
Chapter 11 The Expectations of Stakeholders and the Influence of Ethics and Culture
	LEARNING OBJECTIVES

1.
Advise on the implications of corporate governance on organizational purpose and strategy.
2.
Evaluate, through stakeholder mapping, the relative influence of stakeholders on organisational purpose and strategy.
3.
Assess ethical influences on organisational purpose and strategy.
4.
Explore the scope of corporate social responsibility.

5.
Assess the impact of culture on organisational purpose and strategy.
6.
Prepare and evaluate a cultural web of an organization.
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1.
Importance of Corporate Governance
1.1
The meaning of corporate governance
1.1.1
Corporate governance is the way in which a company is governed and led.
1.1.2
In countries such as the UK, where there are unitary boards of directors and many directors are also senior executive managers of the company, it is easy to confuse governance and management.
1.1.3
Governance is not concerned with detailed management issues, such as planning and operational control. It is about giving direction to the company, and accounting to the owners and other stakeholders of the company for the success or failure of the company in achieving its objectives.
1.2
The traditional view of corporate governance: implications for organisational purpose and strategy
(a)
Traditional view of corporate governance

1.2.1
The traditional view of corporate governance is that the shareholders are the owners of a company, and the company is led by the board of directors. The directors act as agents of the company, and give leadership to the company on behalf of the shareholders.
(a)
The directors should aim to provide maximum benefits for the shareholders. The aim of a company should be to maximise the wealth of the shareholders, and this is achieved by increasing and maximising profitability over the long term.

(b)
Corporate objectives and strategies should be decided with the aim of maximising shareholder wealth.

(c)
The directors should be accountable to the shareholders for the performance of the company, and the success or failure of the company in achieving its objectives.

1.2.2
In small companies, the main shareholders are often the directors. When the shareholders and directors are the same people, there should be no problems with governance. However in larger companies the directors might own some shares, but are not usually major shareholders.
1.2.3
A problem with corporate governance might arise when the shareholders and the directors are different people, because their personal interests will be different.
(a)
The shareholders will be interested in profits, dividends and the share price.
(b)
The directors, as individuals, will be interested in their remuneration and other benefits, and probably also in their status and power.
1.2.4
There is a risk that the directors of a company will make strategic decisions with the aim of adding to their status and remuneration, rather than with the aim of maximising shareholder wealth.
(b)
Implications for decisions affecting the purpose and strategies of an entity

1.2.5
The traditional view of corporate governance has implications for decisions affecting the purpose and strategies of an entity.
(a)
If the traditional view of corporate governance is valid, the aim of a company should be to maximise shareholder wealth.

(b)
However, the board of directors might make strategic decisions for a different purpose. In particular, they might make strategic decisions that will benefit themselves personally, by increasing their remuneration or adding to their personal status and power.
(c)
The directors might make decisions aimed at maximising short-term profits, when they are rewarded on the basis of short-term profitability rather than long term performance. When short-term profits are maximised, this is often at the expense of longer-term profits and shareholder value.

(d)
The directors might also make decisions to expand the business, usually through acquisitions, in order to increase their power and status (putting them in charge of a much larger company). A strategy of growth through acquisitions might not be in the best interests of the shareholders.
1.2.6
The problems of bad corporate governance can be reduced through ‘good governance practices’. These can be applied either through voluntary codes of practice or law. The aims of codes and regulations should be to encourage a board of directors to make decisions that are in the best interests of the shareholders (for example, by appointing more independent directors to the board of directors, and through careful structuring of remuneration packages for senior executives).
1.3
The stakeholder view of corporate governance
1.3.1
The traditional view of corporate governance is not accepted by everyone. An alternative view is that companies are ‘corporate citizens’ and have a responsibility to society as a whole, not just to their shareholders.
1.3.2
There are individuals and groups of individuals who are not shareholders in a company but whose welfare is affected by what the company does. It can therefore be argued that the aims and actions of companies should recognise their obligations to these other ‘stakeholders’. Decisions by a board of directors should have the purpose of benefiting all significant stakeholder groups, not just the company’s shareholders.
1.3.3
Another view of corporate governance is the ‘enlightened shareholder view’. This is the view that the board of directors should govern their company in the interests of the shareholders, but at the same time must recognise the interests of other stakeholder groups. Strategic decisions should therefore be taken in the interests of significant stakeholders as well as in the interests of the shareholders.
1.3.4
If the stakeholder view of corporate governance, or the enlightened shareholder view, is applied in practice, strategic decisions by companies will be affected by the interests and the expectations of important stakeholder groups.
2.
Stakeholders and Stakeholder Expectations
2.1
Definition of stakeholders
2.1.1
The stakeholders in an entity are any individuals, groups of individuals or external organisations that have an interest (a ‘stake’) in what the entity does or is trying to achieve. Some stakeholders have much more influence than others over the strategic decision-making of an entity, and the identity of the main stakeholders varies between different entities.
2.1.2
The stakeholders or stakeholder groups for a business entity usually include most of the following:
(a)
the ordinary shareholders

(b)
the controlling shareholder, if there is one

(c)
other classes of shareholders

(d)
bondholders

(e)
the investment community

(f)
lenders

(g)
suppliers, especially major suppliers

(h)
customers

(i)
the directors

(j)
other senior executive managers

(k)
other managers and employees, or groups of employees

(l)
the government (local or national government)

(m)
pressure groups, such as environmental protection groups and human rights groups

(n)
local communities in which the entity operates

(o)
the general public.

2.1.3
Although large companies have most or all these stakeholder groups, the influence and significance of each stakeholder group will vary. Many stakeholder groups might have very little influence at all on strategic decisions by the company. The relative importance and significance of each stakeholder group will vary with the company’s circumstances, and the attitudes of its shareholders and directors towards corporate governance.
2.2
The expectations of stakeholders
2.2.1
Each stakeholder or stakeholder group has different expectations from a company. They expect to benefit from their association with the company, and the benefits they expect are different.
2.2.2
According to the traditional view of corporate governance, the main stakeholders are the shareholders of the company, its board of directors and probably also its senior managers. These stakeholder groups have different rights and duties, and they also have different expectations of what the company should provide for them.
2.2.3
Company law varies between countries, but the rights, duties and expectations of the main stakeholder groups might be described briefly as follows.
	
	Rights
	Duties
	Expectations

	Shareholders
	· Right to vote on certain issues

· Other rights are set out in the constitution of the company
	· None
	· Share price growth

· Dividends

· Return on investment

	Directors
	· No rights, but extensive powers are given to the board under the company’s constitution
	· The directors have certain duties in law (e.g. a legal duty of due care and skill)

· The board of directors has a duty to give leadership to the company
	· Personal advancement – remuneration, status

	Senior managers
	· Employment rights
	Senior managers have a duty to carry out their delegated tasks, in accordance with their contract of employment
	· Personal advancement

· Possibly a belief that they should have the power to make key strategic decisions


2.2.4
Other stakeholder groups have different expectations from their company.
(a)
Employees expect to receive fair pay for the work that they do. They will often want job security and possibly career progress. They might also expect good working conditions. The expectations of employees might be expressed by trade union representatives.
(b)
Customers have expectations about the nature of the goods or services they receive from a company.

(c)
Suppliers might expect to develop a good business relationship with the company and collaborate on achieving improvements in the value network.

(d)
Communities might expect a company to provide employment and economic prosperity by investing in the local area

(e)
The general public and government might expect a company to show concern for the environment and to reduce pollution and develop environment-friendly ways of operating.
2.2.5
Stakeholders within an entity include shareholders, senior managers, middle managers and other employees and their trade union or staff association representatives. Their power or influence over decision-making within the entity might come from:
(a)
their control over formal decision-making processes (shareholders, the board of directors, senior executives)

(b)
their position in the management hierarchy (although senior managers should not rely on their formal power alone to exercise influence within the entity)

(c)
their influence (through personal qualities)

(d)
control over strategic resources, such as the work force or key workers in the work force, or the design or research and development department

(e)
knowledge or skills (for example, accountants)

(f)
control over access to the entity’s environment (for example, the marketing department often exercises influence because marketing managers can claim to know the customers best)

(g)
their ability to exercise discretion. For example, in a large organisation such as a government department, middle management often has considerable influence over the way in which senior management strategies are implemented.
2.2.6
External stakeholders include lenders, suppliers, customers and the government. The influence of external stakeholders might come from:
(a)
laws and regulations (the government)

(b)
the dependence of the entity on particular suppliers or customers (for example, the bargaining power of suppliers or customers)

(c)
the involvement of an external entity in the implementation of strategy (for example, the importance of distribution networks and organisations)

(d)
the knowledge or skills of an external entity (for example, an important subcontractor).
2.3
Stakeholder mapping

2.3.1
A business entity should manage its stakeholders, particularly those with the greatest influence. As a part of a review of the strategic position of a company, management should identify its major stakeholder groups, their power and their expectations.
2.3.2
One way of presenting the results of a stakeholder assessment is to prepare a ‘stakeholder map’. This is a simple diagram showing the main stakeholders or stakeholder groups, and their relative significance. The purpose of stakeholder mapping is to assist the directors of a company (or the governors of a public sector entity) to obtain an appreciation of who the main stakeholder groups are, and what their real and potential influences are over the entity and the entity’s strategies.
2.4
Stakeholder position/importance matrix
2.4.1
This matrix compares:
(a)
the position of the stakeholders on a particular issue, on a scale ranging from ‘strong opposition’ (+5) to ‘strong support’ (–5), and

(b)
the relative importance of the stakeholders, on a scale from ‘not important’ (–5) to ‘very important’ (+5).
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2.4.2
The map can be used by the directors to assess the action they should take to try to win the support of each stakeholder group. They should give more attention to the important stakeholders.
2.4.3
In the matrix shown here, the main concern should be to deal with important stakeholders who are strongly opposed to proposed plans of the board of directors and are ‘antagonistic’ (敵對的). These would be shown in the top right hand corner of the matrix. The directors should consider what measures should be taken to try to reduce the opposition of these stakeholders. Their decision will be influenced by what the consequences for the company might be if the stakeholders remain antagonistic. The solution might be to find a compromise solution, which reduces their opposition.
2.4.4
Management should also try to win support from the ‘problematic’ stakeholders, although their opposition is relatively unimportant. They should also try to maintain the goodwill of ‘supporters’ – important stakeholders who support their plans.
2.5
Mendelow’s stakeholder power/interest matrix
2.5.1
This matrix compares:
(a)
the amount of interest of the stakeholders on a particular issue, on a scale ranging from ‘not at all interested’ (0) to ‘very interested’ (+10), and

(b)
the relative power of the stakeholders, on a scale from ‘very weak’ (0) to ‘very powerful’ (+10).
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2.5.2
The strength of the interest of a stakeholder group in the strategic decisions by the company will depend on their expectations of the benefits they expect the company to provide.
2.5.3
The recommended course of action for the board of directors is indicated in each quadrant of the matrix. The key stakeholders are those who have considerable power or influence, and also have strong expectations (a keen interest)about the strategic choices that the company makes.
2.6
Stakeholder influence: the cultural context
2.6.1
It is also important to remember that the relative importance of different stakeholder groups for an entity, and the way in which management respond to the interest of different stakeholder groups, will also vary according to culture; the culture of the country or region in which the entity operates, and the culture of the organisation itself and its senior management.
3.
Ethical Influences and Corporate Social Responsibility
3.1
Business ethics
3.1.1
Companies should comply with the law. Many companies go further and state that they will act in an ethical way. Ethical behaviour (for most people) involves compliance with the law. However, it is possible to act within the law but behave in an unethical way.
3.1.2
The ethics of doing business are different from the ethics of normal social behaviour. Businesses compete with each other, and many decisions are taken for commercial reasons, regardless of their effect. For example, companies will close down lossmaking operations, regardless of the impact on the employees who are made redundant.
3.1.3
The ethics of business conduct by individual companies depends largely on the ethical stance of the company and its leaders.
3.2
Ethical issues
3.2.1
Ethics in business is generally associated with the following aspects of behaviour:
(a)
Acting within the law. In international business, ethical behaviour often means compliance with accepted international codes of behaviour, such as a code against bribery by companies seeking to win a major contract from a customer.

(b)
Fair and honest dealing with suppliers and customers.

(c)
Acting fairly towards employees and showing due concern for the welfare of employees.

(d)
Showing respect and concern for the communities in which the business entity operates.

(e)
Showing respect for human rights, and refusing to deal with any entities that do not show concern for human rights. A significant issue for some companies in recent years has been public pressure to avoid dealing with suppliers in developing countries who use child slave labour.

(f)
Showing concern for the environment and the need for sustainable businesses.
3.3
Ethical stance (立場;態度)
3.3.1
The business ethics of a company can also be described as an ethical stance. An ethical stance is the extent to which an entity will exceed its minimum legal and ethical obligations to stakeholders and society in general.
3.3.2
There is a range of different ethical stances that a company might take, but it is useful to group them into four broad positions on a scale from position 1 to position 4.
(a)
Position 1. The company takes the view that its only interests should be the short-term interests of its shareholders. Business decisions should be taken with satisfying shareholder interests as the only objective.

(b)
Position 2. The company takes the view that the interests of its shareholders are the most important concern, but that in the long term the company will benefit by showing some concerns for the interests of employees, communities, the general public and the environment. The company therefore acts in its ‘enlightened self-interest’.

(c)
Position 3. The company recognises an obligation not only to its shareholders, but to other stakeholder groups.

(d)
Position 4. The company has an ethical obligation towards society as a whole, and should be a ‘shaper of society’, creating a fair and just society for everyone. Financial objectives should be of secondary importance.
3.3.3
‘Ethical behaviour’ by companies is generally associated with an ethical stance around position 2 or position 3.
3.4
Consequences of unethical behaviour
3.4.1
Acting ethically reduces risk. There are several possible consequences of unethical behaviour.
(a)
When business conduct is illegal or in breach of regulations, there is a risk of being ‘found out’. The consequences could be the payment of fines to the authorities or compensation to individuals who have suffered as a consequence of the illegal behaviour. In some cases, individual directors might be liable to imprisonment for illegal behaviour.

(b)
When businesses act illegally but in a way that the general public considers ‘immoral’, there is a risk of action by the government to makes such action illegal.

(c)
Businesses that act in an unethical way are also exposed to reputation risk.
3.4.2
Companies with a good reputation find it easier to win and keep loyal customers, and also loyal employees. When a business reputation is damaged, there is a risk of losing customers to rival companies.
3.4.3
Although the evidence for the importance of reputation risk is inconclusive, there is no doubt that many large companies are very aware of their reputation and reputation risk, and they invest heavily in trying to maintain their business reputation, through public relations and pursuing ‘ethical’ business strategies.
3.4.4
Companies that have been exposed to reputation risk include:
(a)
companies accused of buying from suppliers in developing countries that use child labour or slave labour

(b)
companies accused of polluting the environment

(c)
companies in the food and drugs industries accused of selling dangerous food products or dangerous drugs.

3.5
Ethical codes
3.5.1
Many public companies have a published code of business ethics.
(a)
The New York Stock Exchange rules require companies whose shares it trades to have a publicly displayed code of business conduct and ethics.

(b)
In the UK, 90% of the top UK companies have a code of ethics.
3.5.2
If ethical codes are to be effective then:
(a)
They must be strongly endorsed from the top of the company. (Enron, the collapsed US corporation, had an ethical code but the board of directors chose to over-rule it.)

(b)
Training must be given. If not, many employees might not even be aware that it exists, let alone know how to apply it.

(c)
The code must be kept up-to-date.

(d)
The code must be available to all, for example, through the corporate intranet.

(e)
Adherence to the code should be part of employees’ contracts and departure from the code should be a disciplinary offence.
	3.5.3
	Example 1

	
	Citigroup

Citigroup, the international banking group, attracted adverse publicity in 2004 following two reported incidents – breaches of regulations in Japan and trading activity in the European bond market that was investigated by the authorities for possible breaches of financial regulations and was also criticised by other bond trading firms as unethical.
Citigroup announced that it was introducing an education programme to make employees aware of their ethical responsibilities.
Ogilvy & Mather

In 2005, two executives of advertising agency Ogilvy & Mather were found guilty of overcharging the US government. The company announced that its response to the incident included the appointment of an ethics officer and the introduction of a ‘hot line’ that employees could use to ‘blow the whistle’ on colleagues, in confidence.


3.6
Corporate social responsibility
3.6.1
Corporate social responsibility (CSR) is the responsibility that companies recognize for acting in a socially responsible way. ‘While there is no single commonly accepted definition of corporate social responsibility or CSR, it generally refers to business decision-making linked to ethical values, compliance with legal requirements, and respect for people, communities and the environment’ (Business for Social Responsibility).
3.6.2
CSR usually means that a company goes further than required by law in order to:
(a)
treat employees fairly and with respect

(b)
operate in an ethical way and with integrity, in all its business dealings with customer, suppliers, lenders and others

(c)
respect human rights
(d)
sustain the environment for future generations

(e)
be a responsible neighbour in the community and a good ‘corporate citizen’.
3.6.3
CSR is therefore closely linked to ethical behaviour. Many large stock market companies issue reports on corporate social responsibility and their CSR activities.
(a)
These reports might be included in the annual report and accounts. For example, quoted companies in the European Union are now required to provide information on social and environmental issues in a business review within the annual report and accounts.

(b)
Some companies publish a separate corporate social responsibility report. This may be called a ‘social and environmental report’ or a ‘sustainability report’. These describe the company’s social and environmental strategies and their progress towards achieving their CSR strategic objectives.
3.7
Implications of ethics and CSR for strategy
3.7.1
Companies that acknowledge their ethical responsibilities and corporate social responsibility need to demonstrate their genuine commitment to these ideals. To do this, they need to consider the implications of ethics and CSR for their strategic planning and objectives.
3.7.2
The growing importance of environmental (ecological) issues was discussed in an earlier chapter on environmental analysis. Many large public companies have adopted formal environmental policies, with objectives for creating a sustainable business and being environment-friendly. For example:
	3.7.3
	Example 2

	
	A company that uses large quantities of timber as a raw material might adopt a policy of re-forestation, to replace trees that they have cut down.
A company that sells sea fish might adopt a policy of maintaining fish stocks in the seas.


3.7.4
Ethics might also affect a company’s policy to its employees. If a company has a formal policy of providing secure employment, fair wages and salaries, and good working conditions to its employees, this policy might affect strategic decisions about re-locating business and making staff redundant.
3.7.5
A policy of ethical business dealing might involve a business decision that all suppliers will be paid promptly.
3.7.6
When companies adopt ethical or CSR policies, they should do so out of a genuine wish to act in an ethical and socially responsible way. There is often a suspicion that many companies claim to have CSR policies, when in reality they fail to implement them. For example, many environmental disasters and many serious fires and explosions at work have been caused by poor safety procedures in companies that have publicised their CSR policies on protection of the environment and employee safety.
	3.7.7
	Example 3 – Corporate social responsibility

	
	The Marks & Spencer Group Plc sets CSR targets in the following areas:
Products
· Extending the use of the Supplier Ethical Data Exchange (SEDEX) database that allows retailers and manufacturers to share the results of labour standard audits at suppliers they have in common.

· The removal of hydrogenated (使氫化) fats and oils from food.

· Further reduce the use of salt, added sugar and additives.

· Continue to reduce the environmental impact of packaging.

· Develop further ranges based on Organic, Fairtrade, Marine Stewardship Council or Forest Stewardship Council certification.
People

Providing employees with the skills they need to source products efficiently and provide great customer service. Extend free, fast referral to physiotherapists (物理療法家), osteopaths (整骨醫生) and chiropractors (脊椎按摩師), and access to confidential telephone advice and counselling to help employees with physical and mental health problems that affect their performance at work.
Places

Work towards low carbon ‘footprint’ stores by reducing store energy carbon emissions further upgrade delivery fleets to less polluting Euro IV engine standards.


	3.7.8
	Example 4 – Corporate social responsibility

	
	BP, primarily known as an oil company, launched its ‘Beyond Petroleum’ initiative in the early 2000s to address climate change. In 2005, it announced plans to invest $8 billion over the next 10 years in renewable energy. It is already the second largest solar power producer in the world.
However, two recent incidents have damaged BP’s image for promoting CSR. Firstly there was an explosion at its Texas City refinery in which 15 people were killed and over 150 injured. Secondly, there was a serious oil leak from its pipeline at Prudhoe Bay, in Alaska. There are accusations that lack of investment in safety, training and inspection were responsible for both incidents. Critics of BP have accused it of ‘greenwash’ [綠漂 (事實上不環保的廠商, 做表面工夫維持環保形象)].


3.8
CSR and competitive advantage
3.8.1
The significance of CSR probably varies between different countries, but in some countries, particularly Europe and North America, companies are waking up to the strategic possibilities and strategic advantages of being an environmental-friendly company.
3.8.2
Customers might be willing to pay more for environment-friendly and for ‘healthy food’. There is growing interest in smaller motor cars and cars driven by bio-fuel or electricity. CSR activities can therefore create value.
3.8.3
Michael Porter (Harvard Business Review, 2006) suggested that companies should not merely be taking corporate social responsibility seriously as an idea. They should also be ‘embedding’ CSR into their corporate and business strategy, in order to build a competitive advantage.
	Question 1

Eastborough is a large region with a rugged, beautiful coastline where rare birds have recently settled on undisturbed cliffs. Since mining ceased 150 years ago, its main industries have been agriculture and fishing.

However, today, many communities in Eastborough suffer high unemployment. Government initiatives for regeneration through tourism have met with little success as the area has poor road networks, unsightly derelict (被拋棄了的) buildings and dirty beaches. Digwell Explorations, a listed company, has a reputation for maximizing shareholder returns and has discovered substantial tin reserves in Eastborough. With new technology, mining could be profitable, provide jobs and boost the economy. A number of interest and pressure groups have, however, been vocal in opposing the scheme.
Digwell Explorations, after much lobbying (遊說), has just received government permission to undertake mining. It could face difficulties in proceeding because of the likely activity of a group called the Eastborough Protection Alliance. This group includes wildlife protection representatives, villagers worried about the potential increase in traffic congestion and noise, environmentalists, and anti-capitalism groups.

Required:

(a)
Discuss the ethical issues that should have been considered by the government when granting permission for mining to go ahead. Explain the conflicts between the main stakeholder groups.
(12 marks)

(b)
Analyse and explain the interest and power of pressure and stakeholder groups in Digwell Explorations. Based on this analysis, identify courses of action that the company might take in order to respond to these groups.
(13 marks)


4.
Corporate Culture and Business Strategy
4.1
Definition of corporate culture
4.1.1
The culture of an organisation is a broad term for the way in which the people within an organisation act, think and work together. Culture can have a significant influence on strategic planning and implementation and it can both influence and be influenced by organisational structure.
4.1.2
Culture can be defined in various ways.
(a)
Culture is the basic assumptions and beliefs that are shared by individuals within an organization.
(b)
Culture is the philosophy that guides the organisation’s attitudes to employees, customers and other stakeholders.

4.1.3
Culture affects what the employees within an organisation believe that the organisation should be doing and what it should be trying to achieve. It affects their attitude to work generally and standards of performance. Culture is therefore a very important factor in whether organisations achieve their objectives, realise their strategies and achieve competitive advantage.
4.1.4
For example, the culture in an organisation offering very high quality service to customers is likely to be different to that in organisations offering cheap, basis services.
4.1.5
Changing the corporate culture is a very important part of managing change. It can also be the most difficult part, if only because the desired culture is difficult to specify and define.
4.2
The cultural web

4.2.1
Johnson and Scholes have suggested that there is a cultural web within every organisation, which is responsible for the prevailing culture, which they call the ‘paradigm’ of the organisation.
4.2.2
The cultural web consists of six inter-related elements of culture within an organisation. [Details refer to chapter 10]
4.3
Implications of the cultural web for business strategy
4.3.1
Individuals find it difficult to think and act outside the paradigm created by the cultural web of their organisation. As a consequence, they often find it difficult to accept major changes. As a consequence, organisations often find it difficult to adjust to changes in their environment, and change more slowly than they ought to.
4.3.2
The cultural web is a useful concept for strategic management.
(a)
An analysis of the cultural web can indicate strengths and weaknesses within the entity.

(b)
Analysing the cultural web can also provide an understanding of how people within the entity might resist planned changes, and who the key individuals are (within the power structure and the organisation hierarchy) who might provide the greatest resistance to change.

(c)
Management can use their understanding of the corporate web to plan changes. By identifying the factors that will cause resistance to change, management can devise ways of trying to overcome the resistance by dealing with its causes.
	4.3.3
	Example 5

	
	A company has acquired a reputation for achieving high rates of growth in annual profits. Its top executives are paid large annual cash bonuses, based on the rate of profit growth in their division.
However, the board of directors is now concerned that many senior executives are beginning to take high risks in the search for higher profits, and they believe that the company’s exposures to business risk is too high. They have decided to pursue lower-risk business strategies in the future, with the aim of achieving steady growth in the business over the long term.
A cultural change is needed to switch from a high risk strategy with a focus on short-term profits to a lower-risk strategy with a focus on long-term growth.
The change will require changes in the cultural web, and overcoming the resistance of the senior managers who have benefited in the past from large cash bonuses for profit performance. Changes in culture might be achieved by:
· changing the reward structure, so that bonuses for executives are not based exclusively on annual profits or profit growth

· changing the organisation structure, possibly by appointing senior managers responsible for risk management, and giving them a high status within the management hierarchy.


4.4
Communicating core values
4.4.1
The culture of an entity includes the ethical stance and ethical values of its individual members. When the directors of a company wish to promote ethical values and recognition of social and environmental responsibilities, they need to introduce these values into the corporate culture.
4.4.2
Changing culture can take a long time particularly in a big organisation with many employees. If the board of directors are serious in their wish to change ethical views and the company’s values, they must give the lead to everyone else.
(a)
Cultural values within a company are set by the ‘tone at the top’ – the leadership and example set by the directors and senior managers.

(b)
There must be a conscious effort to change aspects of the cultural web.

(c)
New cultural values can be communicated to all employees through formal communications, such as a new ethics code or the company in-house magazine.

(d)
The reward structure might be changed, so that rewards are given to employees who accept the new cultural values and achieve performance linked to those values.
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