institutions.

McLaughlin added that, in a crisis, “you find out what'’s attached to what in ways you didn't
necessarily expect,’and that “the protocols around [being a] national critical infrastructure really
served us well"—because Mastercard already had in place a set of metrics for performance in a
crisis, as opposed to “peers who didn't quite have that in place [and] had to make up reporting on
the spot”

Roel Louwhoff, chief operations officer and chief transformation officer for ING, described how the
bank managed the sudden shift in operational risk, saying that “there were some elements of our
business that were not used to working from home. We were of the opinion they could not work
from home: trading desks, for instance. But we still had to operate. We moved them within a day,
and the risk teams did a tremendous job to understand what the actual risks were and got us into
arisk acceptance agreement that we've carried out since then. And we haven't seen any issues. By
understanding what it was that we needed to deliver, we were able to mitigate it quickly.”

TIAA's Merchant captured the effect on the whole company, saying, “It's during this time when we find
out, frankly, what culture is all about. | work for a company that is 102 years old. TIAA has phenomenal
values and a mission-driven culture. We see now the truths of all the folks who came before us and
[who] laid the foundation for a culture that says, ‘you shall never break the trust of your clients!
Following that very simple set of values and making sure that everything we do from an operational
perspective is in line culturally with those values is ingrained throughout the system.”

Building a thriving culture of operational excellence

How can other financial services firms, whatever their current state of operational excellence—and
however old or young they are—develop similar norms of excellence? There are three key steps:
having the right leaders; having the right governance structures and knowing, developing, and
measuring the behaviors required in the organization; and focusing on a few aspects of culture
most important to sustaining operational excellence—purpose, agility, and simplicity.

The right leaders

One question many executives are asking now is whether operational excellence has become

so crucial that it should be the focus of a single leader, or whether it touches so many aspects

of the organization that it has to be led by a team. In our experience, larger organizations, given
their complexity, benefit from having a single leader who has the vision, drive, and experience

to convene his or her peers across functions, divisions, and geographies to deliver world-class
operational results. At a minimum, the CFO, CRO, COO, CIO, CHRO, and CMO must come together
to shape the vision, strategy, and operating principles by which the whole organization will work
toward operational excellence. And, in order to do this, the organization will need to operate at
two speeds—one that keeps the business functioning as is and the other that is pushing out
change.

This clearly is no small task. The leader and team must be able to clearly articulate the what, why,
and how of the transformation, inspire confidence that it can be done, and measure outcomes

in order to ensure the desired objectives are achieved. Above all, the leader and the extended
leadership team must have the depth of knowledge to be seen as credibly able to execute on the
transformation agenda.

“The experience is the operation.
It's not what you design; it's not
what you want it to be. It's how
it's seen by your customers.”

Ed McLaughlin
President of Operations and Technology,
Mastercard

At a minimum, the CFO, CRO, COOQO,
ClO, CHRO, and CMO must come
together to shape the vision,
strategy, and operating principles
by which the whole organization
will work toward operational
excellence.
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Furthermore, in financial services, it's not only peers who have to be convinced of the value of
changes to improve operations; it's almost always regulators as well. Many OpEx leaders say that
although working closely with regulators can slow down progress at times, it's time well spent
because of the trust that is built along the way.

Looking ahead, though, leaders will need even more. TIAA's Merchant said, “First and foremost is
the leadership experience of dealing with crisis and thinking very quickly on their feet, because

the traditional model of having a plan and then implementing it takes too long, even outside a
crisis. The cycles of demand and expected response almost have become real-time. Experience
with digital strategy is absolutely required. Finally, a very important trait that leaders will need is
compassion. Leaders are expected to be more vocal, more empathetic—not only for the technical
aspect of their job but also for the societal aspect of the job!” ING's Louwhoff added that operational
excellence leaders will “need to have an end-to-end digital technology background and be data
fluent and team oriented.”

In our experience, operational excellence leaders can come—and in the future will still be able to “A very important trait that leaders
come—from a variety of backgrounds and experiences. These include finance, risk, technology, and  yj|| need is compassion. Leaders
operations. The common thread underlying success is having a strong technical grounding in their
respective function combined with a broad and deep understanding of how work gets done across .
their companies. In addition, it is critical they are experienced in leading large, multidisciplinary, more empathetic—not only for the
and global teams. The best OpEx leaders are more often groomed internally and have significant technical aspect of their job but also
credibility inside their organizations. As success in this role gets even harder in avirtual world, such  for the societal aspect of the job.”
institutional knowledge will undoubtedly maximize effectiveness.

are expected to be more vocal,

However, there are clearly times when an organization needs to stimulate change, and this Rahul Merchant

often means bringing in an external OpEx leader. This can happen after a major security breach, Senior Executive Vice President and
regulatory issues, poor financial performance, stagnant growth, or a recognition that the company’s  Head of Client Services and Technology, TIAA
technology capability or digital readiness is lagging its peers. As the OpEx leaders we talked with

noted, the pandemic has underscored the importance of digital dexterity by highlighting the

performance gap between companies that were tech-enabled and able to pivot more quickly from

on-premise to virtual work and those that were not. Some financial services firms have combined

functions to create new roles designed to help external leaders succeed. For example, one very

well-known payments company created an OpEx role that combined product development and

distribution with digital, technology, and operations in an effort to put all the levers of change

together. A year into its journey, with the worst imaginable headwinds, it is starting to see the

benefits of this change.

The right operating model

Working toward operational excellence can seem like a lot
of effort for a little short-term gain, and so it's important to
emphasize strong alignment amongst the senior
leadership team to generate some quick wins and to focus

on the lasting value of improvement. Commitment from

the CEO is important, and indeed some institutions have )W/
folded operational excellence into larger performance- - - - -

improvement programs. Mastercard’s McLaughlin said, | | || |

“There are certain capabilities that operate globally. You | - = il =

need to make sure you have those available rather than J
creating a bunch of one-offs. That way you can provide the
scale, the quality, and the performance.”
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The right culture

Operational excellence is best supported by three aspects of culture, all of which also underlie an
organization’s ability to accelerate performance in other ways. They are purpose, agility, and simplicity.

I/LLL Purpose aligns an organization and inspires engagement by making everyone
feel as if they’re working toward a greater good. Research by Heidrick & Struggles
has highlighted the effect that having a clear purpose has on other drivers of
organizational success.?

The impact of clarity of purpose on organizational acceleration drivers
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Source: Analysis of Heidrick & Struggles’ proprietary data covering 45,000 people at 41 organizations.

Across the financial services sector, the purpose of organizations varies and rightly so. It may
include helping people lead their everyday lives by facilitating payment for goods and services,
accumulate assets, save for the future, plan for retirement, or invest in new business opportunities
and thus supporting economic and social development. Rahul Merchant’s definition of operational
excellence—"creating value for our clients in the fastest and most economical way”—explains how
operational excellence and purpose connect for these firms. And the focus on customer experience
is, as McLaughlin suggested, crucial: “If you are just monitoring a dashboard rather than what the
people you're serving really want and how well you're meeting those needs, the culture’s going to
work against you.”

And indeed, the success of the financial services industry in enhancing the lives of the world’s
population and furthering economic and business development is often forgotten when the
service level of organizations fails to meet customer expectations or when more systemic failure,
such as financial crises, occurs. What went wrong during recent crises—excessive lending and profit
maximization along with excessive pay—resulted in very significant reputation damage to the sector.
Firms have undertaken large numbers of corrective actions to win back the respect of customers.
Many, for example, added to their purpose a need to act in a more responsible, sustainable, and cost-
effective way, providing services that meet society’s needs, ensuring that short-term profits and
incentives do not come at the expense of ethical decision making, and improving transparency,
demonstrating that products are appropriately sold into the financial ecosystem.

2 These drivers are part of our META framework of organizational acceleration. For more, see Alice Breeden, Becky Hogan,
and TA Mitchell, “Bringing your organization up to speed,” Heidrick & Struggles, September 12, 2019, heidrick.com.

“If you are just monitoring a
dashboard rather than what the
people you're serving really want
and how well you're meeting
those needs, the culture’s

going to work against you.”

Ed McLaughlin
President of Operations and Technology,
Mastercard
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Agility, as we define it, consists of a subset of the drive factors shown in the chart
earlier: resilience, learning, adaptability, and foresight. Being agile has been crucial
to leaders in every organization through the COVID-19 pandemic, and, as Merchant
suggested, it will be increasingly critical to operational excellence leaders in the longer
term, as digital operations and real-time customer feedback become the norm.
Roel Louwhoff of ING explained, “We can go even faster than we thought we could, and we have
tested it, and that is helping us to move even more quickly. That is because there is a foundation
in place, and probably the most important element of that foundation is what we call our ‘one
way of working! Agile is an important element of that, too, where we have business developers
and operations people working together in small teams with a defined purpose, and that purpose
[during COVID-19 became] very clear. They needed to deliver to customers in these difficult
circumstances. And that just worked extremely well. So, everyone obviously did not know in the
beginning what was happening, but we were able to serve our customers. Productivity went up,
and, interestingly, it's stayed up.”’

Embracing agility does not come easy for large, established financial services organizations. They
operate in highly regulated environments with varied local regulations and legacy systems that
underpin many of their critical processes. This, combined with the size of their workforces, lends itself
more to hierarchical chains of command than to less formal networked structures. But they still must
try. Digital distribution channels have broken down barriers to entry for challenger banks. Customers
care about value and experience and less about the legacy challenges of incumbents. The COVID-19
crisis has created a context in which many firms embraced the principles of agility such as providing
clarity on priorities, increasing speed, being customer obsessed, acting on information quickly, and
increasing accountability. Now, these firms will benefit from embedding the best of these changes
into their day-to-day ways of working. Leaders should ask themselves the following questions:

Where have we seen newfound resilience? What's underpinning this?
What have we learned about our organization and our market?
Where and how have we needed to adapt?

What weak signals of change are we seeing now?

How can we ensure we benefit from that foresight?

Finally, our research shows that simplicity, like purpose, is closely linked to
(- stronger organizational performance.

Simplicity and high-accelerating organizations
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“We can go even faster than we
thought we could, and we have
tested it, and that is helping us
to move even more quickly. That
is because there is a foundation
in place, and probably the most
important element of that
foundation is what we call our
‘one way of working.” Agile is an
important element of that.”

Roel Louwhoff
Chief Operations Officer and
Chief Transformation Officer, ING
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Yet simplicity is a particular challenge for many financial services firms, for the same reasons noted
previously for agility. As Louwhoff put it, “In financial services across the board, I'm actually quite
amazed how cluttered it is. At ING, we worked in silos. We had a wholesale bank, we had a retail
bank, in each and every country where we operated. We can't afford it anymore. We can't afford

it simply from a cost perspective but also from a customer experience perspective. So that's why
we moved to what we call a platform strategy where we literally work horizontally. That requires a
complete culture shift”

In our experience, simplicity starts with strategy: one of the most difficult things for companies to
do can be deciding what not to do. One way leaders can set and communicate strategic priorities
internally and externally is to create a “strategy on a page”—that is, creating a short, clear overview
that lists the company, function, or business unit’s major strategic priorities and the core activities
to deliver them, the main areas where the company will need to simplify to achieve those priorities,
and associated metrics, with a strong focus on customer satisfaction, employee engagement, and
baseline earnings.?

When it comes to the operating model, complexity breeds at the interfaces between teams and
functions, so the fewer interfaces there are, the less complexity the organization will generate.
OpEx leaders should try to reimagine processes so they occur inside a single team or function,
or reorganize teams and functions to support simplified processes. Scripting the critical moves
between teams for simplicity and codifying them in a playbook or set of principles also helps.
Beyond customer-facing functions, OpEx leaders must also focus on internal functions such as
human resources, finance, technology, risk, and compliance. The key role of such functions should
be to serve and improve business outcomes. Double-dotted reporting lines at a functional level
such as marketing, human resources, or finance—typically into a functional and a business unit
leader—can create additional layers of managing and communications with marginal impact on
performance improvement.

Ultimately, the battle for simplicity in operational excellence is won or lost with culture. Complexity
does not create itself. It is created by thinking, actions, and decisions of people, and when
organizations grow and transform. Financial services organizations can learn much from the tech
companies such as Amazon, Google, and Microsoft about a bias toward pace and an aversion to
bureaucracy. Such companies focus on principle 10 of the Agile Manifesto: “Simplicity—the art of
maximizing the amount of work not done—is essential." They bring it to life through complexity-
reducing hackathons and bureaucracy-busting meetings.

To make simplicity last, our experience shows, it must be built as a core organizational capability,
part of regular rhythms and routines, from mindsets to behaviors, building and reinforcing
simplicity as a skill. That will mean saying no to anything that isn’t mission critical.

COVID-19 has tested every company’s operational effectiveness. Even the best-prepared financial
services firms have learned a great deal about what they’re doing well and where they can further
improve. One strength leaders pointed to was that they define operational excellence in terms

of customer experience, end to end. Starting with the customer informs all the decisions leaders
need to make throughout and within the operating infrastructure. This may seem to be a subtle
shift in focus, but it is actually quite a dramatic pivot from what has traditionally been viewed as
operational excellence. Firms seeking to put operational excellence at the center of their way of

working also need to put in place the right people, the right operating model, and the right culture:

one focused on purpose, agility, and simplicity. For companies that succeed, excellence will be, as
Tom Peters put it, “a way of life”

3 For more, see “Putting simplicity at the heart of strategy: Interview with First Republic Bank chief banking officer Mike Selfridge,”
Heidrick & Struggles, August 14, 2020, heidrick.com.

In our experience, simplicity starts
with strategy: one of the most
difficult things for companies to do
can be deciding what not to do.

Financial services organizations
can learn much from the tech
companies such as Amazon,
Google, and Microsoft about a
bias toward pace and an aversion
to bureaucracy. Such companies
focus on principle 10 of the Agile
Manifesto: “Simplicity—the art of
maximizing the amount of work
not done—is essential.”
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