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Executive summary 
  

The stability of the global financial system can no longer be taken for granted.  The activities of companies, 
including the remuneration levels of senior executives and the responsibility of shareholders for wider social 
impact, are subject to increased scrutiny.  The divide between shareholders with a purely financial interest 
and no responsibility, and directors as management, is in part the cause of current concern over the 
operation and impact of companies on their stakeholders and society generally.  This report suggests that, 
rather than seeking solutions to systemic instability in the political sphere through regulatory or tax 
responses, we should seek changes in the structure and conduct of stakeholder relationships.   A Relational 
Business Charter sets out key measures by which a range of stakeholder relationships can be assessed, whilst 
a Relational Ratings Agency would provide an independent accountability mechanism. 
 
The relational purpose of companies 
The banking crisis as well as wider concerns about capitalism should not be seen simply as flaws in one 
sector of the economy.  A more thorough and thoughtful response is needed that tackles the underlying 
causes of these concerns and which rethinks the purpose and operation of companies, especially listed 
companies.  The legal structure of companies needs to be examined in terms of its effect on relationships 
between and among the various stakeholder groups, in particular shareholders, directors, employees, 
suppliers, customers, the local community and regulators, as well as between the stakeholders and wider 
society.  
 
Each stakeholder tends to operate in its own interests.  There is, therefore, little incentive given to the 
parties to have any relationship with each other, to seek to understand the interests of others, or to work for 
the furtherance of the overall business of the company or for the common good. 
 
A Relational Company would cease to be an agglomeration of individual goals, which are often competing 
and primarily financial.  Rather, the stakeholders in a Relational Company get to know each other and 
become, in a limited sense, a community, characterised like all communities by conversation, a shared story, 
mutual respect, an alignment of interests and a common direction.  In this context all stakeholders would 
take greater responsibility for the impact of their actions on others, increase their ability to achieve their 
individual goals, and increase the wider and long term benefit of companies to society. 



 
Ownership without responsibility 
Responsibility for a company’s actions is shaped by limited liability.  This 150 year old innovation encouraged 
investment by those seeking to provide finance for a manufacturing, trading or service business, and wishing 
to achieve a financial return without necessarily being involved in, or having any responsibility for, its day-to-
day operations.  A company as a legal entity cannot, of course, run itself.  It cannot make decisions or 
judgements or have any moral standards by itself; these must be provided by human directing minds.  This is 
usually delegated by the shareholders to directors and, in listed companies, there is generally no 
involvement by shareholders in the management of the company.  
 
Recent concern has been expressed over significant remuneration packages linked to what is regarded by 
the directors as the ‘success’ of the company, which is frequently defined as a share price increase directly 
benefitting shareholders.  This can lead to the directors managing the business so as to achieve as much 
short-term increase in the share price as possible, with little regard to long-term development of the 
business or the interests of employees and others relying on the company for their livelihoods. 
 
The actions of directors have increasingly become subject to legal and regulatory requirements.  The 
requirement on directors to comply with these externally-imposed requirements can easily lead to loss of 
efficiency, a counter-entrepreneurial culture (as compliance with the requirements can become stifling) and 
significant costs, in both time and direct monetary terms.  Rules replace responsible relationships. 
 
The gulf between ownership and control is further accentuated by the nature of stock exchange dealing 
rules with their concerns about confidentiality and equality of treatment of shareholders, so that directors 
are restrained in the amount of information they can give to shareholders.  With no liability for the debts 
and other obligations of the company, shareholders’ only interest is frequently to achieve a short-term 
financial return.  The practice of buying and selling shares on a trading exchange has led to shares in listed 
companies being regarded as a commodity to be traded at will, frequently with no long-term interest as an 
investment.  As many intermediaries now form part of the capital supply chain, the ‘relational distance’ 
between the individuals who provide the capital and the company in which their capital is invested has also 
increased.  This means that the capital providers frequently have no interest in the operations of the 
company, or even where their capital is invested. 
 
Shareholder responsibility is constrained by the time, expertise and cost involved.  Improved governance and 
reporting mechanisms aid responsibility by informing decisions.  There is widespread consensus around 
‘triple bottom line’ reporting, where financial, environmental and social sustainability are all assessed, but as 
yet there is no satisfactory agreed framework for assessing the third of this triple test – the social reporting.  
This report proposes that ‘social sustainability’ is assessed using Relational analysis.  To give social 
sustainability clear definition and goals, against which companies can assess themselves and be assessed by 
third parties, what is needed is a set of principles covering each of the major stakeholder groups, taken both 
separately and together. 
 
The Relational Business Charter 
The Relational Business Charter assesses whether the conditions for effective relationships are being 
fostered.  These include issues of communication, time, knowledge, power and purpose within a relationship 
and their capacity to foster trust, understanding, accountability, loyalty, respect, fairness and other 
relational outcomes.  Consultation with a wide range of professions and businesses has resulted in the 
following proposed principles.  More detailed guidance on the implications of each principle is contained 
within the main report. 
 



1. Set relational goals.  The company includes a Relational business objective in its constitution, and 
demonstrates commitment to implement it, providing appropriate training to investors, directors and 
employees. 

2. Create stakeholder dialogue.  Dialogue is promoted among all significant stakeholder groups, through 
regular face-to-face meetings and, where that is not possible, through regular on-line communication. 

3. Demand shareholder transparency.  There is direct and transparent (named) ownership of a 
significant proportion (perhaps 25%) of the shares by individuals (or family trusts). 

4. Encourage long-term ownership.  A high proportion of the shares are owned on a long-term basis 
(which may be encouraged by issuing additional shares to long-term shareholders). 

5. Safeguard work-life balance.  There is evidence of management having respect for the interests of 
employees (e.g. with regard to length of working hours, unsocial hours, and other employment 
conditions). 

6. Lower pay differentials.  The dignity of all employees is respected by minimising remuneration 
differentials within the business (taking, for example, a 20:1 ratio between top and bottom as a 
benchmark) 

7. Build supplier partnerships.  Suppliers are treated fairly and with respect, paid promptly, and given 
support to develop their businesses. 

8. Respect customers & communities.  Customers and the local community are treated fairly and their 
concerns are respected (e.g. with regard to service provided and payment terms). 

9. Promote financial stability.  The risk of company financial instability is minimised to protect the 
company and its stakeholders (assessed with reference to debt to equity ratios and/or levels of interest 
cover). 

10. Fulfil social obligations.  Obligations to wider society are fulfilled, assessed with reference to the 
percentage of profits paid in tax in the country where those profits are earned and also the percentage of 
profits spent on corporate social responsibility. 

 
Assessment and Reporting 
A Relational Ratings Agency would carry out an assessment as to the extent to which a company is 
complying with the requirements of the Charter.  An initial assessment would be made based on published 
information for listed and private companies.  The Relational Ratings Agency would have the discretion to 
decide how many points could be awarded to reflect the extent of compliance with the various 
requirements, based on: 

 published and other available information, 

 disclosures by the company as to why particular aspects may be difficult to comply with, given the 
nature of the business of the company, its market and other factors, and 

 any plans proposed by the company to align with the Charter’s requirements in the future. 
 
The intention is for the Agency to publish the rating on its website to inform actual or potential employees, 
shareholders, suppliers and customers.  Alternatively, companies achieving a certain grade could be given a 
Relational kite-mark.  
 
The competitive advantage of relational companies 
The key to achieving superior long-term financial performance is the development of sustainable 
competitive advantage, which in turn depends largely on the quality of key stakeholder relationships.  Faster 
innovation, lower costs, greater operating efficiency, reduced risks and a stronger brand are all linked to 
various stakeholder relationships. 
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