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CLEANING UPYOUR ACT

An Ethical Approach
to Crisis Management

By MARK S. SCHWARTZ, WESLEY CRAGG & W. MICHAEL HOFFMAN

neofthebiggest concerns for CEOs,

senior executives and board mem-

bers is waking up one morning to

discover they are facing a crisis that
could potentially threaten the very existence of
their firms.

What would you do, for example, if you
were the CEQ of a major chemical company,
and you discovered that a poisonous gas leak
fromyour pesticide plant had led to the deaths
ofthousands of peoplelivingin the vicinity? Or

36 FOURTH QUARTER 2012 ISSUE15

if youwere the CEO of a major global beverage
chain, and it came to your attention that one
of your employees had charged an ambulance
crew for cases of bottled water that were need-
ed for survivors of the 9/11 terrorist attacks?
Farfrombeing hypotheticals, these are all-
too-real cases faced by the CEO of Union Car-
bide in1984and the CEO of Starbucks in 2001,
In the Union Carbide case, the CEQ insist-
ed that company operations in Bhopal, India,
met all existing safety standards that were
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legally mandated in India at that time, and he
blamed sabotage instead. That commenced
long and messy legal battles that continue to
this day, with some $470 million paidin com-
pensationand several executives convicted for
causing death by negligence.

In the case of Starbucks, calls to manage-
ment were initially ignored - until the story
was published, stirring up an Internet-based
consumer boycott of Starbucks. Onlythendid
the ambulance workers get their money back
and the CEO apologized.

Itdidn’t have to end up this way. Consider
another case of a major pharmaceutical com-
pany that discovered people were dying from
one of its most popular medicines: How did it
respond? And when the media accused a pro-
ducer of canned tuna of killing dolphins that
were getting caught in its fishing nets, did it
simplyignore the complaints or did it take im-
mediate action?

These well-known stories of Johnson &
Johnson and StarKist are still held up as text-
book cases ofhow one should respondtoacrisis.

In 1982, when seven deaths were linked
to the taking of Tylenol capsules, the CEOQ
of Johnson & Johnson ordered a nationwide
recall of all Tylenol products. While the poi-
soned capsules appeared to be an isolated
criminal act limited to the Chicago area, the
company took no chances. Although costly,
the openness and honestywith which Johnson
& Johnson handled the incident transformed
the Tylenol brand into one of the most trusted
on the market, and led to the development of
tamper-resistant packaging and safety seals.

For its part, StarKist announced in 1990
thatitwouldno longer purchase tuna captured

# EXECUTIVE SUMMARY

Executives who ignore

the ethical dimensions of
crisis management expose
themselves to serious risks
that can lead to the collapse
of their firms. The authors
use the 2010 BP oil spill in the
Gulf of Mexico as a cautionary
example of what happens
when a company fails to
make decisions based on and
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directly connected to a set of
core ethical values, such as
trustworthiness, responsibility,
caring, citizenship, respect and
fairness. They outline how to
construct an ethical corporate
culture, which will make firms
better equipped to deal with
acrisis when it occurs, so that
they emerge stronger and more
respected as a result.
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in nets that trapped dolphins, and then added
“Dolphin Safe” to its labels, gaining significant
competitive advantage over other tuna compa-
nies in the process.

Fortunately, more firms are realizing the im-
portance of preparing for potential crises like
these. Theacademicand consultingworlds have
alsoenteredthearena, providingboth theoreti-
caland practical guidance for firms,

However, most of the information related
tocrisis managementistreated within the field
of strategic management or disaster/risk man-
agement. This has resulted in less attention
being paid to the ethical dimensions of crisis
management, in spite of the fact that ethical
considerations lie at the core of most crises,

Based on our combined decades of ex-
perience and research in the areas of ethics,
compliance and responsible business, itis our
contention that executives who ignoretheeth-
ical dimensions of crisis management expose
themselves to seriousrisks that can lead to the
collapse of their firms. In this article, we ana-
lyze the 2010 BP ol spill in the Gulf of Mexico
to highlight some key principles that can help
executives to skillfully manage the crises they
may face during their professional lives, with
greater responsibility and integrity.

What Is a Crisis?

The definition of an organizational crisis by
the academics Christine M. Pearson and Ju-
dithA. Clairremains as relevant todayasitwas
when profferedin their 1998 paper, “Reframing
Crisis Management”: “An organizational crisis
is a low-probability, high-impact event that
threatens the viability of the organization and
is characterized by ambiguity of cause, effect
and means of resolution, as well as by a belief
that decisions must be made swiftly.”

To this definition of a crisis the dictionary
adds these nuances: “the turning point for bet-
teror worse” and a “decisive moment.”

Building on these definitions, we focus our
discussion on one type of crisis that an orga-
nization can face - an ethical crisis - which we
would define as a decisive moment caused by
a severe ethical lapse, requiring the firm and
its leadership to decide whether it will react
based on a set of ethical values and principles,
orbased primarily on financial objectives,

Examples of such crises include: prod-
uct defects that risk causing serious harm;
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environmentg] disasters; illegal conduct, such
as bribery; and breacheg ofhuman rights,

asaresult,

Inthisre

gard, we concur with Peter Snyder

etal. whostated in “Ethical Rationality: A Stra-

tegic Approach to Organizationa] Crisis” that

mentteam’s conviction tothem.”

In other words, it is not merely the com-
Petence of executives ang Mmanagers that de-
termines whether 5 firm’s Tésponse to a crisjg

¥ ABOUT THE AUTHORS

Mark s, Schwartz is Associate
Professor of Law, Governance
and Ethics at York University's
School ofAdministrative
Studies in Toronto, Canada.
He received his J.D. from
Osgoode Hall Law School

at York University, and his
MBA and Ph.p. Specializing

in business ethics from the
Schulich School of Business
at York University. He has
received numeroys research
and teaching awards in the
field of business ethics. His
most recent book is Corporate
Social Responsr’bih’ty: An Ethical
Approach (Broadview Press,
201),

Wesley Cragg s the Director
of the Canadian Business
Ethics Research Network,
Senior Scholar and Professor
Emeritus of Philosophy

and Business Ethics at York

38 rourTy QUARTER 2012 (s5UE 15

University and the Schulich
School of Business in Toronto,
Canada. He received hjs
B.Phil. and D.Phil. from Oxford
University, U.K. His academic
Specializations include:;
business ethics; corporate
social responsibility;
Sustainability; the ethics

of resource extraction; and
business and human rights.

W. Michae| Hoffman is the
foundr’ng Executive Director of
the Center for Business Ethics
and the Hieken Professor of
Business and Professional
Ethics at Bentley University

in Massachusetts. He earned
his Ph.D. in Phiiosophy at the
Um’versity of Massachusetts/
Ambherst. He has published 16
books and over 100 articles,
and received awards for his
contributions to the field of
ethics and compliance.

An Ethjcal Approach to Crisis Management

will be successful, but the extent to which the
firm’s executives and managers ground their
résponsesinaset of core ethical values,

AcCaseto Remember
Toillustrate this point, let’s analyze areal-life
case that put one company’s commitment ¢
ethical values to the ultimate test,

The facts are these: On April 20, 2010, an
explosion occurred aboard the Deepwater
Horizon, an oj] drilling rig connected to the
oil company Bp i the Gulf of Mexico, which
resulted in the death of 11 workers,

Alengthy Struggle to plug the oi] leak en-
sued, until the we]] was finally capped on July

Outcomes of the disaster - the largest off.
shore o] spillinU.s, history - included signifi-

What lessong canwe learn from BP’s man-
agement of this crisjg?

Core Ethical Valyes
While there are many possible ethicg] values,

we believe thar the following core ethical val-

L TRUSTWORTHINESS, Thisimplies sever] other
associated values: honesty, keepingpromises,
integrity, transparency and loyalty. If a firm
doesnotacting trustworthy manner through-
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AsBPlearned the hard way, having noble aspirations
tobehave inan ethical m anneris one thing, putting
them into practice js nother. How we behave ig what
ultimately earns the tryst ofothers.

The Chief Counsel’s finalreport noted that
the disaster “was 110t, as some have suggested,
theresultofa coincidental alignment of dispa-
rate technical failures,” but rather each tech-
nical failure could be traced back to “an over-
arching failure of management.”

According to the report, the litany of man-
agement failures inclyded: ineffective leader-
ship at critica) times; ineffective communi-
cation and siloing ofinformation; failure to
provide timely Procedures; poor training and
supervision of employees; ineffective over-
sight of contractors; inadequate use of tech-
nology; and failure to appropriately analyze
and appreciate risk,

All of these undermined trust and repre-
sented the failure of BP to live up to its own
professed commitment to safety, people de-
velopment and doing no harm,

Since the crisis, Bp’s new Group Chief Ex-
ecutive Bob Dudley has tried to redress these
failures. As he states in the foreword to BP’s
Code of Conduct: “Laws vary from country to
countryand we must always complywith them,
butasaglobal company, we need to gofurther.
To be a trusted company, year after year, we
need to work to g consistent and higher set of
standards and follow them jn everythingwe do
and say, every day, everywhere we work.”

As BP learned the hard way, having noble
aspirations to behave in an ethical manner is
one thing, puttingtheminto practiceisanoth-
er. Howwe behave is what ultimately earns the
trust of others,

As such, in addition to the existence of 5
Code of Conduct, it is necessary to support it
with mechanisms that ensure it is being up-
held. To this end, BP has set up OpenTalk, a
confidential helpline to facilitate people being
able to speak up, ask for help and do the right
thing whenever they have a question or feel
that the code is being violated.

2. RESPONSIBILITY. This value js the foundation

forany résponse to a crisis - yetitis often one
of the most difficult to live up to. It requires
takingall fiecessaryand reasonable Stepstore-
spondtothe immediate crisisas well as ensyre
thatitdoes not happen again,

Acting responsibly also means not trying
to shift the blame for your mistakes, It re-
quires that you apologize, and you need to be
prepared to compensate those who have been
harmedasaresylt ofyouractionsor inactions.

At first, BP did none of these things. The
CEOatthetime, TonyHayward, blamed therig
owner, Transocean, and then the cement con-

into signing settlement agreements and wajy-
ersthat would limit the company’s liabilityand
ap compensation ar $5,000,

When the government got wind of thijs,
Hayward admitted it was “an early misstep”
and the company stopped. However, the
fact that BP had sent letters urging affected
residents to give up their right to sye made
Hayward’s earlier comments that “we are re-
Sponsible for the oil and for dealing with it
and cleaning the situation up” sound rather
hollow.

3. CARING. This means caring about the impact
of your actions on others. Against this stan-
dard, available evidence suggests thar Bp’s ac-
tions both before and following the crisis did
not measure up.

According to The Wal Street Journal, BP ap-
Parently chose not to instal] aremote-contro]
shut-off valve that is required in Norway and
Braziland used byotheroil companies, includ-
ing Royal Dutch Shel] and France’s Total SA.

would have been $500,000 - which is not an
extortionate amountin relationto Bp’s report-
ed operating revenues of $240 billion, and far
less than the billions that BP nowhas o payout
for the resultant disaster.
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Beyond not using available technology to
reduce safetyrisks, other reports emerged that
BPdidnotappeartobe responsive to the safety
complaints of its workers.

According to CNN interviews with oil rig
survivors, “It was always understood that you
could get fired if you raised safety concerns
that might delay drilling.”

The New York Times obtained a copy of a
confidential survey commissioned by Trans-
ocean just a few weeks before the accident, in
which workers voiced concerns of “drilling
priorities taking precedence over planned
maintenance.”

Quoting from the same research, the Final
Report to the President noted: “Some 46 per-
cent of crew members surveyed felt that some
of the workforce feared reprisals for reporting
unsafe situations.”

This lack of caring revealed itself again in
Tony Hayward’s ill-judged comment about
how the disaster was affecting him personally,
when he said, “I"d like my life back.” He later
had to apologize to the families of the 11 men
whohad actuallylost theirlivesin the accident
and would never be given their lives back.

Later, indefense of going sailing on his yacht
as the recovery effort faltered, a BP spokesper-
son tried to justify the jaunt on the basis that
“it was the first break that Mr. Hayward has had
since the spill began,” reported the BBC.

4. CITIZENSHIPR. This includes abiding by the law
in the jurisdictions in which you operate, tak-
ing reasonable steps to protect the environ-
ment and pitching in to help your community
as needed, especially during an emergency.

One way that BP could demonstrate its
commitment to responsible corporate citi-
zenship could be to join with others in the oil
and gas industry to promote a safety culture by
creating a self-policingbody, in much the same
way that those in the nuclear power industry
did in creating the Institute of Nuclear Power
Operations (INPO) after the Three Mile Island
incidentinig7g.

However, as the Final Report to the Presi-
dent acknowledges, certain features of the oil
and gas industry make it harder to believe that
companies like BP could ever be completely
trusted to police themselves without some ex-
ternal government oversight.

“To be credible, any industry-created
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safety institute would need to have complete
freedom from any suggestion that its opera-
tions are compromised by multiple other in-
terestsand agendas.”

For this reason, BP’s track record of work-
ing through its trade body, American Petro-
leum Institute (API), raises doubts over its
commitment “to drive a safety revolution in
the industry.”

The Final Report states: “API’s long-stand-
ing role as an industry lobbyist and policy
advocate - with an established record of op-
posing reform and modernization of safety
regulations - renders it inappropriate to serve
aself-policing function. Inthe aftermath of the
Deepwater Horizon tragedy, the Commission
strongly believes that the oil and gas industry
cannot persuade the American public thatitis
changing business-as-usual practices if it at-
tempts to fend off more effective public over-
sightby chartering a self-policing function un-
der the control of an advocacy organization.”

5.RESPECT. The philosopher Immanuel Kantin-
terpreted respecttomeantreatingpeopleasan
end and never merely using people asa means.
For Kant, what mattered was whether one’s
actions were motivated by respect for others,
which he regarded as a basic moral duty.

Againstsuchastandard, how did BP’sactions
stack up? Again the evidence available is not en-
couraging, and the BP case is symptomatic of a
bigger problem that haslong plagued the oiland
gasindustry: putting profit before people.

The Final Report to the President reiterates
this point: “Project profitability depended on
how soon production could be brought on-
line. Drilling vessels were contracted on day-
rates, increasing time pressures. Production
processes were highly interdependent: delay
in one place could cause delays elsewhere.
So there were relentless demands to drill the
wells, install the platforms, and get the oil and
gas flowing. ‘When I first started working, they
didn’t care whether theykilled you or not!’ re-
membered one offshore veteran ... ‘If you got
hurt, they just pushed you to the side and put
somebody elsein.’”

6. FAIRNESS. This final core value is also related
tojustice. It could be argued that BP, in estab-
lishinga 2o billion compensation fundinJune
2010, has met this standard at least in terms of
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Through the CEO, your firm must emphasize that, when
thereisaconflict between vour stated values and the
bottom line, the ethical values must take priority. Such
values must be embedded in your firm’s corporate culture.

itsobligation asaresponsible party to provide
compensation for the harm done. However,
whether BP’s total response now estimated to
bearound §40billion meets this standard is yet
tobe determined.

Constructing an Ethical

Corporate Culture

By seeing where the ethical lapses were in the
BP case, we can begin to construct ways to re-
duce therisk of a crisis happening, respond ad-
equatelytoacrisiswhen it occurs,and emerge
from a crisis stronger and more respected.

1. ESTABLISH A SET OF CORE ETHICAL VALUES, The
starting point for any firm, big or small, to de-
velop an effective ethical corporate culture is
toestablisha set of core ethical values thatare
infused throughout the policies, processes and
practices of the organization. We believe our
suggested list of trustworthiness, responsibil -
ity, caring, citizenship, respect and fairness
will provide a solid foundation.

Whatever your core values, they should be
presentand stated upfrontin your firm’s code
of ethics. They should also be included in your
annual report, publicaccountability statement
and/or social responsibility report, and should
beindicated as clearlyas possible onthe home
page of your corporate website.

Through the CEO, your firm must empha-
size that, when there isa conflict between your
stated values and the bottom line, the ethical
values must take priority.

For example, in Scotiabank’s “Guidelines
for Business Conduct,” President and CEO
Richard E. Waugh makes his ethical priori-
ties clear: “Each of us must always do what is
right. This is always in the bank’s best inter-
ests, even when doing the right thing seems to
conflict with meeting sales or profit targets.
We do not compromise our ethics for the sake
of other goals.”

Core values that are embedded in a firm’s

corporate culture are much more easily op-
erationalized during a crisis. These values will
guide your media strategy and the issuing of
any apologies or admissions of fault, and they
will help in planning ways to ensure that the
same problems don’t happen again.

Inthe case of the tainted Tylenol capsules,
because Johnson & Johnson prized the safety
and trust of consumers so highly, the recall of
its products became a no-brainer for manag-
ers, above thinking about the negative finan-
cial implications for the stockholders.

Consider the opposite extreme: Ford’s in-
famous leaked memo that led to lawsuits over
the safety of its Pinto car during the 1970s. In
thatmemo, Ford had calculated and compared
the cost of arecall and product design changes
($137 million) versus the estimated cost to so-
ciety of the accident victims ($50 million) and
decided that a human life was cheaper. More
recently, when safety concerns arose over its
Explorervehicle, Ford shifted the blame tothe
tire maker, Firestone, instead of immediately
assuming responsibility. A nearly 100-year-old
business relationship between Ford and Fires-
tone ended inacrimony.

Your core ethical values should also be ap-
plied duringhiringand firing,as well asin com-
pensation and promotion decisions.

There is perhaps no more fitting example
of living up to your stated ethical values than
when the software firm Veritas - which is the
Latin word for truth - chose to fire its CFO
after it was discovered that he had lied on his
résumé about having an MBA from Stanford
Business School.

2. IMPLEMENT A COMPREHENSIVE ETHICS PRO-
crAM. Once you have agreed uponaset of core
ethical values and developed your code of eth-
ics, then you need to engage in some ethics
training for all employees and managers.
Youwill need to designate an ethics officer,
or some person responsible for the code of
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| EXHIBITI

SYMPTOM

ANTIDOTE

= Lack of Vision: Not seeing the ethical issue in front of you

= View the world through “moral glasses,” so to speak
= Raise your awareness level
= Sensitize yourself to the underlying issues

« Keeping Quiet: Having ethical values, but saying nothing

= Proactively communicate your values to others
. Publicly state your values in corporate documents

s Incoherence: Behaving in an incoherent way, e.g., basing
performance evaluations totally on hitting economic
targets, or not following your values through to their rightful
conclusions

| » Seek better understanding of the issues
» Develop your expertise in ethical decision-making
= Prioritize respect for people over profit

= Inaction: Not putting your values into action, either
because you don’t know how or you fear the consequences

» Actualize your values and manage their implementation
to boost your effectiveness

= Hypocrisy: Not being committed to the values you espouse
= Saying one thing but doing another: “Do as | say, not as | do

]

= Walk the walk: fully commit yourself to a unified set of
guiding principles and operate accordingly, with integrity

= Double Standards: Using a different set of values in one
situation than those used in another, e.g., lobbying for
something at work that you would not tolerate at home with
your own family

= Be consistent in all realms of your life

= Complacency: Allowing yourself to become complacent,
believing that you are already ethically complete and
mature

= Having an organizational mind-set and culture that believes
it has achieved a perfect state of ethical nirvana

= Be humble

= Appreciate your own vulnerability and susceptibility to
failure

= Recognize that ethical management is a continual
process or journey, not a one-time destination

ethics, who has direct access to the board of
directors. In addition, there must be some re-
porting channels in place, via which concerns
can be relayed without fear of any reprisals.

Inmost cases, crises can be avoided if em-
ployees feel comfortable about reporting their
concerns, and then if firms take appropriate
and immediate action as soon as those con-
cerns are brought to their attention.

In a May 2012 National Public Radio inter-
view, Peter Solmssen, a managing board mem-
ber and general counsel of Siemens, explained
what his company did after it was discovered
that some of its employees were routinely pay-
ing bribes to win contracts.

First, Siemens hired outside investigators
toreveal the extent of the problem. Then, they
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offered amnesty to employees who were will-
ing to come forward and help weed out corrup-
tion. Those who didn’t come forward and were
later found to have been involved in shady
dealing were fired and then prosecuted.

Changing the corporate culture is not as
hard as it seems, Solmssen said, adding that
employees will generally opt to make things
right if given half the chance. “Our employees
arethrilled not to be part of the problem and to
be part of the solution.”

3. GIVE ETHICAL LEADERSHIP. This is potentially
the most critical element of an effective ethical
corporate culture. The starting principle must
be not to let short-term personal financial
gain - otherwise known as greed - outweigh
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considerations of the potential negative im-
pactonother people.

Unfortunately, in too many companies,
the narrow pursuit of profits and fat bonuses
has prevented many leaders from setting the
right ethical tone at the top. WorldCom’s Ber-
nie Ebbers and Enron’s Kenneth Lay and Jef-
frey Skilling are obvious examples. But besides
those holding Time’s dubious honor of “Top
10 Crooked CEOs,” there are many less well-
known examples that may not make interna-
tional headlinesbutarenoless egregious - per-
hapsin your own company?

Check out Exhibit 1 and see if you recog-
nize any of the telltale signs of ethical leader-
ship failure. Addressing these shortcomings
and failings is key for boosting your level of
ethical leadership.

Guiding Principles

Every firm faces the risk of an ethical crisis, no

matter how serious an attempt has been made

tobuild an ethical corporate culture. As such,

being prepared to address potential crises ef-

fectively and ethically is a crucial element of

strong and responsible management. We sug-

gest the following principles to guide crisis

management planning.

* Be honest, transparent and disclose all rel-
evantinformation.

» Remain visible and available at all times
throughout the crisis.

= Don’t hide behind company media state-
ments or “no comment.”

= Acceptfaultand assume responsibility if in-
deed you are or your firm is at fault,

= Don’t act defensively or try to deflect the
blame.

« Take all reasonable steps to fix the problem
and help ensure that it won’t happen again.

« Apologize when the situation calls for it.

= Demonstrate sensitivity to those who may
have been harmed.

= Ensure that the natural environmentand lo-
cal community are protected.

= Focus on respecting the rights of other
stakeholders, not merely the shareholders.

= Ensure timelyand fair compensation for the
injured parties where and when appropriate.

Most importantly, everything said to any

stakeholder - whether shareholders, employ-

ees, customers, governments, citizens, the me-

dia or special interest groups - and everything

An Ethical Approach to Crisis Management

undertaken by the company should always be
directlybased onand directly connected toits
core ethical values, such as those mentioned
earlier like trustworthiness, responsibility,
caring, citizenship, respect and fairness.
Exclusive or excessive reference to, and
emphasis on, othervalues - such as profit max-
imization or protection of share value - have
led to many of the most heavily criticized crisis
management decisions that have occurred in
recentyears. Besides those casesalready men-
tioned, think of the mess Nike found itself in
whenrelying onlocal norms and business con-
ventions as the standard-bearer for supplier
decisions on the use of child labor in Asia.
Instead, webelieve thatacrisis can serve as
a defining opportunity for a company to dem-
onstrate its commitment toa higher set of core
ethical values. This will put you in a much bet-
ter position to survive a crisis, and moreover
generate long-term goodwill for your enter-
prise. Firms that establish and sustain ethical
corporate cultures also reduce the potential of
other crises happening again in the future. O
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