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The conduct of corporate life provides one of the defining characteristics for any age. In post–World War II America, business virtually carried the country on its back as corporations translated the organizing principles they had developed in the war effort to create one of the greatest bursts of growth and productivity ever. As shareholders became well-to-do, unions also flourished. The opportunity to create healed many of the wounds of the generation that had endured the depression of the 1930s and the war.


That was then.


The publication of this book comes amid one of the greatest financial—and therefore human—crises in the history of the modern world. What began as a normalization of inflated home prices in the U.S. exposed unimaginable abuse of the financial system by some of its managers. The creation of mortgage-based derivative securities—most with no underlying collateral except their reference to each other—had reached staggering proportions. While no one knew the exact figure, the total face value of these and other derivative products far exceeded the world’s annual economic output—perhaps by a factor of ten.


Remarkably few saw the disaster coming. Many people were making a great deal of money, and examining the source of these riches was not only inconvenient, but clearly a waste of time. Emblematic of the spirit of the age were a number of the investors in funds offered by Bernard Madoff, who allegedly bilked clients out of approximately $50 billion. Some of those investors had long thought Madoff was engaged in illegal activities. They believed he was abusing his role as a broker dealer, misappropriating privileged information to trade ahead of his customers in that business. They saw themselves as beneficiaries of such misdeeds. None considered that they might be victims of a Ponzi scheme.


Madoff’s investors who suspected him, but remained invested, offer insight into the psychology of the age. Financial markets had become a secular religion, centered on the belief that government regulation limited progress and that markets and their participants were best qualified to regulate themselves. The tragic result of this absence of accountability was a financial system gone haywire.


When markets for many derivative securities dried up in mid-2008, there was no way to tell what they were worth. So it became impossible to know what the banks who held those securities were worth. Unable to determine their own solvency, these banks became incapable of lending. Businesses of all kinds withered for lack of credit, forcing millions out of work. Rises in unemployment tracked credit card defaults almost exactly. To make up for those losses, many banks raised interest rates on cardholders who were still paying their bills, forcing them into more dire straits. Rates of home foreclosures multiplied. People cut back on spending and purchased only the things they needed, imposing further stress on consumer goods companies already starved for credit.


The U.S. financial crisis spread across the globe like an epidemic. European institutions began to suffer the same solvency problems as their U.S. counterparts. U.S. and European demand for manufactured goods plummeted, forcing thousands of Asian exporters out of business with near-catastrophic effects on employment there. President Obama’s new CIA director testified within weeks of taking office that global unrest due to unemployment had surpassed terrorism as the primary threat to the U.S. In countries that had moved toward free-market economic models—as in Eastern Europe after the fall of the Soviet Union and Latin America in the wake the “Washington Consensus,” which promoted democratic reforms and open markets—pressures toward protectionism gained ascendancy. Globalization, which had created enormous economic power and wealth over the prior two decades, seemed in danger of shifting into reverse.


Public bitterness raged against both the bankers whose smoke-and-mirrors path to personal wealth had caused this crisis, and against the outgoing administration of George W. Bush that had let them do it. As President Obama began to implement plans to save what was salvageable of the banking system, reduce the rate of home foreclosures, and stimulate economic activity, Americans glanced back at the Great Depression and wondered whether they were doomed to live it again. We had considered the 1930s an experience far in the past, from which our modernity had made us immune. Yet—few dared say it—if those times weren’t repeating themselves now, what we were experiencing veered uncomfortably close to them. Could it possibly be as bad this time?


The writer Stetson Kennedy, who lived through the depression of the 1930s, pointed out that we may have been more poorly prepared to survive a depression in the early 21st century than we’d been in the 1930s. Contemporary life had moved us light years from the skills that would enable us to survive in tough circumstances. Steinbeck’s Okies loaded everything they had on a truck and went to California. We couldn’t fit more than a fraction of what we’d come to rely on in even the largest SUV. And besides, there were no more promised lands to go to.


Had we progressed at all over the last seven or eight decades? Or was our experience telling us that real progress is a nonsensical idea? Were we, instead, trapped in a long-wave cycle that contained the best and worst of times, but always returned us to places we’d been before? Was the economic cycle written in our DNA?


One of our more impressive combinations of ideas and technology may reside in the software we’ve designed to analyze and manage financial risk. It has become complex almost beyond belief. But its sophistication has not enabled us to identify real risk, and so we have to ask ourselves whether our ability to create such complexity has actually taken us anywhere at all. It seems that the technology we design contains our faults. Commentary after the meltdown by those who understood risk programs told us that they were limited by the array of possible results with which they’d been programmed. If a program designer wanted to include every outcome that had occurred since 1960—and four decades or so might have seemed a long time—lessons learned from the collapse of the banking system in the early 1930s would have been excluded. That programmer may have seen such data as so far from his or her experience as to be irrelevant. The problem, of course, was that the possibility of such a collapse had remained with us.
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As individual experiences shape perceptions of risk, so they influence the writing of books such as this. Presuming to write a book is to animate the supposition that one’s own views have some kind of universality. That, of course, is for the reader to decide. Because one of the primary ideas of this book is the necessity for candor in corporate life, I offer a bit of candor regarding the far-off origins of the book itself.


I grew up in South Bend, Indiana, which, during my youth in the 1950s and ’60s, was a classic mid-American industrial town populated by immigrants from Poland and Hungary who had been living there in neat, narrow-yarded houses for half a century. They had come to work for Studebaker, Bendix, Oliver, and other large manufacturing concerns of the kind that created American power as we knew it, but today are remembered mostly in sepia-tinted murals that decorate restaurant walls in a town that feels better dwelling on its history than its present.


The downtown of my youth was dense with department stores, jewelry stores, banks, hotels, and theaters. The Palace Theater was an ornate classic of the vaudeville age. Not only the town’s citizens, but farmers and small-business owners from a 50-mile radius in northern Indiana and southern Michigan crowded the sidewalks as they bought diamonds and refrigerators on credit.


By far the most prominent of the companies at which the town’s residents worked—and from which the town itself drew its security—was Studebaker, the last major American auto company outside Detroit. Studebakers were well-engineered, stylish cars whose models ranged from the useful to the luxurious. Today, movie companies wanting to represent an American street between 1945 and 1960 often rent one of the last remaining Studebakers. During World War II, Franklin D. Roosevelt sent 10,000 Studebaker trucks to the Soviet Union for defense on the German front. On a visit to Moscow in the mid-1980s, I needed only mention that I came from the place where they made Studebakers to receive an unmistakably Russian embrace from people of a certain age who claimed they’d driven those dependable vehicles through the frozen wartime winters.


When I was away at college, Studebaker closed down forever. The company’s management had not performed up to the level of its engineers and designers. Adequate cost controls had been absent for a long time. I knew employees of my parents’ generation who punched the time clock in the morning, disappeared for the day, and returned to punch out at four in the afternoon without repercussion. The result was that the enormous plant on South Main Street, with its dedicated railroad sidings, went dark and silent.


Within two years, the vibrant downtown looked as though it had been bombed. At least half the stores had closed. And within five years, their structures had been removed. Over the next couple of decades, a number of banks and vertical parking lots went up. They looked like concrete shoe boxes on a hard-baked plain. I never saw them without thinking of the vibrant town, now lost, that had formed me. And, as I got older, I became conscious of the fragility of the thread from which it all had hung. The world that had seemed the only world to me as a child had turned out to depend on a few men in management jobs who—I’m guessing here—may have spent too much time on the golf course.


The experience of witnessing the decline of my hometown has influenced business decisions I’ve taken much later in life. Approximately a quarter century after the disappearance of Studebaker, a job offer came my way from the financial products marketing group at the investment bank Drexel Burnham Lambert. I was to serve as senior writer of the media presentations used to market high-yield debt offerings—also known as junk bonds—that originated with the group headed by Michael Milken. I had been impressed with the way Milken had convinced capital markets that portfolio diversification made low-rated debt, which had been around for a century or more, less risky and worth more than the market had ever thought. This seemed a remarkable accomplishment.


What was more important to me, however, was the piece of the junk bond rationale that said refinancing American companies, and installing fresh management who could run them at sufficient profit to service the new debt, would save both the aging companies and the communities that depended on them. Because of my experience in my hometown, this theme resonated with me, and it was part of the reason I took the job.


Three years into my time at Drexel the U.S. Attorney for the Southern District of New York, Rudolph Giuliani—later two-term mayor of the city—indicted Milken on a series of financial improprieties. Drexel soon went the way of Studebaker. A brilliant, enormously productive boss had been caught engaging in illegal acts that were utterly unnecessary to his wealth and legendary success. All of us who worked in the company lost our jobs as the organization dissolved around us.


For me, these experiences distill into a single insight, which is that the individuals who run significant companies hold much more than the companies themselves in their hands. Their influence extends to where the children of their employees can go to college, and whether the communities that surround them survive. It is from this point that the rest of this book ensues.


It is no longer reasonable to argue that corporations exist in a social vacuum where their sole obligation is to provide economic choices. The Nobel Prize–winning economist Milton Friedman spent his life making this argument. But, as the boundaries between corporations and the life that exists around them continue to blur, the ability to force such old delineations fades.


People look to corporations as they look to their politicians. They want corporations to reflect their own values. As a consequence, the question arises: Why should the conduct expected of corporations and individuals differ from each other? Why should we not hold both to the same standards? A corporation’s strong social identity can cast its light across products and services, and onto the attitudes of investors, legislators, regulators, and prospective business partners. The only requirement is that this stature be earned. And, in earning it, the last thing the company needs is a sense that it is excepted from the norms of human affairs.
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In 1976, the biologist Richard Dawkins introduced the concept of the meme—an idea that takes hold in many different minds, and in many different places, at roughly the same time. The delusional brand of risk analysis that seized some of the world’s best financial minds and led to the subprime crisis was a meme. People were invaded by these ideas, and, in various stages of accepting them, gave each other license to continue along the same path.


This book is dedicated to breaking the meme of the corporation as a fortress divorced from its social context. Today, and in the future, the viability of corporations and other large groups requires a break from traditional norms in the relationships between organizations and society’s interests—including those associated with the environment. Doing what has been done in the past will not yield the same results as the past. The results will be worse because society, itself, has moved far from where it was.


This is new territory in the practice of corporate management, and its contours are unlikely to have been learned at a parent’s knee. The way forward for any individual—and for the ultimate reputation of the group in which he or she participates—lies in personal experience and judgment. Which brings us to the title of chapter 1…
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The New Corporate Landscape














CHAPTER 1


It’s Always Personal
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The film Citizen Kane, which many consider the greatest movie ever made in America, opens with the death of a newspaper tycoon who, with his last breath, utters the word “Rosebud.” Cadres of reporters then deploy across the land to seek out the significance of that mysterious word. We, the audience, learn at the end that it’s the name of a sled the great man owned as a child.


The stature of the film lies partly in the ability of its creator, Orson Welles, to link the inner and the outer man. Citizen Kane makes the point that, no matter how great we may become, we remain the same person we’ve always been. No matter where you go, so to speak, there you are.


The story riveted Welles’ audiences when he released the film in 1941. Its notion of the unity of the inner and outer person is a principle that modern corporate leaders should burnish and hold in a prominent place among the things they know. Understanding how the inner man, or woman, plays out across the great external stage is more important today than ever because the concerns of the individual have taken on an unprecedented role in the life of the corporation.


 


End of the Corporate Exception


The freedom of companies to adhere to codes of conduct that are distinct from those of society is disappearing. The “corporate exception,” in other words, is an endangered species and unlikely to be saved. Corporate oversight has been democratized, and companies today face an unprecedented level of scrutiny. The Internet has created a public super-consciousness, delivering extraordinary access to information, accompanied by a sense of entitlement on the part of virtually any group or member of society to hold an opinion and have it heard. Non-governmental organizations (NGOs), the press, and shareholder activists of all stripes stand ready to expose corporate misbehavior. It seldom matters whether misdeeds are real or imagined. Groups in opposition to corporations can now organize both message and massive action with the click of a computer mouse or the transmission of a text message.


Because a company can no longer hide its actions from investors and the public, the question of its reputation has moved to the forefront as a determining factor in its ability to grow and sustain itself. Its reputation derives directly from its actions. All of its constituencies—customers, shareholders, employees, the media, communities, and activist groups—form their opinions out of what the company has done, or not done. A company’s reputation is the sum total of these opinions. Reputation determines the value of a company’s shares, the cost of its capital, its ability to attract talent, its treatment in the press, and its relationships with interest groups who influence the attitudes of legislators and the decisions of customers. If you’re a CEO, therefore, developing a solid corporate reputation—and repairing it when necessary—is Job One. Your company and your career depend on it.


I began with the Rosebud story because the role of a corporate leader’s personal history in his or her professional actions receives only occasional attention in the general conversation about leadership. This book maintains that the whole individual is required to lead.


The company lives in a social environment. Even institutional investors—to say nothing of social activists, consumers, and legislators—base their decisions in part on subjective impressions of company managements. They watch how CEOs communicate, and they analyze the process by which company leadership makes decisions. Managers can’t respond adequately to the complexities of the real world armed only with lessons learned in business school and on-the-job experience. That’s not where conviction and authenticity come from. They come, instead, from the qualities in the individual that have placed him or her in a position to lead.


The rules of the game have changed because the fundamental nature of the corporation has changed. Companies today have subcontracted much of their manufacturing and many of their services overseas, freeing them to become idea factories that concentrate on analyzing markets and building strategies. They are marketers, creators of ideas, and manipulators of public emotion. The battlefield on which they compete has therefore moved from the factory floor to the marketing, information technology, PR, and investor relations departments. Their competitiveness (and reputation) hinges on the stories their actions enable them to tell.


What Is a Stakeholder?


We talk a great deal today about a company’s stakeholders, and it’s probably worthwhile to describe them. Stakeholders are those individuals, organizations, and communities who are affected by a company’s activities. The nature of being stakeholders defines their relationships to the company, particularly with regard to expectations for the company’s behavior.


Employees—as stakeholders—expect the company to stand by its word with reference to working conditions, compensation, benefits, fair treatment, and opportunities for advancement.


Investors—as stakeholders—expect management to be honest in reporting its financial condition and outlook on its business.


Communities—as stakeholders—expect the company to act as though its interests for the community are similar to those the community has for itself. The term “community” can refer not only to the locality around a facility, but to nations and even groups of nations.


Interest groups, such as environmental-or human rights–oriented NGOs, expect the company to comply with specific standards. Such NGOs are stand-ins for broader social interests. No company can respond to all social interests, but every company is responsible for identifying those that represent norms to which it should adhere.


A company’s relationship with its stakeholders always comprises a mixture of explicit and implicit obligations. The importance of implicit obligations makes corporate behavior a much bigger subject than legal compliance. The term “stakeholder” implies a compact of good faith. And it’s that good faith for which markets and society most frequently reward companies.


Reputation and Survival


Reputation is the strongest determinant of any corporation’s sustainability. Stock price can always come back. Business strategies can always be changed. But when your reputation is gone, its retrieval is difficult, long-term, and uncertain.


The world has witnessed spectacular reputational collapses over recent years. The big names of the scandal era, Enron and WorldCom, represented simple cases of thievery and fraud. An admonition not to steal hardly requires a book, however. Of far greater interest, and more instructive of the dangers that can lurk in any corporation’s DNA, is the kind of decline of reputation that occurred at Merck from its marketing of the painkiller Vioxx. Over its long history Merck had established a reputation for unsurpassed excellence in technology and business practices. But the selective disclosure of scientific research aimed at inflating the perceived effectiveness of Vioxx constituted a significant departure from its traditional ethical rigor. It is doubtful that management ever decided to become a different kind of company. Merck’s decline derived instead from an incremental erosion of corporate culture driven by demands for ever-improving financial performance. The results have included loss of careers, a fall in shareholder value, and long-term weakness in business.


Well-intentioned managers and students of business everywhere who have observed Merck’s embarrassment, as well as similar reputation declines at other companies, may ask themselves how they can avoid such a fate. This book is for them. They must come to understand, first of all, that vulnerabilities of reputation cannot be addressed through classical business solutions. Neither PR, advertising, branding, name changes, nor sleek logos can disguise underlying weaknesses. Instead, developing and maintaining a strong reputation requires engagement with a company’s constituencies across the entire range of its activities.


This book presents a series of stories that show how some companies have prevailed in the face of immense challenges to their reputations, and why others have not. Investors are increasingly aware of the reputational vulnerabilities companies face. And if outside perceptions of their companies don’t grab managers’ attention, the impact that those perceptions exert on share price certainly will.


The dynamics of corporate engagement and its major component, a gift for listening to constituencies, make up the greater part of this book’s content. Listening is a prerequisite for any company’s understanding of its stakeholders. It provides the only basis on which the company can legitimately respond to them.


The book plots a path that any manager or company can follow for making allies of potential enemies, thereby removing an enormous component of risk. It provides a foundation for the external relations a company needs in order to grow securely into its future.


What Does a Strong Reputation Look Like?


A company with a strong reputation is one for whom investors and the public have high expectations. If it produces superior products, as Apple and GE have done, the public sees those products as arising from a bedrock of excellence. Over the long run, the company’s shares trade at a premium compared to its peer group, based on expectations of higher future value. When things go wrong, it receives the benefit of the doubt. Its version of events is heard with a normal degree of skepticism, of course, but also with interest. The best available employees seek to work there. Its current employees show pride in belonging and take the company’s fortunes personally. Its thinking is solicited by others; its processes become case studies.


The fundamental insight that drives such a company is that its engagement with constituencies in capital markets and society will determine its fate. Management understands that the process begins with its attitude toward the entire financial and social environment. A company with a strong reputation is one that knows it must, first of all, make itself subject to an open dialogue. Its leader also understands that it cannot productively manipulate that dialogue through strategies and tactics.


Only by engaging can you influence. But engaging also means you will be influenced. In a world where information on companies is more accessible than ever, and powerful currents of opposing opinion live side by side, this exchange of influence provides the only route to long-term stability. Later in this book, in the chapter on telling your corporate story (Strategy 5 in chapter 12), I’ll discuss the communications of convergence and how becoming part of the greater dialogue helps a company influence the terms the world uses to discuss its affairs.


There is, of course, a flip side to the reputation dynamic. A second, more problematic kind of approach causes management to think and act like a victim. Such a management considers journalists who write unfavorable stories to be ill-informed and pernicious; investors who question the company’s credibility are viewed as “dense”; and NGOs that criticize the company are incapable of understanding the pragmatic demands of business. Companies who see their experiences in such terms generally view the world with mistrust, and the resulting lack of transparency prevents investors and others from developing the kinds of clear definitions of the company that engender confidence.


Traditional wisdom says that a reputation can take a century to build and a minute to lose. And when things go bad, it doesn’t matter who’s at fault or whether critics are being fair—management is responsible. Crises are failures of performance. Most corporate crises are years in the making, arising not from the tanker hitting underwater rocks, but from the absence of procedures to prevent such an accident. The cancer of incrementalism, marked by standards eroding slowly over years, may be the most detrimental way a company can abdicate its standing in the world. The CEO’s job is to instill principles every day that will make accidents and rogue practices virtually impossible.


The good news is that a strong reputation is something a committed leader can decide to have, and he or she can set out to achieve it through specific actions. Market bias and public opinion aren’t like the weather—any CEO can elevate the company’s reputation, and therefore his or her own. And, while these two reputations are not the same, the CEO can’t build his own without first taking care of the corporation’s. Companies, after all, generally survive crises of reputation; the careers of the managers involved in them usually do not.


So, whether strong or weak, reputation becomes a self-fulfilling prophecy and tends to perpetuate the current experience. A strong reputation not only propels a company’s positive momentum, it enhances the CEO’s power to bring needed change.


The seven strategies on which this book is based (see box, page 19), and which I will explore in depth in part two, offer a comprehensive approach to building a positive, protective corporate reputation. These strategies will transform the position a company and its leadership hold in the minds of its constituents. The investors in such a company, and the public, will seek out management’s view of its markets, and they will look to the company as a standard setter for the best practices in its industry. They will come to judge the company’s competitors on how well those competitors measure up to the standards the company has set. Both the company and its leadership will attain a level of influence they may not even have sought in earlier times.


Even though these strategies address the management of a company’s relationships with everyone it affects, they bear no relationship to altruism. Instead, they reflect a new realism. They describe the terms of predictable survival for a company and its leaders in this new “age of consensus.”


 




THE SEVEN STRATEGIES
OF REPUTATION LEADERSHIP





STRATEGY 1 Establish Core Values and Reputation Will Follow: Core Values and the Authentic Leader


STRATEGY 2 See Yourself through Stakeholders’ Eyes: Market Intelligence and the Art of the Perception Study


STRATEGY 3 Define Your Company’s Landscape: The Power of Stakeholder Mapping


STRATEGY 4 Build Your Reputation from the Inside Out: Become the Company You Want the World to See


STRATEGY 5 Tell Your Corporate Story: Engagement and the Communications of Convergence


STRATEGY 6 Prepare for Crisis: How the CEO Saves the Company Every Day


STRATEGY 7 The Governance Imperative: Oversight, Informing the Board, Compliance





 


These strategies work only when they’ve become everyday operating procedure. In accommodating the strategies, the corporate structure must allow management to develop and implement a set of core values agreed upon by all. It must also offer a process for gathering constituents’ views so that business practices and communications address their concerns. It must provide a means of analyzing and mapping the stakeholder universe so the necessary parties contribute to the conversation. The structure must also encompass a communications discipline that ensures transparency and prepares for times of crisis. And it must deliver the means of assessing all the company’s efforts in the reputation domain. These attributes of structure closely match the seven strategies. The correlation between structure and strategy is essential because no management can simply bolt the strategies onto a company that doesn’t otherwise support them. The need to build reputation and accommodate the necessary actions must saturate the entire organization.


These strategies should appeal far beyond the leader by reaching those whose partnership he or she requires. They’re intended to help orient the board as it identifies decisions that affect reputation and attempts to make those decisions with the broadest view of their potential impact. They will also provide the board with the tools it needs to assess results.


The strategies will also help individuals and teams supporting the chief executive, including those who communicate with investors and manage the company’s public relations. They will help the heads of businesses understand how their strategies play out in the minds of investors. They will, in fact, address all those who think they may be headed for corporate leadership.


In focusing on the link between corporate leadership and reputation, the strategies show how to lead reputation change. Authority, of course, always comes from the top. Actions and tactics can be delegated, but the rationale behind them, and therefore the accountability for them, originates with the boss. The job is never finished, but a real, lasting, and valid reputation follows naturally after the process is well underway—when the company’s various constituencies understand that their concerns have been considered and they recognize management behavior that will sustain the organization’s new direction. This comprehensive program will not only show the leader how he or she can restructure corporate processes to build reputation, but how to demonstrate its efficacy. Although reputation is notoriously difficult to measure, this book will set forth the means to conduct reputation audits and develop specific points of confirmation that track the progress of a reputation development program. And it will show how such tracking plays a critical role in the CEO’s relationship with the group that pays his salary—the board of directors.


Changes in the corporate atmosphere since the spectacular scandals that marked the early 2000s and the credit crisis that began in 2007 have been dramatic. Early in the decade the public watched handcuffed executives paraded across their TV screens and heard the sad stories of betrayed employees who lost livelihoods and sometimes their homes and families. No one escaped the effects of the financial crisis that began to emerge in 2007, and the world looked on in disbelief as corporate executives, many sitting before Congressional committees, pointed fingers in an attempt to assign responsibility to others. Directors whose job it is to look after the interests of investors now endure an unprecedented level of scrutiny for the actions of management. As a result, they are judging their managements—and hiring and firing them—with a view toward how well management protects the company.


Accentuating this new atmosphere is the need for board members not only to fulfill their responsibilities to shareholders, but to protect themselves from legal liabilities if they fail to do so. Their management of the company’s reputation through the CEO has therefore become critical, and no leader of a corporation or any other kind of organization is going to last long without an agreement with the board about matters of reputation. The strategies set forth here provide both the board and the chief executive with an objective basis on which to approach their mutual responsibilities to the company and to all those whose lives it affects.














CHAPTER 2


The Great Stealth Factor
in Business
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Reputation is the great stealth factor in business. Executives and analysts customarily attribute business failures to familiar causes. They see the roots of product failures in market competition, pricing pressures, or other market factors. But too often they fail to consider the effect of consumers’ opinions of the company as a source of business weakness and of specific failures.


Today, consumers make billions of dollars’ worth of purchasing decisions on the basis of concerns for the environment, human rights, child labor practices, ethics, and the use of animal testing. In fact, consumers select the companies from which they buy much as they choose their politicians: on the examples they set and the values they portray. The relationship between consumer and corporation has become an emotional one.


These new kinds of customers are aware of the resources used to make goods, the environmental costs of the manufacturing process, and the effects on the environment of their own use of various products. Such scrutiny applies to most things people buy and use, from laundry detergent to clothes to automobiles. The great resource of the Internet and other media enables consumers to inform themselves about ways they and the businesses they support can become preservers rather than destroyers of the environment.


People with an awareness of the social and environmental implications of spending choices are sometimes referred to as conscience consumers. And not only are they everywhere, but they predominate among some of the most important shoppers—those under thirty. These are the most vibrant consumers and will be doing their shopping for the longest time.


There’s a great temptation to resort to spin in order to manipulate attitudes toward a company. This is understandable, as we live in an age of unprecedented sophistication in perception management. Modern polling techniques allow us to determine what everybody thinks about everything. The use of focus groups has become a refined art. Technicians can assess minute emotional changes by electronic means. In this environment, many corporate leaders make the mistake of thinking they can extricate themselves from troubled circumstances through artful communication alone, without making fundamental changes.


The lure of perception engineering can be irresistible for executives facing public pressure to reveal failings whose disclosure would prove damaging or embarrassing. They are prone to try one story and then another. But, like those financial derivatives with no underlying collateral that contributed to the financial crisis, narratives cannot work unless they reflect some fundamental reality. If they don’t, the truth will emerge over time anyway, and then the damage may be virtually limitless.


Perrier of France found this out in the early 1990s when the public learned that some of its bottled water contained benzene, a carcinogen. Perrier management, unsure what to do, gave out a series of conflicting statements about the source of the benzene, all of which turned out to be guesses. Sales dropped dramatically, and, because the firm’s credibility failed to recover, so did its revenues. The ultimate cost to management was the company itself when Nestlé bought it two years later.


The story didn’t end there, however. While management was ousted in the sale of the company, the area of Les Bouillens, where the Perrier spring is located, still maintained the status and financial benefits it had enjoyed since 1898 as source of the world-famous water. Then, in 2004, Nestlé began acting like the multinational it was. Having bought the company and name, Nestlé said it had the right to move production anywhere it wanted—perhaps to the Czech Republic—and still call the water Perrier. It also explored the possibility of labeling water from Les Bouillens something other than Perrier.


The local mayor approached the French courts to change the name of the spring to one that reflected the Perrier name (Source Perrier—Les Bouillens), thereby preventing Nestlé from slapping the name Perrier on any other water. No resolution has arrived as of this writing, but the distinct possibility exists that a place in France will lose a substantial part of its heritage. Perrier management lost control of its story, and the cascade of events that loss triggered continues more than a decade later—all because of one company’s disingenuous communications strategy.


Communication Starts with Listening


Throughout this book we will revisit the importance of authenticity in communication. Part of that discussion will involve communication within the company directed toward building an internal culture that supports a strong reputation. Another part will address the need to develop the company story, tell it to the world, and apply it to events as they occur. Yet no effective communication can take place without an understanding of the audience.


Companies make huge investments in creating impressions. They spend millions on advertising, public relations, investor relations, lobbying, and public affairs. But, except for consumer research on products, it is generally a one-way conversation from the company outward. Management is therefore denied the information and influence needed to win true allies. Uninformed communication is comparable to shooting an arrow while wearing a blindfold. On the other hand, becoming a participant in a dialogue enables the company to exert an influence that it could never achieve as a mere transmitter of spin.


Few companies have ever confronted a more promising business opportunity than Monsanto did in the mid-1990s when its scientists assumed the lead in developing genetically modified organisms (GMOs) that could help the world’s farmers feed a global population that had grown to six billion. Today, however, GMOs have a dubious reputation—due, in large part, to Monsanto’s failure a decade ago to participate in a dialogue with the public rather than attempt to dictate to it.


Monsanto’s advances had created the prospect of a real reduction in world hunger. Scientists had learned to adapt the genetic makeup of crop seed in ways that would enable farmers in the poorest countries to grow food in places that had previously been too dry or too wet, too cold or too hot. Rice, the world’s most prevalent food, could be engineered to carry enough vitamin A to reduce disease and malnutrition for millions. Tomatoes could be planted with slow-ripening characteristics that would allow them to travel on some of the world’s poorest transportation systems and reach market while still fresh. It was now possible to grow bananas containing hepatitis B vaccine, and enough of them could be cultivated on a relatively small amount of land to immunize a medium-sized country.


Using GMO technology, Monsanto modified seeds for various food crops to make them resistant to its Roundup weed killer. Called “Roundup Ready,” these seeds enabled farmers to spray Monsanto’s Roundup herbicide directly on the fields during growing season. Roundup Ready seeds saved farmers money by freeing them from more specialized herbicides. It also reduced their overall need for chemicals. Three years after the introduction of Roundup Ready seeds, 40 million hectares of them had been planted worldwide. They dominated every market in which they were sold. Monsanto CEO Robert Shapiro’s strategy of focusing the company on biotechnology made believers of Wall Street, and the stock price more than quadrupled between 1994 and 1998.


To maximize its advantage, Monsanto came up with a unique plan to market its seeds. In fact, it no longer wanted to sell them at all, but would deliver them under licenses that pertained to the genetic technology the company had placed inside them. In other words, Monsanto had decided to distribute the seeds not as physical products but as intellectual property that assumed the commercial characteristics of proprietary software.


Monsanto’s licensing contracts required farmers to use only Monsanto seed and only Roundup herbicide. The company sent out detectives to check up on compliance, and their findings resulted in approximately 500 lawsuits against farmers who it claimed had failed to comply with its licensing agreements.


The company had now embarked on a path that began to arouse opposition from anti–genetic modification activists. Still, Shapiro pursued his strategy, which began to take on other unpopular features. Since ancient times, farmers have harvested seed from crops for planting the following season. In the case of Roundup Ready seeds, Monsanto claimed seed-saving was tantamount to illegal duplication of its intellectual property, and the company identified a potential means of stopping it that seemed preferable to suing farmers in court. Shapiro acquired a company that had developed a seed that produced crops whose own seeds were sterile. Quickly dubbed the “Terminator Gene” by opponents, this technology would prevent farmers from using seeds from prior crops in future plantings, forcing them to buy all fresh seed for each new growing season only from Monsanto.


What angered farmers and Terminator Gene opponents most was the spectacle, as they saw it, of Monsanto creating a highly beneficial technology, then withholding it in monopolistic fashion. It seemed to many that Big Brother had arrived on the north forty. And Monsanto had painted a large target on its back.


The environmental activist group Greenpeace charged the company with attempting to use the Terminator Gene to control world food supplies. The press picked up the scent, and skepticism about GMOs suddenly aroused many fears related to the sensitive politics of food. GMOs posed unknown health risks, it was said. Cross-pollination of GMO food crops with wild plants would give rise to unkillable superweeds. The arguments were highly emotional, none of them proven.


Opposition was particularly vehement in Europe. Monsanto’s response was to spend approximately $1.6 million on advertising in the British media. The purpose of the advertising was to insist to the public it was wrong. “Worrying about starving future generations won’t feed them,” the ads said. “Food technology will.”


It didn’t work. Monsanto’s stock price lost half its value during one of the strongest stock market booms in history. The European Union declared what became, in effect, a five-year moratorium on all genetically modified foods—shutting Monsanto and all of its peers out of the European market.


In a weakened state, Monsanto agreed to a merger with Pharmacia-Upjohn, which was shortly thereafter absorbed into Pfizer. In October 1999, after the EU’s declaration of its moratorium on genetically modified foods, a dispirited Robert Shapiro addressed a London Greenpeace conference: “Because we thought it was our job to persuade,” he said, “too often we forgot to listen.”


Pfizer spun off Monsanto in 2002, making it an independent company again. The Monsanto of today has entirely different leadership from the company that submitted to a takeover in 1999.


Throughout the Monsanto story Shapiro remained a likeable figure, despite the company’s arrogance and profound errors in judgment. One can think of him as a hero with a tragic flaw—which he himself named in admitting his failure to listen. The study of corporate experience over the last several decades tells us that Shapiro’s story is not unusual. The age is studded with similar failures by truly intelligent and often well-meaning, but misguided, corporate leaders who thought they could create the appearance of accommodating public interests without really doing so.


The Decline of Royalty: A Prince and a Lord


Two corporate leaders in particular showed the ability to hold inspired visions of how to run large companies in a world that demands socially responsive behavior. But both of these leaders failed—or refused—to allow what they knew to penetrate their company cultures beyond a superficial level. One of these was Charles O. Prince III of Citigroup. The other was Lord John Browne of BP. Both knew how to lead companies and shape a corporation’s culture. But both did it only halfway. And both ended up as ex-CEOs, looking incompetent and cynical.


Citigroup CEO Chuck Prince must have felt snakebit as he stepped aboard a Tokyo-bound plane one October day in 2004. In the year since he’d succeeded the legendary Sanford Weill, the news about what was then the largest of all financial institutions had turned negative in sudden, startling bursts.


From the moment Prince assumed his position, investors and analysts had wondered how strong a successor he would make. Weill had built the bank by acquiring and then cobbling together such legendary names as Travelers Insurance, Smith Barney, Salomon Brothers, and, finally, Citibank itself. For 20 years, Prince had worked as corporate counsel to Weill. If he’d been known at all, it had been as a behind-the-scenes negotiator, the guy who stayed up all night to pound out difficult agreements. But now, as CEO, he sat in full view. And though little of the new adversity could be attributed to his management, it did nothing to increase the market’s confidence in him or the bank.


During the long hours of the Tokyo flight, it may have seemed to Prince that there would be no end to the bad news. In May, the bank had paid $2.6 billion to settle a lawsuit filed by investors affected by the bankruptcy of WorldCom, whose CEO, Bernard Ebbers, would soon begin a 25-year prison term for fraud and conspiracy. WorldCom was the largest accounting scandal ever recorded, and Citigroup stood accused of underwriting new loans shortly before the implosion. Then Citi had to set aside another $5.2 billion to cover possible claims related to additional corporate collapses, including Enron.


Then on a quiet August morning, with many European traders on holiday, the bank’s European bond desk sold €11 billion worth of bonds in a two-minute period, depressing the market, and bought back €4 billion half an hour later, making a profit of about €17 million. This bold manipulation was so abusive of the trading system that it forced regulators to reexamine the fundamental rules of the market. Called “Dr. Evil” by the traders who executed it, Citi’s strategy outraged precisely the people that the bank, as an underwriter and dealer, needed as friends—European government banking officials, who now foresaw that the regulations needed to stop such practices would reduce liquidity and limit access to capital.


The fallout from the bond trade could be damaging in crucial ways. If the measures needed to prevent such abuses constrained the market, capital could become more expensive. It could impact employment and social programs with distinctly negative political consequences for sitting governments. “This was a mixture of greed and arrogance,” one official said of Citi’s bond trade.


The SEC shared the view of many observers that Citigroup had lost control of its processes. The regulator imposed a moratorium on significant acquisitions until management could show that it had retaken control of the company. The share price was stuck in neutral. At the same time, Chuck Prince also confronted major business challenges in reviving Citi’s consumer bank and building its presence in China. The market was rife with doubts about his ability to bring it all off, and he suffered particularly in the view of many when compared to Weill.


After his plane landed in Tokyo, Prince went to a press conference, and there, before cameras transmitting his image around the world, he bowed his head in the traditional Japanese gesture of remorse. He offered this bow to Japanese regulators who had just thrown Citigroup’s private banking operation out of the country. The ejection followed years of complaints against Citi for deceiving customers, rejecting regulators’ demands for stronger internal controls, “profiteering,” conducting business relationships with organized crime figures and money launderers, and for falsely claiming to have cleaned up all these problems three years before. “I sincerely apologize to customers and the public for the company’s failure to comply with legal and regulatory requirements in Japan,” Prince said.


Citi’s reputation lay in tatters, and Prince knew that his career and legacy depended on rebuilding it. To do this, he had to change the culture of a 300,000-person global organization. Through an exhaustive consultative process that included internal panels, surveys, and personal visits to other CEOs to ask advice, he established a clear and simple set of principles, which he called his “Five-Point Plan.” It focused on training, communications, staff development, pay-for-performance, and controls. He also championed a group of three principles he called “Shared Responsibilities”—responsibilities to clients, colleagues, and the bank’s franchise. As part of his program to instill a sense tradition, he showed employees a carefully produced video portraying the bank’s long and storied history.


Then for months he traveled the world to sell the plan to his employees. He spoke before 40,000 people at Citi locations virtually everywhere. And it worked. Virtually all of the misconduct stopped, and Prince began to look as though he had—against all odds—gotten the Citigroup empire under control. The kinds of events that had brought on the crisis simply stopped.


It turned out, unfortunately, that these efforts represented merely a good tactic instead of a fundamental change. Prince, the accomplished lawyer, clearly understood what he had to do to get the regulators off Citi’s back. But, once that was done, he embarked on a series of actions that appeared to undermine the bank’s ability to grow its businesses. Prince fired several senior executives who were key strategists and planners in some of Citi’s most important business segments. Although it wasn’t clear if their firings were the result of poor performance, among them were individuals who had received attention as his possible successor in the top spot.


The endgame arrived with the credit crisis that began in the summer of 2007. In July, a reporter asked Prince whether he was concerned about strains appearing in the credit markets that had been driving corporate buyouts, real estate speculation, and markets in opaque derivative securities. Prince conceded that liquidity would dry up at some point, but in a statement that soon became a signature of the wishful thinking of the age, he said, “As long as the music is playing, you’ve got to get up and dance. We’re still dancing.”


While it was dancing, Citi paid insufficient attention to risk. That November, Prince submitted his resignation at a special board meeting. The bank’s loss for the fiscal quarter in which he left fell just short of $10 billion.


By the following spring, Citi had written approximately $35 billion off its balance sheet. It was forced to raise approximately $39 billion through new debt and stock sales. The stock price dropped more than 50 percent. Prince’s first high-profile appearance on the public stage after resigning came when he sat before a Congressional committee answering questions about how he had earned his reported $68-million departure package.


Chuck Prince’s story is more than a tale of corporate greed. It’s even sadder than that. He had shown the capacity for true inspiration when he taught Citi’s global workforce the proper conduct of a corporation. In the process, he gave us a textbook example of how to do it. But when he had put out the fire, he seemed to go on unaffected by the trial he’d endured.


Citigroup didn’t suffer the subprime crisis because of an absence of values, and Prince wasn’t the only Wall Street CEO to depart during that period. He was, however, alone among them in having brought a major institution back from the brink. Yet even with that experience behind him, he proceeded with business as usual once the regulatory cuffs were off. Prince lost, Citi lost, and so did the thousands of families who lost their livelihoods as the bank reduced its size to cut expenses and, ultimately, to comply with the terms of the government’s bailout.


Which brings us to a theme that will recur throughout this book: Business reputation isn’t just about business.
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If Chuck Prince wrote the book on changing corporate culture, John Browne of BP did the same for social responsibility in the kinds of immense infrastructure projects that often disrupt large swaths of landscape and the communities that lie within it. The story of BP under Browne offers us the spectacle of an elaborate, highly public program of reputation-building that, despite the investment of tens of millions of dollars, never penetrated to the core of the organization.


Achievement of a strong reputation requires the CEO to align every part of the company with its core values. Little is accomplished by taking innovative measures in protecting the environment and the rights of those whom a company affects if management doesn’t conduct all of its day-to-day business according to the principles expressed by such actions. Browne’s sad demise offers poignant evidence of this.


In the late 1990s and early 2000s, Browne made BP a leader in the enlightened rebranding of traditional industry. Having changed the company’s name from British Petroleum, Browne initiated a campaign that claimed the letters “BP” now stood for “Beyond Petroleum.” He intended to show that the company’s new direction would focus on alternative energy sources, including solar, which would reduce greenhouse gas emissions. The company’s logo became a sunburst against a green background.


But Browne did much more than rebrand his company. He used construction of its 1,000-mile pipeline from the Caspian to the Mediterranean to establish new standards in corporate social responsibility. During the early 2000s, it was the largest infrastructure project underway in the world. In a later chapter on the ways companies earn the “social license to operate,” we’ll describe how plotting the pipeline’s route and BP’s involvement with communities along the way brought the inclusion of an unprecedented array of interested parties.


Later the roof fell in on BP. Despite its unsurpassed record of demonstrating engagement with external stakeholders, a series of deeply embarrassing—and, in one case, tragic—setbacks revealed its failure to integrate the philosophy it expressed externally into the roots of its business. Senior management’s deafness to its field teams’ warnings on safety and basic infrastructure maintenance led to a series of operational and human disasters that severely compromised the company’s credibility.


A preventable explosion at a Texas refinery killed 15 people and injured 180. Regulators later cited BP management for failing to respond to repeated warnings of substandard safety practices at the site. Then the failure of the company to follow fundamental pipeline monitoring procedures led to oil leaks in its pipelines across the Alaskan tundra. The result was a shutdown of many months, disrupting production equivalent to 8 percent of total U.S. crude output. Investigators found the company had inexplicably neglected to run standard corrosion tests. In light of the inspired measures the company had taken to assure that its Caspian pipeline not only met, but advanced, social and environmental standards, journalists, regulators, and other corporate observers struggled to reconcile the two BPs.


The company claimed it was just having a run of bad luck. But a BP-sponsored inquiry led by former U.S. Secretary of State James A. Baker concluded that senior management had ignored numerous warnings in both cases. The panel’s report stated that such failures were not a coincidence of unrelated misfortunes, but instead were systemic to BP.


The failure to align the entire corporation with his best principles caused the early departure of CEO Browne, whom the BP board chairman a short time earlier had called the greatest British business leader of his generation. The disclosure that Browne had given inaccurate information to a court on a personal matter only hastened his exit. One of the early acts of his successor, Tony Hayward, was to restructure reporting and communications lines to reestablish management contact with its line operators on the ground.


In the end, BP had made great strides in engaging with influential constituencies, but these achievements came out of tactical thinking, not from core principles that should have permeated the entire business. The failure to make that simple distinction brought on the downfall of Lord Browne.


Sin and Redemption
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