PALGRAVE STUDIES IN
ACCOUNTING AND FINANCE PRACTICE

Corporate Governance in
the Knowledge Economy

Lessons from Case Studies in
the Finance Sector

Paul David Richard Griffiths

palgrave

macmillan




Palgrave Studies in Accounting and Finance Practice

Series Editors
Vassili Joannidés de Lautour, GDE, Grenoble Ecole de Management,
Le Blanc, France
Danture Wickramasinghe, Adam Smith Business School,
University of Glasgow, Glasgow, UK
Aude Deville, IAE de Nice, Université Cote d’Azur, Antibes, France



More information about this series at
http:/ /www.palgrave.com/gp/series /16220


http://www.palgrave.com/gp/series/16220

Paul David Richard Griffiths

Corporate Governance
in the Knowledge
Economy

Lessons from Case Studies in the Finance Sector

palgrave
macmillan



Paul David Richard Griffiths
EM Normandie Business School
Métis Lab, Oxford, UK

ISSN 2524-8251 ISSN 2524-826X (electronic)
Palgrave Studies in Accounting and Finance Practice
ISBN 978-3-030-78872-8 ISBN 978-3-030-78873-5 (eBook)

https://doi.org,/10.1007 /978-3-030-78873-5

© The Editor(s) (if applicable) and The Author(s), under exclusive license to Springer
Nature Switzerland AG 2021

This work is subject to copyright. All rights are solely and exclusively licensed by the
Publisher, whether the whole or part of the material is concerned, specifically the rights
of translation, reprinting, reuse of illustrations, recitation, broadcasting, reproduction on
microfilms or in any other physical way, and transmission or information storage and
retrieval, electronic adaptation, computer software, or by similar or dissimilar methodology
now known or hereafter developed.

The use of general descriptive names, registered names, trademarks, service marks, etc.
in this publication does not imply, even in the absence of a specific statement, that such
names are exempt from the relevant protective laws and regulations and therefore free for
general use.

The publisher, the authors and the editors are safe to assume that the advice and informa-
tion in this book are believed to be true and accurate at the date of publication. Neither
the publisher nor the authors or the editors give a warranty, expressed or implied, with
respect to the material contained herein or for any errors or omissions that may have been
made. The publisher remains neutral with regard to jurisdictional claims in published maps
and institutional affiliations.

This Palgrave Macmillan imprint is published by the registered company Springer Nature
Switzerland AG
The registered company address is: Gewerbestrasse 11, 6330 Cham, Switzerland


https://doi.org/10.1007/978-3-030-78873-5

To the wonderful women who have contributed to shape who I am



CONTENTS

1 Introduction

2 Conceptual Framework: Corporate Responsibility,
Governance, Business Ethics, Culture
and the Knowledge Economy
2.1 Corporate Responsibility (CR) as a Framework
for Corporate Governance

2.1.1
2.1.2
2.1.3
2.14
2.1.5

2.1.6

Adopting a Sustainable Business Strategy
Corporate Responsibility: A Framework
Stakeholders and Conflict of Interest
Sustainability Measurement

Making Things Happen: Sustainability
Implementation

Focus on Corporate Governance

2.2 Corporate Governance, Business Ethics and Culture

2.2.1
222

2.2.3

224
2.2.5

Corporate Governance and Compliance
Business Ethics and Its Relationship
to Corporate Governance

Doing Business in an International Context:

Culture and Corruption
Creating an Ethical Culture in Banking
The Challenges in a World of Intangibles

2.3 The Knowledge Economy: From Physical Resources
to Intangible Assets

21
23
29
31

31

vii



3

CONTENTS

2.3.1
2.32
2.3.3
2.34

2.3.5
References

Characteristics of the Knowledge Economy
Effect of Technology on the Knowledge
Economy: Social Networks, Big Data, Artificial
Intelligence

Cultural Change: Incorporating Generation Y
as Consumers and Workers

Transpavency and Reporting—Integrated
Reporting <IR>

Bringing It All Together

First Things First: The Hidden Cost of Poor

Governance

3.1 Overview
3.2 Agents Putting Their Own Interest Abead
of the Corporation’s

3.2.1 Introduction
3.2.2  Factors in Selecting an RHQ
3.2.3 Approach
3.2.4  Data Analysis and Development of Location
Comparison Criteria
3.2.5 Results
3.2.6  Discussion and Aftermath
3.2.7  Conclusions
3.3 The Devastating Effects That Weak Internal Controls
Can Have
3.3.1 Introduction
3.3.2  The Company
3.3.3  Approach and Sources
3.3.4  The Incident
3.3.5 Root Causes of the Unethical Behaviour
3.3.6  Lessons Learnt
3.3.7  Looking Ahead
3.4 The Waste of Implementing Corporate Standards That
the Staff Work Around
3.4.1 Introduction
3.4.2  Approach
3.4.3 The Role of Technology in Orica’s Latin

American Business

31

37

41

44
46
48

53
53

53
53
55
57

58
61
63
64

65
65
66
69
69
71
72
74

75
75
75

77



CONTENTS

3.4.4 The SAP Implementation Project Decision
Process
3.4.5 Rusk Management
3.4.6  Outcome of the SAP Implementation Project
3.4.7  Project Management Versus Governance
3.5 Lost Opportunities of Poor Corporate Governance
Resulting in a Siloed Organisation
3.5.1 Introduction
3.5.2  The Situation
3.5.3  The Response
3.5.4  Implementation
3.5.5  Discussion
3.6 Cross-Case Analysis
References

Challenges to Global Governance in MNE: Strategy
Adaptation to Local Markets
4.1 Overview
4.2 IBM Argentina: Polycentricity in Practice
4.2.1  Overview of the Company
4.2.2 IBM Argentina in Its Context
4.2.3  The Governance Discussion
4.3 Sensible Governance: Global Standards in o High
Context Approach
4.3.1 Opverview
4.3.2  History of Nobleza Piccardo and Its
Relationship to BAT
4.3.3  The Competitive Landscape
4.3.4  The Business Context
4.3.5 The Governance Discussion
4.4 Local Management Misalignment: A Governance
Challenge
4.4.1 Background
4.4.2  Overview of Banco Santander in Chile
4.4.3  Banco Santander Santiago and Its Competitive
Context
4.4.4  Value Discipline of the Organisation
4.4.5 The Governance Discussion

X

78
84
85
87

89
89
90
91
94
95
97
101

105
105
106
106
110
113

115
115

117
119
122
124

126
126
127

128
130
133



X

6

CONTENTS

4.5 Cross-Case Analysis

References

Challenges to Local Governance in International
Business: The Risks of Corruption

5.1  Overview

5.2 Extortion: To Bribe, or Not Bribe?

5.2.1 Introduction
5.2.2 Context
5.2.3  Embedding Integrity in the Corporate Culture
5.2.4 Transaction Governance Capacity
5.2.5 Discussion
5.2.6 Conclusion
5.3 Laundering Drug Money: Rot from the Tnil
5.3.1 Overview
5.3.2  The Organisation: HSBC
5.3.3  The Incident
5.34  The Money-Laundering Technique Applied
Through HSBC Mexico
5.3.5 Discussion
5.3.6  Conclusions
5.4 Laundering Easy Money: Rot from the Head
5.4.1 The Bank
5.4.2 The Incident
5.4.3  Form of Money Launderving at Danske Bank
5.4.4  Discussion
5.4.5 Conclusions

5.5 Cross-Case Analysis

References

To be or Not to be: Principles for Responsible Banking

0.1 Introduction to the Principles of Responsible Banking

6.1.1
6.1.2

Overview
History of Banks and the Climate Crisis

6.2 Drivers for Adoption

6.2.1
6.2.2
0.2.3

Citibank
Mitsubishi UF] Financial Group (MUFG)

Industrial and Commercial Bank of China
Ltd (ICBC)

134
139

141
141
142
142
145
146
148
148
152
153
153
153
154

156
157
159
160
16l
162
166
167
170
171
179

181
181
181
183
187
188
190

191



CONTENTS  xi

0.3 Reasons to Refrain from Adopting 194
6.3.1 JP Morgan Chase 194
6.3.2 HSBC 196
6.3.3  Wells Fargo 198
0.3.4  Synthesis of Reasons to Refrain from Signing 200
0.4  Operational Challenges 202
6.4.1 The Lonyg 1nil of Environmental Sustainability 202
6.4.2  The Way Forward 204
References 208
7 The Future of Corporate Governance 211
7.1 Overview 211
7.2 Lessons on the Status of Corporate Governance 211

7.3 Uncovering the Window: Where Is Corporate
Governance Heading? 219
7.3.1 Introduction to Scenarvio Planning 219
7.3.2  Scenario Structure No. 1 222
7.3.3  Scenario Structure No. 2 227
7.3.4  Scenario Structure No. 3 233
Reference 239
8 Final Reflections and Concluding Remarks 241

Index 245



Fig.

Fig.
Fig.
Fig.
Fig.

Fig.
Fig.

Fig.

Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.

2.1

22
2.3
24
2.5

2.6
3.1

3.2

3.3
34
3.5
3.6
3.7
3.8
4.1
4.2
6.1

L1sT OF FIGURES

Elements of a sustainable business model of the transition
to the knowledge economy (Source Author)

CR implementation model (Griffiths, 2008)

GLOBE’s ten cultural clusters (Source House et al., 2004)
Rizzuto model: Bringing it all together

Protagonist fourth factor of production: Knowledge &
Sustainability

The increasing weight of intangibles

Wells Fargo—product density per client (Sounrce Wells
Fargo Norwest annual report)

Content analysis of annual report for ‘cross-selling’.
Lafferty Group for RBA workshops in Buenos Aires
and Bogota. Based on (Source Norwest and Wells Fargo
annual report)

Orica’s operations in Latin America

Methodology adopted for the business case

IS architecture for MW CPG

Top-down transition to final architecture

Inputs for arriving at Standard Business Processes
Tracking benefits to the BSC

IBM Argentina’s business units (Rizzuto, 2016)

BAT Southern Cone Business Units

History of banks’ engagement with the environment
(Griffiths & Baudier, 2021)

17
24
26

32
35

67

68
76
80
92
93
94
95
108
116

187

Xiii



Xiv

Fig.

Fig.
Fig.
Fig.
Fig.
Fig.

Fig.

LIST OF FIGURES

6.2

7.1
7.2
7.3
7.4
7.5

8.1

Number of companies that engage in climate impact
disclosure (Source Climate Disclosure Project [CDP]
https: //www.cdp.net/en,/companies,/companies-scores)
Inter-construct influence and interaction model

Economy versus awareness for the environment

Changes in approach to corporate reporting and in a Gen-Y
society

Interaction of the development of Al and the governance
of social networks and Big Data

Interaction of sensitivity towards the climate crisis

and the PRB

Corporate governance as the great integrator

204
220
221
222
227

233
244



Table 3.1

Table 3.2

Table 3.3
Table 3.4
Table 3.5
Table 3.6
Table 3.7
Table 3.8
Table 3.9
Table 3.10
Table 3.11
Table 3.12

Table 3.13
Table 3.14
Table 4.1

Table 4.2
Table 4.3
Table 5.1
Table 6.1

L1sT OF TABLES

Summary of interpreted importance of RHQ location
factors in Africa

Classification of factors (identified by number) by their
role and degree of importance

Variables of the two-dimensional model

Operations and regional HQ locations

Relative weights of Quality of Service factors

Relative weights of Cost of Delivery factors

City scores on the Quality of Service dimension

City scores on the Cost of Delivery dimension

Overall score scenarios

Benefits of Regional SAP Implementation

Total cost of ownership

The base case and sensitivity analysis (NPV in US$
thousands)

Analysis of risks and mitigating strategies

Synthesis of cross-case analysis

IBM Argentina’s mission, vision and value statements
(Rizzuto, 2016, citing IBM Argentina 2012 dossier)
Brands sold by Nobleza Piccardo in Argentina
Summary of cross-case analysis

Synthesis of cross-case analysis

A stakeholder view of the evolution of responsibility
in banking

56

56
57
59
60
6l
62
62
62
81
82

83
84
100

106
121
138
176

185

Xv



Xvi  LIST OF TABLES

Table 6.2

Table 6.3

Table 6.4

Table 6.5
Table 6.6

Signatories ranking table of fossil fuel financing
since the Paris agreement—in billion US dollars
(extracted from Banking on Climate Change, 2020)
Categories in which JP Morgan Chase heads

the league table of fossil fuel financiers since the Paris
Agreement—in billion US dollars (extracted

from Banking on Climate Change, 2020)
Non-signatories ranking table of fossil fuel financing
since the Paris Agreement—in billion US dollars
(extracted from Banking on Climate Change, 2020)
Fossil fuel financing as a proportion of total assets
Governance factors in relation to the principles

of responsible banking

189

196

196
201

207



®

Check for
updates

CHAPTER 1

Introduction

With the transition from the Industrial Economy into the Knowledge
Economy a formidable series of new challenges come to the corporate
governance space. Although this transition has been happening grad-
ually for close to five decades, there was an abrupt inflexion point in
2007-2008 that revealed to us how outdated many of our methods in
management and governance are. Until then, the old Industrial Economy
methods developed over 200 years and fine-tuned as part of the new
world order that was established after the Second World War worked
reasonably well.

Three key global phenomena happened in the 2007-2008 moment in
history, each of which individually would have accelerated the transition
but would not have caused a step change—it was that they happened
simultaneously that made us change gear from evolution to revolution,
particularly so in the financial services sector. The three phenomena are,
first, the advent of the Great Recession with the devastating effect it had
on the reputation of the financial sector that spilled over to the rest of
business. The second is the technological revolution that came with the
coming of age of cloud computing and the advent of the first i-phone and
the other smartphones that followed. This led to the creation of social
networks and their unplanned side-effect of uncontrolled growth in data
that we understatedly called Big Data. Finally, at approximately the same

© The Author(s), under exclusive license to Springer Nature 1
Switzerland AG 2021

P. D. R. Griffiths, Corporate Governance in the Knowledge

Economy, Palgrave Studies in Accounting and Finance Practice,
https://doi.org,/10.1007 /978-3-030-78873-5_1


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-78873-5_1&domain=pdf
https://doi.org/10.1007/978-3-030-78873-5_1

2 P D. R GRIFFITHS

time we had the Millennium generation or Generation Y with the cultural
change they bring, having reached adulthood and making their footprint
felt in the workplace and consumer markets.

The conjunction of these three phenomena revealed the preeminence
of intangible assets over physical ones, for which our accounting and
reporting systems are not prepared. As will be seen in Sect. 2.3.1 in 1975,
83 percent of assets in the Standard & Poor 500 companies were tangible,
and only 17 percent were intangible. By 2015 the relationship at the S&P
500 flipped to only 13 percent tangible assets and 87 percent intangible
ones, the majority of which are in the form of intellectual capital. How
can we govern organisations with reporting systems that give us granular
visibility of only 13 percent of assets? Even more important than this from
a governance perspective is the fact that intangible assets being share-
able radically changed the competitive landscape. While in the industrial
era success depended to a great extent on taking control of physical raw
materials and other resources and thus confrontational competition, in the
knowledge economy no organisation creates value on its own but requires
collaboration with multiple other organisations. This requires a radical
change in the approach to governance and gives way to the following
point.

The occurrence of the three phenomena reinforced a trend that was
already happening, that is that the financial sector like the rest of the
business needs to become sustainable, by which we mean that businesses
need to integrate socially in their community and physically in their envi-
ronment. As a result of this companies, especially in the Anglo-Saxon
financial systems, could not focus only on the interests of shareholders but
had to prioritise the interests of a multitude of other stakeholder groups
many of which have opposing interests. Managing the priorities between
stakeholder groups is a whole new challenge for governance.

Some of the regulatory changes that came after the 2007-2008
crisis such as Open Banking made incumbent banks lose power and
become vulnerable to Fintech. This was reinforced by regulatory changes
demanding banks increase their reserve capital, which derived in banks
letting go their riskier young clients (none other than Gen-Y!) who
quickly adopted the Fintech alternative. As a result of this the tradi-
tional standards for the governance of the financial sector, based on a
relatively small number of licenced and highly regulated financial insti-
tutions, whose activities were circumscribed to the borders of a nation
state, were no longer adapted to the new reality of a sector with a far
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greater number and diversity of players operating under varying degrees
of regulation and many of whom operate cross-borders.

Returning to the happening of the three simultaneous phenomena,
through push of the Fintechs and pull of their Gen-Y customers, was trig-
gered the need for financial services to become far more digital in a world
of data tsunami where risks in cybersecurity are a reality. Cybersecurity,
thus, created a series of new demands on corporate governance.

Although the issue of globalisation has been deeply researched in the
strategy and operations domains, its impact on corporate governance is far
less so. Organisations involved in the international business face a specific
set of challenges arising from the clash between their governance stan-
dards and values defined at the corporate centre, and the societal culture
of the host countries where they have subsidiaries or do business. This is
particularly relevant in countries where formal institutions are weak and
the voids they leave are filled by informal institutions. This has many
implications and challenges from the corporate governance perspective
that have not been tackled in the literature.

Finally, if one takes the generally accepted Governance triangle of
shareholders, Board of Directors and CEO/senior management team,
there is significant knowledge on the relationship between the share-
holders and the Board of Directors, and on the relationship between the
Board of Directors and the CEO/management team. However, there is
a third critical relationship in corporate governance which is that between
the CEO/management team and the rank & file of the organisation.
This relationship is extremely important to develop an ethical corporate
culture and one that protects and enhances the intellectual capital of the
organisation.

So, the objectives of this book are (a) to shed needed light on the new
challenges for corporate governance that derive from the transition to the
knowledge economy as described above, and (b) to fill the gaps in the
literature on corporate governance in an international context and on the
‘CEO vs rank & file’ governance relationship.

To focus on the issues, this book addresses the following question:
What changes need to be incorporated into corporate governance to cope
with the challenges posed by the transition to a knowledge economy?

To facilitate its response, that question is broken down into the
following sub-questions:
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o How can corporate governance deal with the advent of the predomi-
nance of intangible assets such as intellectual capital?

e How does corporate governance need to be adapted to deal with the
reality of multiple stakeholder groups many of which have opposing
interests?

o How does corporate governance need to be adapted to cope with the
challenges of digitalisation in the era of Big Data and risks of cyber-
security?

o How can multinationals deal with the tension between the headquar-
ters and the subsidiary due to the need to combine the corporation’s
ethical culture and corporate governance values with the institutional
Sforces of the subsidiavies’ host market ?

o What is the role of the ‘CEO vs rank & file’ velationship in achieving
effective corporate governance in the knowledge economy?

These questions are tackled in the context of financial services, in the
new banking and Fintech landscape that has resulted from the phenomena
described above that took place in 2007-2008. The method followed is to
develop a series of case studies around four challenges in governance: the
hidden cost of poor governance, the adaptation of multinational strategy
to local markets, the risks of corruption and the adoption of the Principles
of Responsible Banking. The findings of each case study will be mapped
onto extant theory in corporate governance and a cross case analysis
within each of these themes is performed in search of new insights. Finally,
these insights are combined to propose new theoretical conjectures and a
series of scenarios of possible developments in corporate governance are
produced.

Many of the case studies come from personal experience working as a
consultant for blue-chip companies in over 15 countries—such are the
cases of Glamorgan FS, Orica, Wells Fargo, MW CPG and the four
bribe situations described under corruption. Other cases were developed
throughout my academic career either as personal research cases (i.e.,
Santander Chile, HSBC Mexico, Danske Bank and those on the Prin-
ciples of Responsible Banking) or by my doctoral research students (i.c.,
IBM Argentina and BAT Argentina).

The rest of the book is organised as follows. Chapter 2 presents the
current status of relevant theory on corporate governance and the knowl-
edge economy. Chapter 3 presents the four case studies and discussion
on the hidden costs that result from having poor corporate governance
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in place. Chapter 4 presents the three cases on strategy adaptation to
local markets and contrasts the outcomes of good and not so good
governance practises to extract lessons on how to bridge across different
societal cultures. Chapter 5 goes deep into the issue of corruption with
four real-life situations on bribing and two cases on money laundering,
to emphasise the need to build a corporate culture of performance with
integrity. Chapter 6 uses the recently adopted Principles of Responsible
Banking to present some thirty years of history of banks working for
environmental sustainability and some interesting insights are extracted
from comparing three large banks that have enrolled on the principles
with another three that have not done so. Chapter 7 synthesises the
prior chapters into theoretical conjectures on corporate governance in the
financial sector, and develops twelve possible scenarios of corporate gover-
nance going forward in a horizon of some fifteen or twenty years. Finally,
Chapter 8 presents the conclusions.

It is recommended that the reader goes through the book in the order
presented, but it is pointed out that after having read Chapter 2 the reader
could alter the order in which Chapters 3—-6 are read as they are self-
contained. However, all chapters need to be read before moving onto
Chapter 7 and Chapter 8.
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CHAPTER 2

Conceptual Framework: Corporate
Responsibility, Governance, Business Ethics,
Culture and the Knowledge Economy

2.1 CoORPORATE RESPONSIBILITY (CR)
AS A FRAMEWORK FOR CORPORATE (GOVERNANCE

2.1.1 Adopting a Sustainable Business Strategy

Legitimacy is a prerequisite for private sector business if it is to contribute
to society and thus maintain a licence to operate. Unfortunately, over
the last two or so decades trust in business has seriously deteriorated
in even the most pro-market economies. Departing from the negative
aura that emanated from what are perceived as failed privatisations of the
1990s in many regions, through the e-bust and accounting scandals such
as the Enron incident of the early days of this century; the role of the
financial sector in the Great Recession of 2007-2008; the outrageous
‘diesel-gate” scam of 2015 at car manufacturer VW; highly visible money
laundering cases at HSBC Mexico and Danske Bank; the cross-selling and
false customer account openings that emerged at Wells Fargo in 2016, to
the still unravelling accounting (again) case of Wirecard. Businesses are
now under pressure to gain legitimacy: the main route they are following
is the adoption of corporate responsibility (CR) principles and making
promises of commitment to sustainability (Kusnetsov et al., 2007).

© The Author(s), under exclusive license to Springer Nature 7
Switzerland AG 2021
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Business Model

Fig. 2.1 Elements of a sustainable business model of the transition to the
knowledge economy (Source Author)

In this context, adopting a sustainable business strategy is becoming
ever more imperative, and this requires thinking on who are the stake-
holders of the organisation, what are their expectations and, above all,
recognising that different stakeholder groups often have conflicting inter-
ests. Sceptical analysts will be watching out for signs of greenwashing,
window-dressing and smoke-screening. Overcoming this requires moving
sustainability away from a standalone programme to incorporating the
principles of CR into shaping the business model, into building the
culture of the organisation, into the setting of new challenges and into
the formulation of corporate strategy, as is represented in Fig. 2.1.

The following sections will develop the concepts required to formulate
and implement a sustainable business strategy.

2.1.2  Covporate Responsibility: A Framework

Corporate responsibility comprises a series of management principles that
enable and facilitate an organisation to fit harmoniously into its social and
physical contexts (Capriotti & Garrido, 20006; Griffiths, 20006). Perera’s
(2003) framework on corporate social responsibility proposes managing
and monitoring corporate citizenship behaviour along four dimensions:
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a. Corporate governance and ethics;
b. People;

¢. Environment; and

d. Contribution to Development.

To take these in turn, Corporate Governance and Ethics in the realm
of CR refers to the processes of adopting and maintaining corporate
values and objectives, of ensuring transparency, of accepting account-
ability and of confronting corruption. The need for aligning core business
investments with social responsibility requires that the evaluation of fit
with corporate values be part of the investment evaluation methodology
(Griffiths, 2006, 2007).

Under the dimension of People come issues such as the safety of prod-
ucts and working conditions, labour standards, human rights of its staft
and equal opportunities. It has been said (Handy, 2002) that people
should be treated as assets (to be nurtured and helped to grow) and not
as costs (which are there to be reduced). Key within this dimension of
CR is giving staff opportunities for professional development taking into
account that the organisation cannot ensure long-term employment, but
it should enable the future employability of its staff.

The environmental dimension of social responsibility requires actions
and investments in preserving the local and global environment, on
cleaner production processes, on eco-efficiency and on environmental
technologies. Paramount here is the migration towards non-fossil sources
of energy, pursuing a neutral carbon footprint, reducing its water foot-
print. In other words, the organisation needs to internalise all its
environmental costs and not transfer them to society.

Finally, the ‘Contribution to Development’ dimension of corporate
responsibility is about showing contributions to education and healthcare,
to the development of local small and medium enterprise (SME) suppliers,
to closing the digital gap, to promoting community development and
other similar initiatives. Peinado-Vera (20006) cites Prahalad (2005) when
he talks of the ‘Base of the Pyramid Model’ that ‘combines profits with
improving poor peoples’ lives’.

So, what is the relationship between CR and sustainability? Sustain-
ability is the operationalisation of the CR principles into a sustainable
business model. As such, it is about actions and behaviours, not prin-
ciples. A sustainable business model balances financial returns with the
principles of CR. This balance is achieved when management performance
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is measured, monitored and assessed based on indicators that represent at
least some of the four dimensions of CR. This leads to the definition of
sustainability as:

Business behaviour that creates the trust and commitment of stakeholders,
both now and in the future!

This is a powerful statement with strong words such as ‘behaviour’,
‘trust’, ‘commitment’, ‘stakeholders’, ‘now’ and ‘future’.

The MacMillan SPIRIT Model (where SPIRIT is an acronym for
Stakeholder Performance Indicator and Relationship Improvement Tool)
assists in formulating a sustainability model focussed on the stakeholders.
The model is applied to define the organisation’s sustainability priorities
in terms of stakeholder interests, and in designing how to incorporate
those priorities into the business strategy.

The application of SPIRIT departs by understanding the external
pressures on the organisation and does so by focussing on issues and
stakeholders. The external issues vary significantly over time. Over the
last forty years there have been tectonic movements that have required
organisations to adapt vigorously or succumb. Some of these have been:

Deregulation and privatisations in the 1980s

Advent of Total Quality Management at the end of the same decade

Globalisation and consolidation in the 1990s and onwards

Industrialisation of emerging economies in the 1990s and 2000s

Relocation of manufacturing to the newly industrialised world

Global population growth, with great disparity across regions

Reduction of extreme poverty but growth of wealth inequality

Consciousness for the climate crisis as from the 2000s

Awareness of and unacceptability towards pollution

Terrorism at an unheard-of scale since 9/11

Unstoppable migration waves at great volume, especially in the

2010s

e Advent of mobile technologies, social networks and Big Data with
its impact on cyber-security

e Threat of Water-wars in several parts of the world

L This definition was proposed by the late Prof MacMillan at the Institute of Reputation,
Henley Business School.
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e Pending US—China commercial war
e Pandemics such as the current Covid-19.

These trends did not come alone. They have been accompanied by signif-
icant changes in laws and regulations; new demands on companies by
investment funds; voluntary but morally obliging codes particularly in
the environmental space; the proliferation of increasingly assertive third
sector organisations such as NGOs, consumer protection and community
groups.

So, these are the external issues that need to be dealt with in applying
the SPIRIT model, but these issues must be related to the different
stakeholder groups as is developed in the next section.

2.1.3  Stakeholders and Conflict of Intevest

As will be seen later in this chapter, in the Knowledge Economy where
assets are mainly intangible and no organisation creates value on its own
but collaborating with others, companies are expected to integrate into
their physical and social context. This is the essence of corporate respon-
sibility: development of relationships with key stakeholders in order to
simultaneously create social and financial value (Marquis & Velez Villa,
2012). It follows that stakeholder management cannot be left aside from
a key decision as is stated in the SPIRIT model.

Stakeholders are defined as ‘any group or individual who can affect or
is affected by the achievement of an organizational purpose’ (Freeman,
2010) or that contribute, voluntarily or involuntarily, to the value creation
process of the company and are either ‘beneficiaries or risk bearers’ of its
activities (Post et al., 2002).

CR in the SPIRIT vision calls for a stakeholder-centred approach to
management which does not mean that stakeholders make the decisions.
It does not mean, either, that the organisation needs to bend backward to
satisfy all stakeholder groups. In fact, it is quite the contrary. It means that
the organisation is sensitive to the impact of its activities on the different
stakeholder groups and uses that as input for defining its priorities. One
of the interesting things about CR, and possibly the reason why the issue
does not go away as a resolved problem or as a passing management fad,
is that stakeholder groups have opposing interests.

Often there is confusion between CR and philanthropy, but it must
be stated clearly that these two concepts are radically different. In
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fact, philanthropy with corporate funds is corporate irresponsibility. A
stakeholder-centred management approach is based on that maintaining
appropriate relationships with stakeholders is to the long-term benefit of
the organisation; that is why organisations increase social benefits or miti-
gate social problems to groups external to the company. Companies invest
in CR because they expect that will lead to company-favouring responses
from their stakeholders (Bhattacharya et al., 2009; Marquis and Velez
Villa, 2012). Philanthropy is virtuous but it should be done from the
agents own wallet, not that of the shareholders.

Marquis and Velez Villa (2012, p. 20, exhibit 1) classifies stakeholders
into employees, customers, governments, investors, community and civil
society and suppliers. There is a lot lumped together under some of
those categories, but this classification will work for the sake of analysing
stakeholders at this stage.

There is evidence to support that CR and involvement of staff on
the organisation’s CR activities generates organisational identification that
in turn is highly correlated with improved job performance. The logic
behind this is that organisational identification leads to higher commit-
ment to the company’s mission and to higher motivation. It connects the
employees’ values and identity to the values of the organisation (Ashforth
& Mael, 1989; Dutton & Dukerich, 1991; Jones, 2007).

There is overwhelming evidence to support that the adoption of clear
CR values operationalized into a sustainable business model will help
attract high calibre professionals, from MBAs to Gen Y graduates, and
that they will select a CR company over a non-CR one at equal pay, and
in fact may even accept a lower pay to become part of a more responsible
organisation (Bhattacharya et al., 2008; Greening & Turban, 2000; Sen
et al., 2006; Turban & Greening, 1997). It is sometimes lost of sight that
by 2025 Gen Y will comprise 75 percent of the workforce, and it is little
known that 70 percent of them see themselves working independently at
some point, so if firms do not make a significant effort to retain them
they will suffer from a lack of staff. This situation is even more alarming
in emerging markets where 82 percent see themselves as independents at
some stage (Deloitte, 2014; Islam et al., 2011).

The second stakeholder group is that of customers. Customers are
increasingly inquisitive into the CR standards of the companies they do
business with. It is too early to say what the effect of the current Covid-
19 crisis will trigger in terms of customers’ buying habits but it may
be surprising when data becomes available—in the 2007-2008 financial
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crisis in the UK the demand for sustainable products actually increased,
surprising the analysts who anticipated that in a crisis consumers would
be more focussed on price. The importance of customers as a stake-
holder group depends to a significant extent on the value discipline of the
organisation. When the value proposition to clients is based on customer
intimacy and best total solution, the customer will rank very high up on
the stakeholder group hierarchy; if the value discipline is of operational
excellence and the value proposition of best total cost, maybe customers
will rank further down. If, on the other hand, the value discipline is of
product leadership and the promise to clients is of the best product,
ensuring that the product incorporates sustainability throughout seems
a must.

The third stakeholder group mentioned above is that of government.
Governments are a particularly sensitive stakeholder group in highly
regulated industries such as financial services and robust sustainability
standards are essential in maintaining a productive relationship with this
stakeholder group, particularly in times when the government is under
pressure of scrutiny by a disgruntled population. Under these condi-
tions governments are highly sensitive to flares in sustainability that will
contribute further to population unrest, so it is key to keep this front
under control for a smooth relationship.

With respect to CR and its connection to investors, there is much liter-
ature. The literature is mixed in that there is evidence that CR reduces
company risks and increases its reputation, both of which translate into a
positive outcome for shareholders; but there are other studies that arrive
at that the impact of CR on shareholder value is not so clear; and yet some
other studies that have arrived at that in companies with low innovative-
ness capability CR actually reduces customer satisfaction levels which in
turn harms market value. An increasing number of investors are sensi-
tive to social value creation, and many others are positive towards CR
as long as it is demonstrated that it does not detract from sharcholder
value. What everyone agrees with is that investors do value transparency
and expect that management in the companies they invest in are vigilant
in keeping costs under control (Bhattacharya et al., 2009; Dowell et al.,
2000; Luo & Bhattacharya, 2006).

Community and Civil Society engulfs a multitude of organisations such
as environmental groups, charities of different natures, local NGOs and
international NGOs, consumer defence groups, the traditional media and,
highly relevant these days, social media groups. These stakeholder groups



