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CASE STUDY 9.2
ROOTING OUT CORRUPTION AT SIEMENS GLOBAL

For many years offering bribes was business as usual at Siemens Global, the
giant German engineering firm. Siemens employees channeled payments to
government officials, primarily in developing countries, in order to secure
contracts. For example, Siemens paid at least $40 million in bribes to win
the right to produce Argentina’s national identity cards; $20 million to
build power plants in Israel; $14 million to supply medical equipment in
China; $14 million to construct rail lines in Venezuela; and $5 million to
supply phone equipment in Bangladesh. The company also made secret
payments to Saddam Hussein's Iragi government to participate in the
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United Nations-sponsored oil-for-food program. Bribes typically ranged
from 5% to 6% of a contract's value, though they could go as high 40% in
highly corrupt nations. So far investigators have identified a total of 2.1
billion euros in suspicious payments. Money that could have gone to roads,
schools, and hospitals in needy areas went to dishonest government offi-
cials instead. Residents of poor countries paid more than they should have
for power plants, highways, railways, and phone equipment.

Siemens executives covered up illegal payments by transferring money to
foreign accounts in countries with lax banking regulations. They also fun-
neled money to phony companies in nations where they were bidding for
contracts. Local “consultants” then delivered the payoffs to officials, often
using suitcases or bags stuffed with cash. Between 2001 and 2006, one
midlevel executive supervised the payoff program (with an annual budget
of $40 million-$60 million) to make sure that the payments were disguised
and that employees didn't siphon off funds designated for foreign officials.
Noted a spokesperson for German federal prosecutors, “Bribery was
Siemens' business model. Siemens had institutionalized corruption.”’

The illegal payment scheme was unearthed in 2006. Siemens, with
annual sales of over 72 billion euros, paid $1.6 billion in fines in Germany
and the United States (where it is listed on the New York Stock Exchange)
and must spend another $1 billion to monitor its compliance to antibribery
statutes. (The penalties would have been much higher, but the firm cooper-
ated with U.S. investigators.) Siemens also had to pay $100 million to the
World Bank to support anticorruption work and was banned from bidding
on World Bank contracts for two years. Several German employees, includ-
ing a former board member, have been convicted of fraud and other crimes,
and hundreds more are under investigation.
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The task of rooting out corruption at Siemens and restoring the compa-
ny's reputation has been spearheaded by CEO Peter Loeschler, appointed as
the firm's first non-German chief executive in 2007. The first step he took
was to announce a zero-tolerance policy: “The approach was very simple—
zero tolerance. From Day One, what | have clearly communicated to every-
one is that we have a Zero-Tolerance policy that there is absolutely no grey
zone and that Siemens stands for clean business everywhere, and at all
times."? To implement this policy, CEO Loeschler

+ removed half of the management board,
« selected the company's general counsel to be chief compliance officer
and made him a member of the board,
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fired offenders even if they didn't violate local laws,

centralized business functions to make it harder for individuals and

divisions to operate illegally,

« established an amnesty program where employees could come
forward with information without fear of punishment,

« adopted new antibribery rules,

hired outside legal and financial investigators to identify suspicious

payments,

« hired the cofounder of Transparency International to develop an

anticorruption training program for employees,

increased the compliance staff from 86 to 500, and

+ created a web portal that employees can use to ethically evaluate

their interactions with customers and consultants.

Siemens's chief ethics officer Peter Solmssen is cautiously optimistic
about efforts to stamp out corruption. He believes that the firm has elimi-
nated the system of bribes and kickbacks but admits, when it comes to
unethical behavior, “it's never over.”* Solmssen is right to be cautious. The
anticorruption push faces significant obstacles. Some are cultural. Until
1999, bribery payments were legal (and tax deductible) in Germany. The
German business culture is only recently becoming more transparent in
response to regulatory and investor pressure from outside the country. Then,
too, Siemens operates in a variety of countries, many of which tolerate brib-
ery. The sheer size of Siemens poses its own set of difficulties. Over 400,000
eemployees have to accept the fact the firm has a new way of doing business.

Solmssen looks forward to the day that Siemens can shift its focus from
rooting out corruption to creating a healthy company culture that depends
"on a more values-based leadership where people don't need to look at the
rule book, where they know intuitively what the right thing to do is."*

Discussion Probes

1. What should be the elements of a zero-tolerance ethics policy? Are
any of these elements missing at Siemens Global?
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5. What leadership and followership ethics lessons do you take from this
case?




