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Comments to the Royal Commission on the Fundamental Failure of 
Governance in Australian Banks 
 
Thomas Kirriemuir McDonald (Dr)                                                            18 August, 2018 
  FAICD,  FIOD,  FNZIM 
 
Preamble 
These views are based on: extensive experience as a senior executive/MD in economic 
research, mining and mineral processing (Comalco/CRA/Rio Tinto) and as a director, 
chairman and adviser in many companies and industries, including banking (NAB and BNZ);  
and observing, reading about and debating director and board performance. I have written 
many papers on best practice in governance (some published by AICD and NZIOD), advised 
many boards on director selection and board performance and have expert knowledge and 
experience on developing and operating high performance, continually improving 
organisations. I am an expert witness on governance-related matters. 
I have submitted my critical views to the current Treasury-led review of the Reserve Bank of 
New Zealand Act 1989 (refer NZ Treasury website – “Kerry McDonald”).My CV is on 
www.kerrymcdonald.co.nz.  
 
Submission 
The evidence to the Royal Commission strongly indicates that a widespread and serious 
failure in corporate governance is THE fundamental cause of the many problems in the 
banking/finance sector.  
 
Banks are typically large and complex organisations which deal with a large number of 
complex and technically challenging risks. But bank boards are often not “fit for purpose” and 
lack the requisite capability to operate effectively in this context.  Their directors often lack 
the necessary skills and experience, so that the board “team” is weak and not effective. 
 Very few directors are experts in risk and the technical aspects of banking, organisation 
performance, culture and continuous improvement or have expert knowledge or experience 
of leadership in large, complex and challenging organisations. This criticism also applies to 
board chairs. 
 
But there is a further level of complexity. The board, led by the chair, leads the bank, 
sets/endorses its culture, approves its strategy – including its appetite for and management of 
risk, appoints the CEO and manages their performance/holds them to account, has the 
power of veto over other senior appointments and is accountable for all of the important 
decisions. 
 
 Thus, in organisational terms, directors actually operate at a level above the CEO (and the 
chair two levels above) in the hierarchy of a business. This higher operating level means that 
they must be able to deal with higher levels of both complexity and uncertainty, which 
requires that they have a personal capability, including intelligence, skill/capability and 
experience to operate at this level – above the CEO. 
 
 Without this high-level capability boards are ineffective and the governance model fails – 
because the board lacks the ability to manage the CEO, hold them to account and appoint a 
replacement, and so on! This lack of high level capability is increasingly common and clearly 

http://www.kerrymcdonald.co.nz/


evidenced by the failure of the banks. The contrast with highly performing companies, which 
are all too rare, is dramatic.  
 
Unfortunately, directors’ membership organisations do not like to support – and largely ignore 
this reality because it means that many of their aspiring “want to be” directors simply lack the 
level of capability to be an effective director. It is also why people with good CEO experience 
are often the best directors, because they have proven experience at one level down and it is 
an easy step up to be a director. 
 
This is not some peripheral quirky view. It is the absolute essence of what hierarchical 
organisations – which all of the banks are, are all about. Fundamentally, the only reason that  
more senior roles in the hierarchy get paid more is because their higher level role involves  
dealing with higher levels of complexity and uncertainty. 
 
So the lack of director capability is a major limitation to the ability of boards to operate 
effectively. How does it effectively lead, challenge the CEO or other managers or debate 
strategy, policy or major decisions without the requisite technical knowledge and experience 
and level of capability. Or how then do they appoint the right CEO, managers or directors or 
hold them to account? 
 
Because of the lack of director capability, the affairs of the bank are largely opaque to the 
board and they become largely dependent on what the CEO and other managers tell them – 
which is absolutely not how it is meant to work. They hide behind the mantra of governance-
management separation and avoid “deep dives” (site inspections/governance by walking 
about) even when there are clear grounds for such enquiry because they lack the ability to 
do so effectively. 
 
They also appoint CEOs that they think will be best for the role, but their judgement is not 
sound given the lack of requisite experience and skills. Typically this favours engaging 
personalities with a plausible CV but undervalues excellent banking skills,  experienced, hard 
edged leadership which is capable of ensuring appropriate values, challenging bad cultures 
and practices, leading a strong-willed management team and keeping the board honest. 
 
These issues are so deeply buried and little understood that it has taken the Royal 
Commission to illuminate the large number of truly shocking failures in the banking sector. 
Many bank directors will also be shocked because of their lack of skills and experience and 
“you don’t know what you don’t know”. 
 
That its problems are now so serious and widespread simply evidences the complete failure 
of the banking sector governance model! 
 
The situation has been deteriorating over the last 2 decades. The traditional, strong leader 
CEOs have gone, there are now fewer high potential director candidates with strong 
banking-related skills and good CEO experience and the erosion of the merit-based director 
selection criteria is a major problem.   
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