Box 1 – 4e (Lawrence Gitman) Authored by John Zietlow, Prof. of Finance, Malone College
Focus on Practice:  Ethics at Hewlett-Packard

Hewlett-Packard was started in 1939 by Bill Hewlett and Dave Packard based on principles of fair dealing and respect—long before anyone coined the expression “corporate social responsibility.”  H-P credits its ongoing commitment to “doing well by doing good” as a major reason why employees, suppliers, customers, and shareholders seek it out.  H-P is clear on its obligation to increase the market value of its common stock, yet it strives to maintain the integrity of each employee in every country in which it does business.  H-P's “Standards of Business Conduct” include this warning to employees, especially finance staffers (pg. 1):



HP employees at every level must comply with these Standards, and associated policies and guidelines. Failure to do so is considered misconduct and may lead to termination of employment. In particular, all executive officers and senior financial officers, their staffs, and all managers and other employees contributing to HP's financial record-keeping must comply strictly with HP finance and accounting standards, policies and guidelines. 

CEO Carly Fiorina, in her "CEO's Message" at the beginning of the Standards of Business Conduct, states (pg. iii): "Unethical or illegal business conduct on the part of H-P is simply unacceptable and will not be tolerated."

Such a stance puts the company under the microscope.  When H-P began its publicity blitz to gain stockholder acceptance of its eventual merger with Compaq, Walter Hewlett, a member of both the board and the Hewlett family, filed suit alleging misstatement of financial facts and improper pressure of shareholder Deutsche Bank on the part of the HP management team.  A Delaware judge dismissed the lawsuit, but it underscored the fact that a company's ethics are constantly under the scrutiny of the public and investors.  H-P's reputation was reaffirmed in 2003 when it was named one of three companies awarded the Society of Financial Service Professionals’ American Business Ethics Awards.
Maximizing shareholder wealth is what some call a “moral imperative,” in that stockholders are owners, having property rights, and managers as stewards are obliged to look out for owners’ interests.  Many times doing what is right is consistent with maximizing the stock price, but what if integrity causes a company to lose a contract or see analysts reduce their rating of the stock from “buy” to “sell”?  The objective holds—maximizing shareholder wealth—and the officers must do so within the ethical constraints.  Those constraints occasionally limit the alternative actions from which managers may choose.  Some critics have mistakenly assumed that the objective was the cause of unethical behavior, ignoring the fact that any business goal might be cited as a factor pressuring individuals to be unethical.  

American business professionals have tended to operate from within a strong moral foundation, based on early childhood moral development that takes place in families and religious institutions.  This does not prevent all ethical lapses, obviously—after news of the Salomon bond price manipulation episode broke (see text), a Treasury Department official was quoted in The Wall Street Journal saying the traders “broke lessons you learned in Sunday school in second grade.”  So it’s not surprising that Chief Financial Officers declare that the #1 personal attribute finance grads need is ethics—above interpersonal skills, communication skills, decision-making ability, or computer skills.  H-P is aware of this, and has institutionalized it in its culture and policies.

