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Reputation capital 
Building and maintaining trust in the 21st century 

Introduction 

About reputation capital 

Given the speed and diversity of the information on offer in today’s global 
media society, the saturation of markets with high-quality, yet almost in-
distinguishable products, and a global shortage of qualified specialists, it is 
no longer self-evident that companies can retain employees and suppliers, 
keep their customers’ loyalty, or convince investors to hold on to their 
shares for the long term. A growing tension is emerging between the 
emancipation of consumers and employees on the one hand, and their dis-
orientation in a sea of information and goods on the other. Here, reputation 
is becoming more important as an intangible corporate asset and a means 
of orientation in society. This is because, for a long time now, product and 
price strategies have no longer been the only decisive factors for competi-
tion. Instead, the focus has increasingly turned to the competence, integrity 
and the attractiveness of a company in the battle for stakeholder trust. As 
Alan Greenspan already noted in 2001: “Over time, and particularly during 
the last decade or two, reputation has become the most important corporate 
value.” As we approach the end of the first decade of the 21st century, 
Greenspan will probably be aware just how right he was. For we are now 
witnessing the outbreak of the biggest crisis in finance, the economy and 
confidence in more than 50 years. The massive write-downs in reputation 
capital resulting from this global crisis of confidence have meant that 
many now must do without this valuable asset, which had previously 
helped … 

J. Klewes, R. Wreschniok (eds.), Reputation Capital, DOI 10.1007/978-3-642-01630-1_1,  
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2       Introduction 

• … release reputation bearers from the burden of being constantly moni-
tored and reduce the likelihood of government or public supervision and 
control. 

• … strengthen client trust, ease the recruitment and retention of capable 
employees and improve access to capital markets or attract investors.  

• … legitimate positions of power and build up reserves of trust which al-
lowed companies and politicians – but also researchers and journalists – 
to put their issues on the public agenda, present them credibly and 
mould them in their own interests. 

But a fear of loss is not the only reason for the steadily increasing im-
portance of reputation in corporate management today (or more especially, 
in the minds of top management). Rather, the main reason is that corporate 
reputation has shifted from being an unquantifiable ‘soft’ factor to a meas-
urable indicator in the sense of management control. And it is a variable 
that is obviously relevant to a company’s performance: recent studies by 
the European Centre for Reputation Studies and the Ludwig-Maximilians-
Universität of Munich compared the stock market performance of a portfo-
lio of the top 25% of reputation leaders (based on regular reputation meas-
urements in the wider public) with that of the German DAX 30 stock mar-
ket index. The results show that a portfolio consisting of reputation leaders 
outperformed the stock market index by up to 45% – and with less risk.1   

  
Fig. 1. Performance of ‘reputation portfolios’ vs. the DAX index 
Source: LMU München, IMM 
                                                      
1 See the article by Schwaiger (pp. 39-55) in this volume. 
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Building and maintaining trust in the 21st century 

How can reputation capital be accumulated and managed, especially in the 
context of global markets and information streams? How can this fragile 
asset be secured and preserved in hard times as well? How does reputation 
impact on the behaviour of various stakeholders across the world, and 
which specific opportunities and challenges does globalisation present for 
successful reputation management? These questions are answered by an 
international team of authors in theory and practice in this book, “Reputa-
tion capital – Building and maintaining trust in the 21st century”. Experts 
from various disciplines present concrete solutions for implementing repu-
tation management in a world of global markets and issues, and shed light 
on the concept of reputation from a number of angles. 

In our view, the term ‘reputation’ can best be understood as the sum of 
the expectations that the public places on the future behaviour of an agent 
or institution – based on the public’s direct or indirect experiences (for ex-
ample, via the media). Expectations, if fulfilled, produce the transitory as-
set of trust. Over time, this can crystallise into reputational capital. Reputa-
tion management, then, is in many respects also a question of managing 
expectations. Yet one should draw certain distinctions among stakeholder 
expectations: for example, a company must not only fulfil expectations re-
garding its functional competence (economic reputation), but also those 
regarding its integrity (social reputation). In addition, a positive reputation 
also requires maintaining an unmistakable and emotionally appealing iden-
tity (expressive reputation). Reputation management is therefore always 
subject to a tension between adaptation (expectation management) and de-
limitation (identity management).2 If this balance can be struck, a positive 
reputation will secure a company or organisation long-term competitive 
advantages.  

Yet the difficulty of striking this balance is clearly demonstrated from 
the very first part of this volume: “Reputation in the 21st century – Good 
or evil?” It contains two articles that, despite their different perspectives, 
agree on the central importance of communication in establishing reputa-
tion: “Trust and reputation in the age of globalisation” by Mark Eiseneg-
ger, who heads the Research Institute for the Public Sphere and Society 
(Forschungsbereich Öffentlichkeit und Gesellschaft, fög) at the University 
of Zurich, and “Reputation or: How I learned to stop worrying and love the 
market”, by Jonathan Silberstein-Loeb of the Oxford University Centre for 

                                                      
2 See the article by Eisenegger (pp. 11-22) in this volume. 



4       Introduction 

Corporate Reputation. Both these articles open up a controversial debate 
on the meaning of reputation in the 21st century. 

In the second part, “The business case for reputation”, the authors ex-
plore the significance of reputation in detail. Manfred Schwaiger, who 
heads the Institut für Marktorientierte Unternehmensführung (Institute for 
Market-Based Management) at the Ludwig-Maximilians-Universität in 
Munich, demonstrates in his article “Recognition or rejection: How a com-
pany’s reputation influences stakeholder behaviour” how reputation meas-
urably affects not only stakeholder behaviour, but even a company’s for-
tunes on the stock market. The following article, “What’s measurable gets 
done – Communication controlling as a prerequisite for successful reputa-
tion management”, is by Reimer Stobbe of Münchner Rück, who also 
heads the task force for communication controlling at the International 
Controller Association. He argues that it is necessary to view reputation 
factors from a controlling perspective so that they can be integrated into 
management processes. Kelvin Thompson, who locates and helps to place 
top executives worldwide, concentrates in “The role of corporate and per-
sonal reputations in the global war for talent” on reputation’s role in em-
ployee branding, and examines which management factors really matter in 
the current crisis. This is followed by “The CSR myth: true beauty comes 
from within”, a joint article by the Swiss reputation researcher Matthias 
Vonwil and Robert Wreschniok, who is responsible for reputation man-
agement issues on the consultancy side. They explain, using recent studies, 
why communicating corporate social responsibility can achieve a lot, but is 
of limited benefit when it comes to sustainably improving corporate repu-
tation. The final article in the chapter, “The Brussels reputation story – the 
interplay of public affairs and reputation” by Brussels public affairs expert 
Peter Lochbihler, shows that there is a limit to what conventional commu-
nications can achieve in political lobbying, too – and even more so in 
Brussels when dealing with the European Union.  

Risk is the focus of the third part in this volume: “The 21st century of 
reputation crisis”. First, a completely new approach in the controversial 
debate about enterprise and reputational risk management is presented by 
an Anglo-French team headed by Jean-Paul Louisot, who teaches risk 
management at the Sorbonne in Paris, and Alex Hindson, Head of Enter-
prise Risk Management at AON Global Risk Consulting, in their trilogy on 
the management of reputational risk: “Managing reputational risk – A 
cindynic approach”, “Managing reputational risk – Case studies” and 
“Managing reputational risk – From theory to practice”. We are especially 
pleased that, with these articles, we can venture beyond the Anglo-
American perspective, which tends to dominate current debates. Mean-
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while, Hans Caspar von der Crone, a Zurich lawyer and law professor, 
opens up the field even further with his article “Regulation failure – The 
greatest threat to reputation”, which questions the role of market and state 
regulators. Frank Herkenhoff, who heads media relations at Deutsche 
Börse AG, provides a conceptual framework for the approaches put for-
ward in “Measuring risks to reputation”. This article will be especially use-
ful to those in charge of communications within companies who wish to 
identify and evaluate corporate reputational risks even more precisely. 
Ansgar Thießen of the University of Freiburg then adds another exciting 
aspect to the publicity risks explored by Herkenhoff: namely, the question 
of whether crisis communications is not itself becoming a new risk for 
corporate reputation (“Crisis management in the media society – Commu-
nicative integrity as the key to safeguarding reputation in a crisis”). The 
third chapter closes with two articles that draw on practical experience. 
One is by Jeremy Cohen, formerly responsible for branding at Shell, who 
explores the subject of ‘greenwash’ in his succinct article “Getting the 
stain out of sustainable brands”. The other is by Dirk Popp, who heads the 
Crisis Management Practice at Pleon. In quite concrete terms, he shows 
which instruments will and won’t work for crisis communications today in 
“Our reputation is at stake – Corporate communications in the light of the 
global economic downturn”. 

This sets the stage for the fourth part of the book, “New perspectives for 
reputation management in the 21st century”. The chapter begins – how 
else? – with Barack Obama in an article by community branding expert 
Joachim Kuss: “Community reputation communicates change to the 
world”. And it is a world that could change significantly for Turkey, de-
pending on whether or not it succeeds in joining the European Union. The 
interview “EU accession: Turkey’s reputation on its journey towards EU 
membership” sees Julia Schankin, an expert for country reputation man-
agement at the European Centre for Reputation Studies, in conversation 
with Arzuhan Doğan Yalçındağ, head of the Turkish Industrialists’ and 

ties, hurdles and reputation management activities. Joachim Klewes forges 
a link to the corporate world in his article “Consistency: a proven reputa-
tion strategy – How companies can optimise their message”, which shows 
how complex addressing target groups has become for companies. And 
their messages, as Robert Wreschniok shows in “The Agora of the 21st 
century: On the invention of many-to-one communication”, are increas-
ingly reverberating in the marketplaces and opinion forums of the new so-
cial media. An interim summary is then made by the British reputation re-
searchers Gary Davies and Rosa Chun, who point to “The leader’s role in 

Businessmen’s Association (TUSIAD). They discuss Turkey’s opportuni-
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managing reputation” – regardless of whether one is managing the reputa-
tion of a community, a nation or a company. The chapter is rounded off 
with three case studies on reputation management from various industries: 
first, beverages in “Watching reputation grow – Reputation management 
by Coca-Cola Hellenic” by Jens Rupp, the Coca-Cola Hellenic Sustain-
ability Manager since 2005, then luxury goods in “Never underestimate the 
importance of details” by Tomaso Galli, the long-standing head of com-
munications at Prada, and finally the pharmaceutical industry, with an arti-
cle by the former German Federal Health Minister, Andrea Fischer (“Is 
there no prescription? Reputation in the pharmaceutical industry”). 

In the final chapter, “Reputation strategies for the 21st century”, editors 
Joachim Klewes and Robert Wreschniok present an outlook, describing 
four concrete reputation strategies that can help to accumulate and utilise 
valuable reputation capital in the 21st century – and safeguard it against 
loss. In doing so, the authors pose a question that is not all that easy to an-
swer: who will be the first reputation millionaire of the 21st century? So, 
what would your response be? 
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Part I: Reputation in the 21st century −  
Good or evil? 

Character is like a tree and reputation like its shadow. The shadow is what 
we think of it; the tree is the real thing. 

 
Abraham Lincoln (1809-1865) 

 



Trust and reputation in the age of globalisation  

Mark Eisenegger 

 It will be shown in this paper that the reputation of all agents in our so-
ciety invariably consists of three components. Firstly, their own compe-
tence and associated successes must be continuously demonstrated 
(functional reputation). Secondly, agents must adhere to social norms 
and values in a responsible way (social reputation). And thirdly, every 
agent relies on an emotionally attractive profile to separate him sharply 
from his competitors (expressive reputation). On the basis of this three-
dimensional reputation approach, it is examined how the logic of reputa-
tion constitution has changed in the age of globalisation. Among other 
things, it becomes evident that the greatest reputation risks lurk in the 
sector of social reputation. In today’s global communications society, 
significantly more attention is generated by denouncing moral miscon-
duct than by honouring socially responsible behaviour. In particular, 
companies that boast in their external communications of having a clean 
vest carry a high risk of falling into the “moral trap”. One of the rules of 
successful reputation management described in this paper is conse-
quently: credible social commitment builds on actions and not on words. 
This rule applies all the more strongly at times like the current crisis of 
the financial markets. The concluding focus of this paper is directed to 
this crisis and its consequences for the reputation dynamics in the    
economy and society. 

Trust and reputation – Fundamental and indispensable 

It is trust – not power, wealth, or even love – that is the most important  
operational resource in our society. Why? Without trust, we would simply 
be unable to act. If we were not able to trust third parties to act as we ex-
pect them to act, we would do anything to avoid getting ourselves involved 
with them. For example, we would never think of entrusting our money to 
a bank in the crisis zone of Iraq. We would like to have faith that our bank 

 
J. Klewes, R. Wreschniok (eds.), Reputation Capital, DOI 10.1007/978-3-642-01630-1_2,  
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12      Mark Eisenegger 

will comply with social standards, that we are not being duped or even 
cheated. And we want to be confident that the bank will handle our money 
competently and in our interest. The more we have learned to trust an 
agent (for example, a company), the more comfortable we are likely to be 
relying on that agent in the long term. For, trust is based on the experience 
that an agent has fulfilled our expectations in the past. And trust creates 
confidence that that agent will also fulfil our expectations in the future. For 
this reason, trust cements existing relations and at the same time acts as a 
magnet for future relations. Obviously, this applies not only in business. 
The same law holds in politics and other areas, even in our everyday lives 
and personal relationships. 

However, it is only in rare cases that we can base our trust in those with 
whom we interact on our own experience. And this is where reputation 
comes in. For, whenever we are unable to rely on our own experience, we 
must fall back on the recommendations and judgements of others. Such 
recommendations, however, are nothing else but reputation judgements, 
which we then use to guide us – among other reasons, because it saves 
time and money. Whether we are deciding on a lawyer, a banking partner, 
a school for our children or which politician we should vote for, reputation 
judgements play a role that is central – and, in most cases, even decisive. 
Much more often than is commonly suspected, trust in those with whom 
we interact is based on the judgements of others, which influence us 
through direct or indirect communication (such as the media). 

The true, the good and the beautiful – Three-dimensional 
reputation 

But what is reputation? Or: what are the elements that constitute a reputa-
tion? Irrespective of which agent we consider, be it a company, a politi-
cian, or even an academic, an agent’s reputation always consists of pre-
cisely three reputation dimensions. 

The idea that agents must continually prove themselves in three respects 
is an extremely important theorem in the social sciences. Even the ancient 
Greek philosophers Plato and Aristotle distinguished the worlds of the 
good, the beautiful and the true (Wilber 1999: 50ff.). On this idea, the en-
during respect of the ancient community would only be accorded those 
citizens who served the world of truth in their activities, showed them-
selves to be virtuous citizens in the world of good and also demonstrated 
the requisite inner and outward grace in the world of the beautiful. The 
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same trio appears in Kant’s famous three critiques in the form of objective, 
ethical and aesthetic judgements (Kant 2004a-c). We also see these three 
forms of judgement in Sir Karl Popper’s distinction between an objective, 
a subjective and a social world (Popper/Eccles 1982). And, last but not 
least, these three dimensions make up the core of Jürgen Habermas’s the-
ory of communicative action, with his three validity claims (Geltungsan-
sprüche): propositional truth, normative rightness and subjective truthful-
ness (Habermas 1984). 

These three relationships to the world form the basis of our three-
pronged approach to reputation, which can be applied to any chosen repu-
tation bearer and which consists of three reputation dimensions: the func-
tional, the social and the expressive (Eisenegger 2005; Eisenegger/Imhof 
2008: 125ff.). 

First, agents must, in the world of the true, prove their competence and 
demonstrate the required success. This functional reputation is proven in 
relation to the performance goals of the various functional systems (poli-
tics, the economy etc.). In the economic system, for example, it is meas-
ured by a company’s profits. This reputation dimension follows a strictly 
fact-based logic: functional success or failure is measured by figures that 
can be objectively verified. 

Second, reputation bearers must prove themselves in the social world of 
the good. This gives rise to the concept of social reputation. The central 
question here is to what extent actors are ‘good citizens’: that is, whether 
they simply trample on others in pursuit of success, or whether they act re-
sponsibly, in line with social norms and values. Having an intact social 
reputation requires following codified and non-codified social norms.  

Further, losses of reputation in the social world weigh more heavily than 
losses of reputation in the objective world. Doubts about functional com-
petence can be dispelled by demonstrating fresh success. Perceived moral 
deficiencies, on the other hand, have a longer-lasting effect on reputation, 
and can usually only be remedied with radical measures – such as publicly 
admitting fault. 

Third, agents also possess an expressive reputation. Whereas judge-
ments are fact-based for the functional reputation dimension and ethically 
based for the social reputation dimension, it is judgements of taste that 
dominate in the world of the beautiful (Kant 2004c). Reputation bearers 
are judged according to the emotional attractiveness of their individual 
character and according to how unique they appear. Agents with a positive 
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expressive reputation appear fascinating, sympathetic and unique (see the 
summary in Table 1). 

Table 1. Functional, social and expressive reputation 

Source: Eisenegger/Imhof 2008 p. 130 

Thus it is always these three dimensions – the functional, the social and 
the expressive reputation dimensions – that interact to form the reputation 
of an agent. And this is true regardless of the domain in which the agent 
operates. 

Our personal reputation, too, is always constituted at these three levels. 
Thus, we cultivate our functional reputation by showing ourselves to be 
successful and competent in our business lives. Second, we nurture our so-
cial reputation, clearly signaling that we are people of integrity – partners, 
buddies, friends, who act responsibly. And third – the match-winner – we 
do everything to be noticed and found fascinating. To avoid being seen as 
a bore or as a run-of-the-mill person: this is the goal of personal, expres-
sive reputation management. 

We are now in a position to describe the secret of positive reputation. 
Agents with an intact reputation successfully advance the aims of their or-
ganisation (functional reputation), they act responsibly (social reputation) 
and they have a profile that clearly delimits them from the competition 
(expressive reputation). 
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All in all, the secret of positive reputation centres around striking the 
difficult balance between adaptation to functional and socio-moral expec-
tations and successful expressive delimitation (see Figure 1). It is impor-
tant to emphasize this aspect of delimitation: successful reputation man-
agement requires occasionally not bowing to a social trend in order to 
remain true to one’s self-image. To return to the example of banks used in 
the introduction: the ability of some banks to withstand the pressure of the 
derivatives industry in past years – that is, by staying focused on longer-
term and more sustainable goals – has yielded dividends, at least, in the 
current financial crisis. 

 
Fig. 1. Reputation management in tension between adaptation and delimitation 
Source: Eisenegger/Imhof 2008 p. 131 

Why is reputation important? 

Reputation, then, creates confidence in functionally appropriate and mor-
ally correct behaviour and increases the expressive conspicuousness of its 
bearer. This points to the functions that reputation as a factor can fulfil. 

There is considerable research already on the commercial utility of repu-
tation. An intact reputation makes it easier to create customer bonds and 
attract competent personnel. It increases access to capital and reduces 
credit-related costs. Generally, a superior reputation erects for companies a 
barrier that forestalls customer loss, and keeps market predators at bay 
(Schwaiger 2004). Yet, merely listing such economic functions – however 
central they may be – by no means does justice to the importance of repu-
tation. For, in our society at large, reputation performs a fundamental 
steering function. 

One elementary function of reputation, from a global social perspective, 
is to legitimate disparities in power. Power vested in those above must be 
recognised by those below to be regarded as legitimate. Power that cannot 
be secured by means of violence or repression has to be earned by an ade-
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quate reputation. For this reason, positions of power sooner or later be-
come fragile once reputations sustain significant damage. Not coinciden-
tally, we almost daily learn of high-ranking politicians or CEOs forced 
from office because their tattered reputation means their position is no 
longer tenable. And because the modern mass media is skilled in critically 
examining the reputation of those with status, it plays an increasingly im-
portant role in deciding who among the ‘top brass’ can stay, and who must 
go. 

Additionally, an intact reputation minimises social control. A good 
name removes the need to continually monitor the actions of reputation 
bearers. An intact reputation thus gives agents more freedom to act. By 
contrast, the more besieged the reputation of an institution, organisation or 
executive board, the greater the pressure to control and regulate them. In 
such cases, formalised rules (including the possibility of sanctions) com-
pensate for the lack of reputation. It is therefore unsurprising that all sub-
stantial regulatory changes in the past have been triggered by reputation 
crises. The Sarbanes-Oxley Act and the surge in regulation of corporate 
governance can only be explained against the background of the huge ac-
counting scandals and management excesses around the turn of the millen-
nium. And one does not have to be a prophet to foresee that the current fi-
nancial crisis and the associated loss of trust in the free-market economy 
will prompt a plethora of new regulations. 

Regularities 

Professional reputation management relies on knowing the most important 
factors that decide whether a good reputation is won or lost. 

The following discussion outlines several important findings and how 
the logical constitution of reputation has changed in the age of globalisa-
tion. These findings are based on a study of the reputation history of seven 
global players in international media from 1965 to 2005.1 

• Finding 1: Corporate social responsibility issues have become much 
more important 

                                                      
1 The following companies were analysed: UBS (previously SBG / SBV), Credit Suisse, ABB (previ-

ously BBC), Holcim; Novartis (previously Ciba and Sandoz), Roche and Nestlé. The basis for the 
reputation analysis was the following group of quality newspapers: Neue Zürcher Zeitung, New 
York Times and Frankfurter Allgemeine Zeitung. 
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Fig. 2. Development of reporting on corporate social responsibility in international 
news media 

In the global age, corporate social responsibility, or social reputation, 
has become significantly more important. Figure 2 shows that reporting on 
corporate social responsibility topics increased continually from 1965 with 
respect to the global players analyzed. How can this be explained? On the 
one hand, it is important to note that ethical questions have assumed cen-
tral news value in the international media arena. Questions about ‘good’ 
and ‘bad’ have become core ratings generators in modern journalism. On 
the other hand, politics has – crucially – not been able to keep up with the 
globalisation of the economy. Because politics, which for the most part 
operates at nation-state level, is unable to ensure social well-being on a 
global scale, pressure has increased on multinationals to assume social re-
sponsibility. 

• Finding 2: Social reputation is a minefield 

Managing one’s social reputation has therefore become much more im-
portant in the age of globalisation. However, far greater risks attach to so-
cial reputation than functional reputation. This is illustrated in Figures 3 
and 4. 
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Fig. 3. Development of social reputation of analysed global players2 

 
Fig. 4. Development of functional reputation of analysed global players 

What is immediately striking is that the values for social reputation 
(Figure 3) are always lower than those for functional reputation, based on 
the economic performance of the major corporations analysed (Figure 4). 
One can summarise this as follows: the world of social reputation is a 
minefield for global players. For the reputation management of global 
players this means: functional reputation offers the best opportunities for 
                                                      
2 The reputation index here measures the reputation of the companies analyzed as conveyed by the 

media. For this, all media reports for a certain time period were coded. The index ranges from +100 
to -100. A (hypothetical) value of +100 means that only positive reports on the company were pub-
lished in the relevant time period. Conversely, a value of -100 means that reports on the company 
over the time period were exclusively negative. 
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profiling the corporation. By contrast, as far as social reputation is con-
cerned, a defensive strategy is called for: the aim is not to garner applause, 
but instead to avoid attracting negative headlines. 

Especially those companies that are somewhat too bold in presenting 
themselves as snow-white in external communications risk stumbling into 
a ethical trap. This was exactly the mistake made by IT company Google, 
for example. It wanted to profile itself with the motto “Don’t be evil”. It 
then became publicly known that the company was censoring internet sites 
under pressure from the Chinese regime. Google was accused of violating 
its own ethical principles. One can learn from this: credible social respon-
sibility is about action, not words. In the social world, companies should 
quietly comply with social standards without continually broadcasting 
their commitment. Managing social reputation by public relations alone is 
perilous. 

However, one should draw some distinctions here: the biggest risks in 
the social world are born by the Goliaths of the economy, that is, the 
global players. Barely a single large corporation has so far managed to 
score sustainable points in the social reputation dimension. On the other 
hand, the Davids – that is, companies that operate locally and regionally – 
are significantly more successful in the social world. The bigger and more 
powerful the global player, then, the greater the pressure of expectations 
and the more critically the actions of these market giants are monitored. It 
therefore is not surprising that McDonald’s (as Number 1 in the market), 
and not Burger King, is the principal target of the anti-globalisation 
movement, or that Microsoft, and not Apple, is the preferred target for 
young hackers. As the size of a company increases, so too does the need to 
professionalise reputation management. 

• Finding 3: Personality cults are harmful 

Not only the rash cultivation of social reputation is dangerous, but also 
an exaggerated personality cult. The more strongly the reputation of a 
company is fixed to an entrepreneur or CEO, the more vulnerable it is. It is 
hard to attribute fault for wrongdoing to an abstract entity like an entire 
company. A famous person, by contrast, can be superbly pilloried. Also, if 
a company is perceived too exclusively in terms of its top management, it 
must rebuild its reputation each time management changes. This is expen-
sive. Many companies have underestimated this in the past: they have en-
couraged a star cult, thus inhibiting the establishment of a sustainable 
reputation. 
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In conclusion: The financial market crisis and its 
consequences 

We are now witnessing the biggest financial and economic crisis in 80 
years. How will this impact on the dynamics of reputation in the economy 
and in society? First, we should observe that we are underrating the current 
financial crisis if we choose to describe it only in terms of hard economic 
figures. This crisis is not only about nose-diving share prices, the collapse 
of once-reputable banks and automobile companies, the bankruptcy of en-
tire national economies or the danger of a global recession. This crisis is 
much more than that. It is a gigantic crisis of trust and reputation for the 
entire economic system. What began about one and a half years ago with 
the failure of a small number of mortgage banks, going on to engulf Wall 
Street and major international banks and now to reach the real economy, 
has swollen into a genuine crisis of confidence in the entire free market 
economy. Joseph Stiglitz, the famous Nobel Prize laureate in economics, is 
probably right in speaking of an end to the economic ideology that has 
long prevailed: namely, that free, deregulated markets always work better 
than those supervised by the state. 

And so, we are now seeing a new arrangement emerge between the 
economy, the state and society. The free market economy, in the context of 
this crisis, is losing reputation, while politics and the state are gaining 
reputation. There are renewed calls for the state as shareholder and owner, 
the state as an active player in the economic process. State backing now 
creates a competitive advantage for the companies taking advantage of this 
state aid. For a long time the state was seen, especially by these agents, as 
a hindrance to the market economy. There is, however, the danger that 
confidence in companies that receive state guarantees will increase, while 
companies that have no need for such assistance – that is, those that have 
been circumspect in the past – will lose reputation. 

In general, there are good grounds for supposing that the neo-liberal era 
is at an end. This has not, however, been caused solely by a rediscovery of 
the state. What matters here is the combination of a social and functional 
loss of reputation among the ruling, global business elite. This can be seen 
especially clearly in the development of the ‘swindler’ (Abzocker) debate 
about the permissible amount of management remuneration. Up until 
summer 2008, this issue was debated only at an ethical level. People re-
garded the often exorbitant salaries of management as perhaps immoral, 
but not as a threat to the overall system. The debate first began to make an 
impact when it became linked to the system as a whole: in other words, 
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with the insight that compensation for the business elite and its conse-
quences was not only a manifestation of market principles, but was also 
complicit in the demise of the free market economy in its neo-liberal form 
– both in real terms and ideologically. Shareholder value, short-term return 
targets, irrationally high equity returns, excessive management remunera-
tion and bonuses are today seen as central causes for the irresponsible as-
sumption of risks that have driven the economic system to the brink. 

The neo-liberal principles of success, then, have run aground. The re-
sult: companies that can credibly combine economic success with social 
responsibility and that have always been oriented towards guaranteeing 
sustainable yields are experiencing a boost in confidence through the cri-
sis. Unsurprisingly, there is a revival in reputation for regionally active 
business and local jobs, while financial market capitalism and the ideology 
of shareholder value are now massively on the defensive. 

Crises of confidence as gigantic as the current one have the power to 
fundamentally reshape society. Things are sure to remain exciting for some 
time yet! 
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Reputation or: How I learned to stop worrying 
and love the market 

Jonathan Silberstein-Loeb 

Contrary to popular belief, reputation does not always remedy market 
imperfections, but may exacerbate them. This is obvious once it is made 
clear that as a form of belief corporate reputation is akin to testimony. 
As such, reputation may subsist on unreliable beliefs. Reputation neither 
holds market actors to account nor is it a panacea for problems associ-
ated with tacit, or incomplete, contracts. Once it is clear that reputation 
may distort the market, it follows that the way in which firms may profit 
from reputation is by employing it to maximise the advantages of there 
being scarce, and imperfect, information in the market. A series of 
propositions for the strategic deployment of reputation follows from this 
observation. The critical question facing any corporation that would 
profit by its reputation is the extent to which it can foster an unjustified 
reputation before the market catches up with it. 

Studies concerning corporate reputation often begin with an epigram – 
typically from Shakespeare – intended, presumably, to indicate the time-
less importance of reputation to human relationships. Although Cassio’s 
childish lamentation in Othello about his loss of reputation is oft quoted in 
this context, noticeably overlooked is Iago’s more mercenary reply. Iago 
advises Cassio not to fret about his loss of reputation. ‘Reputation’, says 
Iago, ‘is an idle and most false imposition…’ (2.3.268-69). Though Iago 
was a back-stabbing cheat, there is truth in his words, at least more than 
scholars of corporate reputation typically concede. Critical though its role 
in economic transactions may be, reputation and the market are at odds. 
This is because reputation may be unreliable. The interaction of a variety 
of different forms of information in the market reveals whether a reputa-
tion is reliable or not. When other forms of information do not move effec-
tively in the market, an unreliable reputation may persist. It is for this rea-
son that reputation may distort the market. Reputation neither holds market 
actors to account nor is it a panacea for problems associated with tacit, or 
incomplete, contracts. If it is a form of social capital, it exhibits some odd 
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characteristics, as it is often a liability and may stymie innovation. The 
way in which firms may profit from reputation is by employing it opportu-
nistically; which is to say, by using reputation to maximise the advantages 
of there being scarce, and incomplete, information. A series of proposi-
tions for the strategic deployment of reputation follow from this observa-
tion, which suggest that the critical question facing any corporation that 
seeks to profit by its reputation is the extent to which corporations can fos-
ter an unreliable reputation before the market catches up. 

Reputation and testimony 

As a form of information, reputation is similar to testimony. According to 
one standard definition, corporate reputation is the ‘overall estimation in 
which a company is held by its constituents’ (Fombrun 1996, p. 37). In 
other words, the beliefs or opinions of the community in question deter-
mine a company’s reputation. This definition is unsatisfactory because it 
leaves unspecified the nature of the belief involved in reputation. The be-
liefs that are involved in determining reputation are typically acquired 
through testimony. In both the case of testimony and reputation, we are in-
terested in the beliefs conveyed by other human agents (as opposed to the 
acquisition of belief via our senses, or via scientific instruments, or some 
other form of perception). Although a great number of beliefs arise 
through testimony, and the inferences drawn from it, accepting or believ-
ing such assertions on the word of the speaker may not seem satisfactory. 
At question is whether the speaker is reliable, but what constitutes a reli-
able source is not immediately clear, and some background about the 
source may be critical to such determinations (Bohnet and Huck 2004). In 
the case of online transactions, such as the purchase of comic books on 
eBay, reputation must be supplemented by knowledge about the seller. 
Even then, certification is believed to be more transparent, and so has a 
greater impact on prices, than reputation (Dewall and Ederington 2006). 
Reputation is largely gossip, the accepted whisperings of the haut monde, 
the received wisdom. This is well known in the social sphere and it is for 
this reason that while our reputations may precede us, we are enjoined not 
to judge books by their covers. 

Corporate reputation may in fact be built on the absence of truth and re-
liability. Imagine the case of a dishonest, but nevertheless highly regarded, 
PR firm that issues false statements about a company. Here, through the 
work of the PR firm, the company has a reputation in the community, even 
though the beliefs about the company (and the PR firm) are unreliably held 
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and false. This shows that neither reliability nor truth are necessary condi-
tions for reputation. A reputation may be founded on falsely held beliefs, 
but, having said this, the beliefs that constitute a company’s reputation are 
not necessarily unreliable or false. For example, beliefs about the reputa-
tion of a company are reliable if its PR firm delivers statements that are 
true more often than not (i.e. if the firm is a reliable provider of informa-
tion). Determining whether or not the PR firm is reliable may require 
background information. At the same time, just as many beliefs acquired 
through testimony may fail the test of reliability, many beliefs about the 
reputation of a company may fail to pass the test as well. Accordingly, it 
may be said that 1) the reputation of a company is determined by testimo-
nial belief, and 2) the beliefs that determine the reputation of a company 
may be either true or false. These characteristics determine the uses of cor-
porate reputation. 

In a market in which everyone has access to all the information that is 
potentially available about any company there would be no need for the 
nebulous and inexact element of communication known as reputation. In-
formation about goods and services would move so effectively that it 
would be apparent if the beliefs held about a particular company were true 
or false. Reputation would not precede purchase, for other forms of infor-
mation would forestall it. In many markets, however, information is 
scarce. It does not move smoothly and is often distributed unevenly, so 
that certain parties possess more information than others, which they ex-
ploit to gain advantages. This is all common sense and widely observed. 
Of course markets are imperfect. What is less appreciated, although no less 
commonsensical, is that reputation may not remedy imperfections but ex-
acerbate them. It is for this reason that reputation is so critical to corpora-
tions, for reputation may be strategically deployed to take advantage of in-
formation asymmetries and to swell profits. 

Reputation may distort markets because it is often a red herring. This is 
neither to deny that reputation plays an important role in determining what 
products people purchase, what companies they work for, and which com-
panies they invest in (Fombrun 1996, p. 5), nor is it to contradict assertions 
that reputation may provide firms with a sustainable competitive advantage 
(Barney 1991), but given the nature of reputation as a form of belief, it is 
rather surprising that it should at times be so influential in colouring peo-
ples’ opinions. People believe in reputation, true or false, presumably be-
cause the costs of corroboration are too high, yet reputation is often forged 
of untrustworthy stuff. The extent to which reputation and other forms of 
testimony are reliable depends on the source, and some sources are more 
reliable than others, but ascertaining which sources are reliable is not so 
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easy. There is also the difficulty that reliability does not necessarily ensure 
truth: a person who tells the truth more often than not is said to be reliable, 
but they may still lie on occasion. Indeed, the element of time and the fre-
quency of observation exacerbate the problems associated with reputa-
tional beliefs. In addition, it is not readily apparent how one might set 
about testing the reliability of a particular reputation or ascertaining to 
what extent reputation is a determining factor, especially because of the 
multidimensional character of reputation (Dollinger et al. 1997). Yet, often 
models which appear to support claims that reputation reduces ex ante un-
certainty, particularly those pertaining to investment bank and auditor 
reputation, assume that reputation is reliable (e.g. Balvers et al. 1988; 
Chemmanur and Fulghieri 1994; Banerjee and Duflo 2000). Models that 
assert reputation is causal may rely on proxies for reputation, such as firm 
size or compensation (e.g. Beatty 1989), which artificially constrains repu-
tation and the externalities it exhibits.  

Reputation and the market 

As such, reputation has no rightful place in the market, where reliable in-
formation is the gold standard and anything less is base metal. So it is vex-
ing that reputation nonetheless remains an intractable element of economic 
relationships. It is little wonder that reputation is so important in service-
based industries, such as consulting, because the goods these industries 
provide are ‘bought on faith’ (Fombrun 1996, p. 7), but surely this obser-
vation is cause more for concern than reassurance! Reputation exists in the 
market in lieu of complete information. It has been imported from the so-
cial sphere in which all economic transactions are embedded (Granovetter 
1985). Reputation is an inexact measure to be sure, but in the social sphere 
it is of paramount importance. For few are willing – who can? – to probe, 
prod, and inspect acquaintances, friends, and life-partners to ascertain if 
they make the grade. We cannot transform these relationships into measur-
able commodities, which is truly just as well, and reputation is much of all 
we have to go on when determining whom to befriend, avoid, or engage. 
Given the opacity of reputation, it is little wonder that the conducting of 
social relationships is a complex and inexact science, yet we would be 
foolhardy to wish it any other way because it would no less than transform 
interpersonal communication into commercial transactions. 

Reputation occupies a place in market relationships because the market 
cannot be extracted from society without consuming it (Polanyi 2001). In 
the market, however, we do (we must!) prod, probe, and inspect the grade 
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of our beef (and other commodities) because reputation alone is hardly an 
effective mechanism for avoiding Bovine Spongiform Encephalopathy. If 
anything, reputation impedes the necessary process of corroboration and 
certification because unless some system of inspection is imposed by stat-
ute, farmers with a good reputation may avoid scrutiny and infect the 
populace with impunity. Consider, for example, the recent case of Peanut 
Corporation of America, whose principal product was found to be con-
taminated with salmonella. The company was clearly unconcerned with its 
reputation, having been sued on several prior occasions for toxic contami-
nation of its peanuts (Chapman and Newkirk 2009). The company flouted 
health codes, perhaps even on the wings of an unreliable, but good reputa-
tion, and it did so to the great financial gain of its principal owners because 
other forms of information did not move quickly and effectively through 
the market. 

Other forms of reliable information are transmitted through, and gener-
ated by, the market, and as this information accumulates, it supplants repu-
tation. The relationship between unreliable information and the market is 
dialectical. Reputation, reliable or not, may precede corroborating informa-
tion. Further information may indicate that a reputational belief is reliable; 
alternatively, it may reveal it to be unreliable. In turn, a new reputation 
emerges and the process begins again. The extent to which the market 
functions as an effective conduit for information determines the remit of 
reputation. Consider, for example, the reputation of Bernard Madoff, the 
great scam-artist. Madoff’s reputation as a suave investor was secure, and 
so were his falsified earnings, until reliable information about his actions 
caught up with him. This information slowly seeped through the market. 
As we now know, true beliefs moved all too slowly, and reputation, em-
ployed opportunistically, was allowed to hold sway over the thoughts of 
many. Madoff did not so much squander his reputation as much as he used 
it to great effect. He made effective use of reputation to exploit informa-
tion asymmetries in the market. For all intents and purposes, the market 
failed and it was only after the authorities were roused to action that the 
ruse was revealed. Only now have investors realized how unreliable their 
belief in Madoff’s reputation actually was. In short, the market is fre-
quently an ineffective regulatory mechanism, and reputation may hinder its 
operation. 

It is, however, sometimes claimed that reputation holds economic actors 
to account and that it fills the interstices between regulatory regimes with-
out imposing upon the market the straightjacket of government interven-
tion. According to this argument, corporations or individuals fear damage 
to their reputation and this fear obliges them to behave properly. Reputa-
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tion is, of course, very much a part of the market, and so the central pillar 
of this thesis rests on claims that the market is self-regulating or at least 
self-enforcing. There are many instances to suggest that this is plainly not 
the case. Ever since the modern joint stock firm emerged in the middle of 
the nineteenth century, the state has been obliged to intervene in the affairs 
of corporations to prevent behaviour offensive to society (Foreman-Peck 
1995). Since then, it has been obvious that reputation is not up to the job of 
playing taskmaster to corporations. Upton Sinclair understood this when 
he visited the jungle-like meatpacking warehouses of Chicago (Sinclair 
1906), and it has been reaffirmed by the recent case of Peanut Corporation 
of America, which is but one more example in a long list of corporations 
that said one thing but did another.  

The strength of the argument that reputation holds companies to account 
lies in the assumption that reputation aids the self-enforcing mechanism of 
the market but this is also contestable. Reputation may be too ambiguous 
and easily perverted to hold companies to account, for even when a firm is 
caught behaving badly, its reputation may emerge unscathed, as the Mad-
off saga exemplifies (Applebaum et al. 2008). It is certainly the case that 
social and cultural norms may, in the absence of statutory regulation, hold 
economic actors to account, but it is imperative not to confuse such norms 
with reputation. Adherence to social norms may facilitate the establish-
ment of a good reputation, but this does not mean that fear of losing repu-
tation will prevent actors from ignoring these norms. Whether these norms 
may hold agents to account depends upon their strength in a given society, 
and the extent to which they factor in to any risk-reward analysis. Punish-
ment to cheaters, through lost future trade, may encourage cooperation be-
tween contract parties (Kreps 1990), but this enforcement mechanism re-
quires that the cheater be apprehended, which is another way of saying that 
reputation enforcement is effective only when information about cheating 
is good and frequent (Allen and Lueck 1992, p. 369). If a firm calculates 
that the profits to be obtained from behaving poorly outweigh the risk of 
being caught, it is likely to behave poorly. If there is no fear of being 
caught, firms behave with impunity. Moreover, in certain circumstances, 
reputation may permit of illicit behaviour. An unreliable, but widely held 
good reputation, provides a suitable smokescreen from behind which firms 
may behave badly (Dejong et al. 1985). So far as economic actors are 
afraid of reputation it may be because it is an unknown quantity. It is, as 
Iago put it, ‘oft got without merit, and lost without deserving’ (2.3.269-
70). 

It is likewise confusion between social norms and reputation that leads 
some scholars to claim that corporate reputation is of significance for the 
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maintenance of incomplete or tacit contracts because it underwrites prom-
ises. According to such arguments, reputation acts as an adhesive that 
binds parties together, and limits opportunistic behaviour, in circumstances 
when contracts are either infeasible or otherwise incapable of covering all 
potentialities. This is clearly the case, although little more that common 
sense, for in situations that cannot be reduced to economic or legal terms, 
society must hold sway. Tacit contracts are predicated foremost on social, 
and not economic, bonds, although they may be made for commercial rea-
sons (vide Allen and Lueck 1992). As noted above, reputation is perforce a 
mechanism used to conduct social relationships, but it may still not be a 
suitable proxy. Instances of simplistic contracts, ill-defined products, di-
vergent legal systems, and cross-boundary disputes (Banerjee and Duflo 
2000) may be a product of poor lawyering, which reputation only occa-
sionally and unpredictably remedies. A solution to such difficulties that 
adheres to the rule of law, as opposed to the caprice of social relationships, 
may be preferable. This is because reputation may be opportunistically 
employed in contracting. In certain circumstances a contracting party may 
favour entering a legally unenforceable, discretionary financial contract on 
the basis of its reputation so that when the party refuses to honour the con-
tract, only its reputation is liquefied and its financial capital remains intact 
(Boot et al. 1993). Reputation may also be an unsatisfactory proxy for 
formal contract because there is just as much reason to believe that reputa-
tion may increase the costs of tacit contracts as much as there is reason to 
believe that it decreases them. The problem is that the actual effects of 
reputation in tacit contracts are not clear, and being uncertain this poses a 
risk. Anecdotal observations about social relationships suggest that reputa-
tion is ephemeral and not sufficiently binding to constitute a solid basis for 
long-term contracts. In social relationships that last and function well, 
more significant than reputation are other mechanisms of social interac-
tion, such as love, reciprocity, respect, and trust. 

Unlike respect and trust, reputation is not an obvious form of social 
capital, indeed it may be a source of considerable liability. Reputation and 
social capital are clearly linked, and though this relationship requires fur-
ther exploration (Bohnet and Huck 2004), perhaps reputation may be said 
to act as a catalyst in the creation or diminution of social capital. A bad 
reputation, reliable or not, is clearly something to be avoided, in part be-
cause it may adversely impact the value of social capital. A bad reputation 
may not reflect current performance, but may follow a firm even after it 
has amended its ways (Tirole 1996). Call this the Scarlet Letter Syndrome 
after Hawthorne’s Hester Prynne, who repented but was forever consid-
ered an adulteress. It is a sign of the fickleness and inadequacy of reputa-
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tion as a form of information that even a good reputation may prove debili-
tating. Consider a firm that possesses a good reputation among a particular 
clientele. As soon as it attempts to attract wider patronage it may be seen 
as ‘selling out’. Similarly, the distorting effect reputation has on public 
perception may prevent the implementation of effective government policy 
(Backus and Driffill 1985). Concerns about reputation, whether reliable or 
not, may also inhibit banks from accepting recapitalisation rescue pack-
ages in times of crisis, although prudent strategy suggests they do other-
wise (Corbett and Mitchell 2000). As a reputation forms over time, and 
because it is predicated on networks of opinion and testimony, it may 
prove path dependent and, in this way, limit innovation and inhibit diversi-
fication just as in the social sphere reputation in a small town may con-
strain behaviour in stultifying ways.  

In sum, reputation may harm market relationships. None of this is to 
contest the pivotal role that reputation plays in market relationships, but 
simply to call attention to what it is. There is no denying that reputation af-
fects corporate profits and a firm’s licence to operate, but to understand 
why this is the case, it must first be understood that reputation often dis-
torts the market, takes advantage of information asymmetries, and exploits 
others’ lack of information. It is not for some reason of ‘enlightened self-
interest’ (Fombrun 1996) that firms should be interested in reputation. 
Rather, it is precisely because reputation effectively distorts the market 
that corporations should acknowledge it as a prime vehicle for exacting 
profits. 

Propositions 

From a corporation’s point of view there are, broadly speaking, two kinds 
of reputation: good and bad. Good and bad reputations come in two varie-
ties: reliable and unreliable. From the foregoing observations, we derive 
the following propositions: 

1. To avoid a bad reliable reputation, don’t do anything bad. If bad be-
haviour pays, pursue a good unreliable reputation. 

If a company’s reputation for delivering goods behind schedule is reli-
able, then it must deliver goods behind schedule. The market knows what 
the company is doing and dislikes it. There are two ways to overcome this 
problem: either a) deliver goods on time, or b) attempt to distort the market 
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by generating an unreliable good reputation through some form of market-
ing. See proposition 4. 

2. To overcome an unreliable bad reputation, continue to behave well, 
facilitate the flow of market information, and amplify this informa-
tion with marketing. 

If a company’s reputation for delivering goods behind schedule is      
unreliable, then it must deliver goods on schedule. The market does not 
know what the company is up to, but thinks what it is doing is bad. To 
overcome this problem, increase the amount of information available in the 
market about the company and facilitate recognition of the company’s 
good behaviour through marketing. 

3. To establish a good reliable reputation, do what you say and say what 
you do. 

If a company’s reputation for delivering goods on schedule is reliable, 
then it must in fact deliver goods on schedule. In a well-functioning mar-
ket, good behaviour will be rewarded with a good reputation. This is 
widely held to be the most sustainable approach to managing reputation  
effectively, but other authors typically arrive at this conclusion based on 
some argument about ‘enlightened self interest’ (e.g. Fombrun 1996). 
Here, this proposition follows from the relationship between reputation 
and the market explained above. 

4. Maximise the benefits of a good unreliable reputation, but beware the 
market. 

If a company’s reputation for making quality products is unreliable, but 
nevertheless widely believed, the company may, for example, safely fabri-
cate its products cheaply, sell them at an inflated price, and profit thereby. 
This is a risky strategy because the market may act as a strong corrective 
mechanism, but it is also potentially the most profitable. Whether or not 
the potential reward outweighs the risk must depend upon the extent to 
which the market distributes information effectively and the ability of the 
firm to keep such information concealed. 

Markets, information, and reputation 

Seen this way, the most important question facing any company that seeks 
to profit by its reputation is: how imperfect is the market? If the market is 
highly imperfect, and information moves slowly or ineffectively, then a 
company may safely profit from an unreliable good reputation. If the mar-
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ket is an effective source of information, however, then firms should be 
wary about pursuing such strategies. Future scholarship on the subject of 
corporate reputation might usefully address questions concerning how 
market arrangements affect a company’s ability to profit by its reputation.  

These questions should be directed toward determining the nature of the 
institutional environment in which the corporation in question operates and 
how this affects the flow of information. Recent work in socioeconomics 
may aid the study of the relationship between market environment and 
corporate reputation. Firms are embedded in social relations (Granovetter 
1985), and whether a firm transacts more in a market or a network will af-
fect its transaction costs and its performance (Uzzi 1996). Work on the im-
portance of status in market relationships may also be useful (Podolny 
1992). The strength and nature of the relationships in which a firm oper-
ates will affect the flow of information (Baker et al 1998) and as informa-
tion becomes increasingly important to economic transactions, institutional 
forms may change (Adler 2001). 

Relationships within markets, and the uses of reputation, may change 
depending upon the evolutionary state of a particular market. A market 
may be nascent, in which case relationships are uncertain. It may be estab-
lished, so that relationships are more distinctly hierarchical. Alternatively, 
a market may be in a state of crisis, so that relationships are in flux (Flig-
stein 2001; 1996). Further research is required to ascertain whether, and if 
so how, the limits of corporate reputation change according to the classifi-
cation of markets. A taxonomy of these arrangements is required based on 
the way in which each arrangement affects the distribution of information 
and the remit of reputation. Literature on inter-firm cooperation may help 
with this endeavour (Fear 2008). Similarly, further research is required to 
understand how the internalisation of inter-firm relationships affects the 
flow of information and the limits of corporate reputation (Blois 1972). 

In assessing the setting in which firms operate, it is of particular impor-
tance to analyse the institutions that directly affect a firm’s ability to dis-
tort the market by means of an unreliable reputation. The legal system, and 
especially the laws pertaining to contract, corporate defamation, and com-
pliance, may be of importance. The perceived role of the media, among 
businesses, journalists, and the public, is also critical. So too is the per-
ceived function of government regulators. Further study of the relationship 
between the news media and reputation should attempt to ascertain the ex-
tent to which the media aim to hold corporations to account and if this pre-
vents corporations from profiting by their reputation. In assessing the role 
of regulators, students of reputation may be well served by investigating 
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how the rules and oversight established by government affect the flow of 
market information. In addition, the different mechanisms by which infor-
mation moves in labour markets should also be investigated. 

Each of these market and institutional arrangements may differently af-
fect the many facets of corporate reputation. Corporate reputation comes in 
many forms. It exists among businesses, within businesses, and between 
businesses and non-corporate actors. These categories may be further di-
vided to include the various elements of the supply or production chain, 
labour relations, and consumers. The actors in these categories may in turn 
be classified according to function, such as banks, consumer groups, 
manufacturers, mid-level workers, and so on. For example, an individual’s 
incentive to maintain a reputation may change depending upon the reputa-
tion of the group to which the individual belongs (Tirol 1996). At each 
level in this taxonomy of market relationships, the determining characteris-
tic should be the extent to which different arrangements affect a firm’s 
ability to manipulate its reputation to its advantage. 

Once it has been observed how information moves through different 
market arrangements, this taxonomy may be linked with the study of cor-
porate reputation. Presumably different forms of information will move 
more effectively through different arrangements. We may hypothesize that 
in markets where information moves quickly and is evenly distributed, 
firms will find it difficult to maintain unreliable reputations. In such sce-
narios, the most effective strategy vis-à-vis reputation will be for a corpo-
ration to do what it says and to say what it does. In circumstances in which 
information does not move effectively, or is asymmetrically distributed, it 
may be possible to develop and profit by an unreliable good reputation. 
We would also expect that in information-poor environments unreliable 
bad reputations would also increase and be more ‘sticky’ than in informa-
tion-rich environments. In sum, though we may be loath to trust the testi-
mony of a disreputable character, it appears that Iago’s thoughts on reputa-
tion may help to develop a strategic role for reputation in different 
markets. 
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Part II: The business case for reputation 

The two most important things in any company do not appear in its 
balance sheet: its reputation and its people. 

 
Henry Ford (1863-1947) 

 



Recognition or rejection − How a company’s 
reputation influences stakeholder behaviour 

Manfred Schwaiger, Sascha Raithel and Matthias Schloderer 

Even in times of financial crisis a large percentage of a company’s mar-
ket value is determined by intangible assets, among which corporate 
reputation is frequently quoted as the most important one. While some 
research has been done lately on the correlation between reputation and 
customer behaviour, we focus on the effects of a good reputation on fi-
nancial performance and on the willingness to apply it surveyed in the 
recruiting market. The main findings cover the facts that reputation 
leaders substantially outperform the corresponding stock market index at 
lower risk and that there is a high correlation between reputation and 
willingness to apply as well as salary demand. 

Reputation as a management objective 

Looking at the market to book ratio of S&P 500 companies between 1980 
and 2002 reveals that the proportion of tangible assets has climbed from 
25% of the market value in 1980 to about 75% in 2002 – during the peak 
of the dotcom bubble this share has reached no less than 85% (Lev 2001, 
2003; Ballow et al. 2004). We obtain a pretty similar picture when looking 
at the HDAX companies in Germany.  
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Fig. 1. Ratio between market value and book value for HDAX companies (1980-
2008)1 

Figure 1 provides strong evidence that, with the exception of the finan-
cial crisis in 2008/2009, more than two thirds of the companies’ market 
value were based on intangible assets. Reputation is arguably the single 
most valued organisational asset (e.g. Gibson et al. 2006; Pharoah 2003), 
without doubt it is a construct of growing importance in management re-
search.  

Reputation is mostly described as a general evaluation of a company by 
its various stakeholders (Gotsi and Wilson 2001, pp. 27f.). According to 
Schwaiger (2004: pp. 49f.) reputation is best seen as an attitudinal con-
struct combining an affective and a cognitive dimension we will call like-
ability (affective) and competence (cognitive) later on. As opposed to other 
conceptualisations we do not only allow for (objective) knowledge, but al-
so for more subjective perceptions as well. In line with Dozier (1993: p. 
230) we state that reputation may be based on direct experiences as well as 
on processed communication messages. Notwithstanding that reputation is 
based on a corporation’s facts (like products and services, strategy, quality 
of management and employees, market position and many others), corpo-
rate communications play an important role in the reputation management 
process as not the real facts but how they are perceived by the stakeholders 
is decisive for the reputation of a company.  

                                                      
1 HDAX contains stocks of 110 largest, publicly listed corporations in Germany (DAX, MDAX, 

TecDAX), 2008 excluded in column 2000s 
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Companies build competitive advantages and increase their market 
value by fostering reputation as research has given evidence of the strong 
link between a fine reputation and common management goals.  

• A good reputation not only increases customers’ confidence in products 
and services and advertising claims, but also lowers cognitive disso-
nance as reputation acts as surrogate for information (Eberl 2006; Fom-
brun and van Riel 1998; Goldberg and Hartwick 1990; Lafferty and 
Goldsmith 1999). Via better customer retention (Caminiti 1992; Preece 
et al. 1995) firms can achieve price premiums and higher purchase rates 
(Klein and Leffler 1981; Milgrom and Roberts 1986).  

• Companies showing strong reputation have better access to capital mar-
kets, which decreases capital costs (Beatty and Ritter 1986) and lowers 
procurement rates (Schwalbach 2000). Moreover, for private investors a 
higher reputation of a company leads to a stronger weighting of the 
company’s stocks (Schütz and Schwaiger 2007). This effect is intensi-
fied by unexpected negative price developments in the stock market (see 
chapter 3). 

• Several studies (e.g. Turban and Cable 2003; Caminiti 1992; Dowling 
1986; Eidson and Master 2000; Preece et al. 1995; Nakra 2000) report 
higher recruiting and employee retention rates among companies with 
stronger reputations, thus helping a company to win the war for talents 
(see chapter 4). 

• A good reputation pays off in terms of general advantages in conducting 
negotiations with stakeholders (Brown 1997; Cordeiro and Sambharya 
1997; Deephouse 1997; Fombrun 1996; McMillan and Joshi 1997; Rob-
erts and Dowling 1997; Srivastava et al. 1997). 

Given the impact of reputation on performance-relevant outcomes it is 
obvious that a company’s market value ceteris paribus should grow with a 
better reputation. Eberl and Schwaiger (2005) as well as Roberts and 
Dowling (2002) show that corporate reputation supports the persistence of 
above-average profits and has a positive impact on net profit. Summaris-
ing, in accordance with both the scientific community and the majority of 
practitioners we may consider corporate reputation as an intangible asset 
that is scarce, valuable, sustainable, and difficult for a competitor to imi-
tate. Therefore, reputation is an appropriate tool to achieve strategic com-
petitive advantages, even if Haywood’s (2002) and Sherman’s (1999) 
statement that corporate reputation is now ‘the ultimate determinant of 
competitiveness’ (Haywood, 2002: ix) is still in need of scientific proofs. 
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Before we may start to discuss the impact of reputation on financial per-
formance (see chapter 3) and in the recruiting market (see chapter 4) we 
need to explain our approach to measure and explain corporate reputation. 

Our approach to corporate reputation management 

There is no lack of reputation measurement and management concepts (see 
Chun 2005 and Schwaiger 2004 for an overview); however, existing con-
cepts exhibit substantial deficits: 

• Most concepts rely on expert interviews (e.g. Fortune’s annual “Amer-
ica’s” or “Global Most Admired Companies” [AMAC, GMAC] and 
German manager magazin’s so called “Imageprofile” (Eidson and Mas-
ter 2000, Hutton 1986)). Apart from the fact that inside and outside di-
rectors are not a stakeholder group of major relevance, experts may 
hardly be influenced by corporate communications and therefore do – if 
at all – reveal knowledge about the companies under evaluation, which 
may be congruent with stakeholder perceptions only incidentally. 

• Some concepts suffer from flaws in operationalisation: The Harris-
Fombrun-Reputation Quotient® (e.g. Fombrun et al. 2000) for example 
mixes aspects like good products & services, which is a driver of reputa-
tion and aspects like admiration of a company, which is a consequence 
of reputation. Averaging values obtained for a mix of driver and out-
come indicators yields results that are hardly interpretable.  

• Emotional aspects are taken into consideration in Fombrun’s model so-
lely, but only 3 out of 20 indicators represent a potential affective di-
mension of reputation. Thus we may state that emotional aspects are un-
dervalued in most approaches. 

• Finally, most rankings provide a reputation score only, not allowing an 
analysis of key performance indicators and therefore preventing the user 
from explaining the ranking position achieved. From a managerial per-
spective these ranking lists may be criticised as no tactical opportunities 
can be derived from such results. 

Answering the deficiencies of prior concepts, we developed a reputation 
measurement and explanation model (Schwaiger 2004) based on multina-
tional data which has been adopted by many blue chip companies, among 
them eleven DAX companies. 
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We consider professional reputation management as a closed loop sys-
tem as shown in Figure 2. 

 
Fig. 2. The Reputation Management Circle 

As a good reputation is not a goal in itself, the reputation manager has to 
decide which outcomes should be focused. This may be loyalty or prefer-
ence in the customer market, employees’ commitment, willingness to ap-
ply in the recruiting market or willingness to buy and hold stocks in the fi-
nancial community and so on.  

Step 1: Reputation measurement 

Once the outcomes are determined, we start measuring reputation and out-
comes within the strategic group of a company in order to locate the com-
pany’s position compared to benchmarks. We need the six indicators given 
in Table 1 to be surveyed on a Likert scale with a range from 1 (strong dis-
agreement) to 7 (full agreement). 
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Table 1. Items to measure reputation 

 
The first three indicators are driven by the affective reputation compo-

nent we call likeability; the last three indicators reflect the cognitive di-
mension called competence. We can prove that this two-dimensional struc-
ture based on principle component analysis is valid over time, industry 
sectors and cultural boundaries (Schwaiger 2004, Zhang and Schwaiger 
2009). 

Step 2: Driver analysis 

As soon as we have learned about the level of reputation, we enter the sec-
ond phase and perform a driver analysis in order to find out which aspects 
are responsible for the company’s reputation. We start with four driver 
constructs that address the most important stakeholder groups: quality 
(customer market), performance (financial market), corporate social re-
sponsibility (opinion leader market) and attractiveness (employees and re-
cruiting market). Each construct has to be operationalised with formative 
indicators, a task that has to be completed in accordance with the com-
pany’s department of marketing, HR, strategic development etc. in order to 
make sure all potential aspects are covered. As always, omitting relevant 
indicators leads to biased results in the case of formative constructs (Bol-
len 1989). Measurement and driver indicators are then surveyed among the 
corresponding stakeholder groups including benchmark companies; in 
most cases companies adjust existing studies in the respective stakeholder 
group in order to save market research costs and unleash synergies. The 
analysis is done via Partial Least Squares (PLS) structural equation model-
ling to make sure all potential drivers are evaluated in cohesion with the 
defined outcomes. Evaluating them one by one in context with the out-
come leads to an overestimation of significant drivers, as correlations be-
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tween the various indicators are neglected in that case. Exemplary results 
are illustrated in Table 2. 

Table 2. Exemplary results of a driver analysis 

 
In that fictitious example the perceived degree of innovativeness ac-

counts for more than 20% of the impact on the outcome customer loyalty 
via reputation. As we can see from column three the exemplary company 
is perceived to be much better than the benchmark (indicated by ++). On 
the other hand, the company is perceived to trail behind the benchmarks in 
providing forthright information to the public. However, raising the per-
ceived forthrightness of information by one scale point will have only one 
third of the impact than raising the perceived innovativeness by the same 
degree, as forthright information only explains 6.22% of the total impact 
on loyalty. 

As opposed to the measurement concept, the driver analysis is depend-
ent on time, markets and cultural context and has to be adapted to the spe-
cific needs of a company. 

Step 3: Develop guidelines and implement them creatively 

Based on the results of the driver analysis the next task is to feed the driv-
ers that have been identified to exert significant impact. As mentioned 
above, corporate communications may only serve as a moderator on the 
way from facts to perception. Exemplary actions may include programmes 
to improve product quality, the setup of a suitable CSR strategy and so on. 
Once the facts are created corporate communications may serve to drive 
perception. This step includes some qualitative work as well, for example a 
comprehensive analysis of reputation risks. Most executives keep an eye 
on avoiding bad performance, but board member deviance, legal issues, 
product flops, environmental scandals and communication disasters may 
harm their reputation no less.  
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Step 4: Control results 

Check the implementation first and have a look at the media response as 
far as corporate communications activities are concerned. While this may 
be regarded as a production control, one shouldn’t forget to check whether 
single measures have improved the corporate reputation (effectiveness and 
efficiency as expected?) and whether in general reputation has reached a 
higher level, at least in relation to the changes in benchmarks’ reputation. 
This is where the loop closes and we have arrived at the measurement step 
again. 

Reputation and capital market performance 

Given the remarks in section 1, one may expect a significant financial out-
performance of companies with a high reputation over companies that 
have a lack of reputation. Using regression analysis or other statistical 
methods to examine the impact of reputation on capital market perform-
ance shows a severe drawback: As there is an investment effect (compa-
nies investing in reputation show better performance) as well as a perform-
ance effect (companies with a better financial performance obtain higher 
reputation values) reported in literature (see Eberl and Schwaiger 2005; 
Schwalbach 2000; Hildebrandt and Schwalbach 2000) the causality be-
tween reputation and stock market performance remains unclear.  

Our approach (see Raithel 2009 for a detailed analysis) was to create a 
portfolio with equal weighted investments in stocks of reputation champi-
ons and compare the portfolio’s performance to that of the corresponding 
stock market index. As we have comparable reputation data based on the 
perception of the general public for about 60 companies (including the 
DAX companies) since December 2005, we started setting up the portfolio 
at that date. Reputation measurement at the Institute for Market-based 
Management (IMM) is done every six months: TNS Infratest surveys ap-
proximately 2,000 respondents which are asked to evaluate four companies 
each by means of the six items given in Table 1. 

Based on the answers we calculate scores for likeability, competence 
and reputation ranging between 0 and 100%. The portfolio is updated at 
the end of June and December of every year in order to make sure the 25% 
of the DAX companies showing the highest reputation scores are con-
tained in the “Top 25% Reputation” portfolio. Analogously we built a 
“Medium 50% Reputation” portfolio and a “Bottom 25% Reputation” 
portfolio. Financial data were added from the DATASTREAM database. 
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In order to tackle challenge of unclear causality we observed a portfolio of 
the Top 25% shares that have shown the best financial performance in the 
last six months. The performances of all four portfolios including the DAX 
as benchmark are displayed in Figure 3. 

 
Fig. 3. Performance of ‘reputation portfolios’ vs. the DAX index 

Results in Table 3 show that the Top 25% Reputation portfolio’s value 
has achieved an increase of 39.6% compared to 18.7% of the DAX index 
value. Remarkably, this portfolio’s value was at no point in time below the 
DAX index value. However, the most notable fact is that the risk – as ex-
pressed by the Beta factor – of the Top 25% Reputation portfolio is con-
siderably lower than the market risk. But the financial outperformance of 
this portfolio is not only valid for the whole sample period; it is valid for 
four out of the five waves and for 63% of the months. In addition, the Top 
25% Reputation portfolio outperformed the Bottom 25% Reputation port-
folio in all five waves and 70% of the months. 
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Table 3. Results of the performance analysis 

 
Summarising the results we may state that reputation champions out-

perform the DAX significantly at lower risk. Moreover, we checked if the 
best advice is to stick to the reputation evaluation based on the perception 
of the general public. As we started in October 2007 to survey specific 
stakeholder groups (analysts, journalists, scientists, top executives, politi-
cians, and representatives of NGOs and NPOs) we compared results for 
this wave between different stakeholder groups. Table 4 provides strong 
evidence that there is something like wisdom of the crowd. This means, if 
one would like to rely on the recommendation to invest in reputation 
champions the best advice is to stick to the reputation evaluations based on 
the general public.  

Table 4. Comparison of Top 25% ‘reputation portfolios’ based on different stake-
holders’ perceptions 

 
Referring to competence or likeability instead of the overarching reputa-

tion scores does not yield any better results. However, even removing the 
halo effect of past financial performance and splitting the reputation di-
mensions competence and likeability into a predictable part from past per-
formance and an idiosyncratic part as well as controlling for typical finan-
cial market risk factors (market size, book-to-market ratio, and momentum 
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effect), both dimensions have a significant impact on financial perform-
ance (Raithel 2009). Hence, we may not only conclude that, corresponding 
to Porter’s five forces, companies increase loyalty, build barriers and 
strengthen their strategic position in their competitive environment by fos-
tering their reputation, we may also state that building up reputation leads 
to an increased shareholder value. 

Reputation and the war for talents 

Many studies about employer attractiveness draw the conclusion that 
monetary aspects are not automatically the most important drivers of one’s 
willingness to apply for a job at a company (e.g. Lewandowski and Liebig 
2004; Ernst & Young 2008). Surveys among high potentials proof that 
reputation counts as well (Grobe 2003). One of our study’s main goals (see 
Schloderer 2009 for detailed analysis) was to find out the strength of the 
link between reputation of a company on the one hand and valuable out-
comes as willingness to apply and salary demands on the other hand.  

In May 2008, 421 students in business administration, economics and 
business education at LMU Munich were surveyed; every student had to 
evaluate 12 randomly selected companies out of a list of 60 (selection of 
DAX and other companies) regarding reputation and the intention to apply. 
Reputation assessment again was done using the indicators shown in Table 
1, the intention to apply was measured by the aspects “attractive em-
ployer” and “want to apply after studies”.  

 
Fig. 4. Reputation and willingness to apply among LMU students 
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Figure 4 illustrates the strong correlation (r = .77) between perceived 
reputation and willingness to apply. Obviously, a fine reputation makes it 
easier for companies to win the war for talents. 

Analogous to the concept of price premium in the area of consumer 
goods (Aaker 1996: p. 320; Crimmins 1992: p. 16; Park and Srinivasan 
1994: p. 284), one can assume that good reputation results in a negative 
salary premium. Besides indirect approaches like conjoint analysis (Riedi-
ger et al. 2008), premiums can be measured by direct query (Aaker 1996: 
pp. 320f.). Therefore, we asked the respondents the following question: 
“Please suppose that your preferred company would offer you for the 
scope of activities of your choice at your preferred location a salary of 
€50,000 per annum. How much salary per annum would [company] have 
to offer you for the same scope of activities at the same location for that 
you would choose [company] instead?” 

As a result of the study we observe a higher salary demand of +4.49% 
for the Top 3 reputation leaders in comparison to the desired company, 
which we consider to be a biased result as we could learn from reality that 
most people accept lower compensation when working for a well re-
nowned company at least during the first year(s) of their professional ca-
reer. However, we may assume that this bias (or say, this exaggeration) is 
applied to any company under evaluation without substantial difference. 
Hence, we may compare the distance between the reputation champions 
and the reputation laggards (Table 5), which reveals a salary premium of 
18.65% that has to be paid on average by the laggards compared to the 
champions. Even if our sample is not a representative one, we have ob-
tained strong empirical evidence that the higher the reputation, the higher 
the salary deduction is. 

Table 5. Reputation ranking and salary demands among LMU students 

 
From a scientific point of view, this study may fulfil exploratory pur-

poses only, but results let us derive a few hypotheses we have to test on a 
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representative sample in the future, using the indirect approach of choice-
based conjoined analysis of detecting salary premiums which grants a even 
higher validity than the direct approaches. 

Conclusion 

The results presented in this article may be seen as further pieces of a   
puzzle representing the effect of a good corporate reputation in all relevant 
stakeholder groups of a company. We were not willing to rely on pub-
lished articles so far, as the conceptualisation and operationalisation of the 
reputation construct has been flawed in many cases, e.g. when referring to 
Fortune or Harris-Fombrun reputation data. From a scientific perspective 
reputation has to be split into an affective and a cognitive component, what 
accounted for in IMM’s) reputation measurement approach. Using this 
well grounded approach to measure reputation in all relevant stakeholder 
groups instead of letting a jury decide, we discovered a significant impact 
of reputation on willingness to apply and salary demand. Adding this to re-
sults obtained from empirical research in the consumer market (Eberl 
2006) and in the private investors’ field (Schütz and Schwaiger 2007) it is 
not surprising that reputation leaders do better than their competitors in 
terms of financial performance as well.  

References 

Aaker DA (1996) Building strong brands. Free Press, New York 
 
Ballow J, Burgman R, Roos G, Molnar M (2004) A New Paradigm for 

Managing Shareholder Value. Accenture Institute for High Perform-
ance Business, Wellesley 

 
Beatty RP, Ritter JR (1986) Investment Banking, Reputation, and Under-

pricing of Initial Public Offerings. Journal of Financial Economics, Vol 
15 pp 213-232 

 
Bollen KA (1989) Structural Equations with Latent Variables. New York 

et al. 
 
Brown B (1997) Stock Market Valuation of Reputation for Corporate So-

cial Performance. Corporate Reputation Review, Vol 1 pp 76-80 



52      Manfred Schwaiger, Sascha Raithel and Matthias Schloderer 

 
Caminiti S (1992) The Payoff from a Good Reputation. Fortune, Vol 125 

pp 49-53 
 
Chun R (2005) Corporate reputation: meaning and measurement. Interna-

tional Journal of Management Review, Vol 7 pp 91-109 
 
Cordeiro JJ, Sambharya R (1997) Do Corporate Reputations Influence Se-

curity Analyst Earnings Forecasts. Corporate Reputation Review, Vol 
1 pp 94-98 

 
Crimmins JC (1992) Better Measurement and Management of Brand 

Value. Journal of Advertising Research July/August pp 11-19 
 
Deephouse D (1997) The Effects of Financial and Media Reputations on 

Performance. Corporate Reputation Review, Vol 1 pp 68-72 
 
Dowling GR (1986) Managing Your Corporate Images. Industrial Market-

ing Management Vol 15 pp 109-115 
 
Dozier DM (1993) Image, Reputation and Mass Communication Effects. 

In: Armbrecht W, Avenarius H, Zabel U (eds) Image und PR − Kann 
Image Gegenstand einer Public Relations-Wissenschaft sein? Opladen, 
pp. 227-250 

 
Eberl M (2006) Reputation und Kundenverhalten. Deutscher Universitäts-

Verlag, München 
 
Eberl M, Schwaiger M (2005) Corporate Reputation: Disentangling the Ef-

fects on Financial Performance. European Journal of Marketing Vol 39 
pp 7-8 and 838-854 

 
Eidson C, Master M (2000) Top Ten ... Most Admired ... Most Respected: 

Who Makes the Call? Across the Board, Vol 37 pp 16-22 
 
Ernst & Young (2008) Studenten 2008, URL: <http://www.ey.com/Global/ 

asets.nsf/Germany/Studie_Studenten_2008/$file/Studie_Studenten_20
08.pdf> [10 November 2008] 

 
Fombrun CJ (1996) Reputation: Realizing Value from the Corporate Im-

age. Harvard Business School Press, Boston 
 



Recognition or rejection      53 

Fombrun CJ, van Riel C (1998) The Reputational Landscape. Corporate 
Reputation Review, Vol 1 pp 5-14 

 
Fombrun CJ, Gardberg NA, Sever JM (2000) The Reputation QuotientSM: 

A Multi-Stakeholder Measure of Corporate Reputation. Journal of 
Brand Management Vol 7 No 4 pp 241-255 

 
Gibson D, Gonzales JL, Castanon J (2006) The Importance of Reputation 

and the Role of Public Relations. Public Relations Quarterly Vol 51 No 
3 pp 15–18   

 
Goldberg ME, Hartwick J (1990) The Effects of Advertiser Reputation and 

Extremity of Advertising Claim on Advertising Effectiveness. Journal 
of Consumer Research Vol 17 pp 172-179 

 
Gotsi M, Wilson AM (2001) Corporate Reputation: Seeking a Definition. 

Corporate Communications, Vol 6 pp 24-30 
 
Grobe E (2003) Corporate Attractiveness: Eine Analyse der Wahrnehmung 

von Unternehmensmarken aus der Sicht von High Potentials. HHL-
Arbeitspapier 50, Leipzig 

 
Haywood R (2002) Manage Your Reputation. Kogan Page, London 
 
Hildebrandt L, Schwalbach J (2000) Financial Performance Halo in Ger-

man Reputation. Data Forschungsbericht. Institut für Management der 
Humboldt-Universität zu Berlin 

 
Hutton C (1986) America’s Most Admired Companies. Fortune Jan Vol 6 

pp 16-22 
 
Klein B, Leffler KB (1981) The Role of Market Forces in Assuring Con-

tractual Performance.  Journal of Political Economy, Vol 89 pp 615-
641 

 
Lafferty BA, Goldsmith RE (1999) Corporate Credibility’s Role in Con-

sumers’ Attitudes and Purchase Intentions When a High versus a Low 
Credibility Endorser is Used in the Ad. Journal of Business Research, 
Vol 44 No 2 pp 109-116 

 
Lev B (2001) Intangibles: Management Measurement and Reporting. 

Brookings Institution Press, Washington 



54      Manfred Schwaiger, Sascha Raithel and Matthias Schloderer 

 
Lev B (2003) Remarks on the Measurement  Valuation  and Reporting of 

Intangible Assets. Economic Policy Review September 2003 
 
Lewandowski A, Liebig C (2004) Determinanten der Arbeitgeberwahl und 

Relevanz des Personalimages für die Bewerbungsabsicht. Mannheimer 
Beiträge zur Wirtschafts- und Organisationspsychologie, Vol 19 No 1 
pp 15-28 

 
McMillan GS, Joshi MP (1997) Sustainable Competitive Advantage and 

Firm Performance. Corporate Reputation Review, Vol 1 pp 81-86 
 
Milgrom P, Roberts J (1986) Price and Advertising Signals of Product 

Quality. Journal of Political Economy, Vol 94 pp 796-821 
 
Nakra P (2000) Corporate Reputation Management: „CRM“ with a Strate-

gic Twist. Public Relations Quarterly, Vol 45 No 2 pp 35-42 
 
Park CS, Srinivasan V (1994) A Survey-based Method for Measuring and 

Under-standing Brand Equity and its Extendibility. Journal of Market-
ing Reseach, Vol 31 pp 271-288 

 
Pharoah A (2003) Corporate reputation: the boardroom challenge. Corpo-

rate Governance, Vol 3 No 4 pp 46-51 
 
Preece SB, Fleisher C, Toccacelli J (1995) Building a Reputation Along 

the Value Chain at Levi Strauss. Long Range Planning, Vol 28 No 6 pp 
88-98 

 
Raithel S (2009) The Value of Corporate Reputation for Shareholders: 

Evidence from Germany for DAX Companies, forthcoming 
 
Riediger C, Sattler H, Völckner F (2008) The Impact of Brand Extension 

Success Drivers on Brand Extension Price Premium. Proceedings of 
the 37th Annual Conference of the European Marketing Academy, 
forthcoming 

 
Roberts PW, Dowling GR (1997) The Value of a Firm’s Corporate Repu-

tation: How Reputation Helps Attain and Sustain Superior Profitabil-
ity? Corporate Reputation Review, Vol 1 No 1 and 2 pp 72-76 

 



Recognition or rejection      55 

Roberts PW, Dowling GR (2002) Corporate Reputation and Sustained Su-
perior Financial Performance. Strategic Management Journal, Vol 23 
pp 1077-1093 

 
Schloderer MP (2009) Reputation in the Recruiting Market, forthcoming 
 
Schütz T, Schwaiger M (2007) Der Einfluss der Unternehmensreputation 

auf Entscheidungen privater Anleger. Kredit und Kapital, Vol 40 No 2 
pp 189-223 

 
Schwaiger M (2004) Components and Parameters of Corporate Reputation 

– an Empirical Study. Schmalenbach Business Review 56 of zfbf 1, 
January pp 46-71 

 
Schwalbach J (2000) Image, Reputation und Unternehmenswert. In: 

Baerns B, Raupp J (eds) Information und Kommunikation in Europa. 
Forschung und Praxis. Transnational Communication in Europe. Re-
search and Practice, pp 287-297 

 
Sherman ML (1999) Making the Most of Your Reputation. In: Institute of 

Directors (ed) Reputation Management: Strategies for Protecting Com-
panies, Their Brands and Their Directors. AIG Europe, London  

 
Srivastava RK, McInish TH, Wood RA, Capraro AJ (1997) The Value of 

Corporate Reputations: Evidence from the Equity Markets. Corporate 
Reputation Review, Vol 1 pp 62-67 

 
Turban DB, Cable DM (2003) Firm reputation and applicant pool charac-

teristics. Journal of Organizational Behavior, Vol 24 pp 733-752 
 
Zhang Y, Schwaiger M (2009) An Empirical Research of Corporate Repu-

tation in China. Proceedings of the American Academy of Advertising 
2009 Asian-Pacific Conference. forthcoming 



What’s measurable gets done – Communication 
controlling as a prerequisite for a successful 
reputation management 

Reimer Stobbe 

 Communication controlling represents a holistic view of communication 
management for companies, and for controlling corporate communica-
tion. Adopting managerial methods from controlling, a model for mod-
ern communication controlling is defined that is intended as a standard 
and a benchmark in both areas: controlling and communication. Repu-
tation also plays a role in this holistic model of communication man-
agement. Methods for managing reputation often use a different lan-
guage and different images, but are compatible with the management 
model of communication controlling in terms of the questions they ad-
dress and their approach. Essentially, the model answers two questions:  

1. How can one prove communication’s contribution to a company’s 
value creation?  

2. How can communication and reputation be managed so that they 
make an optimal contribution to a company’s value creation? 

The basic model of communication controlling 

At present, there is little connection between reputation management and 
communication controlling. But a glance at the general definitions in both 
disciplines shows this does not have to be so. 

Reputation management? 

Reputation management is here defined as the management of the ex-
pectations of all stakeholder groups and of their cognitive and emotional 
attitudes towards the company. That includes the identification of the 
reputation drivers and the assessment of its value creation. 

 
J. Klewes, R. Wreschniok (eds.), Reputation Capital, DOI 10.1007/978-3-642-01630-1_5,  
© Springer-Verlag Berlin Heidelberg 2009 
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Communication controlling? 

Communication controlling means not only checking budgets and costs, 
but management as a whole. It establishes professional management for 
corporate communications with methods to measure its value creation. 

The common goal is, then, proving the value created by soft factors. 

What is meant exactly by management or controlling in the context of 
communication controlling? 

 
Fig. 1. Communication controlling includes the whole management cycle. 

The management cycle is the foundation for an holistic model of con-
trolling and thus for the management of corporate communications. Often, 
however, there are gaps in the cycle and thus deficiencies in management. 
In practice, corporate communication focuses too much on measures. 
There is often too little emphasis on strategies and goals at all levels – the 
measurement of success and evaluation take place haphazardly and are 
linked only to specific measures (most recently, see Nix/Schnöring/Siegert 
2009). The motto here would appear to be “Do everything that’s possible” 
or “The measure was successful, but why did we actually do it?”  

Quite fundamentally, one must realise that nothing can be measured ex-
cept the achievement of a goal. Key performance indicators (KPIs) only 
make sense when they are linked to a specific goal. In a sense, goals al-
ways formulate a question, to which the KPI provides an answer. To keep 
with the language of success measurement: for each KPI, a key perform-
ance question (KPQ) is needed. Among communicators, the methods of 
strategy development and goal planning are not endemic. They can benefit 
here from adopting management methods from controlling. To this end, 
various forms of goal scorecards have already been used in communication 
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management to meet the important requirement of goal planning. One con-
sequence, or benefit, of cleanly deriving goals from strategy is that you 
only have to measure what has been defined as a goal and thus as relevant. 
The numerous possibilities for evaluation and the wide range of potential 
indicators suddenly acquire focus. The ‘yardstick’ is defined by the goals. 
Measurements and indicators that are not linked to such a yardstick are 
pointless. For example, there is no need to conduct an expensive survey (or 
anything similar) of a group of people that is not defined as a target group 
in the sense of the goals. For this reason, one should not shirk the effort re-
quired to plan goals and define measurement criteria. Using the yardstick 
to guide decisions about which measurement methods and evaluation 
processes should be purchased or applied can save a great deal of internal 
effort and money. But the last step in the management cycle is indispensa-
ble as well – though to be precise, the last step in the figure above consists 
of two parts. The first, the gap analysis (where the actual situation is com-
pared to the potential or desired situation), is the most conventional in-
strument in a controller’s toolkit. Where the plan is not being met, reasons 
for the shortfall must be found, providing a starting point for identifying 
potential improvements. The results of the analysis are collated in reports 
so that they can be used in the next planning phase to correct and focus the 
strategy, goals and measures. In this way, insights resulting from measur-
ing success can be incorporated into an executive report, to improve the 
strategy and to plan goals. Without defining and measuring the achieve-
ment of goals at a strategic and operational level, it is impossible to prove 
value creation or to control communications! 

The management cycle forms the basis of the model used by the task 
force for communication controlling at the International Controller Asso-
ciation (http://www.controlling-online.eu/). The task force was founded in 
October 2006 and comprises about 25 members from corporate communi-
cation, controlling, agencies, academia and research. The members meet 
three times a year and for additional group work. The goal is to integrate 
communication controlling, with its methods and KPIs, into corporate 
management – that is, to integrate communications into the company as a 
strategic factor. As a result of this work, a ‘controller statement’ is due to 
be published in 2010, as part of the ICA’s publication series, as a standard 
method.  

The communications industry has been discussing methods for commu-
nication controlling for many years now. What sets this task force apart is 
that it builds a bridge between communicators and controllers. Connecting 
both communities and agreeing on a common language (and ultimately, on 
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common methods) are necessary for integrating communications into stra-
tegic corporate management. 

Apart from the management cycle, a fundamental requirement of the 
ICA’s basic model for communication management is to produce a strin-
gent relationship 

1. between the company’s value drivers and the strategic value drivers 
in communication, as well as between the goals of both levels, and  

2. between the goals and the measures. Here, verifiable causal relation-
ships define the link between the strategic level in the goal hierarchy 
of corporate communications, the goals at the subordinate level of 
communications departments and teams, as well as the operative level 
with all the measures, and finally, the goals of individual employees. 

 
Fig. 2.  

Relationship between a company’s value drivers and 
communications 

This relationship makes it possible to prove the value created by commu-
nications. Often, the link is missing from communication to the corporate 
strategy, or to the indicators used for corporate management (see, most re-
cently, Nix/Schnöring/Siegert 2009). It makes sense to have value drivers 
that are defined over the long term as well as goals that relate to annual 
planning, because it is easier to align continuous measurement and a sys-
tem of indicators to these long-term value drivers. The value drivers de-



What’s measurable gets done      61 

fined and agreed on for a company, together with the corresponding indi-
cators, make it possible to define goals for annual planning more quickly 
and easily, and to match these goals to the indicators, which are being con-
tinuously monitored. 

The numerous options for measuring the effect of corporate communi-
cation must therefore be critically examined to see whether they enable 
conclusions to be drawn about the value created and whether they make 
controlling easier.  

Reputation measurement, too, is pointless if it is not linked to strategy 
development and goal planning, or if it fails to identifies operative drivers 
or is not embedded in the management cycle.  

In a 2006 article, Money and Hillebrand summarise the major ap-
proaches to reputation measurement in relation to this point. They define a 
trio of “Antecedents – Corporate Reputation – Consequences” (Money & 
Hillebrand 2006) as a cause-effect relationship. At the strategic level, these 
antecedents are all “asset generating activities” – or, in the context of 
communication controlling, the measures in corporate communication’s 
value driver tree. The consequences are the effects of reputation on the 
company’s value creation. The authors regard reputation itself as an intan-
gible asset. The chart is an attempt to map the main approaches towards 
reputation measurement onto this value creation chain, or cause-effect re-
lationship. It can be seen that some approaches do not make these connec-
tions. They are focused on examining reputation itself. Neither of the two 
central questions in the communication controlling model is addressed 
here: if no link is made to the asset generating activities, the management 
of reputation by subordinate drivers is not transparent, and, consequently, 
no options for managing reputation result. In the model of communication 
controlling, the consequences are the contribution to value creation. Thus, 
if the consequences cannot be proven, there is also no way to prove the 
benefit of reputation to a company. 
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Table 1.  

 
Source: Money / Hillenbrand (2006): Figure 7, p. 6 

A study that appeared in November 2008, the European Communication 
Monitor, confirms the vital importance of this view and its implementation 
in communication management (Zerfaß et al. 2008: 33-37). The study is a 
Europe-wide survey on trends in communication management and public 
relations, and analyses responses from more than 1500 professionals in 37 
countries. The results reveal a demand for proving the value created by 
communication, in particular by linking corporate strategy and corporate 
communication strategy. The study confirms the need for standards that 
can be applied in practice. In addition, evaluation procedures seem now to 
be viewed more critically: 

“Communication controlling is the most important and enduring issue 
for the profession. Strategic aspects of value creation (linking business 
strategy and communication) are seen as a challenge by 45% of the re-
spondents, like last year. The operational level has been improved: only 
16% (last year: 31%) still think that the development of new evaluation 
methods is a major issue. 
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This might be an effect of the ongoing debate in theory and practice: PR 
professionals have learned that there is already a wealth of reliable instru-
ments for assessing communication activities, but there is no easy way to 
integrate them into concepts for managing public relations and demonstrat-
ing the bottom line.” (Zerfaß et al. 2008: 37) 

Those in charge of corporate communication cannot simply define, of 
their own accord, their contribution to corporate strategy and thus to the 
company’s value creation. In the strategy development phase of the man-
agement cycle, an agreement should be reached with company manage-
ment about the relationship between the corporate strategy and the corpo-
rate communication strategy so that communication is given an explicit 
task derived from the general strategy. Here, the task force for communica-
tion controlling at the ICA, together with other associations such as the 
Deutsche PR Gesellschaft (German Public Relations Association; DPRG), 
is seeking to set standards and provide orientation for both sides: company 
management and communication. Standards and agreements take the place 
of proofs, which cannot be provided for these relationships and for value 
creation. 

The DPRG has had a working group dedicated to the topic of value 
creation through communications since 2004. White papers that present 
the results and provide a basis for discussion have been published on the 
internet in German and English (www.communicationcontrolling.de). 
These results are being discussed by other European PR associations as 
well. The methodological foundation for all the papers is to situate com-
munications on a company’s generic strategy map. This accords with the 
approach already outlined, which defines the fundamental contributions by 
communication to corporate success as success factors or value drivers. It 
is a question of the target contribution – that is, its effectiveness. The nec-
essary causal relationship between communications and corporate success 
is represented as a value driver chain (value chain with value links) or as a 
value driver tree. To be suitable for controlling communication, an indica-
tor must be sufficiently capable of being influenced by communication. 
For external communication, the DPRG) paper on the subject singles out 
reputation as the most important KPI still to be primarily influenced by 
communication (Fig. 2: The example of external communication). The 
drivers above this, by contrast, can no longer be clearly influenced by 
communication. 
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Fig. 3. Value drivers, value links and KPIs for external communication 
Source: DPRG – External Communication – www.communicationcontrolling.de 

As a strategic value driver, reputation is, according to this logic, a hinge 
between the value driver tree of corporate communication and the value 
driver tree of the entire company. For the company, reputation is therefore 
a significant soft success factor in the value creation chain. By using repu-
tation as a value link – that is, as a link to the level of value creation within 
the company – corporate communication can relate the associated commu-
nicative activities and measures to value creation. Only in this way do they 
become value drivers, or levers for increasing value. For reputation man-
agement, this makes the consequences (in terms of Money and Hillenbrand 
above) visible. 
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Fig. 4. Strategic and operational level 

The DPRG’s discussion paper on internal communication makes very 
clear how helpful for goal planning it can be to have a basic structure of 
value drivers as a foundation. The table 2, from the DPRG paper, shows 
how typical corporate goals can be matched to suitable success fac-
tors/value drivers in internal communication. These are measured by KPIs. 
(The column heading on the right, however, equates value drivers with 
KPIs.) 

Markus Will (2007) has established a link between communication and 
value creation by expanding the definition of intellectual capital in a cru-
cial respect. He first distinguishes two views. In the ‘capital view’, he adds 
a separate quantity, ‘communication capital’ (which has to do with opin-
ions), next to conventional target group categories such as human or cus-
tomer capital. More importantly, however, Will integrates relationship and 
reputation variables by using a new ‘relations view’. All in all, he takes a 
‘communication view’ and lays the theoretical foundation for integrating 
the company’s capacity to communicate into external reporting. For him, 
too, reputation is the difference between the book value and the total value 
of the company. 
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Table 2. 

 
Source: DPRG – Internal Communication – www.communicationcontrolling.de 

In addition to what has already been said, reputation management is also 
about the management of the expectations of a company’s stakeholders. 
There are two main guide rails for strategy development and goal planning 
for corporate communications: on the one hand, the high-level goals and 
requirements of a company; on the other hand, the expectations of stake-
holders, which are incorporated into the planning phase of the management 
cycle through reputation measurements. As per the cycle, the effect of the 
measures on stakeholder attitudes towards the company is ultimately de-
termined by the next reputation measurement. Of course, this requires that 
measurements are performed regularly. It is therefore vital that indicators 
are linked not to short-term goals but to value drivers. As far as controlling 
is concerned, a benefit exists only when the outcomes of the measurements 
change visibly over time as a result of the measures taken. 
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Relationship between strategic and operative levels 

A central requirement of systematic communication controlling and the 
ICA model is that value drivers and goals in the hierarchy are connected, 
through defined relationships, with the measures and processes. 

One practical example for creating a consistent relationship between 
strategic reputation management and the operative level of communicative 
measures was presented by HypoVereinsbank (UniCredit Group) at the 
Kommunikationskongress in Berlin in 2008 (Gfrerer 2008). On the one 
hand, there is communication performance management, which uses all 
aspects of the management cycle, making integrated controlling possible. 
On the other hand, there is reputation management, which provides content 
guidelines for stakeholder management. The HypoVereinsbank model in-
tegrates all levels with all goals, measures, variables and indicators. Fur-
ther, issues management forms part of the system. The complexity that 
necessarily arises is handled with special software. This enables continu-
ous reporting at all levels of the corporate hierarchy, from management to 
employees. A positive side effect is that all people integrated into the sys-
tem benefit from it. This ensures, on the one hand, that the data entered are 
valid, and on the other hand, the commitment of management.  

Measures within a company positively influence two main factors: on 
the one hand, the goals developed in the planning phase, and on the other 
hand, the strategically relevant issues and messages. Thus, the goals are 
just one dimension. After all, one role of communication is to reach target 
groups via the available communication channels and so to convince them 
about the issues the company would like to position itself on – of course, 
all in accordance with the goals defined. In relation to issues management, 
too, the steps in the management cycle can assist professionalisation and 
the monitoring of success. 

Consistently linking the comprehensive operative level to the strategic 
level increases the complexity of the controlling system and its controlla-
bility. Clear rules, criteria and organising principles must be defined. 
These have to be carefully observed by all employees involved, so that 
there is no chance of a controlling error. To meet this challenge, it is im-
portant to map the system and rules using a special IT tool. This also in-
creases efficiency and makes reporting easier. The attractiveness and bene-
fits increase for all those involved, not only for management. Experience 
suggests this is the only way to ensure the quality of the input. Those who 
enter data into the tool are naturally more motivated to ensure it is of high 
quality if they can see it will ultimately be of benefit to them in their work. 
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It is certainly helpful to construct such a system in a modular way so as to 
quickly provide a ‘proof of concept’ and to ensure people can soon see the 
benefits. 

Reputation in the impact level model of communication 
controlling 

Ultimately, expanding and standardising the impact level model and the 
indicator categories is an important element of the management model 
proposed by the task force for communication controlling at the ICA in co-
operation with the DPRG. The website is also in English (communication-
controlling.de), so the impact level model is also available internationally. 

The model assumes, first of all, that costs and effort will be invested 
into communication (input) that lead to the generation of communication 
activities. The output is the offering for contacting stakeholders, in other 
words the entire communications offering, including its content. At this 
level, the accessibility and usability of the offer are also important criteria. 
The communication offering is directly controlled by the company. Once 
one moves on to the impact of the communication on stakeholders (out-
come), the complexity increases, because there is no longer an internal 
view, and because the company no longer has direct influence. Here, 
measurement methods from the social sciences are required. In the hierar-
chy of impact levels in the model, which build on each other, the direct 
impact – the perception and knowledge of the stakeholders – precedes the 
indirect impact. The indirect impact looks at attitudes towards the com-
pany, behavioural dispositions and, ultimately, the behaviour of the target 
group. When this behaviour impacts on the goals and value creation of the 
company, the final level, the outflow of the communication, is reached.  

In the overall context of the impact levels, the variables and indicators 
for reputation clearly are situated at the outcome level; in particular, they 
attach to the indirect impact of communication. Reputation management 
can, in terms of this impact level model, be made verifiable and controlla-
ble, as the fulfilment of stakeholder expectations positively influences their 
attitude towards the company, motivates a positive reputation and thus cre-
ates trust.  

The ICA model provides for the appropriate variables and indicators for 
all impact levels of the model at every level of the cascade, from the stra-
tegic to the operative level. It thus is possible to aggregate indicators up-
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wardly multiple times over many levels, or at least to view them in the 
context of a defined cause-effect relationship. The European Communica-
tion Monitor mentioned above shows that, in practice, measuring the suc-
cess of communication often is still restricted to the output level: media re-
sponse analyses and online usage statistics are often used, in isolation, to 
manage communication (Zerfaß et al. 2008: 38-46). But if not all impact 
levels are transparent, no controlling and no proof of value creation are 
possible. The input level, too, is often neglected, although it is not possible 
without this level to prove the cost-benefit relationship – no matter how 
good the proof of effect is. 

Conclusion and implementation 

Reputation management can substantially support communication control-
ling with its conclusions about the indirect impact of communication. At 
the uppermost strategic level of communication, measuring reputation en-
ables a link to be formed between the performance of corporate communi-
cation and a company’s value creation. Reputation management can make 
transparent the relationships to the company’s stakeholders. This is all the 
more important, given that it is no longer information and knowledge, but 
rather relationships and dialogue, that are at the heart of modern corporate 
communication. 

On the other hand, communication controlling provides a clear man-
agement framework for the various approaches towards measuring reputa-
tion. Reputation is situated within the logic of value driver relationships 
and thus becomes controllable.  

There is no contradiction between the methods of communication con-
trolling and those of reputation management. On the contrary, the insights 
they provide complement each other, and together they enable professional 
management. Both approaches aim to prove the value created by soft fac-
tors. 

The ICA’s basic model allows a strategic decision by management to 
improve reputation to be implemented operationally in corporate commu-
nication. It does so by linking the strategic level in several stages with con-
trol levers at the operational level.  

When implementing controlling of this kind within a company, a stage-
by-stage approach is sometimes wise. For those in charge of PR especially, 
it can mean a confrontation with a new, managerial way of thinking – 



70      Reimer Stobbe 

which, in turn, means all the challenges of typical change processes. The 
first step needs to be putting in place strategy development and goal plan-
ning for communication in the way described. The first measurement of 
reputation incorporates the stakeholder perspective. Repeated measure-
ments ensure the effect is monitored.  

Only in the second phase can the full range of measures be linked to the 
target level in the way described. For this, the target system should already 
have proven its worth and management should have given their binding 
commitment to regular planning. 
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The role of corporate and personal reputations in 
the global war for talent 

Kelvin Thompson 

with contributions from Jodi Kaelle 
 

And yet the war for leadership talent rages on  

The war cry continues despite the volatile economic cycle. Leadership 
will make or break you – this is not new news. And yet it is clear that so 
many firms struggle to gain any ground because they are unaware of 
their leader’s negative reputation for attracting talent, preparedness for 
battle or worse, both. And so often when all looks lost the solution is to 
hire an executive search firm that will revitalise your chances and bring 
you the choice of leadership you need. Does this sound familiar and was 
the end result, even if you did identify a “best athlete” to be CEO, the 
loss of more ground? Well as it’s not all the headhunters’ fault. 

The reputation of a firm’s CEO is a key contributor to the reputation 
the company has in the talent marketplace as well as being key to re-
cruiting and motivating the right team to move the company forward. 

People care about what others think. They care about what a com-
pany’s reputation is in the blogosphere, what they hear from friends, 
former colleagues and from other third party sources. For a “C-suite” 
candidate, the reputation of a leader is instrumental in the executives’ 
decisions to join the executive team. If you believe in the trickle down 
theory, you know that poor leadership at the top drives all aspects of an 
organisation. Given the social networking and Web 2.0 world we have 
today, bad leadership is not kept a secret for long, and you will have a 
challenge in recruiting the right people at every level around the globe. 

This chapter discusses these issues and how to meet the challenges 
presented.  
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Talent and the science of assessment 

Ed Michael’s renowned study for McKinsey on the Global War for Talent 
laid out the blueprint for what has become one of the most discussed but 
least understood battlegrounds. It is a theme that has joined the lexicon of 
every personnel consulting firm and executive search business painting a 
doomsday scenario to agitate clients into action.1 

In parallel with this study, the term “human capital” has become a gen-
erally accepted term to describe the roles and efforts of strategic personnel 
management.  In some cases these are distinct and separate functions in 
organisations.2  

John Boudreau’s excellent article on “Talentship” is one of the most 
striking perspectives on the subject. He highlights the need for human re-
sources executives to better understand strategic decisions behind hiring 
and retaining talent resources. Boudreau goes further to describe that the 
bifurcation of the strategy and execution in many functions has been late to 
the party. Though it has been accepted and recognised that human capital 
is one of the cornerstones of any business, its acquisition and management 
is still viewed often very much as an art form. The lack of strategic man-
agement of human capital in an organisation leaves people disconnected to 
the larger mission. This leads to failure either to acquire the right human 
capital or to retain it and manage it to its maximum potential.  

Symptomatic of this is the often quoted statistic that 40% of executive 
hires (external candidates) are unsuccessful. The executive search industry 
continues to use the same methodology that has generated such dismal per-
formance for over 50 years. The industry has most recently offered an in-
novative way to address improving the odds of a placement’s “stickiness” 
– namely, to give clients the chance to pay additional fees for the science 
of assessment! Shouldn’t a full assessment of any executive be an impera-
tive part of the process when hiring your next CEO or leadership team – 
not an add-on? We think so. It is no wonder that Brad and then Geoff 
Smart in the groundbreaking book “Topgrading” is so disdainful of the  
executive search industry.   

The current economic recession has clearly affected the executive 
search business. Leaders are put to the test when the market applies 
downward pressure on stock prices, valuations and capital raising efforts. 

                                                      
1 www.heidrick.com, www.spencerstuart.com, www.egonzehnder.com, www.boyden.com 
2 E.g. Goldman Sachs and GE 
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In addition, executives are much more likely to stay put and ride out a 
storm rather than take chances at a new company, whether or not they are 
happy in their current positions.   

But despite the current economic turmoil, the executive search industry 
will continue to thrive because in all our years in search we have found 
one truth: in an up market you need a strong leadership team, and in a 
down market you need a strong leadership team. The competencies and 
experiences needed to be strong leaders can differ in each paradigm. In a 
volatile market strong teams excel in cost management, expectation man-
agement, ensuring the company remains profitable with a good reputation, 
and, if need be, serving as a calming influence. In a down market compa-
nies need leaders who can inspire employees, the board and shareholders 
despite revenue declines. In an up market, leaders need to focus on growth, 
examining all possible transactions, while being creative, cutting edge and 
transparent. 

Of course we all know this and also that critical to success for leader-
ship in any market is integrity and value creation. But this current market 
tests the authenticity of the mission and purpose of the firm – if the knee-
jerk reaction to flagging financial results in tough economic times is to fire 
15% of the staff or, as they say, implement a “Reduction In Force” (RIF) it 
leaves one to question that overused line on the company’s mission state-
ment that proclaims “people are our greatest asset”. It is even more trou-
bling for services businesses when customer service professionals are part 
of a RIF. That makes us all question the company’s commitment and pas-
sion for the clients. If shareholders are the only primary stakeholders then 
loyalty to other stakeholders – such as clients and employees – is severely 
compromised. Furthermore, knee-jerk RIFs make it difficult to attract and 
retain top talent. The justification that is bandied around in defense is that 
one has to cut out mediocrity to keep room and resources for the top talent. 
That is a wonderful concept until you ask who hired and kept that talent in 
the first place, who put it on the important client teams and who paid it a 
performance bonus last year. If there is anything that sends a message of 
weak leadership it is the “RIF lemmings”. 

Reputation matters more than ever 

However, regardless of the status of the economy, one of the most critical 
issues to highlight when recruiting leadership is the reputation of corpora-
tions and individuals. Why? Because it is one of the key factors in attract-
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ing A players and retaining them. There is no point going to battle if you 
can’t attract the troops to work for you, and even worse if you can’t keep 
them once the battle starts. 

For at least two decades companies have been preaching to employees 
to manage their own career, giving flexible benefits packages and portable 
pensions/401(k) plans. The loyalty that historically characterised “lifers” 
versus “salary men” has disappeared. Add to those reasons the volatile 
global economy, rampant RIFs and quite bluntly, mass firing3, we can see 
why loyal employees are far and few between. People are simply taking 
care of themselves because they have been forced to do so. One has to 
question the authenticity of the leaders who use mission statements that 
proclaim one thing while the firm acts in the opposite way “as it has a re-
sponsibility as a public firm”. Here is a typical example: 

“XXX is a multinational corporation engaged in socially responsible 
operations worldwide. It is dedicated to provide products and services of 
such quality that our customers will receive superior value while our em-
ployees and business partners will share in our success and our stock-
holders will receive a sustained superior return on their investment." 

So with this background in mind what attracts top employees to the firm 
of today? What reputation does the firm need to espouse to attract the stars 
of the workforce? And what is the reputation of today’s corporate leaders 
that makes them successful as talent magnets?  

It is important to state up front that there is no catch-all solution for 
finding great executive leadership. Take John Doerr’s (Kleiner Perkins) 
well-known division of leaders into two distinct groups: missionaries and 
mercenaries. Though his comments are targeted on the entrepreneurial 
community they can certainly be applied to companies in general and to 
leaders-at-large. After interviewing hundreds of executives around the 
world we have found that companies and leaders tend to fall into one of 
Doerr’s two categories.  But to place a mercenary in a missionary business 
or vice versa is akin to mixing oil and water – it doesn’t work or, if it does, 
it is short-lived with more often than not a disastrous conclusion.  

There are numerous examples quoted in the “Are leaders portable?” 
white paper from HBR studying the various levels of success for GE 
alumni. It is crucial to recognize what your corporate DNA is, and there-
fore who will be able to function effectively in a leadership position. 
Changing DNA is a long slow process and a painful one – changing lead-
                                                      
3 GM, Yahoo!, Google, Heidrick & Struggles, Microsoft and Merck are just a few from an ever-

growing list. 
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ers when done successfully is quite the opposite. So what is your DNA? 
Once you have answered that question make sure you attract and hire lead-
ership that will thrive with the body that you have, not one you wish you 
had. 

For too long the excuse that recruiting is an art not a science has been 
used as an excuse for sloppy hiring and to paper over cronyism. There will 
always be some art to the process but the science of assessment is now 
tried and tested and when properly executed can dramatically increase the 
chances of a successful hire. In addition detailed referencing on executives 
is much easier today and less covert as the spread of citizen journalism and 
demands for transparency provide much content to reference beyond char-
acter referencing. 

It is clear that we are near the end of the era when executives who have 
clearly not performed, many would suggest have put us in this economic 
mess, are rewarded with another top jobs and excessive compensation.4 
Given the media and the public’s better understanding of what these com-
panies were doing that bordered on criminal activity, those leaders will not 
be rewarded with another career move and they will be lucky to get an-
other paycheck. This goes against the “good old boys’ network” of yester-
year. The current public outcry has actually been a good exercise in under-
standing “what good looks like” in a company’s leader, and it is now time 
to right the wayward ship and identify leaders who want long-term strate-
gic growth and success for the global economy. These leaders are out 
there, and they will ultimately be rewarded with appropriate compensation 
and further career highlights if they tie their personal satisfaction and 
achievement to the success of their companies in the long term. 

It is now time to find the next generation of leaders whose reputations 
show that they place the company success ahead of their own personal 
ambitions. 

The search begins 

A reputation for the mismanagement of human capital or ignorance of such 
mismanagement is one of the crucial reasons why firms are unsuccessful at 
hiring the talent they need to achieve their goals. 

                                                      
4 Stan O’Neal of Merrill Lynch, Bernie Madoff, Frank Raines of Fannie Mae, or Angelo Mozilo of 

Countrywide. 
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My mentors told me early in my career that many searches fail before 
they start. This is not just because of obvious reasons such as the lack of 
job specifications or disunity in the hiring team. More often it is simply 
because companies and their chosen executive search partners fail either to 
accurately or comprehensively assess external marketplace factors before 
embarking on an expensive and time consuming search. 

Before an executive search begins, questions you should ask include:  

• What is our reputation in the marketplace? 

• What hurdles will we have to overcome? 

• What misconceptions exist in the market that we must address be-
fore this search begins to ensure that we won’t have our lead can-
didate turn down our final offer?  

Increasingly, potential candidates have new tools at their disposal 
through the rise of social networking websites such as Linked In and Face-
book. And there are numerous blogs through which top executives will test 
the market themselves to try and understand the reputation and reality of a 
potential employer5. These media outlets give individuals direct one-to-one 
conversations with current and ex-employees, giving them something of an 
upper hand in the hiring process. The requirement on executives’ contracts 
prohibiting them from disparaging former employers/employees is no 
longer as meaningful because opinions can now be shared easily and 
anonymously via cyberspace.  

Of course you cannot change the past (though many have tried with 
wonderfully written mission and vision statements), but you can under-
stand what the market is saying about you and how credible your company 
is before attempting to snare a prize fish. This preparation to better under-
stand what you honestly have to offer is key and it will ensure that the 
messages you give to potential executives are viewed with authenticity, 
which increases your chances of success. 

Your reputation is on the line as soon as a search begins. Whenever 
conducting a thorough executive search, internally or externally, you will 
have approximately 120 to 150 conversations with potential candidates or 
with sources for them. The image and perception of your firm will be in-
fluenced or even formed by that interaction. In addition to being potential 
candidates these executives may also be competitors, business partners 
and/or clients of your services/products. Over time, all companies will 

                                                      
5 See www.glassdoor.com and www.vanno.com 
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conduct numerous executive hiring exercises with many different execu-
tive search partners. The number of executives who are approached will 
grow to a significantly and that exposure – more precisely, what occurs 
during the interaction – will be key to defining your reputation and brand 
in the executive marketplace. Do you put as much thought into this as you 
do when you conduct a marketing campaign? For example one recent pro-
ject for a major European financial services institution seeking to replace 
the Asia Pacific management team with locals after a decade of expats in 
the roles identified that we would be speaking to approximately 1,200 sen-
ior executives during the course of the 12 months as potential candidates 
and sources − all of whom were also customers or potential customers. 
How do you ensure that your search partners are delivering the appropriate 
messages in a manner that supports your brand and reputation? 

And how do you keep your star executives motivated when you have 
them? Do you understand who your top competitors for talent really are? 
What are those competitors doing to attempt to attract them?  

Beyond the broader corporate reputation, how does the role of the 
CEO/Chairman affect brand/reputation in winning the war for talent?  It is 
no surprise that the most famous CEOs – for instance Jack Welch when he 
was at the helm at GE and Hank Paulson at Goldman Sachs – are “hands 
on” with all senior hiring and also with potential departures needing to be 
convinced to remain. Though it is commonly accepted that the executive 
team, rather than an individual, truly runs the business, it has been proven 
time and time again that the reputation and brand of the company’s leader 
is a critical factor influencing why people join an organisation. And in 
these days of transparency, citizen journalism, and public disclosure of 
compensation, it is crucial that the leaders of today’s businesses are au-
thentic and open. They also must communicate with great clarity what they 
stand for, what their objectives are, and where they are seeking to drive 
their business. Without such a stance it will be extremely to attract the 
right A players on to their executive team and to keep them as a team to 
drive the business forward.  

Finally, the need to understand the importance of inclusivity and its ef-
fect on reputation are key. Provincialism is a thing of the past – we live in 
and work in a global marketplace. Companies that seek to win the war for 
talent must be attractive, productive and rewarding for all genders, races 
and religions. At a basic level, if you consider that a company has a reputa-
tion for sexist attitudes and behaviour, that company essentially is cutting 
itself off from employing 50% of the available workforce. Our firm is tak-
ing that theory one step further and we are currently conducting a study 
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with an investment boutique to understand the truth in the hypothesis that 
firms who have had senior women in management positions over long pe-
riods of time should have a premium in their market value. So far the re-
search supports that. It is becoming quite clear that in today’s world, em-
bracing diversity is an issue that will play an increasingly important role. 
Those that have a brand and reputation for inclusivity will undoubtedly 
have a competitive advantage in the war for talent. 

But let’s look at this in the simplest way possible: as headhunters the 
great reputations of a company and a CEO make it easier to do our job. 
Brand matters. And the partners you choose to work with will either en-
hance your brand or damage it. Executive search players stretch across the 
whole spectrum from missionary to mercenary – It only makes sense to be 
as careful with choosing your search partner as you would with a new hire 
– after all they are the ambassadors for your brand in the executive talent 
battlefield. 

As we see more layoffs occur regularly these days, this resonates loudly 
in the talent pool. Companies are often pressured to let go of their employ-
ees when economic conditions require it but such cost-cutting measures 
come with a high cost in terms of both morale and long-term growth pros-
pects. At the same time, it is key to reward and retain the employees you 
have identified as high potentials so that you can hold on to them when the 
market goes up. Employee loyalty is often built and strengthened during a 
down cycle rather than a growth cycle when there are many other job op-
tions to consider. Investment in employees should not stop when there is a 
recession and, in fact, it should be a time to solidify their loyalty. 

Why executive search can help 

Many would say that a company is only as good as its current and past 
leadership, but the executive team behind that leader is just as important. 
The right executive search professionals can help you tie all of this to-
gether, regardless of the marketplace ups and downs. A company with an 
inspiring mission and purpose will always attract the right talent. It is key, 
however, to remember that good talent is sacred and worth an investment 
in good times and in bad, if you want the reputation of a good employer in 
the marketplace. Understanding what your reputation is and managing it 
authentically is key to your ability to win in the war for talent. 



The role of corporate and personal reputations in the global war for talent      81 

References 

Michaels E, Handfield-Jones H (2001) The War for Talent. Beth Axelrod, 
Harvard Business School Press  

 
Boudreau JW, Ramstad PM (2006) Talentship and HR measurement and 

analysis: from ROI to strategic organizational change. Human Re-
source Planning, Thomson Gale Publishing 

 
Smart BD, Smart G (1999) Topgrading: How Leading Companies Win by 

Hiring, Coaching and Keeping the Best People. Prentice Hall Press 
 
Doerr J (2005) Mercenaries and Missionaries. Kleiner Perkins, Caufield & 

Byers<http://ecorner.stanford.edu/authorMaterialInfo.html?mid=1274> 
 
Groysberg B, McLean AN, Nohria N (2006) Are Leaders Portable. Har-

vard Business Review OnPoint Article 



The CSR myth: true beauty comes from within 

Matthias Vonwil and Robert Wreschniok 

The rapid spiralling of the property and financial crisis in the USA into 
an international economic crisis has been mirrored by an equally rapid 
increase in talk of a global crisis of confidence that is throwing into 
doubt trust in the entire economic system, companies and many of their 
managers (Schranz 2008). But which mechanisms are responsible for 
this growing loss of faith? This article argues that the reputation of per-
sons, companies or even institutions is always part of a network of ten-
sions between functional, social and expressive reputation. The authors 
examine the measures with which the economy attempts to regain lost 
confidence. They ask whether established corporate social responsibility 
(CSR) measures are in a position to improve a company’s social reputa-
tion. Does the desired effect justify the financial expense and manpower 
in this area? Is it right for many CSR strategies to focus their communi-
cation on measures that mainly highlight social commitment or should 
the focus be more on solving problems in-house? 

When companies with a good and intact reputation are examined, it be-
comes apparent that public perception of these businesses is primarily 
shaped by sober corporate and business communication (see also Eiseneg-
ger 2005). Companies with an excellent reputation have managed – as 
market leaders, hidden champions or niche specialists with a clear, unique 
position – to build up a strong functional reputation and a clearly mapped 
out expressive reputation. The social reputation of these enterprises, on the 
other hand, plays a more subordinate role in the general evaluation of their 
overall reputation.1  

                                                      
1 Economic reputation, social reputation and expressive reputation are the three fundamental constants 

of reputation configurations in the modern media society. These constants determine general percep-
tion and judgement of people in the public eye and of companies: (1) Functional or economic reputa-
tion: this requires functional role requirements to be fulfilled competently (expertise); (2) Normative 
or social reputation: this requires compliance with socio-moral demands (integrity); (3) Expressive 
reputation: this represents the individual and emotionally engaging aspects (identity). 

 
J. Klewes, R. Wreschniok (eds.), Reputation Capital, DOI 10.1007/978-3-642-01630-1_7,  
© Springer-Verlag Berlin Heidelberg 2009 
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The issue becomes interesting when we closely examine companies that 
have to compete on the market with a less distinguished or even poor repu-
tation. Instead of concentrating on improving their functional reputation or 
elaborating their expressive reputation, many enterprises have a knee-jerk 
recourse to CSR measures to improve their social reputation. And they of-
ten employ not inconsiderable effort: a study by the Bertelsmann Stiftung2 
foundation back in 2005 confirmed that 57% of the companies3 studied 
have a dedicated budget for CSR averaging about €800,000. The Boston 
Consulting Group estimates that in 2008, the world’s leading listed com-
panies invest one to two per cent of their EBITDA (earnings before inter-
est, taxes, depreciation and amortisation) in corporate social responsibility4 
measures.  

The question now facing us is: Is this investment – putting to one side 
purely philanthropic motives – justified if the company is dedicated to a 
lasting improvement to its reputation in the market among its stakeholder 
groups? 

To answer this question, we shall look into the following: 

• What do enterprises understand by the term CSR and are the prevalent 
definitions compatible with efficient reputation management for compa-
nies? 

• What value proposition do CSR measures achieve as one of many func-
tions in an intact corporate social reputation? 

• How accurately is the social reputation of companies perceived in the 
general populace and what share of the public’s overall evaluation does 
it contribute to? 

• Does actively cultivating social reputation by means of CSR measures 
hold more opportunities or risks for a company’s reputation? 

• Last but not least: What conclusions should be drawn for the strategic 
alignment of the CSR engagement and the tactical implementation of 
the measures? 

                                                      
2 Gewinn und Verantwortung – study by the Bertelsmann Stiftung on CSR (2005) 
3 The Bertelsmann Stiftung commissioned the survey in May and June of 2005. The managers sur-

veyed head companies that had at least 200 employees or a turnover of €20 million in 2004. More 
than 60% of the companies are in the manufacturing and service sectors, a quarter are active in the fi-
nancial services sector and in retail, just under seven percent are in the primary sector. 

4 Lecture by BCG in summer 2008 in the Ludwig-Maximilian-Universität of Munich 
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Corporate social responsibility – an approximation 

A multiplicity of concepts, ideas and notions has grown up around the 
wide field of CSR. Academic discourse alone has produced a range of dif-
ferent approaches to the subject. Since the 1990s, at the latest, the debate 
has moved beyond the academic arena and has been increasingly discussed 
in public (Eisenegger and Vonwil 2004). This development has led to ex-
isting terms and concepts becoming less focussed and more arbitrary, 
which have in part become replaced by new terms that are often not really 
any more precise (Schranz 2007)5. 

By far the most widespread and accepted approach is Carroll’s defini-
tion of CSR, which represents the levels of a company’s social responsibil-
ity in the form of a CSR pyramid (Carroll 1991). 

 
Fig. 1. CSR pyramid according to Carroll. 
Source: Carroll 1991, p. 42 

It is this comprehensive perspective that we shall follow here, which, in 
addition to the economic level, also recognises legal, ethical and philan-
thropical levels. The European Commission also ties into Carroll’s view by 
defining the social responsibility of companies as follows: CSR is a “con-
cept whereby companies integrate social and environmental concerns in 
their business operations and in their interaction with their stakeholders on 

                                                      
5 Schranz (2007) provides a very good overview. 
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a voluntary basis.6 Amongst other things, this definition helps to emphasise 
that: 

• CSR covers social and environmental issues in spite of the English term 
corporate social responsibility; 

• CSR is not or should not be separate from business strategy and opera-
tions: it is about integrating social and environmental concerns into 
business strategy and operations; 

• CSR is a voluntary concept; 

an important aspect of CSR is how enterprises interact with their inter-
nal and external stakeholders (employees, customers, neighbours, non-
governmental organisations, public authorities, etc.)”7 

In addition to this, it is important to emphasise that, besides the various 
definitions, companies need to take account of the constantly changing 
ideas of social responsibility. What is considered socially responsible 
changes over time and also depends in no small part on the specific ar-
rangement and organisation of politics and the economy, as well as media 
publicity (Donsbach and Gattwinkel 1998; Eisenegger and Vonwil 2004; 
Imhof 2006; Schranz 2008). As such, social responsibility today includes 
not only social and economic components, but above all an ecological 
component as well. Whereas social and economic responsibility have been 
discussed since the beginnings of the modern era, which saw the speciali-
sation and differentiation of the economic system, ecological responsibility 
only began to establish itself from the 1970s onward. Today, in the context 
of the debate on global warming, it has become firmly anchored as the 
third pillar of a company’s social responsibility. This point is all the more 
relevant for business in practice because as a person responsible for CSR, 
it is not possible to fall back on static definitions; instead, you have to 
commit to meeting the times. This is no easy task, as is shown by a recent 
study from the communications consultancy Pleon (2008), which surveyed 
stakeholders from the world of politics, science and NGOs about their cur-
rent expectations of companies’ CSR commitments. The result: First and 
foremost, companies should design their core business activities responsi-
bly. Instead of, for example, sponsoring major sporting events or improv-
ing playgrounds, they would be better advised to comply with industrial 
safety provisions or environmental standards. “Seen from the outside, 
companies show the most serious deficits in areas such as ‘humane pro-
                                                      
6 Green Paper Promoting a European Framework for Corporate Social Responsibility, 2001, KOM 

(2001) 366 final. 
7 http://ec.europa.eu/enterprise/csr/index_en.htm 
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duction abroad’, ‘the environment’ and ‘role as a taxpayer’. This is where 
we find the widest gap between what the stakeholders expect and the de-
gree of compliance” (Pleon 2008). Other important aspects that shape the 
public’s expectations of a company’s social reputation are labour protec-
tion, sustainable production, further training or maintaining production 
sites in the home country. In this ranking, support for international educa-
tional and social projects fall far behind. In the overall evaluation, aspects 
that are directly linked to the company’s business are a third more impor-
tant than other aspects. The study concludes: Companies are worst in the 
areas in which society expects most of them, that is, their expertise at solv-
ing problems in-house. The results suggest that companies improve their 
social reputation by means of CSR measures that have a measurable effect 
on internal social and environmental processes. 

CSR as a function of social reputation 

CSR as social, economic and ecological sustainability can be classified 
within an overarching reputation model that reinforces the good reputation 
of an organisation or a person in line with social theory (Eisenegger 2005). 
The reputation model here is a conceptual prerequisite for clarifying how 
assessments of reputation are formed in society. 

Eisenegger developed this type of model by conceiving reputation as 
“the public standing that a person, institution, organisation or, more gener-
ally, a (collective) subject enjoys in the mid- to long-term and which re-
sults from the diffusion of prestige information to unknown third parties 
out from beyond the ambit of personal social networks. (Eisenegger 
2005)”. Unlike pre-modern honour, reputation is not linked to notions of 
origin, but can be acquired by anyone. In exchange, it is subject to the need 
for constant legitimation, it must be produced communicatively and must 
be safeguarded by constant reproduction. Understood in this way, reputa-
tion is recognition accorded to actors (persons, organisations, institutions) 
who manage to adapt themselves enduringly to the expectations of impor-
tant reference groups. 

A definition backed up in this way by communication theory means that 
we can always evaluate a company’s reputation in terms of three views of 
the world (Habermas 19993).8 According to this, an organisation or person 
can be assessed to the extent to which it acts correctly, well or truthfully. 

                                                      
8 In accordance with Habermas’ (19993) three world views. See also: Eisenegger and Imhof (2007). 
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“Correct” refers accordingly to the rational, “good” to the normative and 
“true” to the expressive reputation. Reputation (Habermas 19993) is subdi-
vided into: 

 Functional reputation: this requires the competent fulfilment of 
functional role requirements (expertise). In the economic context, 
this can also be referred to as the economic reputation. 

 Normative reputation: this requires compliance with socio-moral re-
quirements (integrity). The normative or social reputation corre-
sponds to the demands of corporate social responsibility. In other 
words, a party that acts sustainably in social, economic and ecologi-
cal terms has a good normative reputation. 

 Expressive reputation: this represents the individual and emotionally 
engaging aspects (identity).   

The challenge to reputation management consists of the difficult balance 
between managing expectations in the dimensions of functional and social 
reputation, and differentiation and uniqueness in the face of the competi-
tion in the dimension of expressive reputation.  

Social reputation in the public’s perception 

Our introductory remark, that when evaluating an intact company reputa-
tion, the expectations of the company’s stakeholders are focussed between 
70 and 90 percent on economic and not social affairs (Schranz 2007)9 
plays a large role in answering the question of whether CSR measures help 
to improve a company’s reputation on the market. The reason for this is 
that it suggests how a company’s social reputation is perceived at all by the 
general public. Current data concerning this is provided by the Business-
Reflectors from GfK Switzerland in an investigation in 2008. In a repre-
sentative online survey (3400 participants), the reputation of the most im-
portant Swiss companies (115 companies from 19 sectors) was examined.10  

                                                      
9 As well as unpublished benchmarking studies in consulting projects from Pleon, ECRS and fög from 

1999 to 2008. 
10 fög’s theoretical model was used here to measure reputation, and the three types of reputation (func-

tional, social and expressive reputation) were recorded by means of three questions each. Accord-
ingly, the results can be compared to regularities in fög’s reputation research. For more about the 
reputation types, see: Eisenegger and Imhof (2007). 
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In principle, it was established that social reputation has a lesser effect 
on the overall company reputation than the functional reputation does.11 
Furthermore, the companies’ social reputation was evaluated significantly 
worse than their functional reputation. In a reputation index of 0 to 100, 
social reputation was at least five index points lower than the functional 
reputation for more than 60 percent of the enterprises in 2008. For 40%, it 
was even ten index points lower. 

If the assumption that a good social reputation is beneficial to the over-
all reputation were true, the companies at the top of the reputation ranking 
would also have a good social reputation. However, this is not backed up 
by the evidence. The 20 top-ranked best known Swiss companies12 (see 
Figure 2) include only three companies with a social reputation that is bet-
ter than their functional reputation (Migros in forth place, Coop in ninth 
and Migrosbank in eighteenth).  

For the three most respected companies, the difference between the so-
cial and functional reputation was more than 18 index points. For more 
than half the enterprises, the difference was at least eight index points. In 
other words: an excellent overall reputation is down to a firm functional 
reputation. Social reputation should not be evaluated poorly here, but it of-
ten trails behind by comparison. 

A look at the last ten places confirms this view (see Figure 3). 

The difference between the functional and social reputation here is 
much smaller. Three of the companies have a better social reputation, but 
that does not help them much at the bottom of the ladder. The functional 
reputation in the last places is never more than eight index points better 
than the social reputation. This means that these companies are missing the 
positive impetus of economic efficiency and performance. In other words: 
the companies with the worst reputation values do not score poorly due to 
their social reputation but rather due to a lack of positive evaluation of 
their economic capability. 

 

                                                      
11 In 2008, social reputation accounted for 28% of the overall reputation, whereas the economic reputa-

tion accounted for 30%. At 42%, the expressive appraisal played the largest role. GfK BusinessRe-
flector 2008. 

12 Only companies with a prompted level of recognition of at least 90% were selected. 
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Fig. 2. Functional and social reputation of the top 20 in 2008 
The diagram shows the difference between the functional and social reputation of 
the 20 most respected Swiss companies in 2008. The online survey13 was carried 
out in May 2008. Only companies with a prompted level of recognition of at least 
90% were selected. Reputation is shown with an index ranging from 0 to 100.  

 

                                                      
13 Information at: http://www.gfk.ch/methods/cr_methoden_01/002648/index.de.html 
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Fig. 3. Functional and social reputation of the bottom 10 places in 2008. The 
diagram shows the difference between the functional and social reputation of the 
ten Swiss companies with the lowest reputation values in 2008. The survey was 
carried out in May 2008. Only companies with a prompted level of recognition of 
at least 90% were selected. Reputation is shown with an index ranging from 0 to 
100. 

But are there also companies that successfully manage the balancing act 
between functional and social reputation? In the top 20 places, there are 5 
companies in which the difference between the reputation types is no more 
than 3.5 index points. Migros (forth place), Raiffeisenbank (fifth), 
Schweizerische Bundesbahnen SBB (eighth), Coop (ninth) and the Can-
tonal Banks (fifteenth). These companies have two main things in com-
mon; two aspects that Schranz also points out in his examination of public 
communication (Schranz 2007). One aspect is that, with the exception of 
SBB and the cantonal banks, these are all cooperatively organised compa-
nies. Unlike incorporated companies, the main aim of the cooperative is 
not to maximise profit for the benefit of the shareholders, but to promote 
the interests of its members. Furthermore, the cooperative belongs to its 
members (not individual shareholders) and is managed according to de-
mocratic principles. Social responsibility is therefore an integral part of the 
business policy of cooperatively organised companies, which gives them 
corresponding legitimation. The other aspect is that all five companies are 
markedly oriented towards the domestic market; that is, the organisations 
are highly or exclusively focussed on Switzerland. Their corporate cultures 
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have strong national, regional and local roots and direct their activities in 
many areas according to generally accepted economic, social and cultural 
values and norms, bringing them closer, so to speak, to the population than 
the global players are. Although this data was gathered before the world-
wide upheavals on the financial markets, we can assume that this situation 
has been aggravated, if anything, by the global economic crisis and ensu-
ing crisis in confidence.  

Actively cultivating social reputation as a reputation risk 

The GfK BusinessReflector survey showed that social reputation generates 
systematically lower values than the functional reputation among the gen-
eral public. In the following, we will demonstrate that actively cultivating 
social reputation in media reporting has some surprising results.14  

Cultivating corporate social responsibility to maintain a good reputation 
is today seen as an integral part of good corporate governance. The move 
towards a more morally responsible corporate culture, triggered by the 
growing influence of the media over the economy, forces companies to 
justify the expectations of a critical public. There are numerous different 
views and concepts concerning how this can be done. However, the aim is 
always the same: strengthening your reputation in order to use the benefits 
that come with a good reputation to further economic success. 

Whereas the concept of a functional reputation that is used here is 
viewed as objectively as possible, social reputation, with its demand for 
overall societal integrity, refers beyond the role “into the realm of motiva-
tion, character and also morals” (Voswinkel 2001). Added to this, as 
pointed out before, is the fact that reputation in a media society can no 
longer merely be seen as fulfilling obligations, but rather must be con-
stantly reproduced in communication. And this is precisely why it con-
stantly risks the suspicion of being staged. Ignoring this logic brings the 
danger of systematically underestimating the risk of actively cultivating 
social reputation. For as soon as communicative measures in favour of so-
cial reputation are exposed as nothing more than marketing actions, they 

                                                      
14 It is not our intention to draw a causal link between media reporting and public opinion. There have 

not yet been any studies in the scientific community of agenda-setting effects regarding the reputa-
tion of companies. A systematic comparison of media reporting and public opinion in Switzerland is 
currently being carried out in a long-term research project by GfK Switzerland and the Research In-
stitute for the Public and Society (fög) at the University of Zurich. However, not enough time has 
passed to make any valid statements. 
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lose their credibility and the organisation loses its authenticity. This is why 
it is dangerous to see cultivating social reputation as advertising and dele-
gating the task to the Marketing or PR departments. Analyses of public 
communication at the Research Institute for the Public and Society (fög) at 
the University of Zurich have demonstrated clear findings in this area. 

For example, various empirical studies by the fög have uncovered the 
basic rules that govern social reputation in the media society (Eisenegger 
and Vonwil 2004). First of all, there is a clear verdict on concentrating the 
issue on social reputation. If we examine all the reports that have a meas-
urable influence on the overall reputation of a company – due to their cen-
trality, lasting character and diffusion across various major media outlets – 
and if we then extract the portion of the reporting on social reputation (that 
is, the part of reporting to which the company draws attention in the con-
text of social evaluation criteria), we find an average value of between 
10% and 30% (Schranz 2007). The share is therefore markedly smaller 
than the share that addresses economic performance; that is, a company’s 
functional reputation. In other words, “contrary to statements by many 
management consultants, the principal focus on a company continues to 
remain on ‘hard figures’”(Schranz 2007) and is far less concerned with 
how the company treats its employees or the ecological effects of its ac-
tions.  

If we now examine the value judgements applied to companies in re-
porting, we can see that social reputation tends to be a negative factor, 
leading to the generation of negative effects on reputation. These findings 
argue against profiling the company’s reputation by working on social 
reputation “because, firstly, this subject area is not particularly highly re-
garded and, secondly, reporting in this area tends to be more negative than 
in other areas” (Schranz 2007). In most cases in which the integrity of a 
company is addressed in the media, the issue at hand involves making a 
scandal out of corporate misconduct and not praising corporate commit-
ment. On the contrary: the attempt to actively cultivate a corporate social 
reputation in the media by means of CSR measures leads to additional 
risks to reputation, which – perversely – primarily have a massively nega-
tive effect on the functional reputation in the public’s perception. For if 
scandal relating to social reputation takes on such a central role in editorial 
reporting in times of crisis, the stabilising effects that a functional reputa-
tion give to a company are overshadowed. This can be seen clearly in a 
whole series of prominent examples, such as the culmination of the Sie-
mens corruption affair or the Mannesmann trial of Josef Ackermann. In 
both cases, the issue of social reputation – that is, the question of morally 
correct behaviour on the part of the companies in question and their top 
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managers – took up far more than 70% of the overall evaluation in the 
public media.15 The consequences are clear to see: The affected company 
no longer manages to get across to the public information that would be 
relevant to the constitution of the fundamental functional reputation. By 
necessity, crisis communication circles around questions of morals and in-
tegrity; aspects of social reputation, that is. However, defensive crisis 
communication also ensures that the weighting between functional and so-
cial reputation remains misbalanced, thereby aggravating existing reputa-
tional damage. 

But is it at all possible to positively influence media reporting in the 
area of social reputation? Will the media and journalists allow themselves 
to be instrumentalised in this type of reputation management? Cultivating 
social reputation by means of active communication, such as press re-
leases, press conferences or interviews has hardly any effect, according to 
Schranz’s research. 26% of all articles centring on the subject of a com-
pany’s social reputation can be traced back to active PR measures on the 
part of enterprises. Projected against the entire set of reports about a com-
pany, this brings us to an effect of 2.6% to 7.8% of reporting on social 
reputation that is influenced to a greater or lesser degree by the company 
itself. Having said that, these measures have a positive effect on reputa-
tion, albeit only a slight one. 

True beauty comes from within 

In summary, we can conclude that successful management of a company’s 
reputation requires strategies that foreground questions and answers about 
the company’s economic development. Communicating social commit-
ment brings more risks to reputation than opportunities.  

This suggests two conclusions: Firstly, it is necessary to introduce to 
considerations of reputation every suitable internal step and measure that 
entails a high degree of moral integrity in corporate policy and in the man-
agement, in order to counteract any later public scandal.  

Secondly, the question of what the added value of suitably communicat-
ing the company’s CSR behaviour is has not yet been satisfactorily an-
swered.  

                                                      
15 Media reaction analyses from ECRS, Pleon, fög 2005, 2006, 2007, 2008 (unpublished). 
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This is due to cultural, communicational and strategic misunderstand-
ings or shortcomings that lead to many companies’ CSR commitment be-
ing misdirected: 

The cultural dilemma: Unlike the more utilitarian basic approach of 
Anglo-Saxon and North American society, which sees the social benefit 
aspect of social commitment as the basis for its moral evaluation of a com-
pany, a widely-spread Continental European understanding of ethical be-
haviour is strongly influenced by Kantian ethics, which bases its evalua-
tion of social obligation on moral noble-mindedness. In the European 
cultural area, it is not the outcome of a CSR commitment that is evaluated, 
but the motivation behind that commitment. Accordingly, “fig-leaf rheto-
ric” and presenting CSR management as a (bad) exercise in salving the 
company’s conscience takes up a relatively large part of the, generally 
critical, reporting.  

The communication trap: Frequently, communicating your own com-
mitment, such as in CSR or sustainability reports geared towards the com-
pany’s reputation, develops little staying power of its own. One major rea-
son for this is certainly that decisive points of criticism and grievances 
concerning the company’s actions are very often left out of these reports. 
In addition to this, the fact that the social and environmental standards to 
which companies commit themselves in reports frequently represent noth-
ing more than the minimum legal standards does not do much to encourage 
confidence in the integrity of the business world. Also, many areas of so-
cial marketing, from the (in)famous “drink beer for the rain forest” cam-
paign to the “with special thanks to” financed, corporate design-compliant 
donation appeals tend to leave more of an insipid aftertaste among the 
European public than public statements of solidarity and thanks for corpo-
rate social work carried out.  

The strategy focus: Finally, the strategic focus of prevalent CSR meas-
ures seems to be misplaced. Even if there is now a consensus that CSR 
should be constructed alongside a business case and this business case is 
substantially different from company to company, the challenge of defin-
ing an individual CSR approach for an enterprise has not become any eas-
ier. This is generally due to the fact that questions are often asked in this 
context that attempt to measure the value contributed to the company bal-
ance by what are generally very diverse CSR commitments. Instead, enter-
prises should ask the fundamental question of whether the form of the 
commitment currently undertaken is at all compatible with the business 
case.  
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Beyond CSR: towards a new approach to corporate social 
responsibility 

The search for business case compatibility has led us to a very pragmatic 
initial question in day-to-day consulting: “Which in-house and societal 
problems can the planned CSR commitment help to solve?” The starting 
point of our considerations is therefore not the question “Where can we 
usefully become involved?”; rather it is “What societal and in-house prob-
lems are there in the context of our company that could be effectively tack-
led by the use of CSR measures?” Where can we assume our corporate re-
sponsibility by achieving genuine corporate social impact?” 

This article shows, for example, that CSR is not necessarily the best 
method for solving the problem of a poor reputation. In fact, by examining 
the stakeholders’ expectations of a meaningful CSR commitment on the 
part of the company, we have suggested that this is primarily concerned 
with perhaps the most important of the company’s relationships, i.e. its re-
lationship with its employees. Obviously, CSR is aimed at internal effects 
(confident action) and external effects (reputation). However, the key lever 
is held by the company’s employees themselves. This is why we consider 
CSR measures to be on the right track if they have a lasting impact on both 
the mindset and the behaviour of internal and external target groups. Only 
if this is the case is it possible to provide solid proof that there has been a 
contribution towards solving in-house and social problems. An approach 
that also helps companies to clearly measure the success of their commit-
ment, that is to say, the contribution made towards the defined solution.  

There is now a whole range of excellent CSR measures available that 
are able to satisfy this requirement, such as the Earthwatch Program from 
KPMG, which invites employees to take part in a competition of ideas 
about how KPMG can improve its environmental and community per-
formance around the world. Or the “Human Element Programme” from 
Dow Chemical that begins with employees but is explicitly designed to 
improve the company’s reputation, as well as the “Towers of Waste” that 
allowed Hiram Walker & Sons Limited to substantially reduce operating 
waste in cooperation with its employees in recent years. In the “Together” 
programme from the Metro Group, approaches were developed together 
with employees to make Metro more attractive to customers of immigrant 
origin. In this way, the retail group has become actively engaged in the di-
versity discussion. Or Deutsche Telekom, whose direktzu René Obermann 
[direct line to René Obermann] campaign starting in early 2009 has opened 
up a direct line of communication between the CEO and each and every 
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employee, thereby sending a signal that Deutsche Telekom listens to its 
staff as competent, committed and entrepreneurial individuals, eye to eye.  

Summary: Questioning CSR 

There can be no doubt that, in the future, companies – complex, social en-
tities with multiple and frequently contradictory interests and a very het-
erogeneous group of managers and employees (especially as enterprises 
become larger) – will continue to have difficulty in defining a CSR com-
mitment that is, in fact, considered genuine by the public and that is per-
ceived as based on a moral noble-mindedness in the Kantian sense. Ac-
cording to our observations, consistent compliance with this type of ethos 
is most likely to be seen in smaller and medium-sized family companies 
and public institutions, church institutions and private foundations. Inter-
estingly, the latter is also true of foundations with close links to compa-
nies. This is most likely due to the fact that foundations are designed with 
a large degree of autonomy, thanks to their dedicated endowment funds, 
and are not committed to short-term corporate goals, focussing instead on 
the long-term objectives to which the foundation was originally dedi-
cated.16 As an example, the generic medication manufacturer betapharm 
was able to achieve genuine social impact within its sphere by making 
permanent its social commitment to Bunter Kreis (an organisation for 
chronically ill children) by setting up a dedicated betapharm company 
foundation.  

However, the question of what the right CSR strategy is does not hinge 
on selecting the right means but on the particular company itself, its his-
tory, its self-image, its production processes and how it interacts with its 
own employees. You should always start with the right questions:  

1. Which structures and processes in my company result in which 
patterns of perception and judgement in the stakeholder groups 
that are most important to the future of my company?  

2. What type of culture do we live out, cultivate, reward and sanction 
in our company and how does this specifically affect the behaviour 
of our employees and managers in practice?  

                                                      
16 Corporate foundations are often linked to the aim of strengthening close ties between the company 

and society: It is surely no accident that there has been an exponential growth in the setting up of 
foundations in recent years. In Switzerland, for example, more than 50% of the foundations active 
today – frequently referred to in academic discussions as seismographs of societal trends – were 
founded after 1993. Significantly, the majority of endowment funds are used in the “social” sphere. 
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3. How do we have to alter these structures to make it possible to ac-
tually give life to the moral ethos that made our company great 
and to which our employees and managers feel bound?  

4. What means do we have at our disposal to tackle the problems for 
which our company is justifiably responsible? 

If you can answer these questions for you and your company, you have 
taken the first step towards lasting reputation management. 
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The Brussels reputation story – the interplay of 
public affairs and reputation 

Peter Lochbihler 

For companies, reputation is becoming increasingly important while at 
the same time, reputation is also a fundamental issue for any politician. 
At the European level especially, it is clear that the EU is paying atten-
tion to its reputation among citizens. Reputation has an influence on the 
share price of companies just as it determines a politician’s success or 
defeat. But what is the significance of reputation at the intersection of 
business and politics – where, in the context of public affairs, there is di-
rect dialogue between the representatives of various interests on the one 
hand and politicians or civil servants on the other? What are the charac-
teristics of a good reputation that matter in context of political lobbying? 
How should an organisation present itself to EU institutions in Brussels 
in order to earn their trust? 

We address these questions by looking at the practice of public affairs 
in Brussels. After an introductory explanation of the concept of public 
affairs, we go on to distinguish the dimensions of reputation that are es-
pecially relevant for particular target groups (or subgroups). As will be-
come clear, it is not possible to achieve a uniform reputation among the 
various target groups in the EU bodies – owing to the importance of cul-
tural and national backgrounds, personal convictions and personal net-
works. 

Concrete examples are given in support of the thesis that even though 
a positive reputation generally helps public affairs in Brussels, it can 
never guarantee lobbying success. One can intelligently utilise an or-
ganisation’s good reputation for successful lobbying in Brussels, but it 
must be maintained, expanded and developed by local representatives – 
based on fundamental values such as honesty, credibility, reliability, re-
sponsibility and continuity. 
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Reputation and the European Union  

When the European Commission took office under President José Manuel 
Barroso in 2004, one of its priorities was to improve both the understand-
ing of the EU and its reputation among the wider public. For years, there 
has been too much distance between EU decision makers in Brussels and 
the citizens of the EU. There has been a great gap, too, between the well 
intentioned (or even actually beneficial) political initiatives from Brussels 
and the public’s perception of it as a bureaucratic behemoth that is out of 
touch with citizens. The anti-globalisation movement also branded the EU 
as an advocate of global free trade. This contributed, among younger vot-
ers especially, to the demise of the EU constitution after failed referen-
dums in France and the Netherlands in 2005. Certainly, by the time the 
Irish had delivered their not-so-surprising No to the Lisbon Treaty in 2008, 
alarm bells were sounding in the Commission’s Berlaymont building. 

According to Eurobarometer surveys regularly commissioned by the 
European Commission, two-thirds of the Irish population regard their 
country’s membership of the EU as positive, and three-quarters are con-
vinced that Ireland, on balance, benefits from being an EU member. On 
average across the EU, 53% consider their country’s membership a good 
thing. The mood is especially good in the Netherlands, where this figure is 
80%. Almost half those surveyed trust EU institutions. With regard to the 
image of the EU, 45% of those surveyed felt positive (Eurobarometer 70, 
Dec 2008)1. 

Yet, analyses of the referendum results in France, the Netherlands and 
Ireland show that an often diffuse scepticism towards the EU still prevails 
among citizens. A glance at the outcome of the referendum in Ireland sug-
gests that voter confidence in the EU is not in a good way. There, scare-
mongering about the EU succeeded in cancelling out for Irish voters the 
enormous economic progress the country has been able to make since its 
accession to the EU in 1973 – progress due to the intelligent use of mas-
sive EU aid. The failure of the referendum in Ireland also suggests that the 
Commission’s communications and information campaigns in the lead-up 
to the poll, like those of the Irish government, missed their target.  

Since then, the Commission’s political initiatives have targeted obvious 
issues that affect citizens and consumers. It has pushed for popular causes, 
such as consumer or environmental protection. Reduced roaming costs for 

                                                      
1 European Commission, Eurobarometer 70 − Public Opinion in the European Union, December 2008 

<http://ec.europa.eu/public_opinion/archives/eb/eb70/eb70_en.htm> 
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mobile communications, ambitious targets for climate protection, a ban on 
incandescent light bulbs, stricter product approval for pesticides – meas-
ures like these typically guarantee positive headlines in national media. 
When EU institutions themselves are paying a great deal of attention to 
their reputation, it is worth asking to what extent political decision makers 
and civil servants are aware of the importance of reputation when in con-
tact with lobbyists. Or, to put it another way: do companies, associations or 
NGOs with a good reputation have an advantage when working together 
with the Commission or the European Parliament? What characteristics of 
a good reputation are especially important in Brussels? How does an or-
ganisation have to present itself in Brussels to enjoy the trust of EU institu-
tions? 

Reputation and public affairs 

As early as in 1766, Adam Smith laid what could be regarded as the foun-
dation stone for reputation management. He noted – with reference to the 
trade of goods – that fraud does not pay because, if it becomes public, a 
single instance of fraud does more harm in the mid and long term than it 
generates profit in the short term. A similar principle holds in public affairs 
and can be understood as actively shaping dialogue with politics and soci-
ety on behalf of an organisation: honesty, trustworthiness, credibility, reli-
ability, responsibility and continuity are crucial elements for successful 
public affairs work. The connection between reputation and public affairs, 
then, is clear. But is public affairs a building block for reputation manage-
ment? Or is it the other way around? 

First of all, we must clarify the concept of public affairs. Public affairs 
work in Brussels aims at learning about the Commission’s legislative and 
regulatory proposals as early as possible and at actively helping to shape – 
or even influence – them as early as possible. But when lobbying external 
organisations, one must have a foundation of thorough groundwork to 
build upon. The first step for public affairs professionals is to define the is-
sues and political areas that affect a company and to evaluate potential 
consequences – positive and negative. Systematic monitoring makes it 
possible to stay up to date and ready to act at all times on a specific issue. 
In political monitoring, not only is the media evaluated, but political deci-
sion-making processes are actively followed – for example, by attending 
meetings of parliamentary select committees and stakeholder hearings or 
by having background talks with politicians and civil servants. Such analy-
ses and recommendations for action are a core part of political monitoring, 
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which also acts as an early warning system when new trends or political 
initiatives emerge. For each topic, stakeholder maps are created, which list 
the relevant agents in a political procedure and evaluate them according to 
their importance – from the working level through to the highest relevant 
political level. Here, it is not only the politicians and civil servants in the 
institutions who matter, but also associations, organisations and media in 
the political environment. It is essential to establish and maintain a net-
work with these agents. This means making contact, organising conversa-
tions, comparing positions and possibly arranging alliances. Well struc-
tured, concise briefing documents and position papers with clear messages 
supported by fact are a fundamental requirement for lobbying talks. Only 
then, and after thorough preparation, can one begin with the actual lobby-
ing work and issues management – in other words, actively shaping how 
issues develop and moving them forward. In this part of the public affairs 
spectrum, media relations plays an important role, since politicians often 
orient their behaviour around opinions published in the media. Successful 
public relations calls for integrating the widely different aspects of a prob-
lem, a focus on solutions and creativity in implementation. 

 
Fig. 1. Public affairs services 
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How does an organisation’s reputation have an impact on 
public affairs activities with EU institutions? 

Having clarified what public relations is about, we now deal with the ques-
tion of how reputation impacts actual public affairs work in Brussels. The 
European Union is a complex political system, and bears little resemblance 
to the structures of a traditional national democracy. The interplay between 
the Commission, the Council and the Parliament is partly similar to politi-
cal processes at national level between the government and parliament, 
governing coalition and opposition – but only partly. Politicians’ alle-
giances in the Parliament and in the Commission are a mixture of national 
origin, party politics and personal conviction. But most importantly, every 
institution – at political and administrative level – has representatives from 
27 member states, each with differing cultural, historical and political 
backgrounds. In all, the EU recognises 23 official languages. Not every 
working document is translated into all the official languages, and not 
every session is interpreted into 23 languages, but the number of languages 
alone expresses something of the diversity and complexity in the political 
systems of the EU. 

The factors that influence the thinking and actions of political decision 
makers are thus extremely diverse. 

Given its role as ‘guardian of the treaties’, with the European Commis-
sion it is European interests that generally prevail. The Commission’s role 
is to develop draft legislation for the entire EU, to ensure rules are adhered 
to, while ensuring all member states are treated equally. But, of course, 
commissioners and civil servants do not simply put their nationality to one 
side once they join the Commission. Commissioners and top civil servants 
are usually regarded in their home countries as having privileged access to 
the Commission, so that (at least unofficially) a certain balance is strived 
for when filling the higher posts. Apart from nationality, areas of responsi-
bility and personal convictions naturally decide the extent to which the 
reputation of an organisation can help or hinder the pursuit of interests. On 
the topic of climate protection, a Greek environmental NGO will presuma-
bly get a better reception from the Greek Environment Commissioner Di-
mas, while a German car manufacturer dealing with the same topic might 
prefer to approach the German Industry Commissioner Verheugen. 
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An organisation’s reputation often evolves within a specific national 
context, and is accordingly perceived differently by different target indi-
viduals. Just as crucial as the national context are content and ideology: 
while the directorates-general for the internal market and enterprises 
champion the competitiveness of European industry and sales opportuni-
ties on the internal market, the directorates-general for the environment 
and consumer protection are bound to pursue initiatives for the environ-
ment and the protection of consumers. In this sense, there is no uniform 
perception of stakeholders within the Commission. Rather, reputation di-
verges enormously from one office to the next, from one commissioner to 
the next, and from one desk officer to the next. 

Unlike in the European Commission, national interests are officially in 
focus in the Council. Indeed, the governments of member states have a ba-
sic responsibility to represent their national interests there. However, one 
can see how difficult it is even to find a national position in the numerous 
disputes between national ministries – when it comes to balancing envi-
ronmental and industrial politics, for example. It is not unusual for the en-
vironment minister of a given country to maintain a position in the Envi-
ronment Council that is contrary to the position adopted in the 
Competitiveness Council by his or her cabinet colleague with the eco-
nomic portfolio. Almost without exception, however, the Council and thus 
national governments will listen to arguments that relate to the location of 
industries, i. e. to jobs in their countries. Unlike with the Commission, the 
national reputation of an organisation can be used here with national gov-
ernments for public affairs. National champions such as utilities, banks or 
auto manufacturers can use their often good domestic reputations in their 
home country to ensure their arguments are heard by their national gov-
ernment. 

In the European Parliament, the situation is particularly complex: select 
committee membership, personal political focus, caucus membership, na-
tionality, public interest and the political relevance of an issue for one’s 
own electorate – these are the factors that influence the thinking and ac-
tions of the more than 700 MEPs. In the European Parliament, there are no 
traditional dividing lines between a governing coalition and an opposition. 
Caucus discipline is much weaker than in national parliaments. When vot-
ing, members sometimes follow the caucus line, sometimes their national 
delegation, or quite often, simply their own personal conviction. As a re-
sult, there are always shifting majorities that, depending on the issue at 
hand, can often be hard to predict. 
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A stakeholder’s reputation is even less likely to reliably secure a posi-
tion in the European Parliament than is the case with other EU bodies. 
Generally, the socialist, communist and Green MEPs value input from 
NGOs on issues related to the environment, consumer protection or human 
rights. Economic or industrial interests are probably better placed with 
conservative or economically liberal members. More than in any other EU 
institution, it is necessary to distinguish a range of target groups when 
dealing the Parliament. A software company’s reputation might be good in 
an industry select committee, but can also be the very emblem of consumer 
rights violations in the select committee responsible for data security. The 
reputation of an organisation, then, has a clear impact on public affairs in 
the European Parliament, but not in the sense that ‘one reputation fits all’. 
A professional public affairs strategy takes precise account of these dis-
tinctions and uses reputation with various target groups to construct ma-
jorities. Thus, the core messages presented to an industry select committee 
will have a different emphasis to those presented in the select committee 
for civil liberties. In one case, the focus might be on research budgets, in-
novation, and jobs, and in the second, on cooperation by the software 
manufacturer with data-security initiatives. 

In sum, one can say that a reputational strategy that confines itself to na-
tional borders will only help public affairs at a European level to a very 
limited extent. A good reputation across broad sections of society helps 
lobbying in Brussels, but is nothing like a guarantee for success. It can as-
sist public affairs measures, but for successful public affairs, reputation 
must be established and maintained with the political target groups there in 
a direct and nuanced way. A generally poor reputation (for example, the 
tobacco industry) certainly makes it more difficult to successfully imple-
ment public affairs measures. A strategic public affairs concept takes ac-
count of the diversity of EU institutions and essentially answers the ques-
tion: which people in which organisation should we contact at which time 
on which topic? 

A glance at public affairs in practice 

The political debate about REACH, the reform of rules for registering, 
evaluating and authorising chemicals, suggests that the negative reputation 
of a whole industry affects political decision-making processes. The repu-
tation of the chemical industry in broader society could hardly be worse. 
Chemical companies are associated with toxic residues, polluted rivers, air 
emissions and cancer. 
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From 2001 to 2006, the EU developed new rules for chemicals through 
protracted political negotiations between the Commission, the Council and 
the Parliament. The industry, in one of the most intensive and drawn-out 
lobbying battles in Brussels in recent decades, tabled countless studies 
about the potential harm for innovation and competitiveness caused by 
stricter regulations and indefatigably pointed out how vitally important 
chemicals are for almost every area of everyday life. Yet it was the studies 
advanced primarily by environmental NGOs about chemical residues in 
blood samples from European citizens that clearly captured the imagina-
tion of politicians. The then Environment Commissioner, Margot Wall-
ström, attracted much media attention by offering to have her blood tested 
for chemical residues, and headlines ahead of the vote in the European Par-
liament were a sure bet. The chemical industry’s essentially negative repu-
tation and the attendant lack of trust among politicians meant the indus-
try’s typically scientific or technical arguments, which tried to distinguish 
the ‘risk’ from the ‘danger’ of chemical products, could get no purchase. 

Much the same situation held for the regulation of pesticides. Here, too, 
the agricultural industry was on the defensive from the outset. An experi-
enced parliamentary employee summed it up: “The reputation of pesticide 
producers hovers somewhere between that of al-Qaida and seal killers.” 
Major producers such as Syngenta, BASF and Bayer have not succeeded 
enough in counterbalancing with objective arguments the emotional head-
lines generated by environmental NGOs about ‘poison cocktails’ in our 
food. As the political debate unfolded, global prices for corn, soy and 
wheat climbed to such dizzying heights that the United Nations had diffi-
culty financing its World Food Programme – the perfect lead-in, really, for 
the argument that pesticides protect and increase harvests. And yet, the ar-
gument that pesticides make a significant contribution to feeding the 
world’s growing population made little headway in the political debate. 
For, environmental groups are skilled at emotionalising political issues, as 
they did here. Testing fruit and vegetables sold at the supermarket in the 
European Parliament for pesticide residue ensures journalists’ attention 
just as much a study on pesticides in wines. That the residues found were 
almost without exception below the statutory threshold, and thus harmless, 
was only mentioned in the details. 

The industry had some success in the protection of intellectual property 
and in the fight against illegal imports. But it was not possible to prevent 
stricter approval criteria for pesticides. It seems to be the case, then, that 
politicians believed in producers’ capacity for innovation and wanted to 
guarantee and provide incentives for this. But when it came to ensuring the 
safety of pesticides for consumers and the environment, there was more 
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belief in the NGOs’ arguments than trust in the producers’ awareness of 
their responsibilities. 

Take the example of the software patents directive. The European Par-
liament, after a long and heated debate, rejected with an overwhelming 
majority the Commission and Council’s proposal for the patentability of 
“computer-implemented inventions”, even though an impressive lineup of 
global IT players, from Microsoft and IBM through to Intel, SAP and 
Nokia, had lobbied intensively for the software patents directive. In the 
end, however, the open source movement won – in this case by profiting 
from a conflict between EU institutions. The Parliament had felt ignored 
by member states and the Commission after important amendments pro-
posed by MEPs were not adopted. Although the global software alliance 
boasted enormous economic clout, mistrust reigned among MEPs about 
the true state of affairs. Many politicians felt ‘over-lobbied’ and pressured 
from both sides. In the end, the reputation of the IT industry, by all means 
positive due to its strong capacity to innovate, was not enough to ensure a 
majority for software patents in the European Parliament. Despite its rather 
modest financial means, compared to the IT industry’s million-dollar 
communications budgets, victory went to the open source movement, 
whose grassroots activities saw supporters from across Europe gather to 
demonstrate in front of EU buildings in Brussels and Strasbourg. 

What characteristics of a good reputation matter 
especially in Brussels, and how must an organisation 
present itself there to enjoy the trust of EU institutions? 

Competition for the attention of decision makers in Brussels is enormous. 
Each day, between 15,000 and 20,000 lobbyists fight for the interest of 
MEPs and officials at the Commission. Each day, there are countless con-
ferences, workshops, press interviews, round table meetings and stake-
holder hearings. EU institutions see a constant stream of heads of govern-
ment, CEOs and Nobel laureates. How can an organisation stand out in 
this tough opinion market? 

Let us begin with the fundamental distinction, as it relates to companies, 
between economic reputation and social reputation: both the economic 
reputation (that is, expectations towards and judgements about a company 
as an economic agent) and the social reputation (that is, moral or ethical 
expectations and judgements) are relevant for EU public affairs. Depend-
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ing on the stakeholder category and target group, however, these two di-
mensions can be weighted quite differently. 

One can describe public affairs in Brussels with an image from ice skat-
ing, where there is both a ‘compulsory programme’ and a ‘freestyle sec-
tion’. The ‘compulsory programme’ is about fulfilling the expectations that 
political institutions now place on every stakeholder who wishes to be 
heard. Stakeholders must actively observe and accompany legislative and 
regulatory decision-making processes. They must also present fact-based, 
solution-oriented positions that support decision makers by providing addi-
tional and useful information. For companies, economic reputation is espe-
cially important in this respect. In the political sphere, companies are ex-
pected to contribute in a solution-oriented way on relevant matters. 

If a company has in the past met the expectations of a defined target 
group – in this case, the political sphere – the representatives of this target 
group will be more open to the company’s concerns. For companies and 
other organisations, the opportunity lies in fulfilling expectations. The re-
sulting trust will impact on the future. 

The ‘freestyle section’ provides an opportunity to fulfil ethical or moral 
expectations above and beyond the ‘compulsory programme’. Only here 
can a stakeholder actually set itself apart from the competition as a respon-
sible agent who thinks about the long term and about wider issues than 
simply those that affect core business. When positioning itself in this way, 
a company’s corporate social responsibility (CSR) activities can help it 
improve its reputation both among politicians and with society at large. 
Given the ongoing battle against climate change, for example, it certainly 
helps to have a reputation for acting sustainably as a ‘protector of the envi-
ronment’; implementing the appropriate CSR activities can bolster reputa-
tion and assist public affairs in Brussels. But a study by Pleon shows that 
CSR activities need to be closely linked to a company’s core economic 
competence – that is, near a company’s core business – in order to make a 
credible impression on the target audience. Concepts such as human dig-
nity in overseas production, employment protection, environmentally-
friendly and sustainable production, industry training, co-determination 
and childcare services are valued much more highly by those in politics, 
science and society than a company’s sponsorship of charity or culture. 

An organisation’s reputation will only have a long-lasting impact on its 
lobbying in Brussels if it has a European dimension. This means, on the 
one hand, that a reputation that exists solely at national level will only im-
pact a small subset of EU bodies. On the other hand, the core activities of 
an organisation must be clearly relevant for the EU and its member states. 
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Certainly, non-European companies such as Microsoft, Pfizer or Gazprom 
have significant influence on EU politics. They thus set aside sizeable 
budgets for communications and political advisors, because they are mas-
sively affected by EU decisions. But what does ‘non-European’ even mean 
in the age of a global economy? What matters to decision makers is, on the 
one hand, the importance of a company for Europe in terms of jobs in 
Europe, investment in research and innovation, and on the other hand, their 
specialist expertise, which can help politicians to make informed decisions. 

Apart from the European dimension, it is crucial to note that a good 
reputation with certain target groups will not automatically rub off on EU 
decision makers. EU institutions are much too complex and diverse for 
that. A good reputation, or at least being well known, can help open doors. 
Persuasion, on the other hand, only succeeds through personal contact and 
well prepared arguments underscored with data, facts and figures. Personal 
networks, alumni associations, discussion groups, think tanks, high-level 
rounds of talks, national networks (for example, the network of elite 
French universities) are highly significant for public affairs professionals 
in Brussels. Such personal networks are probably more decisive than the 
reputation of an organisation in the population as a whole. The reputation 
of representatives in Brussels, which is based on personal experience, is 
more readily projected onto the organisations they represent than the other 
way around; that is, the rather abstract reputation of a company is less of-
ten projected onto its representatives in Brussels. 

Finally, and this completes the arc from reputation to public affairs, an 
organisation must present itself to EU institutions in a way that is honest, 
trustworthy, credible, reliable, responsible and continuous. Adhering to 
these fundamental values, combined with a consistent ‘compulsory pro-
gramme’ of public affairs and an ambitious, innovative ‘freestyle section’ 
builds the foundation for gaining trust and reputation among decision 
makers in EU institutions. 



Part III: The 21st century of reputation crisis 

One can survive everything, nowadays, except death, and live down 
 everything except a good reputation. 

 
Oscar Wilde (1854-1900) 

 

 



Managing reputational risk – A cindynic approach  

Sophie Gaultier-Gaillard, Jean-Paul Louisot and Jenny Rayner 

Reputation is the main asset of any organisation and managing reputa-
tion is therefore one of the major tasks of executives and board members. 
Future uncertainties may be both threats and opportunities depending 
on how decisions are made and stakeholders involved in an information 
consultation process to develop their trust in the future of the organisa-
tion, and their understanding of its contribution to the sustainable devel-
opment of the society so that the organisation establishes and reinforces 
its “social licence to operate.” 

Although it is still relatively new, the management of a reputation can 
learn from a theoretical approach to learn from experience armed with a 
conceptual and epistemological framework. 

Although it has mainly started as a practical, hands on wheel, discipline, 
reputation risk management would benefit from a more conceptual ap-
proach to improve the learning process from experience and equip decision 
makers with a framework in which to organize their thinking process. 
Cindynics was developed twenty years ago and offers precisely a theoreti-
cal and practical model to explain the root causes of potential ruptures in 
complex systems where the human factors are a key to explaining the 
situation. The model is here applied to the specifics of reputation manage-
ment. 

The essential triangle: the organisation, its message and 
its partners’ expectations 

For any organisation, reputation is both one of its resources and the ulti-
mate “melting pot” where all its resources combine to create the organisa-
tion’s value. Therefore, it derives its level from the quality of the synergies 

 
J. Klewes, R. Wreschniok (eds.), Reputation Capital, DOI 10.1007/978-3-642-01630-1_9,  
© Springer-Verlag Berlin Heidelberg 2009 
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linking all the internal resources of the organisation and depends on the ef-
ficient use of all its assets. 

The organisation as a dynamic combination of resources 

Any organisation is a complex combination of tangible and intangible as-
sets or resources as illustrated in Table 1. 

Table 1. Physical and intangible assets or resources 

 
As an illustration of this complex combination, the stock exchange 

should take into account all of these elements to assign a value to an or-
ganisation: the physical as well as the assessable intangible assets play a 
role but the major issue is the trust investors place in the quality of its gov-
ernance and the capacity of its leadership to drive it through a potentially 
rocky future. 

Patent and trademark registrations are a security for the future. In fact 
the synergies between the portfolios of tangible and intangible assets are 
the best security for the future of the organisation and are therefore at the 
core of its reputation. But how can this synergy be measured? In reality the 
cement of the whole construct is the trust of stakeholders, investors being 
at the forefront, and this justifies assessing the reputation as the difference 
between the market capitalisation and the total valuation of its assets.  

The message through the ontological space 

If investors are at the forefront of reputation valuation, there is increasing 
pressure on all organisations to take into account other stakeholders, which 
means that optimising the economic efficiency of resources is not enough. 
General public and specific pressure groups as well as regulatory bodies 
request transparency in the decision process and communica-
tion/consultation on the impact of risks. This implies that the organisation 
must state clearly its values, its internal rules and its ultimate goals and it 
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will strive to uphold them in its daily operations. In the words of a con-
tributor to the Harvard Business Review (Nov 2007)“ it must not only out-
perform its competitors but also ‘outbehave’ them.”  

No organisation can afford to ignore the demands of the general public, 
consumers, investors and state institutions. This corporate banner that 
Bourdieu called its symbolic capital is embodied in the corporate project 
upheld by the directors and executives. But is it so far from what has be-
come usual to call “economic capital” for financial institutions? Clearly, 
the financial market meltdown and looming economic crisis we are experi-
encing illustrate the strong correlation between “symbolic” and “eco-
nomic” capital.   

This message was anticipated in what Georges-Yves Kervern1 describes 
as the ontological space of the organisation. In this context “ontological” 
could be translated as ethics in action. 

 
Fig. 1. Organisations are complex system combining. 

The ontological space illustrated above in Figure 1 is composed of three 
dimensions:  

• The laws and regulations – imposed from its environment –,  

• The values – chosen by the organisation and embedded in its cul-
ture –, and  

• The missions and objectives it assigns to itself. 

If the operational framework within which the organisation operates to-
gether with the confidence in its future is the structural foundation of its 
reputation, the ontological space embeds the message and image that it 

                                                      
1 Latest Advances in Cindynics; Georges-Yves Kervern; Economica Paris 1994   
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wishes to convey to society. Therefore the organisation’s management 
must ensure that its project is realistic, not only in relation to its present 
and future resources, but also in the light of its partners’ expectations. 

Heterogeneous partners’ expectations 

The transmitter (the organisation) wishes to communicate its message em-
bedded in the ontological space to a public that is diversified, i.e. com-
posed of various segments whose expectations are both heterogeneous and 
contradictory. Each actor or stakeholder has his own expectations from the 
organisations and the main groups are stockholders, the general public, in-
stitutions, pressure groups, consumers, the media, etc. 

 
The image of the organisation perceived by each stakeholder is formed 

on the information available (Annual report, specialised and professional 
magazines, Internet, etc.) processed through the prism of their own value 
system, i.e. the confrontation of the organisation’s projected ontological 
space and their own. Therefore, one difficulty for the organisation is to 
capture its partners’ expectations, meaning understanding their current 
status as well as anticipating their evolution. Another challenge is to iden-
tify the actors or actors’ networks and priorities to determine which should 
be targeted and satisfied, in which priority. However, nowadays, any or-
ganisation has to communicate with all of its stakeholders, the challenge 
there is to satisfy their individual hunger for information while ensuring 
full coherence between the different messages: any contradiction could 
ruin the trust and confidence of all as it is likely that the different “targets”, 
seen as separate from the perspective of the organisation, interact at other 
levels.  

 
Fig. 2. Reputation founded on coherence 
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An organisation’s reputation is a complex construct as illustrated by the 
Figure 2. Furthermore, it also explains why it is so essential that it is to-
tally coherent in its internal processes and set of values, the image it con-
veys and the expectations of all its internal and external partners. Let us 
stress again that different target groups require tailored communication but 
if each of them is addressed on its terms, the overall picture must provide a 
coherent image for the viewers. When the contradictions prove too ex-
treme, the organisation may have to explain candidly to some why their 
expectations cannot be met.   

The message emitted by the organisation towards each target is then 
perceived through the prism of their own biases and compared with the re-
ality and information obtained through external channels, outside of the 
control of the organisation.  

Should it be effective, which is the organisation’s objective, the mes-
sage sent by the organisation modifies its partners’ expectations. By the 
same token, it raises the stakes and any discrepancy between expectations 
and delivery will give rise to a sense of betrayal so that trust may prove 
difficult and long to restore. This is why the organisation must manage 
cautiously its reputation triangle reality, message, expectations. To sum-
marise, do not promise if you cannot deliver!  

The mechanisms of reputation  

Figure 3 illustrates the relationships between the organisation’s business 
plan, the operational processes and the partner’s expectations. The organi-
sation promotes its business plan to justify its “social licence to operate.” 
The diverse partners’ expectations are illustrated here by the spatial disper-
sion of each ontological space. 
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Fig. 3. Mechanisms of reputation 

As mentioned earlier, the reputation of an organisation is a reality in 
“the eyes of the beholders”. Therefore, for any organisation, reputation 
should be plural as it is based on every stakeholder’s segment expectation. 
If we think of Total after the 1999 Erika pollution, whereas it maintained 
an excellent reputation with the investors, as the results and the dividend 
were maintained, the reputation with the “green” groups was far less 
shiny! 

The aggregation of individual reputation generates the overall reputation 
and: 

• The soundness of the construction (physical and financial assets), the 
development potential (patent, copyrights, etc.) and the team profes-
sionalism (competencies, know-how, etc.) must inspire trust. 

• The business plan must satisfy the investors’ financial objectives while 
promoting “societal expectations”.  

We have stressed how reputation is based on a triangle to be managed 
with caution. As a matter of fact, there are many perils that may upset the 
balance at any time. The drivers identified above in exhibit 3 can be used 
to structure the risk analysis around the three dimensions of the ontological 
space.  
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Objectives and missions  

Financial performance and long-term investment value  

Does your business have a solid track record of financial performance with 
no surprises? What are its future prospects? Will it prove a good invest-
ment in the longer term? Could something throw the business off track and 
lead to a profits warning? Which stakeholders are most interested in your 
financial performance? How do they rate you and what do they expect of 
you in the future? Do you furnish them with the information they need to 
maintain their trust? 

The post-mortem into the $38bn write-down at UBS due to the US sub-
prime mortgage crisis blamed the huge losses on excessive risk-taking and 
poor controls at the once conservative Swiss bank. The 50-page report 
compiled by UBS for the Swiss federal banking commission revealed that 
senior executives had no idea of the bank’s vast exposure to the complex 
mortgage-related derivatives that led to the losses. In April 2008 share-
holders approved a SFr 15bn rights issue, the bank’s second recapitalisa-
tion in two months. Their assessment of the bank’s management and ‘con-
servative’ approach will no doubt also have been re-evaluated.  

Rules – Laws and regulations 

Corporate governance and leadership  

Is an appropriate “tone at the top” set by a board and senior management 
team? Does the business have a compelling and realistic vision for the fu-
ture? Does it have an appropriate supporting strategy and good quality 
management to deliver it? Does it display good corporate governance? 

Hill and Knowlton’s 2006 global survey of financial analysts2 found 
that, other than financial performance, the perceived quality of manage-
ment, particularly the CEO, is the single most crucial factor driving corpo-
rate reputation in a way that influences analysts’ investment recommenda-
tions.  

                                                      
2 Hill & Knowlton/MORI  Return on Reputation − Corporate Reputation Watch 2006 − a global  sur-

vey of  the opinions of 282 buy and sell-side analysts on corporate reputation management 
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Today, more than ever before, business leaders are expected to embody 
their corporate brand and its espoused values. This can boost a business’s 
reputation when things are going well, but a fallible leader can equally 
prove a liability and can tarnish the business’s standing if they fail to live 
up to the exacting standards expected of them. 

“Today, the environment in which power is exercised, whether by poli-
ticians or business leaders, is harsher. Standards of behaviour may well 
have improved, but so too has scrutiny, and the punishment for transgres-
sion is undoubtedly more severe. This has made managing reputation both 
more important and more difficult than ever”(Kellner 2008). 

Remuneration and incentives for the board and senior staff must also be 
appropriate. Could your business’s incentive scheme encourage managers 
to behave in ways not compatible with the business’s ethos and values? 
When former Citigroup Chief Executive Charles Prince flew to Japan to 
apologise for the behaviour of senior executives in Citigroup’s private 
banking operation who had violated Japanese banking regulations, he said 
that they had put “short-term profits ahead of the bank’s long-term reputa-
tion”. Personal greed combined with inadvertent perverse incentives can 
prove a lethal combination.  

Corporate responsibility 

Is the business a good corporate citizen? Does it strive to minimise the 
negative impacts and maximise the positive impacts of its activities on so-
ciety and the environment? Does it act in the long-term interests of its 
stakeholders? 

“In today’s business environment, integrity, honesty, social responsibil-
ity and transparency are ‘baked into’ a company’s reputation and have 
taken on an importance at least equal to that of a company’s financial per-
formance. In other words, a company is no longer judged on its financial 
performance – it is also judged on how it achieves that performance” 
(Stansfield 2006). 

This driver covers a wide range of potential issues from environmental 
emissions, labour standards in the supply chain to supplier payment prac-
tices, bribery and corruption. The list of large corporations facing corrup-
tion probes has continued to grow. French engineering group Alstom is 
cooperating with Swiss and French authorities investigating suspected 
bribery to win foreign contracts in South America and Asia between 1995 
and 2003. This follows ongoing investigations into Germany’s Siemens 
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and the UK’s BAe Systems. Allegations of malpractice alone can lead to a 
loss of stakeholder confidence and a drop in share price even before legal 
action commences.  

The Woolf Committee (2008), established to make recommendations on 
BAe Systems plc’s ethical policies and practices following allegations of 
bribery and corruption relating to the award of defence equipment con-
tracts, commented: 

“High standards of ethical business conduct, and demonstrating such 
standards have been met, have become a requirement for companies in any 
sector wishing to succeed globally. In the global economy, reputation has 
become an essential part of an enterprise’s value and the effective man-
agement of ethical and reputational risks has become a critical element of 
corporate governance.” 

Regulatory compliance  

Is the business seen as law-abiding? Does it comply with the spirit – not 
just the letter of relevant laws and regulations? Does it comply with its 
own internal standards, policies and procedures?  

A 2005 survey by the UK’s Economist Intelligence Unit (2005) indi-
cated that the biggest threat to reputation is from non-compliance with le-
gal or regulatory obligations (66% ranked this as a major risk), followed 
by exposure of unethical practices (58%), security breaches (57% e.g. sen-
sitive data leaks, hacking of customer financial data) and failure to deliver 
minimum standards of service and product quality to customers (47%). 

Post-Enron, complying with the letter of the law is, in many countries, 
no longer a sufficient condition for maintaining stakeholder confidence. 
Businesses are now often expected to go beyond minimal compliance and 
act within the spirit of the law.  

A French court filed preliminary charges in May 2008 against Noël 
Forgeard, former co-chief executive of EADS, for insider trading. It is al-
leged that Forgeard exercised stock options worth €2.5 million in March 
2006, just before the company announced significant delays with its A380 
super-jumbo jet. Seventeen other EADS top managers are also facing in-
vestigation. EADS’ shares crashed by 26% in one day when the problems 
were made public in June 2006. The company is also likely to face law-
suits from investors who saw millions of euros wiped off the value of their 
shares. The alleged corruption charges have tarnished the reputation of the 
company.  
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Values or internal forces 

Delivering customer promise  

Does the business provide consistently good quality and fairly priced 
products and services? Does it innovate and successfully launch new prod-
ucts and services? Is its marketing responsible? Does it keep customer data 
secure? How good is its customer service? How well does it respond to 
customer feedback and complaints?  

Today’s customers are highly sophisticated – and have high expecta-
tions. If they feel they have been duped by misleading marketing claims 
they will punish the transgressor by voting with their feet. When Proctor & 
Gamble launched Sunny Delight in the UK in a blaze of publicity in 1998, 
consumers were soon to learn that this apparently fresh, fruity, child-
friendly lunch-box alternative to ‘pop’ was actually a sugar and e-number 
laden concoction later condemned by health experts. When the truth 
emerged, sales of Sunny Delight plummeted as consumers lost confidence 
and deserted the brand. In 2004 P&G offloaded the controversial brand to 
a private group in the US for an undisclosed amount.  

Workplace talent and culture  

Is the business able to recruit, develop and retain high quality staff? How 
well does it treat its employees? Does the culture encourage employees to 
take pride in the business and give of their best?  

A business’s reputation is crucial if it is to succeed in recruiting good 
candidates. A 2008 Hill and Knowlton global study of MBA students (Hill 
and Knowlton 2008) demonstrated that three out of four respondents see 
corporate reputation playing an extremely or very important role when de-
ciding where to work after completing their MBA. The students’ prime fo-
cus was internal workplace policies, in particular the attention, remunera-
tion and environment provided for employees. The quality of management 
and of employee talent was another key consideration. These were ranked 
above financial performance and quality of products and services.  

Communications and crisis management  

A business may manage its risks supremely well, but if it fails to commu-
nicate what it is doing to its major stakeholders a gap can emerge between 
reality and their perception. Does the business provide meaningful and 
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transparent information which allows stakeholders to understand its values, 
goals, performance and future prospects? How good is it at handling cri-
ses? 

The Hill and Knowlton (2006) analyst survey also highlighted the im-
portance of transparent disclosure and clear and consistent communication 
with key stakeholders. Almost 80% of the analysts polled had given nega-
tive ratings in the past because of poor communication. A negative rating 
would a have direct impact on the company’s valuation.  

Effective communication is an integral part of reputation risk manage-
ment. You must communicate continuously or others will move in to fill 
the void and may paint a picture of your business which is inaccurate or 
misleading. You must be proactive in telling your stakeholders what your 
business is and what it stands for. Communications should be honest, 
transparent and consistent and not over-hyped. You should be prepared to 
admit your failings, outline your plans to overcome them and apologise 
unreservedly when necessary.  

  
Fig. 4. The virtuous circle of transparent disclosure 
Source: Rayner 2003 

Many businesses now provide examples in their annual reports of how 
they have implemented and ensured compliance with their corporate poli-
cies. French cosmetic company L’Oreal’s 2007 Sustainable Development 
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Report details amongst its key achievements the commissioning of 585 in-
dependent labour standard audits at suppliers’, subcontractors’ and traders’ 
sites.  

Establishing your stakeholders’ concerns, monitoring and reporting on 
them can convey a powerful message of responsibility and transparency 
which bolsters stakeholder trust and enhances business reputation as illus-
trated in Figure 4. 

The following points should also be taken into account:  

• Pillars of legitimacy  

Although risks to reputation can derive from any source, risks related to 
core values or fundamental licence to operate issues (“pillars of legiti-
macy”) can cause the greatest damage to reputation. A financial institution 
that fails to keep customer data secure, a company marketing ‘green’ 
products that pollutes the environment, an external audit firm that is not 
perceived to be independent and objective may find their reputations ir-
revocably tarnished. For Andersen at the time of the Enron crisis it proved 
fatal. Considering the pillars of legitimacy for your business and identify-
ing the risks to them can prove a useful focus.   

• Sector-induced reputational risk 

An entire sector can find itself under scrutiny because of the misde-
meanors of one or two players. The ‘rogue trader’ debacle at Société Gé-
nérale has raised the profile of internal controls throughout the banking 
sector globally and has caused regulators to revisit regulatory standards 
and their own monitoring regimes. The additional danger arising from this 
type of sector-wide fall-out is that the profile of the sector will be raised, 
although it was perhaps previously below the radar. This means that all 
companies in the sector will be more vulnerable to reputational scrutiny, 
not just from regulators but also from investors, clients and other stake-
holders. 
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Potential dissonances impacting negatively reputation 

As mentioned above, the risks to reputation are generated by dissonances 
between the three components of the triangle of reputation: reality, mes-
sage and partners’ expectations. These dissonances may appear at three 
levels:  

• Differences between departments and individuals inside the organisa-
tion 

• Discrepancies between the reality of the organisation and its mes-
sage/business plan 

• Divergence between the message and the partners’ expectations.  

Differences between departments and individuals inside the 
organisation 

This is the principle of contradictory objectives which indicates that the 
different actors or departments within the organisation may have diverging 
objectives that may be in direct opposition to one another. In such a situa-
tion it is essential that the executives clearly lead the way and establish 
priorities for the organisation as a whole.  

The internal operations of the organisation also form the backbone of its 
reputation. Dissonances between internal actors may have a direct impact 
on services and goods delivered to the partners, but may impact even more 
acutely its credibility as its environment is made aware of such dysfunc-
tions. 

 
Fig. 5. Internal dissonances between departments  
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Discrepancies between the reality of the organisation and its 
message/business plan 

The impact of media on the economic world, not to speak of regulations 
and supervisory bodies, is such today that no organisation can afford not to 
communicate transparently to both its stockholders and all its stakeholders 
on its financial objectives and the values it intends to uphold. Although 
strangely silent during the times of crisis, ethical funds may find reasons to 
rebound when the economy finds its new balance and then values will be-
come a necessary banner under which trust is restored. 

Dissonance may still occur when the organisation operates under the 
ambiguity principle: The ontological space is not clearly defined and dis-
sonances may be revealed at any time when it is confronted with a difficult 
situation. The actions undertaken to “save the day” may be at odds with 
the business’s values and create a gap with stakeholders. We have already 
stressed the importance of social responsibility that may be in conflict with 
short-term economic efficiency when lay-offs may seem the only way out. 

 
Fig. 6. Dissonances between business plan and its execution  

Divergence between the message and the partners’ 
expectations 

To name but a few, dissonances between the organisation’s strategy and 
the external stakeholders may be caused by the following:  

• Discrepancies between the organisation’s business plan or execution and 
the fundamental expectations of society,  

• Discrepancies between the organisation’s business plan or execution and 
the fundamental expectations of its key partners,  
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• Difficulties arising from paradoxical expectations,  

• Systemic reputation slump for the industry in which the organisation 
operates. 

 
Fig. 7. Dissonances with general public 

Discrepancies between the organisation’s business plan or execution 
and the fundamental expectations of society 

In professional settings, the image of an organisation refers to its percep-
tion by its stakeholders, i.e. the various social groups it interacts with. As 
we already mentioned earlier, their vision of its economic and social per-
formance rests on the information available, and the objectives and values 
set and achieved processed through their own value systems. However, 
these systems are not set in stone and experience profound evolution ac-
cording to times and circumstances. 

For the last twenty years, the long-term trend was on environmental is-
sues, transparency, and social responsibility. Therefore, these are areas of 
specific concern as inappropriate behaviour in their handling could result 
in permanent damage to reputation.  

There remains to be seen how the present crisis modifies the grid 
through which stakeholders assess the organisation’s behaviour. However, 
the trust and confidence in directors’ and officers’ probity and competen-
cies will undoubtedly remain among the top five elements of investor ap-
praisal. The tolerance for executives’ impropriety or lack of oversight will 
be low. We can imagine the impact of uncovering impropriety or criminal 
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activities like corruption or embezzling. Should such a circumstance be 
unveiled by the media, the stock price might tumble.  

Based on the long-term trend however, global players like Danone or 
AREVA have long established communication strategies on ecology and 
fair trade. Such topics must be tackled with caution as disappointment 
might prove catastrophic. 

As an illustration, the financial sector is going through systemic turmoil 
and may have to reinvent itself. For the last twenty years bankers, and to 
some extent insurers, have prided themselves on their capacity to manage 
market risks, and more recently operational risks. As more was expected of 
them, banks are seen by the general public as having betrayed them. The 
governments have no choice but to try to restore public confidence in the 
system through massive and concerted efforts.   

Discrepancies between the organisation’s business plan or execution 
and the fundamental expectations of its key partners 

Conflicts of interest are part of life (in the nature of things) and the general 
public understands that. Petrochemical industries, nuclear power plant op-
erators, tobacco companies need not masquerade to please stakeholders. 
Greenpeace does not expect AREVA to pause to end nuclear energy pro-
duction, but it can still stress its involvement in renewable energies like so-
lar and wind. Anti-tobacco groups do not expect British Tobacco to fi-
nance anti-smoking campaigns, but they demand the truth on the 
conclusion of studies conducted to assess the health impact of smoking. 
While targeting priority groups, any organisation must maintain communi-
cation even with antagonistic groups, if only to avoid major disturbances 
that would be contrary to priority constituencies’ interests. 

Systemic reputation slump for the industry in which the organisation 
operates 

Although the organisation’s own actions and messages are the core of its 
reputation; there is no escaping it being part of its environment. The pro-
fessional context within which it operates impacts the perception of its 
stakeholders as already mentioned above. More specifically, the industry’s 
reputation is a driver of each actor’s individual reputation.  

In early 2008, it was revealed that cash was exchanged between leaders 
of the Metallic and Metallurgy Industries Union (UIMM) and labour union 
elected officials. This led to a feud with bitter exchanges between the 
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UIMM and the MEDEF (French Manufacturers Association) that tainted 
the reputation of all involved.  

A crisis in one organisation may impact the reputation of all its competi-
tors. If the accident of Three Mile Island was rapidly contained, Chernobyl 
had an enduring effect on the nuclear industry worldwide, but especially in 
France, which relies on nuclear energy for nearly two-thirds of its energy 
needs. It even prompted some anti-nuclear activists to question safety in 
the French plants.  

In the same way Paris suffered as a global financial (market) centre as a 
result of the “mad trader“ episode in which Soc-Gen suffered a loss in ex-
cess of €5 billion. Of course ten months later and in the midst of a melt-
down that may reach several trillion dollars this episode is replaced in per-
spective. However, the public has become much more sensitive and a 
somewhat limited similar incident, a loss of a “mere €600 million” 
prompted the resignation of the three main executives at the Caisses 
d'Epargne in France. The court of public opinion demanded it!  

The reputation interdependency extends also to the supply chain as a 
number of actors learned it the hard way. It took Adidas several years to 
recover from the soccer World Cup balls incident: child labour employed 
by a sub-contractor of a sub-contractor to manufacture them. It took vigor-
ous action and a new contract to address the issue and restore Adidas im-
age. The supermarket chain Leclerc was very prompt to recall tainted 
products and deal openly with the problem. Although technically the Erika 
was not Total's vessel, nor was it directly contracted, nevertheless the pol-
lution on the beaches tainted its reputation and did not help when the AZF 
explosion in Toulouse occurred nearly two years later. 

Beyond the systemic dissonances listed above, there are some possible 
“fracture lines”, accepted or accidental, that should be addressed, es-
pecially when they involve various partners whose objectives are not nec-
essarily aligned with the organisation's own:  

• Endogenous and exogenous causes that reveal dissonances  

The revelation of a dissonance may involve a dysfunction or criminal 
act committed in an organisation and may be prompted by internal or ex-
ternal events or sources that escape the control of top management.  

The inside source may be a whistleblower, for legitimate purposes or for 
revenge. This was the case of the Buffalo Grill crisis prompted by a leak to 
the press by a disgruntled former employee on the use of potentially mad 
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cow disease infected meat imported from the UK at the time of the em-
bargo.  

The outside source or event may be seen as the tip of the iceberg, like in 
the case of the Exxon Valdez the leaks on a North American pipeline, or 
the explosion of a chemical plant in Bhopal.  

All these situations, and many more, illustrate a fundamental principle 
of reputation risk management: as painful as it may prove, an organisation 
should come clean and public as soon as it learns of a situation that may 
generate public outrage.   

• Existing dissonances could be exacerbated 

A dissonance that may seem limited originally may receive undue pub-
lic attention if it serves a potential stakeholder's interests. 

A pressure group, a consumers’ association, a lobby whose interests are 
contrary to the organisation's may be tempted to make sure that even minor 
incidents that could be helpful to boost their agenda are exploited to the 
fullest. It happens often with minor leaks on nuclear power points that an-
tinuclear elements try to present as potentially “lethal”. 

Professional as well as public media, can find a “good story” or an audi-
ence building story out of an incident that the organisation would have 
liked to see soon forgotten. An illustration is the story of the military speed 
boats sold to Taiwan.  

Keeping at all times an interactive communication with major media 
and a consultation channel with antagonistic pressure groups will prove 
useful when they come to you first before acting publicly on their (limited 
or biased) information.  

• Some partners may have a vested interest in spreading rumours of 
dissonances 

Some stakeholders may be competitors or organisations preparing to 
market substitutes to the goods and services of an organisation. One of the 
most famous cases is probably the saga of Perrier in the United States. Per-
rier was commanding a quasi monopoly on high end bottled sparkling wa-
ters. A story surfaced from nowhere stating that “Perrier was contaminated 
with traces of benzene”. Although this “pollution” did not constitute a 
health hazard, it made Perrier less than “perfect”, its long-standing adver-
tising slogan. It is now believed that frustrated competitors may have been 
behind the attack: whom does the crime benefit?  
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A similar story affected salmon farms that were said to carry bacteria 
potentially harmful to human health. This gave a boost to the sales of wild 
salmon. 

Monitoring information emanating from stakeholders whose interests 
are antagonistic is essential; that may include open source economic intel-
ligence if the stakes warrant it.   

• Impact by association   

The partnerships a business forms can also affect its reputation. If an 
adviser or a customer’s reputation is tarnished, it can impact the reputation 
of the business itself. Bankers and external auditors to Italian dairy com-
pany Parmalat found themselves embroiled in lengthy investigations when 
the company collapsed in the wake of a massive fraud in 2003. How could 
they have failed to spot the solvency problems and mounting debt of the 
company that was dubbed “Europe’s Enron”?  

Five years on, as the fraud trial commenced in March 2008, Parmalat’s 
new management was still pursuing Citigroup, Bank of America, UBS, 
Deutsche Bank and Credit Suisse through the courts, having already won 
€1.2 billion in settlements. €420 million was from Italy’s second largest 
bank, Intesa Sanpaolo which, while denying wrongdoing, stated it had 
reached a settlement to “avoid a long-lasting and very complex litigation” 
that would no doubt have proved even more damaging to its reputation.  

Having an impressive list of highly respected and responsible clients 
and suppliers can enhance reputation. 

”Association with reputable organisations can add value. Their presence 
on a list of suppliers or clients adds prestige and may help to attract other 
key clients and talent.” 

Department of Trade and Industry3 

• Portfolio change risks  

Another fertile area is reputational risk arising from cultural and ethical 
differences post acquisitions and mergers. A mismatch between the acquir-
ing and acquired companies’ values, ethos and standards may prove prob-
lematic.  

UK medical devices group Smith and Nephew announced in May 2008 
that it was considering clawing back some of the $889 million it paid to 
acquire the Swiss company Plus Orthopaedics 14 months earlier as inte-

                                                      
3 Creating Value from your Intangibles, Department of Trade and Industry, London (2001) 
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gration had “uncovered sales practices in parts of Europe which are unac-
ceptable.”4 The group estimated that it would lose $100 million in annual 
sales after putting a stop to Plus commercial tactics. Although not con-
firmed by the company, these were believed to include paying kick-backs 
to surgeons who used their products, particularly in Greece. Due diligence 
prior to the take-over had failed to uncover these dubious practices. Shares 
in Smith and Nephew fell by 13% after this was made public.  

Acquisitions may also provide a source of competitive advantage and a 
potential opportunity to enhance reputation. If the acquired business enjoys 
a better reputation than the parent company the challenge will be to learn 
from – and not destroy – the subsidiary’s ethos while integrating it. 

Whatever the source of the revelation or the amplification of a disso-
nance, the effect will be all the more damaging if it affects stakeholders’ 
fundamental expectations, like the essential qualities of a product or ser-
vices for the customers, or if it taints a core value posted by the organisa-
tion in its corporate communication. This is why an on-going monitoring 
must be implemented. 

 
Fig. 8. General summary of potential dissonances 

                                                      
4 Statement made by Smith and Nephew Chief Executive David Illingworth in May 2008. 
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As illustrated in Figure 8 above, there is a real probability of a widening 
gap between the reality of the organisation, the message sent and the ex-
pectations of the market and/or the stakeholders. The gap may widen 
across space, as the organisation going “global” has operations further and 
further away from its founding place and its comfort zone: cultural issues 
may become a major source of dissonance. The gap may widen also across 
time as groups’ expectations change, sometimes dramatically. This is why 
a strategic vigilance is an important building block in managing risks to 
reputation, threats as well as opportunities. Its pertinence relies heavily on 
a precise analysis of the acceptability of the risks generated by the organi-
sation by each stakeholder group identified, specifically those impacting 
the main reputation drivers. This study will enlighten the decision makers 
on the rules that they will apply to balance threats and opportunities gener-
ated by the organisation and grant it their trust, a gage of long term sus-
tainability.  

Consciously or unconsciously, individuals and societies tend to establish 
boundaries when it comes to “acceptable” risks. They may take the form of 
taxes, norms, thresholds that should not be crossed. However, these 
boundaries are essentially mobile and hard to quantify at any point in time. 
The nuclear industry with its heavy emphasis on safety has defined the 
ALARA system (as low as reasonably acceptable). As it matured, the nu-
clear safety research moved from acceptability to tolerance.  

When a risk lends itself to further reduction, it might be acceptable and 
yet not tolerable. For any exposure, each individual balances the risk he 
perceives and the benefit he may personally experience. Therefore, the 
level of acceptability may be raised depending on surrounding conditions 
(firm’s budget, ethical conscience, etc.) and the firm’s objectives 
(profitability, etc.). Thus the “frame of mind” of the individual is based on 
nine elements identified by B. Fischoff and his colleagues:  

• the risk is chosen (voluntarily) or assumed (involuntarily); 

• the impact of risk is immediate or differed; 

• the level of scientific knowledge is established; 

• the benefit is low whereas the level of risk is high, and the reverse, high 
benefit and low risk level; 
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• the level of control the individual may have on the risk; 

• the risk is emerging (new) or familiar; 

• the risk is recurrent or exceptional and of catastrophic proportions; 

• individuals are accustomed to live with the risk or fear it; 

• the level of consequences (is there an identified risk of death). 

An approach to stakeholder groups using these nine dimensions will 
help understand how they are likely to prioritise the risks they are con-
fronted with and hence will facilitate the monitoring of stakeholder expec-
tations mentioned earlier. 

Reputational risk management − A vital approach within 
the ERM framework 

The international exports gathered in Davos in early 2009 for the World 
Economic Forum seem to have come up with a new concept, if they are to 
be believed. “The financial crisis has demonstrated that risk management 
is not enough; it is imperative now to develop risk governance.” And John 
Drzik, the CEO of Oliver Wyman even adds: “For risk management to be 
efficient, it must be approached in a strategic prospective, not a mere com-
pliance exercise”. The need for such a stance clearly shows the damages 
caused by the rush to compliance, be it called Sarbanes Oxley, Coso 2 or 
any other name. Every time brainstorming is replaced by box ticking there 
is a minefield ahead!   

These high personalities, and no doubt many of them sit on several 
boards worldwide, and may be even risk and audit committees, have even 
produced the solution: “Risk governance is about asking the right ques-
tions to the right persons so that it can be assured that the risks taken are 
within the boundaries of the organisation’s risk appetite.” Sounds familiar? 
Well the Davos delegates had to take the measure of the economic turmoil 
of the world to reinvent in 2009 the global and integrated management of 
risks that the professional have developed for over a decade and ERM (En-
terprise-wide Risk Management). No doubt they will need another year at 
least to reinvent Business Intelligence Systems to provide the “reasonable 
assurance” that the information received, transformed and released to all 
parties is of the highest quality. 
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This is very important news as it is likely that non-executive board 
members will feel the need to gain the competencies to do a good job at 
monitoring risk management activities in their organisations – all the more 
since with the transposition of the European directive 3, 7 and 8 in national 
laws, as it was done in France in 2008, the responsibility for managing 
risks really rests on the board and the executives. At their level the issue is 
long-term sustainable growth and the key asset is reputation. 

To be successful and sustainable, i.e. to achieve a sound level of resil-
ience, any business needs to enjoy the trust and confidence of all its stake-
holders and that can be achieved only when its actions are in harmony with 
its words. In practice, that requires integrating into the overall strategy the 
key elements of trust building: corporate governance, risk management, 
corporate social responsibility and reputation management. At a time when 
all practitioners, directors and officers have become aware of the need for 
a global corporate risk management strategy, there seems to be a mush-
rooming of new “silos” in risk management such as sustainable develop-
ment risk management, procurement risk management, marketing risk 
management, etc. Therefore, reputation risk management may well prove 
to be the cornerstone of the desired integration, provided executives and 
board members keep in mind that a reputation must be built both “inside 
out” and “outside in.” Furthermore, a corporate reputation serves as a res-
ervoir of goodwill to draw upon when challenges and difficulties arise. 
More than ever in this time of crisis, triggered by a justified drop of confi-
dence in the financial sector, executives must strive to build an authentic 
business: “A defining feature of an authentic business is that its profound 
and positive purpose shines through every aspect of what it does, whether 
paying invoices (claims), parting with a member of staff, or presenting at a 
conference” (Crofts, 2005)     

Ethical conduct is the core ingredient of trust, hence of reputation. As 
the financial industry has experienced since the summer of 2007, individ-
ual lapses are always possible, but they may uncover systematic risks. 
Therefore, we must stress how important it is for any organisation to pre-
pare for a disaster, should it strike. In a recently published book on corpo-
rate integrity the authors stress that: “As we found with hurricane Katrina, 
being unprepared can cause a disaster that is far greater than the damage 
caused by the underlying event. The ethical disaster risks facing organisa-
tions today are significant and the reputational damage caused can be far 
greater for those companies that find themselves unprepared… Although 
we can’t predict an ethical disaster, we can and must prepare for one” 
(Brewer et al. 2006). 




