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This thesis uses a qualitative approach to explore the relationship between 

organizational identity, image, reputation and how organizations adapt to their legislative 

environment. 1t examines how the Canadian banking industry association and two 

member banks met legislative challenges in their credit card business nom 1986 to 1997. 

Findings suggest that industry characteristics (e-g., size, turbulence, profitability) affect 

organi;r;ttional identity, and correspondingly, organizational strategies and actions. 

Organïzational identity, in him, can act as a strong inertial force in handicapping an 

organization's ability to adapt to its legislative environment. When identity acts as an 

inertial force, only a series of extemal events that are meanin@ in terms of the 

organization's identity cataiyze change in strategies and actions. Finally, the nature of 

the interaction between individuals and an organization on a personal level may be an 

important driver of reptation or image for industries or organizations that the public may 

characterize as a utility or as a quasi-utility. 
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This thesis was motivated by a desire to understand how o r g ~ t i o n s  managed 

their regulatory environment, and equally importantly, why they chose to manage it in a 

given fashioe Implicit in this desire is the positivist notion that if we understand the 

"hows and whys" of our actions, we can then manipulate, mod* or otherwise alter 

them to irnprove organizational outcomes. This research distinguishes itseif fiom other 

research on the topic of regulation by making no assumptions about the rationality of 

management behavior and decision-making; rather, it explores how the constnicts of 

organizational identity and image may affect this particular management process. 

Organïational identity has been increasingly cited in recent years as a construct that 

may offer superior explanatory power (Bouchiki, Fi01 et al. 1998, Gioia, 1998). The 

related construct of organizational image intuitively appears to have signifïcant meaning 

for managing regulation in that an organizationys reputation may have a powerful 

impact on the attitudes and actions of extermi stakeholders (including regulators) who 

are in a position to affect its fiiture. The concepts of organizational identity and image 

are in the relatively early stages of ernpirical research and the relationship between 

these two constmcts and the process of managing the regulatory environment has 

received little research attention. 

In searching for a suitable question through which to narrow and k e  this 

research, 1 set up three specific criteria. First, 1 wanted to spec* a question that would 

lend itself to a qualitative approach, in the spirit that a qualitative approach would 



provide the greatest and most genuine insights into these relatively unexplored 

phenornena. Second, although qualitative research does not lend itseif to meeting the 

quantitative research standards of generalizability (McGrath 1982), I wanted to use an 

industry or organizational setting that would offer future researchers the opportunity to 

extend this research in a meanin@ fashion. Third, 1 wanted to find a regulatory issue 

or situation that oEered the opportunity to understand the management of regdation 

over a period of tirne, in order to beâter understand what causes organizations to adapt 

or to resist adapting to the regulatory environment. The application of these criteria led 

to the development of the specinc question that is the focus of this dissertation; h t  is 

'Wow have banks' organizational identity and image affected their management of the 

legislative challenges facing their credit card business?" 

The banking industry in Canada offered particularly fertile ground for an 

exploration of how and why organizations manage their regulatory environment in a 

given fashioa The industry and the particular question that is the focus of this thesis 

clearly meet the three criteria outlined above. Fust, the industry is a major driver of the 

Canadian economy, is highiy regulated and offers a wealth of data in the fonn of 

publicly available materials such as media reports and proceedings fkom Parliamentary 

inquiries. Industry observers also suggest that the image management challenges and 

risks faced by banks parallel those faced by companies in similarly regulated industries 

who provide what may be thought of as an essential service, such as the cable industry 

(Marketing, 1998). The breadth of businesses in which b a h  operate necessitated 

focusing on a particular area. The credit card business was chosen because of its high 



public visibility and its importance as a product line for most banks' consumer 

operations. The credit card business is both understandable and important to most 

Canadians. The global nature of the Kedit card business also suggests that using this 

aspect of the payments industry as a lem may increase the usenilness of this study's 

fïndings beyond the Canadian borders and the banSring industry- These characteristics 

suggest that this particular question will yield grounded, meaninfi insights. 

The Canadian banking industry has dso endured an unprecedented series of 

regdatory challenges to its business practices over the past 15 years. The following 

remarks by Member of Parliament Scott Thorkelson, made during a Standing 

Cornmittee on Consumer Affairs and Govemment Operations Parliamentary hearing, 

highlight the nature of these challenges. 

1 guess my criticism is that you s h d  be e*pm'ning to 
C d m  the filuplcidpicrirre a linle better. Yac have 
to enter the i&oIog.lg.lmZ debafe ... BeZieve me, my 
constituents don't see banks as being very creca'bk. I 
think that unless you ci0 t h t ,  unIess yuu e*plnn your 
profit situution, there will be a comems deveIoped thar 
the Zùrge corporatiom' t m  was the f rst step. Them may 
be jroating cups. mere mqy be a nationaZ cortsems 
ahelope4 and that c d  be detrimental to oirr 

competitiveness as a nafinafion, credit mm-IabiZity and su on. 
Zhorkelson, November 6, 1991) 

Tbroughout the last two decades the Canadian banking industry's public 

approval ratings have steaciily deched. Industry informants and interna1 industry 

documents suggest the decline may be as steep as 40 points (on a 100 point scale). 

During the same period legislators' interest in and scrutiny of banking industry practices 



have risen exponentiaiiy. For example, between 1970 and 1985 the Canadian banking 

industry appeared in fiont of Parliamentary cornmittees on three separate issues. In 

contrast, in the subsequent eight years (between 1986 and 1994) it was called to appear 

on 11 different issues. The credit card business, in partidar, was an area of business 

that came under intense regulatory and media scrutiny, resuiting in four parliamentary 

inquiries into credit card practices during the period. In essence, the nature and 

importance of the indusiry and the particular legislative challenges fâcing it also suggest 

that we may gain meaningfid insights into how and why organizations manage the 

regulatory environment in a given manner. Additionaliy, these insights may enable 

organizations to interact with the regdatory environment in a more effective manner. 

As MP Thorkelson's remarks suggest, mismanagement of the regulatory environment 

can have dire consequences for an organkation, an industry and the country as a whole. 

This thesis is organized into a series of chapters that fulfdl three basic purposes 

- providing the reader with background information, describing and explaining the key 

data and analyses, and synthesizing the fhdings. Chapters 2 20ugh 4 provide 

background and contextual information for the reader including a review of the relevant 

literature, discussion of the methodology, and some contextual information on the 

financial seMces hdustry in Canada. Chapters 5 through I O  lay out the data and 

analyses that comprise the core of this thesis. Chpters II and 12 discuss the 

conclusions that can be drawn fkom this resewch, and offer observations on the 

Limitations of the research design, the implications of the hdings for both practitioners 

and academics, and suggestions for ftture research. 



Chapter 2, Lirerature Review, provides a literature review that covers the recent 

research undertaken in the areas of organizational identity and image, impression 

management, public affairs management and organizational legitimacy. Each of these 

literahires is in a fairly embryonic stage of empirical research, and individually and 

collectively are characterked by a number of gaps. The question posed in this thesis 

would address some of these gaps by focusing on a specific set of organizations to 

fiuther explore the nature of organizationd identity, how organhtional identity is 

lùiked to organkational image, and how organizational identity may be iinked to efforts 

to manage the legislative environment (i-e., a fùrther view of organizational adaptation). 

Chpter 3, MethohIogy, lays out the methodology 1 employed. This is a 

qualitative thesis that explores how large, highly regulated organizations managed a 

process that was critical to their ongoing survival. This chapter provides additional 

information on the genesis of the research question and describes how 1 obtained site 

access for interviews. It gives a description of the sources of data, how they were 

collected and organized, and their magnitude. In summary, 20 interviews with senior 

bank officials and indub&ry observers (i-e., lobbyists, joumalists), over 1200 pages of 

public testimony given during public hearings, close to 100 newspaper articles, over 60 

citations in the Hansard (i.e., the public record of Parliamentary proceedings) and 

supplementary data such as interest rate tirne senes data were collected. The major 

analytical method was coding and thematic analysis of the i n t e ~ e w s  and the public 

testimony. Themes were then supplemented with historical data fkom the newspaper 

articles, the Hansard and the supplementary data. The nature, depth and diversity of 



these data sources ensures that the research is grounded and the findings have been 

triangulated, 

Chpter 4, Financial Services Sector in Cam&* provides background 

information on the indu*. It offers an o v e ~ e w  on the size and importance of the 

industry in the Canadian economy and in Canadians' daily Lives* reviews how the credit 

card business operates and offers highlights on the kind of regdation the banking 

industry faces. Canada's oligopolistic banking industry a c c o ~ ~ ~ t s  for 2% of the 

country's GDP and close to 50% of the financial service sector's assets. It remains one 

of the most highly regulated industries in the country and despite the broadening of its 

business powers since 1980 has been subjected to an ever-increasing regulatory burden 

(Saunders and Thomas 1997). The banks face a regulatory regime in which the ability 

to manage complexity is a requirement for sumival and the cost of doing so is hi& 

Chapter 5, LegÏsWe Challenges to Credït Cm&: A Brief History, offers a 

history of legislative and public interest in credit card issues between 1986 and 1997. 

hiring this 1 1 year period, four Parliamentary cornmittee hearings into credit card 

issuer practices were convened, eight private members bills aimed at regulating issuer 

pradces were introduced in the House of Commons, and hundreds of articles in the 

popular press drew attention to issuer practices. This history rewuiits the chronology of 

these events, and suggests what broader phenornena occurred during this period that 

impacted legislative interest in this issue. These phenornena include the persistent 

appearance of excessively high credit card pricing, the inmeashg importance of credit 

cards as a payment mechanism for consumers, and a recession-driven rise in consumer 



bankmptcies that heightened the public's sensitivity to financial practices. This history 

indicates that despite the persistent mention on credit card practices the industry did not 

d e r  any explicit onerous regulation such as the imposition of interest rate caps. It did, 

however, expenence increased disclosure requirements, sporadic short tenn pressure to 

reduce credit card interest rates and consquently profit rnargins, and relentless 

legislative scnxtiny. 

Chpter  6, InaU~ny RepllSNeness tlo LegisIative CiCLaZIenges, offers a ddetailed 

analysis of how the banking industry responded to the legislative challenges posed by 

this unrelenting round of Parliamentary cornmittee hearings and private rnembers' bills. 

Using the public testimony data it anaiyzes how each Comminee perceived its role, and, 

correspondingly, its major concems. Across tirne, the issue for the Committees was 

consistently one off& and equitable treatment for the consumer. The specific issue 

that most prominently figured in these hearings was the perception of excessively high 

credit card interest rates. The chapter goes on to explore how the industry chose to 

respond to the Committee in terms of the arguments it proposed, and the choice of 

techniques it adopted to persuade the Committee to accept its arguments. (This analysis 

is conducted at the industry level, since responses were made by indu- 

representatives. In the public forum, banks typically did not respond individually.) 

The banking industry responsiveness over the period clearly showed signs of 

adaptation to the legislative environment, both in terms of its choice of arguments and 

in how it responded to the nature of the Committees. In the early years, the industry 

chose to came d l  its arguments in temis of economic theory and it dogmaticdy 



adhered to the position that since Canadian banlrs operated in a f?ee market, &et 

forces could be relied on to regulate the industry. By 1992, this reliance on baldly 

econornic, academic arguments was absent, and although the major argument was still 

economic in nature, it was couched in a manner that suggested a consideration of 

consumer needs. This shift in legislative responsiveness in the eariy 1990s was ais0 

evident in how the industty chose to respond to the nature of the C o d t t e e .  Its earlier 

approach could be described as combative, arpentative, and secretive. The indu- 

was emphatic in its position that Parliament had no right to interfêre with market forces 

and by espousing this position it directiy challenged the legitimacy of the proceedings. 

In the later h e a ~ g s ,  the industry explicitly acknowledged the good work of the 

cornmittees and was relatively more forthcoming with information. At the same time 

as the industry adapted to the legislative environment, however, there were several 

aspects of its approach that remained the same. It pursued the same generic strategy of 

educating stakeholders, contkually declared itselfto be a superior system (e-g., vis a vis 

the United States or the United Kingdom) and tended to give unclear testimony. 

Chapter 7, Indu+ Identity and Image analyzed interview data nom individuals 

who were responsible for the industry association' s (the Canadian BanLers Association) 

efforts in managing the industry's response to legislative intaest in credit card issues. 

This cbapter outlines the role of the Canadian Bankers Association (the "CBA"), 

describes how it managed the industry's image, how it conceptuaiized the industry's 

image and its perception of external stakeholders, and changes in its legislative strategy 

and its image management strategy over the period. 



Most simiificant1y7 the industry clearly viewed itself as a collection of private 

sector companies, not as utilities, and placed a very high value on a rationaI, analytical 

approach to management. Interviewees described the industry's image as being 

compriseci of large, powerful, and potentially abusive organizations, as making mistakes 

in customer s e ~ c e  and as not being partinilady good at getting its message across to 

outsiders. Without exception, however, they characterized these images as being a 

hc t ion  of a phenomenon they refmed to as "bank bashing7', that is the practice of 

criticking the banks in a mamer they described as vitriolic, ofken cavalier, and almost 

always without empincal substantiation This practice in tum, led to another prominent 

industry identity attribute, that of being a victim. I n t e ~ e w  informants generally 

regarded extemal stakeholders as variously self-serving, uninformed and unintelligent. 

They characterized their legislative and image management strategies as being a broad 

attempt to educate these stakehoIders. 

Ckpter 8, Inckrstry Repfution provides an assessrnent of the content of the 

industry's reputation and how its reputaîion is created. In other words, while Chpter 7 

offers insights into how industry members believed extemal stakeholders perceived the 

industry, Chqpter 8 offers insights into how extemal stakeholders a c W y  did perceive 

the industry (i-e., in their own words). Findings are based on i n t e ~ e w s  with two 

leading journalists who covered the banking sector for a national newspaper f?om 1990 

to the present, data denved from the public testimony and the results of a public opinion 

survey wmmissioned by the Task Force on the Future of the Canadian Financial 

Services Sector in 1998. Clearly, the data nom these three sources aU suggest that the 



banking industry has suffered a d  continues to suffer from a reputaîion that can be 

characterized dong three broad dimensions - 1) a tendency to abuse its power, 2) a lack 

of responsiveness to external stakeholders, and 3) an identity that is in contlict with 

extemal stakeholders' expectations of the banks' core fùnction (Le., e x t d  

stakeholders view banks as being similar to utilities). Ail three stakeholder groups cited 

some form of personal interaction as the basis for these perceptions of the banking 

industry. These perceptions did not evolve nom being subjected to bank advertising 

campaigns, or out of an academic debate around ewnomic theory or the proper 

regulatory fiamework Rather, as individuals spontaneously responded to the topic of 

banks, they fiamed their understanding in very personal, individual terms. 

Chpter 9. Orgmizafizafioncaal Responsiveness: Metcolfe B d ,  anaiyzed data fiom 

interviews with senior management at a large Canadian bank code-named M e t d e  

Bank The interviews were wnducted with individuals at the senior vice president level 

who had responsibility for fiaming and executing the bank's regulatory and image 

management strategies surrounding its credit card business. The chapter describes the 

bank's values and culture, its strategy for managing the regulatory environment and its 

image, its reasoning underlying those strategies and its perceptions of external 

stakeholders. Metcalfe viewed itself as bottom-line oriented and shareholder driven It 

piaced a premium on being smart and on employhg rational, objective decision-making 

management twls. It s h e d  the views of its counterparts at the CBA regarding the 

banking industq's image (which it felt was synonymous with its own). It ais0 

perceived itself as a victim of bank bashing and evidenced a similar disdain for external 



stakeholders- MetMe's Iegislative management strategy could be desaibed as that of 

a fiee rider1. It had no explicit image management strategy, and claimed to devote 

minimal resources to image management. 

Ckpter IO, Orgmhiioonal Re~llSNeness: Atwater Bank, mnducts the same 

adys i s  on a second Canadian ba.& based on interviews of senior management with 

sùnilar decision-making powers and responsibiïty. Again, this chapter describes the 

bank's values and culture, its sbategy for managing the regulatory environment and its 

image, its reasoning underlying those strategies and its perceptions of e x t d  

stakeholders. Atwater's identity is underpinneci by multiple values including a belief in 

stewardship, respect for others and the importance of creativity and initiative. Like its 

counterparts at the CBA and Metcalfe, however, Atwater also valued superior 

intelligence and believed that economics and fiee markets were ultimately the most 

prudent force governing their actions. Atwater s h e d  the CBA and MetMe 

perceptions of a negative image, believed that it was a victim of bank bashing, and held 

extemal stakeholders in low regard. It devoted considerable resources to managing its 

legislative environment and describeci itself as a leader in this regard. Atwater 

penodically devoted considerable resources to managing its image, but appeared unable 

to do so consistently. 

Chqtem I I ,  Emerging Iliemes aruilssues, synthesizes the hdings in C-ters 

l A frre rida foiiows the inmishg stmtegy in rnanaging legishion and contnbides little to the Mutdry 
effort because its resources are limited and iî perceives political issues as having rehtively low salience. 



5 through I O .  The data and analyses laid out in the preceding chapters suggest five 

major groups of findings, specifically - 1) the impact of industry identity atîributes on 

an organization's identity, 2) the affect of identity on an orga.nization7s perceptions of 

extemal stakeholders and its image, 3) the affect of identity on an organization's 

strategies, 4) the affect of extemai events as a counterbalance to the affect of identity on 

organizational strategies, and fïnally, 5) given the specific characteristics of this 

industry, how the nature of its reputation may increase organ.izational members' 

vulnerability to increased legislative pressures. At their broadest level, hdings suggest 

four themes around identity, image, reputation and managing the legislative 

environment. First, for industries that share at Ieast some of the characteristics 

exhibited by the Canadian banking industry, atîributes of industry identity will 

constitute a major portion of organizational identity, and correspondingiy, will dominste 

the industry ' s and individual members ' approach to the legislative environment. 

Second, identity can act as an inertial force hindering an organization's ability to adapt 

to its legislative environment. The stronger and more deeply rooted the identity 

attributes, the more difficult it will be for an industry, or an individual organization, to 

m o d e  the core aspects of its approach. T k d ,  the inertial force of identity, for 

industries and organizations bearing these characteristics, can only be wunteracted by a 

series of extemal events, and these events must be meaningfbl in terms of the industry 

or organizatiom' identities. Essentiaiiy, the stronger the inertial force exerted by the 

industry or organization's identity, the greater the number of extemal events needed for 

change, the slower the adaptation to the environment and the more superficial the 



adaptation Fourth, and h d y ,  a negative reptation arising out of persod  

interactions (Le., between stakeholders and organizations), increases the Wrelihood of 

reduced Iegitïmacy. 

This chapter then lays out a mode1 and a correspondhg series of propositions 

based on these emerging themes. The mode1 graphically displays the processes through 

which organizations affect legislative outcornes dong with the conditions or fàctors that 

m o d e  these processes. 

This thesis concludes with Chpter 12, Discussion mid Concltcslom, whkh 

provides a summary of the findings of this research, acknow1edges the limitations of the 

research design, discusses the contribution this research makes tu the various areas of 

literahire reviewed earlier, lays out the implications for practitioners and suggests 

directions for fùture research- 



Once again, this thesis seeks to provide insight into how organizations manage 

their regulatory environment, and why they make these management choices, by 

addressing the specific question: "How have bbanks' organizational identity and image 

affected thek management of the legislative challenges facing their credit card 

business?". In order to provide context for this research this literature review 

summarizes recent findings in the following four research areas - organizational 

identity and image, organizational impression management, public affairs management, 

and organijratiod legitimacy . This chapter concludes with a discussion of the gaps that 

occur individually and cdlectively in these literatures, as they pertain to the research 

question under study. 

2.1 OrganizrrtionaI Identity and Image 

While organktional identity, image and the related concept of reptation ail 

revolve around intemal and extemal perceptions of organizations, academics have 

developed a set of distinct meanings for each Broadly speakkg, organizational identity 

can be defined as how individual members in organizations perceive the organilation, 

organizational image can be defked as how individual rnembers in organizations 

believe others see them, and reptation can be dehed how others actually do w x  them. 

Understanding the links between these concepts has been challenging for researchers 

since they are each rooted in different inteilectual traditions, and our collective 

understanding of each is at Merent stages of development. While these Merences 



have made for fertile research opportunities, it bas aiso muddied efforts to make explicit 

the Iinkages between these constructs. 

In the past 15 years researchers have become increasingly interesteci in 

orgarÜzationa1 identity because they perceive that it may be a significant driving force 

behind organizational action. In contrast to theories and research that suggest that 

management behavior and decision-makùig results from a rational assessment of costs 

and benefits, strengths and weaknesses, opportunities and threats, Albert (1998) 

suggests îhat: "'How one actr rnuy &pend more on who one is, who o t k s  think one is, 

und who one -ires to be than any objective assesment of the oppori'unifies and costs 

ctl~sociafed with a @en caiection" @JO). Academics have suggested that 

organizational identity shapes the organization's perceptions of the consequemes of its 

performance and acts as a cognitive lens through which management &es choices 

(Dutton and Dukerich 1991, Bouchikhi, 1998). Strategy researchers have suggested 

that organizational identity is a potential source of cornpetitive advantage and that it 

fulnlls four hctions. These fùnctions include: 1) describing the essence of the 

organization, 2) focusing management attention on significant or important strate@ 

issues, 3) infiuencing the resource allocation process, and 4) motivating employees 

(Stimpert, Gustafson et al. 1998). Organizational identity has also unrigued researchers 

since it is also a concept that links across levels of analysis. Because questions about 

identity can and have been posed at the individual, group or organizational level, it is 

one of the few conceptual tools for linking macro and micro-level research (Albert 

1998). For example, the congruence or discontinuity between individual identity and 



organktional identity may explain the actions individuah undertake on the 

organization' s b ehalf. 

This nse in research interest in organizational identity can be dated to the 1985 

publication of Aibert and Whetten's path-breaking article on organkatiod identity in 

Research in Organilational Behavior (1985). Prior to this point in t h e ,  identity 

research had been largely c o ~ e d  to explorations around self-identity and group- 

identity- Albert and Whetten were the first to crystallize a working definition of 

o rgank t iod  identity. They suggested that organizational identity was what 

organizational members perceived to be the essence of the organizzition, or who they are 

as an organization, and identifïed tbree features that distinguish organizational identity. 

These features include cenaaïty (Le., the identity amibutes must be central to the 

organization), distinctiveness (i-e., the identity attributes must make the organization 

distinctive fiom other organizations) and endurance (i.e., the identity attributes must 

continue to help members link the organization's past to its fùture.) This view has been 

expanded upon, and elements of it continue to be explored and debated. For example, 

Bouchiki et ai (1998) suggests defining identity as a set of interwoven and mutually 

sustained dimensions including people, core business, operaihg principles and 

organizational purpose. In their view, organizational identity incorporates both the 

"hard" and "soft" sides of an organization. Leveraging off the identity research in the 

individual and group iiterature, some theorists have suggested that organizational 

identity is also a relational and comparative concept, that organirritions defme 

themselves in relation to other organizations (Gioia 1998, Albert, 1998). 



Indeed, the dennition of organizational identity has b e n  enriched by researchers 

who approach the concept of identity nom different inteilectual p a r a d i p .  1t is 

bctionalist or positivist researchers who believe that identity shapes cognition and 

action. According to positivist researchers, organkitional. identity reflects 

institutionalized beliefs or taken-for-granted assumptions about what the organization 

is, and obsenable dimensions such as those suggested by Bouchiki et al. (1998). For 

fimctionalists, identity is an observable fact and can be manipulated. These researchers 

seek to uncover, describe and measure identity in order to create more effective 

o r g k t i o n s .  To achieve this end, they make inferences about identity based on 

organkational members' actions and statements, and rely on data such as psychometric 

instmments or demographic information to explore these issues. This thesis follows in 

the functionalist tradition. 

Interpretive and post-modern academics take a différent approach to the study of 

organkational identity. Interpretive researchers atternpt to understand how 

organizations consbuct identity and they seek to uncover the meaning of identity for an 

organkation's members- They assume that identity is a socially constructeci 

phenomenon, and the meanings and meaning structures are negotiated among members. 

They attempt to understand the organization's symbols and the meaning schemes of 

members and researchers (Bouchiki, Fi01 et ai. 1998). Post-modernists seek to 

c'problemafiie zdenity, oojren with an eye towurd disclosing mtd riz'slvpting power 

relàtions" (Bouchiki, Fi01 et al. 1998) p.42. They assume identity is a serendipitous 

occurrence and often takes on paradoXical forms. In their efforts to understand the 



nature and role of organizational identity, they pay particular attention to language and 

discourse, and in particuiar, to silence and absences in the discourse (Bouchüchi, Fi01 et 

ai. 1998). 

Clearly, there has been signifïcant research interest and debate around the 

concept of organizational identity in the last 15 years. The recent empirical research 

that has been conducted in the arena of organhtional identity and image, discussed 

below, has addressed some broader questions around the nature of identity and its 

impact on organizational actions. Specifically, a number of researchers have identined 

links between organizational identity and organizational image, and have suggested 

how these concepts may atfect organizational change and environmental adaptation 

Organizational image is generally dehed  as %e way they (Le., members) 

believe others see the organization" @mon and Dukench 1991 p. 520) or "as constnied 

extemal identity (Le., what members think outsiders believe are the central, distinctive 

and enduring attributes of their organization)" (Elsbach and Kramer 1996 p. 443). It 

has also been suggested that image refers to characteristics that senior management 

would like to see ascribed to the o r g h t i o n  (Whetten, Lewis and Mischel cited in 

Gioia, et al. 1996, p. 372). The cornmon theme in these definitions is that image, iike 

identity, is a perceptuai lem for organizational members. It refers to what insiders 

believe the world thinks of them, and as such, is the reference point around which they 

launch efforts to manage outsiders' impressions of their o r g ~ t i o n .  Again, it is 

distinct fiom the concept of orgsnizational identity which refers to what insiders, 

themselves, believe are the distinguishhg and distinctive attributes of the organization. 



Motivated by a desire to understand how indiividuals and organizatiorts make 

sense of and act on emotional and strategic issues, M o n  and Merich (1991) 

conducted a study on how the Port Authority of New York and New Jersey had d d t  

with the issue of the homeless throughout the 1980s. They mapped the organkation's 

stniggle with how to deal with homeless people living on their properties onto five 

separate phases. Each successive phase resulted in actions that were increasingly 

proactive and positive in their treatment of the homeless, and dso more consistent with 

how staff perceived the organization's core values (Le., "first-class7', 'Yixer", "doef', p. 

543). EssentiaUy, individual staff cared about how others perceived the organization 

because it reflected upon them and, therefore, acted in a way that would foster an 

improved organkational image. These researchers concludeci that "an o r g ~ t i o n ' s  

image and identity guide and activate individuals' interpretations and motivations for 

action on it, and those interpretations and motivations affect pattems of organhtional 

action over time7' p. 517. Correspondinglyy hitton and Dukerich also suggest that the 

proposeci linkage between identity and image, which translates into impression 

management efforts, is a major factor in how organizations adapt to their environments. 

Gioia and Thomas (1996) support M o n  and Dukerich's (1991)'s view that 

identity and image are important factors in impression management and in 

organizational adaptation. These researchers conducted a two-phase study of how 

senior management teams in university settings make sense of issues when managing 

strategic change. In contrast to M o n  and Dukerich's study, howewq the 

organizational members in this case study did not view the organization's identity as 



positive. The researchers concludeci that if organkations want to make substantive 

changes, then the organization's identity must change to be consistent with the ncw, 

desired image ofthe organhtion They suggested that die wnceptualization of identity 

include dimensions that measure the organïzation's ability to l m  and adapt quickly. 

They also suggested that richer information processing structures (i-e., more 

participation and Less formality) were related to stronger identities and were influentid 

mechanisms for instiMionalizing the degree to which identity is maintaineci. 

Elsbach and Kramer (1996) investigated the responses of business school 

administrators to the rankings published by Business Week magazine. In 1988, 

Business Week began ranking the Top 20 business schools in the US according to two 

primary criteria: 1) recent graduates' satisfaction, and 2) recruiters' satisfaction with 

recent graduates. These critena umally did not coincide with the core identity amibutes 

held by the various universities, and as the rankings gahed public legitimacy, their 

existence caused constemation within this academic comunity. These researchers 

focused on how this bienniai event that threatened core identity attniutes of a university 

afkted organizational members' sensemaking abilities. Among their fhdings was the 

observation that organization members used selective categorizations to reemphasize 

positive perceptions of their identity, for both intemal and external audiences. These 

hdings suggest cross-level linkage (i-e., a psychologicai interdependence) between 

individual and organizational identity' which supports Dutton and Dukerich's findings 

regardhg how individuals work to limit cognitive dissonance around organizational and 

individual identity. They also suggested that members may restore positive p e r s o d  



perceptions by highlighting alternative positive dimensions of the organization's 

identity (even if these dimensions were not given prominence in the forma1 rankings), 

by emphasinng the identity dimensions that they preferred, or by wmparing themselves 

to alternate groups. Their findings suggest that managers c m  use such categorization 

processes to help focus attention, and to change or reshape organktional identities. 

Fox-WoIfgramm, Boa1 and Hunt (1998) used the wllStNa of o rgank t iod  

identity to help explain the process of adaptation to a straîegic pressure, namely 

conforming with regdatory requkements. These researchers investigated how two US 

banks adapted their responses to the Commwiity Reinvestment Act over a seven year 

period. The Community Reinvestment Act prohibits banks fkom disCrilninahg a g d  

certain areas in their community with respect to extendhg credit. Findings suggested 

that banks acted to remedy any dissonance between organizational identity and image, 

but also raised the issue of dissonance between current identity and image and 

envisioned identity and image. Like Gioia and Thomas (1996), their findings suggest 

that successfid strategic change is preceded by a change in identity. Furthermore, 

congruence between current identity and image and envisioned identity and image will 

positively innuence whether the change is sustained. 

As discussed, organizational identity and image are distinct fkom the concept of 

organhtional reptation, which has been dehed as "..a set of &butes ascribed to a 

finn, ijerredfiom the finn 's pasr actions" (Weigelt and Camerer 1988, p.443) or the 

"..publics' cumuIarive judgmens of finns over time" (Fombrun and Shanley 1990, p. 

235). Elsbach and Glynn (1996, p. 66) renne these definitions by suggesting that: 



"...sirategic repuMSon is un external d e n c e ' s  beliefs ahut an organtanttafion's 

central and distinctive W s  @utton anci DuKerich, 1991) that give it a cornpetitive 

&matage over ofher organzzahions, pwtimh& in incomplete infionnafion semngs" 

(Weigelt & Camerer, 1988). In contrasi to the constructs of organizationai identity and 

image, the constnict of reputation is rooted in the perception of outsiders. Also, unWEe 

orgnnilritional identity and Mage which is rooted in the research traditions of cognitive 

and behavioral science, reputation research is rooted in the fields of economics and 

strategy. Although this thesis touches on the construct of reputation it is most 

concemed with the constructs of identity and image, since it is attempting to understand 

the actïvities and motivations of insiders. 

2.2 Impression Management 

Impression management is the process by which organizational members 

attempt to influence how outsiders perceive them, or in other words, the process 

through which they attempt to shape their image. Much of our understanding of the 

field of impression management cornes from research conducted on the level of the 

individual from the perspective of social psychology. GofEnan (1959) wrote: 

"..impres&n mmurgement imolves attempts to establish the memring of or p p s e  of 

social interactions, d that it guides our actions, und andees us QPJfiQPJficipafe what to 

q e c t  fiom others. Impression management is a sort of murual ritual Wî he@s ?O 

smooth und control social relations und to avoid embarrasment " (cited in Rosdeld, 

Giacalone et al, 1995, p. 4). Until more recently, much of the research in the field of 

impression management had been devoted to examining what drives individuah to 



manage the impression they make, describing various techniques of impression 

management or self-presentation, and understanding how to measure and monitor 

impression management on the part of individuals (Schlenker 1980; Giacalone and 

Rosdeld 1989; Rosenfeld, Giacalone et al. 1995). What has been notably lacking is 

an understanding of how and why individuals and groups engage in impression 

management on an organization's behaif Theonsts have begun to note that this is an 

area which demands more consideration (Ginzei, Kramer et al. 1993; Rosenfeld, 

Giacdone et al. 1995). 

Initial efforts to fili this gap in the literature have resulted in reserirch that has 

tended to focus on how organizations manage their image in response to crises. 

Typically, researchers have extended the types of strategies individuals use for self- 

presentation to the organizatiod level. For example, Sutton and Callahan (1987), in a 

study of four computer companies who fled Chapter 1 1 in the mid- l98Os, identified 

five kinds of impression management responses to the stigma caused by bankruptcy - 

concealing the event, dehning its terms, denying responsibility for it, accepting 

responsibility or withdrawing fiom the situation. Similarly, Elsbach and Sutton (1 992) 

studied the impression management tactics of two radical social movements in an 

attempt to understand how these organizations resolved '%he legitimacy dile~nmas" that 

resulted fiom illegitimate actions on their part. They discovered that impression 

management strategies of shifting the blame foiiowed by efforts to accentuate positive 

outcornes were effective, if the organization had first decoupleci its core activities nom 

the parts of the organhtion that had undertaken the iüegitimate action Benoit (1995), 



in a series of case studies (including Exxon and the Valdez oii spin and Union Carbide 

and the Bhopal plant disaster) focused on how defensive strategies - such as denial, 

bolstering, shifting blame, attacking the accuser and apologizing - were effective in 

restoring the organizattion's image. 

One exception to this trend towards focusing on crisis response is a recent study 

on how hospitais used anticipatory impression management tactics to reduce challenges 

to billing practices. Elsbach and Sutton (1998) studied how the impression 

management techniques used by staff in routine service encounters (i.e., answering 

questions about billing) were designed to avert challenges to the organktion These 

tactics included creating impressions of accommodation and legitimacy as weli as 

- intimidation and excessive bureaucracy, and were intended to divert patients' attention 

fiom problems and to prevent them fkom escalahg their inquiries. 

Historically, researchers in the area of game theory asserted that fkms believe 

that reptations are an important intangible asset and accordingly, engage in reputation- 

building behavior that they believe will generate fùture rents. These researchers 

assumed that organhtions operated in a universe where players had access to âZEering 

amounts of information and therefore, by engaging in reptation-building behavior, an 

organization couid generate rents by aedibly signaüng information about its intentions 

to outsiders who lacked this information The nature of reputation-building activities 

has been studied in a wide variety of situations, including attempts to strategidy 

discourage new entrants in a market' attempts to signal product quaüty or service 

quality to consumers before they make a purchase decision, and attempts to rent other's 



reputations, (e.g. corporate directors, accounthg h s ) ,  in an effort to signal the 

organization' s credibility (Weigelt and Camerer 19 8 8). Recentlyy there have been 

attempts to introduce a sociological perspective into this literature on reptation 

Fombnin (1990) suggests that stakeholders respond to three kinds of signals when 

assessing an organization's reputation - market signals (e.g., ac«>unting perfonna~ce~ 

dividend policy); institutional signals (e.g., institutional ownership, social 

responsibility, media visibfiity) and strategic signais (e.g., nature of firm diversification, 

advertising). Elsbach and Glynn (1996) build upon this strategic literature's 

understanding of how reputations are constructed by suggesting that involving 

employees ia reptation-building activities will both enhance an organization's 

reptation and employee identincation. 

Interestingiy, much of the organizational impression management research has 

tended to focus on senior management actions as a major detenninant of impression 

management efforts, and ultimately, of organizational image andor reputation. This is 

reflected in the methodological aspects of the research (i.e., a focus on senior 

management) and in the conclusions. The majonty of Dutton and Dukerich's (1991) 

and Gioia and Thomas's (1996)'s informants were in senior management or had direct 

responsibility for image or issue management. One of Sutton and Callahan's (1987)'s 

conclusions is that the image of the organization and the leader are intertwined, and that 

the spoiled image of the leader contributed significantly to the spoiled image of the 

b. Again, the exceptions to this preoccupation with senior management's role were 

Elsbach, Sutton et al (1998) who studied a number of customer s e ~ c e  staff in addiion 



to senior management in their study of hospital billing practices, and Elsbach and 

Glynn's (1998) focus on the activities of fiont line workers in their study of the 

interaction between organizatiod identincation processes and strategic reptation- 

building activities, 

2.3 Public Affihi Management 

Public affairs can be dehed  as "the jimction that is repo ib le  for m~nagritg a 

Company 's extemal relations with relevant ~fakeholrters in the public policy proce& 

(Fleisher 1993 p. 276). There is a widely held view that the organizational resources 

devoted to the public &airs fimction grew throughout the 1960s and 1970s in response 

to increasing govemment intervention in the economy (hhitland 1987; Manc. 1987). 

The public flairs literature tends to be tactical in its descriptions and prescriptions, and 

focuses almost exclusively on the formal impression management or boundary spanning 

roles within an organization. The foliowing review of the public afTairs literature b i t s  

itself to discussing public &airs as it pertains to organizational efforts to directly 

innuence the legislative or reguiatory environment. 

2.3.1 Strutegies 

Nurnerous researchers have attempted to categorize organizations' overall 

approach to public flairs management, and more specificdly, how they manage 

regulatory affairs. Mahon and Post (1987) suggest that an organhation's approach to 

political strategy can be classined as either resistarice, collaboration, compromise or 

avoidance according to its stake in the status quo and t s  relations with stakeholders. 



Similarly, Yoffie (1987) offers a typology that segments organkations' politicai 

strategies into five categories - fiee rider, foliower, leadership, private goods, and 

entrepreneurship. The strategy an organization chooses depends on its cornpetitive 

position, the strategic salience of the political environment, the resources it can allocate 

to the management of regulatory issues and the level of consensus on the importance of 

issues within the industry. Leone (1986) offers a senes of guidelines to organizations 

regarding how to best manage the regulatory environment. He suggests that effective 

strategies are proactive, reflect a well-informed appreciation of the cornpetitive 

imp1ication.s of govenunent policy, are not ideological and correspondingly 

acknowledge the political legitimacy of the issues the goveniment is trying to address, 

and do not assume that the regulatoIy organizations &or corporate hierarchies. 

2.3.2 Tactics 

Getz (1993) offers a mode1 that suggests under what conditions a firm should 

use particular corporate political tactics. Tactics are broadly divided into lobbying, 

reporting research results, reporting survey results, t e s m g  at govermuenta1 hearings, 

legal actions, personal service and constituency building. She suggests the optimum 

mix of tactics depends on the type of policy the organization is tqing to influence (Le., 

social, economic, political and technological), the issue life cycle stage (i.e., emergence, 

formulation or administration) and the target (the level and fùnction of govanment at 

whom the tactics wiU be directeci). Using a transactional mst fiameworlg Kaufban, 

Englander et al (1993) suggest that an organization's decision to retain or outsource 

aspects of its public aEairs management depends on the characteristics of the issue such 



as fiequency and specificity (i-e., convergence Erom industry interests). Keim and 

Baysinger (1988) draw an d o g y  between business' attempts to influence pofitical 

decision-making in both the legislature and regdatory agencies and effective product 

marketing. They suggest that in order for a strategy to be effective it must be actively 

formdated, must have vaiue and must be difficult to imitate. Mahon (1993) suggests 

another effective method of shaping the political environment is through the use of 

manufactureci agents. The organization can use agents to achieve its outwmes, but 

should stay out of the h y  on '%of' issues (p. 190). Tactics tbat may increase the 

effectiveness of these agents include controhg the agenda and the timing of issues 

arising on the agenda and controiiing the choice of arena Sonnenfeld (1981, p. 27) 

suggested that to be effective in its management of public affairs, organizations must 

develop "... expertise in disceming the issues and a h  in coordimti'ng a response ". He 

arguai that companies that were more cuiturally and stmcturaily sensitive to their 

environment were perceived as more responsive by outside stakeholders, and 

correspondingly, were perceived as more effective. 

A fimdamental tenet of organizatiod theory is the notion that organizations 

must possess "legitimacy" in order to survive and thnve meffer and Salancik 1978, 

Scott, 1992, Meyer, 1977). Suchman (1995), in a review of the large but diverse 

Literature on organkationai legitimacy offers a general definition: 'Zegitimacy ù a 

generalizedperception or assun>ption t h  the actions of an entity me desirable, p ropr  

or appropriate within some social& conrtncted system of noms, vcrlues, belzefs and 



Ctefinitiom" (p. 574). He suggests that legitimacy coxûers upon orginkations the dual 

benefits of stability and comprehensibility. In essence, organizations that are legitimrite 

become "almost self-repiicating." Furthermore, legitimacy also affects how people 

understand orgaukations. Stakeholders who perceive and accept organizational 

activities as legitimate will iikely dso perceive these organizations as more predictable 

and tnistworthy. Suchman suggests that this broad definition of legitimacy can be 

M e r  sub-divided into pragmatic legitimacy (Le. based on audience seK-interest), 

moral legitimacy (i-e., based on normative approval) and cognitive legtimacy (i-e. 

based on comprehensibiiity and taken-for-grantedness), each of which obviously rests 

on a different behavioral dynamic. 

B a n d  (1995) defines organizatiod legitimacy as "the congruence beîween the 

firm 's octi011~ and the evectat;ltat;lom of the constituentr within the finn 's organiiatiomZ 

field " (p.304). In keeping with this definition, Marcus, Kaufinan and Bream (1 987) 

suggest that legitimacy has become an increasing conceni for corporations since the 

19605 and corresponds with nsing government scrutïny of the private sector's business 

practices. They suggest that "Legitimacy is political resource t .  is granted on a 

contingent basi's and is subject to alteration ar social &d are nid@eed 

GeneralIy, managers can resort to the uses of ideoZogy to îry to bMiü a social clintate 

t h  is in business ' long tenn inferesfs" (page 9).  The acquisition and maintenance of 

legitimacy should confer upon an organization preferred treatment fiom regdatory 

entities, as well as favorable outcornes in the marketplace (Deephouse 1996, Dacin, 

1997). At their heart, many of the impression management and public flairs 



management strategies discussed earlier represent managerial attempts to maintain or 

repair legitimacy . For example, when a corporation' s legitimacy is challengeci, the 

impression management technique that it ernploys (e.g., emphasizing right intentions, 

shifting blame, denying iliegal gain) in an attempt to explain its behavior is not simply 

an act of conveying information, but rather, an attempt to preserve or regain social 

standing (Marcus, Kauhan et al. 1987). 

In terms of this research, a bank would be said to possess legitimacy when there 

exists a general perception that it does business in a manner that is desirable, proper and 

appropriate in the context of oui societal n o m ,  values and beliefs. Therefore, bmadly 

speaking, a bank's ability to achieve legitimacy codd depend largely on how it is 

viewed by various stakeholden. In t m s  of regulatory stakeholders, whether a bank is 

viewed as possessing "legitimacy" may be a f'unction of severai factors, including but 

not limited to how it has maaaged the regulatory process, how it has managed its image 

with respect to the activity being regulated, how it is perceived by stakeholders outside 

the regulatory arena andor the interaction of all of these factors. 

2.5 Summaxy and Condusions 

Each of the preceding literahires is in a reasonably embryonic stage of empirical 

research, and individually and coliectiveiy are characterized by a number of gaps. In 

temu of our understanding of the constnict of organizational identity there has not been 

an abundance of empirical research and some researchers suggest that it may be tw 

early in our discussions to attempt to quant@ and masure identity (Gioia 1998). In 

particular, there are a large number of questions still unanswered regarding the nature of 



organizational identity, and how identity relates to its sister concepts of image and 

reputaîion A group of academics gathered in 1997 to explore the topics around 

organilritional identity, and suggested the major issues that needed to be fùrther 

exploreci include (among others) how organizational identity facilitates or hinders 

organizational change, the relationships between organizational identity and 

organizational performance, the relationships between identity, image and reputation, 

the implications of gaps or discontïnuities between the constructs or between the 

perceptions of insiders and outsiders, and to what extent endurance is a key feature of 

organizatîonal identity (e.g., can identity be simultaneously stable and changing) 

(Bouchikhi, Fi01 et al. 1998)'. Early hdings, however, do suggest that organizational 

identity, and the interplay between organi7rrtiona.l identity and image play a significant 

role in organizational adaptatioa 

Understanding how an organization manages its image or its reputation also 

poses challenges for today's researcher in a number of ways. First, similar to the 

literature on organizational identity, the literature on organizational impression 

management is still fairly young. 1t has been infomed by the literature on impression 

management at the level of the individual and by the literatures on the management of 

public affairs and corporate reputatioq but it lacks a fiamework that integrates these 

literatures. Second, while this literature has focused heavily on understanding the 

processes (Le., strategies and tactics) for managing outsiders' impressions of an 

The outcorne of this wnference was îhe publication of the book ldentity in Organizafions: Building 
Theory Through Conversations, David A Whettai and Paul C. Gdfkey, editors, Sage Pubiicaticms, 1998. 



organizatioq it has provided only a weak understanding of the constmct of 

organizational image, and correspondingly, organizational reputafion, and on the 

motivating forces that drive an organization to manage its image. SpeQncally, it offas 

an incomplete picture of the attributes of orgmhational image, the dimensions dong 

which these attributes can be measured, and the forces affkdng these attributes. The 

concept of reputation appears to be only margindy more developed (Fombrun and 

Shanley 1990). 

To summarize, the organizaîional identity literature suggests how identity rnight 

spur an o r g d t i o n  to act in a particular manner with respect to its image and its 

extemal environment. The organizational impression management and public affairs 

literatures both address aspects of how organizationd images (and reputations) are 

formed and managed. The public affairs literature suggests what broad macro-level 

strategies organkations may pursue (e-g., leader, fiee rider) in managing the regdatory 

or legislative environment and what specific tactics may be optimal (e.g., lobbying, 

advertising types of signais), while the impression management literature suggests what 

message may be conveyed (e-g., shifting the blame, accentuahg the positive). 

Coilectively, these literatures are characterized by severai gaps. First, none of them do 

an adequate job of denniog the construct of organizational identity or image. Second, 

with the exception of some very recent efforts (e.g., Elsbach and Glynn 1996; Elsbach, 

1998), aU of these fiterahires tend to neglect the possibility that organitational images 

are formed because of activities that take place as a result of an organization's daily 

operations and not only as a result of more formalued impression management 



advities or in response to crises. Third, there is no fiamework that integrates these 

Literatures, or helps us to understand how to best combine strategies, messages and 

tactics. Fourth, and most importantiy for this research, there is Little research that 

specincally Illiks organizational identity, image and the processes of image 

management and regdatory management. 

The question posed in îhis thesis addresses some of these gaps by focusing on a 

specific set of organi;rntions to f.urther explore the nature of organizationd identity, how 

organizational identity is IUiked to organi7rrtiooal image, and how organhtional 

identity may be linked to efforts to manage the legislative environment. 



3 METHODOLOGY 

This thesis uses a qualitative approach to explore the relatiomhip between the 

constnicts of organimtional identity, image, and reputation and the process of managing 

the regulatory environment. Qualitative methodology is particularly appropriate when 

little is b o w n  about a phenomenon, or when conveying intncate details about a 

phenomenon would be difncult to do quantitatively. It is an approach that can enable 

the researcher to focus on process and action, in an attempt to better understand and 

explain the nature of change within a phenomenon. 

As discussed in the last chapter, Literatwe Review, we lmow little about the 

relationship between the related constnicts of organizational identity, image and 

reputation and regulatory process. Few empirical studies have been conducted that 

focus specincally on the interaction of these phenomena, and very littie litexahire exists 

tbat directly touches on the potential theoretical relationship between an organization's 

identity, impression management efforts and outcornes in its regulatory environment. 

Essentially, this research is highly exploratory in nature, and therefore, lent itself well to 

a qualitative approach. Interestingiy, much of the research that has been conducted in 

the area of organizational impression management has used a qualitative approach (see 

Appendix A for details.) Accordingiy, I elected to use a w t a t i v e  methodology to 

explore the relationship between organizational impression management efforts, the 

related constructs of identity, image and reptation and regulatory process. 



This chapter describes how the groundwork for research was laid, how the data 

were coliected and analyzed and concludes with a summary of the research 

methodology. The fkst section, by ing  the Groundwork; describes how and why the 

research question was k e d  the way it was, and how site access was obtained The 

second section, Data Collection describes the nature of the data, and how these data 

were sampled, collected and prepared for analysis. The third section, Dara Amlysis 

describes how these data were analyzed. The final section, Sm- and DiscusszOn, 

summarizes the data sets and analysis process and briefly lays out the sîrengths of tbis 

research methodology. The limitations of this research design are discussed in Chqter 

12, D~SCUSSI~OIIS and Conclusions. 

3.1 Laying the Gmundwork 

At the beginning of a qualitative research project, the researcher must make a 

series of decisions, the outcomes of which have a critical impact on the quality, and 

potentialIy, the resiiits of the research. These decisions surround the appropriate 

definition of the research question, the identification of some potential a priori 

constnicts, the selection of sites, and the choice of data collection methods. 

3.2.1 Focusing the Reseurch Question 

The original question - cTXow do organizations' identity and image affect their 

management of the regdatory process?" - was predicated on two notions - fht ,  that 

favorable regdatory outcomes are aitical to the organization's ability to Sunnve and 

thrive; and second, that regulators' image of an organization may be a factor in how 



they treat it. As a starting poin~ this question was focuseci in Ss attempts to understand 

how specific organizationai conmcts influence a speciflc managerial process (i-e., 

mamghg the regulatory process). The initial research focus, suggested that the optimal 

type of organizations to be studied should be heavily regulated and have a high public 

profile. In addition, the lack of prior research on the connection between these 

phenornena suggested that a quaütative methodotogy was most appropriate. 

Consequently, commercial banks were considered a partidarly appropnate empixical 

setîing. As discussed under Chapter 4, FiMncal Services Sectur in C d ,  the 

commercial banking industry in Canada is one of the most heavily regulated industries 

in the country. There is an abundance of public archival data on their efforts in 

managing or responding to legislative challenges. In addition, the size of the five 

largest Canadian banks and their prevalence in the economic and daily life of our 

society have necessitated that they attend to their image on an ongoing basis. 

Consequently, they are the subjects of extensive media coverage. The magnitude of 

public archives and media reports suggested that there would be readily available data 

on identity, image and reputation, as well as documentation on how these organhtions 

managed the legislative process. 

As the research progressed, and in the spirit of qualitative research, the question 

was both narrowed and refined. Fir* it was narrowed to focus on a single regulatory 

issue. Early in the process of getting site access the sheer complexity and abundance of 

the regdatory issues facing the banking sector necessitated that a singie regulatory issue 

be the focris of the research. Otherwise there was a danger of being overwhelmed by 



data. In coilaboration with one of the sites describeci below, the issue of credit car& 

was denned as a suitable topic. The process of rnanaging regulation around credit cards 

offered a particularly attractive lem through which to explore this question for three 

reasons. First, the credit card issue arose in 1986, at the beginning of the period when 

Canadian banks began to corne under increased scnitiny fiom f e d d  legislators. 

Second, and relatedly, it bas been the only major regulatory issue that has resmfkd at 

regular int ervals since its initial introduction Despite environmental changes (e.g-, 

changes to the economy, new product introductions) this issue has attracted the 

attention of federal legislators four times since the mid- 1980s. This repeated attention 

provided the opportunity to examine how these phenornena have both contributed to 

change and to resistance in how organizations manage the regulatory process. F i d y ,  

this is a non-partisan issue. Throughout this period of time politicians fkom d l  parties 

have simultaneously expressed concern and sought to legislate activity in this area of 

banking business. The non-partisan nature of the issue suggests that its relentless 

reappearance on the legislative agenda is not the product of particular political ideology. 

3.1.2 Sire Access 

Ultimately, I obtained site access at two of the five largest Canadian banks, 

code-named Metcalfe Bank and Atwater Bank. Any of these large banks would have 

made interesting and worthwhile sites. However, the resources availsble to this project 

necessarily lirnited the number of sites to two and certain alliances within the Cansdian 

banking industry naîurdy predisposed certain pairs of banLs to beiq studied togetha. 

These two offered a particularly interesting view on the research topic since one of them 



is reputed to be the market leader in credit cards in Canada, and the d e r  has a long- 

standing reputation of d e m g  industry convention in its approach to aurnerous business 

issues. I gained access by approaching a personai a c q u a i n ~ c e  at each site, explaining 

this research project and seeking a referral to the appropriate senior executive. 

3.2 Data Collection 

I coiiected and analyzed three major sets of data - (1) minutes fkom testimony 

given to a series of House of Commons Standing Cornminees (the ''Cornmittee 

Minutes") and accompanying reports, (2) newspaper articles, and (3) in-depth 

interviews with bank executives and industry observers. 1 dso gatherd supplementary 

data including selected minutes fkom the Hansard (i-e., the transcripts of Parliamentaq 

debates), a series of bulletins published by Indusûy Canada called "Credit Card Costs", 

interest rate data fiom the Bank of Canada Review, indices fiom the Minutes of the 

House of Commons Standing Cornmittees, a report bas& on a recent public opinion 

poli commissioned by the federaiiy appointed Task Force on the Future of the Canadian 

Financial Services Sector, and industry archival materials (e.g., speeches, consultants' 

reports)- Appendix B contains a detailed description of the archival sources including 

the Minutes of the House of Commons Standing Cornmittee, associated reports, 

newspaper articles and entries firom the Hansard. The remainder of this section will 

describe the nature of each data set and the kinds of sampling techniques that were 

emplo yed. 



3.2.1 H a s e  of Commons S-ng Committee Mimrtes 

The House of Cornrnons Minutes of the Proceedings and Evidence of the 

Standing Cornmittees are the verbatim transçripts of the audio recordings of all public 

House of Commons Standing Committee sessions involving witnesses and cornmittee 

members. Cleariy, appearances at these public hearings may not represent the t d  

effort on the part of the banks to address legislative issues. However, in addition to data 

available fkom the in-depth in te~ews,  the banks' (or their representative's) 

appearances in fiont of these Committees are fistrative of how they managed 

legislative challenges to their credit card business, and of aspects of the industry's 

identity and reptation. 

There was no sampling involved in coliecting this data. 1 photocopieci every 

page of testimony that took place during each of the first three public hearings into 

credit card practices and downloaded the entire testimony nom the fouah hearing fiom 

the Parliamentary web site. These hearings took place in 1986, 1989, 1992 and 1997 

and for the purposes of this thesis are 118med after the chairman of the Committee et the 

t h e .  The mapitude of this data set is quantifieci in Table 1. 

Each photocopied page was fed into a scanner, and the scanned image was 

subjected to opticai character recognition software and then converted into a Word file. 

Each Word nle was then edited and pasted into a master Word nle. One master Word 

file was set up for each session Each session file was then prepared and loaded into a 

NUD'IST database. The downloaded testimony fkom the Walker hearing was prepared 

and loaded into NUDZIST. Appendix B contains bibliograp hic details on this data set. 



Table 1 - Quantification of Data !kt - Minutes of the Standing Committ# Hrriibga 

Number of sessions* 

LeWh af hearing 

4 

Number of words in 
-Pts 

* a session is a single meeting, generally held between one or two witnesses and the Co- 

** the nirmber of pages of traosQipts is based on an assumption that there are 230 words per page. 

3.2.2 Newspaper AnïcIes 

A second major source of data were newspaper articles that reported on the 

hearings and corresponding issues during the period 1986 to 1998. 1 had two objectives 

in gathering newspaper articles around the topic of legislafve challenges to banks' 

credit card operations - first, to determine the series of events that twk place, and 

second, to understand the banks' and extemal stakeholders' responses to these events. 

An anciliary motivation for ushg media reports was to develop an issue history that 

wouid be useful when conducting interviews, and second, to assess the banks' image 

381 minutes 
(6.3 5 hours) 

Number of pages of 
tranSQlprs** 

6 

54,667 

616 minutes 
(10.27 h m )  

219 

7 

84,866 

4 

772 minrrteS 
(12.87 hours) 

339 

507 minnteS 
(8.45 homs) 

96,608 72,708 

386 29 1 



around this issue. 1 used a stratifiai sampling procedure. 1 endeavored to gather 

enough articles to ensure îhat 1 captured ail adequate histoncal detait whife aiso 

proviing a representative sample to mitigate against biases in the histoncal record. 

The sample was stratifkd in the sense that 1 ensureci that media reports fiom aU regions 

of the country, and all major newspapers were represented in the çample. 

1 began by broadly searching the CBCA (Le., Canadian database of magazine 

and newspaper articles) for the period 1982 to the present for articles in which the term 

"credit cards" appeared. This search produced 2,447 hits. Given that my interest was in 

partidar events and issues associateci with credit cards, 1 narrowed this list by selecting 

any articles that might relate to credit card interest rates, how banks were perceiveci 

with respect to credit cards, anything relating to government inquiries around credit 

cards, and anything related to cost of credit cards to consumers. Specïfïcaily, 1 did not 

select any articles that focused on new credit card products or the marketing of credit 

cards, credit card crime, the size of credit card billings, and any articles whose titles 

indicated they were not about credit cards, even if the phrase appeared in the text 

Appiying these parameters enabied me to narrow the number of relevant articles to 440. 

At this stage 1 dropped ail articles pior to 1986, since 1986 was the year banks' 

practices with respect to credit cards came under increased scrutiny fiom 

Parliamentarians, as evidenced by the occurrence of the first Parliamentary inpuiry. 

This reduced the number of relevant articles to 246, which 1 refer to in this discussion as 

the modified chronological database ("MCD). The MCD is essentialiy a first cut et a 



sampls. The proportional representation of newspaper articles in this database is as 

follows: 

Table 2 - P roportionai Repreaentatïon of Newirpripers in the MCD 

1 1 

TOTAL 1 246 1 100% 1 

Calgary EIerald 
Globe and Mail 
Montreai Gazette 
Toronto Star 
Vanamer Sun 
Winnipeg Free Press 

Approximately one third of the articles came fkom the Globe and Mail, which is 

not surprishg aven that it is the national business newspaper, and therefore, is more 

46 
78 
31 
41 
26 
24 

likely to provide extra coverage on issues of national interest such as credit cards. 

19 
32 
13 
17 
11 
10 

1 then reduced the MDC to a sample that was a more manageable size. This 

sample is referred to as the finai sample. In order to ensure that the sample was 

representative I focused my search around whîch articles in the MDC would yield the 

most data on historical events, and would enable me to develop a preliminary 

understanding of how the press, and those on whom they reported, viewed this issue of 

credit cards and credit card legislation 1 arranged the 246 articles in chronologid 

order and selected a sample of those that clearly dealt with government hearings, were 

clustered aromd the same date (gresumably because of some newsworthy event) and 

appeared larger or near the fiont of the section (presumably there would be more "meat" 

in these reports). 1 was ais0 mindfbl to ensure that al1 major newspapers a m s s  the 



country were represented. Based on these parameters 1 aazrowed the number of 

relevant articles to 93. 1 then photocopied and read the selected 93 articles. 

The following two tables indicate: (1) the proportional representation of 

newspapers in the final sample of articles used for analysis, and (2) a cornparison of the 

newspaper representation in the MCD and the h a 1  sample. 

Table 3 - Pmportionai Repmsentation of Ncwspapers in E h d  Slmple 

L 

Calgary Herald 
Globe and Mail 

1 1 

1 TOTAL 1 93 1 100% 1 

Toronto Star 

Table 1 - Cornparha of MCD to Final Smple 

%ofartidesseleded 

.. 16 
31 

17% 
33% 

Vançouver Sun 4 4% 4 

23 25% 

Calgaxy Herald 
Globe and Mail 

Montreal Gazette 
Toronto Star 

, VancowerSun 
Winnipeg Free Press 

To recap, there were 246 newspaper articles in the MCD that deah with 

I 
. TOTAL 100% 

legislative challenges to credit cards between 1986 and 1998. Based on the d e r i a  

1 

100% 

described above (e.g., focus on governent hearing, date and location in paper) 1 

19% 
32% 
13% 
17% 
11% 
10% 

selected a final sample of 93 articles. Within the sample of 93 articles, the Giobe and 

17% ' l 

33% 
11% 
25% 
4% 
10% 



Mail, the Calgary Herald, and the Montreai Gazette were represented in a proportion 

that is close to their proportional representation in the MCD. The V8acouver Sun and 

W b p e g  Free Press's proportionally lower representation can be explained by the fkct 

that a large number of their articles were fiom the Canadian Newswire Service, and thus 

were dupliates which were not used in the final selection The Toronto Star is 

represented more often as a data source largely because they tend to give cov-e of 

the issue closer to the âont of the newspaper. The consistency between the proportional 

representation of newspaper between the MCD and the final sample suggest that 

reduction in the size of the sample did not compromise its representativeness. In 

addition, the broad representation across six newspapers suggests that the analysis is not 

biased by any unique ditorid positions that may influence some newspaper's coverage. 

Appendix B contains a complete listing of the articles. 

3.2.3 Indpfh  Interviews 

I intervieweci a total of 20 individuals. At Metcalfe Bank, 1 i n t e ~ e w e d  six 

senior executives, who either currently or in a prior position, had been responsible for 

the credit card operations, public affairs, and marketing. AU individuals had the rade of 

senior vice president or higher and could be described as decision-makm for their 

respective areas. These executives have penultimate authority for the performance of 

their unita and reported directly to the highest executive level of the bank At Atwater, I 

inteMewed eight executives in the areas of credit cards, corporate commulzications, 

cornpliance and public flairs. These individuals had the ranks of executive vice 

president, senior vice president and vice president. Like their counterparts at Metcalfe, 



these individuals had been diredy involved with managing the bank's response to 

credit cards challenges during the time period under investigation At the Canadian 

Bankers Association (the "CBA'), the industry's lobbying association, 1 interviewd 

five senior e x e d v e s  who had been in decision-malang positions and had been directly 

involved with member and legislative communities in the 1980s and 1990s. These 

individuals had held the ranks of Chairman, president and CEO, vice president and 

senior adviser. (One exeaitive at one site also held a position at the CBA). At a major 

newspaper 1 interviewed the two reporters repnsible for cuvering the banking industry 

nom 1991 to the present. This sample of interviewees represented a high proportion of 

decision-makers in this field during this tirne period, and additional interviews would 

have Likely have yielded little additional data. 

This interview sample was identifïed using a snowball technique. Each 

intemiewee was asked to idenfiSr which senior-level manager in their organization was 

involved with either managing the bank' image, its credit card operations or it 

regdatory affairs during the penod under study, 1986 to 1997. Interviewees were 

çontacted based on these recommendations. The inte~ews were restricted to senior- 

levei individuals who had a direct and signincant involvement in these issues, under the 

assumption that they would offer data in which industry and organizational data would 

be best grounded. Essentialiy, they made the decisions and had the direct contact, so 

their perspectives and expenences would shed the most iight on the research question. 

Mer complethg a brief the history of the issues (based on the newspaper 

articles) 1 developed interview protocols around the topics of managing legislative 



challenges to credit cards and managing the institutions' images, as they pertained to 

credit cards and in general. I developed three specific protocols, one for individuals 

inside the banks, one for those who were associated with the CBA and one for the 

media The protocols were designed with both specific and broad open-ended 

questions, and were designed to enable participants to share their views on the 

organ.jzationYs image and identity, the industry's image and the regdatory process. As 

McCracken (1988) States: ':.the@st objective of the qualitafive interview is tu alZw 

respondeents to tell their sfory in therr nvn tenns. The ivvestigator %eh to h e p  as 

"low " and mobfnrsive opmifile as  possible " @. 344). The protocols began with a series 

of specinc questions regarding the participant (e-g., role in the organitation, temue in 

the organization) and their background. The majority of the questions, however, are 

best describeci as grand tour questions, otherwise defined as a "&pe of descriptive 

question, [ilut] tlempts to elicit a rich story thaf is completely directed by the 

informunt " (Gilchrist 1992, p. 8 1). The protocols were designed to allow informants to 

share their recoiiections of historical events dating back to the beginning of the period 

under study, 1986, as well as their m e n t  views. In addition to foilowing the interview 

protocois, 1 noted any particularly intereshg points as the discussion progresse& as 

weil as my observations munding body language, the setting, interruptions to the 

interview, and so forth. The banker's protocol received minor adaptations after the fist 

two intecYiews. AU protocols, in their final form, are available in Appendix C. 

AU interviews were taped and professionaily transcribed. The protocols were 

designed to take approximately one to two hours, and most ran nom 45 minutes to one 



and a half hours. At the beginning of the interview 1 explaineci the purpose of the 

research, assured the participant that aii data would be kept confidentid and requested 

permission to tape the interview. CodÏdentidity was a sensitive issue for most 

interviewees. I responded to inquiries about confidentiality by assuring them that 1 

would not be using the name of the organization or thek name. Furthemore, the only 

people who wodd be listening to the tapes would be the transcriber and myself- To 

help ensure confïdentiality, original and back-up tapes and transcripts were identified by 

a number, not by a name. As suggested by Miles and Huberman (1994) 1 filled in a 

contact summary sheet after every interview, as a way of capturing my irnmediate 

impressions, and my sense of the major issues raised in each interview. 1 usuafly 

performed this task immediately after each interview and not more than 24 hours later. 

Appendix D contains a copy of the contact summary sheet. The interview data set 

comprises approxhately 24 hours of tape, 151,086 words or approximately 604 pages 

of transcripts (based on 250 words per page.) 

I also collected several discrete sources of supplementary data. These 

supplementary data were primady used to provide histoncal detail and to auswer 

questions that arose when analyzing the media and Cornmittee Minutes data. The fkst 

mpplementary source of data is a series of bulletins published by the Office of 

Consumer Mairs at Industry Canada, titled Credit Cmd Cosîs. These bulletins, 

published quarterly beginning in December, 1987, list the credit card interest rates 

posted by each of the major Canadian banks. 1 coilected 35 out of the 40 issues 



published between December of 1987 and December of 1997. I was unable to locate 

the missing five issues at any of the public or university libraries in Toronto, nor did 

Industry Canada have these issues in their possession. 1 aiso coliected the bank rate for 

the comesponding periods h m  the Bank of Canada's web site. 

The second supplementary source of data is the Hansardd, which is the 

publication that contains the proceedings of the House of Commons (i.e. including 

debates, motions, question period). 1 photocopied every entry that containecl a reference 

to credit cards f?om 1986 to 1987. There were a total of 61 references including 

motions regarding bills, questions during Question Penod, debates, and the tabling of 

reports. 

The third supplementary source of data is the indices attached to the House of 

Commons Standing Conimittee minutes for the Cornmittee on Finance and Economic 

affairs, fiom 1971 to 1994, and the Cornmittee on Industry (and its predecessor) fkom 

1986 to 1994. 1 noted instances f?om the indices when the CBA or individuai banks 

attendeci hearings in Ottawa 1 did not extend this search past 1994 due to difnculty 

accessing data. Records from 1994 forward are digitized and are not available in text 

format. The search engine on the Parliamentary web site does not fàcilitate a search of 

this nature (i.e., by witness appearance) and the CBA was unable to provide these data. 

The fourth source of data is Public Opinion Research Relating to the Financial 

Services Sector, prepared by the Ekos Research Associates Inc. and published in 

September, 1998. This public opinion poll was cornmissioned by the Task Force on 

the Future of the Canadian Financial Services Sector (also known as the "Mackay task 



force"). The purpose of the report was to assess the attitudes of Canadians regardhg 

the financial services sector. It was available on the Task Force's web site. 

Finally, 1 also used various CBA speeches, and other fàctual data about the 

industry, available on the CBA web site. 

3.3 Data Anaiysis 

Throughout this project, 1 used NüD*IST 4.0 to code traoscnpts, record 

adytical memos and perfom analyses. This software program allows the user to build 

a relational database that included aii transcripts and field notes (e.g., contact su- 

sheets), assign codes to these documents; and as part of this database keep a .  ongohg 

log of analytical memos and associated memos with particuiar codes and/or documents. 

Analytical memos uicluded those associated with each code or category, associated with 

each document, methodological issues, an ongoing to do List, emerging questions 

regarding data, and emerging ideas and concepts that are not yet associated with a 

specific category or document. 

3.3.1 Bernatic A~Irysiis d Coding of Slmulng Commitiee Minutes 

Miles and Huberman (1994) suggest beginning coding as early as possible and 

in keeping with this suggestion 1 began coding with the Blenkarn Cornmittee minutes, 

refined those codes and conducted e prelirninary analysis on these data before moving 

on to the remaining hearings. A number of usefid fiameworks exist that are helpful to 

qualitative researchers in organizing efforts to code daîa, including Strauss, Bogdan and 

Biklen and Lofland discussed in Miles and Huberman (1994). These heworks ,  



however, seem a better fit with interview, focus group or participant observation data, 

where the intent is to tell a story or describe an experience. Public testimon% by 

contrast is about arguing, explainhg or defending one's position Therefore, 1 relied on 

insights gleaned fiom the litmature review around reguiation and image mamement to 

guide my initial coding attempts. AccordingIy, a &st attempt at wding the Blenkarn 

hearings involved i d e n t w g  themes that described both the content of the speech (e-g., 

what was the topic that the speaker was addressing, how did they position their 

staternent or questions) and the process of the hearing (e.g., eiements that described the 

interaction between the speakers.) In addition, I was mindful of the constructs that were 

identifïed in the fiterature search - identityy image and reptation - and fom part of the 

research question, and coded for hem, as warranted. Appendix E contains a fh t  

attempt at coding the Blenkarn Committee testimony. Upon examining the first set of 

codes, it was necessary to regroup and redehe the codes. This set of codes was 

modified slightly as coding of the subsequent hearings took place, and new categories 

emerged fiom the data. Appendix F contains the final coding scheme for the 

Cornmittee Minutes. 

Given NUD41ST 4.0's flexibility, 1 was able to name codes using real words 

that best described the meaning of the designated text (as opposed to abbreviations or 

acronyrns), and to fit a i i  codes onto one page. Each code was defineci in the software 

database> and changes to the dehitions were recorded as they occurred. As the process 

of codiog produced questions and insights 1 recorded them in a t h e  and date-stamped 

memo, that was automatically associated with the category to which the memo related. 



M e r  coding each hearing, 1 andyzed it using a matrix that alIowed me tu 

compare the testirnony of the banking representatives with that of the other witnesses. 

Since the focus of the research question is on the banks' motivations and actions (and 

not on the committee process), my analytical efforts were directeci at distinguishing how 

the banks handled each of these hearings, and whether any aspect of their interaction or 

their reputation in this forum changed over tirne. 

3.3-2 Tibernatïc Ana&sis and CodZ'ng of hfemNIews 

As with the content d y s i s  of the Cornmittee Minutes 1 again heeded Miles and 

Huberman's suggestion to beginning coding earlly in the research process. 1 began 

coding f i er  complethg the first five interviews. This fkst cut at coding was an attempt 

to understand what was being descrïbed by participants, and used Strauss' h e w o r k  

(1987) that suggested segmenting codes into conditions, strategies and tactics, 

interaction with others and effects/outcomes. 1 extendeci tbis framework by adding a 

series of codes under the general heading of the constructs of identity, image and 

reputation, that enabled me to capture specific concepts that 1 had identined through the 

literature as potentially relevant. Appendix G contains this first set of codes. 1 then 

coded the next 10 transcripts and based on this exercise, revised the coding sheet and 

the ccding on the fist five transcripts. Appendix H contains the nnal set of codes. 1 

foilowed the same procedures for assigning names to codes, defining codes, and 

changing dennitions that was desaibed eatiier in this chapter under Themutic Anabsis 

and Corfing - Comminee M i e s .  



The next step in my d y s i s  was to prepare matrices on each major code by 

interviewee in each site, in the same manner as 1 had analyzed the Cornmittee Minutes. 

For example, for the code "consbnidmage" 1 prepared one matrix for M e t d e  and one 

mat& for M a t e r .  The column headings on each matrix were the individuals who 

were interviewed. The row headings were the codes under the heading 

'%onstruçt/matrix"of definition, politicians, media, activist, public, and government. 

This analytical technique ailowed me to reduce the descriptive data to a summary form, 

and use these summary forms for three purposes - (1) to check for coding 

inconsistencies (e.g., do some codes seem emptier than they should be?); (2) to develop 

interim case descriptions for each site; and 3) to develop other concepttuaiizations of 

what is gobg on in the data. 

1 reviewed the 93 articles with a view to understanding the following issues - 

history of events, types of aliegations made against the banks, types of responses made 

by the banks, occurrences of emotionally Ioaded language that potentiaily contributed to 

a negative image for the banks, who's who in various stakeholders groups (e.g., sites, 

lobb ying associations, Parliamentarians) and contextual factors (e.g., market fitctors, 

economic factors). These data provided the basis for the foiiowing chapter Legiskative 

Challenges to Cre& C d :  A Brief History, and were summarized in the milestone 

history, available in Appendix 1. This milestone history was occasionally used during 

interviews to help jog participants' mernories. 



1 did not undertake a formal Quantitative content analysis of these articles for 

two reasons. First, the methodology of a formal media content analysis undermines the 

objective of this qualitative research design. Traditional media content analysis 

dernands that you start with hypotheses and test for their validity, whereas this 

Qualitative research design depends on the data themselves to give rise to hypotheses or 

propositions. Second, the other sources of data contribute to our understanding of the 

banking industry's reputation, as discussed in Chqter 7, Industry R e F e o n ,  and a 

traditional quantitative content analysis would add little to this discussion. 

3.3.4 Am&sis of Supplementary Dafa  

Supplementary data were analyzed or summarized to address questions that 

arose out of the thematic analysis and coding of other data. The interest rate analysis 

was conducted by averaging the VISA interest rates of the four VISA issuing banks 

published by Industry Canada, and subiracting the bank rate published for the last week 

of the quarter. The resulting number equals the spread between VISA and the bank 

rate. The movement or lack of movement of this spread was often the focus of the 

Parliamentary committees. I then graphed this spread over the time period to explore 

the pattern of the movement of the spread. 

3.4 Summary and Discussion 

This section summarizes the nature of the data sets and the anaiytical process 

used in this thesis (see Table 5 below), and wncludes by reflecting on the strengths of 

this methodology. 



First, a weU-defineci topic and time fiame enabled the capture of a diverse and 

abundant set of data. These data lend themselves extremely weil to a gualitative 

approach since much of the data ensures that the fïndings reff ect either what achially 

transpired, or the ~e~expressed motivations and a d  behaviors of individuals who 

were responsible for actions. The Committee Minutes, the Hansard and the Credit Card 

Cost bulletins provide actual accounts of what was said and done. 
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informant would have more meaning for a qualitative approach than data derived nom a 

third party observer, whose observations may be subject to ali  kinds of biases and 

misMormation 

Second, the diversity of the &ta set ensures that the hdings are adequately 

triangulated. Each data set cornes with its own set of weaknesses, but these weakneesses 

are o6et  by the strengths of another data set. For example, the Committee Minutes, the 

Hansard, and the Credit Card Cost bulletins do not suBer fkom the possibility of  the 

kind of biases that may be present with interview data, such as retrospective bias or the 

desire to a m e r  in a way that pleases the interviewer. Conversely, the interviews 

provide context and explanation around the fïndings in the C o d t t e e  Mimites. 

Although interviews are subject to some of the weaknesses just mentioned, this 

p a r t i d a -  set is strengthened by the fact that the informants were fiom three different 

sites - two banks and the industry lobbying association 

Third, the size of the data set f.urther assures that the findings are valid. No 

sampling procedures were conducteci on the major archival sources, thereby helping to 

ensure the comprehensiveness of the fhdings. Similady, the interyiews represent a 

very high proportion of decision-makers in credit card operatiom. and the areas of 

legislative and image management during the penod under study. For example. at the 

lobbying association two of the three President and CEOs were interviewed; at h a t e r  

Bank three Werent individuals led the credit card division from 1987 to the present 

and each was interviewed. Together, the Committee Minutes and the interviews 

comprised in excess of 459,OOO words or 1,800 pages of transcripts. 



FinaUy, the nature of the analyticai method suggests that the Gndings are 

reliable. AU Committee transcripts and interview m p t s  were loaded into a 

sophisticated relational database program, that enabled a comprehensive coding 

exercise to be performed. The rigorous use of this sophisticated tool enabled me to 

create a paper trail of the research process and of how the hdings developed, and to 

check for any biases that may have been developing. In addition, given the volume of 

these data, use of this twl  and method ensured that 1 did not miss any major themes and 

allowed me to easily rehe themes as the research progressed. 

The foiIowing chapter, Financial Services in C d ,  prefaces the subsequent 

chapters on data analysis by ofFering some background on the industry, the credit card 

business and the nature of banking regdation in Canada. 



4 FINANCIAL SERVICES SECTOR IN CANADA 

This section provides a brief overview of the roIe and size of the banking 

industry in Canada, its credit card business and the regulatory c h a t e  fàced by the 

banks- 

4.1 Ovemew 

The financial services sector hctions to facilitate economic activity, and 

consequently, is a major segment of the Canadian economy. Financial service providers 

act as a conduit between savers and investors, provide eustomers with products that help 

them manage financial risk and assure the timely settlement of fhancial transactions. 

The sector's importance is M e r  underscored by the contribution it rnakes to the 

economy in its own right. It accounts for 7.5% of the nation's gross domestic product 

(GDP) and employs 500,000 Canadians (Bank of Monheal 1997). Financial service 

institutions M e r  widely in their size, the range of products they offer, and the markets 

they target. Broadly speaking, they include banks, credit unions, insurance companies, 

trust companies, securities firms, mutual h d s ,  pension h d s  and non-bank financial 

companies (including finance and leasing wmpanies). Over the past 15 years, 

globalization, irnprovements in technology and graduai deregdation have blurred the 

distinction between these dif5erent service providers and have heightened cornpetition 

within the industry. 

Despite the competitive forces recendy at play, b a h  and their subsidiaries 

remai. dominant players within the financial services sector, dong aimost wery 



conceivable dimension At the end of 1995, banks employed 1.5% of the country's 

workforce (i-e., 207,000 Canadians) in more than 8,000 branches with a payroll in 

excess of $1 1 billion dollars. They pay in excess of $5 billion in taxes and $2 billion in 

dividends to shareholders. They account for 2% of the GDP and 47% of the financiai 

service sector's assets (Bank of Montreal 1997; Royal Bank 1997). The C d a n  

banking industry is highly concentrated with the bulk of banking activity undertaken by 

the Big Six - Bank of Montreai, Bank of Nova Scotia, CIBC, National Bank of Canada, 

Royal Bank of Canada and the Toronto-Dominion Bank. These six institutions alone 

employ 172,000 and account for 90% of the banking assets in the country. 

4.2 Credit Card Business 

The Big Six ail issue either or Uastercard credit cards. Since the mid- 

1980s, credit card operations have typically contnauted both revenues and profits to 

most banks' consumer operations (Mhdell 1990). In Canada, Visa dominates the 

market and accounted for 12% of ail puchases made by consumers in 1996 (Visa 

1998). 

Visa and Mastercard are separate member-owned global associations who 

provide members with the support services required to issue a credit card to aistomers. 

Each association boasts in excess of 20,000 members, including banks and non-banls. 

is govemed by a series of regional boards, who are composed of member 

delegates. Visa issuers (Le., members), such as the Big Six, remit annual dues plus a 

variety of transaction fees to the Visa association. In return, members receive thne 

major benefits fiom the association Fust, they are able to leverage off the p o w d  



brand name equity associated with each card. Since they were founded 30 years ago, 

each card association has led a marketing drive to establish its brand as the credit card 

of choice around the world. According to Interbrand, a London-based brand consulting 

£km, Visa was ranked number 14 among the world's top 100 brands, and was the 

leading financial services brand (Visa 1998). Second, members are able to leverage off 

the existing number of merchants who accept the cards. More than 14 million locations 

in more than 240 countries around the world accept Visa, including 500,000 locations in 

Canada (Visa 1998). Third, the associations provide technological support by 

authorizing and settling payments and providing members with data processing related 

to the transactions. processes more than a billion transactions a month at a peak 

rate of 2400 transactions a second (Visa 1998). 

These factors have resulted in the development of a huge payments industry that 

is both an everyday feature in ou.  lives and represents a signifiant aspect of banking 

operatiom. More than 600 million Visa cards have been issued worldwide, and 

consumers using Visa products purchased more than $1 trillion in goods and service in 

the 12 months endhg March, 1997 1998). In 1996, approximately 20 million 

Canadian Visa cards in circulation were used to purchase approxhately $57.7 billion 

worth of goods and services (Visa 1998). 

Although the associations set operating standards on a regional, nationai and 

global basis to ensure the consistency and quaiity of service associsted with the brand 

name, each member determines the terms (e.g., fees and annuai interest rates) that it will 

offer its customers and conducts its own marketing campaigns. In the late 1980s and 



throughout the 1990s in Canada, the Big Six came under heightened legislative and 

media scrutiny for the te= they set for their credit cards. Among the criticisms 

leveled against them was the charge of excessive interest rates. A series of 

Parliamentary hearings were held into the nature of ban .  practices in setting ternis for 

their credit cards. 

4.3 Regdation 

Canadian banks are regulated at the federal level under the provisions of the 

Bank Act (the "Act"). This Act, fkst estabfished in 1871, contains a "sunset clause" 

that requires it to be reviewed and updated wery 10 years. The Act was most r d y  

revised in 1980 and 1992, and is expected to be revised again in 1999 or 2000. The 

most recent revisions, in 1980 and 1992, and the penod immediately pr&g the 1992 

revision, were substantively and procedurally significant. Substantively, the 1980 and 

1992 Bank Acts extended the banks' ability to offer various hancial  services. The 

1980 Bank Act extended foreign banks' operating latitude and aliowed all banks to own 

factoring and leasing subsidiaries. The 1992 Act was even more sipifkant in this 

regard in that it enabled Canadian banks to move to a ''universal banking" system, 

whereby banks are dowed to own other hancial service providen (e.g., trust 

companies, insurance companies, securities companies) and networking among these 

different holdings is allowed. 

Proceduraliy, this last set of reviews was signifïcant because consideration of the 

revisions began in 1987, well in advance of the actual amendments to the Act (1992). 

The regulations in the 355-page Bank Act cover broad areas such as ownership, 



corporate goveniance, capital adequacy, seKdeaiing, the role of supeMsory institutions 

such as the Bank of Canada and the Office of the Superintendent of Financial 

Institutions, and business powers (i.e., what businesses banks may engage in and under 

what restrictions). Among the issues that received consideration by the legislative 

bodies involved in revising the Act and related acts was the nature of the Bank's credit 

card practices. 

Despite its gradua1 deregdation, banking remains one of the most highly 

regulated industries in this countq (Saunders and Thomas 1997). Two major factors 

have contributed to this situation Firsî, although banks are federally regulated, a 

number of their subsidiary businesses are proviacially regulated (Le., trust companies, 

securities companies). This increases the number of regdations and regulatory bodies 

with which i- they must deal. The CIBC estimates that it deals with approxhtely 85 

govemment or quasi-government bodies in its Canadian operations (CIBC 1997). 

Second, although the scope of the banks' business powers has gradually expanded since 

the 1980 revision of the Act, suggesting that they are less resîricted by govemment, the 

sheer number of regdations has increased. For example, in 1980 the Bank Act added 

many corporate law provisions fiom the Canada Business Corporations Act. The Bank 

of Montreal estimates that it now files 136 different returns to govemment entities to 

maintain compliance. And managing regulation is costly. The Conference Board 

estimateci that regulatory cornpliance costs were $42 million for the deposit sector @e., 

banks and other deposit-taking institutions) in 1992 and interna1 costs were $153 

million; in other words, an average of 2% of operating expenses of these financial 



institutions (cited in the Bank of Montreal, 1997). The net result is that banks face a 

regulatory reginte in which the ability to manage wrnplexity is a requirement for 

survival and the cost of doing so is hi& 

This observation, combined with the undeniable importance of banking to o u .  

economy and our daily lives, suggests that resparch which explores how a partidar 

management practice affects outcornes in the regulatory arena shodd be of interest to 

both academics and practitioners. Credit card operations provides a particularly usefid 

lem through which to examine this question since, as a business operation, they are a h  

highiy visible and vulnerable to outside scrutiny. 

The foilowing chapter provides a history of the legislative challenges to the 

industry's credit card business tbat occurred between 1986 and 1997. 



5 LEGISLATIVE CHALLENGES TO C'REDIT CARDS: A BRIEF 
HISTORY 

This chapter provides a historical overview of legislative challenges credit card 

issuers faced fiom 1986 to 1997. As discussed in the prior chapter, the credit card 

industry was still in its ernbryonic stages in the 1970s and the early 2980s, and the 

usage of credit cards had yet to become the ubiquitous phenornenon that we how 

today. Not surprisingly, on the rare occasion when banking industry practices were 

questioned in Ottawa in the 1970s or early 1980s, credit cards had not emerged as a 

concern. In 1986, however, credit card issues erupted onto the political scene with a 

Parliamentary inqujr into issuer practices. In the subsequent 11 years, against a 

backdrop of considerable cornpetitive and economic change, Parliamentary cornmittees 

saw fit to convene three additional hearings. The ocamence of these hearings and their 

attendant public profile dictated the observation period used in this research - 1986- 

1997. The following description recounts events as they were described in the media 

and public archives, including the Committee Minutes and the House of Commons 

Debates. It concludes with a sumniary of these events and a discussion of the factors 

that may have caused the broada issue of credit card practices to rernain on the 

Legislative radar screen. (An analysis of these Committee Minutes appears in the 

Chupter 6. Inhum RepllSjVeness to Legislatiive Challenges.) 



5.1 1986 - The Blenkarn Cornmittee 

In early 1986 Conservative MP Reg Stackhouse, mernber of the govcming 

Party, expressed an interest in how interest rates were set on credit and charge cards and 

raised the matier in the House of Commons. Stackhouse was wncerned that credit card 

interest rates were unreasonably high because these rates had not declined since 1983, 

despite the decline in other key interest rates. From 1983 to the date of the hearings, 

each of the Big Six Visa-issuing b a t h  charged 18.6% per annum, levied a user fee 

(generally $1 per month) and had a gram period of 21 days. Between mid-1984 and 

mid-1986 the bank rate had decreased fkom approh te ly  12.4% to 8.8%. The Bank 

of Canada rate (the '%ank rate") is generaliy regarded as a proxy for the banks' cost of 

hding .  Therefore, there was a perception that if the bank rate decreased, and credit 

cards interest rates remained static, that the banks' profit margins on credit cards had 

correspondingly risen. Essentialiy, there was a suspicion that the banlrs had not passed 

on the swings they realized to customers. This phenornenon of credit card interest rates 

remnirllng static in the face of a declining bank rate is ofken refmed to as "rate 

stickiness". By late 1986 there were 15.5 million credit cards in circulation in Canada, 

which had been used to pay for $23.6 billion in trausactions. Table 6 contains data on 

the growth of the credit card industry fkom 1986 to 1998. 



f Year Nuznber of Carclin 1 Net DollarVoiume / Ootstuidiag D o k  

On May 26, 1986 MP Stackhouse introduced a motion into the House that the 

Standing Committee on Finance and Econornic AfEairs C'the Finance Committee") be 

directeci to investigate this issue. mer some debate, the House of Commons passeci an 

1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 

all-party motion ordering that the Finance Committee be empowered 70 the 

present interest rates chmged by the issuers of credit car& ond chmge car&'. 

Stackhouse appeared in fiont of the Finance Cornmittee, chaired by Conservative MP 

Don Bienkam, on June 17 to explain the partidar concems he had regardhg this issue 

and to reafnrm the need for a Parliamentary investigation into this matter. The 

Committee decided to wait for a report fiom its researchw on this matter and to 

wnvene public hearings in the fall. 

On November 26 and 27 and December 3, 1986, the Finance Committee heard 

testimony f?om five other witnesses, including four credit card issuer witnesses (Le., 

companies who issued credit cards, or industry associations representing companies 

Source: Canadian Baakers Association 
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who issued credit cards) and one consumer advocacy group. Throughout 1986, despite 

Parliamentary interest in this matter, bank Visa medit card interest rates remaineci 

unchangeci at 18.6%. By January 1987, Stackhouse had clearly become nustnited with 

the lack of movement in bank credit card interest rates, and with the banks themselves. 

He told the Globe and Mail: 

1 thmR ir is unconscio~b~e that the lendng instïtutï-ons warld not adjt(Sf 
their credit card rates when there har been such a &antatic fa22 in 
Canaalim interest rates .J think t h  Zending imtitutiorts are lmKing to 
squeeze out of the public everyfiaction of interest rate money they ccn> 
get. (Globe andMma?I, Jamrmy 26, 1987) 

Minister of State (Finance), Thomas Hockin, responded to repeated inquiries in 

the House about the issue by stating that the govemment would wait for the Finance 

Cornmittee's report and then decide how to respond to the issue. In mid-February, the 

Toronto-Dominion Bank lowered its rate by 3.0% to 14.5%. 

On March 21, 1987 the Finance Committee released a report, titled Crecii't C d  

in C&, that listed seven recommendations. These recommendations revolved 

around better disclosure of rates and harmonization of federal and provincial 

regulations. In addition, it recommended that a formal investigation into anti- 

cornpetitive behavior by the banks be conducted by the Ministry of Consumer and 

Corporate Mairs if the Schedule A banks (i.e., the domestic banks) did not voluntarily 

adjust rates downward. The Finance C o d t t e e  suggested that the rate reduction be in 

the range of 3%, or in line with the Toronto-Dominion Bank's recent a d o n  On March 

2 1, 1987 the fkont page headline in the Globe and Mail r a d  c4B& toiü to tut creab't- 

card rates". Hockin told reporters: 



I've spoken wifh thejimmcial itlSfihmhmons in the ht few weeh ond told 
t h  that 1 feel that way, and tthey 'd better come down And if they don 't 
come alownl Parliament will act. (Globe andMdl, Mich  21. 1987) 

Hockin indicated that the ba&s had approxhately four weeks to reduce rates. 

During this perio4 the press reported that the banks were reviewing their credit 

card interest rates, and some reporters suggested that the banks were distressed at this 

turn of events. The Toronto Star stated: 

Sources in the bankng community me 'oubaged' ... M q  bel- Hwkin 
had no rïght W n g  to use political muscle to Onng abu t  reItUcti0n.s md 
that the b& shoukih 't r e p n d  to it. (Toronto Stm. M d  28,1987) 

On April2, the CIBC reduced it credit card rate to 15.90!%, less than two weeks after the 

Finance Cornmittee report was issued. On April 3, the Royal Bank followed suit and 

reduced its Visa credit card rate to 15.%. On April4, the Bank of Montreal reduced its 

Mastercard rate fiom 21% to 18.3%. 

AU remained quiet on the credit card fiont until late sumrner when the Royal 

Bank boosted its rate back up to 16.5%, citing a 50 basis-point rise (i-e., 0.50%) in the 

Bank of Canada rate as the impetus. The CIBC and the TD were reported in the press 

as considering foliowing the Royal Bank's lead. Political reaction was mixeci. 

Blenkarn was reported as not upset by the increase, given the inaease in the bank rate. 

'Tt 's exact& what shouId hppen. It 's for ball." (Toronto Sm, August 1, 1987). 

Stackhouse, however, was incensed and caüed the rate increase a "commerczaZ 

obscenztf and continueci to comment: 

1 th* they (the banks) huve acted with shocking W e  to raise t h  
rates in contrasf to the sCanCJ4Zous slowness in loweting them k t  pn'ng. 



.. clon 't they have uny seme of faints? PmIiament mst show thol as 
big us these corpor~~om me, the people me bigger sfisfill. (Calgary 
HeruH, Augrrsr 6,1987) 

On September 23, 1987 Stackhouse introduced a private member's biii, C-266, 

that aimed to place a floating cap on credit card interest rates. On September 30, 1987, 

the bill received a second reading, but was dropped to the bottom of the list of the order 

of precedence. 

On December 1 5, 1 987 Consumer and Corporate Main Ministex Harvie Andre 

released the government's formal response to the Finance Committee's report on credit 

card interest rates. The governent accepted many of the Finance Committee's 

recommendations, and decided not to subject credit card interest rates to a legislative 

cap, claiming a cap would be unworkable. Instead, it focused its action around 

improving disclolnûe for consumers. Andre announced that the Department of 

Consumer and Corporate Mairs would publish a reguiar bulletin on the credit card 

rates banks and retailers charged, dong with tips on how to use credit cards wisely. He 

was quoted in the Toronto Star: 

Our view at this poin f is î?aat we 're going to do everything we c m  to 
make the consumer ar infomedarpossible (while) in the meantirne 
working with OM provincial cmterparts to abelop ... common wqvs of 
expressing inferests costs so thof infonnatson will be there ... .Connnners 
me now going to have to be prepmed to move in reqnse  to changes, 
and if they do, we 'Il have a cornpetitive situation and we won 't need 
reguhiion. (Toronto SW, December 16,1987) 

MP Stackhouse responded that it was a "smaIl step' for consumers, and he intended to 

continue to fight for legislation by pursuing his private members bill. 



In the first half of 1988, the Finance Cornmittee, still under Blenlrarn's 

chairmanship, wnducted an inquky into bank s e c e  charges. Consequenti y, 

legislators continued their focus on bank pncing practices, albeit in a different produd 

area. Throughout 1988, interest rates rose and banks began to raise their credit card 

rates. In July, Blenkarn told the Toronto Star that this rise in credit card rates was 

pushiug the lunit on what the Finance Committee had felt was reasonable. He rwealed 

that during their 1987 deliberations, the Finance Committee had dweloped a d e  of 

thumb that concluded that the bank credit card interest rate should be about six 

percentage points above the prime rate. Bank credit card interest rates in the summer of 

1988 were approximately one qyarter of a point below this d e  of thumb. Blenkarn 

suggested if an election was not called in the fil1 of 1988, the Finance Cornmittee would 

revisit the issue of medit card rates. However, an e l d o n  was held on November 21, 

2988, and the Conservative Party was reelected with a majority of the vote. 

5.2 1989 - The Turner Cornmittee 

In spring of 1989, Garth Turner, Conservative MP, and Chair- of the 

Standing Committee on Consumer and Corporate Mairs  and Government Operations 

(the "Consumer Mairs Committee7'), announced that the Consumer Affairs Commitîee 

would hold a series of hearings into credit card interest rates in June, pursuant to 

Standing Order 108.2. This Standing Order charged the Consumer Mairs Committee 

with examining the evolving role of credit cards in the Canadian economy. By iate 

198 8, two years der the Blenkarn hearing, the number of medit cards in circulation had 

increased to 19.4 million, and the dollar volume of transactions had increased to $3 1.2 



billion This represented a 25% increase in the volume of cards in circulation, and a 

33% increase in payment volumes during the two year period. The spread between 

credit card interest rates and the bank rate had edged back up to approximately 6.4%. 

Tuner told the Globe & Mail that: "The cornmittee har decided u n u n ï m ~ 3 ,  thaf it 

wants to look ftirther into this issue'' (Globe and Mail. May 9, 1989). f i o r  to the 

hearings, two private members bills were introduced in the House of Commons. On 

April 10, 1989, NDP MP John Rodriguez introduced Biil C-214 that wodd cap credit 

card interest rates on a floating basis. Rodnguez was aiso a mernber of the Consumer 

Mairs Cormittee. On May 8, Conservative MP Don Blenkarn introduced pnvate 

members bill, C-238, in the House of Commons to amend the Interest Act, which 

would standardize the way ali credit-card issuers calculateci interest on outstanding 

balances. 

On June 12, 13, 14, 15, 27 and 28 the Cornmittee heard fiom seven *esses 

including two politicians, a jounialist, three credit card issuers and a consumer 

advocacy group. These hearings received ample coverage in the print media. The CBA 

session in particular was reported as being acrimonious. The Toronto Star wrote: 

fie session was puncfucrted with cc~rfcaZZs, yelling and snickers as the 
MPspressed the bankers to expImn h w  the interesî on Mpmd medit- 
cmd bahces  me  calculated 'me average connmier doem 't have a 
hop  in heZZ offlgurrng dl this out becaure if's too compZlex ' Turner smd 
(Toronto Stm, June 15,1989) 

Conversely, some -esses shared a belief that the h e a ~ g s  were merely a political 

maneuver to garner attention Alisdair McKichan, President of the Retail Councl of 

Canada asserted: "Tl>is subjecf mises every year when interest rates me high ... This is a 



polinicicm 's issue. It 's not a public issue" (Toronto Star, J i  4, 1989). The Calgary 

Herald reported: 

... that bank qokemen me l ~ d  about the hemings. Xbey llunllunntarh 
there is no new infnnatron to d t o  facts @en to the Commomfmance 
commiffee on the issues two yems ago and that MPs me nuakingpoZiticaZ 
hgv at the ntsfifutiom ' expense. (Calgary Herald, June 11,1989) 

On October 30, 1989 the Consumer Mairs Committee issued as report, Chmge 

It, C'redit Cm& aM[ Ine Canaalim Conwner. The report's most important 

recommendation was a c d  for a floating cap on credit card interest rates. Akhough 

Turner ackaowledged that rates werenat currently excessive, he felt that a floaîhg cap 

would ensure the spread between the bank rate and the credit card interest rate remained 

manageable. Turner claimed: "l'bis report is ahut protection and fa-mss for 

consumers, plus reaonable interest rates. " (Toronto Sfar, October 31, 1989). The 

recommendation on a floating cap, however, was not favorably received by the Minister 

of Consumer and Corporate Affairs, HaMe Andre. 

In March 1990, newly-appointed Consumer and Corporate Mairs Minister 

Pierre Blais responded formally and rej ect ed the Consumer Mairs Committee 

recommendation on a floating interest rate cap, saying it would not be in amsumersa 

best interest. He stated that imposing a cap on spreads would actually increase charges 

because: "Regul4ed rates tend to becorne mammamrnums." (Montreal Grnene, M d  29, 

1990). Blais did accept the Consumer Mairs Cornmittee's 12 otha recommendations, 

most of which revolved around providing consumers with better information about 

credit cards. 



5.3 1992 - The Holtmann Cornmittee 

Throughout 1991, as the bank rate steadily declined, there were s p o d c  

mentions in the print press regarding the sticbess of credit w d  interest rates. Since 

the Turner hearing, the spread between credit card interest rates and the bank rate had 

increased fiom approximately 7.5% to slighdy l e s  than 12%. See Figure 1 for a graph 

of the spread fkom 1987 to 1997. By October of 1991, the number of cards in 

circulation had reached 24.3 million and the net dollar volume of transactions had 

reached 44.0 billion By the middle of the yûar Parliamentarians were once 8gai.n 

focused on the issue. On J u e  18, 1991, Consmative MP Don Blenkarn introduced 

Bill C-237, an act to arnend the Interest Act, with respect to how credit card interest 

rates are calculated. The following day, June 19, 1991, NDP MP John Rodnguu 

introduced Bill C-265, an act to limit interest rates and fees in relation to credit cards. 

These bills were similar to the prior bas iatroduced by Blenkam and Rodriguez in 1989 

in the pnor Parfiament, neither ofwhich had been selected for a second reading. 

On October 29, 1991 in the House of Commons, Conservative Mi? Tunier asked 

Minister of Consumer =airs Blais whether the govemment would now consider 





implementing a floating cap on credit card interest rates as his C o h i n e e  had 

recornmended in 1989. He went on to suggest that the banks were "gouging" consumers 

Blais responded that consumers should use "their power to renegotiate the* Zoonr" 

(Toronto Star, October 30. 1991). Parliamentarians were not as sanguine about 

consumers' abiïty to wield power. On October 30, 1991, Consemative MF Felix 

Holtmann, the new chair of the Consumer Mairs cornmittee, told the Toronto Star: 

"People ore Ieing hosed - so we me going to ask the b& whar the hdl is hppening". 

(Toronto Stm, October 30, 1991). He stated that the Consumer Mairs Committee 

intended to hold hearings to "raise a ~tin#' and to pressure the b a h  to adjust credit card 

rates to reflect cheaper borrowing costs (Toronto Star, October 30, 1991). 

The economic backdrop to this Cornmittee had changeci dramatically since the 

pnor two hearings. In early 1990 the country entered a severe recession, the effects of 

which rippled through all sectors of the economy. Throughout the early 1990q alongside 

the increase in credit card usage, were numerous corporate downsizings and banlouptcies 

as weU as a rise in personal banlrmptcies. On November 6 and 1 1, 199 1, Febniary 1 1, 

12, 18 and March 16 and 25, 1992 the Consumer Mairs Committee heard testimony 

fkom eleven witnesses, including two politicians, four credit card issuers, two consumer 

advocacy groups, a think tank and the Bureau of Cornpetition. On November 15, CIBC 

announced it would lower its rate by 1.5% to 17.75%. Four days l a t q  on November 19, 

the Royal Bank announced it would lower its credit card rate by 1.25% to 17.5% and 

asserted that it had been steadily reducing rates since last year. On December 2, 

Blenkarn7s Bill C-237 received a second reading and was dropped from the Order Paper. 



Minister Blais continued to advance the govemment's position on this contentious 

issue in response to questionhg in the House and fiom reporters. He xdntained that the 

government was concerned about credit card interest ride levels, and had spoken to the 

head of the C B 4  the retailers' association and the tnist companies' association regardhg 

his concem. However, he felt that consumers should inform thernselves and seek out the 

best credit alternative. He advocated improved disclosure, and continued to view any 

kind of cap negatively. Early in 1992, the Bank of Monaeal became the f ir t  bank to 

introduce a credit card with an interest rate pegged to prime, which effectively provided 

consumers with a low interest rate credit card alternative in the marketplace. 

On June 24, 1992 the Consumer M a i r s  Committee relessed its report, titled 

Credt C d  in the Nineties. The report remmendeci that the government adopt 

legislation around credit card disclosure (it included a ciraft Bill), issue the quarterly 

Consumers Mairs credit card report on a monthly basis, and investigate whether there 

were any baniers to entry in Canada for credit card issuers. The report also contained an 

explicit recommendation against capping credit card interest rates. Holtmann reasoned 

that a cap: 

... would likely restrct credït to a good m b e r  of people, single rnothers, 
others with low incomes (members on minorifies, yyoung dh, immigrant 
ami those with below average ecfucaficafion. (Globe &Mail, JuSt 25, 
1992). 

The Committee, having explicitly rejected the concept of an interest rate cap, was 

perceived by some backbenchers and by the Consumer Association of Canada as having 

"wimped out" and as having given away "the one-big stick - intetest rate crps - which 



mighi have forced b& to Iawer interest rutes. *' (Globe md Ma-4 JMe 24, 1992). In 

addition, one of its own members, NDP MP Rodxigueq issued a dissenthg minority 

report that, insteaà, confirmed the recommendations made in the 1989 Consumer Affairs 

report, Med Charge It (i-e., the Turner Committee report). 

On December 15, 1992 Muiister Blais responded formally to the Consumer 

-airs Committee report. He stated that the govemment did not agree with mandatory 

credit card disclosure and felt that Consumer MauS quarterly reports were dequate for 

assisting wnsumers to make informeci choices. He also stated he agreed with the 

recommendation to reject capping credit card inîerest rates. 

Throughout 1993, there were sporadic references to credit card interest rates in 

the House of Commons, and in the media. At this time a wave of new products emerged 

including CO-branded-cards (Le., an alliance between a card issuer and manufacturer 

offered consumers special benefits, such as a rebate on a car) and affinity cards (Le., an 

alliance between a card issuer and an organi7rition such as a charity offered benefits to 

the organization.) In keeping with the marketplace, the Canadian banks also intmduced a 

variety of new cards, such as the Toronto Dominion's GM Visa card, and the CIBC's 

Ford Visa. Incremed product proliferation led to numerous new and important choices 

for consumers in terms of credit card features. By the end of 1993, low interest rate 

cards, however, were still only offered by three of the Big Six banks. On June 25, 1993 a 

federal election was held and the Consmative party was reelected. On Novemba 11, 

1993 another federal election was held and the Liberal party emerged victorious. 



5.4 1997 - The Waiktr Cornmittee 

On March 21, 1994, Bloc MP Pierre de Savoye introduced Bili C-227, an Act to 

amend the Interest Act. S i d a r  to Consenative MP Blenkarn's previous bills, this bill 

aimed to standardize the calculation of interest, so that consumers could make better 

ioformed decisions. On Aprii 1 1, 1994, Paul de ViUiers introduced Bill C-23 3, an Act to 

provide for the limitation of interest rates, of the application of interest and fees in 

relation to credit card accounts. In essence, it wodd impiement a f l o a ~ g  cap, 

standardize the method of calculating interest charges and implement a mandatoq grace 

period for partial payments on all types of credit cards. Bill C-233 received a second 

reading later that year, on June 11. At that tirne, it was withdrawn and the issue was 

referred to the Standing Committee on h d u d  (the '%dustry Committee") for fùrther 

study and investigation As of Novernber of 1994, the Industry Committee hsd not yet 

decided if it would take the issue o n  Throughout 1994 and 1995 the bank rate moved in 

a volatile fàshion between slightly less than 4% to approximately 8.5%. The spread 

between the credit card interest rates and the bank rate was similarly volatile during the 

period, but never sank below 8%. Eight percent is two percent higher than the d e  of 

thumb MP Blenkam had suggested his Parliamentary cornmittee felt was a reasonable 

spread in 1986. The banking community would argue, however, that their costs had also 

increased because of the nse in personai bmkmptcies throughout this period. In 

December, 1995 the Industry Cornmittee heard testimony fkom Department of Industry 

bureaucrats on this issue. 



In 1996, however, credit card interest rates began to assume their former 

stickiness, and negative reports conceniing excessively high credit card interest rate 

levels began to appear in the press once again On April 17, 1996 Industry Minister 

Manley suggested that while Canadians should shop around for credit carQ and were 

responsible for making informesi decisions, financial institutions should also be held 

accountstble for their actions: 

1 thinkEnanciaI instihram ought to m e r  a few questions abart why 
the rates &n 't seem to be as resp12mVe on the &nvn side as they me on 
the up si&. Tifte meab'tcard rates are tm  hi& They (rhe ban&) me 
obviously showing resisfance to hvnward moves in rates. '"oronto 
s t ~ ,  ~ p n l r 4 ~ 1 9 9 t g  

He suggested that the Finance Cornmittee may investigate the matter. Manley was also 

reported as saying that the glare of the public spotlight should put pressure on the banka 

to lower credit-card rates. In May, 1996, the Bank of Montreai, the Royal Bank and the 

Bank of Nova Scotia lowered interest rates on some of their credit card produas. By 

October of 1996, the number of credit cards in ciradation had reached 30.2 million, and 

the dollar volume of transactions had reached $75.1 billion 

In Novernber 1996, Liberai MP Paul Zed rallied his backbencher wlleagues to 

push for (yet another) investigation into credit card interest tates. He and more than 50 

MPs signed a letter addressed to the heads of the six major banks and five major retailers 

that called for them to art rates by 50%. Zed called credit w d  interest rates cbimmoraP' 

and threatened to introduce @et mother) pnvate member's bili to cap them. In a letter to 



Mr. Zed, Royal Bank CEO, John Cleghorn, defended his bank's credit card practices. He 

concluded the letter by saying the Royal agreed with the fhding of the H o f t .  

Cornmittee that a floating cap would not benent consumas. Although Zed was reported 

as disagreeing with Cleghom's arguments, he appreciated the courteous geshire implicit 

in the act of responding. However, he also said that his previous encounter with banks, 

when he chaired a 1993 inqujr into srnail business lending, left him suspicious of the 

tmthMness of their remarks. 

In December, 1996, this group of beckbenchers felt that the response fiom the 

banks and retailers was hadequate and they pressed again for a Pariiamentary 

investigation. The government maintained its lack of enthusiasm for this issue, with 

Industry Minister Madey stating he felt that there were ample low rate credit card 

options available and consumers should shop around. 

Nevertheless, the Industry Cornmittee, chaired by Liberal MP David Waker, held 

hearings into credit card interest rates on February 6, 11, 12 and 13, 1997. The Industry 

Cornmittee heard testimony fiom eight witnesses including two credit card issuers, five 

consumer advocacy groups and the Department of Industry. Unlike pnor hearings, this 

hearing produced no report or formal, publicly available set of recommendations. On 

June 2, 1997 a federal election was held and the Liberal govenunent wap re-elected. 

Credit cards continued to be an issue with some parfiamentarians. On December 10, 

1997, Liberal MP de Vien introduced Bill C-301, an act to provide for limitation of 

interest rata in relation to credit cards. Throughout 1998, and rnently, concerns about 

credit cards appear to have abated, at least for the moment. 



5.5 Summary and Discussion 

Since 1986, four Parliamentary hearings into credit cards practices have been 

conducteci and eight private members bills have been introduced. See Appendix J for a 

list of pnvate members bills, and Appendix K for a list of bank appearances in fiont of 

the Finance and Industry Cornmittees. These hearings and these bills have been 

supporteci and sponsored by a political cross-section of backbenchers but they have 

revolved around the same set of issues - the perception of excessively high interest rates, 

difEculty understanding how credit card interest is calculated and the suspicion that these 

factors combine to allow bftnks to reap excessive profits. Concern over the issues always 

retums to the same themes, fairness and equity for the cormumers and a lingering 

suspicion around the probity of the banksy actions and intentions. 

The persistence of this issue may have been caused by a combination of factors. 

First, as demonstrated throughout this chapter, the banks did appear to let their spreads 

nui high This behavior patiem suggests that the banks never made any substantive 

changes to address Parliamentarians' fùndamental concem. W~thout systemic changey 

Parliamentarians appeared to feel compelled to revisit the issue. Second, credit cards 

became an increasingly important payment mechanism for the general public. By the end 

of 1998, the number of credit cards in circulation bad reached 35.3 million, and the net 

doilar volume had reached $93.9 billion. Since 1986, the number of cards in circulation 

and the net doilar volume had increased at a compound a ~ u d  growth rate of 7.1% and 

12.5% respectively. Third, at the same time as spreads between credit card interest rates 

and the baok rate were rwn& and more and more people were relying on credit cards as a 



payment tod, the country entered a severe recession Correspondin&, th-ou&oM the 

early 1990s7 consumer bankruptcies escalated. Fourth, the initial credit card heering 

ushered in an era of unprecedented legislative scrutiny for the baoking incfustry. As 

indicated in Appendix K, in the 33" and 34& Parliaments (1984-1993) the indu- 

appeared before Parliamentary cornmittees on nine different issues. By contrast, it 

appeared only five time throughout the preceding five Parliaments (28* through 32*$ 

1970-1984). This pattern suggests that the indu- was subject to a much higher and 

unprecedented level of legislative smtiny3 which in turn, may have simply heightened 

Parliamentanans' attention on ail banking practices. 

The question c m  be asked whether the unrelenting focus on credit card pmctices 

in Parliament and the media had any substantive impact on the banking industry. Indeed, 

the government throughout this entire period (be it Consemative or Liberal) has 

mliintained that direct intervention in credit card pncing by way of a legislated cap would 

be a poor policy decision. To a greater or lesser degree, it has relied on remedying public 

concems by advo~ting greater disclosure by the banks and diligence on the part of 

coll~~mers. On only two occasions has it publicly admonished the banks regarding credit 

card interest rate levels (in 1986 and 1996), and on b o t .  occasions this tactic of moral 

suasion succeeded in lowering these rates. The net r e d t  is that the industry has not had 

to endure any punitive legislative measures, such as interest rate caps. Although it is 

difncult to discern fiom the public record why the governent has been reluctant to 

intervene, two explanations can be offered. First, it may have genuinely believed that 

capping interest rates would be a bad policy decision. The United States' experience 



with credit card interest rate caps, legislated by certain states, has been mùred. 

Additioaally, the number of low interest rate credit card produas available by the mid- 

1990s would strongly argue that thae was adequate cornpetition to essuage its concenis 

around f& treatment for consumers- 

To summarize, throughout this period issues around credit cards remained a 

continual concern for backbenchers. The banks' actions in their credit card pfactices 

(e-g., raising interest rates) coincideci with a period of prolonged legisiative scrutiny on 

credit card practices. The outcomes of the banks' actions and legislaîive strategy for 

managing this scmtiny can be summarized as the contirniecl absence of a legislative cap 

on interest rates, increased disclosure requirements, sporadic short term pressure to 

reduce credit card interest rates and consequently profit margins, and relentless legislative 

scrutiny. The banking industry's practices and legislative stnitegy were modified by a 

series of contextual factors. 

The outcomes were positively modifieci by the tremendous increase in the choice 

in credit cards and the fact that the govemment appeared disinched to intemene. These 

positive factors, however, were not ninicient to ensure the industry enjoyed no regdatory 

outcomes. Ahhough the nsk of interest rate capping has never appeared to be a serious 

legislative threat to the banking industry, it has increased the industry's exposure to the 

public and forced it to continually explain and defend its actions. The tremendous 

increase in the use of credit cards, and a severe recession combineci with a perception that 

their spreads were intractably increasing did lead to a series of non-legislative outcomes, 

such as improved requirements around disclosure. The next chapter will explore how the 



iadustry, and individual banks chose to respond to each of the four hearings, and how 

their responses may have contributed to the staying power of thîs issue. 



6 INDUSTRY RESPONSIVENESS TO LEGISLATIVE CHALLENGES 

This chapter reviews and analyzes how the banling industry chose to rwpond to 

each of the Comrnitîee hearings described in the last chapter, Legzslirfive Challenges tu 

Credit Car& - A Brief Hisîory. Clearly, the banks' strategy for managing legislative 

challenges around a partidar issue may be executed using a variety of techniques such 

as lobbying behind closed doors, providing goveniment officials with research, ushg 

gras roots coalitions, and as such, appearances at public hearings may constitute only 

one aspect of their regulatory strategy. Nevertheless, the very public and high pronle 

nature of these appearances argues that they will be illustraîive of how the banks 

managed legislative challenges to their credit card business, of aspects of the industry's 

identity and of extemal stakeholders' perceptions of this industry. This d y s i s  takes 

place at the industry level for two reasons. First, in three out of the four hearingq the 

banks were represented by the CBA Second, interview data reveaid that the banking 

community has an iaformal agreement whereby they alternate representing the industry 

viewpoint with the goveniment, whether behind closed doors sessions or in public. As 

described in the chapter on MethocloIo~, the publicly available Cornmittees Minutes and 

correspondhg submissions and reports comprise the data used for the analysis containeci 

in this chapter. 

Using both an inductive and a pnor-research driven approach, three broad areas of 

analytical interest emerged in the data from the Committee hearings. First, how did the 

Committee view its role? Each Committee had an objective or a perception of what it 



wanted to achieve that guided its questions and concerns. The Cornmittee's objectives 

and self-perceptions constituted its essential or fundamental ch8c8cteristicsY in otha 

words its nature. Since the hearings were held and witnesses were invited at the request 

of the Cornmittee, understanding the nature of the Cornmittees sheds light on the purpose 

and nature of this aspect of the regdatory environment. For exarnpley what did the 

Cornmittee see as its role or mission? What were the Committees' broad issues or 

concems? And what requests did the Cornmittees d e  of witnesses? 

Second, what were the Cornmittees' specinc concems and how did witnesses 

respond to these concems? The questions summarized in the following table explore the 

issues the Committees raised, the lem through which the Committees may have viewed 

these issues and the witnesses' strategies for addressing the Cornmittees' concenis. 

Table 7 - Committee Concents and Wialess Responsiveacsa 

Bmad Qpestions 

Whaî are the substantive concenis 
of the Cornmittee? 

How does the Cornmittee view 
issaes? 

Cornmittee Concenw 

How do witnesses pusition 
themseives or theu e>rpiamîions 
and arguments? 

Witness Rerp01.w~ 

What are the major issues the 
Cornmittee raises? 

WbatexpWonsorargumenrs 
dowitnessesoffkrinrespo~~~eto 
the major issoes? 

Whatcausesissuestobecome 
important? 

How do they fiame issues? 

Do witnesses their 
expiauaîiolls or argnments in a 
waythaeisresponsivetohowthe 
Committee~tàt issues? 



Third, how did witnesses convey their arguments or otherwise respond to the 

Cornmittee. The way in which witnesses responded to the d e  of the Cornmittee, its 

reqyests and its concems reveals how they manageci their regulatory environment. The 

questions in the following table explore the nature of the interaction between Committee 

members and witnesses, 

Table 8 - N- of the Committct and W i  Rrspomivums 

Broad Question 

H o w  do Comrniîîee memhefi and 
witnessesintaact? 

What saitimentsdoes the 
Cornmittee express regardhg 
witness testimony (i-e. fnistration, 
appreciatioa)? 

Does the Cornmittee admanish or 
pIiiisethewitness? 

H o w  do witnessesrespondto 
-=4Qf-7 

Do witnesses validate the 
Cornmittee's ercistence? 

Collectively, these three areas of analytical interest shed light on the banLing 

industry's approach to managing the regulatoiy environment, its identity, and its 

reptation. First, its choices of arguments and its rnanner in deahg with legislators 

rev4ed its strategy and tactics in managing the regdatory environment. Second, as 

suggested under Literofure Review, organizational identity helps fiame organizations' 



choices and actionsy therefore how the banking iadustry chose to approach and respond to 

the nature of each Cornmittee, reveds aspects of its identity. Finally, the Cornmittees' 

and other extemal stakeholders' public testimony revealed their perceptions about 

witnesses, in other words they provide data on the banking industry's reputatioa 

Chopter 8, Industry Reptation contains an analysis and discussion of this data. TO 

raunmarize, each hearing is anaiyzed in tenns of these three areas of interest - (1) the role 

of the Committee, (2) the Committee concerns and witness responsiveness, and (3) the 

nature of the Committee and witness responsiveness. 

Each hearing involved two types of witnesses: (1) credit card issuers and (2) 

concemed extemal stakeholders (e.g., consumer groups, other politicians). The 

remainder of this chapter contains a thematic analysis on the responsiveness of all the 

"issuer" witnesses based on the above h e w o r l g  and concludes with a cornparison of 

b a h g  industry responsiveness across time. 1 conducted a thematic analysis on di 

issuer witnesses, rather than solely the banking industry representatives, since 

camparison to other relevant p u p s  helps to clarify and isolate distinctions in the 

banLing industry's approach to regdation. 1 also conducted a thematic analysis on other 

witnesses in terms of how they fiameci the nature of the Committee hearing and the 

critical issues fàcing the Committees. These analyses shed light on factors that may 

influence how the Committees viewed themselves and fiamed their concerns. The 

across-time cornparison of banking industry notes changes and lack of changes in its 

responsiveness around this issue of credit card regdation across the four hearings. 



6.1 1986 - The Blenkam Cornmittee 

On June 17, November 26 and 27 and Decernber 3, the Finance Committee heard 

testimony fiom seven witnesses, in order of appearance - (1) Reg Stackhouse, MP; (2) 

the Rnail Councii of Canada (representing retailm who issued credit ~ a r d ~ )  

acwmpanied by card issuer S e m  Canada; (3) card issuer Ai. Canada (the EnRoute w d ) ;  

(4) the Canadian Bankers Association (the "CBA", representhg Canadian brinks); (5) 

card issuer Canada Trust; (6) Consurners' Association of Canada, a consumers' advocacy 

group; and (7) card issuer Petrocan 

6.1.1 M e  of the Committee 

In his June 17 presentation and accompanying brief to the Cornmittee, MP 

Stackhouse fiamed the issue of examining the level of credit card interest rates in tenns 

of equity and fairness to the generd public. In his opening remarks, Stackhouse 

established the prevaience of credit card use in our society and then fhmeci his concerns 

around the three themes. First, he questioned 'khether m e n t  interest rates me 

justzj?ecP' given the unmoving nature of these rates relative to the "extraord iq  

voZmIity of the cost of money &se&!" (Juae 17, 1989). Second, he raiseci the issue of 

whether there was enough evidence to support industry's arguments to 'Yustrfi thiS 

impressive spread between the cost of muney and the cos? of credït" (June 17, 1989). 

And third, he directly addressed "whether it is acceptable for Parliament to infetjiere with 

the charges a comp.y imposes in a free entepise econumy." (June 17, 1989). 

Stackhouse concluded his opening remarks by identdjhg options that would be open to 



the govenunent after these hearings. He suggested these options included: 1) a ccrdSmg 

of comciousnes.? that wodd make mllsumers more aware of their choices'; 2) the 

industry itself may "bring credt charges more in line with the cost of money", and 3) 

Parliament may choose to legislate credit card interest rates. 

wth respect to each of the questions he raised, as they were debated and 

discussed by the Cornmittee, Stackhouse repeatedly returned to the themes of equity and 

faimess to explain his concems and to defend Parliament's decision to order the 

Committee to investigate this issue. Irrespective of whether Committee membm 

challengecl Stackhouse or supported him, they too fiameci the issue as one of 'fhess". 

Furthemore, they reiterated their right to ask these questions, and their need to obtain 

more information to better understand the issue. These concems around ecpity and 

fairness and their need and right to ask questions were echoed in the other sessions 

throughout the hearing. 

1 fhink it would be Iegitimate for us to ask why these practices me  being 
conciiccted (2MP Riis, Jzme 17,1986) 

We are not dispurrspurrngyour right to nm at o profil or mything like 
thos; it is the perceîved faimess. @4P McCroswn, Nownrber 26, 1986) 

Comrnittee members raised other issues that generaiiy fell unda the rubric of fainiess, 

including whether consumers were making an inforrned choice, the ease with which 

~ ~ n s ~ m e r s  could obtain credit cards, how interest was calculateci, and how ATM cards 

worked Since there was general consensus that they did not have enough information 

regarding credit card industry practices, they directed Library of Parliament researchers 



to prepare a report into the costs of credit cards during the summer. After reviewing the 

report, the Cornmittee decided what witnesses to d. 

In summacy, the Committee saw its role as one of investigating a business 

practice where there was a substantial consumer interest at stake and where, on the 

d c e ,  there was at least an appearance of unfaïmess. In order to fiilnll its role, it 

needed to gather information and understand that information, and to make 

rewmmendations based on its understanding of the information Its overwhelming 

concern was one of fairness and equity for the general public. The notion of fairness aiso 

extended to card issuers, howwer, and it was noted that they should be treated in a fàir 

and equitable manner. 

Credit card interest rates had remained unchanged s h  1983, even though other 

key interest rates such as the bank rate had dropped significantly. As suggested by MP 

Stackhouse's comments described in the last section, the major issue of concern for this 

Committee was whether credit card interest rates were excessively high. There was a 

perception that the savings that had accrued to issuers because of this drop in their cost of 

fùnding had not been passed dong to the consumer. Furthermore, this lack of movement 

in rates raised the conceni that a normal cornpetitive market was not in place (i.e., 

otherwise cornpetition would have driven rates down). 

An analysis of the questions posed by the Committee to issuer witnesses revealq 

fist, an attempt to educate themselves about the credit card business, and second, a direct 

attempt to determine whether credit card interest rates c d d  be justifiai in tams of the 



cost of cards and the profitability of the aedit card operation The Cornmittee posed 99 

questions, including requests for information, clarification of written submission or oral 

testimony, requests for opinions on policy options, and challenges to statements made by 

witnesses. Table 9 describes the subject nature of the questions. 

Table 9 - Blcnkun CommittPP: Question Topics 

1 1 1 1 

Total 1 33 1 19 1 12 1 9 1 26 1 

Clearly, the majority of the questions were in the ana of business practices and 

portfolio characteristics. Questions on business practices focused on general topics such 

as credit limits, interest on credit balances, experience with different pricing scenarios 

(e-g., the tradeoff of a service fee versus a lower interest rate), and the use of mailing 

list S. Questions on portfolio characteristics focused on understanding the characteristics 

of the issuers' credit card portfolios in terma of parameters such as the distribution of 

outstanding balances, the number of cardholders, the average transaction sue and the 

card usage. Questions on generai business practices and portfolio characteristics appear 

to be, pharily, attempts by the Cornmitîee to genedy educate themselves on how the 



credit card business hctioned, and secondly, as a way to scan for other practicea that 

might be unfair to the consumer. 

The next group of questions - cost of cards, profitability and interest rate levels - 

direaly addresseci the major issue of concem facing the Cornmittee - that is the issue of 

what is sometimes refmed to as "sticky rates" (Le., credit card interest rates were slow to 

foiiow the bank rate's downward trend). The Committee wmted to understand the coa 

of ruuning a credit card operation (e.g., cost of fùnds versus operating costs), detemillie 

whether issuer profitability was at an acceptable level and iden- any other fiictors that 

could explain the lack of movement in rates. Several questions were r a d  around 

whether there was adequate cornpetition among issuers. 

m e r  questions included topics that again, focused on other issues of wncern that 

did not receive the same amount of attention as the major issue of sticLy rates. These 

included how interest was calculateci, disclosure of information to consumers, privacy 

concems for consumers, whether consumers who were paying interest were in effect 

cross-subsidizing consumers who were not paying interest, access to credit, provincial 

regulations, and policy options. Each of these topics was raised by the Cornmittee in a 

question format fewer than five times. 

In response to the Cornmittee's concems there were clear differences between the 

CBA and the other witnesses in the types of arguments they used to defend or explain 

their practices and in the techniques they used to position those arguments. Table 10 

Summarizes those ciifferences along three dimensions - major arguments, supporting 

arguments, and positionhg tactics. 



The Retail Council, Air Cana&, and Petrocan emphasized that their respective 

credit card operations existed to support their core businesses. These operations were not 

regarded as signincant profit centers, but rather were primarily a means of offering 

convenience to customers and of retaining customers. Profitability for their credit card 

operations was either minimal or non-existent. Canada Trust, which unlike the banks 

offered several different credit cards and whose credit card interest rate was lower than 

the rate offered by the banks, tmk advantage of its market positioning. 1t emphasized 

that it had already competed by Iowering its interest rates and that it was able to do so 

because it had "'d#erentprofit expecfafifafiorts". In addition, it noted that it made a number 

of credit card products available to consumers. Implicit in this claim is the notion b t  its 

wide array of choice benefited consuaers. In summary, these issuers bolstered their 

major arguments with two broad types of assertions. Fir* that by offging semices and 

benefits to the general public, they were being equitable; and second, theK profits were 

not unreasonable. 

By conbast, the CBA arguai that the banking industry's practice in setting credit 

w d  interest rates was drBren by market forces. It defended this explanation by arguing 

that consumers exercised absolute fiee choice in their use of d t  cards. The underlying 

assumption was that price drives aii consumer behavior, and therâore, no other 

considerations regarding consumer behavior need to be addressed. The CBA made this 

assertion regarding consumer behavior severai times, even in the face of Committee 





Table 10 - B l e n h  Committee - Committee Concenis and Witness Responsiveneas 

Air Canada 

POSITIONING 
TECHNIQUES 

1 Position against binks l 
Retail Council 

Difiemat 
termioology 

We think it is wrong to 
describe the charge 
made periodically in 
these accounts as an 
interest cost because 
hwly it is not an 
interest cost (3 's a 
service charge) 

We also believe that it 
is more than 
cornpetitive with the 
bank card rates, since 
we do not charge 
transaction fies or 
annual fies and we 
have a longer grace 
period 

1 Authorit ative tone 

Canada Trust 

Confuaing 
esplanatioas 

CBA 



members who asserted that their own behavior did not conform to this modeL It 

attempted to bolster this argument by suggesting that the government should not be 

interferhg in the marketplace. Both explicit and implicit in the CBA's line of defense 

was the notion that this Parliamenîary hearing was not legïtimate. Finallys the CBA tried 

to bolster its market forces and Eee choice arguments by demonstrating that the banks 

performed favorably against other cornpetitors, primarily their American co~nferparts. 

Witnesses u d  a series of techniques to position their arguments. For srample, 

most of the witnesses r e f d  to other stakeholders, and in some cases attempted to 

position themselves at a distance fiom others, or more favorably than others. With the 

exception of the CBA, however, they did so using language that was neueal or 

techniques that were neutral. For example, the Retail Coumil referred to a long-standing 

industry norm by which interest charges on their credit cards are refmed to as service 

charges. In cuntrast, the CBA disthguished itself fkom other witnesses through the use of 

two positioning techniques that were suggestive of an entity that viewed itself as superior. 

First, there was a clear pattan of denigrating other stakeholders and of elevating 

themselves. Examples of this included suggesting that their presentation would be 

superior to other witnesses, that the Canadian banking system is superior to the American 

banking system, that tax discounters are disreputable (Le., tax discounters' business 

practïces had recently been under the Cornmittee's review) and that their technology 

system were superior to the retaiiers' technology systems. 

The cornphint look-up system is fmtarSfiarSfic nuw...lwish the & m e n t  
srores coulddo t h .  F m  niy eqxriecoe, it isprettyfiustrafrng nying to 
findout, when the goorlr are mt ri& where tu get re&e.w. But the 



redess systerns in Visa OndMasterCurd, in my o p i m  mejust 
fantasfr-c .-. (CBA, November 2 7, 1986) 

The second positioning technique was an inclination to assume it knew, 

unequivocally, how others behaved or saw the world. 

1 do not believe Members of Parliament receive many letters on thof sort 
of thing- - ... (CBA, November 2 7, 1986) 

1 would think it is extremelj eusy to move from uwd to cm4 because most 
people hove two. Ifym want tu, you c m  get two ... l d b  not SIIIC;terstand 
why you me suggesting there is aproblm of takmg one cardrofher thrm 
the o t k r  out of y a a  wallet. ... (C'A, N i m b e r  2 7, I986/ 

1 w d  have thought Parliament w d p r e f e r  to l e m  market forces to 
work .-. (CBA, November 2 7, 1986) 

Neither of these positioning techniques was apparent in the d e r  witnesses' testimony. 

Finally, unlike other witnesses, the CBA's arguments and explanations often 

seerned to confûse the Commitiee. Their explanations sometimes lacked clarity and were 

pmctuated by the use of cumbersome metaphors and anaiogies. Committee members 

periodically expressed confùsion and a lack of understanding regarding the CBA 

testimony . 

Let me have mother îry at it. That block of ussets is rolling over al2 the 
time: every 60 e s  for the amant thaf is b o n d  The mets, in fucacf 
me a revohring mount. It is like comparrng a stock and aflow. Yar h e  
a river fowing into a loke and a river flowing out the other end of the 
lake. îherefore the volume of b.cllfsactions is the streanr frawing into the 
lake, and the hk could be a dfferent size. The lake is t h  bolance, some 
of which is eaming interest and some no?. Wder isflowing into the hkz  
and out the other e>d and that is the p u y h .  Bonowings mefr&g 
in one end, puy4hms h n  the other, but the water in the IaRe is tuming 



over com&mt&. It is &acting ntterest for 60-dzypen'd on the Pwrage, 
but it is rollhg mer a22 the the .  ... (CBA, Novernber 27,1986) 

In summary, the banking industry's responsiveness to the cornmittee's concerna 

was to offer economic arguments to support its position, and to try to defiect attention on 

its actions by drawing attention to the other witnesses. These arguments were offered in 

a tone that could be described as superior and defiant. 

6.1.3 Ndure of the Committee and Wifness ReqpIZSnreness 

This section analyzes how witnesses responded to the nature of the Committee 

almg four dimensions: (1) acknowledgment or validation of the Committee or the 

goverment, (2) responses to information requests nom the Cornmittee, (3) industry 

representation at the hearing, and (4) provision of background on the witness information 

at the hearing. Table 1 1 summarizes m e s s  responses in these areas. 

Acknowledgment of Cornmittee 

Acknowledgment of the Committee refas to whether the witness confïrms to the 

Cornmittee that it recognizes and accepts the C o d t t e e ' s  purpose in holding the 

hearing, and wrrespondingiy accepts the Cornmittee's legitimacy . Positive 

aclmowledgment of the Cornmittee is iilustrated by explicit statements saying so or by 

praising the Committee, and can be characterized as validating the nature of Committee. 

Conversely, negative acknowledgment or a lack of acknowledgment is indicative of an 

unwillingness to accept the l e g i t h y  of the Committee, and is illustrated by questionhg 



the Cornmittee's purpose, its motives, its philosophy and its logic. This approach can be 

characterized as challenging the nature of the Committee. 

AU of the issuer witnesses, with the exception of the CBA, posifively 

acknowledged the Committee's work or the government's work in investigaîing this 

subject. First, on at least one occasion (and u d y  more) aii witnesses, except the CBA, 

praised the Committee. Some responded in an enthsiastic manner and projected an 

attitude of helpfulness and interest during their opening remarks. By contras&, throughout 

its testimony, the CBA never praised any govemment efforts and repeatedly questioned 

the purpose of the proceedings and the ability of the Committee to effect change. Unlike 

its discussions with the other witnesses' the Committee felt compelled to review for the 

C B 4  its purpose in this investigation 

S-, ?he purpose of our hem'ngs is to invesfrgate if the in$omed 
consumer is not &ing whar is IogïgïuzI or if it is not maiilable in the 
murkepkàce, whether the cornmittee shmI;d make r e c o m m e ~ o n s  which 
move the mmkelpace in the direction of more equity. (MF McCroswm, 
Novem ber 2 7, 1986) 

Requests for Information 

Requests for information refers to how witnesses handled the Committee's 

request that it receive additional information. Responses to these Linds of reqyests 

dependeci on whether the idormation was available or whether the witness felt it was 

confidentid. Wltnesses who were positively responsive to requests for information either 

plainly or enthusiastically agreed to M l 1  the Committee's requests, if at all possible. If 

the information was sensitive they requested that they provide it in codidence, if it was 





Table 11 - Bltakoni Committcc - Nature of the Cornmittee and Witneai Raponfiivene~ 

Industry 
rcprrncntation 

Background 
Information 
ofrtrtd 

Retrü Council 

Yes 

Yes 

Air Canada 

Yes 

Yes 

PctmCan 

Yes 

Yes 

Canada Tnist 

Yes 

CBA 

No 

Yes 
No 



not available they explained, in a neutrai tone, why they did not gather it or they 

apologized. This approach can be characterized as accommodating the nature of the 

Cornmittee. Conversely, witnesses who were negatively responsive to Committee 

requests for information either refused to provide it, citing excessive confïdentiality or 

questioned the Committee's need for the information This approach cau be 

characterized as obstmcting the nature of the Conmittee. 

The CBA adopted a unique stance with respect to its unwillingness to disclose 

information requested by the Cornmittee. Each of the other issuer witnesses r d y  

agreed to accommodate the Committee's request for additional information, albeit often 

on a corifidential basis. A minor exception was Petro-Canada, who raised the issue of 

concem over releasing proprietary information during its opening remarks but softened 

its concern by reiterating its desire to be cooperative. These witnesses were rarely unable 

to provide information, and in some cases, they were apologetic if they could not meet 

the Committee's request. These b d s  of responses met with a favorable reaction fiom 

the Commîttee. For example, in response to an apology f?om Air Canada regardhg its 

inability to provide information: 

No, no, no. As we have heu hemngs, people get an i& of the issues in 
which we me interested Pou have the Cravanfage of being a @ma pig 
t d y .  (UP McCrossan, November 26,1986) 

By contrast, the CBA's entire testimony was characterized by ditnculties 

surrounding either the disclosure of information or the availability of information In the 

CBA's opening remarks, it immediately informed the Committee that it had problems 



around codïdentiality and its members were reluctant to provide information One bank, 

in facf refused to provide the CBA with any information for this hearing. 

Some issuers me very reluctmt to p r h c e  mmrbers which they feel would 
give mvay propnefmy infonnafi-on on their costs d revenues 1 have 
had a greut &al of d#culty for that reuson in pulling together some 
mmrbers, but we ab haw what 1 thid are s m e  very good and new 
manbers to present to you, md they me confmiied in ow bri& (CBA 
November 27, 1986) 

Although they stated that the numbers they have provided in their brief are u s e u  in the 

next breath they r a i d  cpestions about those numbers. 

Inere are imp-t diierences between the b&. l%ey me no? aZZ the 
m e .  W h î  1 have done is average theni. I huve thrown them together 
arui averaged them. But that h s  not mean fhat the merages are the way 
they aZZ ab it. T h t  would be wrong. Ilrey me dflerentfrom ench other. . 
(CBA, November 2 7, 1986) 

This image of "throwing t h  together" and the accompanying disclaimer tended 

to undennine rneaningfbhess of these numbers by raising questions around their validity. 

On numerous other issues, the CBA claimed that it could not provide information 

because the banks did not d e c t  it (as opposed to the banks did not want to disclose it). 

C o d t t e e  members became incredulous of the CBA's inability to provide information 

I am a bit sutprised the bmiRF, who kum everything about eveîything, 
w d d  not know anything about thut. Isuggestperhap>s you do not want 
to knnv because you ab not want to annver thafparl~~curlm quesîion. (MP 
Ciwi& Novemaer 27,1986) 



Twice duriag the session, the Commîttee admonished the CBA that it had the power to 

compel organizations to appear, and that its members may want to rahink their attitude 

towards cooperation Another MP characterized the CBA's information as "se& of the 

pm?ts". The CBA responded to these criticisms by suggestiag that to collect all the 

information the Cornmittee wanted would lead to "informaton pollution", and 'ot some 

point you have to operate a busines." The implicit suggestion in this response is that the 

Committee requests are a nuisance to organizations who are trying to do business. 

Furthenuore, the CBA suggested that these particular questions served "no realpurpose." 

These kinds of contentious exchanges did not taLe place with other witnesses. One of the 

Cornmittee's key roles was to g&er information It felt that as a representative of the 

people, it had the right and the obligation to access this information By resisting the 

Cornmittee's attempts to gather information, the CBA was directly asdt ing the nature 

of the Committee and questioning its legitimacy. 

Industrv Re~resentation 

Industry representation refers to whether individuals directly fiom the indu- 

made themselves available to the Cornmittee. Individuals with current and direct 

operating expenence should be able to provide better quality information to the 

Committee. It can be constnied as a sign of respect and again, an acknowledgment of the 

legitimacy of the Cornmittee, to send someone who is doser to the issue. 

In contrast to the other witnesses, the banking industry, and by extension 

individual banks, elected to not smd anyone to t e s e  who acaially was fiom the 

industry. This is in stark contrast to the only other issuer lobbying association to appear, 



the Retail Council of Canada, who appeared with the memba of the association who 

acted as the chair of the Retail Council's cornmittee on credit cards, and was also the vice 

president in charge of credit at Sears Canadaanana This individual was able to answer 

questions in greater detail than the trade association representatives. The other tbree 

witnesses were ail fiom industry. 

Provision of background information 

Provision of background information refers to whether the witness provided the 

cornmittee with an ovemiew on their organization. Although this overview may be 

available in submissions, not all MPs read the submissions prior to the session, so a 

witness cannot assume that the Committee will know who they are based on theu 

submission By providing background information, or an introduction to the 

organhtion, the witness engages in a social ritual that helps set a positive tone for the 

encounter. They can also take the opportunity in the introduction to position themselves. 

At some point during each session, ali witnesses except the CBA, gave some 

background information on their orgahtion. The CBA never described the 

organization or its members. Implicit in the absence of introductions, is the assumption 

that no description is needed because ai i  present would lmow the organktion 

Alternatively, the CBA may not have wanted to draw attention to the oligopolistic nahue 

of the industry. That may or may not be the case. MPs may have different levels of 

understanding of the CBA and who it represents. By not taking the opportunity to create 

an image for the Committee it lost an opportunity to position the industry positively. The 



lack of background information also contributed to an image of the banking industxy as 

monolithic, since no evidence to the contrary was presented. 

In summaryy the CBA's approach to the Cornmittee stood in stark contrast to that 

of other witnesses. 1t repeatedly challenged the Committee's legitimacy, rebuffed its 

requests for information and did not make industry personnel available. 

6.1.4 Sumnt~ly and Discussion 

The banking industry, represented by the C B 4  took an extremely different 

approach to the Committee relative to the other four witnesses. Although there were 

ciifferences in degree or in nuance between the other witnesseq they generally 

approached the Committee in the same marner. This approach can be described as 

cooperative, and is best illustrated in how they responded to Committee requests for more 

information, the degree to which they acknowledge the legitimacy of the Committee and 

the rnanner in which theîr arguments were tailored to address the Committee's concerns 

arouad equity and excessive profitability. For example, the other witnesses positively 

responded to the Committee's request for information, even when the confidentid nature 

of that information was a threat to its competitive position. They downplayed the 

profitability of their credit card operations, but did not resist providing information on 

these operations and emphasized customer benefits in their arguments. Finally, although 

some of these witnesses attempted to distance themselves fiom the banks, they did so in a 

m m e r  that did not disparage the banks. 

By contrast, the CBA's approach could best be described as chaliengllig, 

defensive and obstructive. AU their arguments were rooted in rationai economic theory 



and they refùsed to tolerate or consider any suggestions that customers may not behave in 

accordance with a rational economic model. Thei. references to other stakeholders can 

be described as arrogant. What is particularly interesthg is the degree of difference 

between the CBA's responsiveness and the responsiveness of the other witnesses. They 

can be described as polar opposites in their responsiveness. While other issuers 

(including Canada Trust, a direct cornpetitor) graciously accommodateci Committee 

reqyests, they declined to give information While other issuers validated the 

Cornmittee's objectives, they repeatedly questioned the legitimacy of the hearings. 

While other witnesses carefully and neutrally positioned themselves as standing spart 

from the banks, they regularly denigrated others while correspondingly elevating 

themselves. 

In this f i s t  set of hearings, the CBA's general approach to the Finance Committee 

fûnctioned to erect walls instead of building bridges. The CBA, and by extension the 

banks it represented, chose to disregard the Committee concerm around equity and 

faimess. Their belief in the fiee market system, and the wrrespondllig assumptions they 

made about consumer behavior (te., the general public), comesponded with a refisal to 

consider any other viewpoints. And fïnally, the lack of an industry representaîke and 

their uawillingness to disclose information can be interpreted as disrespect for the 

Committee d o r  as a belief that the Committee was unable to materially effêct its 

fortune. 



6.2 1989 - The Turner Cornmittu 

On June 12, 13, 14, 15, 27 and 28, 1989 the Consumer Cornmittee heard 

testirnony fkom seven witnesses, in order of appearance - (1) Linda Leatherdale h m  the 

Ottawa Sun newspaper, (2) Don Blenkarn, MP, (3) Reg Stackhouse, former MP, (3) the 

CBA, (4) the Retail Council of Canndn accompanied by card issuers Hudson Bay 

Company, Sears Canada, CanaAian Tire, T. Eaton Company, (5) the Consumers 

Association of Canada, and (7) the Trust Companies Association of Canada (representing 

card issuing trust companies). None of the Committee members had served on the 

Blenkarn comminee. At the time of this hearllig there were two private members b a s  in 

the House on credit cards. BU C-238, introduced by MP Don Blenkam, aimed to 

standardize the rnethod for calculating interest on credit cards using the retait industry's 

method as a model. Bill C-214 introduced by Committee member John Rodriguez, 

aimed to place a floating cap on credit card interest rates. 

6.2.1 Role of Cornmirtee 

Just as the Blenkarn Committee was concerneci with the public welfare, this 

Cornmittee's overriding concern was also that the public be treated by card isswrs in a 

rnanner that was fàir. Throughout each of the sessions the issue of faimess was raised 

both in questions asked by the Committee and in the statements they made. 

Do you not thmk that is misleadhg towmd the connmers? If it is not 
deliberate on the pmt of the O&, wwhy cd0 you not move and db away 
with t h  before we do it as a cornmittee? Abolish it It is mjiair to the 
people. (Questz*onpused to the C M  by MP B d a ,  Jme 18, 1989) 



I am suggesting the public is getting m d  (MP R0rarorarguez* Jlcne 15, 
1989) 

The present system is in my view mf&r and mlafnlely contpliwted md 
resirls in an unfair cuZcuhtion of interest. BIenkarn, Jüne 13, 1989) 

Similar to the Blenkarn Committee, this Cornmittee saw itself as being the represendve 

of the Canadian people, and saw its primary responsibility as investigatin& and if 

necessary, helping to remedy unFaû market practices. Members of Parliament 

conceptuafized how the Committee might remedy these practices in different ways. 

Some members believed the govemment ' s primary responsibility as protecting the 

consumer, while others viewed its primary role as inswing equity in the marketplace. 

It seems to me thar govemment Z job is to m& m e  that thme is u f& 
ZevelpZiyingfieZd and thaf people understrmid what thPy are biryng, w& 
t k y  m e  baying it, whot they are p4ylng1 und why they me @g it. &P 
Blenhrnl J i  13,1989) 

But 1 subniit to you the consumers m e  not ahvays ahle to protect th& 
interests in the smne way. ïhey do not have as mmy levers to pull, so they 
ma& look to Parlament to yeak for them. For thut remon I welcome this 
opporSunity, for t k  lower income people of our c m @ y  are epciai& 
wlnerable in fhis area fumer MP Sfackhouse, June 13, 1989). 

There were subtle clifferences between the Blenkam and Turner Committee 

members' responses towards wmiesses. Fira, some Turner Committee members seemed 

to have p r e - f o d  strong opinions prior to hearing from issuer witnesses regarding 

whether their practices were in f a  fair. This may be explained by the fàct that this 

Cornmittee had had the opportunity to rwiew prior testimony on the credit card industry, 



and had been exposed to the introduction of two private memba's bills on this topic in 

the House of Commons, as well as considerable media coverage. 

Y m  pinfed out, M. Blenkzmt, how collsumers are gouged Ym porirted 
ou? that they chmge a dai& interest rate and not un annual rafe of 
interest, and t h y o u  in f a t  end q-g comllSl&rably more on an 
annual b& GNen that reaIity, is ihere not a need to rein these monsters 
in and M g  them 10 heel? &P R&guez, Jme 13, 1989) 

Second, there was also some hstration on the part of this Committee around its 

ability to e f f '  change. Some members questioned why the recommendations fkom the 

last Committee had had such M e  impact and there was sensitivi~ to a Globe and Mail 

editorial that had suggested the inquiry was 'poZiticu2 rneuI8ing". There was a specific 

suggestion that one aspect of the role of the Committee was to keep the spotlight on this 

issue. These two differences may have combined to make this Committee more 

challenging in its questionhg of witnesses. Despite this difference in approach, this 

Conmittee, just as the BlenLani Committee, operated under the assurnption that the 

public has a right to fair treatment, and that it had the right and the responsibility to hold 

îhis inquiry. 

6.2.2 Committee Cmcerns and W i ~ n e s  R e s p o ~ e n e s s  

The specinc wncems of this Committee were very different fkom the concems of 

the BlenZrarn Committee. Whereas the central issue the Blenkarn Conmittee focused on 

was excessively high or "sticky" interest rates, the Turner Committee focused on whethex 

pdcular issuer business practices were fair. Specincdy, it focused substantial attention 

on whether financial institutions' method of calculating interest rates was fhir and 



adeqyately disclosed, and whaher retailers granted access to aedit car& too ecisily (and 

thereby placed low incorne consumers at risk). Second, the Blenlcarn Cornmittee used its 

forum in part to educate itself by soliciting information fiom issuers on their business 

practices and the characteristics of their portfolios. In contrast, the Tumer Cornmittee 

used t s  forum to test out or gather opinions on the policy options open to it, and to c l a r e  

their understanding of and challenge issuers on these specinc practices of concem. 

The Committee posed 81 questions of issuer wifnesses, including requests for 

information, clarification of written subrnission or oral testimony, requests for opinions 

on policy options, and challenges to statements made by witnesses. UnWre the Blenlram 

cornmittee, where questions were generaliy repeated for each witness, the distribution of 

questions varied among witnesses. Table 12 describes the subject nature of the questions. 

Table 12 - Tamer Cornmittee: Question Topica 

1 1 1 

Total 1 21 1 14 1 5 1  

Question Topic 

Method of interest 
rate calculaiion 
Disclosue 
Easeofaccess 
Levelofinterestrates 
Competitim 

practiçes 
Othcr 

Given that the Retail Council of Canada faced a fbmiamentaiiy different set of 

Tru8t Ca 
Assocution 

9 

Re!tail Coancil of 
Canada 

2 

than the financial institutions, the rernainder of this section is devoted 

CBA 

19 

O 
3 
O 
1 
7 
8 

2 
O 
O 
1 
1 
1 

6 
O 
2 
5 
5 
14 



exclusively to an analysis of the responses offered by the finiincial institutions. Table 13 

summarizes the dinaences in the CBA and the Trust Companies Association responses 

to the Cornmittee's concem dong three dimensions - major ugumenf supporting 

arguments and positioning tactics. Clearly, for the financial institutions the majonty of 

interest lay in the topics of whether the method of cddating interest was fair, and 

relatedly, whether the method was adequately disclosed. The Commiîtee explored the 

issue of the grace period, the date fiom which interest was cornputecl, whether interest 

was wmpounded daily, and partial payments. To a far lesser degree, the Committee 

r a i d  the issue of such as whether there was adequate cornpetition in the market, and 

asked a variety of questions around portfolio characteristics, the cost of cards, profits and 

interest rate levels. Interestingly, although there was a pnvate members bill in the House 

on capping interest rates, and its sponsor, John Rodriguez was a member of the 

Committee, the issue of interest rate levels received very little attention in this 

Comrnittee- This Iack of attention may have occurred because the issue was not a 

pressing one at this time for consumers, judging kom the stones witneases shared with 

the Committee, or the fact that the spread was only rnarginally higher thaci it was in the 

prior hearing. 

Both the CBA and the Trust Companiss Association twk the position that the 

government should not advance legislation that mandated how interest should be 

caldateci. That is, they disagreed with MP Blenkam's private members bill that 

proposed mandating that d credit card issuers should calculate interest b d  on the 

method used by the retailing industry. However, they chose different arguments to 



Table 13 - l b w  Committce- Committec Con- and Wiaicru ~~ 

On the rnethod &interest calcuiaîïon 

People who are taking adrantage o f l e  
credif element are going to wind up -hg 
higher interesf than ttrey wodd othemise. 
nose  people tend to be the people who 
cannot Mord to pay oftheir bill mes) 
month. 

On the back of each datement it is 
perfecctly clear what is going to happen t j ï  
do this or that We c m  agree that here is 
a need to make that information clearer, 
simpler and more straighrjamard so the 
consumer un&rston& 

We do nof beliew it is apppnkte or 
in the consumer's interest to tty to 
akjine the nahm of the prorftrct ... That 
is a murketphemmenon, and market 
cornpetition will take cme of the 
coltsllmer- 

There is a lot of litcraîaue out, And let 
me repeat, sisince the Bcmk Act of 1980 
and the cost-oj%orrowing dischsute 
regrclations we have been required to 
produce all that information, in &W. It 
is there. 

Correct wmng information that 
Conmittee had been @en 

Use of focus gronp data 

support their positions. The CBA's position regarding the calculations of interest was 

fiuidamentaiiy that the govenunent should not intemene in "product design". Consistent 

with their argument before the Blenkarn Cornmittee, they asserted that market foras 

would ensure tbat consumers were treated Wly. In contrast, the Trust Companies 



Association fkmed their arguments directly in tenns of fairness to consumers and 

helping the Cornmittee achieve its objectives. They suggested that the method of interest 

calculation was one component that affect4 interest rates, and if îhis component was 

fïxed, the rate itself might have to be raised so that the economics remained the same for 

issuers. This rnay disadvzmtage consumers. In addition, they argued that mandating such 

a feature may be dysfùnctional as the market evolves. They cited the diffidty an 

individual has when calculating mortgage rates (which were legislated decades ago) as an 

illustration of what could transpire, and how the outcome may not be consistent with the 

Cornmittee's objectives - that is to make the method of calculating interest transparent. 

At a suiface level both the CBA and the Trust Companies Association offered 

that disclosure was very important and that more could be done to fiditate disclosure. 

The Trust Companies Association maintained throughout its testimony that t placed a 

premium on trying to meet consumer's needs for disclosure, that it waa contindy trying 

to improve disclosure and that it felt it could do a better job. It did not enter into any 

discussion on whether consumers understand the material, nor did it repeatedly defend its 

disclosüre practices. 

The CB A's position was somewhat more schizophrenic on this issue. Thughout 

the heariag they emphasized that they had always met disclosure requirements and at the 

very beginning and towards the end of the session they o f f i  ways on how b e y  had 

exceeded the legislative reqgirements. In addition, however, they repeated severai times 

that their method of calculating interest was fair, simple and straightforward and that any 

consumer could understand it. They suggested perceiveci problems around disclosure 



arose because consumers were not interesteci in underatandhg the information, they were 

not financialiy motivated to do so, and they offered focus group data to support this 

assertion They were wed to this line of reasoning even in the of numerous 

cornmittee members professing confllsion over how interest was calculateci and how it 

was disclosed. Their refùsal to validate or aclmowledge the members' pefsonal vie- 

and experiences led to several angry exchmges. 

MP. BeZIemare- Y m  me not m e r i n g  my question. Didyou not notice 
t h  there is a certain c o ~ o n  in the minth of members of this cornmittee 
and in the wqy they ask questions or receive answers? 

Mr. Muclntosh: That was not my reaction to how the members felt. 

MP. Bellemare: WeZZ, I I ,  I tell you that it is p-te clem for me, as a newb 
elected Mem ber of ParIiamen t, thut a21 the mem bers of the coltunittee ab 
not agree with you at aIl or are con>pletely coesed 

Members expresseci a general concern that the banks' practices were generaily 

misleadhg in the area of the caldation of interest rates. The concept of the p c e  perïod 

and how it was handled is an example. 

To put it riflerently, your so-calZedperiad of grae is not an tmJeîtered 
pend of grace. It is a period of race t .  . y s  you can have p c e  f y m  
ply it al4 but i fym m& the m i 6  of-g it all lem 50 cents, we are 
going to smk it to y m  for interest on t h  whole amountfiom the &te of 
purchase. And that is a con job. ïhat is a con job. &fP Simmons, June 
14, 1989) 

To summarize, in stark coatrast to their direct cornpetitor, the Trust Company 

Association of Canada, the banking industry once again chose to frame their primary 

response to legislator's concerns in terrns of economic theory. Although in wntrast to 



their performance during the B l e h  hearing îhey did attempt to convey that they were 

sensitive to the issue of fairness to the consumer (e.g., by having exceeded regulaîory 

requirements, offaing to improve disclomre7 use of focus gmups) they undermined their 

own aitempts at doing so because of their reliance on the central market forces argument, 

and in the general mamer in which they approached the Committee, as discussed below. 

The remainder of this section andyzes issuer witness respomes to the nature of 

the conunittee dong three dimensions: (1) acknowledgment or validation of the 

Cornmittee or the government, (2) industry representation at the hearing, and (3) 

background information The dimension - request for information - that was included in 

analyzing the Blenkam hearing is not relevant in this hearing. The Cornmittee made only 

two requests for additional information - information gathering in order to fùrther 

understand the business did not appear to be a key issue for Committee members. Table 

14 summarizes the diffêrences in witness responsiveness to the nature of the Committee. 

Acknowledgment of the Committee in this hearing can be defïned as being 

forthcoming in responses to questions7 answering questions directly7 being respectful of 

the Committee process and Comminee members, and recognizkg the legitimacy of the 

proceeduigs. The Retail Council of Canada and the Trust Companies Association were 

both engaged in behavior that validated the Comminee's role. For example, they 



Table 14 - Turner Corn- Nature of tbt Committec and Bcrponrivmcrr 

Background information 

Retailcoruicilof 
Canada 

We are gZad to 
have the 
oppmm-ty to 
appear before the 
Cornmittee. 

Yes 

There can be 
absolu&& no hubt  
you have every nght 
and every ob Iigation 
to took into mafters 
that are of conwrn fo 
your constrnstrfuents or 
constituencies at 
Zcage. 

No, buî CE0 is a 
former MP and 
coiieague 

Yes 

Oh, no. 1 did not say it w m  not 
appmpriate for Parliament to 
m i e w  this, Parliament has tlie 
nght to do airythrng it wanls, 
und certainiy i t  has the right to 
tmk atcredit car& or arnything 
else. We are happy to be hemhere 
We do not question that We are 
saying p r o k t  design is not 
appropria&? in tiie cornpetitive 
marke@Zace. 

explicitly acknowledged the C o d t t e e ' s  role. The CBA, in contrast, stated it accepted 

Parliament's authority to investigate these matters, but immediately Qualifieci what it felt 

would be the legitimate outcornes of such an investigation. FUffher evidence of the Retail 

Council and the Trust Companies Association acknowledgrnent of the Cornmittee is 

apparent in that they did not engage in personal debates with Cornmittee rnembers, and 

generaiiy speaking, they acknowledged and directly amwered the Commitîee1s' 

questions. 

In contrast, the CBA's interaction was fiaught with tension, arguments and hostile 

exchmges. A comparative example is available in examining the Retail Council's 



response and the CBA's response to newspaper headlines that credited MP Blenkarn with 

accusing the banks' of charging usurious credit card interest rates of 1,0W/o. The CBA 

chose to directly address the issue by asserthg that MP Blenkam has offered ern>neous 

Mr. Maclnfosk Now 1 want to turn ta the question of u a l c u ~ g  interest 
rates, beecrrse this ispmt of the question of disclosrae d i t  ispmt of 
the irlf0~71~rt;lon-1 should say, Mr. Chaiman, s e n m  r n i s i n f ~ ~ ~ o n -  
you received in this committeefi.om M. Blenkam yester&y. I f  was 
serious misinfonnat.lnnat.lon.. andl will show you h m  t h  is so. 

Mi. Roririguez (1Vickel Belt): On apoint of order, the witness is 
calhg into question evrevr&nce that fhe chainnan of the Sfanding 
Committee on Finance of this Noirse of Cormnonspresentedyesterhy. 
Naw, ifhe wunts to have a spimitg match with Mr- Blenkarn? he is in 
Room 308.1 ab not thinkhe shou&icome in here rmdmake thatkidof 
mement when ME BlenRarn is notpresent. 

Mr. Maclntosh: This is not China? Mr. Rociiiguez. 

Mr. Rocaiguez: Well, you are carry~itg on as ifym have some God-Zike 
right fo cnficize people who are not hem. 

The Retail Corncil, in contrast, raised the Cornmittee's attention to this issue, but 

in a far less inflammatoIy manner. 

The account system is based on uveraging. 2j'you make conirived 
calctl~-onss. from time to time you crm show a very apparent, b g e  
interest or sem-ce charge being pmdfor a parfrparfrcuIm perinod of aine. 
I would suggest, Mr. Chairnuml that this kind of caIcuZation is rea l .  
misleading because it d&s not give a frue picme of the costs the 
-orner will experience mer scay a yeark operation of the accounf. 
(ReibiZ Councii, June 15, 1989) 



Severai times throughout the CBA's session, Committee members commented on 

the association's defensiveness and unwillingness to acknowledge the issues thpt 

concerned it. 

Certain& 1 am not here, to crn~lck the C&m banking system. I am a 
sqqwrfer of the banking system. Iam afiee enterpriser. 1 Ielieve in rhe 
profit motive, 1 beliew in r e m  on investmenf md all that. ZW is my 
view of what rnakes Crmodo go m d  But 1 think the CanadrCanadrm Bunkers' 
Association, andym as their representafive, are hyingyour h e d  in the 
smd ifyou ab not thmk t h e  are pr0bZern.s with the mediif system to which 
C d u n s  me atpresent eqosed 1 really do not d r d  why you 
would be defensive about ir. (UP Crosby, June 14,1989) 

Finally, the CBA was also taken to task several times for not answering cpestions 

directly, and for providing confiising information 

niar is not what I suid and you how h e d  well what 1 said! 1 dd not 
taZk about abolishing the period of grace. Every time we have asked a 
question here tahy, we have been misled We m o t  hem a straight 
answer. The chairmm knows what 1 aked I ciid not ask tu abolish the 
period of grace. Andyou, M. Maclntosh. how what 1 asked here t-. I 
have asked that the period of grace be just thataperiod of grace with no 
strings atfached Do not twist my quesrion moMd BOUCiLia, June 
14, 1989) 

In summary, the CBA appeared unwilling to engage in a dialogue with the 

Cornmittee and the session appeared to signifïcantly increase Committee membas' 

fhstration with the indu-. 



Industrv Remesentation and Sack~~~ound Information 

As in the prior hearing the Retail Council was accornpanied by industry 

participants; this time four senior level e x d v e s .  Unlike the Blenksrn hearing, the trust 

industry was represented by its industry association, with no indu- representation 

However, the CE0 of the trust indu* association was a former member of Parliament, 

and was weil known to the Cornmittee. The CBA, as in the case of the Blenkam heatizlg, 

appeared with no industry representation. In addition, the CBA's primary representative, 

Robert Machtosh had been invalvecl in litigation with the Cornmittee Chair, MP Turner. 

In his pnor Me, T m r  had been an e x e d v e  at a newspaper and his newspaper had sued 

MacIntosh over remarks Machtosh had made about the media in a public setting- En 

light of this history, the industry's judgment in sending this particular emissary is 

questionable. It may signai either an ignorance of how to bed manage the legislative 

environment, or alternatively, be an indication of the little importance it attachai to this 

hearing- 

Both the Retail Council and the Trust Company Association offered short 

descriptions of its membership. As in the Blenkam hearing, the CBA offered no 

description. Again, this represents a lost opportunity to position themselves, and an 

implicit assumption that they are so weiî known, they don? need to introduce themselves. 

6.2.4 Summary rmd Discussion 

This hearing, like the Blenkam hearing, can be viewed as a vety negative 

experience for the banking industry. 1t came across as defensive and arrogant, and at 



least some Cornmittee membas clearly held a negative view of the industry. The 

industry appeared to feel compelled to defend its exïsting pfacfice~, men though they 

admitteci they wuld be improved. As in the Blenkani Commatee, they espoused a view 

of the public that was rooted in the cboice argument, consumers could "choosen to be 

informed if they wished, they simply chose not to. 

Nevertheless, t should be noted that while the industry tended to rely on the same 

kinds of arguments and tactics it had relied on it the Blenkarn hearing, it had rnodif?ed 

some of its techniques. For example, it did not denigrate others, it did reach out to MPs 

with offers to visit f'acilities, and it did validate some of the Cornmittee's concems such 

as acknowledging a need for better disclosure. In this hearing it appears that they were 

attempting to be more moderate and conciliatory in their views by suggesting that 

disclosure could be improved, but they could not disregard a core aspect of their identity, 

that is a belief in the fiee market and a notion that consumers were raiional and motivated 

solely by financial objectives. Even when directly confkonted with evidence to the 

contrary they felt compelled to defend themselves. It was as if the industry 

representatives had been given advice on how to best manage in this h d  of regdatory 

setting, but aspects of t s  identity prwented it fiom executing this advice. In the end, as 

in the case of the Blenkarn hearing, this episode served to build more barriers between 

the industry and Parliarnentary backbenchers, and contributed to a negative public 

reputatioe 



6.3 1992 - The Holtmmn Committee 

OnNovember 6, and 20, 1991, and February 6,11,12,18 and Merch 16, 1992 the 

Consumer Comminee heard testimony fiom ten witnesses - (1) Garth Turner, MP, (2) 

card issuer the Royal Bank of Canada, (3) card issuer the Bank of Morneal, (4) the 

Consumers Association of Canada, (5) card issuer Amex Bank of Canada, and (6) card 

issuer Canada Trust, (7) Don Blenkarn, MP, (8) the Bureau of Cornpetition Policy, (9) the 

Fraser Institute (a Vancouver-based think tank). Three members who had serveci on the 

Turner Cornmittee also serveci on this Committee - MP Don Boudria, MP Ron 

MacDonald and MP John Rodnguez. Prior to the beginning of this hearing, MP 

Blenkarn and MP Rodriguez had each reintroduced their private members bills aimed at 

legislating credit card practices. Blenkarn's bill, Bill C-237, introduced on June 18, 

1991, once agaui aimed to standardize the method for caldating interest on credit cards 

using the retail industry's method as a modeI. BU C-265, introduced by Cornmittee 

memba Rodriguez on June 19, 1991, once again aimed to place a floating cap on credit 

card interest rates. This Committee difFered nom previous ones in that it made a direct 

attempt to gather current information fkom the United States on credit card practices, and 

the outcornes of interest rate caps that had been legislateci in certain states. Halfway 

through the hearhg, on Febmary 3, 199 1, it embarked on a three day visit to the US to 

investigate credit card issues. 

6.3.1 Role of Committee 

As in the prior two hearings, the Committee was clearly concerneci with 

addressing a business practice that they felt may be unfair to consumen. F r e c p d y  



tbiroughout the session they retumed to the notion tbat they were acting in the interests of 

consumers and responding diredy to constituent concems. In this hearing they 

positioned themselves as  acting as 'combudmen'7 ar as o f f d g  a c'voiceyy for  cons^^. 

They viewed themselves as consumer advocates who couid investigate the &sY make 

recommendations to the House of Commons and send a message to the financial 

Connmrers have raïsed a great &al of concern a h t  the interest rate 
stmctures chorged by b&, parfiparficuCarly on Visa andMasterCmd and 
those types of bank wds, d we felt it w m  innmibent p n  us. with OM 

reqwnsiibilies, tto hy to d e =  some of t h e  cmcems direct&. &P 
McDowla, Febrwty 12,1992) 

It's very con.sistent with this cornmittee's objectives to sit davn, voice 
consumer concerns. and send a message. By Bying t . ,  1 believe this 
committee can empower consumers. The commzttee cun show that 
financial i ~ ~ h r t i o n s  are the servunts of the marketplace, and not the 
masfers. &P Tmer,  November 6, 1991) 

In contrast to the last two hearings, the focus of  this hearing was on £inancial 

institution practices, and in patticular, bank practices. Non-financial institution card 

issuers were not cailed to t e m y  and members made it clear they were explorhg bank 

practices. 

We're here because we wanted to get a bahcedpictwe of medit crad 
m e r s  and operatorsjkm the banks of C d  (UP HoZfmarm, 
November 20, 1994 



At the same tirne, members felt they had to explicitly assure bank witnesses that 

this was not a vendetta against the banks, and that the Cornmittee's role was simply to 

investigate these business practices. 

Mr. Cleghorn, aZZ thai we 're tiying to & here ... This is a quick herPmg. 
It's rwt a wWItch hunt. ... A22 we 're to do is he2p the connmers. (MP 
MacDomM November 6, 1991) 

In the last hearing members expresseci some hstration that the Blenlram hearing a d  the 

resulting report had not produced longer lasting reform. This hstration over the fidure 

of the Pariiamentary Cornmittee to &ect substantive change in credit card practices 

appeared to have intensifieci since the Turner hearing. Members who had been on both 

Committees were particularly distressed over the seeming lack of progress. 

The finance cornmittee undertook a study of thzs motter in 1987. ... Then 
we noticeci, becoure of al1 the jaw-boning ... it appeared, you guys go? 
emharrasse(i: md then the rates srmted to &op on the c r d t  cur& Then 
we eased 08 We look the pe&Z oflthe metal, or whutever they .y. We 
went through thispen'od: andagain we M i n  1989 the same 
scenarïo. ... We saw the same thing irappening startzing ht q f i n g .  And 
here we are agmin it's aZZhappeniitg over again I j m t  don't fhmk ? k t  
consumers have to &pend on this kind of jawboning to get faimes m the 
marketphce for commmers. @4P Rodriguez, Februc~f~ 12, 1992) 

In summary, this Cornmittee, similar to its predecessors, was most concemed with 

whether consumers were being treated fairly. Unlike the last two Cornmittees, howeva, 

this Committee explicitly focused on financial institutions and their practices. It saw its 

role as the defender of the general public, and as an advocate who couid, and should, 

send a powemil message to the banking wmmunity. 



6.3-2 Committee Concerns and Wifness RespollSiVeness 

The Holtmann Committee foaised on investigating three specinc credit card- 

related issues - (1) whether there should be an interest rate cap, (2) whether there was 

enough cornpetition in the banking industry as related to the credit card business, and (3) 

whether there should be more disclosure of interest rates and other matters in the issuing 

of credit cards. While interest rate levels and disclosure had been the focus of prior 

cornmittee hearings, this Committee departed fiom its predecessors by deciding to 

formally explore a specific policy option - an interest rate cap. This decision may have 

resulted fkom the level of frustration expressed by Cornmittee members regardhg their 

seeming lack of ability to pemianently affect credit card interest rates, the presence of 

three members who were very experienced in these matters and had heard many of the 

arguments on these issues, or the existence of a private members bill advocating a cap. 

Although the policy option of a cap had been discussed at previous hearings, the 

placement of it on this Cornmittee's formal agenda suggests that it may have become a 

more plausible and desirable option for Cornmittee members. This, in  URI, r a i d  the 

regulatory risk for issuers. 

The Committee posed 165 questions of issuer witnesses, including requests for 

information, clarification of written submissions or oral testimony, requests for opinions 

on policy options, and challenges to statements made by witnesses. Table 15 describes 

the subject nature and number of questions directed at each issuer witness. 



Table 15 - Holanrnn Committec: Quation Topicr 

1 Total 
1 I 1 1 

1 46 1 26 1 48 1 45 

w o n  Topic 

Level of ïnmest 

. - 
Cwipetitim 
Busintsspracbices 
Costofcards 
Interest rate cab 

Table 16 summarizes the differences in issuer witnesses responses to the Cornmittee's 

B.nlrofMontrd 

6 

concems dong three dimensions - major argument, supporting arguments and 

RoydB.alr 

13 

Canada Tmst 

2 

-- - 

4 
5 
8 
3 

positioning tactics. Clearly, the major focus of interest was in the level of interest rates, 

AmcrBlnlrof 
Canada 

8 

2nd correspondingly, whether the inmease in rates represented excessive profitability for 

4 
7 
2 
1 

issuers. Closely related to the concem over credit card interest rate levels, was the issue 

of adequate competition in the financial services marketplace. Members operated with 

4 
5 
3 
7 

the assumption that adequate competition would ensure that interest rate levels were fair 

S 
O 
O 
2 

and reasonable. These concerms occupied the major portion of the testimony. Despite an 

explkit and artidated desire to explore disdosure and related pfactices, this topic 

received littk attention compared to the related issues of rate levels, profits and 

competition. 

All four issuer witnesses ciaimed that the rise in credit card interest rates could be 

largely attributed to their efforts to offset reduced profits that had resulted f?om the nse in 

the level of personal bankruptcies, caused by the early 1990s recession. Each witness 

claimed that credit card loan losses stemming fiom personai banlmiptcies had doubled in 



the last one to two years, which in tum had caused severe erosion in their credit card 

profit margins, and in some cases, outright Losses in tfieir credit card operatiom. Each 

also claimed they were pnce leadem in maintzlining lower interest rates. There were 

distùictions between the witnesses, however, in how they chose to position these 

arguments, and in the supporthg arguments they advanced. 

Amex Bank of Canada C'AmedY) provideci a breakdown of the costs of cards, 

including the impact of loan losses, and stated that it was currently eqeriencing a loss in 

t s  Optima credit card operatiom. (Its testimony refmed to its credit card product, the 

Optima car& and not its charge card product, the American Express card.) This loss was 

partiaily due to the fact that it was a newcomer to the Uidustry as well as prevailing 

market conditions (i.e., the bank rate, card losses). Amex also emphasized that it had 

been a leader in providing cornpetitive rates since its entry to Canada, and cited a 

testimonial fiorn the Consumers Association of Canada to this effect- It stated that its 

explicit strategy was to continue to be a pnce leader, to provide value to consumers and 

to underpnce the bank cards. It also informeci the Cornmittee that it had annound a two 

percent drop in its rate the &y prior to the hearing, to go into efkc t  in three and a half 

months. Credit card interest rates were clustered in a vgr narrow band, and a two 

percent decrease clearly put Amex at the lower portion of the band. 



Table 16 - Holtmann Committee: Cornmittee Coaccrnn and Witncss Rtspondveness 

ARGUMENT 

Priœ leader 

We like to think of 
ourselues as a prlce leader. 
I'm not 
sure I c m  stand here and 
say we me a leader in 
every instance, but we are 
certainty among the 
leaders in Canada ... it 
would be nice to say that 
we run a light ship and we 
l h  lo offer our 
customers good value. 

Lashg money 

lnc~wsc in c d i t  card 
loasts 

Pria leader 

This keeps the Optima rate 
of interest below those of 
large bank car& and 
demonstrates our 
commîtment to provide 
value to the Canadian 
consumer. 

h i n g  money 

Aanounced 2% drop in 
rate ~s dcmonstntion of 
comdtmcnt to pria 
lerdtnbip 

Incmrire in credit card 
lossta 

Pnœ leader 

I would have to say that we 
have beeri the most 
aggressive rate recfucer In 
al1 sectors of our business, 
because we believe in this 
economy. We are going lo 
give our eustomers a bmak 
every tirne, as eady as we 
cm, and we have done it 
here too. 

Launched lon rate 
MutCrnard 

Incmue in cmdit card loaaea 

Priœ leader 

You will also note that while the 
Royal Bank is sometirnes, men 
fiequently, the price leader- 
we've led for al1 of 1991-this Is 
not ahvays the case, About the 
best bomt I can produce is thut 
we are competitive with the 
other issuers, but as they will 
be quick to tell p u ,  so are they. 

vit was possible to produce 
f i m  market~ctuations a 
constant spnead in a 
concentrated section of the 
portfolio liRe this, il really 
would be a no-brainer business. 
In fat ,  mag ing  the spread is 
ut the heart of the business, and 



Table 16 - Holtmann Cornmittee: C o d t t e e  Concerna riad Witnesn Rwponnivenena 

POSITIONING 
TECHNIQUES 

Canada Tmrt 1 Amer Bank of Cmadm 
] Reafiùm commitmcnt to 

m e r  a favorable 
alternative to the banks 

Divert attention fmm 
queationn and issues 

B d c  of M o a t d  
Rerninn conunitment to 

Royal Bank 
Educite about product 



Canada Trust had a p p a e d  in eont of the Blenkarn Cornmittee and had 

established itself as a low cost provider at that t h e .  1t appeared to have a reputation as 

such with the Cornmittee, and was perceived by at least one committee member as a 

leader in lower interest rates, particularly in cornparison to the banks. 

The reasonIaskis thatlamahokdèr of one ofyourcardsmdluse it 
becmcse your services me generally less expellsjve. Il's hmd t o F p e  out 
why s m e  of the 6&, pmtïcuIàrly, seem to compete for who cmr be the 
highest charging whereas others ccm 08er the smne senice for lesr 
money. (iZ?iP Bou&ia, February 6, 1992) 

Canada Trust also employed some of the same supporthg arguments as Amex Fbt, it 

focusecl on providing value to its customers. Second, it offered a breakdown of the 

components of the interest rate, including the impacî of lom losses. Third, it too was 

sustahhg a loss in its credit card operation. Fouxth, just as Arnex had announcecl a rate 

decrease, it oEered some relief for consumers in a high rate environment. It allowed the 

consumer to access a personal line of credit (at a lower interest rate) through their 

Amex and Canada Trust also enjoyed an advantage that was not shared by the 

banks - they were not the explicit fonis of the he!aring, and in the eyes of the Cornmittee, 

they did not d ê r ,  specficaliy, fiorn an accumulation of public bad will and mistrust. 

The reason we me here t 0 . y  is fhat w constituents fee2 thut bards me 
chargrhg too much interest on credit car&. M y  constïfuents feel that b g e  
coprutions me notpaying enough &wme There is a mistrust of 
corporations, qpeczjkdly banh. Bu& hwe hi@ projts in absolute 
tenns. (MP Thorkelson, November 6, 1990 



The two banlrs that appeared in fiont of the Committee emphasized that they were only 

representing themselves, and clearly, they differed in how they fiamed their arguments. 

Throughout its testimony, the Bank of Montreal retumed again and again to the theme 

that it wanted to provide value and be faU to its customas. It began by emphaskg that 

t was a price leader in al1 product areas, includiag credit cards, and offered aumaous 

examples of this leadership, including that it had reduced credit card interest rates nine 

times in the past 14 months. Additionally, similar to Canada Trust, it had launched a 

Prime Plus Mastercard, which offered a credit card interest rate at prime plus five 

percent. Finally, like Amex and Canada Trust, it conveyed information on the impact of 

loan iosses on its credit card interest rate. It revealed that its credit card losses had more 

tban doubled during the recession, aod had increased by $36 million in the past year 

alone. This traaslated into an additional 2% in interest cost, and a 50% reduction in its 

operating profit margin. 

The Royal Bank similarly took the position that it was a price leader, but was 

somewhat less emphatic in its claim. Instead, it focused on trying to educate the 

Cormittee about the complexities and difnculties inherent in managïng the interest rate 

spread (Le., the difference between the bank rate and the credit card interest rate.) Unlike 

the other three witnesses, the Royal Bank had no product-related offaing that wouid 

suggest evidence of an atiempt to directly address Committee concems. Severai tirnes 

throughout the session, the Royal Bank deflected membm' questions or avoided 

answering them directly by reframing the question to divert attention nom themselves or 

f?om the d i t  card product. 



ME Ehmzston-. I'm gomg to throw it bacR to you I'm Zooking atyour 
own bank ccrrd inferest rates and I am seeing aputtem of about 20% 
19%. 

Mr. CCLeghonr: Y m  have & v e n t  stores on the sirle. at 28%; oil 
companies are 24%. (November 6, 1991) 

Profitability was a sensitive issue for &esses and a critical issue for Cornmittee 

members. One of the Cornmittee's key objectives was to detemine what percentage of 

each organhation's profits came fiom their credit card operations, and the orda of 

magnitude of that profit. With the exception of the Royal Ba.& which refùsed to provide 

. . 
data, the other three witnesses claimed they were sutammg losses or the business was 

unsustainable at CuRent profit levels. Amex stated they had not yet realited a profit in 

their credit card operations. Canada Trust asserted that it was currently in a cumulative 

net loss position dating back to when it first entered the business. #en pressed by 

members, it achowledged that the cumulative net loss would be in the range of $25 

million to $50 million, The Bank of Montreai, in contrast to the other witnesses, revealed 

that it made 40 to 50 cents per month on each Mastercarci, loan Iosses had reduced its 

profit rnargin by 50% and credit cards contributeci less than 3% to the Bank's earnings. 

Aithough it sîiU made a profit on credit cards, it was unequivocal in telling the 

Cornmittee that at these profit levels, its credit card business was unsustainable. 

On the issue of competition, ai l  witnesses claimed to be in nivor of if but they 

each fiamed their enthusiasm differentiy. The Commitîee focused on whether there was 

adequate competition in the marketplace, and how witnesses would "compte with others 

in the m a  of reducing the interest rute?" Members challengeci the notion that there was 



red competition since the range of credit card interest rates was fairly m o w .  Generally, 

witnesses responded by explainhg a narrow band in a commodity product was not 

unusual, and that issuers compete on features other tban pria. Canada Trust wos 

shaightfofward in its aclmowledgment and acceptame of cornpetition, and did not 

elaborate beyond simple statements. Amex and the Bank of Montreai, however, used the 

discussions on cornpetition to reinforce their key arguments. Amex used its position on 

cornpetition to align itself with the Cornmittee, and to raise question about anti- 

cornpetitive behavior by the banks. Later in its testimony, it expounded on ditnculties 

accessing the payments system, because of b d e r s  erected by the banking community. 

First let me sqy thot the Amex Bunk of Cana& shores the cornmzftee's 
view that vigorous competition in the financial market is very much in the 
best interest of C-m conwners. It is for this remon that 1 have heen 
a vocal duocate of refonnr to the CanadianfinanciaI systemI which 
WOUM he$ to enwe that al2 CQnadjanflmciaZ instïfufrôns have 
cornpetifive access to the electï-onic highways that &fine the rqidly 
evotvingpayments system ~ o m s  Perlis, Presidènt and CEO, Amex, 
November 20, 1991) 

The Bank of Montreai said it welcomed competition in credit car& and remindeci 

the Committee that competition extended beyond price to other features. The Committee 

praised the Bank of Montreal for taking competitive action by introducing the Prime Plus 

card. Lweraging oEthis good will, it fiamed its comments on competiuon in terms of 

h g  its customers. 

1 t h k  ii is a m e r  of al of us, ïfwe me compet ingd l  c m  on& qeak 
for rnyself-to look for everypossible cornpetifive dmrfage we canjhd 
versus our conipetitionI to sente Crmartm better. That zs whaf we do 
every hour of every dqy. (Alan McNuZ&, yice Chairman, Bank of 
Montreal, Febnrmy 12, 1992) 



The Royal Bank's remarks on cornpetition, however, were not as weii received by 

the Committee. Again, it tended to avoid direct answers to the Cornmittee's questions, 

and on occasion this hstrated membas. For example, when one mernber posed a 

hypothetical question asking what the Royal Bank wouid do if the bank rate dropped, 

instead of responding directly to the hypothetical question, the Bank responded by 

asserting ". . . but I think we have to look ut what is likely to hppen." It also oEered less 

detailed testimony on cornpetition than the Bank of MontreaL For example, the Bank of 

Montreal quanMed the nurnber of issuers and described the range of fatUres, whüe the 

Royal Bank spoke in generalities. 

On the issue of an interest rate cap, Amex, the Bank of Montreal and the Royal 

Bank explicitly argued against legislating such a cap. Again, how they fiamed their 

argument is consistent with how they positioned themselves to the Committee. Amex 

argued that competition would best serve the consaimers. The Bank of Montreal 

repeatediy focused their responses on the negative impact that would result for 

In short, the infrOaUction of an interest rate cap could have s(gn@cant 
adwrse consepences from a connmrer perspective: higher fees, shorter 
grace periodr, Zess consumer choice, reduction m the avmlobilîty of me& 
finrce with the aitenalant risk of contraction in connmierpurchasing 
power d rerail d e s .  (2 (Al McNully, Vice Chaiman, Bank of Mnfreal, 
Febrwry 12, 1992) 

The Royal Bank also referenced the negative outcornes for wnsumers, but did not 

do so with the single-mindedness of the Bank of Montreal. Unlike the Bank of 



Montreal's repeated focus on faimess to consumers it choose to give more elaborate 

discussions of the ditndties associateci with imposing a cap, including the challenge in 

choosing the nght margis the effect of creating a barrier to entry, and the punitive 

economic effect on issuers. Canada Trust's reaction to the issue of a cap was £kr less 

emphatic. They explaineci aiî the rasons a cap was problematic, but suggested that 

ultirnately the industry wodd work with whatever regdations were in place, albeit in an 

a l t d  marketplace. 

To summarize, all four issua witnesses adopted the same kind of arguments when 

presenting themselves to the Cornmittee. They amibuteci the rise in rates as largely the 

outcome ofextniordinary loan losses and a rking bank rate; they each claimed to be pnce 

leaders; they emphasized that the credit card industry was aiready extremely wmpetitive 

and they welcomed more competition; and they argued against the imposition of an 

interest rate cap. But there were subtle differences b a e e n  the witnesses, both in how 

they were treated and in how they positioned their arguments. Amex was a strong 

advocate for incrwed competition, positionhg itseff as a co~lsumer-oriented altemative 

to the banks. C d  Trust gave straightfomard testUnony that emphasized its histonc 

strategy of giving vdue to consumers. Both of these orgmizations were able to assuage 

the Committee's concems about excess profitabiiity by claiming to be sustaining losses in 

their credit card operatiom. 

The banks, by contrast, were clearly on the firing line, and therefore, there was a 

greater onus on them to be responsive to the Cornmittee's concerne. Aithough both 

banks offered the same kinds of arguments, the Bank of Montreai's were more focused 



on M g  their arguments in tenns of wbat is fair and responsive to consuners. 

Although the Royal Bank also made reference to consumer interests 3s strategy seemed 

to be to educate Committee members on the intricacies of the business. An example of 

its strategy of conveying its viewpoint in thorough detail is evïdent in the length of its 

opening remarks - they lasted 30 minutes, compared to 15 minutes for the Bank of 

Montreai, 10 minutes for Amex and four minutes for Canada Trust. It ofien offered 

lengthy, comprehensive and educatiod responses to Comminee members' questions or 

statements. Kt also attempted to deflect the attention on its practices by re-g a 

question or an issue in a way that was more fâvorable to it. 

6.3.3 Nature of Cornmittee and Witness RepIISiYeness 

The remainder of this section analyzes issuer witness responses to the nature of 

the comminee dong three dimensions: (1) acknowledgment or validation of the 

Committee or the government, (2) Uiformation reqyests, (3) indusûy representation at the 

hearing, and (4) background information Table 17 summarizes witness responses. 

Acknowledament of Committee 

Acknowledgment of the Committee in this hearing can be defineci as being 

forthwming in responses to questions, answering questions directly, being respectful of 

the Committee process and Committee members, and rewgninng the legitimacy of the 

proceedings. For the most part al1 four Witnesses aigaged in behavior thrt volidated the 

Cornmittee' s roie. Amex, explicitly acknowIedged the Committee' s purpose, and 

actively alignecl tself with the Committee. C d a  Trust was less explicit in its 



endorsement of the commitîee. Fnstead, its endorsement of the Cornmittee was revealed 

in its responscs to wncerns of the Committee, including possible legislation- For 

example, unlike the other witnesses, it stated that it wodd be able to adapt to an interest 

rate cap. It also chose to remind the Committee that it had appeared before, and had 

adopteci practices that prior Committees had cited as beneficial for the consumer. 

Although the Royal Bank and the Bank of Montreal were not as explicit as Amex 

in their validation nor as amenable as Canada Trust to Committee suggestions, they did 

make simiificant effort to convey to the Committee that they undastood its wncems, 

and were making an honest effort to address these concem. For example, they ofken 

took the opportunity to comment on the wisdom of Committee members' questions, or to 

convey an understanding of why the hearings were being held. This pattern of behavior 

is the opposite of the approach the industry assumed in the prior two hearings. 

Sir, 1 c W  respond with three points. 1 cer&inly tnuhrstund how it w d  
appeco; in the fructuutions t h  you &scribe ... how the perception carld 
have o c m e d  (Ah McNaIly, Yice Chainnan, Bank of Monireal, 
Febnurry 12, 1992) 

It's easy to why people without a detailed knuwledge of the 
credif cmd industïy would be concemed 1 h o p  we cmt answer those 
concents tonight. (John Cleghom, President and CCO, Royal B& 
Noventber 6,1991) 

Also, unlike their approach in the two prior hearings, the banking industry never 

questioned why the govemment was mgaging in this process, nor whether the 



Tabk 17 - Holtmuin Cornmittee: Nature of the Cornmittee rnd W i t a ~ s  hponrivtness 

Acknowldgment 
of Cornmittee (or 
govtrnmcnt work) 

Information 
mqueats 

Canada Tmat 

We're certainly in fmor of 
fit11 disclostrre. We have a 
sheet ütat b availuble to our 
customers that explains in 
great detail thefeahtres of 
our cards. Infact, I believe i f  
was cited as a 
mode1 ofdsclosure in 
Commiîtee hearings a couple 
of pars ago. 

Accommodates reluctantly 

1 wouldprefer not to answer 
the question "how muchn 
because I think that 'r 
information that certainly 
our cornpetitors do 
not s h m  with us. This being 
a public hearing, I'd be 
sharing 
information with them I'd 
prefr not to. 

Vaiidate 

ln closing, let me reput that 
American Express shares 
and applauds p u r  concem 
that Canadian consumers of 
flnancial services receive 
the 
fil1 benejt of compefi tion. 

Accommodates tvluctuitly 

It is a ver- cornpetitive 
world, 
and that is informutfon we 
obviously don't want to have 
to put on mord,  because it 
is confdential information. I 
don't know how else 
to onswer p u ,  I mean, ifwe 
were compelled to come, of 
course we would 
come, 

Bank of Montml 

We have no sliàes, but as 
Canada's largest MasterCard 
fssuer we certainly app~ciate 
this opporhmity to provide our 
views on the credit card 
interest rate subject, We 
sincerely h o p  they will 
contribute constructively to 
the commiîtee's deliberations. 

Indeeà, at Bank of Monh.ea1, 
our MasterCard business 
represented but a small part of 
Our 1991 earnings: lesr than 
3%. 

Royal Buik 

Validate 

1 want to refer briejly to 
disclosure. We are in absolute 
agreement with Members of 
Parliament on ifs value. 

First of all, we don 't make Aat 
information available to 
anybody, Thut's not public 
In formation. 



Table 17 - Holtmarm Commitce: Nature of tbt Commiîtec and Witaw Rerponaivcnti~ 

I B d m d  I Yes I Yeu I Yea I YCS 

Industry 
Canada Tmnt 

Senior industry 
Amer Bank of Cmada 

Sedor industry 
Bank of Mont r d  

Scnior indudry 
Royal Bank 

Senior induntry 



government had a nght to conduct these hearings. The only difficulty that arose was the 

tendency on the part of the Royal Baok to be less tban direct in its responses, as discussed 

in the last section 

Information Reauests 

Committee members did not request specific information regardhg business 

p d c e s ,  but did make repeated and pointed hwes into the profitabiiity of credit tard 

operatiom. As in the prior two hearings, Witnesses perceived this information as 

confidentid and were reluctant to part with it in a public setting. Amex and Canada Tnist 

both disclosed they were losing money, and when pressed, Canada Tmst revealed the 

magnitude of its net losses. 

The Royal Bank did not divulge the impact of loan losses on credit card interest 

rates, and reâised to reved numbers concerning profitability, also citing confïdentiality 

concems. Znitially, it attempted to address the Cornmittee's concems by giving a general 

discussion on the relative nature of aedit card losses to mortgage loan losses. Accordhg 

to the Royal Bank, its mortgage portfolio was ten times the size of its credit card 

portfolio, and credit card losses were five to ten times that of its mortgage losses. This 

description did not appease the Commïttee, howwer, and in the end, the Royal Bank 

offered to have the CBA compile inhistry information that would protect the 

confidentiality of industry participants. The Bank of Montreal, as discussed earlier, was 

the most forthcoming and reveaied specinc details regarding its profitability. It was the 



only witness to directly address the Cornmittee's concems in this area, and that was noted 

during the session 

1 would ZiRe to compliment you on ymfianRness. I feel comfor&z6Ie with 
some of the figures you have giwR the kind o f f i g u s  we were Zooking 
for, in a generul sense whol you me makjng as profit, what y m  epecfed 
your profits to bel und the losses in your credit cnrd operatibnsi 
Erononston, November 6, 1991) 

Despite the Bank of Montreal's efforts at more complete disclosure, members 

eqressed a great deai of frustration regarding the lack of woperation in this area. What 

is pruticularly striking, is that this &siration was pohtedly directed t the banks, a g a  

despite the Bank of Montreal's efforts at being opee Although the Bank of Montreal 

was comphented for these efforts during its session (as noted above), in subsequent 

sessions members refemed to 'the Canadian banks" (in toto) as being obdurate and 

JWy do you think the CLI11CILIi'an brmh steacifastZy, absolutely refis&, on 
the gr& of co@denfaIity andcompetifiveness. to give us 
information? (UP McDonuM November 20, 1991) 

1 can't why, if the b& dfinanciaZ insfilufilufiom have 
nothing fo hi& in this mea. they won Y have full and open disclanae 
wirh respect to some m e w e  of profitobility withaut destroy'ng their 
conpetifive advantage or gening into any kind of a price cornpetitive 
thing. (A@ Simpson, November 20, 1991) 

Tndustrv Remesentation and Background Information 

Senior members of industry represented aU witnesses. For the banking indu- 

this was a stark depamire fkom the earlier medit card hearings, when oniy the CBA 



appeared on its behaE Each witaess, in its opening statement, descrieci the magnmide 

of its credit card operations, and in some cases, provided additional information on its 

overali operations. Again, for the banking indusûy, this was a departure nom prior 

heafings, where the industry association was silent on background informatioa The 

willingness to send representatives h m  the most senior echelons of the industry, 

combined with opening statements that appear designed to remind members that they 

were hearing fiom individuals who are knowledgeable, signahl a new approach This 

approach wuld be characterized as one that is more r e s p d  or at least more w w  

of the public ramifications of industry representation at these hearings. 

To summarize, the banks' acknowledgment of the C o d t t e e ' s  wo* and 

willingness to validate the Cornmittee's work, marks a dramatic depamire fkom the 

industry's approach in the prior two hearings. Each bank made demonstrable efforts to 

address cornmittee concerm, to acknowledge the legitirnacy of the Committee, and to 

demonsaate respect for the Committee. Altbough tension remaineci between Cornmittee 

members and bank witnesses regarding disclosure of information on profitability, the 

level of antagonism was paipably less in this hearing than in the Blenkarn and Tumer 

hearings. 

6.3.4 Summory and Dzsmssion 

In the Holtmam hearing, in contrast to the prior two hearings, thae was much 

greater similarity between the issuer witnesses in terrns of the nature of the arguments 

they presented and their approach to the Cornmittee. Ali witnesses attributed the rise in 

credit card interest rates to the occurrence of exterd economic circumstances (i-e., the 





Although both made reference to the coIlSUmers, iî was more apparent as a theme 

in the Bank of Montreal's testimony. It came through as its central message to the 

Committee. The Royal Bank had several messages, including an attempt to educate the 

Committee on the complexity of business, the difficulties of the marketplace, and the 

attempt to convey multiple message in a relatively short time frame may have c8used 

their message about consumers to be diluted. Interestingly, howeva, despite the Bank of 

Montreal's clearer message regarding the importance of consumers, its willingness to 

reveal sensitive information, and its o f f h g  of a low interest rate credit car4 members 

stU seemed to perceive the banks as a singular, unresponsive entity. 

6.4 1997 - The Waiker Cornmittee 

On Febniary 6, 1 1, 12, and 13, 1997, the Standing Committee on Industry heard 

testimony f?om eight witnesses, in order of appearance - (1) the Department of Industry, 

(2) the CBA, sccompanied by card issuers the Bank of Montreal, the CIBC, the Royal 

Bank, and the Toronto-Dominion Bank, (3) Association Cooperative d ' b n o m i e  

Familiale de L'Outanouais, a consumer advocacy group, (4) Consumer Aïd Services of 

ShaWnigan, a consumer advocaçy group, (5) Consumers' Association of Canada, a 

consumer advocacy group, (6) Democracy Watch, a consumer advocacy group, (7) 

Federation of co-operative Family Economics Associations of Quebec, a consumer 

advocacy group, and (8) Retail Council of Canada, accompanied by card issuers 

Canadian Tire, S e m  Canada, Eaton Credit Corporation, and Hudson's Bay Company. 

None of the members had served on pnor Committees. At the time of this hearing there 



wae no private members' bill in the house on rnatters related to c r d  mdsY although 

one was introduced later in the year by one of the members, MP de Savoye. 

6.4.1 Role of Committee 

This Committee was cognizant of the fact that it was conducting the fouah 

hearing in ten years on the same topic. Its stated objective was not to '*simp& resfafe 

enrlier positions but to mow the agenda along in alealiing with the issues of medit 

car&.. " (MP W a h r ,  Febnuuy 6, 1997). As in prior hearings, the Committee 

conceptualized its role dong a number of dimensions. Fir* it believed it had a role as a 

gatherer of information, in order to make recommendations to the governrnent, and to 

ensure that consumers were adequately informeci. 

F m  myperspecîive, Iwill b working within the comminee fo ûy to get 
parter& r e m s  fiom the O& and the rem-Z outlets so we ccm try to 
figure out how to get ut thisproblern so C . m  are not Ieft with the 
disclchrantage they have right now under these ciTcumsfances. @4P I m o ,  
February 12, 1997) 

I'm concemed about that because in the end the innocent consumer loses, 
mtd our objective har been, jirst, to try to make sure thor consumers knnv 
exact& what they're gemg when they get their car&. &P Lasfewka, 
Febmary 13, 1997) 

Second, the Committee saw itself as the 'Protector of the peopley'. Similar to the 

Holtmann Committee, whose members expresseci a desire to be a "voice" for the people. 

this Conmittee clearly asserted its desire to aisure that uird issuers were net unfaûly 

didvantaging its codtuents. There was an underlying assumption that 1-e card 



issuing instmmons, especialiy banlrs7 were profithg at the expenses of memba's 

People must have cards, so they're behg controlled by businesses fo some 
exfent. ïhey!re beiizg controlled by bbanlr, und the bank enjoy a 
pnviZeged~*tion here in Cima& to some &gree, byrtue of the 
govemment. So the consumer is real& dèqerate, and feeling fr@ 
Who is p&g on beholfof the consumers here? (MP Hiqer, Febnrmy 
11, 1997) 

2nat's whaf govemments me al2 abmt They act as referees beîween the 
people and their iltSfiltSfitutïo~. But 1 donf# think there Z a referee here. (MP 
Shephard February 6, 1997) 

The Commitîee cpestioned how witnesses viewed their respomibility to 

consumers As opposed to prior committees7 the notion of fairness was impliciî, ratha 

than expficit, and there was clearly an assumption on the part of Cornmittee members thai 

card issuers had a mord and social responsibility to deal with co~lsumera in a mamer that 

was reasonable and did not unfi'aùly exploit wnsumers' lack of power. 

Do bmtks have a moral conscience? 1 d r s f a n d  that you wanf to 
promote your prorkrcts, that you are in cornpetition, but are there nof 
Iimits on how you obfain mmket shmes when you Rnow very well thot the 
least well-t& in our society me bemhg the brunt of your profit hunt? 
(UP de Suvoye, Febru~q~ 11, 1997) 

1 reaZIy want to askyou what repllslllSlbiZity y m  have as retailers and 
as a retail council to the prevention ... ï h t ' s  reao ut the k a T t  of this. 1 
don? thznk if's really in your interest to have people l d  thernselves tu 
that point. It's not in the interest of socïety, und it's sot in the interest of 
f d l y  lve, it's noî in the interest of building commrntities to ab &S. (MP 
Schicit, Febmuy 13,1997) 



In summary, as in the three prior hearings, dis Cornmittee saw itself as a 

protector of the public and wanted to insure that large institutions, especially the banks, 

pT8Cticed their business in a manner that ensured fair treatment for aU 

6.4.2 Cmmittee Concerns and Witness ReptlSNeness 

The Walker Committee's concenis also p d e l e d  that of its predecessors. It w a ~  

very concemed over the lack of movement in the level of credit card interest rates, 

despite a decrease in the bank rate, and correspondingly, whether issuers were reaping 

excessive profits &om their credit card operatiom. It also expressed conceni that issuers, 

in their zeal to build market share? may be granting credit too easüy to disadwmtaged 

elements of society. Numerous questions focused on whether easy access to credit cards 

imperïled this group of constituents. In contrast to the lest hearing, the issues of 

wmpetition and interest rate caps did not have a significant place on the agenda. In 

addition, there were a number of general questions around d i t  card business practices 

that may reflect the relative newness of Committee rnembers to this topic. 

The Committee posed 72 questions of the two issuer witnesses, including requests 

for information, clarification of d e n  submissions or oral testimony, requests for 

opinions on policy options, and challenges to statements made by witnesses. Table 18 

describes the subject nature and number of questions directed at each issuer witness. 



I Question ~ o p i c  R ~ ~ U L  c0mci.1 I CBA I 

1 Total 1 41 1 31 1 

As stated above, the vast majority of questions concemed interest rate lwels, 

proEitability and access. More questions were direcîed at the Retail Cound, but this may 

refiect some confùsion over a particular aspect of their written submission regarding cost 

of cards, on which members repeatedly asked questions. The general questions around 

business practices touched on merchant fees, credit checks, the method of caldating 

interest and cornparisons to Ammîcan practices. Questions grouped under the category 

Mer focused on topics such as disclosure, portfolio charactaistics, interest rate caps, 

and cross-subsidization 

Table 19 summarizes the ciifferences in issuer witnesses responses to the 

Committee's concenu dong three dimensions - major argument, supporting arguments 

and positionhg tactics. 



We also wmrt to simss abat rhis card is 
oflmedpnnmrmIy as a semice to 
clrstomers. If's an djunct  to îhe pnpnmmy 
business of retailers, which is d l ing  
merchandise, 

I 

Abundrince of choice for consumers 

Major ugrimcat Supportive of core opentions 

As we tried to &monstrate earlier in 
o w  presentaRaRon, the amver to the 
question is of course that bankr have 
indeed respontled.. For those who 
want to  make swre thaî in fireir 
ou&funding balances they minimire 
their interrest camying ch-s, 
Canada's chcartered bonks do oner the 
fow rate altemative in the ~ R e r  

Posithning 
techniques 

The CBA and its ammpauying industry witnesses were uriwavering in their 

Dimemtiate h m  banka 

response to Committee members' accusations of interest rate stickiness. They 

emphasized the argument that the banking industry, over the 1st four years, hi 

responded to this historic conceni with the introduction of low interest rate credit cards. 

They characterized the product choice facing consumers as "staggering" and asserted that 

they wae leaders in offering low rate cards. They drew the Committee's attention to the 

fact that, as a result of this produd innovation, rates available to consumers were at their 

lowest since 1980. This line of reasoning represented a far more sophisticated version of 

the market forcedfree choice argument the industry had been making ten years earLier, 

and was far more compelling simply because there t d y  were aiternative choices. The 



Cornmittee still took the industry to task, however, by pointing out that only 70/0 of the 

credit card holders possessed low rate cardq and qyestioned whether banlrs adequately 

advised the generai public of the avaiiability of the cards. The witnesses assured the 

Committee that the cards were advertised widely and that the achievement of a 7% 

market share* in the time span of four years, was bbhuge". They emphasized their efforts 

at providing consumer education Witnesses also took the opporiunity to observe that 

they felt the Committee was seeking a simple, single card solution that did not fit wab the 

reality of the current marketplace. As of the mid-1990s the credit card market had 

explodeci with the introduction of co-branded cards, affinity cards, and cards that were 

differentiated by features such as a low interest rate- The industry contended that not 

everyone wanted a low interest rate card, and it was now pursuing a much more 

sophisticated segmenteci marketing strategy that aimed to meet the needs of a wide 

variety of coasumers. Finally, the banking industry once again emphasized that the credit 

card market in this county was superior to the US in terms of value for money. 

There'k generally more vahie for Iess money in C e  ifyou weigh out 
the whole epafiafion. (Jane Fershko, Senior Vice Presi<int, Royal Bank of 
Crmorin; Febmay 11,1997) 

Canadian retailers' interest rates had remaineci at 28.8% (or close to this nuber) 

since the early 1980s. The Reteil Council of Canada, and accompanying witnesses 

returned to the same major argument they employed ten years eariier in the Blenkam 

hearing to defend their interest rates and industry praaices. Throughout their testimony 

they maintained that retailers offer their credit cards as a supplement to their main Line of 



business, that is se lhg  merchandise. Their credit cards are essentially a benefit they 

provide to customers, and a meam for them to enhance customer loyalty. When asked 

why rates were consistent amongst major retaüers, witnesses answered that they had 

similar wst structures, made similar profits and that 28.8% was a mathematically 

convenient -ber (as opposed to, say, 25.6%). In this hearing the retailers also went to 

greaîer lengths to differentiate themselves f?om the banks. The Retail Council reminded 

the Comrnittee that retail credit card outstandings were 1/8 the size of bank card 

outstaadings, and that most of their aistomers generally held a bank card and could 

always opt to use it. Overail, the Cornmittee was less concerneci with the level of interest 

rates displayed by the retailerq and more concemeci with the issues of easy access and 

excessive profitability. The size of the outstandings, some understanding of the different 

economic structure that retailers faced in the credit card operations may have contributed 

to less intense smtiny on this issue. 

Both the Retail Council and the CBA handled the other major issue of wncern for 

the Cornmittee, that of excessive profitability (and the related issue of credit card costs) 

in a straightforward manner. As in prior hearings, members were interested in 

understanding the revenues, expenses and correspondingly the profitability of the credit 

card opaarion The CBA adopted a summary approach to this information by repeatedly 

listing, and sometimes explaining, each cost component. It was cornmon for members to 

try to calculate profitability on the spot, and banking industry witnesses responded by 

refkaming the caldation Oniy one bank howwer, offered direct information on the 

profitabaty of the credit card operation The Bank of Montreal disclosed thot each of its 



5,000,000 Mastercards in circulation generated approximateLy $8.00 per carcl, and 

contributeci 3.6% to the Bank's overall profits. In rwealing its numbers, it emphasized 

that t was a leader in disclosure, and reminded the Cornmittee that it had made similar 

disclosure at the Holtmann hearing. 

We 're out infiont on disclostire. We've 6een a goldme&l awmd winner 
for the Iasl two y e m  with the Cm>odmt Insttute of Chartered 
Accotntfants rmd IAe FiMncal Post survey of rijsclowe. We 're out in 
fiont. (Rob Pemce, Senior Vïce Presiaknt, Bank of Montreal, Februmy 
11,1997) 

None of the otha banks were directiy asked or pressed on this issue. Although 

the issue of overail bank profitability was raised, witnesses were quick to point out that 

d t  card operations were not a major driver of overd bank profits. 

The Retail Council made disclosure in a manner similar to the Bank of Montreal, 

however, it encountered a great deal of d i f n d t y  in explaining how it measwed 

profitability. The Council disclosecl that the retail industry experienced an average 3.6% 

return on capital employed in its credit card business. It maintaineci that this was a 

relatively low retum, and did not represent excessive profitability. This disclosure led to 

numerous questions regarding how it raised capital and how this number reconcüed with 

overall profitabüity. Cornmittee members expressed disbelief that this retum on capital 

tmly represented profitability and engaged in an extended debate with witnesses 

regardhg the veracity of the 3.6%. Towards the end of the session, the Retaü Council 

expressed dismay over having made what they thought was more than dequate 

disclosure in this regard. 



We're cerfa;rnly mt bying to misleadanyone with this infrmcIfirmcIfion in any 
wcry. O n  the contrary, m ttenn of O-g our booh to the wuy in which 
the economics of ora business works, we felt it was cerfaml'y a higkr îevel 
of &rnil than what has been presented by other credït d mamgers. 
(Ah GodaQrd W, C d u n  Xire Limite4 Febnuqy 13,1997) 

On the final issue of major concem to the Corrimittee, that of essy accesq both the 

Retail Council and the CBA argued that they behaved responsibly, dthough they adopted 

slightly different arguments, that were consistent with thei. major and supporting 

arguments regarding interest rate levels. The CBA was specifically questioned on 

whether they granted access tw easily to students. It responded that the banks' products 

were designed to Mt problems by offering students only a small amount of credit and 

the validity of this approach was confirmed in low student loan Loss rates. In addition, it 

suggested that obtaining a credit card eariy in Me afForded students an opportunity to 

educate themselves on the proper use of credit, and the Canadian banking industry's loaa 

loss rates were superior to those experienced by the US banking industry. The R d  

Council emphasized that retailers had recently tightened up access to credit and in 

response to Cornmitee inquiries, elaborated on how retailers sixeened potential 

applicants. 

To mmmarize, both witnesses adopteci arguments that were consistent with the 

strategic role the credit card business played in their operation. As in the prior hearing 

during which they appeared, the Retail Council emphasized that credit cards were 

ancillary to its business. The CBA emphasized that its members had &eady been 

responsive to these concerns as evidenced by the existence of low interest rate cards, and 



the banlong industry was actively promoting consumer education and disclocnin. Epch 

witness aîtempted to bolster its position by differentiating itseif fiom other credit card 

entities. Similar to the Bank of Montreal's performance in Holtmann heariag, and in 

contrast to prior hearings, the CBA's arguments were rooted in what they actually di4 

with less of a focus on using general economic explauations to educate the Committee. 

6 4.3 Nafure of Cornmittee and Witness RespollSNeness 

The remainder of this section analyzes issuer witness responses to the nature of 

the cornmittee dong four dimensions: (1) acknowledgment or validation of the 

Committee or the govemment, (2) information requests, (3) industry representation at the 

hearing, and (4) background idormation Table 20 summarizes witness responses. 

Acknowledmnent of Committee 

Acknowledgment of the Committee in this hearing can be defined as behg 

forthcoming in responses to questions, answering questions directiy, being respectful of 

the Cornmittee process and Cornmittee members, and recognizing the legitimacy of the 

proceedings. Both witnesses could be described as accommodating the cornmittee and as 

being respectfùl of its intentions. The Retail Councii expressly praised the Cornmittee's 

efforts and explicitly offered to work with the Comrnittee on auy suggestions they might 

have. Although the CBA was not as effusive in their validation of the Cornmittee and its 

efforts, it did recognize the positive efforts of previous Parlimentary cornmittees on the 



Table 20 - Waiker Cornmittes: Nahm of the Committn and Wiawsr acrponrivcncrr 

We think these are very us@f 
hemings you mie havïng. ne 
quesiion of medit is one that does 
need an airingfiam time to tirne# 
and think the hearhgs themeives 
serve cm e&atratronal purpose for 
CanadiansI for inhstryI and for 
members of Parfiament. 

Now most of us h m  at this table &, 
and the inrhrsay is moving to thai 
game spcijicdiy to athkss the 
~ropped indvihvals drat you 
righ@l& are supprting h m  todqy. 

subject, were respectfùl in their responses to the Cornmittee, and were more direct in their 

answers than in previous hearings. 

Information Reauests 

Both witnesses were forthcoming with information and offered to respond with 

written answers when they w n  not able to nply spontaneously. From the banking 

industry's perspective, uncornfortable questions about profitability may have been 

avoided by the Bank of Montreal's willingness to speak frankly on the issue. 

Nevertheless, d e  ail prior hearings there was a marked iack of tension between 

Cornmittee members and bank witnesses regarding the availability of information. 



Industry Rmresentation and Backaround Idormation 

Their indusîry association, accompanied by senior industry representatives 

represented both industries. While the retaii industry had chosen this approach ten years 

earlier' this was the &st credit card hearing in which the banking industry had chosai to 

be represented in this mamer. In his opening remarks' Ray Protti, presidcnt of the C B 4  

I shoulapoint out before 1 han fhis owr to M. WeseIuck that issues 
relafing tu pricing dproriuct  &sign are indntiaUrol bank m e r s  t h  the 
CBA is not in apdmpdmtion to oddiess. For this pqpse, the bank 
representotives me here to d e s s  mry pesfio11~ on these ntaffersfiotn 
the perspectives of their own sepmate illSfillSfitution.s. (i7ebnm-y 11, 199 7) 

This is a marked departure from earlier hearings. It is unknown whether this 

choice of representation was initiated at the request of the Committee or at the hdustry's 

initiative, but in either case it seemed to enable the banking industry to respond more 

effectively to mernbers' questions. Aithough there were a few minor tense exchanges 

between mernbers and banking witnesses, this hearing, like the Holtmaan he-g, lacked 

the acrimonious and combative tom of the fïrst two hearings. At the same the ,  

howwer, this type of representation also seemed to result in two 0 t h  effects. First, it 

seemed to afEord individual banks the opportunïty to promote their own particular efforts, 

at the expense of cornpetitors. An example is the Bank of Montreal's c l a h  at being at 

the forefiont in terms of meeting disclosure. Second, beceuse of time constrahts, (each 



member was iimited to five minutes of questionhg at a tirne, and witnesses tended to 

give lengthy individual answers) it may have contributed to less pasisteLIt qudoning 

than in prior hearings. For example, while the Bank of Montreal disclosed profits, none 

of the other institutîons were directiy questioned on that point. 

Neither industry offered any background information during the hcaring. This 

choice may have occurred simply because they had already made numerous appe8f811-s 

in fiont of Parliamentary cornmittees and submissions, and may have felt it unneceasary. 

Alternatively, t h e  constrahts may have led them to believe that offerhg this 

information would not be a prudent use of time. 

6.4.4 Sumltuay and Discussion 

Two factors suggest that relative to prior Committees, the Walker Cornmittee 

appeared to feel the credit card issue was of less overall wncern to the public welfare. 

First, the hearhg was shorter in duration and the Cornmittee invited fewer issucr 

witnesses than pnor Committees. Second, this was the only hearing where a report was 

not issued, which M e r  suggests that this was not a major issue for the Cornmittee, or at 

least, not one where it felt the issues warranteci spending more resources to develop 

formal recornmendations. Although there were some initially fi8Ctious archanges as 

members pushed witnesses for clarity on their commentq the hearings were considerably 

less volatile than previous ones. 

Overali, the banking industry appeared to fàre better in this hearing. As in the 

Holtmann hearing the banking witnesses were ac~mmodating of the Cornmittee and its 



requests. And unlike prior hearings, the industry could point to substantive cornpetitive 

product options available to the public that may have alleviated the -yY 

6.5 Sumrnary and Discussion 

Over the course of the 11 years fiom 1986-1997, it is appar- that the banking 

industry spent considerable resources responding to Parliamentary pressures regarding its 

practices in its credit card business. This concluding d o n  s u m m e s  the legislative 

concerns throughout the period, and reflects on how and why the banks' responses to 

these concerm both evolved and remainecl unchanging. Table 21 contains a summary of 

the industry's responsiveness across the heariogs. 

6.5.1 Nafure of LepsIctfive Concem 

Throughout the entire period, despite the high turnover of membership in 

Committees and the change in govements, the major conceni of each of the four 

Committees was aiways one of fair treatment for conwuners. Whether their con- 

were expresseci explicitly or implicitly aLl Cornmittee members were focused, first and 

foremost, on the welfare of their constituents. They saw themselves as consumer 

advocates of the people, as offering the public a "voice", and as a force that had the 

responsibiiity to persuade offending parties, such as the banks, to t a p a  their practices. 

The issue that most prominently figwed in these hearings was the perception of 

excessively high credit card interest rates. Typidy ,  these hearings were held against a 

backdrop of a bank rate that had steadily declined over a sutaineci period of t h e  

juxtaposed against credit card interest rates that had remaineci unchanged in the £âce of 



that decline. To recap, the bank rate represented a p x y  for the banlang industry's costs 

of fimds. Cornmittee members assumed that the cost of f h d s  for credit card operations 

represented a significant portion of the overail operating costs of the banks' cr& card 

operations. Con~equently~ members' reasoning was that if a major cost element of 

running a credit card operation deciined for the banks, and banks did not reduce the 

pricing (i.e., the interest rate) on credit cards accordingly, they were generating Iarger 

profits, at the expense of co~lsumers. Much of the discussion on the issue of sticky rates 

focused on attempts by members to understand the cost structure of the credit card 

business so they could ascertain whether profits were excessive. An issue that repeatedly 

surfaceci at these hearings was whetha the banh were disclosing information in a 

manner that was usefùl to consumer, or were their practices so convoluteci and misleading 

that the average person did not have a hope of understanding the fùndamental terms of 

the business relationship. The emphasis on any of these particuiar issues may have 

shifted slightly fiom hearing to hearing, but their presence was apparent in each hearing. 

As mggestecl in the last chapter, the reoccurrence of the sticky rate phenornenon 

ensufed that the issue wntinued to reappear on Parliamentarians' radar ScTeens. The 

Cornmittees seemed to tread over old ground each tirne, with littie satisfaction, and 

watched with hstration, as the spread between credit card interest rates seaned to begin 

to ciimb within months after a hearing. The exception may be the last Cornmittee, where 







Iack of serious concem may be evidenced by a iack of Committee remrnmendati011~. 

And in this case, the fàct that there are low interest rate altematives may have played a 

role in allayhg Committee mncerns. 

Despite Committee members' fnistrations and the relentless reappearance of 

credit card issues on the Parliamenm scene, the visible outcomes for the baniEing 

industry did not change across t h e .  The industry suffered fiom no punitive legislation in 

that credit card interest rates were never subjected to a legislative cap. However, there 

were also outcomes that were less visible, but could be equally didvantageous for the 

inhstry. First, the industry came under increasing demands for disclosure around credit 

cards, and increased disclosure costs additional resources. Second, it appwed to feel 

compelled to reduce its margin at least for a short period of time after the hearing. Third, 

it was subject to periodic scrutiny on this matter over the 11 year period, as evidenced by 

the repeated occurrence of these hearings and the relentless series of private members 

bills. This snutiny would generally be accompanied by negative press coverage. Every 

time the industry had to address the issue represents a risk that they could alienate or 

offend extemal stakeholders regardhg this issue. These two phenornena suggest that 

handling of these credit card issues may have conüibuted ta an exaoerbated negative 

image for the banking industry. 

The banking industry responsiveness over the pexiod clearly showed signs of 

adaptation to the legislative environment, both in terms of their choice of arguments and 

in how they responded to the niature of the Cornmittees. In the Blenkam hearing, the 



CBA chose to frame d its arguments in terms of economic theory and it dogmatically 

adhered to the position that since Canadian banks operaîed in a fiee market, market 

forces could be relied on to regulate the industry. Consumers, as independent rationai 

entities, wuid exercise their f?ee choice within that market. It demonstrated no -kit 

wncem for the welfare of consumers. In the Tunier hearing, the CBA clung to the same 

arguments about market forces and this tirne insisted that consumers were adequately 

infiormed, even in the nice of Cornmittee members who claimeci they, as consumers, did 

not feel informed. Again, this is an argument that is predicated on a belief and 

acceptame of a world view that assumes ail human activity is guided by economic 

ratiodty. These arguments did not allow for consideration of any alternative views or 

opinions. Although in the T u e r  hearing, the CBA tned to highlight some positive 

aspects of its dealùigs with consumersy it did so haphazardly and this message was 

drowned out by its incessant refkain that the fkee market must d e .  

A change in this choice of arguments was apparent in the Holtmann and Walker 

hearings. In the Holtmann hearing, this reiiance on baldly economic, academic 

arguments was absent, and although the major argument was stiU economic in nature, it 

was couched in a manner that suggested a consideration of consumer needs. The b a h  

suggested that although they were d e r i n g  setbacks in their credit card business because 

of the rise in personal bankruptcies, they were still attempting to offer benefits to 

consumery each by being pnce leaders. The Bank of Montreal, and to a lesser degm the 

Royal Ba* bolstered this argument repeatedly throughout its testimony by referring to 

its cornmitment to customers. In the Wlkeer heariag, similar to the Holtmann hearing, 



there was no mention of fiee market forces, rather the major argument was to e x p k  to 

the Committee thrtt there were low-interest rate alternatives in the market for customers. 

The Holtmann and Walker hearing represents a major departure from the prior two 

hearings with respect to their choice of argument and how they chose to fiame their 

arguments. The industry appeared to have become cop ian t  that arguments about 

market forces are less wmpelling to politicians who are concemed about the welfare of 

their constituents, than they are to economids. The industry's arguments were sti l l  

economic in nature, but they were offered with a clearer acknowledgment and sympathy 

for the issues fbcing consumas, and by extension, Committee members. This ahift in 

approach was even more apparent in the Walker hearing where the industry actually 

could offer a demonstrable relief for consumers, in the form of numerous offirings of 

low-interest rate credit cards. 

'ïhis shitt in legisiative responsiveness at the tirne of the Holtmann hearing was 

also evident in how the industry chose to respond to the nature of the Committee. The 

industry's approach in the Bledam and Turner hearings could be described as 

combative, argumentative, and secretive. The industry was emphatic in its position that 

Parliament had no nght to interfixe with market forces and by espousing this position it 

directly chdenged the legitimacy of the proceedings. The industry aiso indirectly 

challengeci the legitimacy of the proceedings when it refuseci to acquiesce to requests for 

information and in the noticeable absence of senior level industry executives. These 

challenges to the Cornmittees were fàr less apparent in the Holtmsnn and Walker 

hearings. In these hearings, the industry explicitly acknowledged the good work of the 



Cornmittee. was relatively more foahcoming with information (more so in the Waiker 

hearing), and tended to give clearer responses (also more apparent in the Walker 

hearlng). In both of the latter hearings senior industry representatives were present and 

very v o d .  

Essentidy. these changes over time suggest that the industry increased its 

responsiveness to its legislative environment and therefore, began to adapt to its 

legislative environment. As suggested in the last chapter the reasons underlying this 

adaptation may be found in the combination of extemal events that were buffethg the 

industry. By the early 1990~~ the industry had been subjected to an unprececiented level 

of legislative scrutiny, with some negative outcornes. In the words of one interviewee, 

the bankiug industry was facing a veriîable cchitpade" of issues. Although the indusîry 

had been the beneficiary of some positive pieces of legislation, such as the ability to enter 

the sewities industry, the trust indu* and the insurance industry, it had also not won 

al1 the legislative approvals it had hoped for. For example, although banks were allowed 

to seil insurance, banks are not allowed to sell it in a branch and there are limitations on 

their ability to cross sell to exisiing custorners. This limitation affects their ability to 

achieve synergies and capitalize on their strategic strengths. In the early 1990s the banks 

were also subject to punitive legislation in the fom of a newly instituted large 

corporations tax. This tax was levied only on banks, (not on any other hancial service 

providers) and was estimated to cost the industry millions of dollars. IaterYiewees 

suggested that there was no fiscal rationaie for this tax, rather, it was a punishment for the 



banks. In sumumy, the cumulative effect of unrelenthg legislptive pressure may have 

contributed to the banks' visible change in approach to the legislative environment. 

6.5.3 Lack of C h g e  in RepltSNeness Across The 

At the same time as the industry adapted to the legislative environment, there 

were several aspects of its approach that remained the same. First, it clearly had a 

devotion to educaîing members in these hearings. Second, it repeatedly used the 

technique of declaring the Canadian system as superior to 0 t h  countries' systems, 

particularly the United States. Third, it exhibited a tendency not to m e r  questions 

directly, or to give testimony that was wnfusing or unclear. Although all of these 

strategies and tactics were apparent in each hearing, they lessened somewhat by the time 

of the Walker Hearing. Fourth, there was a continual refisal or reluctance to share 

information with the Comrnittees. 

In the Blenlram hearing, the CBA bolstered t s  market forces argument by 

elevating the industry's practices and simultaneously denigrating others. It aîîempted to 

convey its arguments by educating C o d e e  members about its business, but often the 

mini-lessons came across as confusing and opaque. Similady, in the Turner hearing, the 

CBA attempted to educate the Committee about its business and the marketplace, and 

tried to bolster its own standing by favorably comparing itself to the American banking 

system During the Holtmann hearing, the Royal Bank gave Lip &ce to concenis 

around consumer w e k e ,  but appwed to be more cornfortable in attempthg to educste 

the Committee around the complexities of its business and the difficulties inherent in 

managing the spread. And again, there were references to the superiority of the C a d a n  



banking system vis a vis the American banking system. The Royal Bank continu- 

tried to avoid or r h e  Cornmittee members' questions or concenu. These three 

techniques were less pronounced in the Walker hearing, but they were still apparent. 

Each of these three tacrics suggests a stmng sense of superiority on the part of the 

banking industry. #en we educate people. we assume they know las than we do. 

When we avoid or try to refkme people's questions or concems we imply they are 

incorrect in how they view the issue or tbat we believe they won't notice that we have 

avoided amwering them And kaliy, the continual cornparisons to other banking 

systems are explicit in their assumptions of superiority. 

This notion of superionty, and its e n d u ~ g  nature is rooted in the industry's 

identity- The foliowing chapter explores the industry's identity and how it believes 

extemal stakeholders view it. The issue of identity and its ramikations for how the 

industry chose to manage its legislative environment are also explored in Chapters 9 and 

10 on organizational responsiveness. On a final note, Table 22 sumrnarizes the industry's 

responsiveness in the pre and post-Holtmann eras. 





7 INDUSTRY IDENTITY AND IMAGE 

As the industry lobbying association, the CBA has played an important rde in 

helping the industry manage its legislative environment. The CBA forged stretegies for 

responding to regdatory challenges, provided public testimony on behalf of the industry 

(as demonstrated in the last chapter), engaged in behind-the-scenes lobbyhg with 

politicians and the Department of Finance, and undntook research to support the 

industry's positions. The foflowing chapter discusses the CBA's multi-faceted d e  fiom 

the perspective of its senior management (Le., based on five interviews wnducted at the 

senior advisor, vice president, president and chairman level) in tenas of its mission, how 

it carried out its mission and the challenges it faced. R describes the CBA's overd 

approach to managing the legislative challenges faced by the indu*, and the influence 

of industry CEOs on the association. It also incorporates data nom interviews at the 

Atwater Bank and the Metcalfe Bank (the two banks selected for this study) that pertain 

to these aspects of the role of the CBA These data and d y s e s  offer insights into how 

the industq defines itsee and what it perceives to be some of its core aîtributes. The 

chapter goes on to explore how the CBA attempted to manage the industry's image, how 

its senior managers perceived the industry's Ilnage, and how they perceivexi the 

industry's e x t d  stakeholders. It concludes with a summary and discussion of th- 

findhgs on the industty's identity and image. 



7.1 Role of the CBG 

Ln its written material, the CBA desaibes itself as "a profeWomI i- 

msociatzion rhat prowdes its members - the chartered banks of C d  - wïth 

ijomation, resemch, advocacy and operational sqporf se~vl~ces. EhkabZished in 1891. 

the CBA is the main represenfafive body for braCs in C d  and ttxky represents mer 

50 domestr-c and foreign-charfered bards in Crmarkr " (CBA web site) Head~uartered in 

Toronto, with six regionai offices and over 100 employees, it raoks as one of the largest 

professional associations in the country. From 1980 to 1989, Robert MacIntosh, a former 

executive vice president with the Bank of Nova Scotia led the CBA Trained as an 

economist and armed with a PbD., he joined the Bank of Nova Scotia in 1953 and 

worked in a wide variety of areas. The candidate of his choice, Helen Sinclair, succeeded 

Machtosh in 1990. Sinclair, also educated as an eçonomist, had worked for MacIntosh 

at the Bank of Nova Scotia earlier in her career. She acted as President and CE0 fkom 

1990 until 1996, when she was succeeded by Ray Protti. Protti, in contrast to his two 

predecessors, brought a professional political perspective to the role of President and 

CEO. As a former civil semant in the federal govemment, having most recently occupied 

the position of Deputy Minister in the Ministry of Agriculture, he was widely regarded os 

adept at navigating the corridors of Parliament. 

7.1.1 CBA 's Mission 

CBA management and their cornterparts at the Metcalfe Bank and Atwata Bank 

al agreed that the prirnary mission of the association was to advance the collective 

intnests of the industry and to communicate effectively with public stakeholders. 



The missiion was very much to by to m g e  -es h t  were c o m n  to 
the hanRF vis-à-vis the government, prim~tl-ty. But fhat ah0 rcltes into 
account rhe relotionr with the public. ANilahvays twk the M m  that 
managîng reI(rfiom with the govenunent - with A4Ps - was rea@ 
~ltl~ll~~ging rehions with the public. 

The CBA relied on a sexies of committees to interact with individual banlcs and to 

ensure that it represented members' interests. The Executive Comnittee composed of 

senior banking executives acted as the Board of Directors and formally set the 

association's broad direction, whiie dozeos of individual committees were struck to 

respond to various specïfic issues (e.g., credit cards, service charges). By the Iate 19809, 

the CBA had 129 inaviduai wmmittees in existence. During the 1980% the head of the 

CBA most often represented the industry in public forums such as intentiews, speeches, 

and Parliamentary hearings; it was rare for individuai banks to represent the industry in 

these forums. There was a sense that one of the roles of the CBA was to b s e r  

individual banks, and baok CEOs, fiom unpleasant restions that may o c w  in response 

to their position on various issues. 

In some wqs, I wmld wy, [the CBA] w o e  the blacA hat or were the oms 
to take a stand thot the i»landuaZ b& themsebes mqy not want... the 
indivrndivrakraZ brmRr may collectively M e  wmted thent or &finite& wmted 
t h  to fake the position, But rather than have an idv i idul  bmrk 
fantished with the parfrparfrctllarpoZicy they M the CBA. 

Towards the end of the decade, however, this mode of representation proved problematic, 

when the issues under discussion were of a competitive nature. For example, as noted in 

the last chapter, the CBA had difnculty cornmenthg on pricing of credit cards, since this 

was a matter individual b a h  deerned to be of competitive importance. A .  that time 



individual banks did not want to reveal this information as they considered it to be 

strategic in nature. 

Throughout the 1980s and 1990s the CBA's ability to execute as mission of 

representing the collective interests of the industry was often complicated by the 

increasingiy cornpetitive nature of the Big Six, who more and more often found it 

dficult to come to agreement on issues. In the view of some informants, the M o u s  

nature of the largest members made it ditndt for the CBA to be effective. 

Buf in the kïnd of trade associofrofron p u  w d  run in this country, a 
signzjicant member beIim'ng one shouki not th, or engage in a given 
activity, is a mighty k d e ,  in terms of whotyou need to muke it go 
forward 

But the problem CBA faces is thot the b& are so blooc& competitive 
with each other. ..the reason it tookso long to get an Rnclge campparrgn is 
beunrse ewry bmtk thmks thar they me dierent. Somehw their 
customers Iike them; it's reallj a22 those other bad b h  thot me causing 
this tem-ble nzciusfry publem. They are not allawed to rcrke a position on 
unything unless there is consensus; and there is never consensus. 

Ynr know, 15 yems ago we were allpretty well the same in that we were 
al2 àomestic bmiks, we w d  a22 have an agency in Nov York and maybe 
an oflce in h&n, but that was it. TocIiTyyou have banklF with 
signz~canfZy dterenf strutegies. 

The increasingly cornpetitive nature of the industry, and the elaborate commatee 

structure, may have contributeci to an indu- tendency to react slowly to issues that 

arose. Some in management felt that because of this tendency, the industry was often 

viewed as capituiating on a position or as mwilling to l ista This tendency to be slow to 

react, on the part of the industry, was a source of hstration for some management and 



was cited as a factor that may have contributed to the association's lack of efféctiveness 

in executing its mission 

7.1.2 Evolution of the CBA 's Role 

The CBA's lobbying activities were typical of an industry ~ ~ ~ ~ ~ i a t i o n .  Senior 

management regularly d e d  on MPs and civil servants in Ottawa, assessed the 

environment from a public flairs perspective, and funneleci this information back to its 

members. When a Parliamentary cornmittee convend a hearing which afEected the 

banks, the CBA attempted to meet with every member of the cornmittee privately in 

order to betîer uniderstand their concerns. The association wntinued to undertake 

significant research projects around poiicy issues, and to reguiarly release reports, 

position papers and publications of interest on banking issues. It met with d v i s t  groups 

and other concerned stakeholders on a regular basis. However, as the 1990s progressed, 

the inavidual banks became more active in lobbying and in presenting their positions 

publicly. Senior CBA management d d g  this period describeci their role as sensitizing 

the industry to the politicai realities of their environment, and enabling the industry to 

collecàvely forge strategies that were responsive to the environment. 

So there was ahuuys a range of Mews. But when the &ber hzt the rmd 
md we hod to go and 9, "W& minute. We'w got to db sornething 
here. 1 uppreciate you feel that wuy. Gee, it would be reaily ~ ~ f i + @ n g  to 
go up and tell them to 'Go to Ml' but that's jusf going to make -ers 
worse. So now let's get reaIistic. W h t  are we going to rio. " And rhey'd 
corne into line.. It was ahuays a riebate. 

In essence the CBA acted as intermediary between individual banks, as weIl as 

between the banks and its public stakeholders. 



The major thmst of the CBA's approach to managing the legislative environment 

(and consequently the industry's approach) can be summed up in one word - education. 

Irrespective of the legislative issue, a wre featue of the industry's strategy was its 

attempt to educate the politicians and the civil servants of the wisdom of its position. 1t 

took the vievupoint that it couid best make its case by explainhg the banLing business, the 

marketplace and any other issues under consideration with carefidiy coilected and 

rigorously analyzed data. 1t held an underlying assumption that rational discussion and 

carefùl research were, or should be, the most persuasive tools in its lobbying arsenal. As 

an organization, it took tremendous pride in its ability to undertake comprehensive, 

meaningfid research and saw its focus on research as a key attribute that distiaguished it 

fkom other lobbying organizations. 

... we worked with the politicians to explcnn the falbcy of theïr 
assumptiom that, a high interest rate is nof the problem, ir's the way t h t  
the p r h c t  is being used And we did some research, primanriman& capping 
research. 

I ahuays had the view - and siil2 do -that good research was very 
funckanentd to OM position îh t  we had to h e  gwd mrmbers. Creraale 
mmrbers. Never make a misrake inyour data. So they couldn't bipyou W. 

The association's devotion to education and superior research m8nifested itself in 

two expiicit ab-strategies. First, it extendeci this strategy of educating goverment 

officiais into its outreach efforts. Throughout the 1990s it has expended considerable 

resources on educating the general public on banking and economic issues. For example, 



with respect to credit card issues, it publishes a booklet c d  "Credit Wise", on how to use 

credit wiseiy, and produces a one-page information sheet on credit card issues every six 

months that is sent to approximately 2,000 media outlets. 1t also has an extensive 

issues (including material on credit cards) that is sent to appmn'mately 20,000 tpllchefs- 

But the o t k r  piece we actuully also Cod w u ,  we took to hem the fact thot 
connmers were overextencfntg themsehes and we also had an &~an*oml 
sîrategy, tthQt is, we tned to exphin we ty to emowagepeopIe not to - 
m - m s &  enough, obvioilsiy, itk aprcuhct the Bank wanted to sell - lhey 
wghf to think twice aboutpumng things on medit, they ought to be 
cmejl where they spent their money. 

Second, it devoted considerable research efforts to donimenthg the claim that the 

Canadian banking system was one of the best in the worid, and was certainly superior to 

the US system. 

W h t  we were able to do, and1 thznk it was quite effective, is we were able 
to compme CLlOfaCj3an rates with Arnen'c~llt, The presumption was ahays 
thut this was a m c h  less cornpetitive hanking system in Canada wirh this 
oligopoly t h  in the US where they had these thmsands and thOtlSQndr of 
b&. Andyet you were able to show across a huge range of pr&ts 
tkzt your spreadr were llltrrower. In fact, the eflciencies were a lot 
greater. 

Although the association gaîhered qyahtative data through public opinion polling 

and focus group research, the CBA management throughout this t h e  period appeared to 

express a preference for âaming their arguments in terms of quantitative data. There was 

a tendency to view stories or anecdotes as having less value, and as being a specious way 

of reasoning. They described the industry as being ''rich in ane&te"; for example, 



maay people have a story about bad scnrice in the banlsng industry; but nom the CBA's 

perspective, these anecdotes tended to distort the fiicts of its arguments and udàk1y sway 

MPs or the media There was an underlying assumption that because individual 

anecdotes only comprised a small portion of all the aistomers and ail the transactions, 

and mistakes were inevitable given the size of the industry, these anecdotes were not 

meanin@. Therefore, they believed that according these anecdotes equal status with 

cold hard facts and statistics in the process of policy-making was an error on the part of 

policy-makers and the media. This perceived pattern of behavior on the part of policy- 

d e r s  was a source of great frustration for the association. 

WhiIe we wouMfght with logic and remon and ernpiriutl meMdenceJ others 
w m I d f i ' t  wzth anecdotes mrd ~lfht&sh c l o m  d y e f  that's whof w m  
perceived as winning the aby. 

7.1.4 Influence of the CEOs 

A major innuence on the general approach the industry adopted to legislative 

scrutiny was attributed to the partidar attitudes and actions of the CEOs of the largest 

domestic banks. As a generaihtion, banks can be described as hierarchical in nature aad 

as possessing traditionai cornmancl and control cultures. As such, individuais at the 

senior-most levels of the o r g ~ t i o n s  exert considerable Muence on the organizations' 

direction, in f?aming its values and in setting its pnorities. 

Beçause, the tom is setJ not ahuuys, but1 think the tom is offen set in the 
cull~re by the top. For example, oui- m e n t  Chainnan has isnred .. wm 
vety sftong on values anci îite goals of the Bank ... He's issued a whole lot 
of ltlCIfen'al on the B& values. ..Jccm tellyou personal' thcrt when you 
met him on in&iduaI issues md when he qoke to the sta# he constkmtly 



ref~rned to the d u e s  as guicfi'ng the inrtfutr-on.. So 1 thmk t h î  this cornes 
fiom rhe top. 

In the late 1980s, it appeared that the CEOs g e n d y  put a Iow pnonty on 

addressing legislative challenges and attendhg to the heightened pubtic attention that 

accompded these challenges. fnteryiewees told stories of difficuity getting budget 

docations for research to support the industry position, a lack of hîerest by b a h  in the 

executive succession plan of the association, and of a general lack of consensus and 

coopdon  amongst the senior management ranks of the Big Six. 1t was perceived that 

senior ban. management felt that their attention (and correspondingly the attention and 

resources of their organizations) should be devoted to managing the operating business of 

the banks. In addition, each CE0 was reputed to have an opinion on which way the 

association should be heading, and these opinions could differ. 

But ifyou had usked them they w d  have "Oh yeah, regulatory 
em-ronment is a high pn'ority. We want to be able to se11 Ive insurcmce in 
OM brunches d a l l  thaf goodst~@" But, in fact, îfym Imked dot, dïd 
they walk-the-&Zk, how much of theirpersonrl time did they &vote to 
either &aZing wïth image or the regulatory emioment ,  1 h ' t  thid it 
was very much 

Iney me very senior people whose prima7y missions me to M> their own 
orgmiZClfiZClfions. i%ey compte like crazy in the &y-f+. The time 
avcnavcnlability for this ki>d of exercise, men given the will and the OeZief that 
it me& tu be dOM is Iimited A& of course, as IIte already said there 
was nof a common wil] between them. 

Despite the fact that banks operated under the powers granted to them by the 

Bank Act, and as such, were subject to desennial reviews & their activities, they wae not 

perceived as m r d i n g  much importance to the possible ramifications of such legislation 



At best, public affairs appeared to be regardeci es a tertiary issue, perhaps meriting the 

same level of exedve attention that one would give to wrporate charitable donations or 

cornmunity involvement. 

In my opmion, the bmks never really UltCjerstOOd t h t  m the priorities. .. a 
lot of the CEOs and high r&ng oflcers M no usefor the C M  at al& 
a d  cmI;cih't understand t k t  thek busihess w a  contingent on the k î i d  of 
legd p e r s  fhey had And thot those Iegd p e r s  CO& comiWn the& 
abiIity to make monqy. I k y  cmh' t  understmtd tharpnonty. Anda lot of 
them m'II m't 

Isaw my job as mclikjng them a lot more sensitfve to politics and to the f a t  
thrrt ar a lmge reguhted inriirstry it cii'cfn't have tlre llcnrry of being able to 
act like a tme pmtate company, Zike ihey had to act Zike a QuarnQuampublic 
organiZCIZIZCIZIon. 

Informants recalied that in the late 1980s this attitude was compounded by a 

generai belief amongst senior management that the govemment had no business 

interfèring in the baak's operatiom. Senior industry management expressed an anger and 

a deep sense of offense that Parliamentarians were questionhg their management 

practices. InteMewees suggested that, historically, legislative challenges had been 

handled quietly by a phone cal1 betweea the Minister of Finance and the bank CEO. 

Never before had the banks and their senior management been called to acoount for their 

actions in a public forum Informants reported that the industry's CEOs fûndamentally 

did not believe they should have to answer for their actions in a public forum, and they 

believed that the govemment had no right to interfiire with their opex-ations. Wormants 

who witnessed senior management's reactions in both private and public often described 

t h  as arrogant, and in hindsight, suggested that senior bank management had a poor 



grasp of the importance of &g the legislative environment and in actively 

managing public stakeholder relationships. 

1 think because ihey 're arrogant and cornplacent. And1 medit not the 
Public Affàïrs group, I credit no? anyone. I b e  tu put the O h e  direct& 
on the shmlczers of the@ CEOS. l%ey must lame kwwn this, but it 
wam't told T.y weren't serious about it. i%ey didn't beliew it. We &&'t 
present if strong enough. We dïdidh't beliew thot one out of three 
Canadiam could really dislike us. 

General wmments on the industry's overall approach to legislative challenges, 

seemed to be consistent with the CEOs' sensitivity to extemal criticism, wmbativeness 

and defensiveness. 

But typïcallj, the i d h t y ' s  reuction to ourproblems isfirsf tofight ii d 
&ny it, andsort of say* "XLy wair a minute* t k r e t  not a problem here. 
Whor's the big deal?" So. "ReZax* we shoukdn't hove to change mything. " 

Zhen grahal& as comprehem'on si& in and the realïty which is, "Hey 
this isn't going fo go mvqy. " Then we sort of get into gem and stmt &mg 
something. 

To sumrnarize, the attitudes and actions of the CBA can be regardeci as a mirror of 

the industry as a whole, and as such, highlight at least some core aspects of the iadustry's 

identity. First, the association was heavily infiuenced by the desires of the senior 

management of the large domestic banks. This reflects an industry that is cornfortable 

with top-down decisions and chain of cornmanci as a control principle. This principle 

would directly contrast with the proceedings of a Parliamentary cornmittee that h 



convened in response to constituent wncems and reflects a more democrafi~~ 

participative and political decision-making process. 

Second, when facing a legislative challenge, the industry's instiactive reaction 

was to be combative and argumentative, ppartidarly in the late 1980s and early 1990s. 

These reactions were consistent with observations of the CEOs' reactions, and their sense 

that their performance as a private -or profit-seeking industry was being irrationally 

and unbelievably challengeci. This suggests that the industry possessed an insula. view 

that the only legitjmate views on banking issues were their own 

md, the cornerstone of the CBA's legislative strategy has consistently been to 

educate policy-makers regarding its industry and in doing so persuade them to accede to 

its wishes. This approach is rooted in a world view that prizes rational, anaiytical 

thinking based on quantitative data and simultaneously devalues the personal and the 

anecdotal. Not surprisingly, the e s t  two CBA presidents of this period were trained 

economists, who would likely have been schooled in a paradigm that prizes rational, 

economic analysis. The personal issues that mise in the extemai environment essentially 

fiel the political process, and up until the mid 1990s, the CBA and the industry displayed 

limited appreciation for this aspect of the environment. 

7.2 CBA's Management of the Industxy's Image 

Historidy, the CBA has had mixed success in proactively addressing industry 

image issues. It has had a public relations ~ m m i n e e  (at least sporadidy since the early 

1980s) and in the early 1980s attempted to engage in a public relations program on the 

behalf of the hdustry. In the early 1980s public opinion p o h g  revealed that the 



industry's ratings on an index known as the fàvorability rating (Le., how much the public 

liked them) had declined fiom greater than 90% during the seventies to the 75% to 80% 

level. Consequently, the CBA launched a campaign d e d  CCShare of MJnd/sitaP.e of 

MmRef', which involved films and printed material designeci for generai public 

dissemination with the objective of improving this rating. Some informants suggested 

the campaign was not driven by a sense of urgency, was handicapped by a bureaucratie 

cornmittee structurey and eventuaity petered out. 

Throughout the remainder of the decade and into the 1990q the CBA did not 

engage in a forma1 public relations or advertising campaign Throughout this period 

howevery indu- favorability ratings steadily deched. Several explanations may 

accomt for this la& of activity- First, as discussed eariier, the industry was becoming 

increasingly cornpetitive and members had difficuity coming to agreement on maoy 

issues, including whether there should be an image campaip. An anonymous bankery 

quoted in the Financial Post suggested: 

Pou have cm inJonnation video you want to get out to the phlic. Ym 
know t h  Mm Barrett would like it to be produced by Cecil B. De Miae. 
The Royal wants to col[ in Hugh Grant ctnd ClBC wants A h  Lndd 
MeunwhiIe, ïD and Scotiabank don 't even want the movie to be ma&. " 
(Fimciul Post Magazine, Ju&/Augurt 1996) 

Essentiaiiyy the banks were split on whether image was a collective or an individual 

concem. Banks who felt it was an individual concem embarked on their own image 

campaigm (i-e., largely advertising campaigns) and would not support an industry effbrt. 



Secondly, the CBA itseif did not recognize or p h  a premium on  mam mg hg its 

public image. Despite the nict that improving the industry's public image was one of 

President and CE0 Helen Sinclair's three primary goals when she took ofnce in 1990, 

she Iidmitted in a 1996 Financial Post profile on 6er that she should have handied the 

issue of image much more assertively. 

"More t h  .yone,  Iam mure of whaf 1 could have dovie meren& " 
she says. What she PmfiPmficular& wshes she hod abne othenvise w w  fm 
her eflortir on the isnre of image ... "More than once, I f d  myselfrcllking 
on the phone with mowbrrdr who M celled the CBA to cornph-n about 
thezr dtcuIties with Florah b&." .... Whot Sincikir beZieves these &ys 
is fhat she wmld hove &ne beîter to put part-the expaf seniors on hold 
a d  tum her attention to &vïsfng a comprehen~iw public-rehions 
strate&v fo promote C d ' s  banking inrilustry, an entity stre imimmsts is a 
"national freCIStrreO'. (Financial Post, J u l y i / u ~ ,  1996) 

In 1997, the CBA fïnaiiy gained industry consems to launch an image campai@ 

The Campaign, known as Buzldng a Oeîter Uttcterstancijing, is estimsted to wst the 

industry approximately $20 million over five years. The campaign was nafted as a 

response to market research that indicated the general public did not believe that the 

banking industry listened to customers, and in addition, desired more information about 

banking and the economy. 1t employai a two-phase approach to remedying the banks' 

image. The fkst phase was to send the message that the banks are listening to collsumers. 

The second phase was to educate consumers about the banks' business by providiog 

information on the economy, banking and today's changing financial world. This 

campaign is a variation on the industry's historic approach of educating outsiders. 



Andagaiin, I think they're tight, touch ?kir heurts open tk i r  mit& d 
then yai cun stmt having a rafional ds=-oon ab- Y m  kiow, bymg to 
. p l a n  20 people thut an ROE of 15% is not a greut d e r .  If's redly 
not. Nm, we're huge, so dmt meam we made a billion &Ilms, but it ai& 
a temfic rate of refum rfyou have a lot of our stock in your retirement 
smîingsJ thut's okqy, but we're not blowïng the &ors onfor  OU. ï7w.w 
are very sophistieated concep& (Dd zYpeopZe are feeling emotiolOQJ they 
are nof Zistenritg to that Rmdof mesage. 

Therefore, the h s t  of the program, whose aim is to remedy the industry's poor 

reputation, was to help Canadians boost their ewnomic literacy, and while doing so 

convince them ït cared. Accordingly, the CBA has developed booklets on timeIy topics 

such as getîing started in small business and rnanaging money, offered seminars on topics 

such as preparing for the year 2000, created an information-rich web site and engaged in 

Informants suggest that a series of factors changed the industry's outlook on the 

collective importance of image and eaabled the CBA to develop consensus tuound this 

issue. First, by 1997 public opinion polls were at an dl-time low. Political experts 

suggested that low ratings effedivly now meant there would be no support for bank- 

dnven initiatives in Ottawa. Second, as discussed, the CBA had a new President and 

CEO, Riay Protti, a former federal goverment bureaucrat. This was the nrst time the 

association had had a non-banker in charge, and there was a suggestion that his foxmer 

status made his advice more credible with the industry's senior management. Third, 

some banks had launched individual image campaigns, and ultimately, had evaluated 

these campaigns to be ineffkctive in counteracting the prevailing negative image 

aswciated with the indwtry. Fourth, in 1995, in the course of its regular public opinion 



polling with bank aistomers, the association had added a group of employee respondents. 

The results were a wake-up cal1 for the indu*. Employees expressed the same Lind of 

negative views as consumers. They held the banking industry in the same kind of 

wntempt as the general public. 

And there were just some stunning commentsfiom some of the employees. 
Like, there was one employee 1 remember in the e - r e p l q y  who said - 
this was the summer of '92 - I & e d  the barbecue circuit. ï k  viewpoint 
woud be, 'Y hate gomg to these neighborhd mena where a22 that 
hppens to me is Iget atfackd becmrse I'm a bankzr.." Su, yoir krow, it's a 
sense thatpst of al2 fhatpeupie who've worked in the organiurtriurtrons felt 
the same positive d n e g a t i w  vims as the public as Imge. And~ndsoco~ 
that they mal& felt Unaer siege in their own cornmunifies. 

In sumrnq, a series of events took place over a period of years and the 

combination of these events had finaliy cuiminated in the industry's willingness to 

engage in more proactive and collective image management efforts. 

7.3 Industry Image and Perceptions of Extemal Stakcholde~ 

CBA management described the industry's image, or what they believed various 

stakeholder groups - the general public, politicians, the media and activist groups - 

thought of the industry, in generaily negative terms. Conversely, their perceptions of 

these groups tended to be negative. CBA management wnceptuaiized image as a "soft" 

management issue. In other words, they beiieved that extemal stakeholders' perceptions 

of the industry resulted fkom a series of events, observations and practices that athracted a 

negative perception based on the external stakeholders' particular value systems or 

pdcular idiosyncratic view of the world. From the CBA management's point of view, 



the traditional weapoas in the industry's arsenal for persuading scternal stakeholdas of 

the wisdom of its position were not very effective in combating a "soff management 

issue such u negative image. For example, some of the public opinion polling revealed 

the public did not approve of the high salaries that bank CEOs garnered- The public felt 

that salaries in the millions of dollars were excessive, and this perception contributed to a 

negative image for banks. The industry (or individuai banks) could not p-de an 

economic rationale or hard data to juste or explain the level of compensation, and 

therefore, were at a loss for how to combat this negative image. In essence, CBA 

management perceived the coastnict of image and generally spoke of marmghg the 

industry's image in tenns of undertaking advertising, or trying to manage perceptions 

around issues where the response could not be quantifleci with bard data. 

Similady, while CBA management recognized that the banks could always make 

improvements in service areas such as small business' access to credit, they did not 

regard business practiceq per se, as detenninants of image, or as signincant contributors 

to the industry's image problems. 

So, but my point is that, of the indicators thof were being tracKe4 one 
could noticeab& split them into ones which clemlj me image-relizrecl: cmd 
others which one warld tend, as a thinkingperson, to scly me more service 
dperfonnance rehted 

The implication of this line of reasoning, obviously, is that only non-thinking, 

stupid people would conceptualize image as anything other than the by-product of 

amorphous ideas that could not be battled with facts and figures. 



7.3.1 The General Public 

Management perceived that although public opinion poiis and market research 

indicated that Canadians felt strong loyalty to their banks they also expressed 

considaable antipathy. Idonnants rarely felt they were supported in their activities by 

public opinion. Furthemore, they felt the public greatly underestimated the strengths of 

the Canadian banking system, particularly in cornparison to the systems in 0 t h  

Well. Càncuiïm have a lovehate rezcrtionship wzth the bu&. l a h q v s  
famdsokàce in the fact thot when 1 Iwked at mn trend &la -public 
opinion ckira - tha& in facf whot we hrid was a very slrong uttachmen? tu 
the bm>Ar in C& d a  fierce loyaIty. Anda reaZ qpreciatzon und 
secuncunty und the soirmaes of the system. We%e got a great systm. But we 
/Mie the nght to skùp t h  a r d w h e n  we feel Iik if. 

Management s p d a t e d  that this antipathy might have its roots in several 

phenornena. First, it may simply be part of our nationai character to disiike large 

insfihtions, and banks in particular. One informant, however, was quick to point out thst 

the negative view of banking was equally apparent in other wuntries and 0 t h ~ ~  pends 

in history. Second, they perceived it may o u w  because we, as a population, resent the 

power imbalance between a large institution and the individual customer. Banks are 

places, unlike other commercial establishments, where the public is told "no", you may 

not receive that service. The prospect of being turned down, or of M y  being tumed 

down, is a very negative experience for people and the resuh is that they view the banks 

har shly . 



WelI I think no one, especial. in smaIl town Cana& Iikes gohg MO the 
bar& beunr~e you're generally going in Zoohg for surnethhg a n d p t e  
very nervous. .&so it was uhuays a dr~cultl humbling experïence, in 
some ways 1 t&& for people to go into the bmik to look for creca't SO 1 
thinkpmralty. becmrse of thrilpeople, Z ' k  to see the brmtr k b I e  
themsehtes, ... ItL sort of the inequality ofpowr between the &orner 
md the bonk generally. And so the bank being the Goliath md the 
cusfomer being the David 

Third, there was a sense that the public's expectations were out of line with the 

industry's abilities to deliver services, and as such consumers were continually 

disappointed. This viewpoint suggested that, inevitably, the industry would rnake 

chiIIions of mistakes" each year, and wodd be perceiveci as making millions of mistakes. 

This disappointment, in turn, was tramlateci into negative image attributes such as 

uncaring and unresponsive to consumer concems. 

CBA management viewed the bias against banks as deeply entrenched, and 

suggested that the negative image held by the public was inevitable. Although some 

expressed hope that the industry's image could be improved, they felt that in reality 

"bank bashing" was a phenornenon that the industry would nevex be able to impact. 

1 f a r t  think when you corne* this indutry in a very sophisfisficafed 
market. whzch is what we're in, and one which has tended to have a very, 
very overZuy of governent service andpublic utility, md where there 'k a 
m b d  view among the public as to whefher th& banking sysgem redly is 
private or public sector, thol it3 very, very (iiflcult. It's probably 
hpossible to really move imoge in a mstarmstarned way. You might get lucky 
with an ad 

Despite this viewpoint, they aiso believed that a poor image had a substantive 

impact on the banking industry. For example, one manqer cited taxes as an area where 



the banking industry's image has been costly. They contendeci that the govermuent has 

raised bank taxes, irrespective of the fiscal wisdom of doing so, just to appase public 

opinion on the banks. 

Andyar'dlookut the revenue mmrbers t h  these sutp2u.s fmes wouki 
generate d y o u ' d  ti>mS rhis is 6-e befmcse it dûesn't really get aî 
theirfiscaIproblem At the tfrne we were into deficit redicîion. It h s n ' t  
rea@ he@, it's O riiop in the buckt. The CM of aCaninÏsten'ng rhis thing is 
goingtociis~sipoieahge~lltfounfofthe~pedg~ Zhenyou'dhrrw 
to realize ïhat the agendo was not really to raise revenues it wus to senti 
out a message ïhatyou were hiftrng the banK 

In the view of management, bank bashing or the praaice of disparaging bmks, 

was common among dl stakeholder groups. 

Management was somewhat mixed in how they believe politicians viewed the 

industry. Viewpoints ranged fiom believing that, as a group, politicians beiieved the 

banks could do no nght, to a sense that the political stakeholder group dao included those 

who were more reasoned in their approach, and appeared to have fewa preconceived 

notions. AU CBA informants, however, generally expressed the view that politicians 

perceived that the b a h  were ineffective in conveying their message, and that the banks 

were not always believable. Furthemore, they suggested that most politicians engaged in 

some form of bank bas- even the politicians who were willing to give the banks a fair 

me other challenge on the governent side, is that there is a real 
sAeprcism about W. Tnere's almost ... They r e m  beutïng bartrCF zp 



becaure they'ke big. Andthere is reaZ& no negatnte. On tkpoIiticalside, 
you m m  get chczsfised for beatmg on the b a h .  Y~ou mignt get chartsed 
for beating up Bell C&. maybe, m d r m  not sure about th@, w b e  
not. ... But with banking, no one mer cornes to the rtefense of banks. 
beunrse the view is "Hey they'ke big e q h  They cm> toke a r e  of 
themebes- ." WeZZ, muybe weSte gone overbmd a little bit, becrmre in 
private they warldsay, 'Teah, I%e got tu do t h "  

They suggested two reawm for this behavior. Fïst, and primarilyy bank bashing 

was an activity that was perceiveci to be politically advantageous. Second, there was a 

minori@ view that they also engaged in this activity, and held a negative image of the 

banking industry because they did not understand the issues, either because of an inability 

to understand or an undingness. 

W s  wmld swaZZow anyfhing. ..And they wouZifn 't listen to the fats. l%ey 
cfidiz't wanf to hem them. 

. .. most of the MPs wmld rend to be lawyers, teuckrs. ... 1 think we have a 
bigproblem becaure they have no grasp, often, when rhey mi& Zegal 
&cisiom of the economic cornetpiences of what fhey're &hg. And even 
worse. me these human nghts people. 

Howwer, another viewpoint was raised that suggested that politicians were also 

motivated by legitimate concems regarding their constituents' welfare. C~rrespondingly~ 

the maneger who held this viewpoint suggested that when presented with the fkcts? and in 

particular, a possible solution, politicians would iisten and not be swayed by a negative 

industry image. 



Generaily, CI3 A management expressed disappointment in the industry ' s 

treatment by the media They felt that the media fed into the public perception th b a t h  

were big and bad and abusive, and generally ignored any good news that came out of the 

banking industry. They attributed this negative image to either incornpetence on the part 

of journaiist, or an ideologicai stand taken by the newspapers that they wodd not support 

the banking industry. 

In fact, one thing about this - m jaamlism - thejounaaliists newr go to 
the House of Commonr Commzttee or very, very fm rto. Eky are m t  tKnd 
workrs, you h. Most of t h  are kàzy as Ml. 

The S m  has just a negafive view of thzngs. A d  it wasn't just our 
imagrgrnation because we actually had an EditoriaZ Bmrd meeting M i  
EditoriaZ Bomd meetings thcd we had were very mitagonzstrstrcc Sironge 
q u e ~ s n ~ ~ .  Andrve hadrepmters tell me thot their stories were c h g e d  
when they were tm positive tmards the b&. 

One manager expressed an exception to this viewpoint, in that they felt that the 

image held by the joumalist depended on that individuai j o d s t  and how they 

persondy viewed the industry. 

Management felt that activist groups also held a negative view of the industry and 

were generally critical of industry practices. Howeva, they rationaiized this image as 

being understandable since the activist groups' reason for existence is to improve the lot 



of consumers. They also felt that although some consumer groups might acknowledge 

the positive aspects of the banking industry, they were generaiiy self-serving. 

n>ey might say, 'But, yyou know, our job is not to hmp on whot's right 
becmue our mcmaltte is to improve on whotk wrong " 

CBA management also questioned the ability of these groups to undertake 

research to support their d c i s m s  or to understand the facts that were presented to them 

It's very easy, 1 think, to ma&e brmdsfaternents, but it's very d@IcuZt to 
prove them d l  &n't t h k  they're mer heu  to pr-g a lot of the ihings 
that they my. A d  so 1 think they me gective because the media picks 
them up very quicm and they h ' t  questr-on them. 

To summarizey CBA management believed that the industry suffered fkom a 

negative image, and that the practice of criticking, disparaging and heaping venorn on 

the banks, commoniy referred to as bank bashing, was prevalent throughout ai i  

stakeholder groups. At the same time, however, they appwed to rationalize the 

existence of a negative image. They viewed stakeholder groups of politicians, the media 

and activist groups as self serving and, at times, lacking the inteilectual ability to 

understand and appreciate their business. Furthemore, they characterized the negative 

image as an inevitable outcorne of the nature of the banking business, and possibly the 

Canadian ailture, and as such, the industry was powerless to substantively affect it. 



7.4 Snmmary and Discussion 

This nilal section summarizes the attributes of the iadustry's identity, discusses 

how t conqtualized its image, and reflects on how and why it changed the way it 

managed the legislative environment and its collective image. 

7.4.1 Iintiîy AWbutes 

Baseci on the data in this chapter, three major attributes characterize the industry's 

identity Firsî, it values a rational, dyt ica l  approach in its endeavors, including the 

m e m e n t  of extemal stakeholders. This is iiiustrated in the pride industry association 

officiais twk in producing superior research This mode of perceiving the extemal 

environment appears to preclude the consideration of other viewpoints. These hdings 

are consistent with the way the industry chose to manage the Committee hearings, as 

described in the last chapter. 1t is also consistent with the manner in which the b d h g  

industry placed a premium on educating extemal stakeholders in its quest for acceptance. 

Its efforts to educate legislators regarding their 'ffaihcious ~ p t i o I t s " ,  and to satkfjr 

whst it perceived to be the public desire for education is suggestive of an entity that 

viewed itself as possessing superior knowledge. 

Second, the dominant role of the Big Six CEOs in directing the industry's 

activities suggest that it places a premium on control fiom the top, and values a 

hierarchical culture. 

ThUd, there is also a view that the industry represents private cornpimies, and the 

banks do not view themselves as utilities or quasi-public wmpanies, despite the 

legislative fhmework within which they operate. This identity attribute was recently 



confirmed by the Chairman of the CTBA in a 1999 speech to the Ottawa Carleton Board of 

Trade on the role of regulatory reform in the Canadian linrincial services sector: 

1s t h e  a clem &ive to emwe mmeimized C d a n  benefitsfiom this 
cenfral, &des-c economic~ction? To the confrary, three fimrlamentaol 
contrdctions stand out in the ctebate a b o u t ~ e @ m c i a J  sem-ces 
regulatorypolicy. ï k f i r s t  is that h cchorfered Oanks., alone among 
flmmcial itlSfitlSfifuftons, continue to be com*&red as if Urey were public 
utilities, insteud of the sharehoI;der-owne~ cornpetitive businesses t h q  
acl"uuZ& are. (Zeon Courville, Jme, 1999) 

Correspondingly, there has been a historic sense on the part ofthe industry7 since 

it perceives itseif as a collection of private enterprises, that they should be subjected to 

regdation in the same manner as o t k  private sector companies. The CEOs' umbrage at 

being called to amunt  for the banks' actions in the late 1980s is evidence of this 

sentiment. This sentiment sporadicaliy appeared in interviews; howwer, not with the 

same vehernence as it appeared in the early hearings. As discussed below and in the last 

chapter, the industry had becorne more sophisticated in managhg its Legislative 

environment. Therefore, a strong and continuhg belief that it is not a utility' this sense 

that it shouldn't be regulated and the market should govem its actions may sîi.U be luking 

Finally, it regards itaelf as a victim of bank bashing. 

7.4.2 Image Am-butes 

Interviewees at the CBA aii describeci the industry's image as being Large, 

powerful, as being potentially abusive, as making mistakes in customer service and as not 



being particulacly good at getting its message across to outsiders. Wrthout exception, 

however, they characterized these images as being a fiinction of a phenomenon they 

referred to as bank bashing, that is the practice of criticking the b a h  in a mamer they 

. . 
described as vitrioiic, often cavalier, and almost always without empirical sub-on 

They also rationalized that bank bashing is more an outwme of either the nature of the 

service the industry provides, its large size, or may simply be an inherent fature of 

Canadian dture .  There was only a Limite4 indirect acknowledgment that the industry 

may contribute to the phenomenon of bank bashing through its LiCtivities. Given their 

perception that the causes of bank bashing are systemic in nature and not of their own 

doing, all doubted that the industry could substantively affect its image. 

The inte~ewees also had a narrow concept of what image was, and how it wuld 

be impacted. They tended to view image as the outcome of what they thought of as 

ccso£t" fàctors, or perceptions that were difncult to combat with empincal evidence. For 

example, they felt that the public viewed bank profits or CE0 saiaries negatively. Since 

a negative view of these issues may amount to a value judgment on the part of the public 

and could not be combated or justifieci with data, they were at a loss about how to affect 

it. There was an underlying perception that the industry rnanaged its "image" by 

collecting marketing research and public opinion polling data, and engaging in 

advertising. There was only a limiteci sense that image may be an outcome of other 

factors such as personal interaction beîween the customer and the bank, or the by-product 

of business policies. F i d y ,  although there were some exceptions, there was a strong 

tendency to view stakeholder groups who they believed held these images variously, as 



uninformed, unintelfigent and self-serving. To SuIIzmanze, a narrow conceptualization of 

image and its causes, and the g e n d  disparagement of those who held these images, may 

help to minimixe the importance of the construct in the view of the industry. 

7.4.3 Changes in Legi'sCative Sfrafegy 

Despite the wnsistency in the CBA's strategy of educating politicians and their 

reliance on rationality as a way of appealing to this stakeholda group, there were signs 

that the CBA and the industry adapted to the outside environmmt throughout this period. 

The most signincant change for the CBA during this period was the transition in the 

choice of CE0 and President. The banlting industry moved fkom choosing industry 

insiders, who also happened to be economists, to an outsider - a seaaoned civil semant 

weil acquainted with the political realm. This move signaleci a wiïiingness by the 

iodustry to recognize and adapt to the political aspects of the environment. It was 

suggested that this switch in the type of CE0 and President refiected an aclmowledgment 

that the indu- was failing in the political arena In other wordq external pressures 

prompted this change. 

7.4.4 Chrmges in Image Munagernent 

Similarly, d e r  many years of a steadily deteriorating public image external 

pressures prompted the industry to address its image. The combination of fiüling public 

opinion ratingq legislative actions that appeared to be designed to appease the public's 

anger with the banks and recognition of employee distress prompted industry members to 

ovawme their differences and take action. In keeping with the industry's notions around 



the best ways to convince extemai stakeholders, and it conceptualization of the coastnict 

of image, it is relying on a strategy of education, delivered through a combination of 

advertising, and publicly-disseminateci educationd material. 

The following chapter addresses the related constnict of reputaîion. It explores 

how externai stakeholders actually do view the industry, and suggests why they may hold 

these images. 



As discussed in Chpter 2, Liferatwe Review, the constructs of image and 

reputation are closely related. To recap, image can be broadly defineci as what an 

individual believes others think of îhem while reputation can be broadly defined as w k t  

0th- aaually do thuik Image offers a cognitive lem through which an indivimial can 

interpret the values, behaviors and motivations of external stakeholders with regard to 

how those values, behavior and motivations pertain to thne Reputation, however, can 

serve as a check on whether the individual's cognitive lens is accurate. In 0 t h  words, is 

the individual's perception of how others view them redistic and truiy reflective of the 

perceptions of others? Although the major focus of this thesis is the effect of identity and 

image on an organizational management process, the inter-relatedness of the constnicts of 

image and reputation suggested that an understanding of the industry's reputation would 

be helpfùl in understanding the role of image. In addition, reviewing extenial 

stakeholders' perceptions of the industry, its characteristics, its atti~des and t s  behaviors 

broadens our understanding of the stakeholder environment in which the iadustxy 

operated. 

Therefore, this chapter provides an assessrnent of the content of the industry's 

reputation and how its reputation was created. Findings are based on intaviews with two 

leading journalists who covered the banking sector for a national newspaper fiom 1990 to 

the ptesent, data derived fiom the House of Commons Cornmittee minutes and data fiom 

a public opinion survey commissioned by the Ta& Force on the Future of the Canadian 



Financial SerMces Sector in 1998. This chapter concludes with a summary and 

discussion of these findings on the industry's reputation. 

8.1 Findings of a Rccent Public Opinion Survey 

In 1998, the Task Force on the Future of the Canadian Financial Services Sector 

published the results of public opinion research it had codss ioned  to help it better 

understand how Cluirinians interacted with the financial services sector, and to assess the 

Canadian public's attitudes on a range of core issues hing  the sector. The research, 

conduaed by Ottawa-based Ekos Research Associates Inc., compnsed a representative 

telephone survey of 1,800 Canadians f?om the general public and a series of foais groups 

and triads with 95 individuals who had participated in the telephone swey. The research 

was conducted earlier in 1998 and used a sample of Canadians fiom across the wuntry. 

The sample was selected nom every telephone book in Canada using a randorn 

generation method. The survey was pretested and administered by experienced 

inte~ewers who had also undergone a training session. The moderator's guide for the 

qualitative component was designed to complement the telephone survey and assist in 

general interpretation of survey results. 

The research focused on how Canadians used financial services, their perceptions 

of the adequacy of their access to financial senices, their level of satisfaction with these 

services, their perceptions around the adequacy of industry cornpetition and their 

concems around the use of technology, privacy and indu* practices involving 

disclosure, tied selling and the sale of insurance by the banks. The researchers also asked 

respondents a nurnber of questions about their images of banks, and it is the findings 



based on those respooses that are the focus of this section (It should be noted that this 

research report uses the term "image" in the manner in which the academic literature 

defines "reputation" - that is, respondents' "images" of the banking industry refer to what 

respondents achially said they believed or perceived about banks.) 

Overaü, respondents expressed mixed perceptions of the barils. According to the 

report: 

m e n  it cornes to imst, co@&nce1 pepe7fnnance a d  SafiSafi.$actiort, 
C d c m s  ' outIooks me relorntely high, garfrgarfrcuI;ar& compared to other 
sectors such as govemment. By confrasf, service fees, profits, the 
perceiwdpower and influence of banks, and the view thut hnks iiaw 
public repnsibilities that other bsrsmess ab not have qpew to be ai the 
root of the poor images of bards. @ . s  Resemch Associates Inc.. f 998) 

Indeed, aithough 46% of respondents viewed the banks as responsible employers 

and 44% viewed them as good corporate citizens, the public's perception of the 

industry's concern for customers was extremely low. Approximately 44% viewed the 

banks as heartless and 28% viewed them as neither heartless nor caring, suggesting that 

ody one in four Canadians felt that banks were concemeci about the we&e of their 

customers. The report suggested that respondents held the image of heartlessness as a 

result of personal experiences îhey had encountered with the badq such as waiting for 

cheques to clear or encomtering a serious problem at their primary finaocid institution 

It also suggested the perceptions of tied selling contnbuted to this image. (Tied s ehg  

refers to the practice of forcing a customer to purchase multiple products from one 

institution; for example if a customer wants a mortgage, they would have to place your 

chequing and swings accounts with the same bank, if that bank was engaging in tied 



selling. It was a very topical issue in 1998, as Parliament convened a hearîng on this 

issue, and ultimately passed legislation prohibithg the banks fkom engaging in tied 

seuirrg-) 

The researchers attempted to discem the root causes of these images by posing a 

series of Likert statements around issues tbat had attracted considerable negative 

attention to the industry throughoui the decade, including the perceptions that the banks 

were too powdd, were quasi-public institutions, chargeci service fees that were 

excessive, and made excessive profits. Generally, respondents felt thai banks wielded too 

much influence and power in Canada ( 5 9 % )  and that banks had more public 

responsibilities than other businesses (58%). 55% of respondents félt that the savice 

provided by the banks did not juste the service fees charged. On the issue of whether 

the banks made excessive profits, respondents were less dramaticaliy divided with 47% 

disagreeing with the statement that the banks' profits were fair and reamnable and 400/0 

agreeing with the statement- 

The research report attempted to identify the types of individuals who were most 

likely to share in the majority of these perceptions and found it difncult to do so. It 

reported correlations between negative image of banks and individuals who shared the 

foilowing characteristics - 1) University educated, 2) self-employed, 3) used the Intemet, 

4) paceived that banks engaged in tied seliing, 5) had a serious problem in the past year, 

6) used multiple financial institutions, and 7) were required to wait for cheques to clear - 

w m  more dissatisfied. (It is unclear âom the report whether ail or only some of these 

socio-demographic variables must be present.) 



We can conclude fiom the above section that the public does hold a significant 

nmber of negative images of the banlOng industry, and to some degree that negative 

Mage is rooted in their personai experience with the industry. In particular, îhere appears 

to be public sensitivity around the concern that banks are too powerfiil and do, in fict, 

have greater responsibilities to the general public than the average private sector 

='mp=y- 

8.2 Attributes of the Industry's Rcputation: Journllists' Perspective 

Although the journalists intemiewed made some positive wmments about the 

banking industry, their comments generaiiy focused on the industry's shortcomings and 

were negative in nature. The positive comments they s h e d  included a recognition that 

the banks were gwd coprate  citizens, often pusueci interesting and carefidly 

considered corporate strategies and did have many smart people working for them. 

Neither of these journalists had any apparent bias that could be characterized as l e f t - d g  

or anti-business. 

The journalist's misgivings could be grouped around three themes. First, there 

was a sense that the b a h ,  by virtue of their enormous size and importance to the 

economy, were powemil and had a tendency to abuse that power. Second, they found the 

banks were diflïcult to report on because they offered only limiteci access to the media 

community. Third, they obsenred that if the banks wanted to change the way the public 

perceives the- they need to make substantive changes, not simply tinker with their 

image. They perceived that the banks' notion of who they are and how they could impact 

their Mage seemed to be misguideci. 



Both journalists felt that the domestic banks were powerful and wielded a great 

deai of influence in society because of their size and overall importance in the eçonomy. 

Both qressed a distaste with the way the banks had deait with them professiondy, as 

weli as how they had deatit with d e r  smaller stakeholders, such as individuah or s d  

businesses. They reportai that this abuse of power manifksted itself in two ways. Firsî, 

they felt that the banks had a tendaicy to be combative in their deolings Mth outsiders, 

and to unlàirly use their considerable resources to vanquish anybody they perceived to be 

acting against their best interests. 

1 think the mostfiusfrating thmg is their belief thut ïfihey haw k e n  
wronge<i. they wilZ get theïrpoMld ofjlesh. ïky 're  on the phone to my 
publisher once a week to ~FY andhuve the stov s t o p d  mese men't 
t h g s  that pwr people ... or not euen p r  people, but jicst average 
citizens would cio. Andaverage citizens m ' t  #or&d t h t  sort of tirne, 
Or that sorî of m e r .  Anditif just sort of this feeling thoi t k y  hove t h  
they're owed something by us. Or that they cmi con& the message. 
( J i l i s t  A) 

%y have a veryfinn view of their place in the miverse and their 
entitlernents. Conte hell or high water. î%eyprocee&d some court cases, 
which certoh& dh't ab them any goadin tems of image. Y m  ktow, 
maIl business guy allegedy gets screwed by the Bank They îake him to 
COMI. It wouId have been easier to settle. But iheyjfght it Hghl h v n  fo 
the... they're entitled to evety cent. ( J m I i s t  B) 

Second, the baoks acted in a manner that suggested they possessed superior 

lcnowledge and knew more or Lnew better that extemai stakeholders. One joumilist 

describeci a generai senae of arrogance that emanated f?om many individuals they dealt 

with in the banking community. 



But IaZso think thut rhere is, and they 'd never acimit to if. buf thete's sort 
of a kind of a aivine rij~ht of bankers as being the font of ai2 wWI.hm and 
f rvfh .  ( J i i s t  B) 

Interestingly, both joumalists a h  commented on whaî they perceived to be 

hypersensitivity on the part of baaks to any perceived criticism, no matter how slight. 

They suggested that while the bsnlcp were very sensitive to stories around public policy 

issues, and this was understandable, they were inordinatety sensitive to news items that 

should, et best, be perceived as small slights. 

Just how influentid they thmk they are, and how. .. but on the other Iwd 
how sensitive they are. M. B was very upset at a stow thaf ran h anotkr 
p p r  about mentioning the fact that he was remarried. llrese guys are 
mentioned cialcial& in the newppers, but it's these ZittIe things that get to 
them. (J~trrnaIist A) 

Idid the story about some meetings tiraf were going on in Nov York and 
the head of the PR &partment at the Bank toldme that the Bank M n o t  
been inviled to aparfiparficuJar meeting in Nm York So Ireprted thot ch&. 
And wus simrmoned tu the Bank the &y the story ran, to tukk to the head 
of their Latin Americun operations, who tore a stnp ogme for 20 minutes 
abart this terrible slight. The PR person had the wrong information, md1 
was cashgated for this. ( J m I i s t  B) 

In summary, the j o d s t s  perceivecl the banks' actions and attitudes towards 

external stakeholders to be disturbing because the banks unfairly used their greater 

resources to their advantage. Correspondingly, this behavior made it appear that the 

banks knew they had greater resources and suggested they held an underlying assumption 

that they deserved special treatment. 



Although most of the banks have sizable public reiations departments, d 

produced reams of press releases and 0th- material for the media wmmunity on an 

aimost daily basis, these journalists found gethng access to senior management vuy 

difEcult. Relative to other industries they had covered, they describeci the industry as 

close-mouthed and, ofien, very ciraunspect about its tme intentions. These traits seernecl 

to be best personined by a strong reluctance on the part of C E O s  to not speak with the 

press. For example, one joumalist mentioned that in a five-year period, he had conducteci 

only one interview with the CE0 and Chairman of the Metcalfe Bank- 

Pmt of the problem with the b&, it'sjbmy huw the Chmrman never haiF 
tirne to pcak to you mtiZ he wants to, and then he's on the phone for an 
haur and a ha& Thut realiy makes me h g h .  fie access to senior people 
is ofCen reaIZy really d#îcuIt tu get when you need it on things that am't  
contentious. ( J m I i s t  A) 

At al1 costs, y m  protect the Chaintl~~from embmrarsment. Y m  protect 
the Chaiman from any chance t h  he might embmuss himsee rfyou 
give an interview, ymprobaMy make ciCann sure thaf there's someb* 
fiom the PR deparfmeent tkre. (Journalist B) 

The only exception to this observation was the Atwater Bank, who both 

journalists applauded as providing plenty of access to senior executives, including the 

chaimian They also commented that the industry was g e n d y  loath to release 

information that was meaningfd, and wuld sometimes be deceptïve about its strategies. 

Becmcse Ijtcsffind the CR4 compIeteZj inefective. ïheyke a lobby 
group ... 1 cuJIed them once on somethingjast completely imocums. Ihey 
won? give me the dara. IactmaIly dd mll them yester&y for the first time 



in a yem. Igot the htjontlofiion 6efre they d e d  me back Sometimes 
they W d l  h c k  a week later. 1 workkjor a ha& new-r. îky'reitcsf 
useless. (JouniaIist A) 

The Bank onda consumer p'oducts corn- got toge- for a a& 
c d  1 went to the news conference and1 asRed some hard brrsiness 
quesfisfio~. Naw much are yotr invesfrng in it? How's the revenue going fo 
be q l i t  between the bankand rhe company? You hm, obvio~ls, basic 
Wlik that. W%ich, to my &Zighg no- el' bofhered ?O a& They 
woulial't answer. Ff%enyou abn't CIltSWer somethmg ary reprfer is goïng 
to jus? h n  weZl get the ~onnatznnalZon somewhere. (Jourraalist B)  

The media is a clearly definecl and important stakeholder group for business, and 

the suggestions of these joumalîsts was that the banlring industry has done a reasonably 

poor job of being rneaningfidiy responsive to them. 

In the course of the interviews, each of these reporters spontaneously recounted 

negative personal experïences with the banks, as customers, to support some of th& 

statements. These observations would suggest that their personal experiences with the 

industry, as well as their exposure to the industry in a professional capacity, influenced 

how they viewed it. There was a .  underlying sense that the banks were very reactive 

when dealing with consumers. One journalist raised the argument that banks are, in 

effect, a utiiîty and consequently need to be more responsive and 8ccouatable to extanal 

stakeholders. 

1 thUlk their biggesf problem is, and mqybe it's the same for -y h g e  
organization, is that the on& time tht they would change fhings, Iikz 
mal2 business lendingpolicies or service fees, or whatever, is w k n  
they're pushed (JoMnalist B) 



But they also forget t h î  they me grnement-reguïàted und they me 
finuncial iIIStiIIStifutrfutr~nstlS Tky're notfi11~t~:iaZpub/icly t r d d  compniesS 
n>ey me insti~-oonr that uury a respolt~~~biïïty thot t . ,  IIrdon't thi& 
wmt. But they_tSgh? thot every step of the wqy and irrsfead of giving sovne 
I@ senice to thot. theyjiîst h e p  wirg, 'We have shmeholclers. W e k  
public compmies. ." Yes, you me pubüc compmies und ym're @or& the 
Hghr to do what you ab by an Act of Porlumenf, and* ahuays forget 
that si& of it. They're never sensitive to t .  (JmZlisf A) 

at the same tirne as being prone to abusing its power. Commensurately, they perceived 

that despite the industryys devotion of considerable resources to public relationsy it did 

not disclose information that was meaniogfùl, and for the most part, did not make 

attempts to interact with the media in a way that was meanin@ (i.e., access to senior 

management). Similarly, they felt that the banlong ind- was slow to react to extemal 

pressures, particularly customer pressures largely because of its sue and how it viewed 

itself. 

8.3 Attributes of the Industry's Reputation: Politici.ns9 Perspective 

Throughout the four hearings it is apparent that the b d g  industry SUffereci 

from a negative reputation In contrast to the journaiists, who made some positive 

comments, Cornmittee rnembers' comments revealed that the number of positive 

utterances about the industry were few, and relative to the ovemhelming negative 

perceptionsy insignificant. Generaiiy apeaking, consumer actNist groups that appeared in 

fiont of the Cornmittees echoed these sentiments. The negative reputation cpn be 

summarized around five dimensions, of which two revolve around characteristics of the 

indu*. First, the industry enjoys numerous benefits because it is highiy protected by 



govenunent aegulation Second, the industry is, above a& profït-oriented and the 

magnitude of these profits may be excessive. The three remaining dimensions rev01ved 

around the industry's behavior. It was most often viewed as self-ServiLIg, generally 

unresponsive to extemal stakeholder concerns, and deceptive. The remainder of this 

section elaborates on the behaviors and characteristics Parliamentarians associated with 

each of these dimensions. 

As discussed under Ch4plter 4, F k i i a I  Service Sector in C d ,  the Canadian 

banlring industry is highiy regulated. Much of this regdation bas worked in the 

industry's fkvor by allowing it to retah contn,I over the payments system, stem the flow 

of foreign cornpetition, and engage in a myriad of new hancial ventures (e-g., insurance, 

securities underwriting), albeit through subsidiaries. By the t h e  of the Holtmann 

Committeey these benefits were widely recognized by Parliamentarians, as weii as other 

Crmodm b m b  are higw regulafed some of the best protected bmks in 
the world and they maRe bigprofis. &P McDonaU Nmember 20,1991, 
Nolfmunrt Hem@ 

You take rish on behalfof y m  O&, not too many, because you're pretty 
wellprotected by the CClltClCfian charter. People suggest thet the ha& me 
an ann of govenunent almost, you can't go w o n s  (MP WoZfmann, 
November 6, 1991, Hol îmm Cornmittee) 

It appeared to be an unquestioned assumption that banks enjoyed the benefits of 

their regdatory environment, and as such, are quasi-public entities. 



8.3.2 Excessive Profits 

Members and witnesses observed that banks were in the business to make money, 

and in and of itseg this was a legitimate business aim Some members occ~sionally 

stressed that they were ardent supporters of the capitalist system, aud had no problem 

with the banks xnaking a profit. 

H i g  snid thot, it is normal for h& to make a profif It is even a good 
thing, becnuse it allows t k m  to pay tmes ïtnd contribute to the tm base. 
(2MP de Sawye, Febmary I l ,  199 7, W a k r  Cornmittee) 

In the latter two hearings, howwer, the notion that bank pronts were excessive 

began to enter the discussion. 

Ifiraclleed there is a fizst-*rack investigation md ifitjimh thot the big banAr 
and tnrst companies have ?nu& obscene and mmantedprof i t s  because 
they clid not &op their rates, clo yolr think we sharld seek o r e n i e  
thrmgh some &m of a p c i a l  wi.fuJlpro~ts on the bank;r for t h t  
amount? They have been &mg ït for yens. (A@ McDomld, November 
20, 1991, HoZfmann Cornmittee) 

Making profits in and of themselves did not present a problem for the 

Cornmittees, rather it was the juxtaposition of large pronts against practices whose 

faimess they questioned. There was also a perception that these profits may be 

particularly excessive in light of the special treatment the industry received by virtue of 



Throughout each hearing, there was a perception that the banking industry's 

activities were largely self-serving. Although it was widely accepteci îbat banks were in 

business to make money, and that this was reasonable and legitimate aim, there was an 

underlying perception that their business pracfices reflected a willingness to d e  money 

at the expense of consumers and with no regard to consumer welfare. Given the 

regulatoq benefits it enjoyed, these practices were regardesi as questionable at best, and 

repugaant at worst. 

Iremember we al2 agreed ut one time, patticuUaly going back afêw 
yems, that the b d  a2mostpushed money ontopeople &ring the k y k y  
of the boom years. It w m  so ea<y to get money. Ymjust w u l ' d  in rmd 
people at the bmrk shoveled it ouf. &P Ris, Jme 17,1986, Bledam 
Commitîee) 

Well. we have a alualistic posture by the brmKs on medit cmd interest 
i%ey tulk about repm3ility, but in fact their marketing departments are 
very aggressiveZyfloggi~g car& to u lot o f p p l e  who probubly shouId 
not have them. (34P Simpson, Niember 20. 1991, Holbnmm Comminee) 

Ifrhere was even a sZh chmice thlll they could be nicide to opt for social& 
moral stand mer coprate prom f there was even a glimmer of hope 
that t h e  wus sfrsfrll sornethg thas c d  be chne, 1 would be tempted to 
qeak less harshly. & Srcrvoye, Fe0nui.y 12, 1997, WaZkr 
Cornittee) 

This perception of self-serving behavior seems to be exacerbatecl over the period 

by a corresponding perception that the industry was not listerhg to criticisms, was at best 

reactive in their responses, and w u  ofien insincere in these respooses. For example, the 

industry's attempts to disclose information on credit card statements w a ~  questioned 



because of the advanced level of language used. Critics pointed out that simple language 

would be in the spint of fidl disclosure since much of the population d e r s  fiom wcaL 

literacy skills. Other perceptions included a sense that the industry only responded to 

concems when bludgeoned with the cudgel of moral suasion or unflattering press. 

We rdon't see conpetition on the bottom-Zïne pt+ce. Wry is it? 1 think itk 
bemse the b& md H s  ~nanciul insîihrtions] have heen able to get 
mvay with it When the potlighf is on and the k a t  is on, boy ihose rates 
wiZZ &p. (MF Simpson, N e e r  20, 1991. Holfmamr Committee) 

Certain& the Connmers' Rssocialialion has been pum'ng fowth wry concrete 
r e c o m m e ~ ~ o n s  for the Iart elmen yeats. C e ~ ' n &  rhe i- isn't 
listening. (345. T a  Connnners Asocirrfrrrfron of C d ,  February 12, 
1997, WaIker Cornmittee) 

From the politicians' viewpoint, the industry seemed hstratingly slow to respond 

to criticisms, and worse than that, they seemed to feel it was aii right to ignore these 

The perceptions of selfkenring and unresponsive behavior were fùrther 

underscored by a perception that banks were deceptive in their practices. The industry's 

reluctance to provide information, or to not d i r d y  aTlSWer questions, compounded this 

perception. 

1 think that this is a very insi(ii'ous wqy of getting sigrzficantly increased 
boaowing by this omik. (MP Jepson, J i  17.1984 Bledam Commztîee) 

People borrow moneyfrom banking institutions, but when we think about 
ytnu method of computng interest charges, it ts a bit like Zooking at a 



Missisïppi g . l e r  on a steamboatplqymg the shellgmne. &4P 
Bellemare, Jme  14, 1989, Timter Cornmittee) 

These negative perceptions were consistent throughout the entire period, and varied only 

in that they became more refined in the latter two hearings, and members and witnesses 

became more artidate. 

In conclusion, these heafings into credit card practices were conducted within a 

climate where the banking industry was generally regarded as pnvileged, rich and 

powerfùi, and as generally abusive in their practices and uncaring when it came to 

consumers. Politicians appeared to fhd these practices to be a partidar &ont to their 

sense of fairness, because of the governent protection the government provided the 

industry. These underlying themes underscore the image challenges the industry, and 

individual banks, faced. They also speak eloquently to the mease and discornfort 

e x i d  stakeholders felt concerning large institutions in their midst. 

8.4 Lcgisïators' Framing of the Issues 

In the discussion of the preceding two stakeholda groups - the general public and 

the media - it is apparent that many of their perceptions about the banking industry were 

formed as a result of their personal interaction with a bank (or banks). This section 

analyzes how Cornmittee members W e d  their views of the banlring industry. The 

hdings confirm that personaf eqexience with the banking industry was a powerful 

determinate of the indust~y's reputation This tendency to perceive the industry in 

personal terms is m e r  evident in some of the ways Cornmittee members chose to 



attempt to understand the industry- They often h e d  questions or assertions about the 

is obvious that legislative interest in credit card issues was, in a g e n d  sense, a response 

to constituent complaints. Accordingiy, in each of these four hearings, members claimed 

to be responding to constituent concems and complaints, and periodicaliy they referred to 

discussions with constituents or letters fiom wnstituents to support their claims. 

We heardfiom a wWIfnessjForn one of the newyqers, who had brought 
infornafion to us about consumer cornplanlts about mediif wdr. As 
Members of Parliament. we get letters of compllaintfiorn people 
concerning medit car&. (UP Taylor, June 2 7,1989, T m r  Cornmittee) 

Similarl y, the testimony fiom advocacy groups usuall y encompassed 

generalktions about how consumers felt about these issues, or in some cases, specific 

constituent stories. 

1 thinkprobably the majority of compkaints w d  be dong the h e  of nut 
knowing the amount of interest charged mere also seem to be a great 
&al of concern over figuring out whaf it actuuIly says on the bac& 
purti~~~larly the b& cmd s~ements. (34s Hall, Consmers Associdion 
of C d ,  December 3, 1986, BZenhm Conrmittee) 

We are contimurlly receMng telephone d s  and lettersjiom people. d 
a nile of thunib is that ifwe receive a telephone cal1 then thatperson zs 
ostelt~~~bly speaking for at Zeasî 100 other people. Ey that we mean that if 
someone trrkes the time to pick up the phone and d us on something rhen 
at l e m  100 other people out there are concerned about it. Ifsomeone 
rokes the tirne to sir down and wriite a letter then we feel t k re  are at le& 
1,000 o fher people out there who have rhe smne concern but have no? sut 
down to write us a Ie#er. (M. Murray, Collsumers Associafion of Crm4<i4 
Jme 27, 1989, Tunter Cornmittee) 



Whiie wnstituents' stories, and outside observers' wmmentary on co~lsumers' 

acperiences, clearly impacted how Committee members h e d  the issues, it is clear that 

members also personalized these issues. In each of the four hearings the Committee 

commentary consistently reveaied a tendency to use their personal experiences, or the 

specific experiences of their constmients, as guidelines for asking questions, raising 

challenges and generally naming the issues. Ofien, they did not engage in the didogue 

with witnesses on a theoretical level, but rather sought to understand card issuer practices 

and the corresponding ramificatiom of these practices in termis of their daily life and the 

lives of their constituents. For theru, the debate did not center on macroeconomic theoryy 

or the philosophical prlliciples of capitalism, but rather on how the reality of these 

practices affect4 the welfare of their constituents. Their challenges to issuer testirnony 

were often couched in terms of their personal expenences with credit cards, as weii as 

stories fkom their wnstituents. The manner in which the Committees tended to 

personaüze the issues can be Summarized in four dimensions - personai or constituent 

arperiences, personal practices, hypothetical situations and analogies. 

8.4.1 Personel or Comîitwent ~ n ' e n c e s  

The most cornmon type of personal commentary was that of relaîing their 

personal eqmiences with the credit card industry, or specific experiences of their 

constituents. Usualiy, these experiences rewlved around some type of poor savice, or 

business practice that was deemed to be questionable. These experiences were o h  

recomted in an attempt to challenge the witnesses' testimony- 



1 thmkIgrov up in the chys when 1 was ahuays terriil& of changing 
W. 1 thmght somehaw the roof wouldcome in on me. It may be a bit 
ch#eren? now, h t  you wouldagree the cost tu the i n d i v i u  of shijhg 
fiom one cord to rmother is quite substantial? &P CarslarSlcJ,, N i m b e r  27, 
1986, Blenkarn Cornmittee) 

1 w d  like tu ask each one of us k e  t o p d  out their c r d t  ccvdr und 
tell us whether they me pying interesf fiom the Care d e  orfiom the 
purchase ahte or the statement cfme on each one of tki? me& cmdc I 
wiZZ bet you no one in this rwm hows. 1 wiZZ kmw. bemuse l m  l d g  
at the staternent inpont of me right now. Butf ie  minutes ago IriUinot 
kww how Ipqy mterest .... So how c d y o u  .y the collsumers knuw 
w h t  they m e  w n g  mrd how it is charge4 when 1 wauld venture to suy 
95% ofpeple have no icleo how it works, not men thme of us a r d  the 
&able here? (2MP Boucina, June 14, 1989, Turner Commirffee) 

Who isyour cusfomer? Am I p w  &orner when Iget a me& c& or is 
the akalerfrom whom Iget immediate medit, in the sense of g d  md 
senices, yvour customer? A@ experience har been thar the choriered 
banks of Cana& do not treat me as their customer; they peut the retoier 
as their customer. (UP Crosbie, June 14, 1989, Turner Commiffee) 

Ilurt's also the kind of cmd 1 own perso~lfy andyour tollfiee phone 
=ber im't on if sir. I tned using it yesterdqy befaure my bill went by 
misfake fo another MP. I f  was Derek Lee. (1MP B d a ,  November 6, 
1991, Holfmann Cornittee) 

Often personal comments were delivered with an undertone of passion or 

vehemence. The Turner and Holtmano hearings wntained considerably more personal 

and constituent experience cornmentary that the Blenkarn and Waker hearings. There 

are three other ways in which personai experiences were fhmed - members offered 

examples of personal practices, hypothdcal situations, and d o g i e s .  Theses were uscd 

less frequently throughout the hearhgs, but were stili apparent. Personal pracfices aa a 

way of dialoguing was used rnost often in the Blenkarn hearing. 



8.4.2 Personal Practices, Hpthetical &priemes and Amlogres 

Personal practices refer to the tendency on the part of the member to fiame a 

question or comment in terms of how they (or thei. f d y )  handie credit cards. 

1 look ut it as somefhing with which I can make $50 purchases fw 
conwnientZy, d i j l  ab not have the carh 1 rio not have to get Iaan for it 
&fP Wmer, June 17, 1986, BZenkarn Cornmittee) 

M y  personal lm, othr  t h  my mortgage and the Z m n  for my car. 
reaIlj wen't secwed at the banAr &PMucDona~ November 6,1991, 
HoIfnomrn Committee) 

In trying to understand testimony, or to make a point members developed 

hypothetical scenarios in which they depicted themselves as the credit card customer. 

W k n  1 w m  going though some thmght before our presenm-on 1 came 
up wifh a quesfron t h t  1 asked myse@ if1 bought a new microwave for 
$800 on my Visa, andpmpmd $799 on the bill by the (6re chte, then 1 wmld 
poy interest on the full S800fiom the ciare on which zt qpeured on my bill 
untiZ, the aciual die &te. (UP Riis, June 17,1986, B Z e h  Committee) 

Y m  shouMrmctersfandwhere Iam cmingfiomm lJIiurve $1 minion in 
cash in nry pocket, 1 sfisfiIl canot rent a car Rom the anpOrt withact a 
major credit cmd Ifl want to orakr somethmg mer the telephone, then 1 
have to give my medit c d  mmtber. Ifl wmt to sendflawers to my mye 
on Valenfine's Day, 1 need to use a medit cmd So you andyour 
colleargus have cqptured the market. Gray, Nivember 12, 1991, 
WoIfmann Cornmittee) 

Finally, some members drew on thek business experience to try and understand 

witness testimony. They used a business practice that they were W a r  with as a l a s  

through which to understand issuer practices. 

1 know when my company sells sfuflto Simpsons or Sears, Seurs does not 
pqv us inîerestfiom the &y we ship the goodr ïheypay us 30 &ys Zater 



or sometimes 60 &ys ber. We th not charge then> interest. Wmliiyou 
normal& figure on chmgmg your amtomers who & .  not pqy p u  right on 
the nme interest the moment you sold them the g h ?  (iCiP B Z e M  
November 26, 1986, Blenkam Commiffee) 

W k n  1 was in business, my mstomers hod 30 &ys to pqy ewn though, 
l i k  ycni, 1 had to pay my emphyees every week and &O pqy the rent. 1 
hod a Zine of credt at the bank on which I wospqYmg quife a high inferest 
rate at the time. Ifmy customer clii.'tpqy ne Mer 30 &YS, IuZw charged 
him orlinmisirative CO- to offset my my medit administrative chmges. 
QW de Savoye, Fe6nm-y 13, 1997, W&r Committee) 

To sumrnarize, to some degree, legislators viewed banLing industry p d ~  

through a persod  lem Their perceptions of the industry r d t e d  either ftom their direct 

personal or professionai interaction with the banks. These ways of fiamhg the issues 

~ S O  suggests that effective counter-arguments shouid contain at least some 

acknowledgment of the human dimension of these concerns. 

8.5 Summary and Discussion 

This section Summanzes the banking industry's reputation with these stakeholders 

and discusses how these p u p s  have corne to hold these images of the industry. 

8.5.1 Rep&ziion Attributes 

Table 23 summarizes how these extenial stakeholders have described the banjting 

industry. Clearly, the data fkom these three sources (i.e., the public opinion survey, 

inteniews with joumalists and the Committee Minutes) aiî suggest that the banking 

industry has suffkred and continues to d e r  fiom a reputation that can be characterized 

dong thtee broad dimensions - 1) a tendency to abuse its power, 2) a lack of 



responsiveness to externa1 stakeholders, and 3) an identity thai is in coiiflict with ercternai 

sîakeholders' expectations of the banks' core a c t i o n  

Public Opinion S m  
(% of suwey mpondents) 

Banksbavemore Are legislated like a Quasi-pablic 
responsbilities thanother uîility 
businesses (58%) 

Power 

Ail three stakeholder p u p s  referred to patterns of behavior by the banks that 

suggested the industry held too much power. These patterns were evident in its business 

practices, its rehsal to give information, and the perception that its profits were 

excessive. In addition, joumalists and politicians suggested that the banking industry's 

behavior was underscored by a genaal attitude of arrogance, a feeling that it knew bettet 

than extemai stakeholdm, or that it deserved special priviieges. 



Responsiveness 

Al1 stakeholder groups held an image of the banks as being interested, f i .  and 

foremost, in the welfare of the banks. Correspondingly, they perceived thrit the baoLing 

industry did a poor job of fimdamentaily understanding and responding to the needs and 

expectations of externai stakeholder groups. In the case of the journalists, this behavior 

m8nifested itself as difnculty getting access to senior management. From the legislators' 

perspective, banks engaged in a series of business practices that muid be described as 

self-serving. In addition, they perceived that the industry tacitly conveyed the attitude 

that the deliberations and recommendations of the Cornmittees were iinimportant. 

Identity 

Stakeholder groups were generaily unanimous in their view that banks were 

fimdamentally quasi-public institutions. They regarded the baaks as providing au 

essentiai service to members of society, similar to the power and telecornmunications 

utilities and perceived that the industry was subject to a similar regdatory burden 

Stakeholders felt that an obvious extension of these observations is that banks should 

behave in a manna that is cornmensurate with the expectations that our society holds for 

a public utility. The expectation that the banks should behave in a manner that is 

consistent with the primary objective of seMng the public, makes the prior dimension of 

lack of responsiveness, particularly negative. 



8-52 Dnvers of Reputanon 

AU three stakeholder groups cited some form of personal interaction as the basis 

for these perceptions of the banking industry. These perceptions did not evdve fiom 

being subjected to bank advertising campaigas, or out of an academic debate around 

economic theory or the propn regdatory h e w o r k  Rather, as individuals 

spontaneously responded to the topic of banks, they framed their understanding in vay 

personid, individual tenns. The data fkom the Cornmittee Minutes revealed that 

politicians perceived and hmed their wncem through a personal (or micro) leas. 

Issues came to their attention by virtue of constituent complaints or negative media 

wverage, and the complaints appeared to resonate with their personal and professiod 

interactions with the banks. Sirnilarly, an aoalysis of interview data fiom the joumalists 

also suggests that the three perceived attributes developed as a result of persona! and 

professional interaction with these institutions. The public opinion poli similarly 

suggested that individuals who held negative images of the banking industry may do so 

because of a pnor negative interaction with thek primary financial institution 

This finding d i r d y  contrasts with the industry's perception that major drivers of 

image are negative public opinions on issues such as excessive profits or CE0 sahies. 

The public's negative opinions on these issues are value-based and do not lend 

themselves to being aitered by facts and figures. Consequently, the industry sometimes 

thinks of these drivers of image as being "soft". Although so-called "sofY' drivers of 

image are one of many contrïbutors to image, a clearly significant factor is personal 

interaction. Negative personal interactions, (e.g., complaints about service, m e s s  of 



treatment), are rooted in extemai stakeholdas' actuai personal experience with the 

organizati~n~ as opposed to their opiniona on the appropriateness of CE0 saiary Levels. 

This finding, that an industry7s reputation is rwted to some degree in externa1 

stakeholders' personal experience with that industry, dm d s  into question the notions 

that the industry holds regarding the phenornenon of bank bashing. The suggestions that 

bank bashing is an inherent feature of Canadian culture7 a broad sociological dislilce of  

banks, or results solely because the banks have to say no to customers lose resonance in 

the fàce of these findings. 

The following two chapters, OIganizatioml Repnsivenem: Mefcalfe B& and 

Orgmizatioonl RespltSjVeness: A m e r  B d ,  review the issues of identity, image and 

Legislative and image management processes fkom an orgaxhtional perspective. 



Metcalfe is an orgmhation whose identity is underscored by an intense bottom 

h e  orientation This orientation shapes its approaches to manripin8 both legislative and 

image management challenges and has a profound impact on how organi7ntiona.l 

members view the world beyond its boundaries. This chapta uses data fiom interviews 

with six senior vice presidents, each of whom has responsibility for their business unit. 

The informants included the m e n t  and former heads of the credit card operatiomY 

public affairs and marketing for the period under study. This chapter begins with a 

description of the orga-tion in terms of its values and cultural amibutes. Next, it 

describes how the organhation manages the legislative environment and its image. It 

then goes on to describe how these organizational members view extemal stakeholders 

and how they explain the world around them. FinaLly, it concludes by with rnunmary and 

discussion of these findings. 

9.1 Objectivc9 and Identity: The Shareholder's Bank 

Metcalfe management painted a picture of a bank whose ptimary objective has 

been, and continues to be, the maximum creation of shareholder value. In keeping with a 

focus on shareholder value, they described the organization as extremely cost coosciow, 

lean and e n t r e p r e n d .  A majority of them noted that the bank's smaller size relative to 

its cornpetitors was a defining characteristic and added that the bank had a "coiiegial" 

fal .  They alsa suggested that these core values were held very strongly throughout the 

organhtion. Metcalf'e management unSormly described the current organhtiod 



structure as highly decentralu& with maximum autonomy behg awarded to business 

unit heaâs. 

1 thinkI woukd &scrihe this bmik us d l  in feel and hrefore more agile 
lhrm it's b g e r  cornpetitors - more entrepreneuna1. Mmgedfiom the 
mickle rather ihan the top. This is i i ~  tm interestïng way a kind O$.. a 
management by consensus sort of culfure althmgh thor aIlows for each of 
the business mifi to knd of very aggressivelypursue their own strategës. 
(Senior Vice fiesident) 

1 think we are a very cost conscious, we are very enaepreneurreurraly as 
entrepreneuneunal as an orgmization c m  be arzd we beliew in thot people 
thot own bus~~nesses, or MI ~ s s e s Y  they sh0tlliJ feel like it is their 
business andgive ?km a lot of autonomy andmthority to be able to MI 
t h m  like it was th& business und we run with u premiumm stwctwe 
..-we 're very sharehohèr fmsed, very return on htvesttnentjioctrsed 
(Senior Vice fiesidene 

These individuals also described the organization as being "smarteY than its cornpetitors. 

They characterized this superiority in terms of the caliber of their senior management, 

their histonc profitability (at least untii the early 1990s according to one informant) and 

the generaily higher intellectuai caliber of their staff. 

The feeling was that we d&'t wmt to be a " me too " iltsfi-fution, and the 
tone w m  set, 1 think; really very well by Mi= A and@. B who were are 
two lea&rs who hnd combihed brOm watûage that exceeh anyone .... 
(Senior Vice Presidenf) 

CeMn& I would &scribe Metcave m a cost ctlItwe, a cost-controZ 
cuhre; that 's a core value. It 's entrepreneu&l. It 's a mmt bank 
(Senior Vice President) 

There was general consensus that the values of maiemizing shareholder value and 

cost.containment had not changecl over the years. There was a suggestion that thae had 



been a graduai and steady shift towards increased decentralization and increased 

autonomy over the last ten years. This shift, in the view of management who had 

observed it, was due to market W o n  that had diminished the organization's profitabiiity 

and resdted in a need to restructure to meet market demands. Within this tirne period, a 

new CE0 and CO0 were appointed (they were i n t d  promotions) and they were 

supportive of this corporate emphasis on decentralization and managerial autonomy. 

9.2 A Frce Rider Approich to Mmaging the Legislitive Environment 

The first p a ~  of this section focuses on how management perceived the legislative 

challenges to credit cards. What did they think were the major challenges? Why did they 

think these challenges emerged? How important did they perceive these challenges to 

be? The second part of this section focuses on how the organization d d t  with these 

issues. How did these issues get identifieci internaiiy? What was the organktion's 

legislative strategy? What lobbying tactics did it use? And, what changes to the 

operation took place as a result of these challenges? 

9.2. I Perceptions of the LegislirfiYe Enviromnent 

Profitability in the credit card operation had been somewhat erratic in the late 

1980~~ but throughout this decade management suggested that the credit card business 

has been and continues to be regarded by the bank as an important business because it 

generates profits. However, they did assert that it was not important fkom a strategic 

standpoint, meaning it did not provide the bank with any otha reveme generating 

possibilitieq nor did t aiiow it to gain a strategic advantage over cornpetitors. 



AU management agreed that the primary credit card issue that attmted 1egislatBre 

attention throughout the 1980s and 1990s was the perception that credit card interest rates 

were excessively high. They alsc recalled that legislators focused on disclosure and 

privacy concerns, but believed that this focus was of a lesser çoncern. Management had 

Merent perspectives on what caused the issue of credit card interest rates to becorne 

important to legislators. One perspective suggested that this issue provided politicians 

with a popular plat£orm, and the popdarity of the issue with the public insured that it 

wodd always attract legislative attention. This explanation does not consider economic 

conditions, nor whether there may be a legitimate wncern that this is an issue where the 

public is unfairly treated. 

Becaicse it phyed very well in their coltSfiltSfifuencies. Itplqyed well with 
their colleagues in CCIUCUS. (Senior Vice Presicieni) 

Another perspective suggested that this issue emerged as important to legislaton 

as a fûnction of changes in the environment including rising real interest rates, the 

occurrence of recessions, and a rise in baniuuptcies. This explanation does not consider 

political sefiinterest or legitimacy as possible explanations for the emergence of these 

challenges. 



1 thmk epecially, i f  hrppem during economic ridvniurns is that w k n  
interest rates become a real factor for connmers is when we me in a 
recession, when t k y  me threafened with ursemploymenty w k n  t k  
economy is already bas? it lmh like we me beoting up on t k m  by &O 

cbging  t h  high interest rutes, when the lewl of lhkmpfcy is 
high ..- (Senior Vice PremSJ&n) 

Finalty, one manager suggested that the two preceding perspectives, combined 

with a genuine interest and conceni about these issues on the part of lawmakers, carne 

together to make the issue a populist one. 

It's a populsî issue. Here's a b g e  imi?rutrion that d s  o lot of money. 
Wkther econontic times me good or bod, they mÛke a lot of money. Y i  
were starfihg to have eustomers - und par Ji amen fan fan^ who were dso 
customers ut the banb - eqeriencing service chmges for the first time. 
So t h e ' s  a kird of an interest îh, Ys this fair? 1s this rzght? Does this 
i Isars f~r  need to lie govemed a I ' e  more tightZy?" (Senior Vice 
Pre.nSI&nQ 

M e t d e  management all agreed that within the pantheon of legislative issues 

facing the bank, this was an important issue, but they qualined what they meant by 

imporâant. There was an acknowledgment that the issue twk on high prome during the 

hearings and the attendant media attention, but there was not an intemal sense that t was 

a t - e  legislative threat. 

But if1rec.d the affraffrtu& we took wusy W'ZZ b Z m  over. " Because you 
hrrw to recd zt w m  Oeing d h m  at the Comminee ZmZ. 1 rbn 't thid 
anythhg ewr reached thejrmr of the Hmse of Comrnom. It &Car 't b e  
any sort of Ministeriul stqprf .  (Senior Vîce Presiknt) 

This perspective disregards the importance of the eight pnvate members bills that 

occurred during the period, or the potential negative eEecis of relentless and repeated 



scrutiny around these practices. It speaks to a perception that backbenchexs are a 

relatively unimportant factor in the legislative environment. 

9.2.2 Management of the Legrslafive lkvïmment  

Metcalfe adopted a fiee rider approach to manaping the legislative or regulatory 

environment. Yo5e (1987) suggests that fïrms adopt a fiee nder approach to managing 

regulation when political issues have relatively low salience and their reaources are 

lirnited. Free riders, in this context, typicdy foiiow the industry strategy and contribute 

little to the industry effort in the way of resources. M e t d e  has histoncaiiy taken the 

viewpoint that most regdatory issues affect the banks e q d y ,  therefore, it believes it 

does not make sense to invest capital to try to affect regulatory issues on an individual 

basis. In keeping with a fiee nder approacb, it has never maintained an office in Ottawa, 

and for the vast majority of regulatory challenges it has faced, it has never retained a 

lobbyist. The organizatioq for the period under study, has also nwer engaged in gress 

rwts lobbying of Parliamentary officials by its bank officials in the communitytY 

According to some managers, senior management historidy held the viewpoint that 

potential regulatory or legislative challenges that arose to fàce the banking indu* wuld 

be most &dve ly  dealt with by direct and pnvate interaction between bank CEOs and 

the Minister of Finance. 

Some management also suggested that the senior menagement's miction to the 

increased govanment m t i n y  around banking operations that began in the late 1980s 

could be chamcterized as hostüe and defensive. They describeci bank management as 



angry that the government had the temerity to question how the banLs did business and 

raised the possibility that some managers twk it as a personal offense. 

... somebody suggestfng that 'We donPt like the w q y o u  do your hittïnng. " 
Pou might db your knittïng#ne. It might generoie a good refwn for 
sharehokikrs. But 1 want more flom you. Andl th* rhere was kind of a 
rffensivenes about, 'WeiI, too bad Thot% none of your business, 
fiank@." Andafiee-mark? affraffrtdk. Ifym h F t  Zik my cars, go 
elsewhere. M s  the apprmch tholpeople t&. (Senior Vice Presitikent) 

1 wouldguess [senior numogemenf] thmghf t& the Bmtk war very weli 
niamged We operated, iw those &ys - and sfisfilZ twby - on very d l  
margints. And the reason for arrfntaneialpe~onnarrce is mmirrgemenf, 1 
tw how we manage those ~ g r g r n s  operatzafroonl& andfinmcir&. A d  
w b e  [senior management] consii&red it a persona2 mont thrrt they [i.e. 
politicim] wu& question us on OM service chmges. (Senior Vice 
Pres~*dent) 

For aii four hearings - 1987, 1989, 1992 and 1997- the o r ~ o n ' s  broad response 

reflected its fkee rida strategy. In 1986 and 1989 it allowed the CBA to represent it in 

the public hearings. In the first two hearings, no one nom the organi711tion attended any 

private sessions with Pariiamentarians or the cornmittees, although at the 1989 hearing 

they did attend the CBA presentation In 1997 the head of credit card operations 

appeared at the hearing dong wiîh representatives fiom the other banks and the CBA 

The CBA made a f o d  presentation and the banks responded to questions. NO 

preparation was undertaken for this presentation 

Metcalfe management described the CBA's strategy as one of education As 

discussed in Chpter 7 the association's objective was to  adequaîely educate outsiders, in 

the belief that doing so would comRnce them that the business was being run in a rnanner 

that did not dise&anchise the general public. Metcalfe concumd with the CBA that 



embarking on a strategy of educaîion was the most effective way to change how e x t d  

stakeholders think For its part, the organization has never ben,  and continues not to be 

favorably disposed to meeting any reqwsts nom externa1 stalceholders that would resdt 

in l e s  money for its shareholders. This view suggests that t would rather fight 

legislative challenges that accommodate the- since accommodation may cost money. 

Management reported that they made no major changes to operations as a r d  

of legislative challenges they faced ova the years. They did note some minor changes 

d e  as a result of the attention focused on the issue in the early 1990s and as a result of 

the rnost recent set of hearings in 1997. In the Iate 1980s they improved disclosure on 

terms and conditions of credit cards. In the case of the most recent hearings, they 

introduced a new low interest rate credit card to address the criticisms they faced. No 

one made any mention of adjusting interest rates or the spread in responses to legislative 

pressures. 

Metcalfe management perceives that the industry's legislative strategy of 

education is the best way to convince politicians to leave business to operate on its own 

They characterized this mtegy as a success since no legislation to cap intaest rates was 

enacted. Again, they did not consider the broader ramifications of repeated scllltiny in 

temis of theK image or their perceived legitimacy. 

9.3 A Minimdist Approach to Image Management 

Histoncally, the organization has never had an eqiicit strategy around mmaging 

its image. Its public affairs department (which is in charge of rehtions with all extanal 

stakeholders including media, investors, and the govement) was and is si@cantly 



smder than that of ïîs wmpetitors. Management of this departmenî sees themselves as 

providhg a service to senior mamgers, and managing the public reiatiom proces, as 

opposed to managing the organization's public relations themselves. When asLexi open- 

ended questions about image, management gmeraiiy spoke about how they handled the 

media or advertising. The heads of the business units deait diredy with any substantive 

media requests about the organization, and management believes that this strategy has 

redted in more credibility for the o r g h t i o n  with the media. Their philosophy was 

that it was better to be more open d e r  than less open, and more accessible rather than 

less accessible. 

Historically, the organization has undertaken no advertising. It has viewed 

advertising as an unnecessary expense thet detracts fiom shareholder wealth 

In fact, we were proud of the fact that we harar't abne teIevrevrsion 
&erfrrfrsing for mrmy yems .... Tkre was no value in it. BUS it was 
consicctered to be coprate  puflery - no r e m  on the rtollars. We cmkh't 
compete with the biggerfinimciaï itrSfitrSfi2"ufr2"ufroms, so why ty. For us, OM big 
acfvertlsing was newspper advertking And ifwe were r e d y  brave we 
wu&& a ïittie radio on a tacticaï basis. (Senior Vice Presiden) 

Management, however, believed that the banking industry has done a p r  job of 

managing t s  image. They recognized that the industry's public polling rating had been 

steadily dropping for the last 20 years and acknowledged that smior industry executives 

had been unwiiiing to believe that this decline in ratings mattered. There was a 

perception that unless a phenomenon resulted in a financial impact, it was difncult to get 

consensus (both intemally and within the industry) that it was a phenomenon worth 

addressing. 



One of the &;6tmIties m this indiwhy is getting interm2 qvport for mm 
bottom line i t em So to say Iwant to spend $10 miIlion on an W g e  
camp-gn or on image advertïsing or mything of the Ri& you'lJget serf 
of ka& cocked to one si&, "To whot end?'! n>ere's &ut of "Hëy, we "re 
a ha& People hate us. Twas ewr t h . "  (Senior VZce Presictent) 

M q  of hem, m a  of fhem ut the bunking exenrfive Zevel, have been with 
the iltSfiltSfitution d o r  the idwtry for 30-40 years. îky have seen fhings 
corne d g o .  And ahvays in the 64ck of their mir& I ~ . p e c t ,  is 'Yn a 
goodyem, 840. In o badyear, 800. Not a b a i  business mer dl." And 
whether 1 p n d  $10 million of shmeho&rss' money on telling people why 
we make the money we do or how we make mu money, ii t s n ' t  m e m  a 
lot. (Senior Vice Presidenf) 

Despite their criticism of how the industry has managed its image, and their own 

hands-off approach to image management, management shared a perception that how an 

organization manages its image has a substantive impact including m a h g  it difECUIt to 

achieve its goals, and causing a bottom line financial impact. For example, in 1993 the 

federai govemment levied a capital tax on the banks which politid advisers believe was 

the outcome of the banks' poor image. This tax, estimateci to cost the industry millions of 

dollars, was not levied on any other financial service provider. Another wmmonly cited 

example of a baffier that arose because the bank and the industry suffér nom a poor 

image was the govemment's decision to prohibit the merger of four of the Big Six. 

When asked what challenges lay ahead for the bank in tenns of managing its 

image, responses rwolved around the theme of helping people to underatand its business 

better, and to leave consumers with the impression that the banks care about their 

welfare. (In the immediate ter- for some interviewees the most pressing image concern 

was what to do in response to prohibition against mergers.) 



But 1 think going forwarri: we need and we have m o p p o ~ * t y  to db a 
beîter job exphinhg our btrsines in b r d  terms: Wkre ch we nwAe our 
money? Uowdbwemakeourmoney? Why&wemakeitthatway? To 
an of oia azuii-emes. 1 think there's a greater interes? m business (in us?). 
ïkre ' s  more people imesfihg in bm>k and in the stock lll~31~Ret. Andl 
think fhere 'k a &sire and a necesvSSI?y on our prat to say, ''Service chrages 
cons?i~uie 4% of our profrs. (Senior Vice Presidenf) 

In summary, MetCaXe had no formal image management strategy, but nevertheless 

recopized the importance and impact of image on its operation 

9.4 Metcllfe's Image and Perceptions of Ehternd Stakeholders 

One of the most interesthg aspects of these interviews was how management 

described its image and then how they described its external stakeholders who held those 

images - the general public, politicians, the media, and activist groups. 

Ali management dormly described banks as being the victims of public 

antipaîhy, as being members of an industry that was routinely despised by the general 

public. 

1 ùrink banks hrrve frarri2:tiona@ been thelire hycliant for this 
county ... (Senior Vice fiesident) 

We me orgrnitafitafions thaî Canadians love to h t e  ... (Senior Vice 
Presictent) 

They g e n d y  attributed th is  phenornenon to two fàctors. Fînt, the general 

public's propensity for hating banlcs was described by the majority as the "Canadam 



way", suggesting that it is inherent in our national character to decry inshtuti . * .  
O n 9  or 

industries that are perceived as too big, too powerfiS andlor too profitable. 

1 think it's the C d .  way. No one likes winners. No one likes big, md 
no one Zzkes v e r .  It 's ahvays g d  to Rind of compromise towurcis the 
mean. (Senior Yice Pres ih f )  

1 think t h  the automatrc assumption woucd be t?wt we're llying to wew 
people somehow or, too open the ovemRIdhg arsunrption is that this is 
behg done for the ha& not being rione for the good of eustomers, or for 
the people. (Senior Vice fiesident) 

Ganadïans, I hi& um, generulty, h e  4 if 's not a fear, if's a distarie or 
something for big illSfillSfitutiom. lt 's sort of a case of gettïng too pauerful 
rmd it 's a perception that there me, sort of; inaders d outaciers, and the 
generaZpublic feels Zike tkre  's an elite that is " ~ p a n t s " y o u  kmw, 
they 're just tw big for t k i r  btitches und banks me huge institut~ons, they 
r e d y  are. (Senior Vice Presidenf) 

Only one informant suggested that ftom a historical perspective, however, Canadians had 

only begun westioniog the authority of institutions in the late 1980s. 

Sec~ndly, participants suggested that there were characteristics that were inherent 

in the nature of the business that made them vulnerable to this kind of public reaction 

Specifidy, banks are one of the few organizations with whom everyone deals on a very 

regular basis and i n t e r h g  with banks is a necessity for most people. At the same tirne, 

banh feel that they must say no to individuals on occasion (e.g., tum down a loan). 

1 think it is, probah& the closest 1 cmi corne in summary fonn is that it 's 
like apment to a chiu in t h  we me in aposition wkre we crm .y, 
when we sometimes have tu .y "no" to ?hem about something tlvrt they 
really b4.y wmt. .. In our case, becnuse we 're in, Ietdïng is a big part of 
whut we ab, sometimes we have to say '!nof', and that abiüty to sqy no and 
that obilzty, or the M i n d o n  that we have fo sometimes withdraw service 



or ab t h e  thot are cfidmtagew to CLISforners or fhot &n 't hrprpen 
fo suit them is what rhey want &S them angry. (Senior Vice Presi&nt) 

Some management also srpresseci a belief that the public was not able to 

understand that they were being weil served - the public were not able to  LinL pncing 

with value and were not giving recognition to the vast number of transactions tbat were 

propaly executed. M e t d e  management was mixed in its views regarding whether the 

individual banks or the banking industry were responsible for their poor public image. 

Mosî, howevera shared a perception that the "bank bashing" phenomenon was not a 

pro& of either their (or the industry's) making- They viewed the necessity of huning 

down same business and their omnipresence in society as being a part of their natural 

order. Similarly, they spoke of the "Canadian way" in a manner that suggested it was 

part of the cosmic order, and fat beyond their scope of activity. Co~espondingly~ those 

in management shared this belief and dso believed that neither the industry nor 

individual banks are able to meaninjgfbily alter this phenomenon. 

Management perceived that politicians, the media, and activist groups shared 

some form of this propensity to '%a& bash" displayed by the g e n d  public. It was 

perceived that this propensity, along with vested ~e~interests and a general lack of 

stakeholder knowledge contributed to the banks' generally poor images. 



The politicians to whom management refmed were federal backbenchers. 

M e t d e  management believed that politicians would characterize banks in a generdy 

negative fashion, particuiarly in terms of the politician's relationship with the banks. 

They believed that politicians would use adjectives such as uncoopdve ,  

wnfiontational, untrustworthy, and defensive to characterize them One informant 

described the politicians' views in the late 1980s, when scrutiny of the industry began to 

The Padiamenfanfanans, 1 thif& were pite sr~nned by the inchsûy's.. they 
c d  it in the Police Department "the Mue waIZ of silence? 1 think whclr 
t k y  were stunned by was the in&stry"s abilify to sif infiont of fhem and 
h e  very angry ParIiamenfanfanaazs, feeling quite powe@l md qp on their 
hirad legs, poking Bank chimen with a short stick and having thse Bank 
chairmen say, 'Tm not revealing bat. lnat's a cornmercil. cornpetitive 
piece of injiomation and1 wil. rwt cross rhot line. I'm happy to &scncnbe 
to you how this business worb m generd tenns. (Senior Vice PremSI&nr) 

They reasoned that politicians' perceptions of them extended the generd 

phenornenon of 'bank bashing". They characterized thia group as generally not 

understanding the banks' business and as not being interesteci in understanding it. They 

perceiveci that politicians' interests and concerna were generally guided by a ~el~serving 

quest for public profile, and this que* combineci with the nation's predisposition to bash 

banks, naturally caused them to be unfairly criticai. 

That they. eqpecially with the legzslators, t h  they are not objecfiw. they 
me inclined to think thut we 're wrong and t .  becuuse it is popukàr sport 
to bash the bu& t .  we get a lot of thaf withmt, it tmosf h m  Y matter 
wliat we sqy. (Senior Vke Presi&ent) 



1 rememher going up to 0-a and sitting through myfistpubIic 
hemitg- It w m  a fellw from the ÇBR, a fellm caIZed Mdntosh, who clid 
the presenfafifafion to the Finance Cornmittee, and if was a reai awhning 
for me in tenns of h m  politiciimts treat arsiness people in a public 
emionment ... They weren'tpreped to listen to whrrt he W to sqy, they 
hod aire& mode up their mindr, m my view. They &&'t care w h f  ihe 
ratzonale for the rates were or the ZeveZ of raies mid how we compared to 
the retaii business, the retaïl medit car&. (Senior Vice Presiadent) 

....my exprieme m &aIing wifh polificians generaily is fhey don5 kmw 
t h  much ... (Senior Vice fiesident) 

There was only one informant who believed there was some legitimacy to 

politicians' inqykies or hterests in the banks' business. Some participants describecl 

hstration at this kïnd of automatic bank bashing reaction to banks, pointing out that it 

was irrationai since the Canadian banlang system was in &ct, very strong and weil nie 

Some respondents expressed surprise at the lack of willingness on the part of politicians 

to listen and to appreciate them. 

It surprises me that people that me MPsjor the GTA for instance, &nrt 
have more supportive views. We're a h g e  employer here, mdyou'd think 
tiaut Ïfsomething huppeneci that negatively eflected us, ewn gwe 
perceived it c d  negafively Mect y they warld lie wom-ed about it. 
(Senior Yice Presidenf) 

In tmmmmyy they viewed politicians as being self-serving, lacking in knowledge 

and hstrating to deal with. 

None in the management group were unequivocally critical of the media and most 

were carefid to say that they beiieved that there were merences in the quality of 



coverage between newspapers. Howeveq they did share a belief that the press genaally 

did not WIy represent them They felt the press viewed them negatively, in much the 

same way as the public. Some characterized the majority of the press as possessing a left 

wing political orientation that predisposed them to reporting negatively on the banks. 

Others believed that the reporter's need for a story, and in particular a story that was 

consistent with the reporter's ideological view, drove out consideration of faas that may 

paint the banks in a good Light. 

1 do think of course there 's dflerences fiom newspper, to newpper. to 
newpqer, &penciinciing on whether they're rfght or lep. But brmdy they 
doraft. And it 's & r M b I e .  We 're big. we 're proftable, d we qpear 
zo 6e and lame been, mogrmt as heZL So we 're easy foriaer, 1 thtnk 
(Senior Vice Presi&nr) 

So Iaccept thof's their core function; t h  the vast majon'ty of the p p u b  
h Y y  press is. .. "we are the advocate of our customers". oui. reacters. 
(Senior Vice Presîdenr) 

1 would say that the press ciws not fmrïy represent mmy and so 1 WOUICI 
say, in cornpanson with others, it 's as g d  or as b d a s  others. (Senior 
Vzce Presicienr) 

On balance' howevq they seemed almost accepting of this tension between the 

banks and the press, and despite being misrepresented, did not express much negative 

emotion towards or hstration with the press. 

Management assumed activist groups would generally view them very negatively, 

again, much as the general public does. Bank management recognized that these lobby 

groups were a staleholder, but they didn't seem to feel they were an important one. 



They recognized that activist groups could potdally draw media or political attention, 

but they were not particularly concerned- They Mewed them as g e n d y  uninformed 

and unimportant, and the ones they mentioned as effective they seemed to view os 

irritants. 

9.5 Summiry and Discussion 

This h a 1  section summarizes the amibutes of the organization's identity and 

disaisses how it conceptuaiized its image and manageci the Iegislative and image 

management process. 

Metcalfe viewed itseif as bottom-line oriented and shareholder-driven 

Shareholder concems (which theoretically are synonymous with maxhkhg the bottom 

he) took precedeme over ail other stakeholder concerns. M e t d e  also placed a 

premium on being smarter than other banks, or on having smart employees. Management 

describeci their decision-making process as being rational and objective, again, with a 

focus on the economics of wery decision. Finaiiy, it perceives itseif as a victim of bank 

bashing. 

9.5.2 Image Am-butes 

Metcalfe management believed that the bank's image and the banking industry's 

image, in general terms, were synonymous. 1t believed that it had a poor public image 

and suggested that all stakeholders viewed the banks as too big and tw powerful. They 

recognizpd that they were variously perceived as deceptive, self-sewhg and 



unresponsive. Management's perception of their image tracks very consistently with the 

fidings of Chqter 8 on industry reputation, which suggests that they have a very clear 

understanding of how their extemal stakeholders perceive them. 

Like their çounterparts at the CBA, they referred to these negative attnbutes as an 

outcorne of the phenornenon of bank bashing. It believed bank bashing may be the r d  

of a cultural propensity on the part of Canadians to dislike large institutions, particularly 

banks. Altexnatively, it may be the result of the nature of their business, that is having to 

turn down customers' requests for a product or a savice. Similar to the findiogs in 

Chpter 7,I- Identity and Image, there was limiteci recognition that bank bashing 

may also be a result of other g e n d  behaviors on the part of the bank (e-g., poor 

customer semice, a tendency to be secretive, an undertone of arrogance in their dulings 

with exkrnal stakeholders.) Like their CBA counterparts, M e t d e  management tended 

to cast the challenge of managing their image as an advertising or marketing chaiienge. 

A fial similarity between the CBA management and MetMe management was a 

tendency to view extemal stakeholders as variously uninfomed, unintelligent or self- 

senring. Metcalfe also expressed the sentiment that, in the finai analysis, the views of 

some stakeholders, such as activist groups or on occasion poIiticians, did not matter. 

M e t d e  adhered to a classic free rider strategy with respect to mana& the 

legislative environment. It endorsed the CBA's strategy of educaîîng e x t d  

stakeholders as the most effective means of positive regdatory outcornes. This stra;tegy 

is consistent with its explicit disregard of exterd stakeholders, its perceptions that it had 



fewer resources to harness than some of its cornpetitors and that banking issues are 

collective in nature. 

9.5.4 Image M i g e m e n t  

The organhtion had no cohesive image management strategy. This non-strategy 

also reflected its identity and how it conceptualized its image. Given that externa1 

stakeholders, other tban shareholders, ak perceived as unimportant, and that substantive 

business issues are constnied as those that generate an easily demonstrable botîom line 

impact, it is not surprishg tbat the orga-tion has placed a low pnority on this 

management process. What is surprising, however, ia the disconnect between the 

recognition of its negative image and the long-te- albeit indirect, regulatory cost of that 

image, and the apparent lack of will to do anythiag other than engage in the industry 

campab- 

The following chapter, OrganidonaI RepltSjVemss: Atwater &mS presents 

data on how another Big Six bank perceived its identity, its image and how it chose to 

manage the legislative process and its image. There are both clear similarities between 

M e t d e  and Mater,  but also some interesting ditFerences. 



10 ORGANEUTIONAL RESPONSIVENESS: AWATER BANK 

-ter is an organization whose identity is characterized by samingiy 

conflicting values. These values, or core attributes of its identity, shgdarly and in 

combination, impact how it perceives the world around it and how it c h s e s  to act and 

react to that world. This chapter is based on interviews with eight senior executives - 
three vice presidents, four senior vice presidents, and one divisional president. In the 

case of the vice presidents, alî had direct contact with public affairs in a supporthg role. 

The remaining senior executives were aU aaively involved in shaping and delivering the 

bank's message to Ottawa. This chapter begins with a description of the organization in 

tenns of how its members perceived its wre attributes. Next, it describes how the 

organization rnanaged the legislative environment and its image. 1t then goes on to 

desnibe how these organhtional members believed exîernal stakeholdw viewed the- 

and wnversely, how they perceived their extemal stakeholders. Finally, it concludes 

with a summary and discussion of these findings. 

10.1 Objectives and Identity: Stewaràs and Innovatom 

Aîwater Bank has articulated its values and regularly publishes them in its public 

financial documents, and since 1994, in a separate booklet. The stated values include a 

cornmitment to rrtewardship, respect for individualsy encouragement of initiative and 

creativity and excellence. To a large de-, management wnhned that these values 

were indeed lived throughout the organization and suggested that stewardship was 

generally regarded as the driving value. 



So 1 think their mrmber one &ver for t h  is that 1-y 're making money 
rmri they 're dohg it with a lot of seeuri@ und integnty c w d  how tky  
M e  t i  money. So wherheryou thittk b& hove integrity mru& is 
mqbe another quesîion, out m acr~ality how they take m e  of money a d  
dan'tlose tmckofmoneyandal20f that; Ithinkthot'swhut fheykakvery 
serfoflsl'y.. . I think acfuallj stewardsh@ is the ovemTnhg mrmber one 
driver, a d  mdhar been fur a long they cmd then the other sta@&pends on 
the Mes. (Yice President) 

1 think they're very committed to - t .  c d  ït steward&@ - but sort 
of domg the right thing M i g  w e  the people and the CtlSfomers me 
keated f&&. AndlhunestQ beliew, men thacgh mqybe some!imes 
that ctoesn't -n, that is the gmL (Senior Vice Presictent) 

Management also placed a lot of emphasis on king innovative and creative, particularly 

in tams of product development. They prided themselves on developing produds and 

services that were at the leading edge of theu indu-, and that were ofien copied by 

cornpetitors. They repeatedly described themselves as "innovativel', and as being 

populated by creative people. 

Wellyou hm, we're infrhcing, we in f rhce  a lot of new prorducfi. We 
bring a Zot of services to aistomers. we have, I'dsoy. broken a lot of new 
g r d  in this cord business with the types of products, developed new 
featiaes, we%e been very creative andhebed rea@ estoblish I I I ( I I ~ ~ ~  for 
ce- Rindr of businesses and benefits for consumers, so we're, 1 thznk 
that's something we me proud of: (Vïice Presidenf) 

Comsp~ndingly~ manapement also placed a prernium on intelligence and genedy 

believed that th& staff possessed greata intellectmi acumen than their cornpetitors. It 

also exhibiteci a tendency to value ration& logical quantitative aaalysis and research as a 

necessary part of the decision-making process. 



1 think there me very creative people at the bit& Wnen 1 meer my peers, 
or otherpeoyle whose pers 1 know buck at Atwater who me in some of 
the othr banks, Ihave a hory  t h  tky fie. Atwater] actuai'Zj hire a 
higher d i b e r  ihte2IecfualZyy ... 1 thid that it 's got very high d ibe r  
people c d  t k e  's exceZIent i&airy abilities to unticicife marmarket 
movements. Su I w d  suy it 's a goodstrategrgririg burtk inteJIec~ly. 
(Vice Presidenf) 

Ialkays say thaf 1 thmk thatyou knowy midl beiieve this. t h o l l w d  be 
the second most KnowIedgeable person on medit cm& in this coiaiby. 
Wnich 1 rlo beliew. Andl Oelieve [my boss] is the mosf KnowledgeabIe. 1 
mean ljust thïnk he has fremenciotLsy tremenhu howledge. (Sniot Vice 
Presidenf) 

Wellï never saw any resewch which wouldshow ... t h e  kir& of 
thmgs me medta1. I'm uhuys swpicious mtiZ somebdy can 
prove it fo me. (Senior Vice Presi&no 

When asked questions that elicited a cornparison to th& cornpetitors, respondents 

always h e d  their responses as a discussion of the différence between themselves and 

the other Big Six banks. Typically, they characterized themselves more favorably than 

their peers. Examples of observations included the notion that their culture was more 

democratic and participative and that their legislative strategy was more reasonable and 

balanced. The exception was a cornparison to a partidar bank that they felt had done a 

clearly superior job in managing its image. 

A f i a l  theme that was consistent across interviews was the notion that the 

organîzation periodically had difnculty operationalinng core vaiues and strategies. 

There was a unanimous recognition that they regularly had diiEculty executhg stratedes, 

or implementing their values with 100% accuracy. 

1 think the bank wants t o m  the nght balance between redïy repcting 
popIo's privucy and their needr mUi ah0 giving them w h t  they want, 
which is a broad m g e  of services to meet their needs And1 think t h e  



are chdlenges in exectlftng this well in such O big muIti-faceted 
organizaiZzaiZon, .... you h, & we Weays reflet in eve@rirg we àb rhis 
vahie? Fe try ?O, we men? ~Ewqys successfu' sometimes we're mi, mcmy 
fimes we are. (Vice Presiht) 

1 have a theory that they aciuaZQ hire higher culiber irdelecfwrlly, it 
hesn't mean that y m  um execute, it doesn't mean that you can sort of 
stop the m e l  gming und get on with it, but 1 think rhot it's vmy hi& 
udiber people and there 's excellent i&m, abilires to anticzlpate market 
movementx @ce Presidenf) 

Some management refêrred to a penduhun affect that seemed to errist in the bank 

with respect to focusing the organization's efforts. For example, the bank's customer 

service ranhgs, relative to its wmpetiton have fàllen in the past year. Correspondingiy, 

management's m e n t  focus is now on achieving its goals with respect to aistomer 

semice targets, possibly at the expense of its financial objectives. This, however, is 

subject to change, i f  financial results are not up to expeztationa. 

When Ifirst cmne here in the '90s it was very, very customer f-4 we 
had the best customemer service mmtbers in the inciusby. We M the worst 
profikzbility in the indiistry. We cul2 it the penduIum, Ilie penchlum 
stmed swingmg b d  towmds profltability in line businesses, ht otkr 
wor& focurig on prhc t s  like, Vïw Mortgages, whatever, as o p s e d  
to a customer like you rmd what rlo you need And profitobility went way 
up, however, the customer senice went way ciOwnJ md us a resulr 
profitability has sfarfed ?O swing h n  aga»? with the worst customer 
service. Now t h e ' s  ugoin a big p h  on Ct(Storner senice, that is the 
=ber one g w l  in 1999. (Senior Vice Presiknt) 

Another manager identified a similar penduhun phenornenon when they described the 

organization's public relations strategy. 

1 think Atwater h4F been a IittZe schizophrenic about the vahre of 
coprate c~mmmiCafi.~ons and advertising and public relations initidves, 



mdlthinkwedoablihondtkn, forayearortwo, dfhenwepuIIback 
and db nothing. And then we go b a k  out and we have a new story 
becaïse the people who used to do it lep beause they d i h ' t  hove work to 
ab anymore, ancl thn  you hire a new whck of people, t k y  wmt  theà 
own thmg. md so then we have a new message. (Vice President) 

ûver the years, despite this pendulum phenornenon, the d u e s  of stewardship and 

innovation have prevded and have guided the organization's actions. These core 

attnbutes are bolstered by the belief that it possesses superior inteiiectual abilities. In 

addition, there is both an expiicit and impiicit recognition of a broad p u p  of 

stakeholders including shareholders, customers and employees. This recognition is 

implict in whom they reference in their discussion of the values and the behaMors that 

are important to the- and is acplicit in their written value statements. 

10.2 A Leadership Approach to Managing the Lcgisiative Environment 

The first part of this section focuses on how management perceived the legislative 

challenges to credit wds. What did they thinL were the major challenges? Why do they 

think these challenges emerged? How important did they perceive these challenges to 

be? The second part of this section focuses on how the orgarhtion dealt with these 

issues. What was the organization's legislative strategy? How was this strategy 

developed and implemented? And, what changes to the operation took place as a r d t  

of these challenges? 



10.2. l Perceptions of t k  LegrsWve Montnenf  

The credit card operation is a v a y  visible and important part of the bank's overall 

operations. As one of the country's leading issuers of VISA the operation makes a 

signincant contribution to the organization's overd profitability. 

Ine crediit cord business is mi hrerlibly profitable part of Atwater. It is 
&O a pmr of the business where I thaik we l i k  to consi&r ou~sehs an 
mdurt>y l e d r .  Certarhk'y in inn0vatïafron, pice PresCtent) 

Atwater management generally r d e d  that the primary credit card issue that 

attracted legislative attention throughout the 1980s and 1990s was the perception that 

credit card interest rates were excessively high. Some management aiso h e d  the issue 

of dequate cornpetition, but acknowledged that this is related to the issue of interest rate 

levels. Generdy spealcing, management believed that this issue arose as a result of 

public pressure. Some managers described this public pressure as wincidhg with pure 

political self-interest on the part of poiiticians. 

Yoti hm, f think every few yems you'll have some bacBenchers, put this 
on the toble andsee how they're, how the public respomis to themm And ïjf 
the public Ziks it, yep this is a big issue for us, tthey'll ab more with it. 
This is my sense. (Vice Presictent) 

A sense, 1 ?hi& a sîrong sewe in the indusrry thai fhis was a gmmment 
cornmittee in se& of a relafively high profie issue thar wouldput the 
Cornmittee rmd its members on thejknf page. So a real seme thot it was 
fm more poZiticuZly ntofivated Lie. the 1992 hemings]. (Vice President) 

G e n d y ,  there was no perception that there was any legitimacy to these inqyiries. Only 

one manager suggested that although political self-intaest did play a role in the 



emergence of this issue thae were other factors at play. These %ors include broad 

economic changes (e-g., changes in interest rates), as weil as a legitimate interest on the 

part of politicians to serve their constituents. 

Minagement believed that the challenges to credit cards have been regarded as 

important, and the bank consistently devoted intemal resources to developing a respome 

straiegy and implementing it. 

Y m  dicihft need an army? you neeakd to know this was going to be 
adriiessed a d  Iooked Mer 4 you krow what. I'm w e  this became my 
Ive for a couple of months, you Knw1 in maktng sure we were weIZ 
prepared for iif, so, ab 1 krow it was important? Yes, 1 I .. ..ln fhct I 
was a pretty senior person at the time. Ym Knaw, you'ke putting your 
senior reswce on it, and ifyuu have to fake other thhgs 08 your plofe 
you do it because ym+e got to be re@ w k n  the time cornes. (Yice 
Presidenf) 

There was a suggestion that management's attitude towards managing the 

legislative environment changeci between the tirne of the fint credit card inquiry held in 

1986 and the one held in 1992. The change was characterized as a growhg 

sophistication in managing these challenges, and a greater appr&tion of the political 

process. 

Tice bardsf initial response was O vmiaton on: "None of your &min 
business. This is oia business, t h  tue DM customers. Our governments 
h e  no business to Oe muchg about, f y011 wiII, with rhe price 
mechanism. " ... And so it was jmt a generd umuilliingnm to d r s f a n d  
the poiiticaZ process as one vehicle for eustorner r e p m e  md reactiom 
JO when W s  s t d  qp on t W  hind Iegs and scn-4 "We're hemingjbm 
CllSforners, 'Wwe was a general u)~wiZZingness to beliew thal this was pmt 
of the procem. (Vice Presidenf) 



1 t m  a g a  the overaJ2 cqacity of the idh t ry  in 9 2  was fm better, fw 
more sophisticaied ... more sensitive fo the poIiticaZ proces and more 
mpble  of disceming real consminer concerns fiom pure poIitics. vice 
President) 

Sweral rasons were offered for this change in attitude and incressed 

sophistication The most prevalent reason was a change in management, both at Atwater 

and at the CBA And there was a perception that management changed its approach as a 

respome to persistent politicai pressure and a perceived lack of success in being effective 

in the politicai realm. 

It was one of mmiy thmgs thar he was bymg to do to c h g e  md 
moctsrnize the Bu&.. We brought MPs in. We had them corne and p n d  
two or three cilys with us. And we'ü take them a r d  and starrf them with 
the Charimcm and bring them dnvn t h g h  the organizution and show 
them around Spend two or three hans  with this person and w d r i n g  in 
this business. (Senior Vice PreszSI&nr) 

We were a f&r& mogant bunch ap untiIJ mqybe, fiw years aga AmII 
think it's on& recently thof, p i t e  recently in the h e j b w  yems, t h ?  we 
reulized thot, "Hey. we me getfing beoten by the insurance brokers and 
we're gening beaten by the cm cieaers cznd t h ,  we hetrer àb something 
about it. " (Senior Vice fiesident) 

10.2.2 Management of the Legislafive Environment 

Atwater perceives itself as generdy t a h g  a leadership position within the 

industry in terms of managing the legislative environment. Organizationally, it devoted 

resources to issues that arose- et both the federal and provincial levels. It maintained six 

regional public afWrs offices, which attended to provincial goveniment issues, and wiis 

one of the few b a h  that had historically maintained an office in Ottawa. In addition to 



staff that speciolizes in government relations, it employs two individds who f o a s  on 

working with special interest groups. The typical reaction to legislative challenges, 

including the challenges to credit cards, was to shape a response through the collective 

efforts of the relevant business area staff, the relevant senior management, and staff fiom 

the corporate communications and govemment relations area. This response would focus 

on understanding the nature of the challenge, and making senior management avaiiable to 

explain the issue to the relevant parties in government. Senior management p r e d o n s  

may o c w  in fiont of House cozmittees, or in closed-door private sessions. 

YouKnawII'd~~&tmrtomakeithclppenbutwifhalotofarciitice 
fiom integratïon wïth the 0 t h  arem. Y m  Rnow, and1 bet ifym arked 
Mi. A he 'd say we were reponsible for maRing sure the right messa,ges 
got comrmnticateci) Mr. B wmliisuy we were respomiibl for how we 
relate to Ottawa You Know, t k re  w d  be a lot of repnsibility 
ewrywhere, u d  l'd soy appropriate& so. pice Presiaknt) 

We have govenunent specidists within the bank We rcrlk about whok 
M n g  this. m u  are the people behind this? What are the public's 
impressions behind this? Why do they think they need this? w7ult uan we 
do about it? W7ry me we 'hicer " people, for wmt of a better word, t h  
the governent is portrcryring us, or the people me portraying uî? Rnd we 
go down md make fair& strong mguments to a number of people men 
befoie the Committees. (Vice Presiknr) 

Management emphasized that they try to be open when the govemment requests 

information, and sensitive to government concenis. At the same tirne, however, they 

indicated that they felt there were limits to how open or accomrnorlating they should be, 

given their statu es a private corporation. 

S ~ d p r u c t i c e  on n o i a p c l r t  w d  be to 9: ' W s  is a reCative& 
cornplex issue. We thinkyou would Oenefitfrom W n g  a better 



l l l i d e r d g  of this iYhy abni we come up and fcrlk to yarln a 
partrpartrsan non-poltica2, pieter emiromnent, wafiyou tkmgh w h  tkse  
thmgs are. " Thut warld be, for Atwater certarnly, t k  kînd of thmg h z t  
we wouldabsolidely underlaAe tu &. (Vice Presitkent) 

We go right to the governntent. We're very open Obviously we &ni 
want to show them profit mmrbers. Not because we wmt to hi& them or 
anythîng but we don? feel fhaf we shouiki have to shau, 1 mean, "Here's 
how much we mate on a mongage, here's how much we make on a.." Ir's 
ourprivate business. It'k whrit we do. We go n'ght to the gavermnenf, 
we cmperate. We &fi to meryune we can in if We ask them the 
questions, we aclia.ess them. (Senior Vice Presidenf) 

Atwater management confirmed that with respect to the credit card hearings, the CBA led 

the charge and represented the inmistry. It does appear, however, that senior Atwater 

management made an appeamce behind closed doors in 1992, which is consistent with 

their view that they were, and are, an industry leader. In addition, it appeared as one of 

the witnesses in the 1997 hearing, dong with t s  cornpetitors. The manager in charge of 

governent relations could not remember a specinc closedaoor appearance, but d e r  

management recalled developing presentation materiai for senior management. The 

bank's strategy for meeting these challenges was consistent with the CBA approadi to 

legislators on this issue - that is to educate legislators about the business and to defend 

the b d s  right to pnce its products without govemment interfèrence. There was a 

concem and a beiïef that those in a decision-making position in govemment needed to 

understand the consequences of any regulation of the business, and the potential negative 

impact on wnsumers. 

And there were a couple of things this time though, one was ecllrrcc~fi~on but 
the other was "Ym guys setiously need to drsfarnd that ifyou're going 
to cap rates this business is going to get more restrrèted AndproprJr so 



because you're now retiircing tk murgins on rhis brrsiness and whje that 
is what you want to ab, utsrtermnd who it's going tu impocr " (Vîce 
President) 

1 t h i n k ~ ~ c u l a r l y  in '92 they... we were winnlg to cornmfltticate the 
nature of the medit of the w d t  cmd btcsiness. So tks was let's try a d  
raise the collective u n d e r d g  of the Cornmittee fiom "it's plastic and 
there's an interest rate asmciczted with if", to ' M o  ases me&? W k t  
percenmge of the mutorner base uses cre(IIt, who ahses credit car&? 
How mferest rates are &tennmed? W%y are interest rates set wkre  tAey 
are? 13re nuiure of credit CLV& as an mecured l m  " (Vice Presidènt) 

Like the CBA, their organizationd initiatives were focused on educating the 

stakeholders about the nature of its business, the challenges it faceci in the credit card 

business, and to generally defend its practices on the basis of the business' economics. 

Management also expressed a conceni that the message not simply be a recounting of the 

facts of the business, but be crafted in a msnner that is compelling for listeners and not 

handicap any potential ftture business objectives. In addition, despite the professed 

desire to be open with the govemment and to educate extemal stakeholders, Ahvater stiLl 

regarded itself as a profit-making business, with a primary objective of making money. 

So the strate0 is, to &fed  the business based on economics, ond 
therefore, w h  the bank is bying toprice, it colnhtes h m  it 'spncing is 
l inkd to it 's story, undym c m  't let your pncing get tw fm away from 
what yora story is, or y m  won 't be able to &fend yourself the nexî rime. 
You can 't sort of say to the govenunent "no, no, we, you hm, we 're, we 
move in l d s t e p  with the cost of-" and some 0 t h  thingsy and t k n  
go* bemg a t h m d  barspoints above y w  cosi to two thouscmd 
bcrRs points above the cost. So you end up havmg tu be loyal to yoirr story 
he. (Vice Presidenf) 

Sure. I m e q  me& car& me a very profitable business, t h e t  not 
question. Y m  know, at 18%. .. so there's no question. It's strstrlZ wry 
profl&abZe. Y m  could strstrII make a lot of money ai 2 points lea. But ïfyou 
cun get ity why woukfn'tyou get if? (Senior Vice President) 



Management reporteci th they made no major changes to o p d o m  as a result 

of legislative challenges they faced over the years. They did achowledge making 

changes around disdosure on the tenns and conditions of credit cards and the 

introduction of low rate credit car&. No one interviewecl mentioned adjusîing interest 

rates in response to Parliamentary pressures. ûverali, they perceived the strategy of 

educating federal backbenchers as successfbi, since they were not subject to any 

si@cant new regdation, such as a legislative cap on the interest rate. 

10.3 An Ambivnlent Approach to Image Mnnagement 

Nthough dl managers conceptualized "image management" as a funaion of 

forma1 efforts such as public relations and advertking, some extended that dennition to 

suggest that image was also a byprodud ofother points of intaaction with outsiders. 

We have people talking on the phone to mstomersJ we're gomg to get 
questionsJ you haveJ in an orgmtuatin liRe this people are s<lnalim>g on 
the weekenals, getting asReda22 Ri& of pestions. ItL important thot they 
k>ow the philosophies and the principles thut we're operating with. 1 
mean, everybdy. you have your pokeqpeopZeJ but everyb* represents 
the business in one fom or cmother, to one person or another. Wce 
Presialenr) 

FirstJ the p r f m q  mover of Atwater 's coprate reputution is CLlSfomer 
service. lf we want to improve. sign~j!icanf& improve coprate 
repiratratron. then mstomer service generalb har to improve. C h  of the 
other signzjicant factors of corpurate reptation is OM rehtionshhip in the 
communities where we work One of the things thrit OM brmich nehvwk 
commiited to hst year was an 1IIICterstanding that they have a signifiumt 
impuct on coprate repufafrpufafron und therefore have a reol role to play in 
he@ng to enhance if vice Presi&ent) 



Managers' descriptions and evaluafions of Aîwater's efforts st m a n w g  

outsider's impressions differed. Managers gave mixed wunts of how the organktion 

managed its image. It appears that the organization reguiarly engages in advertising and 

public relations activities. When an issue arises in the media such as the challenges to 

credit cards, 5 would issue public relations kits and corporate communicaîions and 

possibly, the head of the business unit would respond to joumalists' requests. The 

organization also periodically issues press kits on such topics. This increased 

responsiveness was described as a more recent phenornenon 

Absolute& one of the things t .  hzs c h g e d  between '88 and '98 is the 
development of a far more sophsticated makrskmding ce-& on the 
pmt of Atwater of the importance of repuMSon md imge ( ~ ~ u s s  the 
organizafion, of the negative implicatrcatrom of one part of our busines 
rnismanrrgrng inuige and reptation. (Yife Presi&nt) 

But I'd .y. yeah, how well it [i.e. impression mcmogement straiegy] war 
d r s t o o d ,  communicate(i: this is not sontethmg thot people p n f  iheir 
time commtmicafi~g or h&g abouf where' on the business ttorlqy you'd 
make sure people makrstood "this is our sfrafegy and here's why '! (Vice 
President) 

Despite an ailegedly greater organizational under~anding of the importance of 

impression management, some managers expressed concern that the organization's 

overall strategy was reactive and not particularly effective. For example, in describing 

their efforts, some management reférenced a competitor whom they believed did an 

outstanding job in securing fivorable press, in cornparison to their own efforts. 

Irlon'tkrowhowmanynewme~geswe've ho4 andldon'trhinkthere's 
any buiki that weJve created wherea when you're with the [ t ' o r  
cornpetitor] t k y  're ''Zea&rs': like, "lea&rs lea&r,  leader^"^ is d t&y 
ever pur in their communieutÏom, and they 've been domg it for a &ad 



now. So? you h, you get great hburui-up oflof fhd So 1 think rhat's 
one piece of if, that we don 't see t k  value in it I've also been toU t k t ,  at 
the [major cornpetitor] there 's apresident of one oftheir main SBUs who 
czpprentfy is extremely chmîsmatïc anci cour& them [i.e. the press]. (Vice 
Presi&nt) 

In summary, aithough Aîwater management, Like its comterparts at the CBA and 

îhe M&crWCe bank believed advertisiig and marketing were important drivers of image, it 

aiso wnceptualized image as an outcorne of pasonal interaction and aistomer service. 

Unfortunately, its cornmitment to actively maxtaging its image either through advertising 

or irnproved customer semice was erraic. 

10.4 Atwater's Image and Perceptions of Extemal Stakeholdeis 

Management described their image 4 t h  various stakeholdcr groups - the gmeral 

public, politicians and the media in - generally negative terms. Convasely, they tended 

to d u a t e  these stakehofders in negative terms. 

10- 4.1 The General Public 

Management believed that the Canadian public generally viewed banks in a harsh 

light. They described their image as one of being maligned as tw iarge, tw profitable 

and as generaily being a place where Canadians have bad experiences. 

Becaure evevone loves to hafe the banks ... like u ufr'Iity, it's a G m d a n  
psyche, it's u l t u ~ l ~  @en thut we Ire a22 hem-& imsted as muttralflnd 
holders, wwharever, employees, and related to employes, md dl of thrd 
jms, ht butthere is a seme that they me big and bad d making tw much 
rnoney off the smclIZ guy. (Senior Vice President) 



They also believed the public viewed ail banks in the same light. One manager did 

hypothesize that if individuals had gwd qeriences with banking at their local bmch, 

they may be more positive in their view of the barils. 

When espousing the belief that the public engages in bank bashing, management 

suggested several reamns might be at the mot of this phenornenon. First, they suggested 

it may simply be the "Canadian way" to dislike Large, seemingly prof3able organizations. 

... so -3.1 the (Imadian psyche I guess. WeZI, a professor at the 
University of Chicago tmrght me t .  "Tkre ah'? nofiee lunch!" And 1 
think the C d a n  public, or a big chrmk of i< thinks tkre is. (Divisioncd 
Presideno 

Others suggested thrit disIiking banlcs had always been a part of human history, 

and was similarly prevalent in otber countries. They believed that as wealthy institutions, 

barùrs would always be perceived as having tw much power. Consequently, t would be 

difncdt, if not impossible, to positively impact the bank's image. 

I used to use the cmaZogy that the ba& in many wqys were sort of l i k  
''BI;acKr" in the Smith20 or 30 years ago. It d h ' t  matter what you 
you were jirst a "d>mb niggero Don't tell me no ijomat~ion, you're jtut a 
h h . .  Preconceived, jusf stereo&ped It &&'t matter whrrt y m  ciid 
there's a cerûzin elentent of s d e q  t?aat has just got its mind made up thor 
there'i nothingyou crm rio as a b d  tM's ewr going to redeen you for. .. 
You?e just a terrible, msty, low Zije person (Senior Vice Presi&n@ 

Some in management suggested that a large part of the public dissatisfaction with 

banks stemmed ffom conceni that service charges are excessively high, and that 

customers fùndamentally feel that b a h  do not iisten to them, and do not apprechte 



Ifyoir're summing qp in one üne w h t  was the probIem, thof the CUrfomers 
don't feel that the b m h  appreciate tthm n>crt their btcsmess is YQ]uabJee 
Then ewrything e k  kind of buildr on that. Ekt ' s  the k i d  of core issue. 
Ineir busmess is not value4 thpy're not qpreeiate4 not treafed well. 
Thot% the umkr@ngproblem~ (Senior Vice PresilSil&nt) 

At the same tirne, howewer, there was a strong feeling that the grnerai public was 

not able to accurately assess how value shouid correspond with pricing. In fàct, some 

managers beiieved that the general public's lack of understanding of the business of 

banking may be an explanation for this dislike of the banks. 

Ine public's perception of Imge organizations generally - govemment, big 
birsiness, the unions - has &cZïned over t h t  m e  pend of time. Bui 
banks have faZlen more &amaframafrcal& t h  thar general dawmvwd trend or 
&f on the public 'sper.pctive generaZZy. It hQF in pmt been &+en by 
concerns over service fees, more pcific(~Ily it 's been <iiiven by a 
discomect between value d p r i c e  .... M e r  service fee &ven or 
&en by other issues, aistomers believe thPt they are being chmged more 
for produc ts and services t h  the value thor rhey 're receiving. (Senior 
Vice fiesident) 

A final series of observations on the root of the public's displeasure revolved 

around the problems with implementation, or difEculties customer encounter in their 

daily banlcing. Managers suggested that aistomers' expectations around &ce were out 

of sync with the &ce levels the banks were able to provide. These implementation 

issues f d  into two camps - situations where the bank must deny semice to a customcr, 

and situations where the bank makes a mistake. 

There's no question the Bank sometimes hurt i&ckrcllJs unkmwzng&. 1 
mean, you kiow, everyîhing is &ne sîutïsizkaIly. Whether it's a medit cmd 
or not, 1 mean you me qpproved or not qproved h e d  on statistics. In 



other wordr, nhe of thent me go& and one of f k m  me bod But none of 
t k m  get a credit cmd So t h  nine people who wmId be good, &n'r get 
a medit & a?d they cra't umkrstand that.. ged toldm, but they 
have a problem wirh thoL And tkre Z no other way yorr am nimwge that. 
(Senior Vrce Presi&nt). 

In the latter situaîion where customers get i6nistrated because of the bank's 

mistakes, management suggested that it was inevitable tbat the bank makes mistakes and 

that customers sometimes ovmeact, 

Ah, they giw ur more d i t  thon we s h I d  have for havïng kmwledge 
asout hemy anda game p h  about them. you ~MW, they ri*>tL they 're 
bemg toyed wirh sometimes when actdfy i t ' s w  the nght hmd 
ctoesn 't hm what the l e j  thand is domg inside the bank (Vice Presi&nt) 

Eve?yboCry's had a b a i  eqwrience, bank employes have hod &d 
bunk eqenences. (Senior Vice Presictenf) 

AImosf without f& 99 times out of the 100 t k  customer is wrong, but you 
krow, the customer's uhuays nghf, type thing. We aiways err on the side of 
gnring the eustumer of the benefit of the doubt. But the systems and 
everyîhing me so sophsticuted t h  me in-place, thut lots of tinres a 
mstomer wiIZ forget - ïioerlw remmber tfhey rad if - dih'r db it correct&, 
or wharever, but they wmtt someone shot, and "the bank aro M M  
(Senior Vice Presi&nf) 

Among the greatest frustrations for management, was the lack of recognition fkom the 

public around what they perceiveci to be the strength and stabiiity of the Canndian 

banking system 

They don't get recognition for who they are, what all's been done with us, 
wealth they haw elsewhere, heuause we 've done such a bad job of puttïng 
the data togethet on hemy andwe 're incomh$ent with interface too, so 
you 'dphone the bank andyar 'dget one reaction, y m  go waat hto one 
Amd of b r d  anàget mother reuction, so 1 'd scly thûf whar they .y 
is thaf we céon 't freat them consistent&, we 're not f i  enough, we 're 



not campetitnre enough on some of the prices. 1 fhink when it wmes to 
pnpncikzg actwaZ& Canaaians cjo pretîy well. (Senior Yice Presi&nt) 

In summary, Atwater management offered a wide variety of reasons for the 

phenomenon of bank bashhg, a i i  of which aiiowed them to minimixe or eliminate any 

responsibility they may have in creating or fostering the phenomenon. They perceived it 

as a the result of sociological factors outside their control (e-g., the nature of the Canadian 

psyche), or as a result of the systemic nature of the business. 

According to one manager, io the eariier hearings, in particular, the politicians 

uniformly regarded the banks with deep suspicion and distaste. 

It was, ?he banks are in the wrong the b& are memhg a r d  wifh 
therr customers. Khey are absoluîefy usunusunms. Theyk all of these wry 

and mgclrive things. (Vice Presiden f )  

Although this manager believed this image had softened somewhat over the last ten 

yearq athers in management generally believed that politicians would describe the bank 

(or the b a h )  as variously, reactive, manipulative, and as attempting to conceai 

information. 

As discussed eariier, management generdly ascribed ~e~serv ing  motives to 

politicians' interest in examining credit card interest rates. They suggested that 

politicians' interest, and in particular their repeated interest in this issue, redted fiom a 

desire to augment their public pronle. In keeping with the search for public profile, they 

suggested that politicians and media often fcd off each otheq in attempts to generate 



interest in these issues. Finally, they suggested that politicians were often uninformed, or 

had di5culty grasping concepts around credit cards. 

... 1 think the bank har become cynicuI that these are bacRbenchers that 
are nying to make m e s  for tkmselves, because it has been investrguted 
to hath, md t h e  is a rafrafronaIe for w?wt it costs. and now un sorts of 
alternatives to the consumer w h  h m  't like it ... fhat jf ït weren 't for 
them, consumers would be in a much worse state. Buf, you how, they 
have t o m  their own existence. (Vice Presidenf) 

But again, to try and merenfiate price fiom value in the medit c d  
buriness is somethmg thatk extraordinari& dr$imZult to communkate tfo 
politicim becatl~e they have a ten&ncy to equPte low prke with h i ,  
value. It's tough fo get them beyond that. @ce President) 

So. you can haw a greaf ~scussion with t k m  and they cmi be wry 
supportive and t h ,  thnt night on the news you see them trashmg you. 
n>cii's politics. ïky say a opoliticmZfirsf duty is to get elected (Senior 
Vîce President) 

Only one manager suggested that at least in the initial set of hearings, there was a 

Legitimate conceni into these issues fkom a consumer standpoint. 

Management's biggest fiutrations with this stakeholdex group included the 

perception that it did not seem to respond to the "logic" of their arpents,  and that it 

1 thinkprobabiy the mostfiustratingpzece was the k k  of ijonnaiion on 
the pmt of the cornittee. At one levez, the lack of interest in bemg 
eciircateh (Vice Fresi&n@ 

1 guess, t k  biggest, biggestslfnrstution is kïnd of Zooking at having them 
ci0 things which seem to make decisions mid take posrposrtio~ which me 
conbmy to the best inferests of the camby and the economy md 
long t em  job creafion and all those bds of things for political remm.  
(Senior Vice Presîdenr) 



WellI t h k  the singe biggestjktration for t k  inrftrstst, or this bm>S is 
t .  no m e r  w h t  sense anythïng nrcrkes, t h q  haw m age& (Ilid fw 
some reason theypst &n't liAe the big hnks .  lky &n't Iike the big 
C d a n  banks md they me going out of their way to let forezign p b e r s  
corne in and cheny-pickproducts. (Senior Vice Presidmr) 

Management generally believed that politicians held a negative view of the banLa, and 

wnversely, they held a negative view of politicians. 

10.4.3 17re Media 

Management had mked reactions to their image with the media. Some felt tbek 

image ran the gamut fiom LLguud andprogressive" to "big d bas, while others felt the 

banks were g e n d y  easy targets for negative press. Management qressed  the belief 

that they often felt misrepresented by the media, althcugh some acknowledged that 

certain print newspapers or certain joumalists were better at niir reporting than others. 

Those Who were not perceiveci as f& in their reporting were descrîbed as chasing 

headlines, and as disregarding the facts the bank gave them Most management beiieved 

the media were generally not knowledgeable about their business. 

Puttictllarly credit cmd reporthg te& to faZZ into two b r d  camps - a 
connmier or a poJitical issue, as this issue hrrr wmed md waned in 
O-, so you h e  politicd reptters wtiting about it. Or it's a retW 
consumer product and you get the consumer press writing about it, neither 
of whom are necesscdy al1 that well infomed aboutJinancial services 
generully. (Vice President) 

I beliew tlwrt the media sometimes twisk~ stu8 We htad a media person 
who twisted something 1 said emlier this yem. And IIke since seen the 
person on and they just annoy me tremendhsly. (Senior Yice 
Presidenf) 



1 just rdonS thmk the media is very cncnticaZ. 1 tthm? the media.. andpart of 
it is I(armess, purt of # is resources, a whole brn#:h of fwfors. %ut 
generully t k  me& don't very offen Zmk behind thepeopIe t h t  they quote 
so regubly on issues of So-calZedexperts. (Senior Vice Presirtenf) 

in general, management believed that the media, through Iack of howledge, 

contributeci to a negative image of the banks. 

10.5 Summary and Discussion 

This section summarkes the attributes of the organization's identity and disnisses 

how it conceptualized its image and managed the legislative and image management 

processes. 

To recap, Atwater's identity is underpinneci by multiple values - both explkit and 

implicit. Explicit values are those that they publicly espoused, including a belief in 

stewardship, respect for others and the importance of creativity and initiative. These core 

values set it apart fkom Metcalfe. Two of these explicit wre vahies, howeva, 

stewardship and innovation, may potentially coaflict. If you consider these values in 

terms of the amount of risk they suggest an orgauization should assume, they wuld be 

interpreted as resting at opposite ends of the risk spectnim Stewardsbip suggests that M 

organhtion be ri& averse and conservative in its actions, while implicit in the concept 

of innovation is the assumption of considerable risk - such as taking a chance on a new 

venture and being willing to fail. The tension between the two values may drive the bank 



simultaneously in different directions, and consequentiy, may explain the pendulm 

effcct and the dïffïculty it sometimes experiences in irnplementing its pians. 

Atwater's hplicit values include a beiief in their superior inteliigence and that 

economics and fiee markets are ultimately the most prudent force govemhg their d o n s .  

These values resonate with many of the values held by their counterparts at the CBA and 

at the M e t d e  Bank. In addition, they view themselves as being large and dominant in 

their industry and in many respects s a leader. Finally, also similar to Metcalfe Bank and 

the CBA it sees itself as a victim of bank bashing. 

Simila. to management at Metcalfe and the CBA, Atwater management believed that 

the bank's image and the banking industry's image, in general terxns, were synonymous. 

It recognized that exîernal stakeholders oftm expresseci antipathy towards the banks, and 

perceived banks as being too big, too powerful, and too wealthy. A cornpuison of these 

findings to the finduigs in Chpter 8 suggests that also Wre their wunterparts at M e t d e  

and the CBA Atwater management has a very clear picture of how extemal stakeholders 

view them 

Again, similar to their c0Unferpa.s at M e t d e  md the CBA, -ter attributed 

bank bashing to a series of fhctors. They suggested it may be an inherent fature of 

Canadian dture, or may be the inevitable result of how the ba& must conduct their 

business. Also simüarly, they tendeci to view extemai stakeholdas as variously 

uninformed, unintelligent or self-serving. Unlike their wunterparts at M e t d e  and the 



CBA, there was some recognition among Atwater management that their reputation, to 

some degree, was affecteci by how they interact with extemal stakeholders, eitha 

personally or in a customer setting. At the same time, however, tbey expressed dismsy 

over how difEicult it is to effectively manage customer service. 

Atwater adopted a leadership strategy with respect to managing its le@slative 

environment. 1t devoted considerable resources to mmaghg its relatiomhip with 

govemment, as is evidenced by its presence in ûttawa and its regional public affairs 

offices. 1t also paid lip service to the notion of being open and respomive. This 

philosophy of being open, however, was always tempered by the notion that it was a 

private company, for whom limits in openness should apply. The strategy of being a 

leader and atîempting to be open is consistent with their publiclyespoused values that 

recognize the existence of extenial stakeholders. 

10.5.4 limage Management 

Atwater periodically devoted considerable resources around image management, but 

the effective application of these resourccs a p p d  to be questionable. Its 

conceptualization of image included a mDr of drivers including advertking and marketing 

and customer service, and it was unclear about whiçh of these drivers should have 

priori@. In essence, the o r g d t i o n  had a sense that image was important but seemed 

unable to consistentiy address its image concems over a period of time. 



11 EMERGING THE1MES AND MODEL 

This chapter synthesizes the data and analyses off& in the preceding chapters. For 

purposes of triangulation, it lays out similarities between the data daived fkom ciiffixent 

sources, and extends the analyses so that conclusions c m  be drawn about the relatioaship 

between the constructs of organizational identity and image and the processes of 

managing an organization's iegislative enviromnent and image. The chapter begins by 

discussing the key hdings arising out of the data and analyses. The îindings primarily 

explain how organi7irtional identity affects organizational adaptation to environmental 

change (specitically, increased legislative pressures), and secondariiy, it offers some 

insights into the nature of reputation, particularly as the constn~ct pertains to legislative 

pressures. The chapter goes on to summarize the key findings and reduce them to four 

emerging themes. These themes provide the foudation for a model that suggests how 

organhations approach managing their legislative environment and maLes the Illiks 

between identity, image, reputation, legislative management and image management 

explicit. The chapter concludes by laying out the model and offering a wrresponding 

series of propositions. 

11.1 Dircussion of Key Findings 

The data and analyses laid out in the preceding chapters suggest five major groups of 

fïndings, specifïcaiiy - 1) the impw of industry identity attributes on an o r g ~ t i o n ' s  

identity, 2) the affect of identity on an organi7rition's perceptions of extemal stakeholders 



and its image, 3) the a f k t  of identity on an organization's strategis, 4) the affezt of 

extemal events as a comtehalance to the affkct of identity on orgmhtional strategieq 

and finally, 5) given the specinc characteristics of this industq, how the nature of its 

reptation may increase organkdonal membns' vulnerability to increascd legislative 

pressures. The section offers a discussion of each of these groups of fidings, 

accompanied by a table that lays out the analytical conclusions fiom the preceding 

chapters and links these conclusions to the key findings. 

Two key hdings emerged around the issues of industry identity and orpruiilational 

identity. First, the data and analyses suggest that industry identity attributes cut across 

member organizations; and second, specific industry chatacteristics rnay be associateci 

with speciiic industry identity attributes. Table 24 sumarizes industry char acte ris tic^^ 

organizstional identity attributes, and the key hdings that arise fiom these data. 

Clearly, despite the avowed culturai Werences between the bankq it is evident that they 

share a number of similar identity attributes. To recap, Metcalfe characterhed itself as an 

instihmon operating with a very strong mental mode1 tbat defineci the primary 

responsibility of management as the maxhization of retums to shanholdas. It also 

viewed itself as entrepreneurid, as somewhat of a maverick in the industry and believed 

that senior management should nui each business as they saw fit. By con- Atwater 

viewed itself as valuing its role as a financial steward, explicitly respecting extemai 

stakeholders and as being a place of creativity and industry innovation. Aa opposed to 
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MetcaKe7s identity as a maverick, it saw itseifas occupying an elder statesman role in the 

industry. 

Despite these Merences in identity, both banks along with the C B 4  expressed a 

number of very similar identity attributes. First, aii informants placed a very high 

premium on being inteliectuaiiy superior. It was important to them to be ''murf and 



they took pride in activities or ways of approaching business thai muld be characterized 

as rational, objective and anaiytical. Second, ail viewed themselves as private enterptises 

and not as public utilities. To a greata or lesser degree, they w a e  all explicitiy profit- 

onented. Although Metcalfe expresseci a concem for exîernal stakeholders, it was sti l l  

clear that t s  most cumpeliing raison d'etre was to make a profit. Third, despite a 

corporate structure that was predicated on giving autonomy to senior operating managers 

in the case of Atwater, and the ostensible collaboration among departmeats in the case of 

MetNe, they, iike the CBA, ail recognized and accepteci the most senior levels of the 

bank and the banlcing industry (i.e., the CEO) as being a primary driver of strategy. This 

can be described as evidence of a command and control culture. Fourth, ail informants 

unwaveringiy described the banks as being the victims of a phenornenon wlloquiaiiy 

referred to as bank bashing (Le., a propensity on the part of external stakeholders to 

da i r ly  criticize and chastise the industrystry) 

The number of dominant identity attributes shared by different organizations that 

profess themselves to be fierce cornpetitors and culturdy unique suggesis that the nature 

of the indu-, as weil as organizatiod values, plays an important role in detemiining 

organizational identity. The interplay between organizatiod identity and industry 

identity was also rwealed throughout the interview process in the way informants chose 

to m e r  questions. Many times intemiewees wodd spontaneously atmver questions 

using an industry perspective. For example, both Atwater and M e t d e  informants 

tended to switch back and forth between answerhg on the bais of their industry or on the 



basis of theu individual organiation when they were discussing image issues or 

describing whaî outsiders thought of then 

The wmmon identity attriutes - a belief in their inteileauai superiority, the 

elevation of profit-seeking as a primary objective and the w d o r t  with leadership at the 

top - that characterize the industry and its members is rooted in a classic, US business 

model. In the post worid War II era, this approach to mamghg business bemme 

idealized and entrenched as the prefemd way to manage an organbdon 

Correspondingiy, the role of the manager has been eniciency-oriented and rational. This 

business governance model places a premium on logic, rationality, and objectivity in both 

thought and action It is alignesi with a style of management that is synonymous with a 

desire to cpantify ali business decisions and that prizes memement as a means of 

conîrol. 

Certain characteristics may explain why the industry has adopted this approach to 

the extemal environment, dong with the corresponding industry attributes. A number of 

factors may have combined to ensure this approach would be regarded as most suitable 

for the banking business and would continue to dominate. First, senior management has 

historidy been dominated by a homogenous group of individuals who came of age in 

the business wmmunity when this world-view of prizing rationaiity and shareholda 

maximization (exclusive of other objectives), as discussed above, was pop&. There hss 

been reasonably iimïted turnover at the senior levels of the banking industry, and 

executive tenure tends to be long. Second, much of senior management has woriced in 

banking during long periods of industry stability. The changes wrought by globaihtion, 



the increasing use of technology and deregulstion are relatively recent. Individuals who 

entered the industry in the m e s  and sides have spent much of their careers in a b d c h g  

environment that expenenced limited turbulence in terms of mark-, technoiogy or 

wmpetition Third, this industry has historic.aily been profitable. Fourth, in this c o q ,  

this industry is very large in tmns of its economic contribution and can be characterized 

as an oligopoly. As suc4 it enjoys the power that cornes with concentrated resources. 

Al1 these aictors combine to suggest that until recently, the industry has had M e  reeson 

to move nom these core attributes. In addition, although it cannot be ascertaineci fiom 

this study of a single industry and its member organizations, it may be that industries that 

are characterized by this combination of factors may iaevitably exhibit these identity 

attributes, and this view of the externai environment. 

It is impossible to tell fiom the data in this thesis how long the identity attnbute of 

being a victim has been rooted in the industry and organizational members' psyche. 

However, we can hypothesize that it rnay be the result of a clash between e x t d  

staleholders' Unage of them as being, hdamentdy, a a t y  and their enduring and 

deeply rooted notion that they are primarily private sector profit-seeking enterprises- If 

so, this clash suggests that when industry characteristics are not in line with extemal 

stakeholders' expectations, new organizational identity attributes ( e.g., identity attribute 

of being a victim) rnay emerge. 

fl. 1.2 Idmtity IhjTuences Perceptions of Inige and St&ho&rs 

The data and analysis suggest that orgmhational identity is a key influence on 

how organizations conceptualize the construct of image and how they view extenial 



Weholders. Simply put, the bpalcp held a very narrow dennition of the coastruct of 

image that was consistent with a mechanistic, rationai approach to the worfd that places 

higher focus on phenornena that are easily measurable. Semndly, they tmded to 

disparage extemal stakehoiders by characterizing them as lacking in the attributes that the 

industry valued (i-e., intelligence, objectivity). The combination of a nsrrow view of 

image, and the ability to discount the views of stakeholders may have enabled the 

indusüy and its members to minimize the attention it paid to its image. Table 26 

sumarizes how the industry and m a t a  and M e t d e  and industry representatives 

viewed their identities, their image, and how they explained the nature of th& image. 

The banking industry's image was entirely consistent with its reputation As disaisseci in 

Chpters 7, 8, 9 and 10, the industry and its members understood that it was regarded as 

being too big, too powerful, too profitable, potentially abusive and self-serving in its 

practices. Years of public opinion polling, focus groups and reams of marketing research 

had ensured that a i l  intexviewees had a clear pichire of the negative attributes of its 

reputation Although interviewees also noted positive aspects of its repuîation (e.g., 

aistomer loyalty to branches), the negative aspects appeared to dominate the perception 

of image. 

Given the consistency between image and reputation, it is most interesting to 

examine the industry and banks' individual beliefs on what contributed to their 
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increasingly negative image over the years. It is clear that they concepbialize image as 

the produa of efforts made by formal boundary spanners, such as the public affaira 

department, the marketing department or the heads of its operating divisions. Most 

iafomants asserted that to the degree thet the industry or the individual bank aîtempted to 

shape its image, it did so by sending explkit messages to external stakeholdas. The 

vehicles most often cited for wnveying these messages were advertising, media 

campaigns or discussions with the media. This c o n q i d k î i o n  of image is consistent 

with a world view that suggests that management can impact the organiution's outwmes 

through the execution of rationai, dy t i ca i ly  conceived progrmu and procedures. The 

idea that image may be a messier constnict, or image management a more cornplex 

process that is not as easily reduced to a clean clear set of management initiatives was 

generally not evident in informants' thinking, with limitecl exception 

The notion that image may also be a by-product of customer d c e  or of a series 

of oneon-one encouuters (e-g., between bankers and Parliamentarians) was iimited to 

Atwater, and was not prevalent in ail intnviews at that site. The degree to which some 

informants recognized that customer service, or personal interaction with the institution 

may be a factor in determinhg the organization's image is consistent with one of 

Atwater's identity aîtributes, that is a regard for external stakeholders. 

Informants' reactions to their negative image also revealed how identity affects 

how they cope with a negative image. First, the industry and its members held a very 

disparaging view of extemal stakeholders. They tended to describe extemai stakeholders 

in tenns of attributes that they valued and were an integral part of their identity, and 



inevitably, stakeholders fell short. The banks', as discussed, placeci a very high premium 

on raw intelligence and objectivity in anaiysis. Conversely, they generaiiy viewed the 

media and politicians as self-serving and as lacking in the ability or the desire to S o m  

themselves properly about the banks. Similarly, management believed that the general 

public, while not seK-& lacked the ab* to understand their cornplex business or 

weren't interested in understanding it. Therefore, in their mecbanistic and rational view 

of the world that prizes knowledge and objdvity, the views of extemal stalreholders 

were easily Gscomted. 

These implicit values that enableci it to disregard or discount the negative 

feedback it received regarding its image, were also cornmensurate with an arrogance 

regarding extemai stakeholders. The perception that stakeholders were iderior in their 

abilities was reflected in their descriptions. For example, infioflll~~lts fiom different sites 

refmeâ to politicians as "getting up on tkir  hmd legs", a pejorative phrase that suggests 

politicians are primitive beings of lesser intelligence who n d  to be taught or tamed. 

ALternatively, when informats spoke of stakeholders they used the phrase ''pu must 

d r s t a n d ' ,  which has a condescending tone. 

And there were a couple of things this time though, one was e&c&on but 
the other was "Yar serimsh need to unùèrstatid that ifyou're going 
to cap rates this business is gomg to get more restricfed AdproyleZy so 
becmcse ym're now rehcing rhe lluagins on this business and while thot 
is whatyou want to rio. understand who it's going tu impact " (Vice 
President, Atwatet B& emphasis ad&@ 

Secondly, on a personal levei, many informants seemed detached fiom the 

negative image. They were not in denial of the banks' negative image or rqutation, but 



ratha offered responses or attitudes that suggested they were unable to it. Given 

the level of the hostility towards the bank that they perceived to be emanating fkom some 

stakeholders, their la& of emotiond response arouad the issue was surprising- The 

detachment, or lack of emotion, manifesteci itself in the contradiction between what 

managers reporteci as an industry-wide hate session and in how they desaibed their 

personal experiences. For exnmple, a number of seasoned managers said they never 

personally encomtered negative feedback regarding the bank or the industry. Managers 

who were relative newcomers ta the bank also spoke with a detachment, and while they 

acknowledged the negative image they distsnced themselves f?om it by explicitly 

assigning the responsibility for creation of this negative image to senior management. 

There may be several explanations for this reaction of detachment. First, the 

nahue of the negative images may not be contradicting core amibutes of their identity, so 

they do not feel threatened or personally disturbed by them Being perceived as large, 

potentially pow- deceptive, and self-serving may be unpleasant but does not directly 

contradict their view of themselves as profitsriented and smart. Second, their 

detachment may be intensifieci because they can explain the negative image in terms of 

phenornena that are outside their wntrol - i.e., that is the phenomenon of bank bashing. 

If management believes it can't aBea its image, a rational response would be to distance 

themselves fiom it. Altematively, it may be that identity atûibutes allow manegement to 

detach themselves fiom the negative aspects of their imagey and therefore, they are more 

inclined to believe they can't materially affect the industryys image. 



in essence, the industry and members' identity limits their abiiiîy to concepaialize 

image and how they can affect their image. Additionaüy, it pmvides them with a 

cognitive and affective means for rationaking a negative image. The by-product of this 

raiionalkation process is a tone of arrogance and superiority in dealing with extemal 

stakeholders, which as indicated in Chpter 8, bas been noted by e x t e r d  stakeholders. 

The data and analysis suggest that organizationai identity is a key influence on the 

types of straîegies organizations choose and on how they execute those sbrategies. For 

example, on an industry leveb the dominant shategy for persuadllig stplreholders was one 

of education.. This strategy is consistent with an identity that values research and careful 

analysis and believes in the power of the intellect to persuade. Additionally, the 

combination of a narrow conceptualization of the c o n ~ t ~ c t  of image, and the abiüty to 

discount the views of stakeholders, as discussed in the last section, may have enabled the 

industry and its members to minimize the attention it paid to its image. At individual 

banks, the differences in their identities may explain the distinctio~m in their particular 

approaches to managing the legislative environment and theV image. Table 26 

9~11l111arizes how the industry and Atwata and Metcalfe and industry representatives 

viewed their identities, and their approach to managing their legislative environment and 

their image. 

Consistent with their rational, mechanistic view of the wortd, the banking industry 

believed that the most effêctive strategy for swaying both public opinion and legislators' 

cnticisms was to educate these stakeholders about the banlring business. The underlying 





assumption was that education or a rationai, objective rmdition of the fhcb and 

corresponding analysis would persuade extemal stakeholders. This reasoning assumed 

that most outsiders also viewed the world in ratio- objective terms, and shared the 

inmistry's beliefs that an orgsnization's primary responsibility was to its shareholders. 

The strength of this aspect of the industry idedty, and the nahue of these core amiTbutes, 

rwted as they are in an efficiency-oriented view of the world, did not seem to aUow for 

any recognition that other viewpoints may exiq and that these other viewpohts may not 

be swayed by an improved undentandhg of the business. The assumption underlying 

this strategy of 'eciircate midpersuacie' is that if people understood the business, they 

wodd not be critical of it, they would view the business and judge it according to the 

same d u e s  and criteria as the banking industry. 

Although the industry was in agreement regarding the general thrust of its 

legislative strategy, there were Merences in how they individually chose to manage the 

legislative environment and their image. These differences reflected the differences in 

their identities. For example, M e t d e >  who perceived itself as a shareholder's banlr, did 

not paceive managing the legislative environment or its image to be important. It's 

identity as a "shareholder bank", which was cost conscious and devoted to getthg a 

payback on its investmentq made its choice of a free rider strategy with respect to 

legislation almost inevitable. Neither of these phenornena (i-e., mamghg image or 

legislation) generated an immediately quantifiable financial retum, and addressing them 

would be entirely inconsistent with its view of the world and how to manage its business. 

Essentially, it had a view of mamghg the legislative process that waa moted in the 



concept of efficiency, and there was no recognition of the concept of equity that often 

typifïes these legislative challenges. M e t d e  management, even more than its industry 

association wlleagues, felt that equity concerns could be dhpeiled if everyone 

understood the fkcts of the business, 

Despite the regulatory setbacks over the y- that the industry had there 

were stiil signs that regulatory mattas were not a pnonty for Metcalfe. For example, no 

intemiewee (including the head of the business unit who is in charge of executing 

responses to reguiatory challenges) mention4 that a bill to cap interest rates was given a 

k t  reading in the House of Commons in December 1997. In another instance, one 

manager had difficulty remembering the name of the CE0 of the CBA In terms of the 

importance of image, the organhtion is slowly coming around to v i h g  it as a matter 

of more importance, but as one member of management put it, convincing senior 

management of its importance is w&ig thmgh connete." 

In contrast, Atwater's explicit values enabled it to recognize the Iegitimacy of 

outside stakeholders and to docate resources to managing these stakeholder 

relationships. Its identity contained an aspect of u>~eCtedness with the ouiside 

environment and its strategies reflected attempts to take into account these connections. 

Atwater assumeci a leadership strategy in managing legislation that reflected its beliefs 

that it possessed superior itteiligence, and that it should be respectfùl of e x t d  

stakeholders. Its proactive approach included maintaining a presence in Ottawa and a 

large public relations staff. Corre~pondingly~ it also bad a somewhat b r o d a  conception 



of how its image was created - which is as a by-product of astamer and personal 

interaction and not simply the outcome of an advdsing campaign or newspaper articles. 

There was evidence, however, of value conflict in Atwater's identity, and at the 

same the, widence of conflict in some of the strategies the bmk pursueci. For srsmple, 

Atwater wanted to give the govanment the information it required, but it needed to make 

sure the "spin" was correct. It suggested that it wanted to be open in its cornmuLucation 

with the govemment, but at the same tirne it defended its right to keep profit i d i o d o n  

private. In d e r  words, its belief in its right to defend itself on the basis of a fiee market 

philosophy (te., a core identity attribute shared by other industry members) overrode its 

desire to accommodate and be sensitive to extenial stakeholder needs. 

Over the period under study, the core attributes of the industry's identity and 

individual members' organirationai identity remained unchanging. These self- 

perceptions of being smart, profit-oriented, rational and dyticaL, shareholder-driven, 

sensitive to stakeholders, creative and innovative have been rooted in the respective 

orgarhtions' psyches as long as ido~maats couid remember. At the same time, the core 

shategies for msnaging image and Legislation have changed iittle over the years (Le., 

educate outside stalreholders, advertise to modify image, engage in formal public 

relations with the media). The juxiaposition of these two observatiom suggests that 

idmtity hss a sipticant impact on how organizations m e  issues, how they priorith 

issues and how they choose to respond to issues. 

Identity aiso shapes what stimuli are necessary to bring about changes in 

strstegies or action. The next section suggests that inmemental changes in strate@es 



occwred only as a result of a series of events that the industry perceived as meanlligful. 

The industry only perceives an ment as meiuiingfùi if it is characterized in vahies that 

resonate with its own identity (i-e., financial impact more important than extemai 

stakeholder scmtiny). 

The data and analysis suggested three findings around the impetus for changes to 

the industry's strategies for mamghg the legislative environment and its image. First, 

although as discussed in the last section the ftndamental approach to managïng these 

phenornena did not change, there were changes at the margin over time. Specific actions 

and changes in tone suggest that at least a superficial increase in responsiveness took 

place over the period, particuiarly to the legislative commumty. Second, multiple 

external wents were associateci with these changes in legislative and image management 

strategy. And third, specinc extemal events were cited most often as catalyst for change. 

Table 27 sumrnarizes some aitical extanal events that occurred over the period and the 

wmesponding changes in the industry's legislative strategy and approach to image 

management. 

It is apparent that several aspects of the industry's strategy for deoling with the 

legislative environment did not change over the period. As Table 23 indicateâ, 

throughout this entire period, the industry's centrai strategy was to educete and persuade 

extermal stdceholders of the wisdom of their business case, based on an ewnomic and 

efficiency-oriented approach to management. Its major tactics also remained consistent, 

and reflected aspects of its identity. For example, it continually stressed the superiority 
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of the Canadian banking system. Consistent with its strong self-perception that the 

orgauizatiom were private enterprises (as opposed to utiiities) it consistently refused to 

provide Somation moud issues it deemed to be straîegidy sensitive. Finally, in a 

mm.ner that was not always sensitive or respecthil of legislators, the industry chose to 

refhme or redirect thek questions or concenu, in order to deflect attention from its own 



practices. Nevertheless, it did make some moâifications to how it rnanaged the legislative 

environment over the period. These modifications can be deacribed as becomiag more 

responsive to its extemal environment. The data on the credit card heariags reveai that 

by the early 1990s, senior menagement were fàr more visible in dealing directly with 

legislators. Furthermore, it reduced its reliance on arguments rooted in the fiee market, 

and attempted to acknow1edge the concems around equity and fhimess in its business 

practices that were raiseci by extemal stakeholders. Perhaps most significandy, it t e  

changes in its key lobbyist (Le., CE0 of the CBA) that reflected a move towards grrater 

sensitivity towards the extemal environment. The industry moved f?om retaining an 

economist who wuld be described as combative in approach, to an economist who cuuld 

be described as more conciliatory in approach, to a seasoned civil servant who was wd 

versed in mana- politicians. 

These changesy however, can be characterized as relatively superficial. The 

industry did not alter its wre approach of educating and hdarnentally relying on 

economic arguments to sway legislators. It maintaineci that it was superior to other 

banking systems. Some members were very slow to respond with concrete alternatives 

(i-e. offering a low rate credit card). And even currently, interview data suggested that 

the industry appears to continue to regard legislative challenges as an intrusion that it 

should not have to d e r .  Rather, the changes in responsiveness were limteâ to i ts  

public approach. It adapted its tone in these hearings to be more conciliatory, and gave 

evidence of new respect for the proceedings and the members. 



Neverthelesq why did the industry even make these minor modifications in its 

approach? The data and analyses suggest a two-fold m e r .  Fist, a series of extenial 

events occurred over the course of tirne, and second, the industry wnsidered at least a 

number of these events to be meanin@. Over the period, the industry appeared on a 

regular basis before pariiamentary cornminees and was subjected to unrelenthg 

legislative scrutiny. At the same time, it was weil known that its public opinion ratïngs 

were steadily dropping. These two phenomena, suggest that the industry's legitimecy 

(Le., the perception that it carrieci on i ts business in a fair and reasonable rnanner) was 

steadily declining. These two phenomena, in and of themselveq however, were not 

sufncient to produce changes in responsiveness for two identity-related reasons. First, 

neither of these phenomena directly translateci into an obsmrable impact. Given the 

industry's identity as profit-driven and its wrresponding orientation towards achieving 

measurable results, it is not surprising that these trends would faii to register as serious 

enough to ment wllective and signincant action Second, the industry's identity was 

strongiy rooted in a perception that they were private sector corporations, not utiiities. As 

private -or corporations that did not arist for the benefit of the general public, it 

perceived that it did not have to be as attentive to concerns of the general public. The 

industry's identity did not allow it to view lepitimacy as a resource to be accumulateci and 

conserved, as it wouid with resources such as say cash, lnunan assets, and customers. 

Conqently,  these trends done did not act as catalysts for change. 

It was not until the 1990s, when a series of events occurred thDt were clearly 

punitive and diredy tramlatable into immediate and negative outcornes, that changw 



around the margin of its strategies can be observed. Informaats al- related fi@c 

events when discussing changes in the indusûy's responsiveness over tirne. For example, 

the industry had been unsuccessfûl at winning regulatory approd to enter other business 

aremas, and had been subjected to instances of punitive legïslation, îhat affecteci ody 

them, no other financial service providers. These fàïlures were highly visible, and had an 

immediate and diredy measurable impact on the banks. They reduced pro* either 

direaly through the levy of a tax (e-g., large corporations tax), or indiracdy through 

increased costs of meeting regulatory requirements and by foregone profit since they 

were not aüowed to engage in new business activities (e.g., sale of insurance through 

branches). The specificity of events and the types of events cited suggest that the events 

must be credible and rneaningfid in terms of the industry7s or the organizations' world 

view, in order to cause a reaction or a change in strategy. 

Two key hdings emerged around the construct of reputation. First, the data and 

analyses suggest that the reputation of an industry exhibiting the aforementioned 

characteristics is, to some degree, the cumulative effkct of pasonal interactions between 

the stakeholder and the industry (or industry member) over a period of time. Second, 

perceptiom of Eillfi-social behavior may increase the industry's (or industry memba's) 

Werability to the negative effects of a poor reputation. 

Industries that are large, profitable, powemil, and quasi-public in nature, may h d  

the importance of the personal interaction element in detennining their reptation to be 

m-ed. This research in no way suggests that advertising, marketing, or public 



relations activities are not &ors in building orgaaizatiod reputationa or images; rathcr, 

it suggests that when the generai public relies on an industry in a way that is unique, the 

dimension of personal interaction should be given equally careftl consideration when 

determinhg the cirivers of reputation Essentially, the nature of the public's dependence 

on the banking industry makes their personal expiences with the industry a very salient 

predictor of reputation, This unique interaction between the public and the banks may be 

describecl as containhg the elements of fieqwncy, necessity and captivity, and may be 

best illustrated by comparing the public's interaction with other industries versus its 

interactions with the bbanks. For example, consumers may purchase a car every ftw 

years, but they interact with a bank fàr more fkequentiy (i-e., often on a daily, weekly or 

monthly basis). If an individual has a bad experience with a car dealer, this experience 

may have fàded fiom memory before they interact with the dealer again This lapse of 

time mîtigates the risk of personal experknce wntributing to a negative reputation for a 

particdar brmd of car. Also, &e purchasing a car or an impulse item, purchasing 

financial seMces is a necessity for most segments of our society. F W y ,  although other 

purchases can also be describecl as necessities for consumas, such as food, there is 

considerably more cornpetition in those industries than in the Canadian banking industry. 

Purchashg a service that is a necessity fkom a limited -ber of providers reducw the 

ability of individuals' to exercise their power to ensure they are W y  treated. 

Consequently, they may become more sensitive to the attitudes and behaviors of those 

providers. The data and analyses aromd the banking industry's reputation suggest that 

reputations for industries that shPn these characteristics are not ody the by-product of 



advertising and other dehierate outreach activities, but ais0 the by-product of personai 

interaction between the organhtion and its stakeholders. 

These data also indirectly suggest that image or reputation (Le., others' 

perceptions) derives fiom a series of cumulative interactions mer a period of years and 

this accumulation is difncult to reverse. Repeated negative experiences on the part of 

individuals, steady negative press and steadily increasing public scmtiny may lead to a 

generaiiy poor seputton that becornes difncult to reverse. For example, the data 

Uidicated that legislators ofken held neetive perceptions of the banlrs, prior to the b h  

even beginning to offer their arguments and their &cation programs. These 

perceptions, to some degreey clearly resulted fiom personal interactions with the industry. 

The key findings offered in the preceding section can be redud to the four 

emerging themes summarized below in Table 28. At their broadest levei, these hdings 

suggest four themes around identity, image, reputation and managing the legislative 

environment. First, for industries that share at least some of the characteristics exhibited 

by the banking indusûy, attributes of industry identity will wnstitute a major portion of 

organizational ideatity, and ~rrespondingly~ will dominate the industryys and individual 

members' approach to the legislative environment. The sheer sire of the industry, its 

oligopolistic nature, its concentration of resources and correspondhgly, its power, the 

lack of turbulence in its markets and senior management turnover, may aii suaest that 

organizations will s h e  more d e r  than fewer common identity attributes. Thtse 



identity amibutes tend to be a belief in the pront motive as the driving force behhd its 

existence9 a strong sense of its own superïority, and a devotion to rational adytical tools 

as a means for making sense of its environment and managing its environment. 

Second, identity can act as an inertial force hindering an organhtion's abiiïty to 

adapt to its legislative environment. The stronger and more deeply rooted the identity 

attributes? the more d i tnd t  it will be for an iomistry, or an individuai o q p b d o n ,  to 

rnod.@ the wre aspects of itfi approach. Its identity will limit how it -es issues and 

perceives stakeholders so that its framing and perceptions are consistent with its identity. 

For the banking industry, its identity inhibited it fiom v i s d y  grasping the 

CollSeQUences of deteriorating Iegitimacy, and fiom clearly understanding the con- of 

stakeholders. It consistently amibuted a lack of intelligence and unreasonableness to the 

motives and actions of external stakeholders, and was largely unable to seriousiy consider 

the validity of stakeholder wncems on their own merits. Its identity also appeared to 

lead to an attitude of arrogance that exacerbated the difndties it experienced in 

maaaging stakeholder relationships. 

Third, the inertial force of identity, for industries and member organizations 

bearing these characteristics, can only be counteracted by a series of e x t e d  events, and 

these events must be meaningfûi in terms of the industry or organizations' identities. 

Essentiaily, the stronger the inertid force arerted by the industry or organization's 

identity, the greater the number of extenial events needed for change, the slower the 

adaptation to the environment and the more superficial the adaptation The banln'ng 

indu-, and its memberq were slow to adapt to threats in the legislative environment 



surrounding crediî cards, and it appears that the adaptation they made f d  on no* 

core aspects of their strategy. 

Fourth, and fkdly, a negative reputation arising out of personai interactions 

increases the Iikelihood of r e d u d  legitimscy. As Marcus, Kniitinan and Bream (1987) 

. . suggest, legitimacy is a C'pZitid resmce" that organhtions mst acquire and mrirntllrn 

in order to secure preferred reguiaâory treatment. An organhtion's reputation is one 

element that contributes to perceptions of legitimacy in the regdatory or legislative 

context. ûther elements m y  include Won such as the prevailing social climate or 

documeated activities on the part of the organization Although this research does not 

focus directly on the outcomes that result fiom reduced legitimacy, the literahire would 

suggest that reduced legitimacy wodd increased the likelihood of negative legislative 

outcornes. The data presented in this research around outcomes (e-g., punitive legislafion, 

denial of regdatory approval) would support this suggestion 



Mpltiplt extcnial cvents are associatcd with 
change in legislative and image management 
-gY. 



11.3 Model and Propositions 

The preceding four themes give rise to a series of hypothetical relationships 

between a series of variables that are illustrated in the mode1 contained in Figure 2. 

Given the qualitative nature of the research methodology we cannot assume causality 

between these variables, or in the nature of these relationships, however, the findings are 

suggestive of these potential linkages and the foilowing theoretical rnodel- Accordingly, 

this section also offers a series of propositions based on this model that would allow for 

the refinement and testing of these hypothetical relationships. 

Figure 2 - Legisiative Adaptation Model 

Legislative 

clmacteristics Legi timaq 

Broadly speaking, this model attempts to Iay out how organizations affect 

legislative outcornes through their management strategies. It begins by suggesting that 



part of their response is immediately constrained by the nature of the industry in which 

they operate, since it suggests that industry characteristics affect organizational identity 

and the nature of organizational reputation. Organizational identity affects how 

organizations manage their legislative environment, and through the constnict of image, 

how they manage their image. Although this research illustrates how identity can act as 

an inertial force limiting changes in strategies and adaptability to the environment, it is 

theoretically possible for it to act as a force promoting change. The data and analyses 

also reveded that the other major forces affecting organizational image management and 

legislative strategies were external events. The organization's image management 

strategy has an impact on the nature of the organization's reputation, as do the industry 

characteristics. The industry characteristics may predict the general public's expectations 

for the organization, and how it chooses to manage its image will affect how they 

ultimately perceive the organization. Both legislative strategy and image management 

strategy will impact on the organization's legislative legitimacy, or how acceptable its 

actions are to stakeholders and decision-makers that can affect it in the political realm. 

Although this research does not directly touch upon the link between legislative 

legitimacy and legislative outcornes, there is literature to suggest a direct correlation 

between the two constructs (Marcus, 1 987). in addition, this research does offer indirect 

evidence that for the Canadian b anking community, declining legislative legitirnac y led 

to a series of legislative disappointments, include the failure of the two proposed industry 

mergers. 
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its level of concentration (Le., a monopoly or oligopoly), the degree of environmental 

turbulence it has endured (i-e., market or technologid changes in its business), senior 

m e m e n t  turnover, profitability, and whether it can be constnied as offering services 

to the public in the MElllner of a utility. 

Propositions #Ig through #lad then suggest that this s a  of industry characteristics 

will lead to the wre identity attributes identined as cornmon in the two sites, and the 

industry informants. These identity attributes were consistent with industry behavior in 

the public testimony. These core identity attributes are a predisposition to rely on 

traditional rational, quantitative d y s i s  twis for managing the environment; an interd 

sense of their own superionty vis a vis other stakeholders; the scpiicit or implicit daire 

to maximk profits as a key objective; and the sense that they are being victimized when 

they encounter challenges fiom extemal stakeholders. 



The second set of propositions arising out of this model, listed in Table 30, 

concem the relationship between organizatiod identity and orpnhîional strategies for 

managing the legislative environment. Propositions #2a through #2d suggest tbat these 

core identity attributes, listed above, will lead an organhation to be less responsive in its 

stmtegy for mluinping the legislative environment. This research indicated that these 

attributes contributed to the banking industry's and individuai members' slowness in 

responding to legislative challenges. 

2b. The greiïier the q p u k a t i o n ' s  sense of superiorÏty, the less responsive the o ~ o n a l  ssategV wiU 
be for rnauaging the legislative enviroMlent 

2c. The more profit+riented the orgrmizaton's sense of mission, the les  m n s i v e  the organizatid 
strategF will be for managing the legislative emrironmart. 

The third set of propositions arising out of this model, listed in Table 3 1, conceni 

the relationship between orgauidonal identity and image management strategks. 

Propositions #3a through #3d suggesi that the presence of the wre identity atîributes will 

cornespond with an orgaxhtional tendency to view its reptation, (or whaî e x t d  

stakeholders think of it), as being the outcorne of fornial initiatives. The research 



indicated that given the c ~ e r i s t i c s  of the industry, a signincant fàctor affèdng 

reputation were the persod  interactions between e x t e d  stakeholdas and memba 

orgauhations (Le., non-formal initiatives.) Ropositions #3e tbrough #3h suggest that the 

presence of these wre identity attributes wili correspond with a generally negative view 

of extemal stakeholders. These propositions are cornmensurate with the research 

hdings that industcy memben g e n d l y  viewed extemal atakeholders as king less 

intelligent, informed or self-serving. 

Propositions #3i and #3j suggest that the degree to which orgmhtions view 

external stakeholders negatively, and discoullf the public's personal experience as a 

driver of reputation the less responsive their image management strategy is likely to be. 

A less responsive image management Sûategy wuld be characterized as one that is non- 

existent (i-e., as in the case of Metcalfe), ambivalent (Le., as in the case of Atwater, or the 

industry as a whole) and as generaily narrowly confjned to a set of programs (e-g., formal 

advertising or consumer education programs.) A more responsive image management 

strategy would reflect that personal interaction at the field level is a critical driver of a 

positive image and would incorporate prognuns and initiatives around this understanding 

into its strategy. In addition, a responsive image management strategy would be 

conducted consistently o v a  a sustained period of time. 



3 6  The gtciaa the organization's seme ofbcing a victim, the Iess iikcly the orpnhlicm is to vicw 
repatation as being signiiïcanily anFccted by non-formai imtiabives. 

3j. The more negaîive the oqpization's view of erztenial stakebolders, îhe less responffve ntS image 
management stratea. 

The fourth set d propositions arising out of this modei, listcd in Table 32, 

con- the relatiomhip between extemal events and legislative and image management 

strategies. Propositions #4a and #4b suggest that the occurrence of extemal events that 



are consisud as meanin@ by organhations will correspond with increased 

responsiveness in legislative and image management strategies. This research indicated 

that a prolongeci and identifiable series of events c m  act as a counterbalance to the 

inertial force of identity. E x t d  events that were relevant to îheir core id* 

attributes (e-g., profit-margmization) appeared to cause the banking Musûy to r n o w  its 

strategies. 

- - 

The nffh and SM propositions arising out of this modei, laid out in Table 33, 

ConCern, first, the relationship between legislative management strategies and legislative 

legitimacy. Proposition #5 suggests that organizations that pursue legislative strategies 

that are characterized as responsive are more WEely to be fàvorably viewed by legislators. 

Although this research presents no direct data linking changes in responsiveness and 

legitimacy, it did present data that suggested the converse would be tnie. The banking 

industry's performance in the first two hearings indicated that a la& of responsiveness is 

associated with poor legitimacy. In addition, this proposition is consistent with the 

iiterature on public affairs outlined in Chupter 2, Lifemtwe M m .  



5, The mare responsive the legisktk sbrategy, the gmarer the orgmhatim's 1egisMive legitimacg. 

6- The less rcspcniave the o ~ o n ' s  image mmagmmt strategy, the mort nc@w its rcputaüon 

The s i x t h  proposition, laid out in Table 33, concems the relationslip between an 

organkation's image management strategies and reputation Proposition #6 suggests that 

legislaton are sensitive to an organkation7s or industry7s reputation, and a positive 

reputation will correspond with greater legislative legitimacy. Again, this research 

presented evidence of the converse, that is, that a poorly conceiveci or executed image 

management strategy was linir.ed to a poor repuîaîion. The banking industry, and its 

member organizati~ns~ ciearly d e r d  fbm both 

The seventh set of propositions, listed in Table 34, concenis the effects of 

industry characteristics on organizational reptation. Proposition #?a through #7f 

suggests that industries exhibithg the characteristics laid out earlier need to be very 

attentive to the element of personal interaction in how their reputatiom are formed. This 

research suggests that in the case of the banking industry, the public's expectations of the 

industry are higher than it wouid be for an industry that does not share these 

characteristics. In addition, they tend to base theu perceptiom of the industry and 

member organizations on personai experiences. 



7d. The lower the senior management tinnover, the mcxe vnlnerable rnember o q a ~ h i i o ~ l s '  e t i o n  

be to personal intaactions between siakeholdas and the indusûy. 

7e. The more pmütable the Îmiusûy, the more volnerable member argamzations' -<ai will be to 
personalintaztcti~nsbetweenstalcthoLdersiuulthe hxbtq. 

- 

The eighth proposition arising out of this model, laid out in Table 35, concerns the 

relationship between organkational repuution and legislative legitimacy. Again, as this 

research indicated, a positive reptation appears to be positively wrrelated with positive 

legislative legitimacy. The banking industry suffered fiom a declining reputation over 

the period under study, and appeared to also suffered h m  increased Legislative snutiny, 

which can be interpreted as a msnifestation ofreduced legislative legitimacy. 

8. The more positive the organkation's repcdaticm, the grtata its lcgidah legi-. 

9. The gr- the oqpimt ion 's  IeguWvc legitimacy, the thit the klcgialati v t m c s  it wil l  h. 



The nhth and final proposition arising out of this modei, laid out in Table 35, 

concems the relationship between legislative legitimacy and legislative outcornes. As 

outlined in Chrpter 2, Literdiae ReM'ew, legislative legitimacy should correspond with 

positive legislative outcomes. These outcomes may Vary nom the acquisition of 

regdatory approvals to avating potential legislative challenge. Aithough this research 

did not d i r d y  d u l a t e  the number of regdatory gains and Iosses over the perîod of 

study, t did present data that suggested an increase in negative legislative outcornes and a 

declining repuîation 



12 DISCUSSION A .  CONCLUSIONS 

This chapter offers some finai thoughts and discussion on the issues raised by this 

research. It begins by briefly summarizing the research hdings that were described in 

the last chapter. It then lays out the limitations of the research design and provides a 

disaission of the m o r s  that mitigate these limitations. In tht spirit that rrseiirch serves a 

purpose pater  than its own existence, the chapta goes on to suggest how these findings 

may be useM to practittioners and how they contniute to our current knowledge of these 

phenomena. Finallys t concludes with suggestions for friture research that would build 

on these findings. 

12.1 Summary of fmdings 

This research offers insights into our understanding of the commas of 

organizatiod identity and image, of how organizations manage the legislative 

environment and the linkage between these phenomena. First, it suggests that certain 

industry characteristics may be associated with certain types of identity &butes found 

in member organirritions. Specifically, industries that can be described as large, 

oligopolistic (or monopolistic), stable in tenns of market risk and senior management 

turnover, profitable, and quasi-public may exhibit a tendency to vahie an efficiency-based 

mode1 of management and profit maximhtion (to thr? exclusion of aU other objectives), a 

seme of their own superiority, and a perception that they are victimked when challenged 

by extemal stakeholders. For industries with charactexistics similar to these exhibited by 

the Canadian banking industry, these specinc identity attnbutes may emerge on the 



organizational level and lead to an arrogance that may handicap an organitation's ability 

to interact effectively with extemai stakeholdas. Essentially, these aitributes limit theU 

ability to aecurately understand the concerns of e x t d  stakeholders and because they 

are unable to understand alternative world-views they are unable to effdvely develop 

strategies to manage these stakeholders. Uitimately, their seKperceived role as victim 

d o w s  them to abdicate any real effort in this regard. 

Second, o r g ~ t i o n a l  identity does appear to aect  organizational action and in 

fact, can act as a major source of inertia, preventing or significantly slowing down the 

rate of organizatiod change or adaptation to the exterd environment, including the 

legislative environment. For these o r g h t i o n s ,  in this particular type of industry, 

identity appeared to be extremely stable and enduritig, and this stability and endurance 

appeared to strengthen the inertial force exerted by organizationai identity. Demonstrable 

change or adaptation only resulted aAer a series of external events occurred that 

organilritions could recognhe and aclmowledge as meanin@ or serious in tenns of their 

own identity. 

Third, the nature of this industry may suggest that organhtional image or 

reputation is to a si@cant degree dependent on personal interactions and the 

accumulation of these interactions over a period of the .  Furthemore, for o r g h t i o n s  

in these types of industries, reputation may have a sipnincant &ect on the amount of 

legislative 1egifimrir.y they are able to accrue. This legislative legitimacy, in tum, apappears 

to be liaked to legislative outcornes. 



12.2 Limitations of Rucirch Daign 

As with aU research, this partidm design has its own set of limitations. In this 

case, howwer, other features of the design simdtaneously offset the iimîtatiom that are 

evident First, it is inherent in the nature of qualitative research b t  we csmiot p v e  

causaiiîy between the constructs; and therefore, the gualitative nature of this research 

design necessarily results in a model and propositions that, at this point in tirne, are only 

hypothetid. However, this model and the ac~mpanying propositions are weli grounded 

in the qualitative data, and would enable fûtme researchers to M e r  refhe the constructs 

aad to begin the process of testing for causality. This theoreticai offering is in keephg 

with the embryonic stage of the nsearch in the area. 

Second, this research focuses on a single industry, which limits its genrralizability. 

Limitations around generaîizability are inherent in Qualitative research, and are generally 

traded off against a desire to dwelop a rich description (McGrath 1982). The richness 

that was the aim of this design was achieved by using multiple data sources includuig 

i n f o m t s  of three member groups (i.e., Atwateq M e t d e y  wd the CBA) and a varkty 

of archival data that spamed an 11 year period. By using a rich and diverse set of data 

sources and delving into the actuality of events and behavior as dictated by a pualttative 

methodology, this research develops a modei, based on a mies of hypotheticai 

relati~nships~ and series of correspondhg propositions that are wiitable for testing 

generalizability. 

Third, this research relies to a large degree on interyiew data, and therefore is 

subject to the weaknesses inherent in these kind of data, including retrospective bias and 



informant bias (i.e., a desire to answer in a way to please the interviewer, or an 

htaviewer who asks leading questions.) Once again, the ri& posed by informants 

providing historical data is mitigated by using archival sources of historiai daîa, and 

ensuring that these data sources wnvage. The risks inherent in a faulty interviewhg 

process were mitigated by using detailed protocols, continudy refiecting on the procas 

and analyzirig r e d t s  as the research progresseci. 

12.3 Implications for Pnctitioneis 

This research has two sipificant implications for managers. First, managers 

shouid be aware of the power of organizational identity and how it innuences their 

decision-making. Second, mauagers in o r g k t i o n s  or industries exhibiting these 

characteristics may need a broder, more personalized approach to managing image. 

Orgsnizational identity clearly impacts how managers h e  issues or concepts and 

make decisions. This research suggests that identity can cause management to wear 

blinders when making decisions around aiiocating resources or responding to stakeholder 

claims. Although these decisions may be correct, they may ais0 be f d t y  because 

management's sense of organization bas not allowed it to consider fùiiy all the 

implications of their actions. Organïzations whose identity is partidarly strong and 

enduring may be more at risk for this effect. In recognition of this aspect of the cognitive 

ramifications of organizational identity on the decision-making procws, managers may 

want to periodically engage in questioning their identity, or in ensurhg that their ide- 

is in sync with their environment. A red flag that may suggest that management should 



engage in this exercise might be persistent and consistent fdback  fiom dl stakeholder 

quarters that directly conflicts with the organization's sense of seW. 

A second wnsideration for managers, partidarly those in fields that share the 

characteristics exhibited by the Canadian banking industry, is that the public's 

expectations of them may be higher than would be experienced by other industries or 

organhtions and they shouid modify thek image management strategy accordingly. 

Such organizations may be subject to higher expectations around their wnduct, and 

perceptions of illegitllnate behavior (e.g, specific business practices, a demeanor that 

suggests arrogance) may be more costiy for them. AU points of contact between 

individual members of the organization and extemal stakeholders contribute to the 

organkation's image and these industries or organkations need to be more aware or 

sensitive to the personal dynamics inherent in creating their image. Image management 

should not be treated as an isolated fùnction within the organiurtion, but on a general 

basis, should be incorporated into everyone's job descriptions and responsibilities. For 

example, when managers in these organizations attempt to interact with legislators they 

should fiame arguments in a mrinner that resonates with these extenial stakeholders' 

points of view. 

12.4 Contributions to Knowledgc 

These rtxearch findings also contribue to our knowledge of organizational identity, 

image, reputation and managing the legislative environment by supporîing a mimber of 

recent findings, extending some of these findings, and offering some new insies into 

how we might think about these topics. Table 36 summarizes these contributions. 



~ O n a l ~ a f f t C t S o r g a n i z a t i a I n a I  O r g a n i z a t ~ ~ c a n a m s & a i n o r g a m z a t i d  
action (Diitton and Dukerich 1991, Giuia, 19%) action, and act as an bcrtd fOrct tbat Iimits the 

0 r g a n i z a t O I l ' s a b i l i t y t o ~ -  

F m  change in o ~ o n a i  idedty 
preccdcb slrategic change. (Gioia and 
Thomas 1996) 

Suggests a new level of ana&sis for identity: 

Suggests a new ZinRage beîween organizaiional i&ntiîy and image: 

OrgmkaiiOnal irlentrhf affects how d i v i d d s  conceptaatize "image" and wmxqmtly, how 
organizatiuns choose to manage image. 

Suggests a new way of W i n g  with identiîyhmage riï..onmce: 

Albert and Whetten (1985) have suggested that one of the fùndamcntal attributes of 

organhtional identity is its enduring nature. This has been chalienged by 0 t h  



researchers who have suggested that, in fact, identity is malleable, and plasticity may be 

another central dimension (Gioia and Thomas 1996). It may be that the tnith lies 

somewhere in between Supporthg Albert and Whetten's original proposition, these 

Eindings suggest that fbr the Canadian banking industry, some wre f a e s  of identity do 

seem to endure, even in the fàce of environmental turbulence, poor images, and change 

management challenges (i.e., changing to adapt to one's environment). As researchers, 

we may find that the defining features of organïzational identity is not one-size-bail, 

and may Vary according to industry characteristics or other variables. 

One of the most prominent hdings of i d e m  researchers, around which there is 

much consensus, is that organizational identity acts as a driving force behind 

organizational action @utton and Dukerich 1991, Bouchibi, 1998). Individuai members 

m e  issues through their understanding of and beliefs around the organization's identity 

and act accordingiy. This research clearly supports this finding. The industry and 

individual banks aii fiameci their strategies and their perceptions of e x t d  stakeholders 

through the lem provided by their organkational identity. Most of the prior findings, 

however, focus on how identity, or the gap between identity or envisioned identity and 

image, has acted as a caîaiyst for action, while this research illustrates how identity can 

also act as a strong force constralliing orgarhtional action 

Correspondingly, prior research findings have suggested that a fimdamental change 

in organizatiod identity must precede fùndamental strategic change (Gioia and Thomas 

1996, Fox-WoIfgramm, 1998). This research also supports this finding. Aithough the 

banks adapted to the legislative environment on a superkial level, their hdamentai 



approach and attitudes dîd not change substaatively over the perïod. They continued to 

pume a strategy that was premised on the notion that others viewed the worid in the 

same marner they ciid, and held the same set of values and priorities. Their seme of 

being supremely knowledgeable private sector corporations seemed to inhibit them nom 

t d y  cooperatjng or cunsulting with the government ova  rma to ry  mattersers In essence, 

they never appeared to fcel a need to interact with legislators dong the h e s  

recommended by Robert Leone (1986), which inciude the admonition to be proadive and 

to recognize the legitimacy of governent concerns. A stark example of this approach 

was the publicly reportecl manner in which the Royal Bank and the Bank of Montreal 

informeci the government of their proposed merger in early 1998. AEcording to 

newspaper reports, the banks placed a cal1 to the Minister of Finance informing him of 

their intentions a mere 20 minutes before making a public announcement. Uitjmately, the 

mergers fàiled to receive governmentai approval. 

Finally, pnor research in the area of image and impression management has 

focused heavily on the impact of CEOs on organhtional images, and on how crises 

impacted images (Sutton and Callahan 1987, Benoit, 1995), thus limiting how we may 

define image and its drivers. This research supports recent findings that have begun to 

suggest that image or reputation is also a fhction of interactions between employees on 

the fiont lines and customers (Elsbach, Sutton et al. 1998). These more recent fidings 

do not contradict or negate earlier findings around the impact of CEOs, nor do thcy 

suggest that formai boundary apanning efforts such as advertising do not have a 

potmtially significmt impact on image. Rather, they expand out understanding of the 



constnict of image. The findings of this thesis fiuther extend the view of the importance 

of pasonal interaction but suggesting that this dimension may be an even morr important 

driver of image in industries where the public is highly dependent on the savices or the 

gwds, they use the seMces  or the goods fiequently, and there are few alternatives for the 

required services or gwds. 

In addition to supporthg and extending the literature, as discussed above, this 

research suggests three new perspectives on the phenornena of organkîional image and 

identity. First, it links industry identity to organbtional i d e ,  and suggests that 

industry characteristics may play a role in shaping organizational identity. Although 

there have been mentions of extending identity beyond the level of the o r g h t i o n  

(Gioia 1998), and recognition that organizations define themselves in relation to each 

other, there has been no significant empirical research that explores how the two levels of 

d y s i s  may be related. 

Second, it suggests a particula. Linkage between organizaîional identity and image. 

In these hdings, partidar o r g ~ t i o n a l  identity amibutes appeared to idluence how 

individual members to fime the concept of image in a specific manner, and 

consequently, afFected how they chose to manage (or not manage) their image. Most 

research treats the wnstnict of image as a given, and se& to understand how members 

interpret the content of their image (i.e., what kind of characteristics do 0th- attnbute to 

their organization?). These findings suggest that how image is conceptuolited, as weii as 

its content, plays a role in impression management. 



Finaliy, many of the prior reaearch fïndings suggest that oqpnbational action 

results nom efforts on the part of individuals to remedy dissonance that arises when 

organizational images are inconsistent with organkational identity- This hding suggests 

an altemative way that individuais may bande this dissonancey and thip is to rationaüre a 

negative image as inevitable or unimportant and to d d u e  the stakeholders who hold 

this image. Although the banks clearly did maLe adaptive changes throughout the paiod, 

the data and analysis iadicated that these changes were not the result of individual 

members' desire to improve their image, but raîher were the result of a series of exterd 

events that buffeted their technical core. The prior research that spealrs to the issue of 

identityhage dissonance was conducted in the non-profit -or (i-e., governmental 

agencies and universities). The contradictory nature of these findings may be caused by 

the particular attributes of this industry, which are not present in the non-profit sector. 

These particula. attributes may facilitate this kind of reaction Altematively, it may be 

that different industries may attract individuals who handle dissonance in a diffkrent 

manner. The implication is that identity/iie dissonance may not be a cal1 to action in 

ail situations. 

12.5 Future Rcsearch Directions 

The findings in this research suggest three fbture avenues of research that may 

yield interesthg results. First, additional qualitative research wdd be conducted on 

industries or organizations that s u e  the same characteristics as the C d a n  banking 

industry, with a focus on determining if the same pattern of industry and orgmhtïonal 



ide- and the same approach to the regulatory or legislatîve environment are present. 

The popular press suggests there might be a d a  of industries or organizations thaî 

may present such nsearch opportunities. For example, consider MicrosofYs recent 

difliculties with the United States Justice Department and the ensuing anti-trwt adion 

against it. Like the Canadian b h ,  Microsoft is a very Large, dominant corporaîion in its 

industrial sector, and with an estimatecl 85% of the world's desktop operating systems 

uui be considered a cpsi-monopoly. 1t has been highly prohble  and hss enjoyed 

senior management stability (i.e., it is stili nui by its founder and a -ber of original 

Lieutenants). Given its prominence in desktop operathg systems (as weii as other 

products), and the reIiance of the general public on personal wmputers with these 

systems, it could be argued that it has a quasi-utility statu. Indeed, part of the 

govemment's daim in the anti-trusî suit is that Wmdows is an ''essentid fbiity", and 

cornpetitor access should not be restricted. The only dimension on which it dini fkom 

the Canadian banks is that of environmental turbulence. Certainly for the last decade, the 

software market has been very cornpetitive and challenging. 

A recent profile of Bill Gates and the Microsofi anti-trust trial by Ken Auletta in 

the New Yorker (August 19, 1999) suggests that the organization and its founder share 

some of the identity attributes exhibited by the Canadian banks. For example, Gates 

clearly perceived Microsoft as being srmirter thao its cornpetition and as being viaimized 

by the govemment. 

He was shocked thut bis gmemment iud sued and fhrrt it kept b r d n i n g  
the chmges. He sow hhnself ar &monized, a point he emphasized both 
public& and private&. .. m e s  nevertheless believed he was a victim. Z k  



United SMes government trad becorne a menace tmlike any k M 
encountered in the busines won22 

Gates was described as being oEended that Microsoft's business practices were being 

questioned, and as being convinced that the government should not imerfiere in produd 

development. He was also described as having difndty with concepts, such as 

LegitimnCy, that did not lend themeIves to mathematical precision. 

1 once said to Bill, in 1992, "Shou&'t we worry abouf the court of public 
opinion? 1 was trying fo ask a rneanm&I quesfrsfron, men if the tenn was 
not mathemafimafical& welZ-defined.J3ilZ thought it was a vague, inarfinarficulaie 
i&a 

Finally, Microsoft's approach to the govemment (and in the industry in general) has been 

widely regarded as combative and arrogant. 

BarKsdCIle (Le., Nets- 's CEO) claimed thaf ~crosooft had crossed a 
legal line by using the "buZIyting and tmgh tactics" of a "monopIist" to 
''quelch" cornpetition in the brawser -kt.  

Nonna&, when a tmget of a lawsur-t askr for a meeting the mget is 
solicitous. They m in m e s  a swagger t?wt C I I I I U ) U I ~ ~ ~ ~  in Ihe wordr of 
one Jum-ce oflciat 'Tm the tuughest kid on the b l d  " 

Although the trial is not over, observers W e s t  that Mïcrosofi's efforts at managing this 

aspect of the regulatory environment have been less than s~~ccessfûl. 



Second, additional qylitative research couid also deepen our understanding of the 

linkges between reputation, legitimacy and legislative outcornes. Interviews with 

legislators and additional outside obsexvers (e-g., civil servants) muid help codhm the 

proposition that image or reputation is dnven to some degree by p e r s o d  interaction, is 

cumulative and does impact legislative decision-making. 

Finally, a quantitative survey could be conducted to test the propositiom k d  out 

in Ckpfer I L  A survey sampling a variety of industries that niîe a similar set of 

regdatory challenges, say heaith and would help refine these wnstnicts and 

relationships. A quantitative analysis may help us understand whether particular industry 

characteristics or identity attributes, or partidm combinations thereoS are more relevant 

in predicting specsc approaches and specific legislative outcornes. 

To sum up, this thesis makes a contribution to the field of o r g h t i o d  identity, 

image, reputation and maasging the legislative process (or public attéirs management). 

As a piece of qualitative research, it offers a fiamework and new insights for 0 t h  

researchers to debate, test and extend. The concepts of organizational identity and image 

are still in the early stages of being W y  fleshed out and this research offers new ways of 

think.hg about organizational identity. First, it suggests how industry identity might be 

linked to organhtional identity, and explores some of the potenrial ramifications of this 

linkage in a legislative context. Second, it suggests how the inertial properties of identity 

can affect an organization's adaptation to its environment. Third, it also elaborates on the 

pot& b g e  between the constructs of identity and image and suegests how this 

Linlcage affects strategic decision-making in the a r a  of image management. Fourth, in 



addition to these insights on identity and image, this research builds on our mer& 

understanding of the impact of  personal interaction on the constnict of reputation 

Finally, as a tale of how large institutions have managed a signincant element of their 

environment, it leaves practitioners with a cautionary note on the dangers of arrogance, 

and the power of an organization's identity to drive its action, for b-er or worse. 
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Apxil26,1989 
May 8, 1989 Mr. Bhkam mtrodricticm afpnvatt nicmhcrs bill . ML Ro~~@wz lrchatc-BaalrAd 



h+Ikh21,1994 Mr.dcSavaye i.mobah ofpnvate bill 
-11, 1994 Mk. de Villas introdiictionofprivattnicmhersbin 
b& 27, 1994 Mr. W oral question 



Thank ycm for agreeing to see me. 

F i  I'd like to kgin by undcrstanding what your rolt is in the hi&, how long yw'n 
been here and how yoa view the orgamzation 



Briefiy, can you tell me how long you've beea with the bank a d  whst jobs yon'n hcld sinœ you've 
joined. 

5. In yos~ tenure, or since the mid 1980s, what have bœn the major legislative or rtgalatary challenges 
fàcing the bank's creda card operations7 

6. Why do you think these issues became important for icgi&ors, thc media, andlor ccnismners? 



MANAGMG THE LEGrSLU'WE PROCESS 

10. How eAEahe do you think these strategies and tactics were? Hbw do you rlennc cffectivmecc? 

11. Are there specifïc fàctors that you think either contribided to, or detracted frwi th& overall 
effectiveness? 

12. What was the role of the CBA? Do you think thcy were effective? Why or why not2 

13. Who was primanfy reqnmsiile for these dechions regarding the oved l  strategy or the tactiw? Who 
else wonld have inprrt mto these decisions? Did the pxïmay responsibi]iq for making these decisions 
shat over t he?  If so, why? 

15. Why Bo ycm thinlr they have this paçcptim regarchg importanct? Did this perception c h g c  
throughout the period? if yes, how and why did it change? 



17. What dcparhncnts in the bank wcrt irrvohrcd in the bank's efforts to manage these isaits? How did 
thcy ioteract with each other? Did tbcir rolcs change throaghcnxt the puiod? 

18. From the bank's starrdpoim, did it nmke any changes to how it ran Ïts Qcdit card operations as a mmh 
oftheseYan0usP " - g h p & s ?  What results did these changes have? Ham they hurt or 
helped the bank in any way? Does a n y t b g  more runain to be dom in d d n g  wîth th- issues? 



IMPRESSION MANAGEMENT EFFORTS 

22. If not, why Q y m  thinlr it did not have an explicit strategy? 

23. How efféctive do y w  feel this strategr(ies) was? How do you define effécoivene~~? 

24. Do ycm think iî is important or necessary for the o m o n  to project different images to differenî 
Stakeholdas? Ifso, why? 

25. Are there inherenî challenges in pjecting mnltiplc images? If so, hmv has the baak Mai tbWt 
challenges? 

27. How did the bank try to transmit these messages? Did it change the way it transmitfcd these messâgcs 
ovcr the period? If so, why? How effective were yon in their 1 'on? Coaldyoabavebeaim~rre 
&&dive? Are k r e  Specinc factors or cimmistances that yon thinL eiîher contributed to or detraded 
h m  the weraIl effectiveaess? 



IMPRESSION MANAGEnLENT EFFORTS 

32.How do you thinkaCtMSt gmup~ d a s  the Consumers Action Group paiceives the bank? Hias îhis 
cbanged over time? Why do youthinkthey sawfsee it this way? Do you thinktkkviews have 
changed~verthispenod? 

33- Do yon thinlc any of theSe extemai stalreholders - Iegïsiators, media, CO:-% actMsts 
- * - perceivc a 

distinction between you and your cornpetitors? Have their perceptions on this matta dmgcd over 
time? 

35. Has heighteneü legkdaîk and media attention on credit car& ever posed a threat to the W s werall 
image? If so, can you elaborate on the nature of this threat? 



CONCLUDJNG REMAIUG 

4 1. What are your present challenges m managhg yoar iniage? In mmaging the legislative environment? 
Whatdo yon see for the fkture? 

42. Are there any issues you'd like to taise that WC haven't already tonchcd on, or okmUi01ls  ym'd lürc 
to share? 

THANK YOU FOR YOUR TIME 



So I'd Wre to break om discns9on in four sets of questions. 

FirsC, I'd iike to begin by ** g what yom role [is] with the [CBA. 

1 should also mention 1 am going to be asking two Questions fairIy fkquedy thro3ighorrt om discussion - 
that is %&y'' and "did this change mer timen. 



Bridy, can yoa tell me how long wert [pave bctn] with the CBA, and in what mty? 

What do you see as the -A's critical mission or d e ?  

Since îhe mid 19ûûs, did the CBA bavt any parti& madaîe or goals it tded to achicve with 
to bank credit cards? Were these &jeches hard to fWX? Why? What was the biggcst challenge? 
Anym3smprises? 

On a broader levei, what do you see as the sûaîegic importance, or the mission, d C m a d h  bgnCrs 
withinoursociety? 

S. In yoar tmure, or since the mid 19ûûs, wbat have b e n  the major legishtive or regabtary c)uillqa 
king the bank's creda c d  operatlons? 

6. Why do you think these issues became important for leghdaîm, the media, and(or consumers? 

7. How wonld yoa describe the banking indushy's overall strategy for managhg tbese lepidrbive 
initiatives? Why did it choose this strategy? Did this sbategy change during wcr tbe @od? If SO, 
why did it change? 

8. What rolt did the CBA play m hdphg detaminc this strate=? 



MANAGING THE LEGISUTIVE PROCESS 

12. Do you thinlc the CBA was &&c m its rolc? 

14. Who was p r h d y  responsiblt for these deckions r e p i h g  the overall b c b û y  strattgy for addrcssing 
these challaiges? Did the primary respomi for making these decigons sbift an îime? If 50, why? 

Who else wcmid have input MCo these dacisions? 

15. Did Mividaal banks use adcüîinnni tactics to manage the legkhîim Cnyiroirmait arormd ~ ~ C S C  issues? 
Did these tactics change throaghout the paiod? I€ so, why? 



MAiYAGMG THE LEGISLATIVE PROCESS 

18. How the did [does] the CBA irderact wit .  k b i d d  banks on this issue? Were sonie bsnks more or 
lcsseasytoiiacr:wahon~issne? 

paymnchaîîu.diantomediareports?~theyalways? 
issues gain salience becanse of media rcports? 



IMPBESSION MANAGEMENT EFFORTS 

23. ïfnot, was there a specific reason why thete was no sîraîegy? Was addrtssing h g t  issues mer 
discussed? 

24. What was the -A's role in this strategy? 

26. In hindsïght, couid the CBA have chosen or srqrported impression management -es that were 
more effective? 

3 1. Do yaa think these messages were effective? Why or why not? 



33.How eEfective was the t 'on? C d  it have been more &active? Are tkre specifïc =OIS or 
cirnunaamxs that yon thint eitha amtdmîd to or demcteû tiom the overail ceatctivnicss? 

34. Did tbe CBA bave an explicit or impIicit role in the tratisnissioa ofthese v? 

How wouid they describe the CBA's role in those &or&? 
Do you thinir thCy malte distinctions betwea~ mdividual hnnlrs? 

37. How do yon thint conmimas percehm the banks? Why do you think th- see it this way? Do y= 
thinlc îheïr views have changed over this period? 



IMPRESSION MANAGEMENT EFPY)RTS 

CONCLUDING REMARKS 

45. What challenges or opporhrnities do you thint the CBA mrentïy fices? 

47.1s thcre -ne else, either in the bank or oirtside of the bank, who yoa thinlr mi@ be h k r d n g  ibr me 
totalktoabonttheseissaes? 



MTERVIEW PROTOCOL - MEDIA 

So I'd like to break our discussion in three groaps afqucsîions. 



1. Bntny, can you tell me h m  long p ' v e  becn with tbe CpAPER] and what ateas yan've cwcrcd 

merage of banking mmistry 

MEDIA RELATIONS 

4. Do you distinguish bctween dïfkent sectors in yam readership (e.g, snian brism#s, financiai mdysts, 
average cwsumas) Are their concenis chstmcbve 

. - 7 How so? 

easierto dealwith 
more accessible 
pr fiaks versus departmeut heads 

7. Wbat the most chiaiienging thmg about deaiing wiîh than? Or the biggest source of fnistration? 

9. Has the way they deal wiîh p u  cbanged wer time? 



IMAGE 

15. How would you personaily desuibe the banlrs' image? (ie. when I say tbe w o d  'ôanksn what words or 
phrases come to miid?) Why do youview îhemthat way? 

16. Based on your work with other somces, do you think other gruups in onr Society have diffkrexiî images 
ofthcbnks? 

17. How do yan think the media conlribute to îhc W o n  afthis image? 

18. Are there other frictors that you think CgDtribnrte to the creation ofthis public image? 

20. Do you t h k  the banks have difkent cultures, or personnlities? Please elaboratt. 



25. How effective do you think these sîxaîegies and tactics were? How do you define &ectiveness? 

27. What was the mie of the CBA? Do you îhïnk they are effective? Why or wfry aot? 

TEANK YOU BOR YOUR TIME 



vii.  
Phone: 

CONTACT S-Y FORM 

S i t e  
cmtactdrtc: 
Today'r date 

4. Wlut ncw (or rcmrining tugct qudhm do you have in conddering tbc umtact with thb 
dttt 



apology to cornmittee 
abusive pradices 
bank mputation 
business pradices 
calculation of interest 
card trends 
cornpetition 
cornplaints 
constituent exampie 
consumer awareness 
consumer behavior 
consumer bene- 
consumer choiçe 
convenienœ 
cost of card to consumer 
cost of cards 
cost to consumer 
credit card advantages 
credit card yiefd 
criminal pradice 
cross subsidize 
definiton of retail mit 
different termindogy 
difficurty getüng info 
disdosu re 
discuss submission 
ease of a- 
excessive rates 
fair treatment of 
consumer 
FI mle 
fraud 
how interest is charged 
importance of cards 
importance of cc to 
retailers 
in camera information 
industry seif-regulation 
market forces 
media reference 
merchant fee 
rnisleading pradice 
nature of info 
need for 
evidence/infomaüon 
opsning statement 
options 
personal usekample 

portfolio charaderistics 
praise govemrnent 
PW~CY 
Prafits 
Provincial regulation 
Quesüon 
Rate jusüfication 
Rate movernent 
rationale for ammittee 
referenœ to others 
referenœ to tetailers 
repeat question 
request for info 
Retailers 
s-my 
size of market 
Submission 
US Mfis 
Welcome 
who we are 
Widespread concem 



Rationale for commatee 
Fair treatmait of consumer 
Camp- 
Personalexample 
Media refirence 
Relrerence to @or cornmittee 

ISSUES OF CONCERN 

INTERACTION BETWEEN WITNESS 
AND CO- 



bank bashing 44 
bank wre values 45 
CEO/senior management 48 
changes to operations 47 
collegial 48 
communication sape 49 
cornparison to cornpetitors 50 
coordination mth other banks 51 
credit card feedback 
credit card threet to legislation 
decentra t ized 
departrnentaf interadion 
duality 
econornic conditions 
education strategy 
extemal US 
fiont line initiatives 
Mure challenges 
image-aMst gmups 
image-general public 
image-govemment 
image-media 
image-politidans 
image management cornparisons 
image management strategy 
importance of credit card 
operations 
impression management stretegy - 
credit cards 
interest rates 
issue identification 
leg islaüve strategy 
leg islative sûategy effediveness 
lobbying tadics 
major legislative challenges 
market pressures 
media rnisrepresentations 
media strategy 
merger 
mimetic isomorphism 
nature of the business 
obstacles or frustrations 
perception of bacbenchers 
perfomance 
political conditions 

produd line 
profit-orieiited 
re putrition-CIBC 
retailers 
role of CBA 
size 
smart factor 
structural changes 



CONDITIONS 

Percevtions 
media misepresentatim 
media 
ba&achm 
IF- 

STRATEGIES AND TACTICS 



TD crrts rate 

CIBC, BMo, Ruyai foiiow sait 



1991 - 
October 

Consumer Minister Blais rjccts Gommons Conmmrn Ccamm&x's ribccnmncndatian~ on 
caps, accepts reco~rmcondisc1ormre 



BMo, TD, BNS redace rates. 

Zed and 100 (or 150) MPs send letter to banks and five iargest rctailers asking fbr rate 
cnts by 50%. 

Royal Bank Chm, Cleghom, senti a letter m riesponse. 



Appendk J A7We Me& Bills 

SPONSOR FIRST READING SECOND READING l T n E  BILL # 

John Rodriguez April10, 1989 
NDP 

1 

Donaid Elenkani May 8,1989 
Co- 

John Roâriguez June 19,1991 

Pierre de Savoy 
Bloc 

Paul de Villiers Apni 11,1994 
Liberal 

Piem & Savoye Dacember 10, 1997 
Bloc 

September 80,1987 I Credit Catd Interest Rate Act 

droppeù to bottom of Order 
Paper 

Limitdtions of Intenst Rates and Fees n Relation to 
Creaii Card Açcouats Act 

Interest Act (meadment) 

ïkember 2,1991 Inîerest Act (amendment) 

Limitations of Interat Rates and Fats n Relation to 
Creîüt Card Awunts Act 

l Interest Act (amendment) 

Jm 7,1994 Limitations of inttnst Rates ancl Fats n Rciaîion to 
Credit Card Accounts Act 

order discbargeû, Bilî 
witbdrawn and subjcct 



List of Bank Appcuinm in hwit of Hoort of Commonr Strnding Coaiinittar* 

PABUAMENTARY SESSION 

28th PuÜumcat, 3 d  irr.;na- mû-1971 Noue 

Noue 

Noue 

CBA 
Bank of Montreaï 
Bank of Nova Scotia 

CIBC 
Nationaï Bank 

TD 

ISSUE 

mers the Hnise of Gommons Standing Co- on F m  ficm 1970 to 19%, and House of 
C o m m ~ l l ~  Standing Commïttee on Comumer and Corporate Affairs and Govermncat operations h m  1986 
to 19%. 



PMUAMENTARY SESSION 

1st muha, 1980-1I83 

May 20,1982 
Jtme 3,1982 
June 7,1982 
June 8,1982 

Junt 10,1982 

ISSUE 

CSA 
Bank OfMoutreal 

Bank: of Nova Scatia 
CIBC, Narimal 

Bank 
Royal- 

Sept 12,1986 
Sept 12,1986 
Sept. 17,1986 
Sept. 18,1986 
Sept. 19,1986 

Nw. 27,1984 CBA 

Jan 29,1987 
Jan. 21, 1987 

Sept. 3,1987 
February 16,1987 

CBA 
Bank of Nova Scotia 

CBA 
CBA 



P-ARY SESSION I ISSUE 

1 . 
Sept, 20,1989 1 CBA 1 

I 
lune 14,198gf CBA CICditcards 

m 

Jant 14,1989 BankofNova Scotia marraact 
Jime 14,1989 Toronto Dominon insmaiw;e 

1 

May 28,1990 CBA goods and services tax 

Dec. 3,1990 CBA loanaadtnistcompanyact 
k. 17,1990 CBA loanandtrnstcompsnyact 

Bank ofNova Scotia loanandtnistcompanyact 

Sept. 11,1991 CBA 

Nov, 6,1991 BankafMontreal CItditcards 
Nav, 6,1991 Royal Bank creditcards 
Fd.12, 1992 Bank ofMontreal crtditcards 




