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‘Chapter 14
Reputation Management in Global
Financial Institutions

Mehmet Emin Okur and Mehmet Lutfi Arslan

Abstract The economic crisis which began in the USA at the end of 2008 has first
and foremost affected global financial institutions. The most destructive effect of
the crisis on global financial institutions has been loss of repuration. It is ohvions
that “large scale™ factors such as disruptions in current financial structures, the
fragile structure of global financial architecture, assessments of risk systern, and
Tequirements for new regulations have impact on reputation and its management,
However, from the managerial disciplinal point of view, reputation management is
a comprehensive approach which involves the anticipation of all variables avail-
able, and where different stakeholders and circumstances are taken into consid-
eration. The reputation of global financial institutions depends, in the final
analysis, on the administrative processes of these institutions; in other words
whether or not they are managed well. A good management requires foreseeing
crises, and considering the opportunities and threats together with their strengths
and weaknesses, and putting into practice an action plan towards that end together
with the active participation of all their stakehoiders.
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The economic crisis which began in the 1JSA at the end of 2008 has gained a
global dimension that affected the whole world in a short time. The global financial
institutions were one of the most affected institutions by this crisis, which has an
informative aspect in terms of understanding the phenomenon named globalism.
The consecutive news of bankruptcy of famous banks and financial institutions
which had giobal reputation, image and brand recognition created a discossion
platform where both the management processes of these institutions and even the
legitimecy of the whole banking industry were questioned.

It can be argued that the most destructive effect of the crisis on the giobal
financial institutions which still continue has been loss of reputation. Much as
reputation is a concept which requires contribution of different disciplines, and has
a large content, it is basically a perception intended for a business and this per-
ception depends primarily on the efficiency of managerial processes and of
managers who manage these processes. [{ is obvious that “large scale” factors
such as disruptions in current financial structures, the fragile structure of global
financial architecture, assessments of risk system, and requirements for new reg-
ulations have an effect on reputation and its management. However, from the
managerial discipline point of view, reputation management is a comprehensive
approach which involves the anticipation of all variables available, and where
different stakeholders and circumstances are taken into consideration. The repu-
tation of global financial institutions depends, in the final analysis, on the
administrative processes of these institutions, in other words whether or not they
are managed well. A good management requires foreseeing crises, and considering
the opportunities and threats together with their strengths and weaknesses, and
putting into practice an action plan towards that end together with the active
participation of all their stakeholders,

The concept of risk management, which can be labelled as the total of the
measures financial institutions take in the face of a crisis, has begun to be con-
sidered within the scope of corporate governance in recent years, This concept,
which is normally expected to have the integrated approach in management pro-
cesses, is within the narrow context of the risk concept in the way of types of
precautionary measures against potential bad scenarios. However, the reputation
management approach is a long-term road map aimed at enhancing the whole part
of management processes, and it is an integrative approach which pays regard to
all partners of a business, that takes account of a business and its operations with
both its internal and external environment. Furthermore, it is not a reactive, but a
proactive approach. From this standpoint, it can be argued that the reputation
management approach which takes into account the constituents such as senior
management, employees, activities, products, and social responsibility has a
healthier approach to the foss of reputation in the global financial institution’s face.

The ambiguity, fragility and variability that the final crisis brought out in the
financial architecture has a complexion of a solution with the help of a human-

::.c..wcmr;_. pereeptions and ambiguitics, and it offers a simple, plain and a clear
road map For cach single process. No matter how complex financial markots, and
how unforesceable the actors in this setting are, exch process where a person is in
the limelight has a chance to plan, to direct and to be audited,

14.2 Rceputation and the Basel Criteria

The obligation to handle the reputation of management in global financial insti-
tutions, within the framework of process management approach, with its internal
and external environment is not only a management approach, but is rather a
requirement suggested by The Bank for International Seitlements, This issue,
which was also on the agenda of the Basel Commitice, which brought in some new
requirements to global financial institutions, has become even more transparent
when the term reputation risk was introduced in 2009, Reputation risk is defined as
a concept which depends not only on internal factors but also external factors of a
bank, and that reflects the perceptions of the stake holders in the market, and is
multi-dimensional. The criteria oriented approach towards the banking sector
which incorporate the regulations introduced regarding risk management, financial
regulations and auditing, and which are evaluated under three different categories
introduced in different time fundamentally aims to form a structure resistant to
financial crises to develop risk management and audit, and to increase the capa-
bility for sharing the transparency of a financial institution and sharing information
with the public. In this context, it is claimed that the criteria which anticipates the
duty of managing and implementing the bank does not receive the attention it
reserves, though it in fact involves internal zuditing and conirol of the institution.
The essence of the report, prepared by Lord Adair Turner in the UK after the
economic crisis, and which summarizes the outcomes of the crisis under seven
items also suggests that the matter arises from corporate governance.’

Research about the 2008-2009 economic crises has shown that performance
comes with good governance. According to Drobetz, good corporate manageiment
is closely linked to a higher market value and more feedback. The study Erkens,
Hung and Matos carried oat in 2009 has shown that institutions with sound cor-
porate structures are able to overcome crisis atmosphere more easily,

' In his 2009 report on the causes of the crisis, Lord Adair Turner, chair of the UK’s Financial

Services Authority (FSA), cited seven proximate causes: (1) large, global macroeconomic
imbalances; (2) an increase in commercial banks’ involvement in risky lrading activities; {3)
growth in seouritized credit; (4) increased leverage; (5) failure of banks to manage Hnancial risks;
(6) inadequate capital buifers; and (7) a misplaced reliance on complex math and credit ratings in
assessing risk. For more information see: Adair Turner, The Turmer Review: Regulatory
Response 1o the Global Banking Crisis (Londen; Financial Services Authority, 2009),
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[n conclusion, in a period when crises deeply affect the banking sector, an
approach to reputation needs to have an integrative approach that inciudes all
management processes, and which encompasses risk or perception management,
as well as the global mission, vision and strategic goals of a business,

14.3 What is Reputation?

Reputation, from the srandpoint of management science, is an indicator of how a
business is perceived by its internal and external environment. Reputation which is
defined as how internal and external clients perceive the company and with which
expressions they define it. Also, the process with regard (o establishing 4 corporate
fmage, its protection, and maintenance can be described as reputation manage-
ment. Actually, reputation, which can be defined as the common perception level
of different stakeholders and the entire environment connected to a business,
means, sometimes in an exaggerated way, the reproduction of activities of a
business and the outcomes of these activities by different groups.

According to Fombrun, who has conducted significant studies regarding the
subject, reputation is a perceptual representation of & company’s past actions and
future prospects that describes the firm’s overall appeal to all of its key constit-
uents when compared with other leading rivals. The definition provided by Benneit
and Kottasz offers a wider framework. According to them, reputation is a product

of expectations, perceptions and ideas established as a result of comments,

observations, and experience regarding the qualifications, attributes and aftitudes
of clients, employees, suppliers, investors and the wholz public. The delinition
suggested by Anca possesses a frame of similar reference: corporate reputation is,
on the whole, a long-term compound of assessments of stakeholders regarding

what an institution is, how an institution fulfils its responsibilities, how it meels ____..

expectations of stakeholders, and performance of an institution in keep pace wil
the environment. It can be understood from these definitions that reputation is a
perception about the results of business activities which encompusses all
stakeholders connected to a business, and is built in the long-run. This conee
which is about how a business is perceived by its internal and external cnviros
ment, has intensively become a subject of academic studies recently. Furtlierimy
it draws attention, so much so that, it is dealt with within (he lramework
professional consultancy by businesses, E

also of other groups associated with
investors, customers and suppliers, Also, another point is the readity that il
to gain and maintain reputation, but it is an asset which is cosy o o

however, the effecls of a loss of reputation usually happen o e ndd
terim.
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How important reputation and trust for globa! financial institutions is one of the
most important lessons that the latest global crisis taught. Moreover, the vast
majority of services that a banking sector provides are services based on intangible
assets. The most important relationship between a bank and a client is a rela-
tionship based on trust. Banking cannot be carried out without trust, For banks
reputation, in this sense, is a concept which should be managed as a term that
should be established, protected and maintained,

Furthermore, the fragile structure of global markets and growing inconsistency
between financial markets and rea) counterparts has increased the need for holistic
reputation management. In this regard, reputation management of financial insti-
tutions should be examined in terms of their strategies that cover relations of their

internal and external environments along with the management of their intangible
and tangible assets.

14.4 Reputation Management

According to Sanchez and Heene, the menagement process of an organization js
putting into practice the formation and coordination of an organization’s strategic
logic, tangible and intangible assets. In addition, this means first gathering some
information about the capabilities, activities, goods, resources, sectors, in brief, all
its internal and external eavironment of an organization; then, interpreting this
data, and finally forming decision processes particularly resource allocation
according to the results obtained, Reputation management, therefore, should be
,.,::_,,,.H.ﬁ__..._.np_ as a process that includes first identifying reputation resources, then
vinrying out an action plan towards these resources. Action plan consists of a
seties of actions that will reshape the capabilities, attributes, goods and services of
it business that establishes its identity.

Itis obvious that reputation forms as a vesult of activities and a cominunication
policy of a business, and this expresses the management of a complicated process
of the strategy, business processes, culture, employees, managers, value provided
ter the customers, and management style of a business. Thus, reputation manage-
ment is actually management of factors that can be labelled as a source of repu-
Hon because reputation is, to a large extent, a perception which forms outside of
roipany. In this respect, reputation management is the management of factors
Lean be deseribed as a source of reputation, Therefore, the first step in repu-

BHien managemen s to identify what reputation resources are. The next step is
Identifving what business activities these correspond to, in other words, what the

ons e parlies that concern o business are should be presented,

are the sotrees of reputation in global financial institutions? The factors
Fatle reputation o that can be described as souree of reputation has been a
ob o number of stidies, '1he research, often called reputation measurement,
tally consist of company rankings, As a matier of fact, the ranking that has heen
Lot by Fortine mapazine sinee 1984 in which the most reputablc




companies are presented among 1,000 American companies is of this type. The
criteria used are as follows: The quality of company management, the quality of
goods and services, long-term investment value, innovation, financial reputation,
the ability to attract and develop skilled and successful human resource, perception
of environmental and sccial responsibility, and being able to use corporate assents
efficiently,

Another method used in reputation measurement apart from company rankings
is a reputation quotient. In this method, developed in 1999 by Chartes Fombrun,
Executive Director of Reputation Institute and Professor Emeritus of NYU's Stern
School of Business and Harris Interactive, reputation quoticnts are examined with
twenly variables listed under six categovies. These six variables are: emotional
appeal, products and services, vision and leadership, workplace environment,
financial performance, and social responsibility,

According to another study conducted by Arlo Brady in which constituents of
reputation management are put forward the reputation quotients are listed as fol-
lows: knowledge and skills of employees, emotional connections, leadership,
quality, financial credibility, social credibility, and environmental credibility.

As can be seen, there may be different statements about the reputation quo-
tients. The differences may arise from the industries anc business branches in
which businesses operate, as well as from reasons such as activities and orientation
of a business, In this study where we deal with the constituents that need to be
considered in the reputation management of global financial institutions within the
scope of management approach, we will examine reputation guotients in five
categories, These categories are: Top management, employees, products and
services, social responsibility, and efficiency and performance.

14.4.1 Top Management

The top brass of global financial institutions can be considered, in a way, a
showcase of reputation of a business, The parties outside a business, for whorn it is
not easy to access information about the internal environment of a business, shape
their perceptions of that business by looking at managerial staff and their activities,
Research studies of subjects such as the structure of the board, applications/
implementations of the board, organizational structure, and the contribution of
management priorities fo a business shows that there is a direct relation between
leadership and reputation.

Top management can be studied under two categories: the board and senior
managers. The board is the most important organ that draws up the strategy of a
financial institution and decision mechanism. It is not possible to say that the
decisions taken by the boards had no share in the scenario appeared in the
2008--2009 financial crises. Taking healthy decisions for ernployecs, sharcholders,
clients and the whole economy entails understanding the functions of the board
within the framework of reputation manggement, The boards of global financial

institutions basically have three functions, which are setting out strategies, risk
management and manager selection. The final crisis has shown it is essential that
each function should be reconsidered by evaluating it with a long-term perspective
from the viewpoint of reputation management.

Senior management, on the other hand, forms the most important connection
point between the board and other stakeholders. According to the studies carried
out, it has been realized that there is a very close relation between the individual
reputation of company ieaders and corporate reputation. Therefore, the leaders
with a clear and sensible vision who notice the opportunities in the market and can
direct the business towards them accordingly make a positive contribution to
corporate reputation by establishing their own reputation. It can be easier for them
to manage their personal reputation than corporate reputation in terms of flexibility
and orientation to change. However, in order for this advantage to be used posi-
tively, it is essential that they have speed and flexibility.

The effects of leaders on reputation management can be studied under three
main categories, which are: their power to choose the people they will work with,
setting out the incentive systems for these people and influencing the way it does
business with organization culture.

Powerful leaders tend to work with people who can adapt to their own per-
formances and working styles. As a result of reflection of positive attributes of a
leader, employees get similar qualities and performances. However, negative
attributes of the leader may also be seen in employees as a different reffection.
Ultimately, leaders are in a position to directly affect the organizationsl cuiture and
this is reflected on the employees. According to Blass and Ferris, the main factors
that form leader reputation are: the positive impression a leader makes on people
he or she interacts with and strong adaptability,

One of the areas where the impacts of powerful leaders on teputation man-
agement are widely observed is in incentives and reward systems. The authority of
leaders to receive high bonuses and shares both for themselves as well as for their
employees was seen as a function that affected the reputation of financial insti-
tutions negatively in the final economic crisis, High bonuses and incentives that
were paid to employees were the Achilles heel for the banking sector which had
huge trouble in that period. The argument about Royal Bank of Scotland (RBS)
CEO, Stephen Hester is an example of this. He was awarded a bonus of £963,000
for 2011. This was controversial because the public bailed out the bank in 2008
and is 83 % taxpayer owned. There were also accusations of the banking industry
precipitating in a global financial crisis and mistreating customets in the PPY
scandal.

14.4.2 Employees

Qualified work foree is atoong, the most important factors in managing reputation.
Insiitulions like hanks, witere repatation and frust are essential, put forward these
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intangible assets of theirs through their employees. This approach, which also
explains the term “employee brand”, has moved the cmployees to the position of
envoys for financial institutions. Institutions which have managed to convey their
vision, culture and values to afl people in the company, from emplovees at the
bottom level to high-level executives, increase their reputation and what is more,
they succeed in turning their reputation into a competitive advantage.

It is clear that businesses with a good corporate reputation can attract qualified
human resource in the market. According to research studies conducted among
university graduates, graduates tend to prefer firms with a high corporate reputa-
twon. On the other hand, reputation leads to invisible added value for a business in
terms of motivation of current employees. It is a time-consuming task to find at the
right time the right people who have the right characters and can adapt to the
organizational culture. Research studies show that the external reputation of a
service business is greatly affected by the ideas of their employees about the
employer, Employees develop their ideas with the help of the work experience
which is also affected by the organizational culture which the institution leader
established with his style.

Businesses that cannot define the corporate culture, which is an important
source of corporate reputation, have trouble directing the human resource for their
own goals. Therefore, ensuring corporate culture adopted by the employees should
be a primary objective. If the corporate culture and business setup have been
established too strictly in a way that the employees cannot utilize their capabilities
and skills, neither human resources efficiency nor operational efficiency can be
achieved.

Increasing the trust placed in the abilities within an institute is a factor that
more positively affects the financial efficiency, employee motivation, and more
importantly human capital compared to other incentive systems. In order for this to
happen, qualifications and abilities should be clearly recognized, the business
should make sure that employees contribute to corporate decisions, there should be
work with teams that consist of people with different capabilities, and educational
and experiential programs that will develop skills.

Establishing an atmosphere of wust is significantly important for individual
performance as well as for corporate performance. Confidence is affected by the
employees being clear and transparent in information sharing and solving prob-
lems, and again by the employees abiding by the written and verbal agreements
they have with the institation, and consistency of the parties, Behaviour and belief
of employees in achieving the targets with the abilities and work methods of each
other is also effective in the establishment of an atmosphere of confidence,

14.4.3 Products and Services

The perceptions ol businesses in sociely nwstally appssar and ae shaped mainy
Uroupds their products and services, The bsinesses {ha provide produeds il

14 Reputation Management in Global Financial Institutions

services at a high quality and value gain a reputation in time. This reputation
either protected or eroded according to the development level of products a
services offered according to the customer needs. The management of produ
and services as a source of reputation needs multi-layered efforts sach as bras
quality control processes, advertising and promotion.

It is obvious that a company with high corporate reputation is more reliable a
for investors and that this will make a positive contribution to the market value
the business. Reputation plays a key role, also for the competitors in the market,
ensuring standardization in relations, fulfilling contracts and assurance, and s
tling disagreements, In this regard, reputation has an important effect on glol
financial institutions. Reputation carries meaning of letter of warranty in the eye
other clients and competitors.

The most imporiant component that establishes reputation of an institution
high customer satisfaction. Therefore, it is essential that institutions continuou:
develop the quality of their products and services in order to gain reputatic
However, in the development of iraprovements in products and services, |
propertics of the industry as well as the analyses about traditional product cur
should not be ignored. The financial tools sector which welcomes innovation a
change warmly at first hand, but prioritizes the search for efficiency in the n
and long term has a highly sensitive structuge in terms of its reputation in produ
and services of financial institutions, And in the 2008-2009 crises, the bankrupt
of Lehman Brothers led to a shock in the market of asset-backed commerc
paper, and the loss of reputation of this financial tool caused a number of dev:
opments which directly damaged the reputation of institutions,

14.4.4 Efficiency and Performance

Another factor that increases reputation or ensures its continuity is efficiency a
performance. By this, level of efficiency in all business operations includi
financial performance is meant, Efficiency and performance as a factor whi
determines an internal or external perception that a business is well run, al
includes the factors such as profitability history, low risk investment opportuniti
market value of a business and credit standing, which can be measured. Anott
sub-category that can be studied under this heading is about the degree to whi
the competitive properties that a business has against the competitors can
developed. "Fhe effcots of all these factors on repation come as a differen
between the value of assets of o business ad the real value in the market, which
detined by Fombrun as reputational capital,

Global financial institutions are corporations that are expecled 1o show ef
cieney and performance nainly in two leveds:

L. The quafity of the produets and serviees tint will meet eostoniers’ expeeliion
2 Bl linitm ation and nuping risk
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In these two fields, however, the first selection of the right strategy, then
implementation of the strategy, and taking account of environmental conditions, is
needed.

14.4.5 Social Responsibility

Global financial institutions operate within a social environment. The fact that a
business is sensitive to the social environment it lives in leads to increase in
reputation, and sensitivity to the social envircnment takes place in the form of
supporting activities that benefit the public and being sensitive to the physical
environment. Reputation that has emerged in this way confributes greatly to the
intangible assets of the business,

Corporate social responsibility can be defined as treating all the stakeholders in
the internal and external environment “ethically” and “responsibly” shaping the
decisions the business took in this way, and ensuring the implementations again in
this direction. According to Mohr, Webb and Harris, corporate social responsi-
bility is the promise of reducing every harmful effect to a minimum or eliminating
it completely and of increasing the long-term benefits to a maximum. There have
ailso been some who define this activity as a part of scciety in which businesses
live. Within the framework of this definition, Carroll suggests that corporate social
responsibility has four components: economic, legal, ethical and philantbropic.
According to this, a business should grow in terms of economy and make profits,
play legally by the rules of the game, show respect for others’ rights in the ethical
sense and fulfll its responsibilities, and finally provide society with some philan-
thropic services.

The increase in investments in social and corporate responsibility produces a
remarkable effect in the market. Studies in these two areas gain some different
insight together with market value, social valves, personal interests and social
interest. The studies in social responsibility and corporate social responsibility
help to form new markets.

14.5 Conclusion

Effective governance is the main source of reputation. Reputation which is fun-
damentally a perception that belongs to the environment outside the business
possesses a dynamic content shaped by factors such as the vision, performance,
policies, leadership of the business. Hence, the term reputation needs to be dealt
with within process approach and be placed on a management model. "This
approach, which can be defined as reputation management, and is led from five
sources, which are, top management, cioployees, products and seeviees, elliciency
and perfornnee and Ginudly social responsibility s a dymaumic amd bolistie

{4 Reputation Management in Global Financial lnstitations I8

approach connected with internal and external environment of the company. In the
crisis periods when the destructive effects of globalization is felt more, and whet
global financial institutions suffer loss of reputation and trust, the role of reputatior
management a5 an approach that takes account of all management processes woul
be more pertinent in the establishment of more prosperous, more harmonious anc
more peaceful social structure.

Institutions that succeed at reputation management actually deliver successfu
governance and perfermance with all their levels, Top management serves as ¢
good bridge between the board of directors and the employees and integrates thei
personal reputation with corporate reputation. Employess are able to take thei
skills and capabilities to the utmost point with corporate culture and become envoy
volunteers for their institutions. The quality of products and services is continu
ously improved and contribution is made to the increase in the level of efficiency
and performance. And implementations of corporate social responsibility provides
an added value on the jssue of increasing the wealth of society

Reputation management, which is a term beyond risk management or corporate
governance, can attain success only through a planned, disciplined and integratec
approach. This task is such an important duty that it cannot be assigned to ¢
department within an institution or to an individual stakeholder. Reputatior
management, in this respect, should be personally adopted by senior management
should become a part of corporate culture, and ought to be adopted by all stake-
holdess in both the internal and external environment of the institution.
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Chapter 15
The Impact of Advertising on Financial
Performance in the Era of Global

~

Economic Crisis

Emine Banu Yegin

Abstract The aim of this study is to examine advertising and financial fie
working for the same purpose but seeming differently. In this regards, it has be
examined theoretically the support of advertising which has been seen as

abstract investment for the same puxpose-the profitability of the business to -
strengthening of a company’s financial performance can be seen clearly

becoming concrete with the help of some data and analysis. Initiaily, advertisi
was seen necessary for only product or service sajes according fo the business
but today it has become a necessity to be able to adapt to increasing internation
competitive conditions and to achieve the objectives by developing inves
relations and attracting more domestic and foreign investors. It is crucial

businesses to read the tables well. With his study, it is intended to encours
managers read the tables well with ease especially during a crisis,

Keywords Globalization « Financial performance + Financial concepts
Advertising - Advertisement concepts

15,1 Introduction

The compelitive market in this globalizing world has been strengthening togett
with the development of technology. Businesses forra various sales market;
strategics in order not to fall behind their competitors by increasing their mark
share. This study consists of three sections with the aim of supporting manage
that are work result-oriented. In the first section, the foeus will be on the siudy a:
how it is completed, In the second section, the focus will shift to evaluatii
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