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A survey of three stages
In the evolution of
corporate ethics programs

By Laura L Nash

The study of corporate ethics codes and programs is rather like Wordsworth’s curious
child who, though living inland, held a sea shell to his ear. Listening with his very soul he‘Achieving high
heard murmurings, the sound of which expressed the shell’'s “mysterious union with it}éthical competi-
native sea.” Although the exact connection between codes and behavior cannot he .
established, recent studies—such as The Conference Board's 1991 Survey of Corporét¥/€ standards is
Ethi_cs Practices—provide us with a few murmurings about the ethical management 4ot jUSt about a
business today. ong
After surveying more than 200 corporate ethics programs, and studying manySet of rules—it’s
programs in detail, | would suggest that corporate ethics practices in the United States seabout a Whole
to undergo a maturing process that breaks down into three separate stages. way of thinking.’

Stage One: Start-up
A trigger event—a scandal, a new CEO, a retiring founder, new legislation—initiates
the creation of a new document that defines the philosophy and guiding principles of the
firm. The document can be a code, credo, or corporate philosophy, but in any event it will
be viewed as the chairman’s document, and primarily formulated by some configuration of
top officers, and then disseminated.
The document will often be printed up and distributed either to a restricted group of
managers or the whole company from the chairman'’s office (top-down), but never to line
managers to the exclusion of_ more senior_ officers. Many programs outsi_de_the defe_n%?a Nash, Ph.D., is Adjunct As-
industry (Defense Industry Inl'glatlve gwdellnes suggest full dlstrlbutlon) distribute theigCiate Professor at Boston Univer-
documents only to top officers in the first stage, and move to company-wide or even pubiticschool of Management. She is
distribution at Stage Two. author of the boolgood Intentions
Stage One is essentially a gate-keeping activity. It puts ethics on the table of articulﬁ%‘\%‘* A Manager's Guide 1o Re-

- . . S g Ethical Problem@arvard
concerns. It opens the way to a formalized discussion by top management of the etligahess School Press, 1990).
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A trigger event—a scandal, a new
CEO,a retiring founder, new legisla-
tion—initiates the creation of a new
document that defines the philosophy
and guiding principles of the firm.

responsibilities and principles in the organization. This pro-
cess may have occurred only informally—if at all—previ-
ous to the creation of the document.

In Stage One, the driving question is: “What do we
stand for?”

Stage Two: Compliance
Eventually the corporate ethics effort, if itis to be more

sary, disciplinary procedures. At American Express, for
example, a beefed up ethics program now includes a strong
compliance focus with regular reports to the audit opera-
tions. The group, however, works closely with its human
resources and general counsel offices.

Stage Three: Relevancy

Once Stage Two mechanisms are established (with or
without 100 percent actual compliance), another leap is
required to understand ethics as an essentially positive
management asset—as opposed to a series of shalt-nots.
This notion is often stated as a generalized ideal during
Stage One, butitdoesn’ttake on a meaningful reality during
that document-creation period. In Stage Three, the ethics
program moves toward a more pro-active diffusion of
ethical sensitivity, concretely applied.

In Stage Three, the driving question is: “How does

than a meaningless piece of paper, has to face up to thehat we stand for apply to specific operating choices

inevitable question: “How are we doing?” Thus begins
Stage Two, which heralds the introduction of a number of
compliance mechanisms. Awell-developed program would
include atthe minimum:

— Acode of conductworded in compliance language.

— Assigning requirement.

— Formalized discussion of the contents of the
document(s).

— Monitoring of performance through audits, commit-
tees of the general counsel’s office, security, or an ethics
officer.

— Communication of enforcement procedures, includ-
ing the creation of special communication mechanisms suc
as hotlines or guidelines to help employees when compli
ance is particularly problematic.

— Training, including case examples of application.

— Revisions to the original document in response to
implementation problems that have surfaced or to new
social concerns and laws.

In the compliance stage, the driving question is:
“What choices have we made that may or may not be
violating the rules that we've agreed to uphold?”

In pursuing compliance objectives, a revision of the
rules themselves may also appear necessary. Any sug
compliance stage, to be effective, involves a broadening o

input, as the Conference Board’'s 1991 Survey of Corporate

Ethics Practices indicated has happened in the U.S. Th

we have in carrying out our corporate purpose?”

The ethics program is now slanted toward understand-
ing the concrete relevance of ethical standards to normal
business decisions rather than defining and detecting wrong-
doing. Shalt nots are still important, but in the relevancy
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stage, managers begin to explore ethical principles in terms .. . .
oftheir positive application to business problems, especially In Stage One, the drlvmg questlon IS:
newer areas of activity. Such a program invites reference ‘\What do we stand for?’

and re-examination of the corporate ethics guidelines, and

may spark yet another revision process.

A good example of Stage Three corporate ethicsdocuments. Typical of Stage One, this statement rep-
practices occurs in connection with some total quality resented the company’s ethics commitment in general
movements. Any rigorous effort at quality improvement terms. In 1986, Honeywell entered the compliance stage.
brings to the surface the need for honesty among employTraining programs were initiated in order to comply with
ees: honest assessment of current practice, and honeséw obligations under the Defense Industry Initiative agree-
feedback on plans and changes. Suddenly the company'sents. Information lines were also established at this time.
overall ethics profile becomes highly relevant to the discus-These training programs were essentially reiterated com-
sion of normal business thinking, not just wrong-doing. pany policies in more precise terms that included the

Another example would be entry into a new service orintention to enforce the code. In 1988, a compliance office
product, or new geographic location, where the rules ofwas created to facilitate and reinforce the process.
competition are less well known. Gaining credibility and
customer trust will be imperative, and again, the corporate Foranotherlook at a‘Stage Three’ ethics program, see the
commitment to high ethical standards will suddenly he| Northrop Corporation story on page 4.
couched in terms of having new and more immediate
relevance to getting the job done in a professional and  While compliance has remained a strong focus of the
profitable way. The programmatic result may be the cre-program, which now extends evento company suppliers, in
ation of a management seminar on ethics as part of the new989 the program began a transition to Stage Three; it
job training, instigated and driven by the senior operatingexpanded the domain of the ethics office to include the
managers in charge of the new business, and featuringompany’s commercial business for the first time (up until
tailored cases of problem-solving for that job. Typical casethis date only government-related businesses were in-
problems would feature situations where ethical standardsluded). Traditional compliance topics (gifts and gratuities,
might be difficult to determine and maintain even though contracting procedures) continued to be discussed, but
they ultimately make good business sense. other functional dilemmas were added, such as marketing

It should be noted that Stage Three is an outgrowth, nopractices, information gathering, and the use of consultants.
an abandonment, of Stages One and Two. As complianc&elevancy seems to be the operating assumption behind this
efforts gain credibility, an integration mindset begins to change.i.e., how to make the ethical commitments relevant
emerge, and the mix of players involved in the programsto all aspects of the business. In 1990, an ethics poll was
changes. integrated into the company’s annual employee poll. The

These three stages, while historically incremental in Honeywell values statement was also updated at this time,
most companies, should be seen as mutually reinforcing. Iintroducing and revising the number of competitive guide-
companies with a long history of high standards and sharedines, and bringing the relevancy stage back to the first steps
values, all three may already he in place. A good corporatef the process.
ethics program will continue to enrich all three areas.

Where are we now?

An illustration: Honeywell Where do corporations stand now? There is good
While not all corporate ethics programs follow these evidence from the Conference Board’s 1991 survey that

stages to the letter in totally discrete steps, many program§tage Two is wellunderway in large U.S. corporations. The

tend to cluster around one of the three stages, usually in theecent addition of newer topics to codes where the law is

order reported here. relatively ambiguous (competitive and proprietary infor-
Honeywell, a diversified manufacturing firm, illustrates mation, environmental responsibility, employee privacy)

this process more fully. The company first issued a generatould indicate the first tentative steps in moving into Stage

statement of its values in 1974, which was circulated

throughout the company and in some publicly available Continued on page 11
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Northrop seeks to leave
moral clouds behind with a
values-driven ethics program

By Tim Mazur

One should not judge the quality of an ethics program by the number of allegations of
misconduct that do or do not make Well Street JournalBut it's another matter when ~ ‘FOr t00 long
one company is consistently counted among the worst offenders.

Northrop Corporation is a big company (37,200 employees, sales of $5.7 billionin 199@;[’ people have
that has suffered some large-scale problems in the realm of corporate ethics. In 1990, en eXtremer
company pleaded guilty to falsifying test results on a nuclear missile weapons programfgystrated by the
South Korean court recently charged the company with making illegal payments . C
influence that country’s purchase of Northrop’s F-20 jet fighters. Other irreguIaritieiﬂega_‘tlve hIStOI'y
involving the manufacture of MX missile parts are under investigation now. Most of thdhat is constantly
allegations that continue to plague the company date back to the Reagan Administrati@n;edged up.’
from the heyday of defense spending.

More recently, however, Northrop has embarked on a broad-based program to root out
corruption and to fashion a new ethics strategy—one that motivates values-driven
behavior. It appears to have initiated the organizational systems necessary to curtail the
type of impropriety that has dogged the contractor for years.

A vice president for ethics

As a signatory company of the Defense Industry Initiative (DIl), Northrop has had a
presumably acceptable compliance program for years. One too many avowals of illegality,
however, finally moved the company’s board of directors to demand changes. The most
critical step was the hiring of a new chairman, CEO and president, Kent Kresa, about three
years ago.

Onassuming the helm, Kresa initiated a list of actions designed to earn back the respect
that was compromised over the previous 20 years. One was the appointment of a Vice
President for Ethics and Business Conduct, Shirley Peterson. Peterson’s job description
was unusually simple: determine what needed to be done to improve Northrop’s conduct
and attitude toward ethics—and then do it.

She chose to put the problem to Northrop’s people, assembling numerous broad-based
focus groups composed of employees from all divisions and grade levels. The cumulative
message that surfaced from these sessions can be captured in a word: confusion.
Employees were confused by the seemingly endless negative reports that emerged about
the company, and similarly confounded as to what Northrop really expected from them
when they faced an ethically challenging situation. As each of the sessions drew to a close,

acommon, unsolicited question raised by many was: What are the values of the company’? _ ) _
Tim C. Mazuris Associate Director

A values-driven program for Corporate Ethics Programs at

To answer that question Peterson and her team spent an entire year planrﬁﬁ enter for Applied Ethics. Santa

. . . . . . ara University. Santa Clara, Cali-

coordinating, _and develop!ng acomprehensive values-drl_ven program._The programis lgg,l ,He is a contributing editor of
on a set of six newly defined Northrop Values. Executives and senior managers, Veitfikos
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comments from focus groups in hand, met with an outside

consultant and drafted the statements. They were: _Programs based on Comp”ance train-
—  We work to deliver customer satisfaction. ing and rule books often suffocate the
— Wealue Northrop people. positive aspects of corporate ethics.

— Weregard our suppliers as essential team members.
— We take responsibility for the quality of our work.

— We demonstrate integrity in all we do. ~ consulting team to discuss the results of his or her evalu-
— Weprovide leadership as acompany and as individu-ation. The report provides specific information for each of
als. the 80 questions, the dozen or more anonymous ratings,

The Values were intentionally defined as goals rather john's average score, a cumulative Northrop average, and

than perceptions of Northrop as it was. To work toward john's percentile ranking among the pool of those who have
realizing the goals, the managementteam “breathed life intgready been evaluated.

the statements” by translating the Values into elements of

a Leadership Inventory. Some tough feedback
o The report ends with a summary of John’s ten or 15
The leadership inventory greatest strengths and his ten lowest-ranked behaviors. The

The inventory extrapolates 80 “behaviors” from the consultant works with John for 30 to 45 minutes to help him
Values that define what actions are necessary to achiev§|an what to do in response to his perceived weaknesses.
Northrop’s goals. Under the Value “Integrity,” for example, after John drafts a personal action plan, he leaves with his
the inventory lists, among other behaviors: “Avoids playing report, which was never seen by anyone other than himself
favorites,” “Encourages individuals to surface concernsgnd the consultant.
quickly and honestly (doesn’t shoot the messenger),” and  \what is to stop an employee or peer from attempting to
“Stands up for what she/he believes in (even under prespytter up the manager being evaluated? Northrop asked
sure).” itself that question before the program began. “For too long

Behaviors are intended to be more than mere wordsgyr people have been extremely frustrated by the negative
More than 4,000 managers have completed training to learpjstory that is constantly dredged up,” says David Beard.
how to use the Leadership Inventory to measure theirrhey're learning that the success of this process will
actions, and the actions of others, against the Valuesgjrectly contribute toward Northrop’s long-term viability
Measurements are performed and used in two ways: On@nd; in combination with the unusually strong commitment
involves a setof anonymous ratings from a manager’s peerfiom Mr. Kresa and the general managers, that has been
and subordinates; the other represents a new element ‘éfnough to earn their buy-in so far.”

Northrop’s performance appraisal process. “Some very high people have received tough feed-

David Beard, ethics program director for Northrop’s B- pack,” adds Shirley Peterson. One team of executives,
2 division, describes the anonymous process as follows: Anembers of the Corporate Policy Council, chose to demon-
manager, let’s call him John, receives 12 to 20 evaluatiorsrate their support of the process early on by publishing
booklets listing the Leadership Inventory’s 80 behaviors thejr strengths and weaknesses. Some of the areas in which
followed by five “bubbles” ranging from “highly satisfied” the executives were found lacking:
to “highly dissatisfied.” (Beyond the bubbles, the booklet __ Not providing effective orientation to people in new
also includes room for writing comments.) John distributes assignments.
the booklets to his subordinates and peers with whom he _ Nt working to improve others performance from
works regularly, and also evaluates himself. Each individual acceptable to excellent.
anonymously rates John against each behavior and sends_ Nt asking people what they need to do their jobs
the completed booklet in a pre-addressed envelope to an  petter.

outside vendor for scoring. _ — Not dealing effectively with performance problems.
John later attends a Leadership Conference where he__ p|aying favorites.

and other managers study the 80 behaviors as opportunities _ Not working to see the value of other opinions (even
for improvement. At some point during the conference,

each participant meets individually with a member of a Continued on page 16
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Influencing J. Irwin Miller:
Socrates, Saarinen, Stradivari

By Andrew Singer

As a student at Yale he studied the classics. As chief executive officer of the Cummins
(E:n?inebCorrp:ja_my, he helpl)etq br;ncgosé%met o;thg W:)hrld’ts m?st ren_O\_/vntla(EI) a_llré:_hitects ég_ Irwin Miller’s
olumbus, Indiana—population 30,000—to design the town’s municipal buildings an .
schools. He was the first lay president of the National Council of Churches. But J. Irwir{nOSt endurmg
Millers most enduring legacy, arguably, is the notion of the socially responsible businedegacy, arguably,
corporation. He is the philosopher as businessman. i i
Miller retired from Cummins Engine in 1977, after 43 years as its chief executive.IS the n_OtIOH of
During that time the company grew from a small, unprofitable company with 60 Workersl:he SOC|a”y re-
_toda $l.2dbilli<;r_1 (sa}les) concern tpat emp!oyﬁd 22,1Id00 people. It had become the Iarggponsible busi-
independent diesel engine manufacturer in the world. :
Recently, Miller was honored with the lifetime achievement award from the Businessnes_S corporatlon.
Enterprise Trust, a non-profit organization that honors integrity and social vision in busines$¢l€ 1S the phl-
The Trust's board members include the Washington Post’s Katherine Graham, Berkshimsopher as busi-
Hathaway's Warren Buffett, former Johnson & Johnson CEO James Burke, and former
U.S. Ambassador Sol Linowitz, among others. At its second annual awards ceremony pessman.
New York. the Trust honored Miller for “expanding our ideals of a successful and humane
business enterprise.”

Taking a long-term perspective

It has long been Miller’s view that a business can only prosper if it takes a long-term
perspective and acts responsibly toward all its stakeholders employees, shareholders,
customers, and local communities. In a recent interview in New York, he observes that
“responsible business behavior is basically the best kind of long-range planning. You have
to do many things in this world that don’t pay out tomorrow. But it may he the key to your
survival ten or twenty years from now.”

At 82 years of age, Miller’s notions about business, politics and life are as uncompro-
mising today as they have ever been, since he is at odds with an age that celebrates success
at any cost, whether it be the politician who declares, “I will do whatever it takes to get re-
elected” or the businessperson who justifies questionable business practices with: “We
have to do these things because everyone else does it.”

‘What do you do?’

This is no impossible idealist, however. His morality is of the here and now. Miller
recognizes that there are many ethical “gray areas” out there to which attention must be
paid. This was obvious in the way he handled the issue of facilitating payments when he
was running Cummins Engine.

The company, founded by Clessie L. Cummins, the chauffeur of Miller’s great uncle,
Will G. Irwin, today sells its diesel engines and generators all over the world. Some time
ago, Miller recounts, one of its engines broke down in a Far Eastern country. The company
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had to fly in a spare part. When the replacement piece , . ith
arrived at the Asian port, however, it was made clear to the You cannot exist or operate without

Cummins representative on the scene that the part woulda community that is stable, that has a

(r)l:c?gegr ga%ch its destination unless he paid the customsreascmable crime rate, adequate

“What do you do?” asks Miller, schools.’
“We went to the government and explained the situ-
ation. The government official answered: ‘You pay the
$50.” The official went on to explain that customs officers
in that part of the world were simply not paid a living wage.
They were expected to supplement their income withAn architectural Mecca
facilitating payments—the sort demanded on the docks. The first building went up. It was deemed a success.
“But $500,” the government official continued, “that’s When it came time to build the second, the community came
a bribe.” to Cummins: Will you do it again? Other school buildings
Such distinctions may appear arbitrary. But the key followed, and later even churches and the town prison. It
thing, according to Miller, is that “we encouraged our guys has made Columbus an architectural Mecca on the Mid-

to get it out in the open. Not to keep it secret. Talk to thewestern plains.

panel won't be selected by us. You pick one of them, and
we’'ll pay the fee.”

government. ‘What role do you expect us to play?’ Is there a connection between architecture and moral-
“There is a gray world out there. We tell our represen-ity? “First we shape our buildings, then they shape us,”
tatives: If you're in doubt, don’t do it.” answers Miller quoting Winston Churchill. Yes, buildings

. affect those individuals who work within, and even those
Hiring black managers without, who simply pass by each day. Miller recalls the

Miller was active in the civil rights _struggle inthe 1960s. dingy public school he attended as a youth, how depressing
He personally helped desegregate his hometown of COluMg 254 return to that building after the summer break.

bus. Between 1965 and 1973, he recruited approximately’ gt j 5 program such as this transferable? Can other
100 plack managers and tralne.es for C“m”_“'”s Engine. A%orporations—those based in urban centers, say, and not
the first lay president of the National Council of Churches,sma” Indiana towns—make a comparable mark on their
Miller was instrumental in pushing that organization to communities? “If you engage in a practice like this, you

support the civil rights movement. At the time, Martin poyer ot anticipate immediate results. It's an act of faith.”

Luther King, Jr. called Miller “the most progressive busi- st some point, one has to believe that individuals will he
nessman in America. touched.

He has always been concerned with the larger picture.
Inthe 1970s, Cummins Engine broke ranks with many of itsLooking at the realities
industrial competitors and supported the Clean Air Act. The ~ Does Miller believe that an ethical company will be a
new air emissions standards that were established trangnore profitable concern in the long run?
formed Cummins’ business into a high technology enter- He answers with a question: “What are the actual facts
prise—that required extensive investment in new equip_in running a business? First, you have to be sure that the
ment and processes. shareholders are fairly rewarded. They are the owners of
Cummins’ architectural program—uwhich brought ar- the business; they don’t have to pay in the capital.”
chitects like Eero Saarinen, .M. Pei, and Robert Venturito ~ Conversely, “You cannot exist or operate without the
Columbus—has received much attention over the years€mployees; they don’t have to work for you,” Miller wrote
But the program began accidentally, according to Miller. in Organizational Dynamici 1975. “You cannot exist or
After World War 1l, the community had to build a operate without a community that is stable, that has a
number of schools as a result of its growing population.reasonable crime rate, adequate schools, and so on; the
Initially the town bought some prefabricated buildings. “It Citizens don’t have to welcome you to it.
was obvious to us that this was no way to educate children.”  “You cannot exist without customers; they don’t have
So Miller and company made a proposition to the schoolto buy from you. Even suppliers don’t have to sell to you if
board: “We’'ll give you a panel of young architects. The you don't give them a decent mark-up and otherwise treat
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‘ . : : : Abraham Lincoln is one. Lincoln “almost alone saved the
ResponS|bIe busmess behaV|or IS nation in the Civil War because he had a vision of what the

basically the best kind of long-range nation could be.” He was willing to fight his own cabinet on
p|anning_ You have to do many behalf of that vision, even to risk losing an election. “l was

. . . di di f A i Hist by thi
things in this world that dont pay e tr;‘g{;‘gﬁf‘el'”gs o American HISTory by This

out tomorrow.’ “I had the same feeling in reading the shorter dialogs of
Plato"—the Crito, forinstance, where Socrates, condemned

. . . to death for “impiety,” explains why hasto stay and drink the
them fairly. You have to operate in afair and balanced Waytatal hemlock,pinsétlead zf fleeingyabroad, ays some of his

SUCh. that aII.of these peopl'e W|II'Want to give you their ollowers urged, and continue to teach there. Socrates
services, their funds, or their business. You have to trea

: ossessed a vision that transcended immediate exigencies
them equally because they are all equally essential. Other: g '

. , X indeed, even survival.
wise, you don’t have a business for very long. In other

words, corporate responsibility is not a matter of what you The reason Miller remembers the Crito so well, he
» cOrp o y : YOUpastens to add, is that “an outstanding teacher helped me to
ought to do but really is a matter of looking at the total

realities and total requirements of a given situation.” d.IS.C over it.” In fact, “The tez_;lchers that I rem_ember most
' vividly always had a high ethical contentin their teaching.”
Investing for the long-term Indeed, it may be difficult to motivate others without some
Cummins Engine, by consensus, one of the most so“ethical content,” a problem evident in the schools today
cially responsible companies in America, has neverthelessvhere teaching ethics has largely vanished.
seenits profits and share price plummetinrecentyears. The Morality, too, is part of artistic achievement. “I have a
company has been under heavy assault from Japanese aattong feeling that great artists always have a strong ethical
domestic competitors. Does this undermine the claim thattontent to their work.” Haydn’s “Creation” shows how
by doing good one also does well? “mankind messed up the environment.” Thucydides, in his
The company has invested heavily in new technology,histories, reproached Athens for enjoying democracy at
Miller replies, which is necessary for the firm’s long-term home, but not extending it to its colonies. Livy assailed the
survival. It takes between seven to ten years to bring out &omans for being in love with death, collectively and
new diesel engine—to perfect it and get it into commercialindividually. Michelangelo, Goya, Hogarth, and Bosch all
production. That process is even more complex today, withhad a strong moral content in their works.
emissions abatement requirements, fuel efficiency stan

“You learn from your mistakes’
dards, and so on.

“Our expenditures for research are very high.” The During a press conference following the Business

mpany has it fixed on th r 2000 and b nOIEnterprise Trust awards ceremony in New York, Miller
company has Its €ye fixed on e yea a €YONAyas asked to assess American business today. “Overall,
anticipating what will he required in Europe, Asia, and North

America, “We feel we have to spend the money now to beAmerican business performance_is as good_or better than

competitive in the year 2000. That doesn’t please some't,S ever been,” he ans_swer_ed._EthlcaIIy’? Aga}ln, as good as

analysts.” : ever. But, he added, in this highly competitive world that
Whilé securities analysts may verbally approve of what may r_10t be_good enough. We. must do better.

the company is doing, they often add: “We're not going to . His advice to other executives? “You learn from your

buy the stock untilyou”ve turned the corner.” Analysts and _rmstakes. You don't _Igarn from your succ_esses.” Its
L S : ' .~ important not to offer alibis when one makes mistakes. “The

their primary customers, institutional investors, notes Miller,

are often iudaed on their short-term—often quarter| problem with success is that you stop thinking.”
. Judg : D qu Y= At the end of the breakfast this remarkably civilized
investment performance. The result: “They’re too short-

term focused.” man, yvho plays a Stradivarius, reads the New Testamentin
: the original Greek, and for years gave away 30 percent of
Lincoln and Socrates his income to charitable causes, received a standing ovation.
As one who has inspired scores of others, in industryLater he met a reporter in the hallway.
and without, Miller was asked about his own moral heroes.  “Now,” he said, “we go back to the real world]’
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The case of the whistle-blowing
general counsel

Itis one of the classic questions of applied ethics. Shoulduct to be “adulterated within the meaning of section 501(h)
one expect individuals to act ethically simply because it isof the [FederalAct].”
‘the right thing to do’? Or is it necessary also to provide Balla sued Gambro for wrongful discharge. He lost his
incentives to ensure right action? case at the circuit court level, but won on appeal. In
This was an issue placed before the lllinois SupremeDecember 1991, the lllinois Supreme Court reversed the
Court recently—a case in which a company was preparedppellate court’s decision.
to foist flawed medical equipment upon the public untilitsin-

. In-house attorneys may not sue
house attorney blew the whistle. y y

In its opinion, upon which the above events are based,
Deadly dialyzers? the Court said in effect that Balla could not sue his former

Roger J. Ballawas general counsel for Gambro, Inc., aremployer under the tort of retaliatory discharge because he
lllinois-based distributor of kidney dialysis equipment. He had been its in-house counsel.
was also the firm'’s director of administration and manager  “[T]here is no public policy more important or more
of regulatory affairs.

In July 1985, Balla learned that Gambro’s German T
affiliate, Gambro Germany, was about to ship to the U.S. AI’? corporate attorne_ys a_ different
dialyzers thatwere notup to FDA standards, equipment that animal’ from lawyers in private prac-
could possibly cause serious bodily harm to patients, or even tice?
death. As the German affiliate explained:

“For acute patients the risk is that the acute uremic fundamental than the one favoring the effective protection
situation will not be improved in spite of the treatment,

giving continuous high levels of potassium, phos- ofthe lives and property_ofcitizens,” wrote Justice WiI_Iiam

phate and urea/creatine. The chronic patient may C. Clark. However, in this case, the appellee was not just an
note the effect as a slow progression of the uremic employee of Gambro, but also general counsel for Gambro.
situation and depending on the interval between Balla “was required under the Rules of Professional Con-
medical check-ups, the medical risk may notbe over- duct to report Gambro’s intention to sell ‘misbranded and/

looked.” or adulterated’ dialyzers.”

Explains Arthur Steinberg, a partner in Pedersen &
Houpt, the Chicago law firm that represented Gambro:
: . : : . “The rules that apply to employees generally are differ-
dialyzers did not comply with FDA regulations. The presi entfrom those that apply to employed attorneys.” In-house

dent did as Balla recommended. lawyers, says Steinberg, “already have an absolute re-
But one week later the president reversed himself. He WYyers, say 9, y

told the German affiliate he would accept the dialyzers andgmzsgne_rnrfé?gvir;'séllzgl%vé’ cl:ir':i?:z t::z,:tg?%ef Ofrzgf\zi'or:ﬁé
“sell [them] to a unit that is not currently our customer but ' P 9

who buys only on price.” attorney/clientrelationship.

When Balla learned of this, he told the president that he In his dissentfrom the m_ajority opi_nion, llinois Justice
would do whatever was necessary to prevent the sale of thgharles Freeman found "this reasoning fatally flawed.” It
dialyzers. expgcts too much of lawyers and ultimately harms the

Within amonth, the presidentfired Balla. The following pUbIH'IC' ould like to believe. as mv colleaques conclude. that
day the counsel reported the shipment of dialyzers to the wouldH Ieve, y gu uae,
FDA, which seized the shipment and determined the prod- Continued on page 13

Warning: Reject the shipment
Balla told his firm’s president to reject the shipment: the
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Which U.S. business schools have the top businesdreams for the future are just that—talk.”
ethics programs? According to a recdutS. News &
World Reportsurvey of deans and directors of MBA
programs (March 23, 1992), Harvard Business School Employers are less loyal to employees than they
is first, followed, in order, by Stanford University, were five years ago. So say 69 percent of executives
University of Virginia (Darden), University of Pennsyl- surveyed byCommunications Briefingsa management/
vania (Wharton), and Georgetown University. communication newsletter.
Only 16 percent of the 536 professionals surveyed said
that companies were “more loyal” to their employees.
“We cannot afford management styles that sup- Fourteen percent said companies were “as loyal.”
press and intimidate,” wrote General Electric’'s John F. When asked, “What is the main reason you believe
Welch, Jr. in the company’s recent annual report. employers lose the loyalty of their employees,” 38 percent
Emphasizing the need for trust and respect amonganswered poor communication, 22 percent said “employers
workers and managers, the GE chairman proclaimed atake employees for granted,” 13 percent cited “broken
“set of values we believe we will need to take this promises by employers,” and 7 percent said “inadequate
company forward, rapidly, through the 1990s and bonuses, raises, promotions.”
beyond.” The survey consisted of 536 responses to 5,000 ques-
The report received wide attention insofar as it ap-tionnaires mailed to the newsletter's subscribers, who
peared to herald an awakening on the part of an executivéclude business, communication, human resource, training,
who earlier in his career received the nickname Neutronand management professionals.
Jack—as one who purportedly eliminated people while
leaving buildings standing. But now Welch, according to the
New York Times‘has gone through a conversion and is For some years business ethics professionals have
now preaching corporate pacifism.” been watching Harvard Business School, wondering
In the annual report, Welch describes four types ofhow it would spend the $20 million gift bestowed by
leaders, the last of whom is “the most difficult for many of former SEC Commissioner John Shad to advance the
usto deal with. Thatleader delivers on commitments, makegause of ethics. At last they have some answers.
all the numbers, but doesn’t share the values we must have. The school has recruited a core of four ethics teachers,
This is the individual who typically forces performance out initiated extra courses, and is supporting additional research
of people rather than inspires it: the autocrat, the big shot, thén the area, reporBusiness Weeklew students now take
tyrant. Too often, all of us have looked the other way— a nine-session, nongraded “module” called Decision Mak-
tolerated these ‘Type 4" managers because—they alwaygg and Ethical Values. Another 150 students are enrolled
deliver—at least in the short term. in an elective course called Moral Dilemmas in Manage-
“And perhaps this type was more acceptable in easiement, compared with 50 two years ago.
times, but in an environment where we must have every  But some onlookers aren’t impressed. “They haven't
good idea from every man and woman in the organizationdone anything new or innovative,” Barbara Ley Toffler, a
we cannot afford management styles that suppress anbusiness ethics consultant t@ldsiness WeeRWhat they
intimidate. Whether we can convince and help these manare offering is a politically correct, cram-down program,”
agersto change—recognizing how difficult that can be—oradded Arizona State professor Mark Pastin.
part company with them if they cannot, will be the ultimate
test of our commitment to the transformation of this com-
pany and will determine the future of the mutual trustand  The rocky road toward a market economy in Russia
respect we are building. In 1991 we continued to improveis pitted by potholes of bribery and corruption.
our personnel management to achieve much better balance “Once a way of greasing the wheels of a gruesome
between values and ‘numbers.’ That balance will changebureaucracy, bribery has now become part of the cost of
further in 1992 and beyond, because we know that withoutdoing business and, more than ever before, part of everyday
leaders who ‘walk the talk,” all our plans, promises and life,” reports theNew York Timesn a March 14, 1992
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article. swing. Henry Petersen, who headed the criminal division of
“You can't get anything without bribes,” said one store the justice Department, met with President Richard Nixon.
director, who anonymously called a bribery hotline setup bype told the president that his two top aides, H.R. Haldeman
a local newspaper. “I get a delivery of cigarettes—10 gnd John Ehrlichman, should resign.
percent goes to the supplier, to the distributor. Looking for  «He admitted that the evidence against them was not
space for your store? That's 10 grand on top.” conclusive,” writes Stephen Ambrose, in his recent book,
For Westerners doing business in Moscow, “the cost ofNixon: Ruin and Recovery 1973-1990, but “what you have
corruption is often hidden in the fee paid to middlemen oryg reglize is that these two men have not served you well.
brokers, Business executives say there are two ways to teifhey already have, and in the future will, cause you
if a bribe has changed hands: if the fee is particularly largeembarrassment, and embarrassment to the presidency.
and if the permits are approved relatively quickly. “| can't fire men simply because of the appearance of
“One Western company involved in a real estate dealyyit,” Nixon responded. “I have to have proof of their guilt.”
was recently asked for a seven-figure fee, in dollars not  «yhat you have just said, Mr. President,” Petersen
rubles, according to a Westerner familiar with the case.” replied, “speaks very well of you as a man. It does not speak
well of you as a President.”
As the Ambrose book makes clear, Nixon'’s failure to
A chief executive sometimes has to cut himself ofiyt himself off from the Republican operatives who broke
from loyal subordinates in order to preserve the integ- into Democratic National Headquarters in the Watergate

rity of the organization. complex, and those aides who abetted the deed, proved his
On April 15, 1973, the Watergate scandal was n full hojitical undoingO

Three stages of ethics programs. . from page 3 you go on environmental and safety programs, or how
_ _ _ deeply you research product safety results. All of these
Three discussions of dilemma and relevancy. questions require information, debate, and questioning.

There is a danger that the recent introduction of stiffer  |n suggesting that corporate ethics practices should
criminal laws in the U.S. may undercut the development ofengage in all three stages, | am reminded of a remark by
i i Philip Caldwell, former chairman of Ford Motor Company,
Another Ieap IS requwed to under- and currently senior managing director at Lehman Broth-

stand ethics as an essentially positive ers. In recalling his push for quality improvements at Ford,
and how improving the honesty of communication in the

management asset—as Opposed to a company became a central part of the changes that led to
series of shalt-nots. the Taurus design, Caldwell expressed some reservation

about formal ethics codes and programs—not because he
a third stage in U.S. corporate ethics practices. Legalfefr’lreCI that they went t0o far—hut rather because they
compliance objectives may now dominate the focus ofthesem'g.ht not have the capacity to go far enough. Caldwell put
programs to the exclusion of more ambiguous topics and' this vlva}/. . _ N _ .
questions that would further the integrating effort. If a ~ Achieving high ethical competitive standards is not just
manager is worried about demonstrating compliance on about a set of rules—it's about a whole way of thinking.
contracting—and that person’s chief ethical dilemmainthe ~ That s the challenge that corporate ethics programs
past year has been layoffs—it is very tempting to stickto  This article is an edited excerpt from a paper
monitoring and enforcement questions in the corporatedelivered by Dr. Nash at the fourth annual conference
ethics program and forget about more uncertain issues suctf the European Business Ethics Network in London,
as use of competitive information, how hard you “sell” a England, that will he published in “Business Ethics in a
customer a discretionary product, what service claims youNew Europe,” edited by J. Mahoney and E. Vallance,
make now that your workforce has been cut back, how faKluwer, Netherlands 19927

ETHIKOS May/June 1992 /11



Nurturing: How Branch Electric transforms
Its truckers and warehouse men into managers

A question for the 21st century: In an increasingly 5p.m.ontheirowntime, after aregularwork day that begins
competitive global environment, how does the U.S. keepat 6 a.m. These are people employed in the company’s
high-wage assembly-line type jobs from fleeing to devel- warehouse, counter sales, or clerical support staff.
oping countries, like Mexico? Workers receive credits for taking the courses. When

The answer is training, says Foster C. Smith, senior vicehey get 40 credits, they earn a $500 education bonus. This
president of the National Alliance of Business, based inusually takes between one and a half and two years.
Washington, D.C. Skills must be upgraded “so the workis ~ Money is not the real motivation for those involved in the
worth $15 or $16 an hour.” volunteer program, says Levering, who holds a PhD. in

Smith, co-author of the bodRebuilding America’s  education. Most participate so they can gain alarger picture
Workforce has warned of “serious trouble ahead unlessof the company. A woman who works in accounts receiv-
the business community, with the help of government, buildsable wants to know what the parts numbers on the invoices
a system to nurture and train the vast majority of youngthat she handles every day mean. In-house telephone
Americans who go into the workplace without college salespeople wantto know more about the products that they
degrees so they can get better jobs with better pay.” are selling. “What is a connector? What does it do?”

He points to large companies that have taken theOverall, about 50 percent of the firm's employees par-
training message to heart, including Xerox, Kodak, andticipate in the program, says Levering.
above alt Motorola, which “ten years ago realized that in
order to survive, it had to enter into worker upgrading.”
Motorola even created its own “university” to improve the
basic skills of its workers.

‘No choice
Why did the company enter into such a program? “We
had no choice,” answers Charles Steiner, the company’s
chairman. The fact is that the nation’s schools—elemen-
Little higher education tary, middle, high school—“are doing alousy job” preparing
But not only large corporations are taking the plunge. people for the work world, he says.
One smaller firm that engages in continuous training is  “It started with a sense of loyalty to the employees who
Branch Electric Supply Co., a wholesale and retail dis-are loyaltothe company,” explains Levering. The ideawas
tributor of electrical supplies based in Upper Marlboro, to “develop people so they could continue to grow as the
Maryland. The company has about 325 employees and $116ompany grew.” The firm expects to double in size in the
million in annual sales. next five to ten years. “The only way to do that is to prepare
Few of Branch Electric’'s managers have college de-the workforce for that kind of growth.”
grees; most began in unskilled positions at the company. Thus, the 27-year old manager who runs the company’s
Eighty percent of the firm’s store managers, for example,central distribution center began working at the company
began as truck drivers or warehouse workers, according tevhile still in high school, on awork study program. He went
Susan Levering, the company’s director of human re-to work at Branch Electric full-time after graduation,
sources. Almost all of them are the product of the com-working in sales. Now he supervises 72 people.
pany’s in-house training programs. Is such a program expensive? “It's expensive if you
Ninety percent of these programs are taught by Branchook at it in terms of dollars spent,” answers Steiner. But he
Electric’s own people, which helps keep down costs. If theis convinced that it translates to better results at the bottom
company wants to teach a class on transformers, they askine, although he admits that the company has not done
Who are our best-educated people in this area? Those irspecific studies linking training with productivity. “We're
house experts then work with Levering and staffrey concerned with morale,” adds Levering.
can teach the classes. Many workers attend the classes at The company realizes that if it runs a Wednesday
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afternoon class for supervisors, there is going to be a storprogram that has the effect of changing the socio-economic

(or stores) that is one person short. But they take it as &ituation of people. People who have just finished high

matter of faith that the firm will have a payoffinthe long run. school now are able to send their children to college. In that
“When we send someone to a two- or three-daysense, the program has an ethical component.”

seminar, we know that money is coming backinashorttime.  Foster Smith applauds Branch’s efforts, noting that “it's

It's not a cost, but an investment,” says Levering. more difficult to convince small businesses to dedicate the
Overall, the company has less than a 10 percent annuagsources for this.”

turnover rate, and most of that is in the first three months.  He emphasizes that the reality of global economics
Isthere an ethical componentto all this? “On an overalltoday is simply: “If you're not better educated than a South

scale, our goals as humans are to improve the lot of théorean, you're not going to get paid better than a South

people around us,” says Chairman Steiner. “This is aKorean.” [

Gambro case. . . Continued from page 9

attorneys will always ‘do the right thing’ because the law employer hasto do X to comply with the law, but I think that
says that they must,” wrote Freeman. “However, my just goes with the territory of being a lawyer.” He adds that
knowledge of human nature, which is not much greater thaawyers’ salaries are relatively high, and unemployment
the average layman’s...is more than sufficient to dispelamong attorneys is low.
such a belief. “Roger Balla is one of those unemployed,” counters
“As reluctant as | am to concede it, the fact is that thisAmos, who adds that corporate attorneys “often can’t go
court must take whatever steps it can, within the bounds obut and practice law as private practitioners when they are
the law, to give lawyers incentive to abide by their ethical 50 or 55. It's not that easy in today’s market to get another
obligation, beyond the satisfaction inherent in their doing job.” As for the high salaries, “Are you saying the retaliatory
s0.” discharge statute doesn’t apply if you're making more than
‘Excruciating case’ $20,000 or $30,000 a year?

“It's an excruciating case for employed lawyers,” Was the court insensitive?
observes Daniel Reynolds, a law professor at Northern  In Professor Reynolds’ view, the Court’s decision
lllinois University who has written extensively aboutwrong- “isn’t sensitive enough, or responsive enough, to the reality
ful discharge cases. “It's part of the continuing debate aboubf employed lawyers. It uses a standard of ethical discourse
lawyers who are full-time employees of corporate clients.” that was developed for lawyers in standard practice.”

According to Balla’ s attorney, Alan A. Amos, the court He agrees that a corporate attorney appears to be a
said, “since he’srequired to do it [by his professional code],“different animal” from lawyers in private practice. “They
he should do it, and it’s at his own risk.” have only one client. It's their livelihood.”

Steinberg insists on the primacy of the attorney-lawyer  The larger issue is what courts think of the tort of
relationship. “A fundamental right of the attorney-client retaliatory discharge, says Steinberg. “In Illinois the court
relationship is the client’s right to fire the attorney, when- was clearly sending the message that it wanted the tort of
ever,” he saysin aninterview. “Nothing should be used thatretaliatory discharge pulled back. But this will vary state by
might dampen that.” state.

But Amos replies that in corporations today, there is “Thelawis stillunsettled in lllinois as to how courts will
really no separate client relationship. “These guys are reallytreat whistleblowers.” It has been Steinberg’s experience,
hirelings.” In any event, where there is intent on the client’sthough, that contingency lawyers—the lawyers who typi-
part to commit a crime, that's not privileged,” says Amos. cally take whistleblowing cases—"are now much more
It has to be reported. “I have an obligation to do that, underconservative as to the sorts of cases that they will take.”
the law and as a human being.” In any event, “It's not a closed issue,” adds Reynolds,

Steinberg concedes that “there will be cases wherevho notes that the Minnesota Supreme Court recently
attorneys are unfairly discharged because they say adecided a similar case rather differently.
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REVIEW

‘If no man will relieve
him, let him die In
the name of God’

By Loren Singer

Strategic Bankruptcy: How Corporations and Creditors Use Chapter XI To TheLé c
Advantageby Kevin J. Delaney, University of California Press, 1992, 213 pages. trateglc

Hammurabi, who “established law and justice in the land” forty centuries agp,an_kruptCIeS are a
considered the plight of debtors who had suffered losses through no fault of their ogtrain on the so-
Those whose Iands were inundated or afflicted by drought were granted relief from inte@Fé_L economic
payments to their creditors for the year.

By the middle of the seventeenth century in England most avenues of refuge f(ﬁ@d moral con-
debtor had been cut off. What remained was prison, “where he must live on his own, oggpaints that are
the charity of others; and if no man will relieve him, let him die in the name of God.”

Debtors and bankrupts who could not meet their obligations were regarded as aspé%%ppose_d to t_)e
offelon, weak, morally flawed, and condemned not only by lenders but by some theologiff€Sent 1n enllght-
as well. And on through the 19th and 20th centuries, the threat or the probability of defsfied times like our
was a popular plot device in works by Dickens, Thackeray, and Balzac, among others.

Balzac compared bankruptcy to “a state of civil death.” own, argues the

In his book Kevin Delaney recounts the rules of engagement between debtors author.
creditors, advantages won and advantages lost by one group or another according to the
economic, social, and even philosophical attitudes of the time,

Five major acts

Having provided this background, he includes a brief history of U.S. bankruptcy law.
However complex the cases now dealt with in the courts, however lengthy the litigation and
weighty the transcripts, the statutes themselves are few. There have been but five major
acts, and several were quickly repealed. One such statute dealing with voluntary
bankruptcy was introduced in 1841 to allow for the discharge of debt. Before it was
repealed after one year, 32,000 applicants received some relief from their obligations of a
total of 33,700 who filed. To the general body of creditors, this was obviously intolerable.

U.S. law did not include corporations until 1867, and their discharge from debt was
tightly controlled by consent of creditors. In 1898 a new statute appeared and remained in
force for 80 years. It was the first to involve a new concept: whether it was in the national
interest to resuscitate a business and conserve property for the benefit of both creditors and
debtors, “since forced sale in a time of depression constitutes loss to the nation...”

Historically, there was and is still, obviously, a correlation between the passage of $dgh Singer is the author dhe
legislation and the conditions prevailing in the economy. Thus in 1938, during the Neasallax Vienand other novels. His
Deal’s attempt to ease the effect of the Depression, the Chandler Act appeared, me ?&ﬁcﬁgag‘giﬁ?fv‘f;f‘éb'ggfﬁ
offer a “fresh start” for business rehabilitation. There were three classifications providegy. mr. Singer is book review
Chapter X, for reorganization and recapitalization under a court appointed trustee; Chapier ofethikos.
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XI, which kept management in place to make arrangementsgement employed in the lengthy and complex process
with unsecured creditors on indebtedness; and Chapter Xlladded vast expenditures. There are a number of examples.
for settling secured debts. Most troubled businesses preSkadden. Arps, the large New York law firm, had no
ferred Chapter XI, since it left management in place, butlawyers working on bankruptcy in 1979; in 1987 there were
during the 40s and 50s, the SEC often challenged suchfiling22 who “played a leading role in developing novel legal
in order to protect “the public interest”; by the 60s and 70sarguments.” Another law firm in the Texaco case had 60
that practice ended. lawyers in its bankruptcy department—almost 15 percent
In 1970 Congress commissioned a Brookings Institutionof the attorneys in the firm. The procedure was no longer an
study of the bankruptcy process in the belief that a massivargument over the recovery of sometimes paltry sums; it
increase in declarations since World War |l threatened thenad expanded into protracted conflicts in board rooms,
U.S. credit economy—at least, according to commercialcourt-rooms and Congressional hearing rooms.
creditors. Familiarly, thousands of pages oftestlmonywereShades of Alice in Wonderland

e e ASeorc, _ Even hose mostknowiedgesble, judges, found
born out of the’mistaken belief that bankruptcy rates weree.S sary o adm|t'the absurdity of some of their own conclu-
rising. They were, but not business bankruptcies. Thus “thes when defining assets, valuing them, or estimating a

' ' . ' uture “earnings stream.” One remarked “I don’t think that
legal changes ended up causing the very problem that th

» yone can predict what is going to happen tomorrow,
new code was supposed to address.” Between 1978 and, i LT "
1987, business fiings rose by 150 percent, with a 600 hich makes this thing like Alice in Wonderland.” Another

ercent increase in Chanter X| declarations. An anal S.Srequired to value oil that had not yet been found in Canada
P : : P : : y Isaid,“Ifixtheexactamountat$96,856,850,Which of course

Iswgested;?stllgigercent were due to the broadening ofthlg a total absurdity...but for the lawyers that want me to
i Sizséf the new éode revious chapters were consoli-make that fool estimate, | have just made it
' P b Paradoxes abound. Manville, which had previously

qna;ttgtd tlerét?o:?e .‘Q’(;gg:fn_(;]s%pt;; s)ils ar?gcgrtl?p?;ayl'[le\r,v)zs found itself unable to make any estimate of the costs of its
INStitu Iquiaation, ’ Ignit Y: p settlement of class action suits on behalf of asbestosis

authorized continuing control by management,unlesstherg/ictims suddenly offered a figure just weeks before its

Olflgssshr()):,:\?e?ni?o? a trustee Is necessary” for preservauor}i”ng: $2 billion, asum ju_st ab_out eql_JaI to company assets.
' When Continental filed, it had in cash and accounts
Three ‘strategic’ bankruptcies receivable over a quarter of a billion dollars, more than

Having completed his matrix with its historical, moral, enough to continue in business without protection.
and social aspects, Mr. Delaney chooses three cases of The Texaco maneuver was precipitated by a remarka-
“strategic” bankruptcy to examine in these terms. It is hisbly disingenuous view of its attempt to spirit Getty and its
belief that Johns-Manville Corporation’s declaration was anresources away from Pennzoil—on the part of the jury that
avoidance of court-ordered guarantees of compensation foheard the case. The panel, convinced that when an agree-
the victims of asbestosis, the Continental Airlines filing a ment is reached and handclasps are exchanged, a contract
means of nullifying negotiated union contracts, and Tex-is in existence between two parties, thought the penalty for
aco’s move a way to force Pennzoil Company’s accep-betrayal of such a principle so awful an act that it awarded
tance of negotiation and the payment of a smaller sum thaennzoil $10.3 billion. This brought about the largest bank-
awarded that company by a Texas jury after Texaco’sruptcy in history, a record that may not long endure if the
machinations involving Getty Oil. strategy retains its attractions.

It is his conclusion that none of these suits served the  After the damage award had been whittled down to $3
rights and interests of all parties well. Nor did the resultsbillion, the newly flush winner was advised to borrow
bring about any remarkable improvement in the U.S. econ-against the cash to come so that the whole bundle invested
omy or in the stabilization of credit markets. atone time would not cause money marketrates to be driven

Certain groups did benefit. In all cases managementddown causing “market tumult.” For its part, Texaco had to
retained its rights, privileges and salaries, and maintainegeek a “bridge loan” in order to forward its payment.
control of its company. The corollary services that man- Mr. Delaney has furnished a restrained analysis; there
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. are supposed to be presentin enlightened times like our own.
The law firm Skadden, Arps had No  His tone is more sorrowful than angry at the maneuvers he

Iawyers Working on bankruptcy in has chronicled with such care. For this is a time in which

. prudence, careful management, and responsible and ratio-
1979’ In 1987, there were 22. nal dealings with all of the stakeholders in a business do not

have a high priority. Increases in these cases of strategic
is no doubt about his opinion that strategic bankruptcies ardankruptcy thus promises to harm all of “the more vulner-
a strain on the social, economic and moral constraints tha@ble and less organized groups in our sociéty.”

Northrop Corp. ...Continued from page five — Communication Plan (which illustrates a month-by-
month, two-year time line of actions and events sched-
when they differ from their own). uled to reinforce the Values).

— Northrop Open Line (which is like a hotline).
Standards of Business Conduct (which details compli-
ance elements).

Leadership Conference update (a newsletter that

Appraising performance
Though the personal evaluations are confidential, the

Values and the Leadership Inventory serve a second

purposeinthe delivery of performance appraisals. Northrop’s ™ : : _

revised appraisal process requires employee’s perform- provides t_lps and reminders to those who attended the

ance to he measured against seven factors, such as team- Leadership Cor_1ference).

work, interpersonal relationships, and leadership. T \(alues Integration Team_(a group of 15 repr_esenta—
The first factor on the list, though, is business conduct. tives from separate functional areas who brainstorm

There employees are rated under two categories: 1) align- f‘bOUt ways to translate values into actlo”n). L
ment with the “behaviors” and Values, and 2) compliance ~— Whef‘_to Challepge, Whe’.‘ to Sl_Jp_port gwdellne_s
with business practice standards required of defense con- (sp_ecmc suggestions to assist decision-makers facing
tractors. ethl_cgl challenges).

As with standard performance evaluations, an em- "~ fohmes aT‘d Procedures M?n_ual.
ployee’s rating directly affects his or her compensationand ™~ When Thmgf Went Wrong” video. .,
career potential. Northrop managers are currently under-—— A proposefi Northrop Knowledge” game (tp test
going specially designed training in values-oriented coach- emplo_yees awareness of the Values, behaviors and
ing and feedback to enable them to accurately evaluate their compliance issues.)
subordinates under the two categories. An uncommon experiment

While the program may appear complicated, after the  From the beginning, Peterson and her team knew that
initial investment, Peterson explains, “the work has beena successful program would need the help of other Northrop
and will be well worth it. The top managers have beensectors, such as communications, auditing, and human
excited to respond to people’s requests about values—it hagesource development. By seeking and acquiring support
motivated them to find out how to do ethics better, and atfrom these departments ahead of time, the Ethics and
each point in this unfamiliar process when we would reachBusiness Conduct office minimized the possibility that
a new level, the next step became obvious.” organizational barriers would thwart the program’s goals.

Those “next steps” reveal additional elements of Northrop’s uncommon experiment in emphasizing val-
Northrop’s ethics effort. Beyond the Values, Leadership ues over legalistic rules makes it arare exception among the
Conference and Leadership Inventory, coaching and feedmore usual by-the-book ethics programs in the defense
back training, confidential evaluation mechanism, and en-industry. As corporate ethics consultants—and many orga-
hanced performance appraisal process, other componentsizations—have learned through trial and error over the last
of Northrop’s program include: 15years, programs based solely on compliance training and
— Mission statement rule books erroneously labeled “Codes of Ethics” often
— Vice Presidents Task Force (a vital link between the suffocate the positive aspects of corporate ethics, and

corporate program and line management operations)sooner or later failJ
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