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What are the pros and cons of firms appointing “chief ethics officers”?  Would appointing one be likely to reduce the level of unethical behaviour of firms?

The ultimate responsibility for the ethical behaviour of a firm falls upon the chief executive officer.  However, just as the chief executive officer delegates responsibility for different aspects of the business to other functional heads, a case can be made for appointing a specialist chief ethics officer.  The advantages of such a position include:

· The chief executives time is limited; a dedicated officer would be able to devote appropriate resources to identifying and evaluating the ethical impact of business practises;

· A dedicated officer can bring specialist expertise, for example through a background in ethics, and a benchmarking against the best practises of others in the industry;

· As the chief ethics officer is not subject to the other constraints of the business he can bring an objective view that can be taken into account by senior management in their decision-making;

· The chief ethics officer can act as an internal ombudsman or sounding board to whom staff can bring their ethical problems or dilemmas;

· The existence of the post sends a positive symbol of the organisations intentions to foster an ethical culture.

However, there are also a number of drawbacks in such an appointment, including:

· The position is not without cost, and there is a risk of a whole supporting department developing to support the position.  The predicted costs have to be weighed up against the potential benefits of creating a specific role.

· It may be that the functions of the chief ethics officer can be better carried out through a combination of existing personnel, such as the non-executive directors, the internal audit department and human resources.  The existence of a Chief Ethics Officer may result in other departments placing less attention to their own role in fostering an ethical culture.

· The appointment may actually be seen as a negative signal if it is interpreted as the abdication of responsibility by the chief executive officer.

· The creation of the role may result in the chief executive officer deliberately distancing himself from the messiness of ethical issues.

· The appointment could be seen as window dressing, particularly if it is at odds with the culture of the organisation.

The extent to which the appointment of a Chief Ethics Officer will reduce the level of unethical behaviour is likely to vary across firms and depend on a number of factors, in particular the profile of the position and the extent to which it is backed up by a clear commitment to an ethical culture.  We believe that the position would be of most use in situations where organisations are trying to effect a change in culture.  It could also help improve the quality of decision-making where ethical dilemmas exist.  However, it is unlikely that the position would in itself effectively address issues of direct theft or fraud.

To what extent can ethical standards be imposed top down? Is the role of Chief Ethics Officer just the latest fad in corporate governance?

Changing ethics within a firm requires changing the behaviour of individuals within the firm. It is a process of organizational change that requires commitment from the highest levels to be effective. Specifically, the chairman of the board and the chief executive need to support any initiative to improve ethics. Only these individuals have the clout to define the values upon which the corporate culture is based and the authority to control behaviour by enforcing consequences. The chain of authority necessary to instill ethical standards within a firm can be summarized as follows:

· The Chairman of the Board has the authority to appoint a Chief Executive Officer  (CEO) who shares the values of the firm

· In turn, the CEO appoints the senior management team, sets the strategies and makes the decisions which define the conduct of the firm with respect to its stakeholders

· This team may include a Chief Ethics Officer responsible for fostering and maintaining ethical behavior, handling complaints and managing legal compliance

· In either case, if the CEO and senior management team “walks the talk”, they can set the standard of behavior within the firm by their conduct

· As the implementers, senior management can ensure that existing staff are trained in principled management and that recruitment practices hire new employees with values that align with the firm

· Establishing an ethical culture encourages employees to act on their values

Just as writing a mission statement does not automatically instill values in an organization, imposing ethics from the top down will not by itself enhance ethics within a firm. Organisational change is required with support from the top.

History indicates that business scandal precipitates a call for the reform of business ethics. Business ethic reform last became fashionable in the 1980’s following the leverage buy-out fad and stock market collapses of 1987 and 1989. Then, as is the case today following the scandals at Enron, Worldcom, HIH and other major public listed companies, the cause can be attributed to a sharp decline in public trust. For chief executives this translates into a loss of investor confidence, the potential devaluation of their share price and the threat of increasing regulatory control.  

Appointing a Chief Ethics Officer has been one of the ways public listed companies have responded. Studies in the United States have found that 33% of public listed companies have hired or appointed a Chief Governance Officer since 2002
. The question naturally arises as to whether this is just another management fad or potentially part of the evolution of business practices in the long-term.

The position that Ethics Officers may be here to stay is supported by three macro trends that have changed the business environment, shareholder activism, government regulation and the growth of global business. Large bloc shareholders such as the California Public Employees Pension Fund (CALPERS) are voting against the re-election of board members on some of the world’s largest companies including Citibank to protest what they consider unethical business practices that have damaged shareholder value. In the United States, the Sarbanes-Oxley Act has increased government requirements for transparency and accounting creating additional compliance requirements. On a broader level, the increasing globalization of business has led to a new requirement for cross-cultural corporate value systems. Combined, these trends suggest that corporations may have a long-term need for a dedicated ethics expert.

In summary, the decision of whether or not to appoint an ethics officer is left to the individual firm. Where a firm does make a decision to appoint such an officer, the officer’s effectiveness is typically a function of the level of independence and authority that they are granted by the organisation. The role cannot be effective in the absence of independence and authority, and instead is likely to be reduced to window dressing.
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