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Executive summary

During 2009, Spencer Stuart consultants conducted a study looking at the
key challenges facing the Human Resources function within the financial
services industry. As well as exploring more long-standing challenges, we
particularly wanted to discover how the 2008 financial crisis and ensuing
economic slowdown had affected both HR strategy and the status of HR

within organisations.

We interviewed HR directors and talent management directors of leading
retail and investment banks as well as asset management and insurance
companies. The overall picture that emerged from our discussions is one of
companies in the midst of a rapid reappraisal of many of the main aspects of
their HR strategy in the wake of the upheaval of a severe financial crisis. In
the investment banking industry in particular, this has given HR a signifi-
cant opportunity for HR to become more closely involved in key strategic
decision-making over compensation and talent management. It remains to
be seen whether HR functions will seize the opportunity brought about by
the downturn to increase their influence inside their organisations and their

ability to contribute long-term benefit to the business.
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Key themes

Several key themes emerged from our research. They can be divided into two categories

— those that have arisen principally as a result of the financial crisis, and those that have

been ongoing for a substantial period.

POST-CRISIS CHALLENGES

The HR function is viewed differently according
to the industry sub-sector, with property compa-
nies and insurance companies seemingly more
likely to place HR directors at the heart of the
strategic decision-making process in partnership
with the business. However, the financial crisis
has given rise to three key issues that provide HR
in financial services companies with the chance
to demonstrate the value of its expertise and
elevate its image and status within these compa-
nies. These issues are: pay structure, intelligent
and efficient downsizing, and the need for new
ways to manage, engage and retain staff in leaner
organisations where the financial rewards may be

significantly reduced.

The financial crisis has brought the compensa-
tion structure within all financial services
companies back to the drawing board. There is
a widespread feeling that short-term pay deals
encouraged risk-taking behaviour which, at least

in part, contributed to the crisis. As a result,

growing pressure from government, media and
the general public has resulted in many banks
rethinking the way they pay their front-line staff.
The need for greater transparency, a remodelled
financial incentive for risk-taking, and more
precise measurement of individual performance
is a topic of much debate within these compa-
nies. At the very least, HR can anticipate heavy
involvement in ensuring compliance with newly
introduced and — in certain European countries
— very detailed legal and regulatory requirements

on pay.

A harsher economic climate has resulted in many
banks downsizing their staff levels considerably.
Reshaping the organisation so that it can ride the
downturn with morale intact, while ensuring that
it is ready to capitalise when the economy recov-
ers, presents a clear opportunity for HR to prove
its commercial value. Doubts were expressed
about whether HR has so far managed to stamp

its authority on this process.



Banking groups that received state assistance
during the financial crisis are unable, because
of government intervention or popular feeling,
to remunerate their staff as they had done
previously. There is a danger, therefore, that key
employees will be snapped up by those com-
petitors that are not operating under the same
constraints. Likewise, this reduced remuneration

might potentially weaken the industry’s appeal to

ONGOING CHALLENGES

Establishing a strong pipeline of potential
leaders is important for any organisation’s future
well-being. In the financial services industry,
organisations have often felt compelled to
reward high revenue-generating employees with
promotion to management positions, the results
have been mixed — indeed, it could be argued
that the inappropriate selection of managers
contributed to the recent crisis. The industry as a
whole is still grappling with this issue, thinking of
effective ways to integrate star performers within
the management structure without compromis-
ing standards. There was limited evidence that
companies plan to stop promoting star perform-

ers, regardless of their leadership potential.

ambitious graduates. With pay no longer neces-
sarily such a key motivator, other ways to attract,
engage and retain staff need to be emphasised
or discovered. Greater movement of people
within the organisation is thought to be one way
of resolving a potential talent shortage in certain
departments after downsizing; it motivates
individuals by giving them variety and valuable

experience and has a clear developmental benefit.

The challenges that HR faces, both in terms of ce-
menting its own position within an organisation
and in devising effective and innovative strate-
gies, requires a healthy supply of high-quality
professionals. However, senior HR professionals
we spoke to felt that this supply is currently
inadequate, given the importance and complexity

of these challenges.
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HR as a strategic partner

With the quality of an organisation’s people
deemed to be crucial to its success in a modern
knowledge economy, HR has sought to broaden
its remit. It has looked to move beyond its
traditional, transactional role, managing
administrative tasks
such as recruitment,
payroll and employee
benefits, and build
on its expertise with
people to provide a
vital contribution to

company strategy.

HR has inevitably faced obstacles in this at-
tempted repositioning, not least from senior
executives who are accustomed to viewing HR as
purely administrative, and who often doubt the
commercial acumen of those within the func-
tion. Predictably, what we now see is a mixed
picture, with HR considered a key strategic
partner in some companies, but still very much
in its old guise in others. The financial services

industry reflects this variation.

Some HR leaders we spoke to believed that

a combination of the downturn and specific
difficulties within their companies have enabled
a major change in HR practices that would not
have been possible in another context, These
activities include developing new remuneration
models, introducing greater transparency,
rotating internal resources around the busi-
ness, making people more aware of risk, and

enhancing the performance culture. Others were

“The transformation to being more
strategic takes years ... to shift both
the organisational structure and the
underlying capabilities within the
HR teams.”

adamant that plans for transforming HR’s role

had been in place long before the recession.

A general impression from our interviews is
that HR departments are considerably more
likely to have achieved a strategic role within
asset management and insurance companies
than within banking.
HR directors in these
companies are more
likely to occupy a place
on the company’s
executive board and to
report to the CEO, or
have regular, formal-
ised meetings with
him. However, one head of HR at an asset
management company argued that the process
of change can take a considerable time: “The
transformation from being more transactional
to being more strategic doesn’t start one day
and finish three months later. It takes years to
shift both the organisational structure and the

underlying capabilities within the HR teams.”

Building influence

Before HR leaders are in a position to offer
strategic advice to the executive committee, he

or she must ensure that all the key aspects of the
HR function are taken care of by competent, well
respected individuals. With a strong department
in place, it is essential that HR leaders align

themselves with the commercial side of the



business. Only then will they find themselves

consulted on a wider range of strategic issues.

One HR director pointed out that in order to be
influential you have to have a “foot in the door”,
take advantage of opportunities, and develop the
confidence of others by demonstrating that HR
is a commercial department. “One of the ways

I influence is by always expressing a view. A
former boss once gave me some excellent advice:
‘Have an opinion about everything; speak out, it
doesn’t matter if people don't always agree — try

9

to move their thinking forward.

Needless to say, exerting influence is difficult

if the head of HR is not a core member of the
executive committee. Similarly, HR business
partners need to be integral members of the
senior management team of each business unit,
or their opportunity to add value to the business

will be minimal.

The ability to influence colleagues and strategic
decision making is impossible without the ability
to communicate. The value of using of clear,
jargon-free language should not be underesti-
mated and HR plays a vital part in communicat-
ing change and reinforcing the strategic direc-
tion of the business. “You have to be consistent,
give everyone the same messages, and be honest
with them. A lot of companies have a long way
to go in recognising how important a decent

communications strategy is.”

Where HR is seen by senior management as
having a broader contribution to make, the re-
wards are high. One HR director reported being

“regularly consulted on a huge range of activi-

ties, from disciplinary issues, to talent, develop-
ment and recruitment.” Another was pleased to
report that “HR is now seen as a central plank to
the success of the business rather than almost a
kind of necessary evil. Thankfully there’s no hint

of that anymore.”

Others openly expressed or implied their frustra-
tion with the pace of change. Another head

of HR at a rival asset management company
pointed to the discrepancy between words and
action: “If you asked the CEO and the rest of the
team, I think they would tell you exactly what
you'd expect to hear about the value of HR. The
problem is that they haven’t got to the point of
living it. HR is often told when a decision has
been made, instead of being asked their view
first. I am constantly banging on the door, saying
‘why didn’t you involve me in that?...it can be a

bit wearing on the knuckles.”

Discussion of a change in HR’s fundamental
role has been continuing for several years now.
For those companies where HR is not yet truly
recognised as a strategic partner to the business,
the financial crisis and the instability it gener-
ated has arguably presented a unique opportu-
nity for HR finally to force its way into the inner

sanctum of corporate decision-making.

What precisely are the areas where HR can now
make a significant impact, and is it succeeding

in doing so?
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Revisiting pay

Since the financial crisis began in 2008, the
issue of bankers’ pay has featured heavily in
the media. Governments in different countries
have imposed various restrictions on pay
awards in banks that
were bailed out with
taxpayers’ money. In
these institutions, and
indeed throughout the
industry as a whole,
there have also been
some moves to adopt unilateral measures to pre-
empt regulatory interference or adverse publicity,
or more importantly to encourage more prudent

risk-taking by their own staff.

One Head of HR reflected a widespread desire
to be perceived as acting responsibly: “We are a
bank that wants to be seen to be doing the right
things and responding to the environment. As

a result, the pay process we went through at the
end of the year was much longer and more tortu-
ous because so many influences were coming

into play.”

What clearly emerged from our discussions was
a sense of the complexity involved in making the
system more transparent and in reducing the
incentive for irresponsible short-term risk-taking
without eliminating innovation. Regulators

in various countries have considered, or have
already called for, “clawback” arrangements,
more collective rather than individual bonuses,

and a shift to more long-term incentives.

“Those HR directors who have a
strong reward bias in their profile
tend to be the most effective.”

HR will have a major job on its hands imple-
menting and then tracking regulatory guidelines.
The possible danger for HR is that it will assume
a role of administrator in this very detailed
process, but have little influence on the remu-
neration policies themselves. In other words,

the upshot of the pay
controversy may be
precisely the reverse
of HR’s intended shift
from the transactional

to the strategic.

If HR is not yet sufficiently respected in financial
services, especially in the banking industry,

then such an important issue, affecting both
corporate image and the compensation of senior
executives, is unlikely to be delegated to them.
One UK-based HR managing director at an
investment bank appears to concur with this
logic, implying that other senior executives will
make the decisions, while HR is left to handle

the vast amount of day-to-day paperwork:

“You'd almost need an entire department to

deal with the Financial Services Authority (FSA)
approach of deferring bonuses until the revenue
impact becomes clear in the long-term. If you
are tracking a structured product over a lifetime,
you’d need thousands of people to model the
profit and loss impact and the consequences for
bonuses. The FSA is really pushing this and HR
is in danger of losing control because boards and
executives committees are taking the lead due to

the sensitivities.”



As for the pay deals themselves, there is still
some doubt whether substantial change looms,
or whether the banks will simply carry on very
much as before, while at the same time making
the obligatory concessions to the authorities.
One Head of HR at an investment bank
predicted that bonus levels would return to the
record levels of 2007 within three years of the

height of the crisis.

Cutting back

Many firms have been administering a large
number of redundancies since the onset of the
recession. Deciding where to cut jobs and how to
reorganise the smaller operation offers an ideal
opportunity for HR to prove its worth. As one

former Head of HR at an investment bank put it:

“If executed well, downsizing can really help
HR make a very positive impression on senior
management. HR departments must be able to
show themselves to be nimble and responsive.
If HR makes a good job of it, its standing will
improve. If they mess it up, they will go back to

being an overhead again.”

One HR director raised the dilemma of having
to facilitate cost savings while trying to continue
focusing on things like professional develop-
ment and succession planning: “Our profile

in the business is poor at the moment because

we're the hit men.” “Dropping difficult issues
at the door of HR and running away” was how
another HR director described the position at his

company.

But again, there is a sense that HR’s reticence
might have caused it to miss an opportunity.
“HR generally has been far too passive,” says one
head of HR at a major bank. “We didn’t take the
first step in terms of initiating or discussing cost
cutting or re-sizing the business. Management
did this and we were only really executing their
demands. We could have been a lot more vocal

about the issue.”

This eventuality might have been unavoidable.
Recruitment policies in investment banks tend
to have very short-term horizons, thus prevent-
ing HR from getting involved in planning a
more measured, strategic approach. As one
interviewee put it: “12 months is a long time in
investment banks. Nobody knows what the firm
will look like after one year, let alone three. It

is impossible to think about recruitment in the

same way as, say, a supermarket would.”
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Rebranding the banks

There is some evidence that bailed-out banks
have been losing key staff to those competitors
that are not bound by the same pay constraints.
The head of HR at one bank in receipt of state
assistance remarked
that it was “very irritat-
ing” to see one of their
arch rivals “cherry
picking the best talent

around.”

Some feel, too, that the damaged public image
of bankers following the financial crisis, and an
overall decline in remuneration, will stem the
flow of ambitious young graduates seeking to

embark on a career within the industry.

This is a development that the insurance
industry, sometimes viewed as the poorer rela-
tion within the financial services industry, has
noted with interest. One head of HR at a major
international insurance company believes that
recent events have shifted the balance: “Insur-
ance has not been good at attracting talent in the
past. Now more people are willing to join our
industry. The crisis can offer opportunity.” An-
other commented that “the relative attractiveness

of insurance vis-a-vis banking is improving.”

In the banking world, opinion appears to be
divided on this issue. One head of talent develop-
ment at a European bank admitted a reduced
interest among students, and believed that many
graduates that would previously have favoured
the world of finance today seem more intent on

acquiring positions in industry . Others remarked

“There needs to be a well-
articulated message about the
merits of staying.”

that banking would still be much more finan-
cially rewarding than most alternative careers,

even if pay awards were substantially reduced.

But if the appeal of banking is indeed subsiding,
then companies will have to rethink the tradi-
tional methods used

to attract and motivate
employees. As one HR
managing director said:
“There is a real need to
hold on to talent. Lots
of good people will take
this time as an opportunity to sit it out for a few
years, and those remaining will think they won’t
get paid the same and are unlikely to over-exert
themselves. There needs to be a well articulated

message about the merits of staying.”

However, details of how this is to be achieved
remain sketchy. The most prominent idea —
improving internal mobility — seeks to fulfil
two objectives: to increase commitment, and to
utilise available resources in the most efficient

way possible.

One head of recruitment at an investment bank
was asked to formulate an internal mobility
strategy, offering employees the challenge of
varied experience, while at the same time
enabling the company to fill the gaps caused by
large-scale redundancies and produce the well
rounded leaders of the future.

In several other banks, however, putting such a
strategy into effect remains a distant prospect.
Several interviewees remarked on the very

separate silos within their organisation, with



divisions unwilling to lend their best people to
other divisions for a period. “Cross-pollination
depends on the commitment of top manage-
ment,” remarked one HR director of an invest-
ment bank. “At the moment they are not willing
to transfer their best talent, even if that would
benefit the group and
develop new leaders
by moving people
from an expert role
and giving them more

generalist experience.”

Some asset management companies appear to
be more advanced in this regard, especially those
where HR plays a more influential role. One
head of HR said: “Like our peers in this sector,
I plan to introduce a range of learning and
development for key staff and provide people
with other opportunities while their roles are
underused. Examples would be secondment

to agencies with which the company has close
relationships, or to other parts of the business
where people can use their skills to think more
laterally about how to deal with the current

economic climate.”

Stars as managers

A perennial challenge facing all large organisa-
tions is how to deal with star performers. Should
they be promoted to a managerial position,
regardless of their potential in such a role, or
risk their disillusionment and possible departure

if such a promotion is denied?

“Cross-pollination depends on the

In our survey, there was a widespread belief that
top performers can easily end up as bad manag-
ers, with all the knock-on effects on morale that
this may generate. “There are a few outstanding
ones but the rest of them are disappointing,”
said one interviewee. “We've had many instances
where putting a star
into management has
been a disaster,” says

another.

commitment of top management.”

Nevertheless, there ap-

pears to be little desire
to stop promoting such people. Indeed, quite
the reverse, with several HR directors defending
the established culture, where all managers are
judged principally on how much business they
bring in. One remarked that “many terrible
managers still survive because being a revenue

producer buys you huge kudos.”

Others appeared merely resigned to an inevitable
state of affairs. One head of HR at an asset
management company took comfort in the fact
that the management standard is not as low as in
other areas of the finance sector: “You don’t have
the real nightmares in people management that
you come across in investment banking. They
actually do harm, whereas some of our people

just don’t do much good.”

Damage limtation is deemed the most appropri-
ate course of action. If the star performer can’t
manage, so the theory goes, then put someone
beside him who can. A chief operating officer
who can compensate for his colleague’s short-
comings, and perform the nitty-gritty managerial

tasks, is a popular policy. HR can also have a
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role in masking deficiencies, as one interviewee
pointed out: “Terrible managers need great HR
people around them. As an HR professional, it

was great to work for such managers as you got

so much more responsibility.”

The skill most in demand today is competency
in managing risk. As one HR director put it: “It
doesn’t matter what job you do in the organisa-
tion, we are all being encouraged to be risk
managers. Some people have done it for years of
course. You can spot good leaders — managing
risk comes naturally to them, they don’t think

about it.”

Finding the right people

Changing the role of HR is not just a matter of
altering perception. Because of its relatively lim-
ited role in the past, there has not been the same
need for people with commercial knowledge
and strategic ability. One director of HR services
for a management consultancy who specialises
in the financial services industry believes that a

shortage of the right people is now costing HR:

“One of the biggest challenges for HR in
financial services is the question of supply; top
quality HR people are still thin on the ground.
In financial services, HR has often been very
functional, reporting to the CFO rather than the
CEO, and not building relationships with the dif-

ferent businesses throughout the organisation.”

To compound matters, financial resources are
also currently in short supply. At precisely the
time when HR is well-positioned to make an
impact, individual departments may be unable to
recruit the very people who could help them take
advantage of this opportunity. One interviewee
said that “HR has grown out of control and
become too unwieldy to be nimble — there is ob-
viously a cost attached to HR, and in this climate
that cost is too high.” Another believed that the
major challenge for his department was “to do
the same work that we’ve always had to do, but

with significantly fewer resources.”



Conclusion: entrenched tradition

In some sectors of the financial services industry, banking still appears to linger on
the periphery of the corporate hierarchy, hamstrung by residual attitudes, the indus-

try’s short-term nature and financial constraints.

It is not yet possible to judge whether HR in financial services has managed to exploit
the opportunities offered by the crisis to bolster its standing. Our survey indicates that
the image of HR as chiefly an administrative function, rather than one that directly
furthers the strategic goals of the business is still deeply entrenched. Nevertheless,
there are encouraging signs that HR leaders in many financial services companies
throughout Europe are increasing their level of influence and making increasingly

valuable contributions to strategic thinking at the executive committee level.
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