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5.3.6: Ethics, Corporate Culture, and Compliance

&b Learning Objectives

1. Understand the differences between values-based ethics and compliance in organizations.

An organization’s culture is defined by the shared values and meanings its members hold in common and that are articulated and
practiced by an organization’s leaders. Purpose, embodied in corporate culture, is embedded in and helps define organizations. Ed
Schein, one of the most influential experts on culture, also defined organizational corperate culture as “a pattern of shared tacit
assumptions learned or developed by a group as it solves its problems of external adaptation and internal integration that have
worked well enough to be considered valid and, therefore, to be taught to new members as the correct way to perceive, think, and
feel in relation to those problems.”3®

As Exhibit 5.6 illustrates, culture plays an important integrating role in organizations both externally and internally. Strategy,
structure, people, and systems all are affected by an organization’s culture, which has been referred to as the “glue” that holds an
organization together-3?
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Exhibit 5.6 Role of Culture in Organizational Alignment (Attribution: Copyright Rice University, OpenStax, under CC-BY 4.0

license)
Leadership, in particular, as stated earlier, exerts a powerful influence, along with other factors, on culture. Schein noted that
“culture and leadership are two sides of the same coin and one cannot understand one without the other.”*® Culture is transmitted
through and by (1) the values and styles that leaders espouse and practice, (2) the heroes and heroines that the company rewards
and holds up as models, (3) the rites and symbols that organizations value, and (4) the way that organizational executives and
members communicate among themselves and with their stakeholders. Heskett argues that culture “can account for 20-30% of the
differential in corporate performance when compared with ‘culturally unremarkable’ competitors.”*!

While subcultures develop in organizations, the larger organization’s culture influences these, especially with strong leaders and
leadership teams who set the tone at the top and communicate expectations and performance standards throughout. Other factors
that indicate and help create a strong ethical culture include the following, which are based on the reputable assessment firm
Ethisphere’s experience.*?

An organization models and communicates compliance standards through its values; employees are informed of and familiar with
the assets and efforts of the compliance and ethics function.

e The culture sets “enduring and underlying assumptions and norms that determine how things are actually done in the
organization.”*3

e “Organizations can effectively identify specific locations, business units, job levels and job functions that may lack a full
understanding of available resources, feel unwanted pressure, or perhaps hold negative perceptions.”

e Companies and investors believe a company behaves and acts ethically.

o Employees are aware of the conduct, values, and communications of senior leaders.
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o Employees are engaged and committed, and organizations regularly survey employees to get a sense of their engagement.

o Employees feel “less pressure to compromise company standards to achieve company goals. And if they do observe
misconduct, they are more likely to feel comfortable reporting it.”

o “Employees perceive the ethical priorities of their coworkers, the values of their organization and willingness to share

opinions.”**

Compliance and Ethics

As the section above indicates, both a values-based and compliance approach are necessary elements of maintaining an ethical
corporate culture. Ethics has been characterized as “doing the right thing” and serving as a motivational force that influences
professionals’ values—resembling a “carrot” approach to professionals’ behaviors. Compliance is related to influencing behaviors
to act in accordance to the law or face consequences—referred to as a “stick” approach. Studies show that ethical and compliance
approaches are interrelated and work best to motivate and sustain lawful and ethical behavior in organizations.*>

One law in particular set a new baseline of accountability for CEOs and CFOs (chief financial officers): the federal Sarbanes-Oxley
Act of 2002, 2010. This law was the first following the Enron scandal and other corporate scandals that placed constraints and
issued punitive measures on CEOs and CFOs who could be punished if they knowingly and willingly committed fraud and other
crimes. Several new sections of that law also signaled a change in corporate leaders’ responsibilities and liabilities; for example,
the law “[e]stablishes an independent public company accounting board to oversee audits of public companies; requires one
member of the audit committee to be an expert in finance; requires full disclosure to stockholders of complex financial
transactions: requires CEOs and CFOs to certify in writing the validity of their companies’ financial statements. If they knowingly
certify false statements, they can go to prison for 20 years and be fined $5 million; -Prohibits accounting firms from offering other
services, like consulting, while also performing audits” (Federal Sentencing Guidelines, 2004). There are other parts of this law that
that further establish compliance regulations.*®

Because of the widespread corporate scandals discussed at the beginning of the chapter, the U.S. Congress implemented legal and
compliance standards to curb and discourage illegal activities in corporations. While self-regulation will always play a major role
in corporations’ “doing the right thing,” compliance has proven to be a necessary but not always sufficient element of corporate
governance. Ethics continues to complement compliance, especially since the law cannot, does not, and will not cover every aspect
of potentially harmful behaviors. Ethical dimensions and practices such as transparency, privacy, honesty, objectivity, integrity,
carefulness, openness, respect for intellectual property, civility, confidentiality, accountability, responsible mentoring, and respect
for colleagues are all necessary to motivate organizational behavior.

Ethical values become “actionable” in corporations by corporations first becoming aware of and then assuming responsibility for
the corporation’s duties toward its stakeholders and stockholders. Social responsibility as a concept originated in 1953 when
Howard R. Bowen, known as the “father of corporate social responsibility” (CSR), referred in a book to the “Social

Responsibilities of the Businessman.”*”

? Concept Check

1. In what ways do law and compliance complement ethics in organizations?
2. How does stakeholder management differ from stockholder management?
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