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CARLETON LECTURE

INTRODUCTION:

I am honoured to have been asked to be the speaker this year and always delighted to return to Carleton University where I first attended as an undergraduate over 35 years ago. The years go by quickly.   My continuing association with the university has been a source of nostalgia and happiness.  

The purpose of this lecture series, as I understand it, is to promote reflection on contemporary issues confronting civic society.  One of these issues is the call for ethical leadership, particularly in business.

OXYMORONS

My colleague, David Stewart, who was for many years a Senior Executive at Loblaws, is an avid collector of “oxymorons”; those phrases which seem to contain an internal contradiction. I am sure you have heard of many of these.
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It is a mark of the difficulty facing business today that many people would not hesitate to add “business ethics” to this list. That is certainly the popular view.  Of course, it has also been said that acceptance of the popular view is a convenient shield against the painful job of thinking. 

I am struck by the degree to which our society has been resilient to instances of a lack of leadership on ethical matters in our public institutions. One of the reasons for this is that our definition of ethical conduct is an evolving one. The world will show itself to us in shades of gray far more often than as black or white. But the capacity of any society to absorb clearly unethical practices among its leaders is at some point finite. Weak public and private ethics is a wasting, creeping disease that slowly erodes confidence in financial markets and political systems. It leads ultimately to disenchantment and dangerous feeling of alienation from the very institutions we rely upon for security and stability.  Weak ethics defeat the drive for justice and it is this drive which throughout history has propelled our society forward. Without justice, we are without the very foundation of our civilization.

Today I will talk about some of the reasons why we seem to be facing a growing ethical deficit. I also am going to suggest that this problem, while always serious, may not be as pervasive as it appears.  Finally, I am going to say a few words about the type of leadership which may help us with these problems and which has perhaps been too neglected in recent years.

Let us turn first to the problems in business.

You are all familiar with the stories.  For the last year, we have been subjected to almost daily revelations of corporate malfeasance.  The list is impressive; Enron, Tyco, Adelphia, Imclone, Arthur Anderson, well-known American companies accused of fraud and deception in their corporate dealings and among their senior executives.  Canadian companies have also had their share of sensational coverage, Bre-X, Acres, Yorkton Securities and Livent to name just a few.

The conventional wisdom is that business leaders have lost their way. Recently hailed as super-heroes, they are now portrayed as corporate quislings motivated by personal avarice. They are accused of betraying their shareholders and showing callous disregard for the old virtues of honesty and integrity. Companies once widely celebrated as models of corporate citizenship have come to be seen as sewers of self-interest and deception. There is a palpable feeling of panic and despair in the air these days as we witness carefully orchestrated arrests of corporate executives who are made to parade in handcuffs before the television cameras.  All very sensational, to be sure.

There are many reasons why we have come to this moment. I believe there are 4 which stand out.

1. The Remoteness of Large Modern Institutions

Several years ago, I gave a speech about change and corporate culture to, of all groups, the Sisters of Charity.  You see, even there, the winds of change were blowing. 

These changes were fueled by a growing sense that our institutions and our leaders were not reachable any longer, nor were they in some cases any longer trustworthy.  Take, for example, a survey reproduced in Air Canada’s En Route magazine. There, a poll was reported which asked senior Canadian and US executives if they believe their employees would find the statement that “management is honest, upright and ethical” to be true.  69% of senior people surveyed said yes. Among employees, when the same questioned was asked, only 31% responded positively.

By the 70’s, institutions had begun to let people down. The social contract was breaking down.  At some risk of oversimplification, that contract can be described as an exchange between people and companies, an exchange of personal loyalty on the one hand for corporate care in the form of security of tenure and increasing pay and benefits on the other hand.  Beginning in the seventies, the spectrum of swift and widespread job losses seriously weakened the bonds of corporate loyalty.  Today, we are witnessing a disconnection between the individual and the corporation. This sense of remoteness has grown in recent years, as companies have become more global in scope.  Managements, increasingly compelled to think in global terms, have become pre-occupied with events and forces which seem far removed from the experience of the average employee.  People have trouble finding identity in companies whose scope and scale is often massive. The pace of change within these companies is, for the average worker, hard to match. At some point in the last 30 years, the very idea of change transformed from the prospect of opportunity for the many to something threatening to individual security. Consider this in conjunction with recent data on how long companies last.  According to David Beatty at the Rotman School of Management, University of Toronto, the average life of a company is decreasing to as low as 10 years.  No wonder then that people have trouble committing to something when they know it will not last.

2. The Rise of Individualism

We seem to have accepted the proposition that our corporations are unreliable places in which to invest personal loyalty. The conclusion many employees seem to have made is that, in the end, they have only themselves to reply upon.  In economic life this phenomenon shows itself as the doctrine of self-interest. We are  - so we are told and taught - always seeking at some level to get the most for the least.  Over the years, the theory of maximizing economic man, for all it’s utility in understanding something basic about human behaviour, has become detached in practice from other important conditioners of business behaviour.  It has become almost a stand- alone imperative.  But left alone - singled out if you will from other influences  - the doctrine of pursuit of self-interest and personal gain has allowed a widespread cynicism about corporate life to take hold.  This puts us in danger of being badly out of balance and out of touch with the perceptions of fairness among employees.  While it is true that we have a requirement to make profit in business, business is not propelled only by profit or by the single-minded pursuit of personal wealth at the expense of all other values.  As others have said there are people for whom integrity and self-respect are basic needs.  They refuse to exchange these values for stock options. Human beings at work require more than competition for goods to prosper.  Indeed, continuous competition will grind people down and lead to disillusionment if it is not leavened by satisfaction of other human needs, such as security, recognition and a sense of belonging. We have for a brief time forgotten this basic truth.  We have sublimated it to a more self-serving doctrine, that of the so-called virtue of greed. 

3.  The Mantra of Shareholder Value

A fellow traveller in the contemporary world of corporate newspeak is the idea of enhancing shareholder value. It is important to keep in mind that increasing the long-term value of a company for the benefit of its shareholders is fundamentally a good thing. It is also true that, properly understood, the concept serves as a kind of proxy for the delivery of other positive benefits to other stakeholders, like better customer service and good employee pay and benefits. What seems to have happened, however, is that the concept of shareholder value has become more and more isolated from these other stakeholder considerations. It has recently come to take the primary place in the pantheon of corporate virtues.  Worse than that, in too many minds, shareholder value means simply today’s stock price. Enhancing that price  -  today, this quarter  - has become the driving force which all other forces and stakeholders must be made to serve. The pressures on CEO’s and boards to do this from analysts, the news media, and stockholders themselves have been enormous. But too much sensitivity to this one short-term indicator has led to some very misguided ideas. 

4.  The CEO as Celebrity

We live in a world of instant celebrity. I read recently where we have the poet Byron to blame for starting all this. He apparently was the first international media celebrity. I don’t know if this is true but, in business, we live daily with, as one writer says, the “pornographic treatment of business leaders” in the media.  The press, mostly untrained in business and unwilling or unable to take the time to learn has become fixated on who is running the company.  This is a natural extension of the way they cover personalities in entertainment and politics. Leadership has emerged as key, but it is leadership based on the visionary abilities of the CEO. It is a notion of leadership as charismatic, full of larger than life optimists and accomplished stage performers.  It is a leadership of huge egos. People who come to actually believe that they are the company. 

Henry Mintzberg  has said that this notion is preposterous on the face of it. After all, no large company can be or is run by one person alone. Moreover, this concentration on the leaders personality is corrosive to the bond between the people in the company and the leader. The real heroes in well run companies are everywhere, quiet, committed and with a sense of the need for shared corporate values which have regard for the long term health of the enterprise. The new breed of super-heroes, whether driven by inner demons or made by the press, don’t fit this profile. They are above the fray and seemingly beyond reach. They are “masters of the universe” as Tom Wolfe has said.  And, they naturally believe that since so much is said and written about them, they must be very special.  It follows that they also deserve huge compensation.  And thus, back to the beginning, the leader as hero contributes to the remoteness of the institutions they lead for their claims of dominance, their salaries and the very lives they lead, are not real or attainable for most people. 

So, if you are pre-disposed to think that the so-called ethical deficit is particularly acute in business life, you can find many examples of bad behaviour and quite compelling explanations for it. 

I readily accept that there are ethical issues in business. Confronting these issues is a large part of what constitutes judgement in a CEO and lately many have failed to live up to an acceptable standard. I am not inclined, however, to think that this problem is more acute in business than elsewhere in society. Here are some thoughts that might help balance the scale.

1.   Most CEO’s and Their Boards are Honest

This has been my experience. They have the best interests of all stakeholders in mind.  They try hard to run their companies with appropriate values, hold their executives accountable, obey the law, respect the need for some regulation in the marketplace  – even when they do not agree with the regulators, and strive to be good corporate citizens. They are certainly flawed like the rest of us but they are not disproportionately possessed of evil intent.

2.    We are Dealing with a few Exceptions

What we are experiencing is massive coverage of a few episodes of bad behaviour. It is akin to the cameraman’s art of shooting a small demonstration from an angle which makes it appear larger and more menacing than it is. We accept this treatment because like public execution during the French Revolution it is entertaining, and it fits with our pre-conceived notions about business people.  And we have lumped everyone into the same category so that legal acts of questionable judgement are treated the same as acts of fraud. But the fact is that when American CEO’s were required recently by the securities regulators to attest to their already public financial statements, all but a few were able to do so. Others are voluntarily taking a more conservative approach to earnings even though they have broken no laws. In fact, it might interest you to know that since the Enron scandal first broke, only 27 charges had been laid in all of corporate America  – 27. There will be more, but let’s face it, Joe MacCarthy found more communists in Hollywood during his well-documented witch-hunt.  This is not to excuse bad behaviour. It simply serves to add a little perspective to the scope of the problem.

3. 
The Current Market Downturn is not About Poor 
Governance

I have seen the following headline, stated in many ways, over the last few months; it reads, “stock market hurt by private sector scandals”.  Well, maybe - a bit.  There is no doubt that the stock markets are performing poorly this year.  Investors are clearly worried.  Some of that worry may be because some well-known companies are having leadership and legal problems.  But, to my mind, this is only a small and not very significant part of the story.  There are more traditional explanations for the current performance of the markets. At least three of these are more persuasive than blaming the downturn on bad governance, they are: the aftershock of the events of September 11, the depressing effects of the deflation of the irrational exuberance around Dot.com and Teleco stocks, and the threat of war with Iraq.  If the downturn in the markets could be blamed on poor governance then it follows that stocks of well governed companies would escape the carnage and get a bit of a boost once it had been shown that they had done nothing wrong. No such thing has occurred.

4. 
More Government is not the Answer

I am skeptical about solutions to our current problems which rely on more regulatory intervention in the markets. I do accept that making sure the auditors do their jobs more thoroughly and punishing wrongdoers to a greater extent than we do now are steps we need to take. Put them in jail and reduce their net worth to far less than it was before they committed their transgressions. This will concentrate the mind of those contemplating “going over the line” But I am leery of going beyond these obvious measures. The fact is that we already have an enormous amount of compliance regulation of industry. It is itself a growth industry. 

Here is one example of this from the insurance business. When we compare a copy of the federal Insurance Act in 1994 to the current version we find that the former has 566 pages while the latter has 1056 pages – an 86.5% increase in volume of regulation in 6 years.  By the way, the old version weighed about half a kilogram, the current version weighs 1.2 kilograms. 

I am not an advocate for the unregulated market. But we need to think carefully about the cumulative effect of ever more government intervention in markets.  Government rule making can be more destructive and over-done than helpful. The current tangled web of regulation, which now threatens to become more burdensome, can inhibit industry. Too much regulation can also deter new companies from entering markets, thereby restricting competition. Complying with regulations costs money and this cost is passed on to consumers. And, too much regulation can have less obvious harmful effects. For example, the higher the cost of insurance, the less coverage people buy. That means they expose themselves to greater risk of personal loss. We need to think carefully about all of these things before we react with a new set of cumbersome rules.

And, of course, there is the obvious problem that governments themselves are facing the same ethical problems which confront business.  An argument could be made that we are much closer to defining the boundaries of right conduct in business than we are in government. It seems to me that we really do not have agreement in public life as to what constitutes ethical practice.  Ask Prince Edward Islanders whether they think that the Solicitor General was out of line in the recent scandal involving contract awards.

But why stop with government?  You can read in the newspapers daily about the misdeeds of others. Lawyers bilking client trust funds, dentists accused of over-billing medical plans, members of the Vatican stealing money, students cheating on exams and university researchers falsifying data. The ethical deficit is certainly not confined to business. 

A Little Less Leadership, A Little More Stewardship

I will end my remarks today by saying something about the brand of leadership we need for these times. I do not suggest that all we need to solve our ethical problems is a change of leadership style. Others are busy writing papers and debating what additional measures may be needed. I choose to comment briefly on leadership because it has so far not received much attention in this debate about ethics.

 We Expect Much of Leaders

At any time one can find hundreds of books on what makes a leader.  They contain numerous traits and strategies available to anyone who wants to know what leadership is. The one thing they all seem to agree on is that, over the years, the demands on leaders have become more complex and pressing. 

A recent article I read in preparation for this talk speculated that the rules of the leadership game in business really started to shift in 1993 when, in the same week, the CEO’s of American Express, IBM and Westinghouse resigned because the short-term financial results in their companies were poor.  In the years that followed we began to tie compensation much more directly to short-term financial performance. At first, this sort of accountability seemed like a good idea. It had the singular virtue of focussing the whole enterprise on an easily understood and measurable indicator.  Then, in the late ‘90’s, stock prices and investor expectations soared. Rather than there being too little shareholder democracy as some would argue, there may have been too much, at least too much shareholder pressure for immediate gain and with it too much temptation on the part of CEO’s to cut corners. All that seemed to matter was how the income numbers would look in 90 days.  Writing about what a CEO faces every day talks about being up against “bunches of smug 20-somethings with computers, their fingers never far from the “sell” button.  (He talks about) momentum fund managers who are only interested in good and bad days…analysts, institutional investors and mutual funds for whom the hard work of thousands of people, their dreams and hopes, the strategy that unfolds over time..means nothing but a single number: quarterly earnings per share.”

Add to this pressure the misleading sense of optimism fueled by an investment bubble in certain segments of the stock market. And finally, throw in a popular culture which extolled a particular brand of celebrity leadership and you have all the conditions which have led to the problems we are facing. The greed of many had a strong hand in the situation we face today. 

But the responsibilities of true leaders go beyond a short-term fixation with the immediate financial results, and how the press and a few Bay Street analysts will react to “the numbers”. Their responsibilities also require them to be concerned about stewardship and citizenship.

This focus on stewardship requires a dedication to the longer-term view of things. This orientation to the future, more than a fixation on formal regulation, is the better bet to ensure what has been called “ sustainable outcomes” in company value.  In considering the fitness of a CEO we need to focus less on superficial appearance and ‘’star quality” and concentrate more on the question of the match between the capabilities of the leader and the time span of the job. In other words, in the long run, we need people who build companies for the long run. To be sure there will always be the need for turn around specialists – those whose so-called “slash and burn”skills are needed for a company to survive. But we need to be very careful about having this value system take hold in companies which are not on the brink of collapse. For these companies, stewardship is more important than charismatic leadership.

Stewardship is the ability to link the past and the future, to receive something as a matter of trust, improve it where you can, and pass it on to a new custodian. And we can create a revival in stewardship and in the old values we so casually discarded if we begin to think about rewarding CEO’s for the sustainable value they have created. This will, among other things, help build a lasting material basis for a just society, because it will build lasting enterprises of real value.

To do this we will need to somehow downplay the effects of short term stock values and swings in the stock market which are unrelated to actions by the company in assessing the performance of CEO’s. We need to build a reward system which defers a portion of compensation until the long term performance of a CEO is able to be assessed. This will not be easy to do but I am convinced it can be done and successfully done it will create a new brand of leaders.

These leaders would make ethics and integrity a larger feature of corporate life. They would introduce programs to promote ethical behaviour and ensure that steps are taken to reinforce ethical behaviour at all levels of the organization. Saying a company is honest is not good enough. We need to find ways to drive out dishonesty. After all, Enron had a stirring statement of corporate values. It just didn’t do anything about implementing it. 

Universities have a role to play here as well. Ever since the time of Plato and his Academy, and indeed long before that, we have relied on our educators to teach students proper social values.  The elusive feature of true leadership and citizenship in our society is character.  It is teaching the basis of character, wisdom and judgment in a world of polarities, that it is the true higher calling of university life.  Universities need to think more about this and less about trades and technicalities, as Winston Churchill once said

I read once in a book whose title I have long since forgotten about the philosophy of a much honoured businessman. He said that business is not only about profit.  It is also about doing the right thing.  And if the right thing is done business will profit by it.

The thoughts I have expressed today are not new.  They have been said at least in part and sometimes with different emphasis by many people.  I am indebted to Yvan Allaire, David Stewart, Stanley Griffin, Barbara Kellerman, Paul Knox, Henry Mintzberg and his colleagues, John Ibbitson, Peter  Koestenbaum, Jim Kouzes and Barry Posner, Keith Hammonds and his colleagues, Edel Rodrigues, David Ticoll  among many others. I acknowledge their contribution in adding any value which my presentation today has given.  The ultimate responsibility for any errors, omissions and misinterpretations is, of course, mine alone.

16

