Creating A Climate Of
Corporate Integrity

by Scott Harshbarger and Robert Stringer

Critics from outside the corporate world have
long attacked corporations as being amoral
and greedy, routinely placing their own growth
and success ahead of any concept of public
responsibility. Until recently it has been pos-
sible to write off that criticism as the product
of anti-capitalist leftists with examples of
selfish greed written off as the product of
atypical individuals. These days it is not so
easy to do so. Corporate integrity is in ques-
tion.

Think back to early 2002. A year ago we saw
corporate scandals at Enron, WorldCom, Tyco, and
Adelphiaashbeing theresult of “afew bad apples” or
“evildoers” The indictment of Enron and Arthur
Andersen executives seemed to validate the notion
that a limited group of executives had launched a
criminal conspiracy and that their actions were an
aberration, anexceptiontotherulethat theAmerican
capitalist system was working just fine, thank you.
Even though investors had lost over $7 trillion in
sharehol der valuesincethebull market bubbleburst,
everyone was losing, just as everyone had gained
during the boom. That was just part of the business
cycle.

Now itis2003 and weareforced todeal withanew
reality. The year 2002 saw the landslide passage of
the Sarbanes-Oxley corporate reform bill and the
popular crusade against Wall Street by New York
Attorney General Eliot Spitzer. What happened?

Thanks to the actions and alleged excesses of
CEOs, thegeneral public and, moreimportantly, the
investing public and media have lost confidence in
the fundamental integrity of corporate America.
There has been a breakdown of the checks and
balances essential to effective self-regulation. This
breakdown included “independent” auditors, law-
yers, accountants, i nvestment advisors, bankers, and
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boards of directors. And themain “cop on the beat,”
the Securitiesand Exchange Commission, hasfailed
to act.

People today simply do not believe that they
can trust what they hear and read. They feel
corporations benefitted from a system that
fails to ensure honesty, accountability, and
integrity.

The stark reality of corporate wrongdoing has
collapsed the business-as-usual myth. Peopletoday
simply do not believe that they can trust what they
hear andread. Increasingly, they feel that the system
has been gamed by certain corporate leaders and
those who do their bidding at the expense of the
average investor, and that these corporations and
individual sbenefited from—and continueto benefit
from—a system that fails to ensure honesty, ac-
countability, and integrity.

The most cynical assumptions of anti-corporate
critics are now widely shared by investors and the
public at large. It wasworsethan just agreedy CEO
taking advantage of his or her company. It was the
company taking advantage of all of us.

In afitting summary of the growing awareness of
theimportanceof restoring corporateintegrity, Time
magazine chose asits* Person of theYear” for 2002
three whistle blowerswho, alone among al of their
colleagues, peers, and superiors, had the courage,
the persistence, and the integrity to stand up to and
overcome bureaucratic obstacles, resistance, and
cover-ups.
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Remarkably, many people are still opposed to
moreregulation, still havegreat faithintheremedial
powersof the“market,” andit seems, intheability of
corporateleadersto heal themselves. However, both
critics and supporters of corporate America now
want to seetangible evidence that CEOsarewilling
to acknowledge the problems and act responsibly,
decisively, and aggressively to correct them.

Thebelief that the answersto our apparent ethical
meltdownlieintheintegrity of organizationsandthe
people who lead themisacausefor hope. But if the
real solution lies in restoring fundamental moral,
ethical, and personal values, then what must corpo-
rate leaders do to signal to their constituencies that
they have heard the call for reform, that they take it
seriously, andthat they are determined torebuild our
public trust?

What isintegrity? We know integrity when we see
it because the emotion it produces is trust. Trust
occurs when we act consistently within a value
system shared by those with whom we interact. We
are seen as having integrity if we choose to act
according to those values even when it isnot in our
personal self-interest to do so. The bigger the con-
flict between acting in accordance with our values
and our self-interest, the more integrity we are
perceived to have and the greater the trust.

Thevery natureof integrity containsseveral points
of tension and apparent contradiction. Thefirst lies
in the notion of “shared values” What if | act
according to my values but these don’t happen to be
onesyou share? For example, | may decideto reveal
information that has been entrusted to me in confi-
dence because | put ahigh value ontelling the truth
whereyou put ahigher value on keeping confidenc-
es. Isacorporation obligated to reveal information
about aslight danger inherent initsproduct whenthe
revelation would have a devastating impact on the
value of stock and thus the financial well-being of
investors? Assessing someone else's integrity is a
highly subjective act, though it is one we engage in
on aregular basis.

A second tension point isthat despite how impor-
tant personal integrity is to us, we are reluctant to
openly discuss integrity issues with others. Open
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advocacy or candid conversations about personal
integrity can make us vulnerable to charges of self-
righteousnessor to accusationsof hypocrisy. Conse-
quently, one of the most critical cornerstones of
interpersonal relationships remains largely unspo-
kenandill defined. Inthecorporateworld, itismuch
easier to publish a Code of Conduct for employees
to file away under “Yeah, Whatever” than it is to
engageinrobust conversationsabout thereal ethical
challengesthat confront people daily. Such conver-
sations can be uncomfortable.

A third point of tension is that we, especidly in
America, value“freedom” asmuch asintegrity and,
therefore, we expect others—aswell asoursel ves—
to be “free”’ to pursue several possible courses of
actioninany given situation. We admire peoplewho
maketheir own decisionsrather than adhering rigid-
ly toadogmaor ideology. At the sametime, wefeel
more comfortable with decisions, even if we dis-
agree, if we believe they were made based on core
values or principleswerespect. Thetrick to balanc-
ing freedom and principles lies in the thoughtful
application of core values to specific and often
ambiguous situations. Much of leadership lies in
making difficult decisions, which often meansfree-
ly choosing how to apply deeply held principles.

People expect companies to have values, to
act according to their values consistently,
and to make the right choices.

Corporate integrity? In many respects, corporate
integrity—the ethics and core values of a business
enterprise—isnothing morethanindividual integri-
ty writ large. People expect business organizations
to have values, to act according to their valuesin a
consistent manner, and to make the right choices
wherethe public goodisat oddswith corporate self-
interest. This expectation has long applied to the
corporation’sofficial acts: how it accountsfor reve-
nues, what business practices it encourages or con-
dones, and what is saysin its annual reports.

From now on, expectations of high integrity are
going to be more rigorously applied to the personal
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acts of corporate leaders, especially CEOs. This
broader definition of corporateintegrity isaresult of
two perceived redlities: first, the exposure of misbe-
havior and excesses of afew CEOs, and second, the
continued reform foot-dragging by corporations
themselves.

We require integrity standards of almost ev-
ery profession—medical, legal, etc. The pur-
pose of these codes, rules, or laws is to ensure
a level of consistent behavior across the pro-
fession, regardless of personal values.

The corporate world has spoken loudly about the
importance of self-governance but very softly, if at
al, about standards of corporate integrity. We re-
quire integrity standards of almost every profes-
sion—think of the medical and legal professions—
that aspires to self-governance as a condition of
allowing them some independence from legal regu-
lation. Most standards are aspirational in nature
(“thou shalt”) as opposed to mandatory and subject
to penalty (“thou shalt not”). The purpose of these
codes, rules, or lawsis, of course, toensurealevel of
consistent behavior across the profession, regard-
less of any one individual’s persona values. More
specifically, itistoguidetheprofessional in making
difficult decisions, especially when the public trust
isinvolved.

When does a psychiatrist or attorney reveal an
imminent threat to public safety told them in confi-
dence? Theclient group, the theory goes, isentitled
to consistency in standards of competence, profes-
sionalism and values, particularly when there are
legitimate, competing principles. Why are we, the
public, not entitled to the same consistent integrity
from the corporations we do business with and in-
vest in?

Standards of corporate integrity, much like stan-
dards of personal integrity, become an issue when
people experience distrust. In the past, that distrust
waslimitedtoasmall set of greedy corporate scoun-
drels. Now that distrust iswidespread, and corporate
integrity has become an issue for us al. Investors,
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employees and citizens are calling for reform. The
need for higher and moreexplicit level sof corporate
integrity has never been greater.

Corporate leaders are increasingly being held
accountable for the personal behavior of all
members of their organization.

Corporate leaders, especially CEOs, areplacedin
an impossible position. Like public elected and
appoi nted executivesbeforethem, corporateleaders
areincreasingly being held accountable for the per-
sonal behavior of all of themembersof their organi-
zation. Not only can they not overseeeach and every
individual, most are also unaccustomed to defining
and discussing “ high-integrity behavior.”

Isthereaway toincul cate highintegrity, maximiz-
ing thelikelihood that all the members of an organi-
zationwill dotheright thing?How caninvestorsand
the public be confident that top |eadership has done
all that can bereasonably expected to addresscorpo-
rate integrity?

Improving corporate integrity and the trust that it
generatesisachallenge, but itisnot impossible. No
oneisbeing asked to boil the ocean. Organizational
climatesare hard to change, but we know alot about
how to change them.

Unfortunately, it often requires a scandal to con-
vince peoplethat they need to build anew climate of
integrity. Itiseasier tofeel that new compliancerules
and controls are needless bureaucracy, overregula-
tion, fluff for the media or exercises in political
correctness. A special kind of leadershipisrequired
to haveintegrity be viewed asan integral part of the
overall corporategovernancestructure, complement-
ing—not conflicting with—the enterprise business
strategy. If spending resources, time, and energy on
something asintangible as corporate integrity isnot
viewed as adding value, it will not have widespread
organizational support.

Thereisnoway ahighintegrity leader can person-
aly touch all those in his or her organization to
articulate or enforceanew integrity message. L ead-
ers—especially CEOs of large corporations—need



tools and techniques to create a climate of integrity
throughout their organizations. Our approach con-
sists of six strategies—all aimed at creating such a
climate. Takentogether, they createaframework for
corporate reform and governance.

CEOs need tools and techniques to create a
climate of integrity—to create a framework
for corporate reform and governance.

[] Articulate and discuss integrity standards and
expectations.

CEOs must articulate their expectations when it
comesto integrity. Intoday’senvironment, if CEOs
fail to articulate and clarify their expectations and
goals regarding personal and corporate integrity,
employees and investors will both hear a very loud
silence. Just ascorporate strategy requiresamission
statement that captures the essence of its strategic
intent, corporations need an integrity statement that
captures its ethical standards. Perhaps the most
frequently quoted oneisJohnson & Johnson’'s*Cre-
do,” which sets a tone for their entire corporate
culture. Onereason that Johnson & Johnson’s state-
ment of values seems to be so impactful is that
executives at their occasionally talk about it.

Articulating the standards of corporateintegrity is
anongoing process, onethat must beled by the CEO.
Executives must talk about integrity. They must
encourage discussions, debate, and candid conver-
sationsabout the dilemmasand conflictsinherent in
thecorporatestandards. Conversationswon't neces-
sarily convert a sinner into a saint, but they help
people to recalibrate their positions on sensitive
issues.

CEOs should see that forums are created to en-
courage integrity conversations. The most obvious
forumisanintegrity training experience. Inaddition
totraining programs, other occasionscouldbelever-
aged to include open and frank discussionsof integ-
rity issues and dilemmas: staff, sales, and executive
team meetings, board meetings, the company news-
letter and website, and Donahue-typeforums. Integ-
rity must becomepart of theair that everyonebreathes.
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Johnson & Johnson’s Credo
Example of An Integrity Statement

Morethan 50 years after it wasfirst introduced, Johnson
& Johnson’s Credo continues to guide the destiny of this
large, diversified health care company.

Our Credo

“We believe our first responsibility is to the doctors,
nurses and patients, to mothersand fathersand all others
who useour productsand services. In meeting their needs
everything we do must be of high quality. We must
constantly strive to reduce our costs in order to maintain
reasonable prices. Customers orders must be serviced
promptly and accurately. Our suppliers and distributors
must have an opportunity to make afair profit.

“We are responsible to our employees, the men and
women who wor k with usthroughout theworld. Everyone
must beconsidered asanindividual . Wemust respect their
dignity and recognizetheir merit. They must haveasense
of security in their jobs. Compensation must be fair and
adequate, and working conditions clean, orderly and safe.
Wemust be mindful of waysto help our employeesfulfill
their family responsibilities. Employees must feel freeto
make suggestions and complaints. There must be equal
opportunity for employment, development and advance-
ment for those qualified. We must provide competent
management, and their actions must be just and ethical.

“Weareresponsibletothecommunitiesinwhichwelive
and work and to theword community aswell. Wemust be
good citizens—support good worksand charitiesand bear
our fair share of taxes. Wemust encourage civicimprove-
ments and better health and education. We must maintain
in good order the property we are privileged to use,
protecting the environment and natural resources.

“Our final responsibility isto our stockholders. Busi-
ness must make a sound profit. We must experiment with
new ideas. Research must be carried on, innovative pro-
grams developed and mistakes paid for. New equipment
must be purchased, new facilities provided and new prod-
ucts launched. Reserves must be created to provide for
adverse times. When we operate according to these prin-
ciples, the stockholders should realize afair return.”

Source: Johnson & Johnson

Itiscrucia that the standards and expectations be
realistic and specific to the organization, taking into
account thereal-life stressesthe empl oyeesactually
face. Lofty statements do not drive behavior in
specific situations. We have found that case discus-
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sions that include integrity dilemmas geared to the
competing goal semployeesmust negotiatearesure-
fireways of dealing with issuesin anonthreatening
manner. For example, we orchestrated such interac-
tive sessions at Pepsi International by using one or
two-paragraph case studies. We even created an
“integrity maze” asaplatform to help Peps execu-
tiveshave candid discussionsabout how to apply the
Foreign Corrupt PracticesAct to their international
business situations. Constructive debate hel psorga-
nizations define appropriate behaviors.

Articulating explicit integrity standards and mak-
ing corporateintegrity amandatory topicfor discus-
sion are the best way to ensure that leadership’s
expectationswill beunderstood and accepted. More-
over, free and open dialogue will help leaderslearn
aboutreal lifeethical dilemmasthat peoplethrough-
out the organization must face.

Conducting an integrity assessment can send
a powerful message to employees and inves-
tors alike.

[] Assess existing integrity systems.

Every organization has an integrity system, even
though it may be unarticulated, unconscious, or
buried in the language and behaviors that shape its
culture. An assessment of the existing systemsisan
absolute necessity. The process of conducting the
assessment sends a powerful message, and the re-
sults provide a roadmap for reform and action. If
doneright, the message will be heard by employees
and the investing public alike.

The most effective integrity system assessments
include a review of all written codes of conduct,
ethics policies, reporting procedures, compliance
programs, and the like, along with interviews with
selected leaders, managers, and employees at all
levels to get input, feedback, and reality checks on
policies and programs. It is important to target
practices and areasthat are candidatesfor question-
ableintegrity practices—such asfinancial reporting,
recruiting and hiring policies, antifraud and abuse
systems, conflict-of-interest and harassment poli-
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cies, vendor selection, lobbying, campaign financ-
ing, and compensation plans. Are they all aligned
with explicit corporate values?

In addition, hot issues raised by media and prose-
cutorial or regulatory agencies should be part of the
assessment process. A comprehensive audit can be
done within a 30 to 60 day period, including afull
report prepared for the CEO and the board contain-
ing aset of recommendationswith specific account-
ability and timelines for implementation.

Theplanof action should becommunicated broad-
ly within the corporation with comments and feed-
back invited. A summary of the plan as adopted by
the board should be made public and highlighted in
proxy and other statements. At a minimum, the
presence of such a program will give corporate
leadersthe benefit of doubt with investors, employ-
ees, the media, and external regulators. Of course,
thekey torebuildingtrustisnot inthe plan but inthe
action that results from the plan.

Integrity guidelines should define unaccept-
able behavior—the minimum ethic. Integrity
policies and guidelines must be actively dis-
cussed.

[] Develop new systems to define and control
integrity.

Theset of written policiesand proceduresthat deal
with integrity practices differs from other kinds of
performance standards. Rather than focusing on
what should be done (i.e., achieve a 10 percent
increase in revenues or reduce costs by $1.7 mil-
lion), integrity guidelinesneedto beframedinitially
in terms of what is out of bounds, articulating as
clearly and fully as possible the “shalt nots” They
should define unacceptabl e behavior, the minimum
ethic, not the “shoulds’ or the “we hope you wills”

We have learned from experience that integrity
guidelinesframed primarily intermsof what should
bedonewill beviewed aspurely aspirational, ideal -
istic, and therefore largely irrelevant.

If integrity standards and boundaries are going to
actually influence people’'s behavior, the policies



and guidelines must be actively discussed. Most
difficult issues have competing interests or are fact
specific, and those impacted by the guidelines must
talk about the gray areas, the tensions, and reason
underlying them. These sessions can benefit from
outsidefacilitation but, in the end, senior executives
must participate in, if not lead the sessions or sem-
inars.

Senior executives must be willing to personally
discuss exactly what their positions and thoughts
are. They must be willing to help people think
through the various ways of addressing ethical or
integrity dilemmas. The dialogue will lead to feed-
back, greater understanding, and eventually togreat-
er ownership.

New systemsto defineand control integrity will be
an essential ingredient of the public face of the
corporation. They servenoticeof thesepoliciestoall
stakeholders. Increasing the transparency of the en-
tire issue of corporate integrity often deters those
who might be inclined to violate the policies. We
know from experience that the likelihood of detec-
tion or punishment isakey component of deterrence
in white-collar crime. Visible enforcement is cru-
cial. It may bebetter to haveno codethanto haveone
that isgiven only lip service.

Directness, openness and involvement are the
aspects of leadership most frequently associ-
ated with high integrity climates.

[] Develop high integrity leadership practices.

What people say certainly helps determine the
norms of an organization, but what they do has an
even moreprofound affect. What specificleadership
practices are associated with perceptions of high
integrity? What can leadership do to reinforce and
develop these key practices?

We have conducted studiesthat identify aspects of
leadership most frequently associated with high
integrity climates: directness, opennessand involve-
ment. Corporations that reinforce, reward and en-
dorse these patterns of behavior will more likely
generate trust.
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o Directness. Highintegrity leadersgeneratetrust
by being direct, clear and to the point. This makes
them believable and predictable. Direct |leaders are
not alwaysloved, admired or evenfollowed, but they
areviewed ashavingintegrity, leading othersto have
it, too.

o Openness. Leaderswho are open are perceived
to have higher levels of integrity than leaders who
are secretive, aloof or hard to read. High integrity
climates encourage open communications, wide-
spread sharing of information, frequent debate and
dialogue. Transparent performance, visiblerewards,
and candid proxy statements and annual reports all
build trust.

o Involvement. Leaderswhoareparticipatory and
invite others’ contributions are perceived to be less
arrogant, more accepting and more open than lead-
erswho seemtohaveall of theanswers. Involvement
implieshumility, and leaderswith highinvolvement
stylesareperceivedtohavehigher levelsof integrity.
A climate of integrity is usually more participative
and more accepting of diversity.

Top leadership must havethecourageto hold all of
the members of their organization accountable for
demonstrating these three patterns of high integrity
behavior. They must not reward or ignore an arro-
gant, hypercritical, autocratic executive. They must
not look the other way when amanager failsto level
with his’her people, acts without listening or says
one thing and does another.

Of course, it a'so meansrole modeling highinteg-
rity personal leadership. No other factor will have a
greater impact on the climate of integrity than the
day-to-day practices of the leaders. A climate of
integrity depends upon having the right kind of
leaders practicing the right kind of |eadership.

What behavior leads to reprimands? What
happens to those who cut ethical corners?

[] Redefine consequence management practices.
Organizational climates are largely defined by
what wecall “ consequence management.” What are
the consequences attached to behavior or perfor-
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mance, especially to bad behavior or poor perfor-
mance?What criteria determine promotions? What
behavior leadsto formal reprimands—or thelack of
any? Does the corporation explicitly sanction high
integrity acts by its members? What happens to
those who generate results by cutting ethical cor-
ners?

The latter poses an especially difficult challenge
within high-performing corporations. Setting high
financial and market performancetargetsisadvised
as a mark of strong leadership. Yet high-perfor-
mance cultures can easily overlook integrity as a
meaningful performance standard. Leaders of such
organizations are usually driven by “the numbers’
and pridethemselvesin their dedication to “making
the numbers.” Only when there are obvious lapses
does integrity become atrue performance issue.

Thistellsusthat many corporations havefailed to
establish the right integrity systems with the right
formal and informal controls, and that too often
members of the organization believe it may pay to
behave in questionable ways. It tells usthat nobody
isaccountablefor watching what goesonaroundthe
edges—that the consequence management practices
are inadequate.

(] Appoint an integrity point person.

We strongly recommend that the CEO appoint a
high-level executive to monitor all aspects of the
complex and difficult process of corporate integrity
reform. This point person works with the CEO to
proveto the organization and the general public that
higher levels of corporate integrity are a strategic
imperative. Acting as the CEO’s independent eyes,
ears, and alter ego while new standards of corporate
integrity are being debated, the integrity point per-
son asks the hard questions and probes into the
corners. Thefocusison the performance and image
of theentirecompany, ensuring that all mistakesand
errors are just that and no more, and are properly
remedied. A good advisor will ferret out that very,
very small percentage of folks who are actually
corrupt.

Hisor her primary loyalty isto theintegrity of the
enterprise. The best way to be loyal isto ask ques-
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tions, keep the CEO and board informed, and advo-
cate positions they might not want to hear and may
decide not to follow. With theright kind of integrity
point person, the CEO will at least know the nature
of current and potential ethical trouble spots.

The costs of not having a climate of integrity
should be unacceptable to corporations. High
integrity is good for business.

What is trust worth? We believe that the costs of
not having aclimate of integrity shoul d be unaccept-
abletothosewho own or operatelarge corporations.
High levels of corporate integrity will add signifi-
cant value to the corporation both by avoiding costs
and, moreimportantly, by avoiding damaging |l osses
of brand equity, reputation, and marketplace influ-
ence—valuable sources of competitive advantage.
High integrity is good for business.

Unfortunately, without decisive leadership, the
lossof credibility and trust will bewith usfor along
while. Legislators, regulators, critics and other ex-
ternal partieswill haveall theammunitionthey need
to impose their own reform agenda on publicly
owned corporations. Without an aggressive program
of internal reform, CEOs, corporate leaders and
boards of directors risk becoming irrelevant to the
process.

Thankfully, there is alot that can be done about
corporateintegrity fromtheinside. Itisanot aby the
numbersissue, but the consequences of not address-
ing corporate integrity are tangible, expensive and
potentially disastrous. Generating compliance with
new and explicitintegrity guidelinesisanimportant
first step. Creating an organizationa climate that
will motivate all members of the corporationto live
and act with integrity is a second. The real test, of
course, iswhether thecorporation actswithintegrity
in a consistent manner, properly balancing its own
interestswith the interests of the general public. No
leader could leave a better legacy than this, and
nothing could do more to restore public trust in
American business. |



