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Abstract 

This paper explores the relationship between leadership and human resource management (HRM) in the 

banking sector, an industry with a high degree of regulatory scrutiny, rapid technological disruption and 

increased stakeholder expectations. This paper examines how leadership styles influence organizational 

culture, employee engagement and performance outcomes in banks and how HRM functions—

recruitment, training, performance management, compensation and succession planning— translate 

leadership vision into daily practice, using academic literature, industry reports and examples of 

institutional practice. The paper argues that leadership and HRM in banking are not separate managerial 

areas but a single, mutually reinforcing system, with leadership providing the direction and tone for 

HRM policy and HRM building the organizational capacity that enables leadership to be effective at 

scale. The highlighted key problems include talent attrition, digital change, regulatory compliance 

constraints, and the requirement for ethical leadership after reputational crisis events in global banking. 

The report ends with suggestions for leadership development and HRM strategy to construct resilient 

and adaptive financial institutions. 

1. Introduction 

The banking industry has a special role in the economics of the country and the world. It is a business, 

too, trying to make money. And it is a guardian of the public trust, charged with the safety of deposits, 

the provision of credit, and the preservation of financial stability. This dual duty may impose exceptional 

pressures on the people who head banking organizations and on the human resource systems that support 

them. Effective leadership in banking has to contend with shareholder expectations and regulatory 

compliance, but also has to protect the customer and the employee. Human resource management has to 

find, develop and retain a workforce that is capable of operating in one of the most tightly regulated and 

rapidly changing industries in the world. 

The banking business has experienced major changes in the last two decades. Digitalization has changed 

how banks serve clients and how employees perform their jobs; the global financial crisis of 2007–2009 

revealed governance and leadership failures that led to the reshaping of regulatory frameworks 

worldwide; and most recently, hybrid work arrangements, artificial intelligence and changing workforce 

expectations have created new pressures on HR functions. In this way, the relationship between 

leadership and HRM has been gaining interest among both academics and practitioners, as one cannot 

be understood without the other.  
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The study reviews the theoretical basis of leadership and HRM in banking, the particular leadership 

styles and HR practices seen in the industry, and the difficulties banks encounter in matching leadership 

behaviour with human resource strategy. The goal is to demonstrate that leadership effectiveness and 

HRM effectiveness in banking are mutually constitutive - each depend on and reinforce the other - and 

that institutions that consider them as integrated, rather than parallel functions, are better prepared to 

achieve sustained performance.  

Methodologically the article is conceptual and literature-based. It combines existing leadership and 

HRM theory with observable patterns of practice across big retail and universal banks and the legislative 

frameworks shaping workforce governance in the industry. It does not present primary empirical data 

but rather it brings together secondary sources – academic literature, regulatory advice and industry 

opinion – to construct an integrated framework for understanding how leadership and HRM interact 

together in financial institutions. This approach is appropriate given the paper’s aim of mapping the 

conceptual relationship between the two domains rather than testing a specific causal hypothesis.   

The rest of the paper is organized as follows. Section 2 reviews the relevant literature on leadership 

theory, strategic human resource management, and the emerging scholarship on their intersection. 

Section 3 reviews leadership within the banking environment, including the unique needs of banking 

leadership and the most typical leadership styles across functions. Section 4 discusses HRM practice in 

banking, recruitment, training, performance management, compensation, engagement and succession 

planning. Section 5 develops the paper’s main argument on the link between leadership and HRM. 

Section 6 discusses the main challenges for the sector and Section 7 discusses illustrative institutional 

practices. Practical advice are included in Section 8. Section 9 is the conclusion. 

2. Literature Review 

2.1 Leadership Theory and Its Application to Banking 

Theories of leadership have developed significantly since the early trait-based methods that attempted 

to determine the intrinsic qualities of good leaders to behavioural and contingency theories and to 

modern models such as transformational, transactional, servant and genuine leadership. 

Transformational leadership has been widely studied in financial services as it is related to employee 

engagement and organizational commitment. It involves inspiring followers to share the vision, 

communicating expectations for high performance and providing individualized consideration. 

Transactional leadership , based on formal exchanges of reward and correction linked to performance, 

is common in banking, given the sector’s focus on measurable targets, compliance and risk control.  

There’s been rising argument among scholars that you can’t have just one kind of financial leader. Banks 

are a nexus of sales-driven commercial units and tightly managed risk and compliance functions, and 

leaders often need to move seamlessly between transformational approaches that inspire front-line staff 

and more directive, transactional approaches that impose regulatory discipline. The post-crisis literature 

has also increased the prominence of ethical and authentic leadership, recognizing that leadership 

failures – too much risk-taking, lax oversight, and misaligned incentive structures – played a key role in 

the financial crisis of 2007-2009 and the subsequent conduct scandals at a number of global banks. 
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2.2 Human Resource Management in Financial Services 

In the HRM literature, the role is situated on a continuum from an administrative, compliance-oriented 

activity to a strategic partner in organizational success. This is generally defined as the movement from 

personnel management to strategic human resource management (SHRM). The transition has been 

especially important in the banking industry, which employs a broad spectrum of workers, from retail 

branch personnel and specialist risk analysts to technology experts and senior executives, each with 

different needs in terms of recruiting, development and retention.  

Research on high performance work systems indicates that a combination of HR practices - rigorous 

selection, comprehensive training, performance-based pay, and employee participation - leads to 

superior organizational performance than any single practice. In banking, these bundles are mandated 

by regulation (including fit-and-proper testing for top appointments, required compliance training, and 

compensation rules linking variable pay to risk-adjusted performance and behavior standards). 

2.3 The Leadership–HRM Nexus 

There is an expanding corpus of literature that conceptualizes leadership and HRM as an integrated 

system (as opposed to discrete managerial tasks). Strategic HRM scholars argue that HR strategy should 

be a direct output of the vision and strategic priorities of organizational leadership. Leadership 

development is itself often presented as an HR function, facilitated through succession planning, 

competency frameworks and structured leadership pipelines. This article follows this integrative view, 

defining leadership and HRM in banking as two manifestations of one organizational capability: the 

power to transform strategic purpose into sustained, values-driven employee behaviour across a broad 

and distributed workforce.  

The Ulrich model of HR business partnering, which splits the HR function into strategic partner, change 

agent, employee champion and administrative expert roles, has been particularly influential in banking 

where HR is required to act both as a strategic advisor to top management on workforce risk and as 

administrator of large-scale, compliance-driven processes. This dual expectation puts a significant 

burden on banking HR functions, and is one reason why many large banks invested heavily in HR 

business-partnering models that embed dedicated HR leaders within specific business divisions, for 

closer alignment between divisional leadership priorities and HR execution. 

3. Leadership in the Banking Sector 

3.1 Distinctive Demands on Banking Leaders 

Leadership in banking is different from leadership in many other businesses, because banking is a 

fiduciary and systemic company. Banking leaders are accountable not only to shareholders but also to 

depositors and regulators and, in the case of systemically important institutions, to the stability of the 

broader financial system. This accountability structure means that risk management must be embedded 

by banking leaders as a core leadership competency, not a peripheral compliance concern. Leaders need 

to be able to set commercial growth targets, while ensuring that front-line incentive structures don’t 
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encourage excessive risk-taking or mis-selling. This lesson has been highlighted by numerous conduct 

failures across the global banking industry over the last fifteen years.  

This double accountability is supported by formal governance arrangements that are, in the main, unique 

to regulated financial institutions, such as risk committees at board level, independent non-executive 

directors and, in many jurisdictions, statutory obligations for a designated senior manager to be 

personally accountable for specific risk domains. Banking leaders thus operate in a governance 

architecture that formally distributes accountability among individuals in ways that few other industries 

replicate. The architecture, in turn, influences leadership behavior by making personal responsibility for 

risk outcomes explicit rather than diffuse. 

3.2 Leadership Styles Observed in Banking 

Empirical and practitioner observation suggests that multiple leadership styles exist within banking 

organizations, often at different levels of the organization: 

• Transformational leadership at senior and branch management level was formerly the driver 

behind digital transformation projects, cultural change programmes and customer-centricity 

agendas.Transactional leadership in operations, compliance and risk departments where clear 

objectives, controls and accountability frameworks are critical to regulatory compliance.  

• Servant leadership, gaining greater traction in retail and relationship banking, where executives 

prioritize the growth and welfare of front-line personnel who directly impact the client 

experience.  

• Ethical and genuine leadership is highlighted at the board and executive level as a reaction to 

reputational crises, with an emphasis on openness, accountability and congruence between 

espoused ideals and actual decision making. 

Effective banking executives are, in practice, adaptable, employing multiple approaches based on the 

function they are leading and the stage of organizational transformation they are managing. For 

instance, a leader leading a digital transformation initiative may emphasize transformational 

communication and vision-setting, whereas the same leader leading a regulatory remediation effort 

may take a more directive, transactional posture. 

3.3 Leadership and Organizational Culture 

Leadership behavior is a key driver of corporate culture and culture in banking is of direct prudential 

relevance: regulators in some countries now expressly include culture and conduct risk within their 

supervisory frameworks. Leaders who exhibit honesty, promote the escalation of concerns and reward 

long-term customer outcomes rather than short-term sales numbers contribute to a culture of excellent 

risk management. By contrast, the relaxation of controls around aggressive sales targets has been 

associated with several high-profile cases of misconduct, demonstrating the causal link between 

leadership tone and organizational behavior at scale. 

4. Human Resource Management in the Banking Sector 
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4.1 Recruitment and Selection 

Banks hire for a very diverse array of positions, from retail and relationship banking to credit and risk 

analysis, technology and cybersecurity, compliance and senior leadership. The legislative requirement 

for people in regulated positions to be fit and proper is increasingly shaping recruitment methods to 

focus on integrity and cultural fit, as well as technical skill. The emergence of financial technology has 

also increased the battle for digital and data talent, as banks now find themselves competing with 

technology businesses for applicants who may otherwise be drawn to less regulated, faster-moving jobs.  

Banks also tend to undertake far more rigorous background and reference checks than many other 

sectors. This is partly due to regulatory obligations but also due to the higher sensitivity to conduct risk 

in the industry. Senior hires in most jurisdictions are subject to the approval of a regulator, and HR 

departments will normally retain thorough documentation of the assessment process to verify 

compliance with fit-and-proper regulations. This regulatory layer implies that the banking recruiting 

process is often more protracted and more carefully recorded than comparable procedures in unregulated 

industries, a trade-off between speed of hiring and governance rigor that banks HR operations must 

always manage. 

4.2 Training and Development 

Continuous training is a fundamental characteristic of banking HRM, driven both by legal demands – 

anti-money-laundering training, data protection training and product-specific certification – and by the 

rate of technology progress. Leadership development programmes are also critical to providing a 

sustainable supply of future leaders who can navigate the complexities of the industry. Leadership 

development programmes are generally designed as multi-year pipelines that link high-potential workers 

to mentorship, rotating assignments and formal coursework. 

4.3 Performance Management and Compensation 

Since the global financial crisis, banking performance management has changed dramatically. In many 

jurisdictions regulatory compensation rules increasingly require a considerable part of variable pay for 

senior and material risk-takers to be delayed, subject to malus and clawback provisions and tied to risk-

adjusted rather than solely volume-based measures. This is a clear example of how leadership goals – a 

good risk culture – can be entrenched in HRM systems, since pay design is one of the most effective 

levers via which leadership purpose translates into individual behavior. 

4.4 Employee Engagement and Wellbeing 

Employee engagement is an increasing HRM priority in banking. This is in part due to data that links 

engagement to customer happiness and operational risk outcomes and in part to competitive labor 

markets for competent personnel. These can include flexible and hybrid working, mental health support 

programmes and systematic feedback systems, including engagement surveys and pulse checks. For 

them to be successful, rather just symbolic, they need to be actively sponsored by leaders. 

4.5 Succession Planning 
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Succession planning is approached with special care due to the fiduciary and systemic concerns 

associated with transitions in banking leadership. Succession planning for executive and senior 

management jobs, which typically is subject to regulatory assessment, is a shared responsibility of boards 

and HR services to ensure continuity of leadership competency and to mitigate key person risk. 

Succession planning is the best example of the link between leadership and HRM: it is both a governance 

obligation of the board and an operational responsibility of the HR department. 

5. The Interlinkage Between Leadership and HRM in Banking 

The research presented above demonstrates that leadership and HRM in banking operate as an integrated 

system and not as isolated realms. Leadership establishes the strategic direction, risk appetite and cultural 

tone and HRM converts these into real rules on who is employed, how they are taught, how their 

performance is monitored and how they are paid. The reason this translation function is so important is 

because banks are large, geographically dispersed organizations where senior leadership cannot directly 

monitor the behavior of each and every employee. HR systems are the means by which leadership intent 

is scaled across the business.  

HRM also builds the leadership pipeline per se. HR functions are responsible for recruitment, 

development and succession planning and decide who moves into leadership positions and which 

competencies are emphasized. This implies that HRM decisions made today shape the future leadership 

culture today. This two way relationship – leadership impacting on HRM policy and HRM impacting on 

future leadership – supports the view that the two functions should be planned and assessed together 

rather than in isolation.  

A practical example of this interlinkage is the design of incentive compensation. A leadership decision 

to favor long-term customer outcomes above short-term sales volume has little impact unless it is 

operationalized via HRM – performance measurements, incentive structures and promotion criteria must 

be changed to reward the desired behaviour. But without this HRM translation, a vision of leadership is 

aspirational, not operational.  

Also at times of organizational strain the dependency works the other way. Only if leadership is prepared 

to respond by changing strategic priorities, resourcing or management practices can information such as 

rising attrition, falling engagement scores or emerging conduct risk signals via exit interviews, surveys 

or whistleblowing data be acted upon. And an HR department that provides the leadership team with 

accurate diagnostic data that they are unwilling or unable to act on creates little organizational value, 

just as strong leadership intent cannot be successfully executed without reliable HR data and delivery 

channels. The two tasks are therefore interlinked, not just in executing strategy but also in designing it 

and in its continual modification. 

6. Challenges at the Intersection of Leadership and HRM in Banking 

6.1 Talent Attrition and Competition 
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The financial technology businesses and big technology corporations may provide more freedom, 

quicker career development, or bigger overall remuneration for equivalent professions, and banks 

nevertheless compete with them for talented staff, especially in technology, data science, and risk 

analytics. Talent retention is less about the design of HRM policy and more on leadership visibility and 

active involvement. 

6.2 Digital Transformation and Workforce Reskilling 

Automation and AI are altering the nature of banking professions, lowering the number of transactional 

activities and raising the requirement for digital, analytical and advising capabilities. Leadership must 

be able to articulate a credible vision of workforce transition and HRM must provide reskilling 

programmes and redeployment routes and where appropriate responsible methods of staff reduction that 

maintain organisational confidence. 

6.3 Regulatory and Compliance Burden 

The banking sector is subject to regulatory obligations on capital adequacy, conduct, anti-money-

laundering and data protection, which places a continuing training and governance burden on HR 

functions, while requiring leadership to maintain a consistent tone from the top message on compliance 

priorities throughout the organisation. 

6.4 Rebuilding Trust After Reputational Crises 

Failures in behaviour have badly damaged the reputation of big banks, from mis-selling scandals to 

breaches in anti-money laundering regulations. Such crises can only be recovered from via visible 

leadership responsibility and HRM initiatives such as updated incentive structures, stronger escalation 

mechanisms and increased emphasis on ethical behavior in recruiting and training, to regain external 

and internal confidence. 

6.5 Diversity, Equity, and Inclusion 

Banking has long been criticized for its lack of diversity, particularly in senior leadership roles. Many 

organizations have set objectives and implemented initiatives to enhance representation across gender, 

ethnicity and other dimensions, requiring ongoing leadership commitment and HRM implementation 

through inclusive recruiting, mentorship and sponsorship programs. 

6.6 Leading Distributed and Hybrid Workforces 

The transition to remote and hybrid work, driven by the COVID-19 pandemic and sustained in many 

banking functions, has brought new challenges for the visibility of leadership, team cohesion, and 

informal mentoring that were historically rooted heavily in face-to-face interactions at branch and head-

office levels. HR functions have been forced to rethink onboarding, performance evaluation and 

engagement processes for remote teams, while leaders have had to develop new communication habits 

to maintain organizational culture and oversight over distributed workforces without reverting to 

excessive monitoring that can undermine trust. 
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7. Illustrative Institutional Practices 

This article does not offer a formal case study methodology but the trends that may be observed across 

big retail and universal banks highlight how the leadership–HRM nexus functions in practice. In the 

wake of the 2007–2009 crisis, several global banks have restructured CEO remuneration to defer a 

significant portion of variable pay over multi-year periods, susceptible to clawback if additional risk 

events or misbehavior are revealed. This is a textbook case of a board-level leadership decision—

discouraging short-termism—being executed only through an HRM mechanism, particularly pay design.  

Similarly in the area of leadership development, several large banking groups run formal ‘high-potential’ 

programmes that rotate promising employees through the retail, risk, technology and international 

divisions over a period of years before they are put forward for senior leadership roles. Although they 

are officially owned by HR, these programs are usually sponsored and promoted by senior executives 

who serve as mentors and participate in program governance committees. This shared ownership 

exemplifies the paper’s broader point: HR cannot develop leadership pipelines on its own, and senior 

leaders cannot develop leadership pipelines without HR’s system for identifying, tracking, and 

developing talent at scale.  

Banks that have experienced large-scale misconduct events in the area of culture and behaviour have 

often responded with parallel leadership and HR interventions – public commitments from chief 

executives to change culture, along with improved recruitment screening, mandatory ethics training and 

better whistleblowing and escalation channels. What has been consistent across such recovery programs 

is that leadership commitment alone, without accompanying HR system change, tends to yield limited 

and short-lived cultural improvement, whereas the combination of visible leadership accountability and 

systemic HR reform has been associated with more durable change.  

A different but related dynamic can be observed in smaller and regional banks, which often have more 

limited HR budgets than global institutions: without large-scale formal leadership programs, informal 

mentoring by branch and regional managers often substitutes for structured development, placing more 

responsibility on individual leaders to directly model desired behavior. Thus, the relative importance of 

leadership and HRM for influencing worker outcomes may depend on organizational size, yet the nature 

of the dependency between these two activities is consistent. 

8. Recommendations 

The study presents the following recommendations to financial institutions aiming to improve the 

alignment between leadership and HRM, based on the analysis performed above: 

• Embed leadership development clearly into the HR strategy with succession pipelines designed 

to match abilities most pertinent to the regulatory and commercial needs of banking, including 

ethical judgment, risk awareness and adaptable leadership style.  

• Develop systems of leadership communication and performance management that foster long-

term customer outcomes and a healthy risk culture.  
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• Partner with HR to invest in continual reskilling initiatives championed by leadership to address 

the workforce implications of digital transformation.  

• Establish psychological safety and escalation channels that allow workers to raise conduct or risk 

issues without fear of punishment, supported by visible senior leadership.  

• Build diversity and inclusion goals into leaders’ accountability measures and HR’s hiring and 

promotion procedures to create sustainable, not episodic, change.  

• Create joint leadership-HR governance forums, like combined talent and risk committees, to 

structurally link workforce data and leadership decision-making, rather than report through 

separate channels. 

In summary, these ideas indicate to a unifying principle: leadership capability and HR systems should 

be designed as a unified strategic asset, planned, resourced and assessed together, rather than as 

separate outputs of different organizational activities. 

9. Conclusion 

The ideal way to think about leadership and human resource management in banking is not as stand-

alone managerial tasks but as interdependent components of a unified organizational system. Leadership 

determines direction, defines risk appetite, and influences corporate culture; HRM operationalizes that 

direction via policies and procedures around recruiting, development, performance, and reward 

throughout the workforce. The unique demands of banking—regulatory rigor, fiduciary duty and 

systemic significance—make this integration particularly important, as failures in either sector can lead 

not only to commercial underperformance but also to broader reputational and systemic risk. Institutions 

that purposefully connect leadership development to HRM strategy, and view culture and conduct as 

joint responsibilities for both functions are better placed to address the continuing challenges of digital 

transformation, talent competition and regulatory change that characterize the current banking 

environment.  

Future research could usefully extend this conceptual analysis through comparative empirical study 

across banking institutions of different size, ownership structure and regulatory jurisdiction to examine 

more precisely how variations in leadership style and HR system design correspond to measurable 

differences in conduct outcomes, employee engagement and financial performance. Such study will 

contribute to translating the integrative framework described here into more precise, evidence-based 

guidelines for banking boards and HR leaders to better connect leadership and human resource 

management within their particular institutions. 
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