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Abstract

A firm and a rigorous ethics program are essential in business today. Con-
sumers demand that the companies that they do business with be ethical.
Compliance and integrity based ethics programs are the leading pragmatic
approaches to ethics used in today’s business environment. Reviewing each of
these programs individually and then comparing and contrasting them and
finally evaluating them as a synthesized program is a useful form of analysis.
By separating, then comparing and subsequently integrating the best of both
methods leads to the determination that firms must be able to synthesize the
two theories and apply them to their business.
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1. Introduction

A successful business and a sound ethical program are not mutually exclusive.
The emphasis of this paper will be to examine the differences between integrity
based and compliance-based ethics programs. This will be accomplished by de-
tailing the characteristics of each program, synthesizing the program’s outcomes,
and finally, by looking at how these programs impact business leaders in the

current economic climate rife with constant challenges.

2. A Background in Ethics

In business today, ethics is one of the most misunderstood yet essential concepts.
Topics in business ethics are about questions on whether particular practices are
acceptable. The importance of business ethics is a fact that cannot be oversha-
dowed by the vague details that seem to escape an organization that embraces

the need for it. Business ethics are controversial and that there is no general phi-
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losophy that will fit all organizations [1].

Ethics in business have never actually been defined. However, the definition of
ethics is the structuring of principles with a foundation based on “moral prin-
ciples, reflective choices, and standards of right and wrong conduct” [1]. As in-
dividuals, the people that run businesses today have been exposed to what is
considered a right or wrong concept from their parents when they were toddlers.
These very concepts become part of an individual’s makeup and when they
reach the professional level realize that it entails making decisions based on al-
ternative action choices [1].

Today, ethics and the dilemma that ethics imposes in our lives are always be-
ing faced by individuals. With the advent of the internet, social media sites, as
well as the constant streaming of news; stories of ethical violations are just a
mouse click away. However, in 1994 only 13 percent of businesses had any for-
mal ethical codes and only 7 percent of firms offered any training in ethics at all.
The more recent times have seen a dramatic change in those statistics with 75
percent of companies now with ethical codes and 40 percent with ethical train-

ing programs [1].

2.1. Compliance Based Ethics

2.1.1. Federal Sentencing Guidelines for Organizations (FSGO)
Compliance based ethics are ethical principles and codes born from government
regulations. This is a result of increased illegal practices perpetrated by busi-
nesses that were rewarded government contracts in the 1990’s. The evolution of
government induced ethics dates back to trends starting before the 1980’s. For
example, in 1977 the Securities and Exchange Commission (SEC) investigated
several US companies that bribed foreign officials to procure government con-
tracts. The Foreign Corrupt Practices Act (FCPA) was passed by Congress be-
cause of this scandal [2] [3].

President Regan formed the Packard commission that recommended compa-
nies adopt an ethics program to lessen exposure to ethical violations and pro-
curement fraud. Continuing the review of the history of compliance-based ethics
brings into focus the Savings and Loans scandals of the 1980’s which caused the
government to pass the Federal Sentencing Guidelines in 1991. This legislation
became the foundation upon which compliance regulation was built. The pass-
ing of this regulation provided a means to determine the civil penalty to be im-
posed on a firm convicted of illegal activity [3].

It is important to note that the fines levied in the Federal Sentencing Guide-
lines were determined in severity of more or less if a company established formal
ethics policies, appointed a Compliance Officer, began training in ethics, and
made sure a system was in place to monitor these changes, [3]. A business look-
ing to limit expenses would, as a rule of sound business practices, adhere to these
guidelines.

Ethics derived from compliance with government regulations lowers ethical
expectations of government contracting entities [4]. This serves to create a sort

of paper tiger when it comes to organizations that put in place these types of
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ethics programs. However, in 2004 the Federal Sentencing Guidelines were re-
vised to put some teeth into the aforementioned paper tiger.

The 2004 revision of the Federal Sentencing Guidelines was done primarily to
foster ethical cultures in businesses as opposed to just technical requirement.
The new guidelines required corporations to be not only vigilant about prevent-
ing and detecting criminal activity but also to develop an ethical culture [5]. For
this reason, it is evident that the government was interested in not just being
thought of as dwelling on the low end of ethical code spectrum.

The revised Federal Sentencing Guidelines as are as follows:

1) Corporations must continually assess the risk of criminal conduct occurring.

2) The governing authority (Board of Directors) must be knowledgeable about
the compliance and ethics program and take a proactive stance on managing and
monitoring it.

3) Ethics and compliance training are mandatory for everyone, including the
Board.

4) A whistleblower clause that allows employees to report misconduct without
fear of reprisal [9].

The federal government began an initiative in corporate America to reduce
federal sentences in criminal prosecution if they increased self-policing by set-
ting up effective, ethical programs. Two principles are the basis for setting up ef-
fective, ethical programs (1) the organization must prevent and detect criminal
conduct diligently (2) promote and team culture that adheres to ethical conduct
and compliance [6].

An organization must meet certain standards to be considered to have com-
plied with the minimum ethics and compliance program, these include:

« Prevention and detection of criminal conduct with rules and policies

o These rules need to be communicated

 An oversight board of the ethics and compliance program

« A corporate compliance officer

« Monitoring and auditing of the ethics compliance program

« Evaluations of the program’s effectiveness done on a routine basis

« A whistleblower forum for employees to report without fear of reprisal

« Incentives and discipline to enforce the program

e Once a problem had been identified, countermeasures are to be imple-
mented to prevent a similar occurrence

« Regular evaluation of criminal conduct risk and countermeasures in place to
reduce said risks [6].

The FSGO undoubtedly is the benchmark for compliance ethics programs. It’s
simplistic yet very direct approach to ethics leaves no doubt as to its expectations
and criteria. Because of this, the FSGO has had a positive effect on organizations

in the business community [6].

2.1.2. Sarbanes-Oxley Act (SOX)
Corporate fraud scandals of monumental proportion in the early 2000’s forced
Congress to enact the Sarbanes-Oxley (SOX) act of 2002 to curtail such events of
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fraud and reestablish ethical boundaries for corporations. SOX contains various
provisions about corporate ethics. The two provisions designed to address ethics
are (1) the development of codes of ethics for corporate executives (2) and the
rotation of external auditors on a regular basis [7].

The code of ethics lays the framework for internal governance by highlighting
acceptable standards of ethics for a corporation’s officers, directors and em-
ployees. This entails coverage of the approach from internally. Externally, rota-
tion of the auditors is seen as allowing the auditors to maintain their indepen-
dence so that they may exercise professional skepticism when it comes to ques-
tioning and criticizing business practices. These two standards address what was
at the basis of the financial scandals of the early 2000’s, that is corporate cultures
that had gatekeepers that were so entwined with their careers and finances in
these corporations that their professionalism and objectivity were lost. SOX has
its critics, however, it has made measurable progress in contributing to a far

healthier corporate climate [7].

2.2. Integrity Based Ethics
2.2.1. Integrity Defined

Integrity is an intricate and important part of all business ethics in which scho-
lars and practitioners confirm that its presence is necessary to attain various
ethical goals of business. Integrity is a lot of things to a lot of people and organi-
zations, but its basic premise is based on honesty [6]. Integrity “emphasizes
moral consistency, personal wholeness, and honesty” (p. 215). The meaning of
integrity is seldom agreed on and sometimes even contradictory in nature [8]
[9].

Integrity is defined as “harboring positions of consistency and durability ma-
nifested in a correspondence between authentic values, espoused values, and
behavior, also persisting in adverse situations” (p. 91) [9]. All in all, it means to
define a set of personal values based on honesty and to adhere to these values in
all situations regardless of how adversarial an encounter may become.

Yet another definition of integrity based on the Oxford English Dictionary is
being and unimpaired state of morality that emphasizes uprightness, sincerity,
and honesty. Furthermore, integrity requires a concentrated effort to reconcile
several variables and that it is a super virtue represented in thoughts and deeds
of those that adhere to the rules [8]. Because of these definitions, it is evident
that honesty is at the forefront of integrity and that it becomes the very founda-
tion upon which the construction of an ethics philosophy for businesses can be
erected.

2.2.2.Values Based Decision Making

An organization must have a mission based on integrity which entails moral
commitments and values. Additionally, an organization which recognizes its
mission as a way of life and continually strives to adhere to said mission in all
respects is arguably the organization that possesses integrity [10]. Organization
ethics is framed by Values Based Decision Making (VBDM) [2].
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Using its Mission statement as its primary guidance in making decisions,
VBDM provides a foundation upon which to build a platform, and if imple-
mented successfully, an organizational with integrity will be the results. For an
organization to build integrity, there are three conditions that must be adhered

0 [10]. These are: 1) establish a mission statement; 2) VBDM must be used to
make all decisions and policy changes; 3) develop a process to navigate through
difficult decisions that the organization will invariably face.

Organizational ethics cannot be determined by compliance and integrity
forms the basis for comprehension of organizational ethics. To adhere to their
integrity values on a consistent basis and conduct themselves in ways that mirror
their commitment to fundamentals, firms can use the VBDM approach to ethics
[10].

Other researchers concur with establishing values as the fundamental footing
upon which to build integrity based ethics. There are four steps in building an
integrity based ethics program: 1) ensure the firm’s leaders are committed to the
ideals; 2) identify what the firm will establish as its core values; 3) train your em-
ployees; 4) outline a plan to get ethics engraved in the very fabric of the firm.
Successful firms are the ones that can place the greatest emphasis on the fact that
ethical behavior is warranted and unethical behavior is discouraged. Incentive
programs and evaluations completed annually are two ways to accomplish the

goal of continued ethical behavior [11].

3. A comparison of Integrity Based and Compliance Based
Ethics

3.1. Ethical Programs Derived from Compliance Regulations

A compliance based organization is one that establishes rules and conduct with
penalties for disobedience. The repercussions of non-compliance keep em-
ployees in line. Fear appears to be the driving motivator in the adherence of
compliance-based ethics. In American companies, reduced sentencing guide-
lines were the major factor in adopting ethical programs in nearly all of the For-
tune 500 companies. The incentive not to go to jail or to go to jail for less time is
a strong motivator to have an ethical program but is certainly not one that will
be believed in by employees. This is merely crisis-driven government response in
these organizations [8] [12].

Compliance driven ethics programs have long been lauded as just window
dressing. The very notion that a firm would adopt an ethics program because it
is the right thing to do rather than to be compliant with government regulations
and avoid hefty fines is shortsighted. In compliance-based programs, employees
are motivated to act out of fear of consequence as opposed to being motivated
because of some moral or ethical compass [8] [12].

Ethical programs footed in compliance regulations are moral codes that are
adopted by an organization not wanting to face business failure or government
fines. Government regulations designed to implore organizations to adopt codes

of ethics are reactionary that are Newtonian in form. This Newtonian approach

424

K2
o5
“2:0

Scientific Research Publishing



B. H. Geddes

was brought on by some public scandal that forced a government reaction; in
this case, the mentioned above illegal corporate activities in the 1990’s. For this
reason, it is clear to see why compliance based ethical programs are referred to

as the “low road” method in maintaining an ethical organization [13] [14].

3.2. Ethical Programs Derived from Integrity Based Programs

Integrity based ethics programs can be used as a comparison to compliance-
based ethics programs. Organizations that have integrity based ethics programs
have established core principles that ask everyone to adhere to the principles and
govern themselves accordingly. In this instance, employees understand how im-
portant the principles are to the mission and the organization’s continued suc-
cess. This understanding comes from a top-down management approach of in-
stalling a clear and precise mission statement that employees will buy into [11].

Integrity based ethics programs produce employees that are more prone to
being committed to their organizations, more aware in an ethical sense and
more willing to report problems ethical in nature. Ethical programs based on in-
tegrity allow firms to monitor: employee misconduct, employee comfort levels
with reporting misconduct if employees believe they are being treated fairly, and
if employees feel pressure to overlook certain matters. From the results of this
monitoring system, organizations can identify integrity based ethical related
countermeasures that will produce positive results [13].

Another facet of integrity based ethical program is the incentive principles in-
terwoven into the foundation. Rewarding ethical behavior by recognition and
financial awards sends a message that ethical behavior is an organization’s way
of life. In research conducted by Weber and Wasieleski, financial incentives for
ethical programs to protect the company from employees of an unethical nature
rated 4.1 out of 7 on a Likert scale for importance. That is to say that although
money is not the driving force behind integrity based ethical programs, it is a
highly sought after incentive [3] [13].

Integrity based ethical programs are not without their detractors. Hartman,
argues that an integrity based system can be neutral and allow too much debate
without providing a clear direction for employees. Another case in point, is that
integrity based programs require training as opposed to just applying a specific
set of rules to a situation as in compliance based program. Admittedly, em-
ployees have difficulty making ethical choices if they cannot readily identify the
ethical choice. Consequently, it is harder for employees to think and consider

competing scenarios instead of just applying the rules to the situation [8] [13].

3.3. Ethics Programs Synthetizing

A truly effective ethical program will have benchmarks from both compliance
and ethically based programs. A more balanced approach with characteristics
from compliance and integrity programs is needed. Ethical behavior is not solely
good laws or good people but a combination of both [15].

To be more complete, an organization should adopt compliance based codes
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of conduct and from the integrity side a corporate culture that is value based.
Effective compliance strategies will see the organization create a code of conduct
and successfully communicate the code to its employees. On the same token, the
integrity aspect will create a corporate culture where the value of the codes will
be revered. The codes specify management’s desires; the corporate culture dic-
tates how and when the events occur [15].

The two philosophies of compliance and integrity are at opposites ends of a
continuum but should, however, be combined in a complementary manner.
Compliance programs are detailed formal rules that individuals choose to adhere
to or disobey and commit a violation. Whereas, integrity programs focus on
self-control and an internal control function made up of the two components of
moral judgment and moral character. Integrity programs aim to build moral
character and improve decisions made from an ethical standpoint, and com-
pliance programs include legislation, behavioral codes and control mechanisms
[16].

While it is necessary to strike an optimal balance between compliance and in-
tegrity driven programs, caution must be acknowledged not to burden the stan-
dards with more regulation. Additional regulations or legislation can do more
harm than it does good because overregulation is just as bad as under regulation.
A risk-based approach to synthesizing the two programs of compliance and in-
tegrity is advocated by some [17].

The risk-based approach provides a conceptual framework that emphasizes
using the best of both approaches. A business that can understand and manage
risk will be able to survive in this globally competitive environment that all
businesses operate in today. At its basic level; risk is directly related to ethics
when it to comes to uncertainty in decision making [17].

The risk-based approach focuses on (1) create value with good corporate go-
vernance (2) respond in a manner that will increase the chance of there being an
upside and (3) seize opportunities presented. This approach is to identify and
monitor uncertainty. Ethics creates guidelines for appropriate actions and risk
management is based on those ethical actions. If an organization is to manage its
risk well, then its employees must adhere to good ethics and for an organization
to be ethical, its employees must know how to manage risk well [17].

For an organization to be able to strike the optimal balance between the com-
pliance and integrity programs it must learn to balance the following strengths
(1) flexibility (2) informing decisions on unexpected issues (3) dialog approach
(4) champion teamwork (5) create a dynamic workplace (6) giving the actual
values held by the organization (7) feeling of the company belonging to all (8)
keep things short and simple (9) allow room for judgment (10) let the outcomes
achieved through judgment stand (11) allow outcomes achieved through empo-
werment to prevail [17].

Often, if there are two prevailing ideologies facing an organization, the astute
leaders will use segments of each ideology to obtain a prime result. Compliance

necessitates an emphasis on building ethics which is the direction that all organ-
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izations need to be moving in [12].

3.4. Implications for Business Leaders

Today, a business that wants to be successful for any length of time must have a
competitive advantage. An organization’s competitive advantage lies in its stra-
tegic resources. An organization that can mesh and implement compliance and
integrity based ethics will have a strategic advantage over other businesses in the
same industry. “Compliance needs integrity and integrity needs compliance” (p.
31) [18] [19].

An integration of compliance and integrity brings forth a multitude of re-
wards [8]. Undoubtedly, profit is one of those enhanced rewards received when
a business follows some ethical standard. Milton Friedman said that the one re-
sponsibility of business is to increase profits, as long as it operated within the
rules. The rules in today’s global economy are that organizations must adopt
ethical standards that make them responsible citizens. There is an overwhelming
argument to include ethical decision making in firms as a responsibility. This
idea begins at the top, with the leaders of the organizations [20] [21] [22].

Business leaders must find a way to instill ethics in their organization while
still maintaining the goal of growing profits on a continuous basis. Business
leaders can establish a baseline for ethics in an organization that helps the leader
identify areas that can generate ethical outcomes of the positive nature. Leaders
can have the greatest impact on organizational culture because of their positions
and this, in turn, has the most significant impact on corporate ethics [13].

For and effective, ethical culture to spread throughout the organization, the
commitment to ethics must not remain exclusively in the hands of the leader at
the top. This responsibility must flow to all the executives and members of
management to show an alignment of the message of good ethics, thereby eli-
minating ambiguity [13].

An effective leader finds a way to make their subordinates want to do the
things necessary to achieve the goal set forth by the leader. If the aim is to have
an organization that has a foundation in good ethics, then the leader must find a
way to make those that follow, want to attain that goal. The more the leader
leads by the example of bringing forth ethical internal values as a guiding force,
the more trust he/she will generate from his/her followers. This idea will not de-
velop into a blind trust, but the more the leader makes personal sacrifices for the
sake of their values, the more the employees are willing to do the same [23].

Ethical leader-follower relationships are a process rather than a flash in the
pan one-time event. Merely writing an ethical code is not enough; it must be en-
trenched into the very fiber of the organization and communicated by the leader
continuously. Leaders are the primary force behind the ethical conduct of an
organization and are responsible for the guiding their employees in the right di-
rection [23].

Ethics from leaders can be accomplished by a trickle-down effect. That is, top

management’s ethical leadership has an impact on those at the supervisory level,
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and from that level, it trickles down the employee level. However, leaders can
convey the need for ethics to be a part of an employee’s life and thereby leading
to ethical decision becoming second nature, is the direction in which to move a
business. The top leaders in an organization have the broadest impact. It is cru-
cial for business leaders to implement the ethical behavior in their organizations;
otherwise, the firm will lose its customers [24].

Ethics and profitability are not mutually exclusive and that it matters to eve-
ryone in all walks of life in their personal and professional lives. However, the
two are not in competition with each other and that on many occasions the
profitable choice is indeed the ethical choice. Ethics is a management tool that
has been used to increase productivity and consequently profits in business.
Strict adherence to ethical standards increases profits as well as the expansion of
business [15] [25].

4. Conclusion

This paper set out to define compliance-based ethics and integrity-based ethics
individually. Once established, a comparison was drawn between the two phi-
losophies and the two views were subsequently synthesized together and looked
at from the perspective of one all-inclusive philosophy. The meaning of what the
two philosophies meant to business leaders was discussed next and also how a
company should draw from the best of both themes to create an ethics based,
profit generating, successful business. While there is evidence of ethics being
linked to profitability, the need for further research is warranted to answer the
question of whether an organization which chooses the ethical road on which to
conduct business will be rewarded with continued success and be viewed as good

corporate citizens of the world.
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