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The decline of ethical business practices and profession-

alism has dominated headlines around the world since 

the onset of the current financial crisis. Consequently, 

ethics has become the new and ultimate branding tool 

in a world of distrustful consumers. Now, more than 

ever, companies need to lead with ethics. But what does 

that mean for the HR professional?

From a legal standpoint, organizational ethics have been largely 
unregulated. This has changed in recent years, however, starting with 
the enactment of the Sarbanes-Oxley Act of 2002 (Sarbox or SOX), 
which sought to address financial accountability issues highlighted 
by several corporate accounting scandals. Additional laws, such as 
substantial amendments in 1986 and 2009 to the False Claims Act of 
1863 as well as the Dodd-Frank Wall Street Reform and Consumer 
Protection Act of 2010, have been enacted to further govern corporate 
ethical behavior. HR executives must be aware of the legal implica-
tions of all such laws.

Aside from maintaining legal compliance, though, HR should also 
work to answer two very important questions about corporate ethics: 
what constitutes ethical behavior within an organization, and how 
can HR have a positive influence on such behavior? 

WHAT IS ETHICAL BEHAVIOR?

The Society for Human Resource Management (SHRM) defines 
ethics as “rules of conduct or moral principles that guide individual or 
group behavior.” It further clarifies:

The focus in business ethics is on awareness of organiza-

tional values, guidelines, and codes, and behaving within 

those boundaries when faced with dilemmas in business or 

professional work.

The first step, then, in establishing an ethical culture is defining 
your organization’s core values and the role of ethics in your environ-
ment. Senior management should take the lead in this process, but 
it’s wise to solicit input from your employees, too, to help ensure that 
ethical culture and behavior are shaped and followed at all levels of 
your company. 

Next, formalize these principles into a written code of ethics. If 
your company’s ethics policy isn’t in writing, it may be difficult for 
employees to know the expectations—and be held accountable when 
they aren’t met. The SHRM website offers these suggestions for an 
ethics policy’s content:

“Codes of conduct may cover a variety of subjects such as the 

following:

 · Compliance and laws.

 · Confidential or proprietary information.

 · Conflicts of interest.

 · Use of company assets.

 · Acceptance or providing of gifts, gratuities, and entertainment.”

To further demonstrate your company’s commitment to ethical 
behavior, establish a confidential reporting system that provides 
employees with a secure and anonymous way to report inappropriate, 
unethical, or illegal activities. Don’t roll it out, however, unless you’re 
serious about investigating and enforcing ethical behaviors. 

Taking all of these steps will go a long way toward showing your 
employees (and the courts) that ethical behavior is a requirement at 
your company.

The Role of HR in 

ESTABLISHING 
an 

ETHICAL CORPORATE CULTURE
BY VALERIE GRUBB
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HR’S SPHERES OF INFLUENCE

In a 2011 survey on ethics and culture by the National Business and 
Economics Society, for example, 42% of employees responded that 
their company had a weak ethics culture (in 2010 the number was 
35%). Examined alongside research by the Ethics Resource Center (a 
nonprofit research group that focuses on organizational ethics) that 
indicates a strong correlation between the health of an organization’s 
culture and the number of instances of observed misconduct within 
that organization, these figures clearly demonstrate that a company 
culture with weak ethics can facilitate—and perpetuate—lapses in 
judgment by employees at all levels.

As an HR professional, you’re in a strategic position to ensure that 
your organization maintains a culture that demands ethical behavior. 
During each HR phase of an employee’s career, reevaluate your cur-
rent policy to verify that it measures and rewards ethical decisions.

From the very beginning of an individual’s career with an organiza-
tion, for example, HR can help create an ethical culture by working 
with management to hire the right people. When interviewing, manag-
ers should pay as much attention to a candidate’s values as they do to 
his or her technical skills. New-hire orientation should emphasize 
your organization’s values and ethics and how they manifest in the 
company’s day-to-day operation. But don’t  limit this conversation to 
new hires: the company’s values should be ingrained in the minds of all 
employees, no matter how long they have been with the organization.

Organizational values must be continually reinforced and 
rewarded if they are to flourish and endure. Printing out a list of your 
company’s values is one thing, but actually walking the talk is another. 
Rather than spend all your effort on creating “awareness” posters, 
focus instead on rewarding the ethical behaviors your company has 
embraced. Few things motivate employees like including this sort 
of recognition in an annual performance review. Take care, however, 
not to promote unethical behavior to reach goals! 

Sales compensation plans can pose particular challenges to 
company ethics policies. Incentive compensation plans based on only 
one or two criteria (such as revenues, profits, or quota attainment) 
can invite questionable behavior by promoting sales growth or profit 
growth without considering overall risk or profitability to the com-
pany. Expanding your sales compensation plan to include metrics 
such as new customer acquisition, customer satisfaction rates, or sell-
ing the right product mix (to name just a few possibilities) will yield 
a better sales performance indicator that’s in line with the company’s 
strategic direction. 

Executive compensation and bonus structures can also be espe-
cially tricky area for the HR executive to negotiate. Unfortunately, 
boards of directors usually exclude chief HR officers from C-level 
salary negotiations and thus enact incentives that are tied to short-
term success and may be harmful to the company’s long-term health. 
Harry Novak, the managing director of Buccino and Associates, Inc., 
offers some helpful advice1 for mitigating the problems often associ-
ated with this situation.

Companies can structure incentive compensation plans that 

assist in achieving their goals and reduce the temptation 

of improper conduct by plan participants. To do so, they 

should develop plans that:

 · Are not one-dimensional, focusing on only sales or profits, and 

instead are weighted on achieving several goals, such as sales, 

profits, product mix, and other budget or performance goals

 · Provide some discretionary provision for the board of directors

 · Include stock or phantom stock incentives

 · Possibly include some holdback to incentivize long-term goals 

and long-term employment

 · Set a reasonable term and are paid only if the participant is 

employed by company

 · Retain the right to modify the plan

HR’s purview can encompass global operations, as well—in par-
ticular, overseeing the implementation of ethical work standards in 
offshore operations (in both production facilities and foreign-based 
suppliers). The old adage “When in Rome, do as the Romans do” does 
not apply when the “Romans’” ethics are in conflict with a company’s 
stated code of conduct. Companies who don’t keep an eye on the ethi-
cal (or unethical) behavior of their foreign subsidiaries and affiliates 
run the risk of garnering negative publicity. Watchdog organizations, 
for example, have drawn attention to several well-known companies 
for their unethical policies regarding employee wages and working 
environments in their overseas operations. 

Relativity applies to  

physics, not ethics.

— Albert Einstein
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Leadership is a combination  

of strategy and character.  

If you must be without one,  

be without the strategy.

— Gener al Norman Schwarzkopf

Valerie Grubb of Val Grubb & Associates Ltd. (www.valgrubbandassociates.

com) is an innovative and visionary operations leader with an exceptional ability 

to zero in on the systems, processes, and personnel issues that can hamper a 

company’s growth. Grubb regularly consults for mid-range companies wishing to 

expand and larger companies seeking efficiencies in back-office operations. Her 

expertise and vibrant style are also in constant demand for corporate training 

classes and seminars. She can be reached at vgrubb@valgrubbandassociates.com.

PRACTICAL TIPS FOR ETHICAL BEHAVIOR

Everyone has a role to play in establishing and maintaining an ethical 
workplace, but a company’s leaders and HR team set the tone for the 
entire organization. Keep these practical guidelines in mind as you 
work to create and maintain an ethical environment: 

 · Foster a professional and productive work environment: 

People who enjoy their work environment will always perform 
at higher levels and be less tempted to stray from the company’s 
ethical standards.

 · Be fair and maintain the trust of your employees: Treat 
employees and senior management fairly and consistently (this 
is especially important when handing out bonuses and raises). 
Favoritism or inequity can significantly reduce your employees’ 
commitment to the company’s success and ethical behavior in 
general.

 · Understand that asking for the impossible may result in un-

ethical behavior: Putting significant pressure or demands on an 
employee may compel him or her to engage in unethical behavior 
in order to achieve the impossible. Try to maintain a sense of 
balance and understanding even in the most trying of times. As 
the renowned advertising executive Charles Henderson Bower 
famously declared, “The expedient thing and the right thing are 
seldom the same thing.”

 · Be reliable and honest: Transparency in companies can be an 
elusive goal, but honesty truly is the best policy.

 · Reward employees for demonstrating the organization’s 

values: Let employees know that an ethical culture is required 
for working at the organization, and it will be recognized and 
rewarded. Conversely, do not tolerate unethical behavior.

Cultivating strong ethics builds a smart business, and ethical 
leadership is about “raising the bar.” In order to be considered an ethi-
cal leader, a company must be proactive in communicating its ethical 
values and talk about ethics as much as it talks about financial goals—
and, of course, the company must also follow its own guidelines and 
lead by example. When measuring a company’s ethics, however, total 
success is achieved when ethical thought and practice permeate the 
company at all levels, from the executive office to the mailroom. 

1.  From “Avoiding Ethical Conflicts in Workplace Compensation,” by Harry Novak,  

12 March 2011. http://www.turnaround.org/Publications/Articles.aspx?objectID=13751.
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