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A MORE HOLISTIC VIEW OF THE FIRM

Transforming
Companies Into
Respected Institutions

By JORDI CANALS

espect for companies, which had

been improving since the 2008

global financial crisis, seems to be

in decline again. At the end of 2015,

Edelman’s annual Trust Barometer showed

that the public’s trust in business had fallen in

16 of the 27 countries surveyed, sitting below

50 percent in most countries for the first time.

One contributing factor is the declining quality
ofleadership inlarge companies.

The erosion of respect for business can be

linked to the unquestioning focus on short-

https://dx.doi.org/10.15581/002.ART-2820

term profit maximization and shareholder re-
turns that has come to shape decision-making
in the business world. Although profitis a nec-
essary condition for firm survival, problems
arise when business strategies, the selection
and compensation of CEOs, managerial in-
centives and other board decisions all revolve
around that single-minded goal. The problems
are compounded when shareholder value be-
comes more important than service to custom-
ers, employees and other stakeholders.
Inaddition, businessin the 21st century has
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become more complex. The interconnected-
ness of our systems means thatafirm’simpacts
are felt much more on society. Consequently,
the problems get amplified, as in the case of
the global financial crisis. But the upsideis that
companies have agreater potential to dogood -
iftheybroaden their vision beyond profit maxi-
mization to include what they can and should
doinsocietyin exchange for what society gives
them. Some of today’s most pressing social
concerns - from global warming and immigra-
tion to pensions and youth unemployment -
would benefitfrom public-private partnerships
inwhich companies play an integral part in the
solution.

This article suggests how to make com-
panies respected institutions in society once
again. I start by arguing that a firm’s heteroge-
neous goals cannot be limited to short-term
economic performance. Instead, managers
need to embrace a much more holistic view of
the firm and its goals. Then, I outline the quali-
tiesthatmake afirmarespected institutionand
presentaframework toassess the firm’s perfor-
mance in this regard. Finally, I offer some im-
plications for CEOs to help restore their cred-
ibility asleaders.

A Respected Company: Beyond
Economic Performance

Expectations about firms have changed dra-
matically over the past few years. Of course,
companies need to be profitable, and there are

i EXECUTIVE SUMMARY

Respect for business has embrace a much more holistic
fallen. This article suggests view of the firm and its goals.
how to make companies Then, he outlines the qualities
respected institutions in that make a firm a respected
society once again. The institution and he presents a
author starts by arguing that framework to assess the firm's
a firm's heterogeneous goals performance in this regard.
cannot be limited to short- Finally, he offers some pointers
term economic performance. for CEOs to help restore their

Instead, top managers needto  credibility as leaders.
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Respected companies are those that are as good at
integrating different financial and non-financial
objectives as they are at generating profits. CEOs have
to make choices that integrate all objectives.

various ways to achieve that, related to serving
customers, employees and society, all of which,
in the short term, may be in conflict with each
other. However, in the tug of war between eco-
nomic profitability and social impact, it is im-
possible to be successful in the long term by
focusing on just one dimension. A company
needs themall.

This is not only a theoretical reflection. A
growing number of businessleaders-including
Kasper Rorsted, CEO of Henkel, Jean-Pascal
Tricoire, CEO of Schneider Electric, PabloIsla,
CEO of Inditex, or Paul Bulcke, CEO of Nestlé,
among others — espouse a similar view.

In a November 2013 address at IESE, Paul
Polman, CEO of Unilever, insisted that a com-
pany is much more than an organization with
financial goals, and needs to create social as
wellas economicvalue, helping to solve some of
the big challenges that society faces. Acknowl-
edging that quarterly results are not the best
indicators of a company’s long-term strength,
Polmandecided todrop themin favor of awider
set of indicators, including social and ethical
variables, to build sustainability and lasting
reputation.

Respected companies are those that are as
good atintegrating different financial and non-
financial objectives as they are at generating
profits. CEOs have to make choices, but not at
the exclusion of all others. Executive decision-
making should mean exercisinggood judgment,
first in the way one defines the objectives, and
then in making choices that integrate all of the
relevant dimensions.

My notion of the firm is a group of people
working with otherstoallocatelimited resourc-
esin order to offer goods and services that are
valued by customers. They do this in a context
that fosters professional development, gener-
ating economic value and contributing to soci-
etyinthe process. Profitabilityis only one of its
criteria.

Broadening the conception of the firm to
integrate non-economic dimensions, such as
the interests of diverse stakeholders, is similar
to the notion of “shared value” popularized by
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Michael Porter and Mark Kramer. But viewing
companies from thisangleisnotbecause it may
end up being profitable and, in their words, “re-
shape capitalism.” Norisitaquestion of follow-
ing the wave at atime when companies seem to
be atoning for their past sins against society
by committing to projects that have a stronger
social impact.

Rather, the true reason lies in our responsi-
bility to adopt a more humanistic view of com-
panies and the dignifying nature of work. It is
this holistic conception — one which combines
economic performance withrespectfor people,
customer orientation and interest in the com-
mon good of society - that will help companies
regain the respect they have lost.

Toberespectedistobeheld in honor, admi-
ration, high regard or esteem - in the case of a
company, by customers, investors, profession-
als and society. These parties feel respect for a
companybased onits core attributes and inner
foundations,aswellasthe external, observable,
measurable impact it has (see Exhibit 1).

The Core Attributes of

a Respected Company

The development of a respected company re-
quires the following core attributes that serve
as strong foundations:

1. MISSION & VALUES. A company’s mission ex-
presses whyafirm exists. Itisrelated to the ser-
vice that a company wants to offer its custom-
ers beyond the quest for economic profit. The
strength of this mission depends on its clar-
ity and commitment, and the senior manage-
ment’s ability to make decisions based upon it.

Bertelsmannisacompany that tries to stick
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A holistic vision that combines economic performance
with respect for people, customer orientation and
interest in the common good of society will help
companies regain the respect they have lost.

to its mission and basic values in all its activi-
ties. Its mission also defines some aspirations
the firm has: “We provide information, enter-
tainmentand media services toinspire people’s
dailylives. We aspire to make a valuable contri-
bution to society... We seek to provide working
conditions that are equitable and motivating
for our employees. We commit ourselves to
ensuring the continuity and ongoing progress
of our corporation.” Bertelsmann’s mission
andvalues are reflected in the way the compa-
ny thinks about corporate growth, deals with
people’s development, considers restructuring
businesses and relates to the society in which
it operates.

This does not mean that a company with
a strong sense of mission cannot fail. It sim-
ply means that the whole company strives to
achieve success for every party by pulling all of
them together.

Management values shape the firm’s ap-
proach to decision-making, accountabil-
ity, transparency and long-term perspective,
among others. Values condition the extent to
which respect for each person is fostered and
whether critical discussions are taken into ac-
count when making decisions. All these things,
taken together, shape the institutional identity.

2. A BUSINESS IDEA WITH EXCELLENT EXECUTION.
Every company starts with entrepreneurs and
anidea, which defines the way the firm will pro-
vide goods or services to customers efficiently.
Take Zara, owned by Inditex, whichin the 1980s
conceived a new way to streamline logistics,
operations and retailing, and become more re-
sponsive to consumers.

But just having the idea is not enough. It
must evolve into a business model that en-
ables goods or services to be produced and
sold in a sustainable way. An idea can be the
driving force that informs strategic thinking
about customers, products and markets, and
what distinctive capabilities the firm needs
to develop. But it must eventually generate
a business model whereby a company plays
a role in an industry or a set of industries,
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