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This chapter discusses the basic concepts and
practices of responsible management. The respon-
sible business enterprise (RBE) aligns its manage-
ment practices with its core beliefs, standards, pro-
cedures, and expectations, supported by its business
ethics infrastructure. 

Understanding the Importance of Alignment

Core beliefs, standards, and procedures; reasonable
stakeholder expectations; and business ethics infra-
structure alone do not make an enterprise a responsi-
ble business. The essence of an RBE is that it consis-
tently improves its business performance, makes
profits, and increases the prosperity of its community
by meeting the reasonable expectations of its stake-
holders in pursuit of its purpose as an enterprise.

BUSINESS ETHICS PROGRAMS AND BUSINESS

PLANNING

Research and experience suggest that the most helpful
aspect of a business ethics program may be that it sup-
ports management practices that align enterprise
strategies and management practices with core beliefs,
standards, procedures, infrastructure, and expecta-
tions.1 A business ethics program is a fundamental
aspect of organizational development that provides
the foundation for other important aspects of business
planning such as a business plan, marketing strategy,
investment prospectus, and proposal for a strategic
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alliance. In all these instances, the enterprise must be able to demonstrate a
consistent theme in thought, communication, and action. Each of the five ele-
ments below, for example, should be based on the preceding ones and, ulti-
mately, on the core beliefs of the enterprise as developed in Chapter 5:

1. Mission
2. Goals and objectives
3. Strategies, programs, and action plans
4. Performance measures
5. Decisions and activities

In the case of a business plan, for example, all of the elements lead to an
integrated approach to the four components of a business plan: (a) descrip-
tion of the business, (b) marketing plan, (c) financial management plan, and
(d) management plan. A business plan not based on these elements would be
necessarily incomplete.

FUNDAMENTAL QUESTIONS

Three fundamental questions address the alignment practices of an RBE:

1. How can we ensure that we have the right people in the right places
while we pursue our purpose as an enterprise?

2. How can we encourage our employees and agents to follow our stan-
dards and procedures?

3. What do we owe our stakeholders when mistakes, misconduct, or mis-
understandings occur that involve our standards and procedures or their
reasonable expectations?2

Owners and managers can use Worksheet 12, the enterprise alignment
worksheet, to assist in answering these questions. 
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Alignment: the Ultimate Measure of
Success

Success for a business ethics program comes when the core beliefs,
standards, procedures, and stakeholder expectations desired by own-
ers and managers become an integral part of everything that owners,
managers, supervisors, other employees, and agents think, say, and do:
when core beliefs, standards, procedures, and stakeholders’ expecta-
tions become “the way we do things around here.”
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Getting the Right People in the Right Places 

Having the right people in place allows an enterprise to face a changing
world confident that it can succeed, regardless of the pressures its relevant
context might present. To accomplish this, management needs to attract the
right people, train them properly, position them well, and treat them fairly.
It also needs to see that the “wrong” people are not in a position to distract
the enterprise from pursuing its purpose and meeting the reasonable expec-
tations of its stakeholders.

HAVING RESPONSIBLE OWNERS, MANAGERS, AND SUPERVISORS

Emphasis on having the right people in the right places begins with owners,
managers, and supervisors. Responsible owners and managers need to be
people who embrace an RBE’s core beliefs. If an RBE’s purpose is to be a
global energy company, as at Royal Dutch/Shell, then they are passionate
about delivering energy on a global scale. If the enterprise’s values are
integrity, contribution to society, responsibility to customers and employees,
and the unequivocal pursuit of quality and excellence, those values naturally
guide everything owners and managers think, say, or do. If the envisioned
future of the enterprise is to become the company that most changes the
worldwide image of Japanese products as being of poor quality, as at Sony,
that is the owners and managers’ picture of where the enterprise is going and
their part in it.

Owners, managers, and supervisors set the tone for all that happens—
and does not happen—in their enterprise. Employees and agents watch to
see if they “pay attention to ethics, take ethics seriously, and care about ethics
and values as much as the bottom line,” as one recent study confirmed.3 Over
time, their behavior molds the organizational culture that orders “the way
we do things around here,” regardless of what the formal documents of the
enterprise might say. 

Owners, managers, and supervisors are in positions that have authority
and require discretion. The decisions they make and the activities they spon-
sor or condone involve great risk and opportunity for the enterprise. As a
result, mistakes, misconduct, or misunderstandings involving owners, man-
agers, and supervisors—especially senior managers—may have far-reaching
implications at all four levels of enterprise identity:

1. Compliance level. Prosecutors are far more likely to prosecute an enter-
prise for criminal misconduct if senior managers are involved; they are
more likely to find that the organizational culture of the enterprise is a
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factor, as well. In the United States, a disproportionate number of small
to medium-sized enterprises (SMEs) are prosecuted for misconduct.

2. Risk management level. Risk to the enterprise may be dramatically
higher if senior managers or those with substantial discretion are 
involved, often costing into the millions of dollars.

3. Reputation enhancement level. The damage to the reputation of the
enterprise, especially when senior managers are involved, may be 
irreparable. In recent years, for example, enterprises with household
names have ceased to exist or are struggling to recover from lapses in 
responsible business conduct at the level of senior management. Such
lapses are even more devastating for the SME closely connected to its
community, where word travels fast.

4. Value-added level. An RBE strives to add value to its community while
drawing on the resources of the community. If senior managers violate
the trust placed in them by an enterprise’s stakeholders, the enterprise
may never be able to repair the damage done to the trust, social capital,
or resources of the community.

What makes any person a “right person” for a particular enterprise,
then, are the responsible criteria of the enterprise itself: its core beliefs, its
established standards and procedures, and the reasonable expectations of its
stakeholders. Applying these responsible criteria to all hiring, placement,
and retaining decisions leads to consistency in action and fairness.

HIRING THE RIGHT PEOPLE

Where the responsible criteria of the enterprise are clear, owners and man-
agers can use people who exemplify the criteria to recruit and evaluate
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Anticorruption Practices

Enterprises should exercise due diligence in hiring employees and agents
who will be exposed to situations in which they may benefit through cor-
ruption, conflicts of interest, or undue influence.They should conduct
background checks and even inquire into applicants’ financial status to
avoid placing any employee into a situation he or she cannot resist.
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potential employees. By hiring people who embrace the responsible criteria
of an enterprise, owners and managers take a large step toward having an
effective business ethics program. It takes only one employee or agent to
destroy the reputation of an enterprise. Hiring the wrong people increases
the risk of criminal and civil liability and increases the costs of defending the
enterprise or correcting any harm done. All of these risks adversely affect the
prospects for improving business performance, making a profit, and increas-
ing prosperity in the community. In some cases, as recent examples in Asia,
Europe, and the United States, have shown, the bad acts of a few employees
(often senior managers) can bring an enterprise to near financial ruin.

To exercise due care, an enterprise must balance the reasonable expecta-
tions that applicants, employees, and agents have that an RBE will respect
their privacy as individuals. Depending on the applicable employment pro-
tection laws, an RBE may screen prospective employees. Owners and man-
agers should carefully research what screening processes an RBE may use in
considering applications. 

Owners and managers should also exercise due diligence in selecting
their strategic alliances, the entities with which they merge, the entities they
acquire, their joint venture partners, and their suppliers and service
providers. See Appendix E for a sample supply chain management question-
naire, which one company uses to qualify its suppliers.
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Hewlett-Packard Company
“Supply Chain Social and Environmental Responsibility”

Supply Chain Social and Environmental
Responsibility

HP has had a long-standing commitment to social and environmental
leadership around the world. Our global and corporate citizenship com-
mitment is not only limited to what goes on inside our company walls
but also extends to our suppliers.We expect our suppliers to act as
responsible corporate citizens and take a positive, proactive stance
regarding environmental, occupational health and safety and labor issues.
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PLACING PEOPLE IN THE RIGHT POSITIONS

All enterprise positions are not the same as far as level of responsibility is
concerned. Owners and managers must take care to ensure that their people
are able to assume the level of responsibility that their positions demand. As
the level of responsibility increases, so too must the competency and respon-
sibility of the person occupying the position.

This is particularly the case if the position has substantial discretionary
authority, such as the high-level personnel discussed in Chapter 6: a direc-
tor, an executive, an individual in charge of a business unit or major function,
or someone with a substantial ownership interest. But this principle also
applies to other positions such as plant and sales managers and employees
who advise the public or have authority to set price levels or negotiate con-
tracts, especially for government contracts.

Where high-level personnel are involved in misconduct, the enterprise
itself is at greater risk. Government prosecutors, sentencing judges, the
media, and the public, which might be inclined to treat an isolated incident
of misconduct by lower-level personnel as an individual shortcoming, are
more apt to attribute the misconduct of senior personnel to the enterprise
as a whole.
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FIGURE 8.1
Observed Misconduct
by Actions of Top
Management



Moreover, the conduct of managers and supervisors is a key indicator of
the effectiveness of the business ethics program. As recent research displayed
in Figure 8.1 shows, where top management demonstrates four ethics-relat-
ed actions, only 15 percent of employees say that they observed misconduct.
The number climbs to 28 percent where management demonstrates fewer
ethics-related actions and jumps to 56 percent where top managers only talk
about ethics or take no action at all.4 (The four ethics-related actions are
talking about the importance of ethics, keeping promises and commitments,
setting a good example, and keeping employees informed.) 

Figure 8.2 shows that the outcomes are even more dramatic for supervi-
sors: only 17 percent of employees observed misconduct where supervisors
demonstrated all four ethics-related actions, but 35 percent observed mis-
conduct where supervisors demonstrated fewer ethics-related actions, and 70
percent observed misconduct where supervisors only talked about ethics or
took no action at all.5 (The four ethics-related actions for supervisors are
slightly different from those for top management: supporting employees
who follow ethics standards is substituted for keeping employees informed.) 

These associations between the ethics-related actions of managers and
supervisors and expected program outcomes held true for the following
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FIGURE 8.2
Observed Misconduct
by Actions of
Supervisors



outcomes as well: less feeling of pressure to compromise standards, more
satisfaction with management’s response to reported concerns, more sense
that managers and supervisors are held accountable, and more satisfaction
with the enterprise as a whole. Having the right people in the right places
is essential for an enterprise to be a responsible business enterprise. Figure
8.3 addresses employee satisfaction with the organization.

RETAINING THE RIGHT PEOPLE

Responsible people want to use their skills and knowledge in pursuit of a
purpose they value. Compensation is important, but the sense of being a
responsible member of a responsible enterprise has value in and of itself. As
one researcher noted, “The right people will do the right things and deliver
the best results they are capable of, regardless of the incentive system.”6

Having hired the right people, an RBE strives to assign them work they
find worthwhile and challenging. It is irresponsible to assign a person who
lacks the required capabilities to a responsible position.

Often the people most taken for granted are the good people who are try-
ing to do the right thing and succeed. Owners and managers must be alert to
practices that reward unscrupulous employees, while leaving conscientious
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FIGURE 8.3
Employee Satisfaction
with Organization by
Actions of Supervisors



employees feeling unrecognized and frustrated. Examples of this situation
abound: sales commissions based on total sales that do not account for cus-
tomer returns or complaints are but one. Managers who engage in “creative
bookkeeping” to meet enterprise goals or objectives—and are consistently
rewarded for their “performance”—are another.

DEALING WITH THE WRONG PEOPLE

From time to time, owners and managers make mistakes and hire or retain
someone who does not share the reasonable criteria of the enterprise. He or
she may be unable or unwilling, even with intense management guidance
and training, to follow enterprise standards and procedures or contribute to
meeting reasonable stakeholder expectations. 

When owners and managers make mistakes in hiring, an RBE does nei-
ther these employees, their fellow employees, nor the enterprise any favor by
having them remain in place. Where management’s commitment is clear,
employees and agents will often “self-select” themselves out of the enter-
prise. If they do not, owners and managers must take steps to remove them
from the enterprise. This task is not a matter of discipline, although enforc-
ing standards and procedures through discipline is one way to encourage
responsible behavior.

Often, the owner or senior manager is the “wrong person.” This situa-
tion is a particular challenge for those who rely on SME goods or services,
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Values

Defining who we are and how we are different from other companies is important to us.These values
define our differences and give meaning to our work.They begin to describe what we mean by the
“Herman Miller Way.” Our future depends on how well we live out these fundamental values. As we do
business in an increasingly competitive environment, will our deeds match our words? We believe that if
these values become second nature to us and guide our actions, we will deliver extraordinary value to our
customers. Moreover, if we make a meaningful contribution to their businesses and their lives, we will
flourish and thrive.
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Herman Miller Japan Ltd.
“A Different Kind of Company”



especially if the good or service requires the expertise of the owner. Large,
complex enterprises (LCEs) may lose a critical part of their supply chains.
Here, of course, the entire enterprise is at risk of being prosecuted or
debarred from preferred supplier lists. More often, the best employees and
agents seek employment elsewhere rather than have their livelihoods placed
at risk, if they have the chance.

Sometimes other stakeholders, such as suppliers and even customers,
may be the wrong people. As discussed in Chapter 9, it is responsible man-
agement to know your customer. See Appendix E for a sample supply chain
management questionnaire.

Encouraging Employees to Follow Standards and Procedures

Many management practices support responsible business conduct. These
supportive management practices fall in three categories:

1. Recognizing employee contributions
2. Rewarding ethical behavior
3. Punishing unethical behavior

NEED FOR RECOGNITION

The single most important thing that responsible owners and managers can
do to encourage responsible business behavior is to recognize the contribu-
tions their employees and agents make in pursuit of the purpose of the enter-
prise. Where managers have tasked employees with challenging work, they
should recognize and commend successful completion. Even failure, where
it is the result of a good faith effort to contribute, should be addressed favor-
ably, especially if the employee has learned something from it and has shared
the experience with other employees.

Performance evaluations are an important means of recognizing
employee and agent behavior. Core beliefs, standards and procedures, and
reasonable stakeholder expectations should be important elements of the
evaluation process. Employees will notice if owners and managers say these
are important but do not care enough to have reports on whether their sub-
ordinates comply with them. Managers and supervisors will also notice that
they are not evaluated on whether they promote the responsible criteria
among their subordinates.
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REWARD SYSTEMS

An important principle of management is that employees tend to do what is
rewarded. If managers want responsible employee and agent behavior that
meets standards and procedures and that contributes to meeting reasonable
stakeholder expectations, they should pay close attention to what they
reward. Few managers plan to reward unethical behavior, but many do. Few
managers plan to discourage ethical behavior, but many often do.

Commission schemes are the classic way that managers reward unethical
behavior and discourage ethical behavior. If a value of the enterprise is cus-
tomer service or excellence, the enterprise should aspire to customer satisfac-
tion. However, sales agents and their managers are often compensated not by
how well their customers are satisfied, but by how much product is sold. For
example, there are numerous instances of sales agents receiving large bonus-
es based on the volume of their sales, without regard for the number of prod-
uct returns or customer complaints (see Table 8.1). In one case, a sales agent,
knowing that he was being transferred to another region, colluded with cus-
tomers to order more products than were needed so that he would receive a
bonus that the agent following him would otherwise have received. It is obvi-
ous that this “reward system” discourages ethical behavior and encourages
unethical behavior.

Employees are quite skilled at finding out what is required for success in
an enterprise. Although a code of conduct may say that customer service is a
value, even one manager saying, “Do whatever it takes,” dilutes the message.
Sometimes the signal may be more subtle. For example, when an employee’s
success results from unethical behavior, recognizing his or her efforts can
lead to cynicism at best, and other employees joining in at worst.

There is much opposition to rewarding ethical behavior explicitly. First,
there is a widespread sense that one should not reward people for doing what
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TABLE 8.1 Compensation Scheme Comparison

Poor compensation scheme: Employees
paid a commission based on their sales irrespective of
product returns or customer complaints.

Good compensation scheme: Employees
paid a year-end bonus that requires reaching targets
of quality, customer satisfaction, and customer feedback
for product improvement set 9 to 12 months in
advance.

Ethical result: Employees may use any tactic nec-
essary to increase volume because this scheme rewards
quantity over quality. Such schemes can lead to low-
quality service, high product returns, channel stuffing,7
and in some cases fraud.

Ethical result: Employees are rewarded for focus-
ing on projects that produce long-term results. Such
schemes encourage employees to consider the big picture
and to work with other employees during their day-to-
day work life.



they should be doing anyway. Second, in organizational cultures that have a
strong group orientation, as discussed in Chapter 4, rewards to an individual
may be resented and may even make the individual uncomfortable. In such
cultures, a reward to an individual may disrupt the harmony of the group. 

The first point merits some further thought. As the sales bonus scheme
above reflects, managers often reward people for doing what they should
have done all along—in this case, selling products. What is the justification
for such incentives? Perhaps to spur employees beyond what would other-
wise be the minimum acceptable standard of performance. Here is where
rewards for ethical behavior make a lot of sense. 

If employees honestly fill out expense reports, as some authors suggest,
the behavior is so much the norm, that it makes no sense to reward it.8

However, consider the employee who reports an apparent violation of
standards and procedures for the welfare of the enterprise when other
employees do not. Without reports from employees who know what is
actually going on in the enterprise, owners and managers might learn of
problems too late to prevent serious misconduct or lessen the harm done.
Although reporting concerns may be expected of all employees, it is not
the norm in most enterprises. Substantial minorities of employees say they
would never report misconduct they observed to managers.9 Many others
are as concerned about retaliation from their peers as they are about retal-
iation from managers. 

Whatever the specific circumstances may be—and with due regard to
the organizational culture—ethical behavior that goes beyond the norms of
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Employee Reporting

It is every employee’s responsibility to:

Review not just the results of subordinate’s work, but how those results
were obtained.

Guardsmark LLC
“Guardsmark Code of Ethics”
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conduct in the enterprise should be rewarded. Rewarding employees for
reporting concerns makes a lot of sense if it is not the norm, and owners and
managers should plan for it. The reward may be as simple as recognition.
The reward may also need to be made in private. The behavior should cer-
tainly be reflected in performance evaluations. 

DISCIPLINE SYSTEMS

Recognition and reward are two means of encouraging employees and agents
to follow standards and procedures. But what should owners and managers do
when standards and procedures are violated? They need to take all necessary
steps to get the violator’s attention and to prevent further violations, up to and
including dismissal and reporting to law enforcement. They need to do this to
protect the enterprise and its stakeholders from further harm.

Take the example of a sales agent who earns bonuses through collusion or
by offering improper discounts. Fairness requires that the violator knew or
should have known that the choice or action was inconsistent with enterprise
core beliefs, standards and procedures, or reasonable stakeholder expecta-
tions. It is not fair to discipline an employee or agent for violating norms he
or she had no reason to know existed. Fairness also requires that the employ-
ee or agent be given the opportunity to explain his or her actions. The disci-
pline, if any, must be proportionate to the offense and legally administered.

But fairness is a concept that has a broader application. It is not fair to
the enterprise or its stakeholders, including fellow employees, to fail to
enforce standards and procedures. First, irresponsible behavior does not
help other employees meet the reasonable expectations of stakeholders.
Second, a single act of misconduct may result in prosecution of the enter-
prise, civil claims, loss of reputation, and removal from preferred provider
lists and strategic partnerships. Finally, if environment, health, and safety
standards and procedures are violated, the welfare of other employees and
the community is put at risk.

Allowing standards and procedures to be violated with impunity sends a
powerful message. When managers fail to enforce their own standards, they
signal that they do not believe in those standards. Moreover, there is no rea-
son why stakeholders should believe that the one violated standard is the
only one in which managers do not believe. The whole set of values may
come into question because of one failure to act. 

Such questions arise particularly where employees perceive a double
standard. Recent research suggests that employee perception of a business
ethics program as primarily protecting owners and managers is the single
most harmful factor to the prospects of the program’s success.10 If ordinary
employees are punished for violating a standard but senior managers are not,
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the entire business ethics program may be regarded as simply one more way
to protect owners and managers. 

One final consideration is to avoid the temptation to punish all employ-
ees for the violations of some of them by setting new standards or proce-
dures. Often, if managers are uncomfortable with confronting an employee
or agent about his or her behavior, they instead admonish the group as a
whole or establish another standard or procedure designed to encourage the
desired behavior. 

Dealing with Mistakes, Misconduct, or Misunderstandings

Despite the best efforts of owners and managers, sometimes things go
wrong. Even the most responsible business enterprises make mistakes.
Standards and procedures will be violated, and reasonable stakeholder
expectations will be dashed. Owners and managers deal with these chal-
lenges. In the words of one author, “they don’t kid themselves.”11

Owners and managers need to plan for mistakes, actual misconduct, and
stakeholder misunderstanding of the enterprise’s decisions and actions. At a
minimum, they need to establish standards and procedures for dealing with
such matters. Managers should be trained on how to exercise crisis manage-
ment. And when something goes wrong, owners and managers need to
determine what happened—and why. They need to determine what steps to
take to mitigate further harm or exposure: corrective action, restitution, vol-
untary disclosure, or any number of other remedial actions to compensate
harmed stakeholders or prevent further violations.

Moreover, stakeholders that have been harmed by an enterprise’s mis-
conduct expect that they will be informed of a violation of standards that
affects them, as well as that all harm done will be corrected, if possible.
Failing to meet those expectations sends an undesirable message from own-
ers and managers: Our core beliefs are negotiable. Our standards apply only if they
are not too costly. Failing to meet the reasonable expectations of our stakeholders is
acceptable, if we can avoid getting caught.

DEALING WITH MISTAKES AND FAILURES

In many offices, one will find a sign that reads “To err is human, to forgive
divine—neither of which is the policy of this company.” However, an RBE
recognizes that the employee who never fails is probably not contributing his
or her fullest in pursuit of the enterprise’s purpose. Much can be learned
from failure, provided that the effort was intended to achieve enterprise ends
and that the means were well chosen and within enterprise boundaries. 
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In one plant where a
number of employees
were consistently late,
the supervisors gave lec-
tures nearly every day to
the team as a whole
about the importance of
being on time. Eventually,
they began to demand
that employees arrive
early just so that the late
ones would be “still late,
but on time.”

This practice was consid-
ered unfair by the respon-
sible employees and was
ignored by the irresponsi-
ble ones, who continued
being late.

What does this tell us
about the culture of the
enterprise?

You Decide
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An RBE fosters an environment in which the creativity and enthusiasm
of its employees and agents are encouraged even in the face of mistakes and
failure. There is no surer way of preventing creativity than to punish
employees for mistakes made in good faith. 

The policy statement in Box 8.1 affirms management’s commitment to
expect the best from employees and agents while providing responsible cri-
teria for evaluating their choices and actions. It reinforces the responsibility
that employees and agents assume: to make responsible choices and to take
responsible actions to achieve the ends of the enterprise. It is also a liberat-
ing policy, which tends to free employees and agents from the fear of unfair
criticism or punishment if they make mistakes or fail. 

A responsible response to mistakes of employees includes an evaluation
of what happened, and why. It includes a sincere effort to learn from mis-
takes or failure. Managers may need to modify the standards and procedures
that failed to prevent the misconduct. They may choose to retrain or edu-
cate the employee or other agent, or they may reassign the person, especial-
ly if that person is in a position that has substantial discretionary authority. 

DEALING WITH MISCONDUCT OR SERIOUS HARM TO STAKEHOLDERS

It is important to distinguish mistakes from misconduct. Misconduct is
intentional, negligent, or reckless disregard for the core beliefs, established
standards and procedures, and reasonable expectations of the stakeholders of
the enterprise. It also involves violating standards or procedures, including
the admonition to obey the letter and spirit of the law. 

For example, it is no excuse that a choice or action, such as bribing a gov-
ernment official to make a sale, might contribute to achieving the financial
ends of the enterprise in the short run. First, it is not clear that making sales
through bribery ever contributes to the welfare of an enterprise in either the
short or the long run. Bribery often benefits only the employee. Second,
owners and managers set the standard precisely because they decided that

Employees and agents are expected to accept full responsibility
for their decisions and activities on behalf of the enterprise,
but management will support choices or actions applying the

standards and procedures of the enterprise in good faith, even
if they result in mistake or failure.

B O X  8 . 1

MODEL POLICY STATEMENT



bribery raises an unacceptable risk to the enterprise. To fail to enforce the
standard is to accept a risk that they had determined was unacceptable.

Owners and managers respond to misconduct in the same way they
respond to a mistake—by evaluating what happened and why. This response
includes a sincere effort to learn from what went wrong. In addition, the per-
petrator may be disciplined or terminated as the law permits. 

When the misconduct is a violation of law or a stakeholder is seriously
harmed, a number of other steps must be considered.

Voluntary Disclosure

When an employee or agent violates the law on behalf of the enterprise,
both the individual and the enterprise may be open to prosecution. As a mat-
ter of responsible policy, owners and managers must consult with local coun-
sel regarding the advisability of voluntary disclosure to the government.
Voluntary disclosure is not an easy step to take if it appears that the govern-
ment is unaware of the violation or if the rule of law is not the norm. There
are good reasons in most economies, however, for an RBE to establish a pol-
icy of voluntary disclosure. 

First, employees need to know what the policy is and how seriously
owners and managers take their admonition to obey the law. Without such
clarity, owners and managers may be encouraging a pattern of misconduct
from which they will be unable to escape. Second, in many jurisdictions,
voluntary disclosure will be treated as good corporate citizenship, and pun-
ishment may be limited to the individual alone. In some places, the law of
a jurisdiction mandates disclosure and lack of disclosure is a separate vio-
lation. In other places, the government promises more lenient treatment if
disclosure is voluntary. 

Finally, the risk of prosecution and harsh penalties against the enterprise
often increases dramatically if the government discovers the violation and
learns that the enterprise concealed it. 

As two authors note, there are a number of potential dangers in fail-
ing to voluntarily disclose a violation: if the government discovers a viola-
tion, damage to the credibility of the enterprise may be irreparable.
Government agencies are more likely to prosecute if the government dis-
covers a violation. The failure to disclose is more likely to be seen as a
cover-up, perhaps to protect senior management. If a subsequent violation
occurs, the failure to disclose may be used against the enterprise at the
later trial. The authors conclude, “Accordingly, even where the [enter-
prise] believes that the government is unlikely to eventually discover the
violation, it is often in [its] best long-term interest to report the violation
to the government.”12
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Where the rule of law is not the norm, owners and managers must care-
fully examine the relevant context of the enterprise in establishing its policy
and seek professional advice. There are situations, to be sure, in which vol-
untary disclosure will simply open the enterprise to more administrative cor-
ruption. Nevertheless, owners and managers must also consider the organi-
zational culture and the effect that failing to take responsibility for miscon-
duct will have on the attitudes of employees. 

Where extortion by agency officials can be expected when an RBE
reports its’ misconduct, it is important that an RBE not deal with this situa-
tion in isolation. If extortion is expected, owners and managers should plan to
work with trade associations and nongovernmental organizations (NGOs) to
reduce their exposure. Since a primary tool in the fight against corruption is
transparency, trade associations and NGOs can support enterprises that vol-
untarily disclose their misconduct by issuing their public statements target-
ing the offending agency or by otherwise bringing pressure to bear on the
agency to reduce extortion. In a climate of such intense attention, especially
media scrutiny, an RBE may be less vulnerable to agency extortion. 

In any event, responsible managers must establish a policy to govern
how they will deal with misconduct before it happens, when their judgment
is clearest. In this way, they can identify gaps in capability. In addition to
developing a crisis action plan, for example, owners and managers may iden-
tify a critical need for a spokesperson or adviser on media relations. 

COOPERATION WITH THE GOVERNMENT

Accepting responsibility and voluntarily disclosing misconduct to the gov-
ernment may be followed by a government inquiry or investigation. Or the
government may make unannounced visits to the enterprise. Responsible
managers establish policies to address these contingencies and set proce-
dures for employees and agents to follow. 

How the enterprise responds to government requests has potentially seri-
ous legal implications. Responsible managers will establish a policy that governs
how the enterprise will respond to government requests. Such a policy supports
employees and agents in making the responsible decision to cooperate. 

The standards and procedures should be developed with legal counsel
familiar with the laws and practices of the jurisdictions in which the enterprise
does business. If there is substantial potential for government investigations,
audits, or compliance visits, owners and managers should ensure that respon-
sible employees are identified and that their responsibilities are clear. Whom
they should contact for advice, including legal counsel, should be clear as
well. Having such policies and procedures helps ensure that employees act
responsibly and avoid mistakes that may be costly to the enterprise.
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Corrective Action

As a general principle, an RBE takes all appropriate steps to cure any harm
it has caused stakeholders. These steps include compensating victims, stop-
ping operations, recalling products, restoring the environment to its previ-
ous condition, and taking steps to prevent future harm. The enterprise may
undertake community service to repair the harm caused by the misconduct.

Where further harm can be predicted, such as health problems that can
take decades to manifest themselves, an RBE may set up a trust fund for
stakeholders damaged by its misconduct.

HANDLING MISUNDERSTANDINGS AND OTHER CRISES

Sometimes a crisis is not of the enterprise’s making. What does an RBE do
when accused of shortcomings it did not commit? Responsible management
works through such misunderstandings. The general principle is to learn
how to pursue the enterprise’s purpose and meet reasonable stakeholder
expectations by engaging stakeholders when appropriate. 

For example, in a famous case in the United States in 1982 involving the
pain remedy Tylenol, the manufacturer, Johnson & Johnson, was faced with
seven deaths linked to adulterated Tylenol capsules. It chose to avoid risk to
its customers, consumers, and reputation by removing millions of dollars of
the product from the market. 

During an intense period of information gathering and deliberation,
two independent management teams considered as many as 150 alterna-
tives for dealing with the crisis. Managers took the dramatic step of recall-
ing 31 million bottles, which cost the enterprise more than $100 million.
Johnson & Johnson redesigned the packaging of its product, and just six
weeks later Tylenol was back on the shelves. Eventually, it recovered and
even increased its market share. Although the experts were predicting that
Tylenol, as a brand, would not last a year, “What those experts failed to
anticipate was the public reaction to what was perceived as a deliberate act
of corporate responsibility that was beautifully executed and skillfully fol-
lowed up with a well-designed recovery plan.”13

The decision to recall Tylenol was based on the Johnson & Johnson
“Credo,” first drafted in 1943 (see Box 8.2).14 Although the decision was made
by the chief executive officer, it reflected the organizational culture of the
enterprise as a whole. As one observer noted, “Without a set of values and
guiding principles deeply ingrained throughout the organization, it is doubt-
ful that [Johnson & Johnson’s] response would have been as rapid, cohesive,
and ethically sound.”15
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MODIFYING THE BUSINESS ETHICS PROGRAM

Finally, where mistakes, misconduct, and misunderstandings occur, the
responsible business constantly evaluates its performance. It uses such inci-
dents as opportunities to learn how the business ethics program is perform-
ing. The essential question is, “Does this enterprise have an effective busi-
ness ethics program?”

The questions for self-governing organizations discussed in Chapters 2
and 4 also apply to a review of any significant incident:

• Were adequate standards, procedures, and expectations established? 

• Were responsible managers involved or did they meet their responsibilities?

• Were the standards, procedures, and expectations effectively communicated? 

• How did the enterprise detect the incident and could it have been pre-
vented or detected earlier?
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We believe our first responsibility is to the doctors, nurses and
patients, to mothers and fathers and all others who use our
products and 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 a 
fair profit.

We are responsible to our employees, the men and women who
work with us throughout the world. Everyone must be consid-
ered as an individual. We must respect their dignity and recog-
nize their merit. They must have a sense of security in their
jobs. Compensation must be fair and adequate, and working
conditions clean, orderly, and safe. We must be mindful of ways
to help our employees fulfill their family responsibilities.
Employees must feel free to make suggestions and complaints.
There must be equal opportunity for employment, development,

and advancement for those qualified. We must provide compe-
tent management, and their actions must be just and ethical.

We are responsible to the communities in which we live and
work and to the world community as well. We must be good
citizens—support good works and charities and bear our fair
share of taxes. We must encourage civic improvements and bet-
ter 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 is to our stockholders. Business must
make a sound profit. We must experiment with new ideas.
Research must be carried on, innovative programs developed,
and mistakes paid for. New equipment must be purchased, new
facilities provided, and new products launched. Reserves must 
be created to provide for adverse times. When we operate
according to these principles, the stockholders should realize 
a fair return.

B O X  8 . 2

JOHNSON & JOHNSON’S CREDO

Johnson & Johnson
“Our Credo”



• Are the employees and agents involved capable of meeting the standards,
procedures, and expectations? Do they have the necessary skills, knowl-
edge, understanding, and attitudes?

• What was done to encourage employees and agents to comply with the
standards, procedures, and expectations? What more could be done?

• Was the enterprise’s response appropriate?
• How should the incident be treated when evaluating the overall business

ethics program?

SUMMARY

Responsible management practices are critical to the success of an RBE in
improving its business performance, increasing the prosperity of its com-
munity, and contributing to the social capital in its markets by learning to
meet the reasonable expectations of its shareholders. Owners and managers
of an RBE develop responsible management practices by answering these
three questions:

1. How can we ensure that we have the right people in the right places
while we pursue our purpose as an enterprise?

2. How can we encourage our employees and agents to follow our stan-
dards and procedures?

3. What do we owe our stakeholders when mistakes, misconduct, or mis-
understandings occur that involve our established standards and proce-
dures or their reasonable expectations?

To have the right people in the right places in the enterprise involves
using the enterprise’s core beliefs, standards and procedures, and reasonable
stakeholder expectations to establish responsible criteria. An RBE uses these
responsible criteria to recruit, hire, retain, assign, and dismiss employees and
agents, especially managers and supervisors.

To encourage employees and agents to follow enterprise standards and
procedures, pursue the enterprise’s purpose, and meet reasonable stakehold-
er expectations, responsible managers evaluate decisions and activities
according to the responsible criteria, and they reward and discipline employ-
ees and agents as appropriate.

When things go wrong for an RBE, responsible managers address mis-
takes, misconduct, and misunderstandings. They learn from mistakes and
failures made in good faith. They confront misconduct and respond appro-
priately. They discipline employees and agents, and they voluntarily disclose
to, and cooperate with, government authorities, as appropriate.
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RESPONSIBLE BUSINESS ENTERPRISE

Checklist
1. How carefully do we align our management practices with our core

values?

2. What are our policies regarding recruiting, hiring, training, and
employing our work force?

3. What risks do we foresee in our business climate, and what is our
plan for dealing with them in the event of a crisis?

4. What strategic alliances can we forge to see that we do not have to
deal with these crises in isolation?
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