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Part One – Introduction

· Mr Chairman, colleagues, thank you for the generous introduction and for the honour of addressing this forum, the topic of which is very close to my heart.  

· When we talked about ‘ethics’ many years ago, we were merely talking about doing business properly.  Avoid malpractice, no cheating; be honest to the customer, transparency to the investor and partner, no corruption etc.   Those are really basic values which are universal.   

· Those values develop into general corporate values – some are even intertwined with national cultural norms.   For example, you might agree that some years back in Japan, firing or downsizing was a less a desirable practice than in the USA.    

· However, although the emphasis may be different, the basic values are the same.   

· Today business is subject to new and greater pressures and external factors, including – ironically – regulatory changes.    The emphasis on short term results and appeals also have a significant impact on the way of doing business.   You take on a new coach and expect to win the world cup next year.   All these put pressure on the people involved.  

· Yet one of the biggest challenges comes from globalisation.   Globalisation has made the world a more interdependent market place.  The trend towards greater flows of people, money, goods, ideas and information across borders means that now, more then ever, companies must co-operate globally.  As such, to succeed today, companies are confronted with different standards of values and practices. 

· At the same time, we see a growing string of failures of dubious business ethics – notably WorldCom, Global Crossing, Arthur Andersen, Parmalat, ABB and Enron.  There are also individuals at very high levels being involved in not so glorious dealings.  These have awoken the world’s business leaders to the necessity ethical leadership.        

· But as active participants in a modern society and economy, most – I mean all! – of us here consider ourselves ethical individuals and by extension, ethical practitioners in our relative fields – be they business, government, non-governmental, social, ecological…

· Yet it is time for us to review what we call ethical leadership again.   It is now necessary for us to review our fundamental values and beliefs, to see if what we represent now deviates from what we think we set out to be, and what we would like people to see us to be.     

· I stress that word ‘necessary’ again.   Ethical leadership is acknowledged as a necessity in modern business. 

· My thesis today argues that ethical leadership is not merely a necessity – it is much more than that.   It is now an opportunity – a source of competitive advantage for companies and a tool with which to add business value.   However, ethical leadership is not without its challenges. 



Part Two – The Necessity of Ethical Leadership

· I come from a global company based in Hong Kong.    We operate in over 40 countries and regions with people of different beliefs and practices working together.  We are subject to different, sometimes questionable standards of ethics. And we hear stories of how business is, or ‘could be’ conducted in some countries.   

· At many levels, one would have heard stories that if ‘you know what to do’ then the precious approval can be available.   Things can be facilitated and operation can be smoother.    We all have those stories.    

· HBR two issues ago talks about a manufacturing business X that wishes to outsource part of its business to developing country Y, to save labour and overheads costs.  The management devises a business plan, secures finance, negotiates land lease, appoints local staff and builds its factory.  However, just before the factory is finished, the government schedules a visit to certify the new plant.  The manager was told that, if the inspectors ask for, and receive, a ‘handsome gift’, the factory can be passed even though unfinished.  Without it, the factory might fail and the project fall behind schedule. 

· There is huge pressure you face.  If you do not do it, you will not get what you have been trying to get.  Your competitors might be ahead of you.   Your head office might not like very much.  

· You might also upset the authorities, and even your future dealings in that country might be in question.  

· In situations where manager have to meet tough business goals, acting unethically might seem like the best choice, especially in countries where corruption is endemic and the rule of law is malleable. 

· So should he pay or would he pay?

· We know that once a bribe is paid, you are on a slippery slope all the way downhill.   

· You will be known as ‘corruptible’, and authorities in future will know how to extort from you.   You have opened the door for future problems. The frequent knocking on the door will continue.  

· Worse still, the regime you bribed, the authority you lubricated might fall from power, and you will be blacklisted too.  To spend money bribing one regime, only for it to be replaced by a new (possibly equally rapacious) one, is not a wise investment!  

· This concession to external pressures will actually be perceived unfavourably internally in your own company.   

· Long term view and short term view – are there other ways of overcoming these problems?  If you cannot find a solution to overcome these problems, do you really want to do business in such an environment?   Are you sure that you know the real cost of doing business in that country? 

· There is an implication on the leader as an individual too.  Chester Barnard – in his seldom read but often quoted book – ‘Functions of the Executive’ claims that authority comes not from above you but below you.   People look at their leader and say, ‘should I follow this person?’   One very important attribute in there is your integrity, without which you lose the legitimacy of leadership.  

· When the leader or the organisation loses legitimacy, the entire basis of an effective organisation comes down – fairness, equality and long lasting values.   The proper corporate culture will collapse, and that is something no manager can afford.   

· And if you are known to be a corrupt company, you might be able to escape the hand of the law, but no great talent will work for you, no one would like to partner with you and in the longer run, people just do not want to be associated with you.   

· Internal rotting and lack of progress is what brings a company down.  

· Professor Avinash Persaud, a leading economist, has written, ‘Without some self-questioning, there is a slippery slope of ethical behaviour where bad practices become the norm, which creates a competitive cost to acting ethically, thereby sowing the seeds for the system’s eventual crisis.’ 

· Once an organisation is regarded as corrupt, its level of legitimacy declines.   With declining legitimacy, the call for more regulation will grow louder, stifling the organisation concerned and the whole economy.  More laws will come into effect, making business even more difficult.  

· The corollary is that, in a system when one organisation subverts the law, it becomes that much harder for other companies to operate cleanly. 

· This is where ethical leadership is a necessity.  Only if management sets clear, unequivocal policies and controls stipulating zero tolerance, can management ensure good practice.  

· Thankfully, the good offices of the ICAC have had a major impact on the level of corruption in Hong Kong – we now work in one of the cleanest and most open market places in the world.  

· So, does that mean we can stop worrying about ethical leadership?   No!

Part Three – How Ethical Leadership Creates Value


· Think back to the theoretical example above.  We can all agree that the ethical stance is to refuse to pay a bribe and even to withdraw from the operation, if necessary, whatever the financial cost.   This preserves the manager’s integrity and reputation.

· But by seizing on ethical leadership as an opportunity, the manager could actually enhance his or her reputation and integrity inside the firm.   He is looked at as an example for behaviour, whether he likes it or not.  

· So, an ethical leader does more than just fire-fight corruption within his organisation.  By acting ethically and pro-actively, in the eyes of his colleagues and staff he can make a virtue of necessity.  In short, by exercising ethical leadership managers inspire and generate confidence in individuals at all levels of the company.   It takes a lot of courage but it is worth it. 

· Today in Hong Kong we may not face such stark choices, but there is a great need to put ethical leadership at the forefront of our daily business.

· This is not only because ethical leadership is morally right.  Ethical leadership has to my mind passed beyond the moral compass – we are not discussing a morally imperative here, but also simple economic interest.  

· Anyone who works in the aviation industry understands not just the necessity but the value of gaining passengers’ trust.  With ever growing competition in the market place, with so little dividing the pack, today’s airlines must win their customer with more than just a safe flight and a good meal.   

· We need to create and defend and enhance ‘Reputation’ and ‘Confidence in our brand,’ and the most effective way to achieve this is through transparency, free flow of information, and good governance.  

· As the CEO of General Electric Jeffrey Immelt wrote in 2002, GE spends billions each year to ‘protect one of our most valuable assets – our reputation.’ 

· Which is why ethical governance is so useful.   For it presents us with a great opportunity to differentiate from the competition in the market – to add value. 

· A company which is known to be secure and run on ethical principles will be more trusted by customers, shareholders and investors, and it will be more successful than those less ethical companies.  

· Because you simply cannot afford to have customers thinking – many of the parts of this product, be it a machine, a car, an airplane, a food item, is affected by someone taking cut.   Should I, as a customer, purchase it and consume it? 

· So we must hate corruption, hate unethical practice, hate it with a passion.  Stamp out corruption in our own companies, because it is not merely unethical but they undermine the essential values and fabric of the organisation.  

· Take an environmental analogy: today’s consumers shun companies with poor environmental reputations.   The same will happen to companies which neglect their ethical reputation. 

· In a time of dwindling faith and growing scepticism, a company or institution that can prove to the ordinary customer, investor or stakeholder that it will act in good faith and operates according to high standards of institutional behaviour will be the one to attract customers and funds and so thrive.
· In short, creating an ethical company through ethical leadership is an effective way in which to fashion a favourable business climate, by improved confidence with shareholders, clients, customers, partners and stakeholders.  It is just about the soundness of your business.  

· That is why some now speak as ROI not as ‘return on investment’ but as ‘return on integrity’.    

· In summary, by operating with a social conscience, the ethical leader does not just build confidence and loyalty with staff, but builds goodwill in the market, community and society at large. 

· Maybe the other guy can eat better, but I can certainly sleep better.

Part Four – Challenges, Practicalities and their Solution

· This sounds ideal.  But is it practical?  Jeff Liker pointed out in his book “The Toyota Way” it is possible to be both ethical and profitable.   

· But we know ethical leadership is not easy all the time.  Moreover, ethics are not empirical, and they are often highly personal.  Nor can ethical leadership be instilled in an organisation or corporation overnight.   

· Ethical leadership requires habit, and it requires proper regulation.   Aristotle knew this 2000 years ago, when he wrote about ethics: “Practise and be habituated to them,’ he wrote in the Ethics (Book Ten), that ‘we shall need laws for the regulation of adult behaviour as well, and generally speaking to cover the whole of life; for most people obey necessity and compulsion rather than argument and ideals”.   

· Therefore the work of the law enforcement agencies – including the ICAC – must be enhanced.   Society must give them maximum support.   Education and communication must be further enhanced.   This has to be emphasized, and again Aristotle said the same.    

· There can also be a dichotomy between ethics and the law, though they sound mutually inclusive.   It is perfectly legal, after all, for a company to call in a loan, drive a customer into bankruptcy by calling in a loan, and then snap up the devalued assets – but it is not ethical.

· One of the lessons Lynne Brewer, a senior executive of Enron, learned is that there is no quantifiable measure by which to tell if a company has integrity – you can comply with rules set by governments and stock exchanges, but the company can still be dysfunctional (which isn’t illegal but might still lead to ruin).

· In post-Enron America, legislation exists which prohibits US firms from behaving without probity outside American soil.  This legislation acts like an effective shield for American firms, big or small, to hide behind when dealing with the corrupt. 
 

· Yet let us be careful here.   Every measure / regulation has a side effect.   For example, regular reporting and monitoring are not necessarily the answers.  Expediency sometimes leads managers to artificially enhance unfavourable numbers during quarterly reporting, just for short-term gain.   Quarterly reporting, for example, might drive some companies /executive to take on a short term view, and thus sets the temptation to behave unethically.  

· So we need to take a long term view and avoid over regulation.   

· I would further propose one thing. 

· When you look at the recruitment ads in the newspapers today, you find all kinds of logos telling you what the company believes in.   Quality for instance is a favourite; the Q mark, Quality Tourism Services (QTS), and of course the ISO management (ISO-9000s).   We also see declarations on the environment (ISO 14001s).   We see their values towards staff – MPF member and also ‘Equal Opportunity Employer’.   

· Yet is it more important to tell people that we conduct business in a proper and ethical way?   

· I would submit that we have an opportunity here to address the issue for ethical leadership in a similar fashion.  An Ethical Leadership Charter, possibly led by the ICAC, could become a ‘gold-standard’ for Hong Kong firms, and allow other companies around the world the assurance that they are dealing with sound, ethical leadership.  

· In this way we make a value standard, out of ethical leadership.

· Despite the challenges the advantages of ethical leadership are clear.   To sum up in one sentence, good business is never automatically good ethics; good ethics is not necessarily good business; but bad ethics will – in the long run – always be bad for business.
· Thank you.  
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