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Ethics is a lot more than fuzzy patter
AWB's dilemma has wide implications for corporate culture, writes Katherine Teh-White.
The Sunday Age, January 22, 2006, p.15
As the latest business corruption scandal unfolds, corporate culture is again under the microscope. By the end of the Cole inquiry, it should be known if Australian laws have been broken. If they have, there will be consequences that could range from fines to jail terms. If the consequences are not seen to be adequate, last week's calls from the OECD for Australia to increase fines and toughen sanctions against companies that resort to bribery will no doubt intensify. If no laws are found to be broken, it is still likely there will be consequences ranging from moral shaming to exits in disgrace from corporate life. Either way, political pressure will mount to remove AWB's monopoly, a course of action that will destroy its business model and put it under considerable stress.

The consequences for corporate misbehaviour can vary depending on the organisations involved, but they can be dire for that substantial slice of corporate Australia whose survival depends on government approvals, licences or financial support. Any cutbacks in official largesse can be fatal.

The most important risk corporate players have to manage is their "social licence to operate". This means fostering the approval of the public that gives politicians the confidence to continue granting them the approvals, licences and funds vital to their survival. Shake that confidence too hard, or once too often, and official underpinning can be restricted, even removed.

Corporate management of this type of risk does not simply mean putting out warm and fuzzy policy that tells the public about a company's corporate ethic or its code of conduct. AWB, for example, in its 2004 report, committed itself to "demonstrating its business affairs are at all times being conducted legally, ethically and in accordance with the highest standards of integrity".

Managing this process requires a business to assess how it would be judged by the standards expected of it by its most critical stakeholders in Australia and overseas. Should a company realise it has practices and behaviour that are substantially different to those acceptable for its industry, it must quickly deal with the problem.*
In the case of AWB, it is possible that it does in fact operate the way its industry as a whole operates. Indeed, it is possible that executives in that industry have made their careers by doing business that way. It is also possible that no one in the industry could conceive of doing business any differently.

But none of this adds up to a rationale that would warrant a company a pardon in the court of public opinion. A company's way to successfully manage this risk is to get its critics to understand the dilemmas it faces, and to demonstrate its ability to perform legally and ethically in the face of these dilemmas.

In the past decade, Shell has become a pacesetter in best-practice management of corruption. It revealed the corruption and bribery it had uncovered and then dealt with. In 2004, it reported that it was continuing to improve detection of bribery, facilitation payments and other fraudulent practices. Now it offers staff hotlines, whistle-blowing schemes and other confidential ways to report suspected incidents in 114 countries. It has put staff in 106 countries through awareness-raising programs and, in 100 countries, has formal procedures to prevent facilitation payments by staff, contractors and suppliers.

Many other companies, following Shell's example, are working towards corruption-free practices in industries that no one could have imagined could ever be corruption-free.

When a business relies on public approval, it is vital that it takes risk mitigation beyond simple policy. It must work out how to acknowledge the issues, manage the problems publicly and change its corporate culture.

Anything less could catapult it into a storm that could have severe consequences.

Katherine Teh-White is managing director of the strategic advisory firm Futureye (www.futureye.com).

*AUTHOR’S CORRECTION (The published article doesn’t capture the original intent of the author, whose original copy was as follows): “Managing the risk requires the business to assess the context of its industry, company and conduct compared to what the most critical stakeholder voices would say if they knew it all.  Any insight into a business having significantly different business practices than would be acceptable to a critic needs to be managed proactively.”

