Is Goodwill Bad Business? : Industrial Market Trends

[ |ThomasNet®

Page 1 of 6

Search for: Search what?

= o

| | News

- 7“IndustrialNewsRoom |

Home | Thomasket | My Mewsroorn | Industrial Trends | Forums | Submit Release | Advertise | Contact | About

Newsletters

Industrial Market Trends
Get our free bi-weekly
Industrial Market Trends
newsletter delivered by e-mail.
Subscribe View Sample

Product News Alerts

Get customized, daily news on
the products and services you
want to know about.
Subscribe View Sample

Recent Entries

® Realistic Steps to Robust
Compliance

o (Mis)Managing the Patent
System

o NAFTA: Threat or Theater?

® 5 Reasons to Automate
Manufacturing Compliance

e Environmental Standard
Essentials

o Is Goodwill Bad Business?

® Succeed with Digital
Simulation

® Think Your Boss is Lousy? It

Could be Worse
e Recommended Reading
o Weekly Industry Crib Sheet

Archives by Year

2006

2005 2004
2003 2002
2001 2000

Recommended Reading

Hardcover, 208pp
ISBN-13: 9780132357777
Publisher: FT Press

Pub. Date: March 2008
Read more

http://news.thomasnet.com/IMT/archives/2008/03/can-strong-corporate-ethics-and-global-competitiveness-...

INDUSTRIALmarket Trends®

Ad

« Succeed with Digital Simulation | Main | Environmental Standard
Essentials »

March 18, 2008
Is Goodwill Bad Business?

By David R. Butcher

Today's increasingly conscience-focused marketplace demands more
ethical business processes and performance than ever. But can
strong corporate ethics and global competitiveness coexist?

Last week’s news of New York Governor Elliot Spitzer’s link to a high-
priced prostitution service and his resultant resignation is only one in
the latest developments that has brought back focus on ethical
behavior in the public arena.

In today’s increasingly conscience-focused marketplace, the demand
for more ethical business processes and actions is increasing. Recent
McKinsey Quarterly surveys reveal that today’s business leaders are
called upon to play an increasingly significant role in helping to
resolve some of our most pressing social issues, from health care to
climate change.

“The definition of a company and its involvement in wider society is
expanding, as is the expectations of shareholders, employees and
consumers,” Forbes editor Paul Maidment recently wrote. “Traditional
corporate social responsibility is starting to be replaced with a new
notion of corporate citizenship, which for larger companies means
global corporate citizenship.”

The now infamous Enron created offshore entities to hide huge
losses. Analysts turned sour on the company in the summer of 2001;
Enron filed for bankruptcy before year’s end. The equity is now
worthless, and key executives are serving prison sentences on
charges including securities fraud and insider trading.

Is crumbling to deception and greed a blunder? It is when you
consider the thousands of employees who had bet their retirements
and children’s future education on now-worthless Enron stock. And
then there’s the fallout in the form of more burdensome regulation
and higher costs for honest entrepreneurs.

Integrity and ethical behavior are considered one of the commonly
accepted principles of corporate governance. The definition of
business ethics may vary across countries, companies and cubicles,
but let’s say such behavior can be summarized in three points: 1)
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corporate responsibility management, 2) environmental sustainability
and 3) stakeholder accountability.

“The social and corporate agenda is being integrated, and often
involves partnership with other companies, government and
nongovernmental organizations — which is a challenge to those who
hold to the traditional narrow economic definition of a company as an
entity that is meant to maximize profits for shareholders,” Maidment
continued.

Although companies are primarily business organizations run for the
benefit of shareholders (i.e., to make money), they have a wide-
ranging set of responsibilities to their own suppliers, customers and
employees, to the communities in which they are located and to
society at large.

“Most corporations recognize these responsibilities and make a
serious effort to fulfill them while trying to utilize their business
ethics as a source of competitive advantage,” noted a July 2006
report by Rania A. Azmi at Alexandria University’s Faculty of
Commerce. “This has been defined as the 'hidden logic of business
ethics."”

In fact, many leading businesses no longer debate the legitimacy of
the role and importance of ethics. Rather, they are finding new ways
to put ethics into practice. And most, it seems, are recognizing that
the challenges for tomorrow’s business leaders will be even greater.

The same McKinsey reports mentioned earlier have determined that
corporate leaders are already increasingly incorporating
environmental, social and governance issues into core strategies.
Executives indicate that companies are improving when it comes to
managing socio-political issues and understanding what the public
expects of them.

Organizations are developing codes of conduct that promote ethical
and responsible decision making. Many are also establishing
compliance and ethics programs to minimize the risk that the firm
steps outside of ethical and legal boundaries.

The issue of corporate governance became a matter of concern
especially because of globalization and, particularly, the investment
by the foreign financial institutions in the emerging markets.

But do strong business ethics hurt global competitiveness?

For example, many entrepreneurs argue that initial public offerings
(IPOs) are going overseas because Sarbanes-Oxley (SOX)
compliance costs are too high in the United States, therefore
undermining the nation’s economic competitiveness.

The goal of the Sarbanes-Oxley Act of 2002, created in response to a
number of significant public registrants issuing financial statements
and reports that were grossly misleading, is to improve transparency
in financial reporting and advance the accuracy and timeliness of
public company disclosures.

In many circles, however, SOX has become a whipping boy for
everything that is wrong with the nation’s burdensome regulatory
regime and even, in some cases, its controversial foreign policy. Of
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all the allegations against SOX, it is the claim that the act has eroded
America’s competitiveness that has had the most resonance
throughout the country’s boardrooms.

A recent report from consulting firm Lord & Benoit, as IMT addressed
in January, determined that “for non-accelerated filers, the total
average first-year cost for management assessment and additional
audit fees is $78,474.”

Yet Lord & Benoit also contends:

Compliance costs are not without corresponding benefits. The
improvement in procedures has removed volatility in reporting and
this, in turn, has contributed to the recent dramatic decrease in
security class action claims against companies. In addition, the
market capitalization to revenue ratio of companies with good
financial reporting procedures and filings results in higher stock
values.

Chief executives are responding to increasing pressure from
consumers and employees, but “some also see opportunities to gain
a competitive advantage,” according to McKinsey’s findings.

“The importance of building a strong ethical corporate culture is
integral to the reputation, growth and finances of any organization,”
Azmi continued in the Business Ethics as Competitive Advantage for
Companies in the Globalization Era report. “It builds a brand that
attracts the best talent and creates trust among the stakeholders.

Indeed, a Hill & Knowlton report released in January, entitled
Corporate Reputation Watch, showed that almost three-quarters of
the 530 MBA candidates surveyed worldwide said reputation plays an
extremely important or a very important role when considering
where to work after graduating with an MBA. Factors that drive
reputation included quality of management, quality of products and
services, social responsibility and use of corporate assets.

Another 2006 report that addressed competitiveness and corporate
social responsibility concluded that not only can scaling up corporate
social responsibility be “more effectively achieved where it supports,
and is supported by, national and regional competitiveness
strategies” — but also that “public policy aiming to scale-up
corporate responsibility practices should be established within
broader competitiveness strategies.”

In theory, notes a recent World Trade Magazine piece, “U.S. statutes
are clear and prohibitive of bribing foreign officials for the sake of
getting business. In practice, there are grey areas that make for
ambiguity. And other countries are much less restrictive on their
companies, despite protestations to the contrary.”

Yet in July 2007, China executed the former head of its state food
and drug administration for dereliction of duty and taking 6.5 million
yuan (about US$850,000) in bribes from the manufacturers of
substandard medicines that had been blamed for several deaths.
Zheng Xiaoyu, who headed the agency from 1998-2005, had become
the symbol of the quality control crisis in China’s trade arising from
the export of tainted goods — for some of which the authorities in
Beijing had blamed him. The sentence was meant to reflect Beijing’s
resolve to wipe out corruption and to ensure consumer safety.
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The impact of this action? As recently as January 2008, the U.S.
trade deficit with China widened to $20.3 billion, up from $18.8
billion in the previous month.

Today’s organizational challenge is to achieve targets with limited
resources — which is hard enough in the typical economic
environment, but is even a more acutely terrifying task now.

“The cloud of economic gloom could yet have a silver lining for
companies that are serious about being responsible,” says a recent
Ethical Corporation Magazine editorial. “The credit crunch could
separate those companies that can back up their sustainability
pledges from those that cannot." According to companies interviewed
for the magazine's latest cover story, a recession is an opportunity
for those firms that have spent money on doing good to reap the
rewards of that investment.

“"When times are tough,” the publication goes on, “a good reputation
— and the trust it engenders in employees, especially — is priceless.”

Do strong ethics hurt global competitiveness? Let us know your
thoughts below.
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