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In today’s hypercompetitive, cut-throat business environment, businesses have a lot to worry 
about. These worries range from, but are not limited to businesses  increasing their market 
share, talent management, enhancing shareholder value to access to credit. 

 

 
 

ne important issue that most of these businesses 
often ignore or overlook to their peril is their 
reputational capital. What is reputational capital, 

one may ask? The answer is not far-fetched. According 
to Charles J. Fombrun in his book, Reputation: Realizing 
Value from the Corporate Image, it is “that portion of the 
excess market value that can be attributed to the percep- 
tion of the firm” especially in the marketplace. Simply 
put, it is your organisation’s identity, brand, history, good 
name and works, values and ethical standards and at- 
tributes, to name a few. The most important fact about an 
organisation’s reputational capital is that, it takes years to 
build but can be easily damaged in a flash. Apart from its 
fragility, it can never be bought, it is earned. 
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Valuing Reputational Capital 
In dollar terms, a business’ reputational capital can 

be worth millions. For example, Ernst and Young in 2003 
found out that 85% of the market value of Standard and 
Poor’s 500 comprised of the value of their intangible 
assets-Reputational Capital. In Charles Fombrun’s book, 
he mentions that the reputational capital of Coca Cola at 
the time of his writing was estimated to be at $52-billion, 
that  of Gillette  at  $12-billion, Eastman  Kodak  $11-bil- 
lion, Campbell’s $12-billion and Wrigley’s $4billion. The 
reputational capital of others like Apple is put at 80.2% 
of its $58-billion market value. Starbucks is 88% of its 
$27.8-billion  market  value; and  Shoppers  Drug  Mart, 
60% of its $11.48-billion market value. 

It therefore goes without saying that a business’ repu- 
tational capital, if not managed with care, can have seri- 
ous consequences for the organisation. It also means that, 
reputational capital has a great deal of influence on the 
decisions of prospective investors, customers and even 
employees. Businesses, or  their  products, with  a  bad 
reputation are avoided like a plague. But most important 
of all, reputational capital becomes an important differ- 
entiation factor and indeed a competitive advantage for 
businesses operating in today’s hypercompetitive global 
marketplace. 
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Drivers of Reputational Capital 
So what are the drivers of this kind of capital? First, 

it depends on the kind of relationships that businesses 
have with their customers and stakeholders. This rela- 
tionship is built on mutual trust, based on brutal hon- 
esty. It is also based on the commitment to deliver what 
is promised to these customers and stakeholders even 
when times are tough. Finally, whatever service is prom- 
ised or rendered must be to their satisfaction. The effort 
here is to try to satisfy majority of these customers and 
stakeholders. Indeed, it is about the business ‘walking its 
talk’, so to speak but as well as going the extra distance 
to satisfy its customers and stakeholders. 

Another important driver is the ability of the business 
to create that emotional appeal. This goes beyond trust, it 
is what I will call, a ‘total believe experience’. It is when 
customers go gaga and when stakeholders swear by a 
business or its products. For some stakeholders, it has to 
do with a business’ financial performance. For others, it 
is how the business performs in its CSR or their environ- 
mental credentials. 

Finally,  a  business’  reputational  capital  is  driven 
by the kind of leadership that helms the organisation, 
their vision and values. For example, it is well known in 
business circles in America that when you have busi- 
ness leaders like Albert John Dunlap, “Chainsaw Al” as 
head of a business, the business could lose its reputa- 
tion and even collapse.  But who is Al Dunlap? He was 
named by CNBC as one of the “Worst American CEOs 
of All Time.” He is even barred from serving as an of- 
ficer or director of any public company as a result of 
his conduct at Sunbeam Corporation.  Apart from pad- 
ding Sunbeam’s  revenues with his profit-at-any-price 
shenanigans;  his slash  and  burn  methods  led to the 
laying off of numerous employees. Eventually, he was 
fired, but the damage to the reputation of the organisa- 
tion was done. 

 
Reputational Capital: How to lose it 

The collapse of companies like Enron, Worldcom, 
and Arthur Andersen due to the severe damage to their 
reputations points to the importance of reputational 
capital. One of the surest ways a business can lose its 
reputational capital is being dishonest and unethical. 
A business that is not trustworthy and unreliable and 
always cutting corners to make a quick buck is surely 
on the fast-lane to disaster. The demise of Enron and 
Worldcom points to this fact. 

 
The other important way for a business to lose its repu- 

tational capital is how it responds to customer complaints or 
concerns. For example, in 1982, one of the trusted products of 
Johnson and Johnson, Tylenol capsules were tampered with. 
Some bottles were laced with cyanide by someone who has 
an axe to grind or a crackpot in the Chicago area, leading to 
seven deaths.The company immediately recalled all the Tyle- 
nol capsule products in the market, about 31 million capsules. 
It also halted the shipping and manufacturing of the product. 
The company only eventually re-introduced the product after 
a huge investment in a secured and tamper-proof packaging 
and engaging in a rehabilitative advertising campaign. This 
saved the reputation and brand of the company.Tylenol today 
is still a best seller for Johnson and Johnson. 

Contrary, Perrier, a  manufacturer  of  bottled  water 
had its reputation sullied when in 1990 it had its bottled 
water contaminated with benzene. The company tried to 
minimise this highly publicised problem to no success. 
It went from explanation to explanation of what could be 
the problem rather than facing the problem head-on. The 
company eventually recalled 160 million bottles of Per- 
rier, an action rather too late. The damage was done. Per- 
rier which use to enjoy about 40% of the lucrative U.S. 
bottled water market has not recovered since it bungled 
the handling of this problem. It had a severe impact on 
the company’s reputation and it is struggling to regain it. 
 
Conclusion 

Kevin T. Jackson, author of the book, Building Reputational 
Capital: Strategies for Integrity and Fair Play That Improve the 
Bottom Line, once said that:“a reputation for integrity and fair 
play is the most overlooked intangible asset that a business 
has.” According to Jackson, “these days, with rising expec- 
tations of social responsibility, people demand more. They 
want to see that a company has a moral backbone, autonomy 
and some sense of forthrightness.” Thus reputational capital 
is more than just the focus on the bottom line, it is about the 
perception of the company in the marketplace, its values and 
ethical standards and attributes. Indeed, it is those intangible 
assets it has. Thus, reputational capital is one of the important 
determinants and a source of competitive advantage in to- 
day’s hypercompetitive market. Companies should therefore 
undertake regular reputation audits to gauge their reputation 
in the marketplace. Above all, they should treat their critics as 
unofficial advisers because their criticism, positive or nega- 
tive, enables businesses to see their blind spots and thus pre- 
senting an opportunity to rectify them. 

 
 

ceo  vol 5 no 5 2006 02 


