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All kinds of financial services firms have begun to understand the importance of a strong risk culture. 
Strengthening an organization’s risk culture is a long-term and deliberate process, which typically begins 
with an objective assessment of the organization’s cultural strengths and weaknesses. This is followed 
by the creation and implementation of a program that reinforces these strengths and mitigates any 
weaknesses. Such a program typically includes four actions:

1.	 Role modeling by the CEO and other top executives. Top managers should do several things: 
provide regular opportunities for employees to address questions and concerns; publish details on near-
miss problems in risk, along with information on how the company will learn from these issues; reward 
individuals who positively challenge others and engage in constructive feedback; and work with people 
of all tenures to respond positively to risk issues. It is also crucial that top managers probe investment 
and strategic recommendations, not only on their potential returns but also on the underlying risks.

2. 	Fostering understanding and conviction. These actions include creating collective buy-in of the 
new culture of constructive challenging and reporting; ensuring employees feel an obligation to dissent 
when they observe risk issues that are not being addressed; drawing attention to the lack of escalation 
of risk issues and need for change; bringing top managers back to the floor to experience the risk culture 
first hand; and emphasizing employees’ collective responsibility for risk decisions.

3.	Reinforcing with formal mechanisms. This includes formalizing several feedback loops and 
reinforcement mechanisms: conducting performance reviews that assess compliance with risk policies; 
implementing processes for reporting of risk issues, mistakes, and near misses; ensuring compensation 
reflects the risk appetite and policies; and providing regular feedback.

4. 	Developing talent and skills. The first step is ensuring that key risk management roles are filled by 
individuals who have the will to drive change and will take a strong interest in and stand firm on risk 
issues, ensuring that all employees become accustomed to debating and challenging issues with all 
tenures. To reinforce the skills needed, institutions should create training programs for all employees. 
These programs help employees develop a common taxonomy and framework for discussing risk 
and leave them with a better understanding of the risk implications of their actions in other parts of the 
organization. For example, front-office employees who introduce a new investment instrument will 
understand more fully what that means for IT and the middle and back offices. 
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Strengthening risk management practices to bring them in line with the level of sophistication of the 
investment function will represent a real transformation journey for most institutional investors. More than 
a project, it is a multi-year journey – typically taking 18 to 24 months to complete — that will significantly 
transform how the institution operates. Based on our experience, five conditions must be met to 
successfully implement such a program: 

1. 	Ensuring strong commitment from the CEO and senior management. To be successful, the 
program needs to be one of the institution’s top priorities and treated as such by management. It will 
require not only significant senior management bandwidth but also strong and consistent commitment 
over time from the whole management team, beginning with the CEO. The CEO should lead by example 
by being actively involved in the program’s progress reviews, attending if not leading all risk committee 
meetings, participating in risk training programs, and so on. The management team must convey the 
message that risk management is now the responsibility of the entire organization and that the success 
of the program will be one of the indicators used to measure individual and team success.  

2. 	Developing an integrated transformation “roadmap.” This program should be thoughtfully 
structured and should consist of a series of specific and well-prioritized initiatives that correspond 
with the institutions’ critical gaps. Each initiative should be clearly defined, with a single owner who is 
accountable for delivering pre-agreed end products. Initiatives should be adequately sequenced and 
interdependencies with other initiatives or parts of the organization (typically IT or the back office) should 
be clearly laid out and taken into account in the design. Inevitably, challenges will arise that will require 
careful monitoring of the program’s critical path and escalation to senior management if needed. To 
enable effective management oversight, coordination, and quick problem resolution, some form of 
project management office (PMO) should be established.

3. 	Securing adequate resources. Senior leaders are not the only ones who will need to be committed 
to the program. Successful execution will also require significant commitment from people in other 
parts of the organization. It is critical that the right resources be allocated at the right moment to the right 
initiatives. Apart from technical risk experts, who will of course be needed, the front, middle, and back 
offices will also have to mobilize some of their best resources to support the program. As the program 
proceeds and the institution makes progress, capabilities will be built. The institution should also plan on 
allocating considerable financial resources to the program to finance the required IT spend (developing 
new modules, building a new database, etc.) and to acquire external support where needed. 

4. 	Building momentum through “quick wins.” To build the credibility of the program quickly, the 
first wave should comprise initiatives that can be rapidly completed and will have a visible and material 
impact on the organization. By getting some early results – particularly if they provide tangible benefits 
to investment professionals – the institution will be able to gain adherents from the different parts of 
the organization and quickly build the required momentum to ensure, and potentially accelerate, the 
successful implementation of the program.

5. Tracking and communicating progress. To ensure the program is implemented efficiently, a simple 
but effective tracking process is required. To sustain momentum, weekly project oversight meetings 
should be organized to review current progress and discuss any potential obstacles. Progress against 
defined milestones should be communicated not only within the management group and the risk 
team but also across the organization to emphasize the importance of the transformation and bring 
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awareness to the risk program. Finally, progress reports should be presented to the risk committee of 
the board to ensure complete alignment across the organization. 

* * *

While risk management should not be an end unto itself, it is undoubtedly a critical step to more effective 
risk-return management. Institutions that get it right will be rewarded: not only will they be more resilient 
to market events and better at mitigating risks, but they will also develop a much deeper understanding of 
their portfolio and market opportunities, allowing them to maximize their risk-adjusted returns and optimize 
performance. Strengthening the risk management function and turning it into a risk-return optimization 
function will require time and resources but, given the performance requirements and the complexity of the 
environment in which institutional investors operate, it will be a critical success factor.

Leo Grepin (leo_grepin@mckinsey.com) is a director in the New York office, Jonathan Tétrault 
(jonathan_tetrault@mckinsey.com) is a partner, and Greg Vainberg (gregory_vainberg@mckinsey.com) is 
a consultant, both in the Montréal office.
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