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BENTLEY is a business university. Centered on education and
research in business and related professions, Bentley blends the
breadth and technological strength of a university with the
values and student focus of a small college. Our undergraduate
curriculum combines business study with a strong foundation in
the arts and sciences. A broad array of offerings, including
Information Age MBA, Master of Science and certificate pro-
grams at the McCallum Graduate School, emphasize the impact
of technology on business practice. Enrolling approximately
3,900 full-time undergraduate, 400 adult part-time undergradu-
ate, and 1,300 graduate students, Bentley is located in Waltham,
Massachusetts, minutes west of Boston.

The Center for Business Ethics at Bentley College is a nonprofit
educational and consulting organization whose vision is a world
in which all businesses contribute positively to society through
their ethically sound and responsible operations. The center’s
mission is to give leadership in the creation of organizational
cultures that align effective business performance with ethical
business conduct. It endeavors to do so by the application of
expertise, research, education and a collaborative approach to
disseminating best practices. With a vast network of practition-
ers and scholars and an extensive multimedia library, the center
provides an international forum for benchmarking and research
in business ethics.

The center helps corporations and other organizations strength-
en their ethical culture through educational programming such
as the Verizon Visiting Professorship.



It was an honor for the Bentley community to welcome Raymond
Gilmartin, chairman, president and chief executive officer of Merck &
Co., as the second Raytheon Lecturer in Business Ethics. The number of
people eager to hear him address “Ethics and the Corporate Culture” set
a campus record, with two auditoriums required for seating! Bentley’s
new partnership with WGBH takes Mr. Gilmartin’s lecture to an even
wider audience, via the WGBH Forum web site: www.wgbh.org/forum.

As a business university, Bentley strives to be at the frontier of business
practice in its teaching, scholarship and co-curricular activities. An
emphasis on ethics and social responsibility is infused through every facet
of campus life — from case studies introducing freshmen to the world of
business to a concentration in the MBA; from research on corporate gov-
ernance and compliance with the Sarbanes-Oxley Act to studies of
Internet shopping in the workplace; from a culture that promotes student
engagement in community service to a play that explores ethical dilemmas
in accounting practice to a student-faculty partnership that designed a
model academic integrity policy.

Since its founding at Bentley College 28 years ago, the Center for Business
Ethics has worked tirelessly to generate thought-provoking discourse. The
corporate leader lecture series is a hallmark of that aim. With Raytheon
as the new series sponsor, I am confident that our students and faculty, as
well as the business community at large, will continue to draw inspira-
tion, understanding and new insight from the lectures.

Joseph G. Morone
President
Bentley



The Raytheon Lectureship in Business Ethics at Bentley College
is made possible through the generous support of the Raytheon
Company. Raytheon is an industry leader in defense and gov-
ernment electronics, space, information technology, technical
services, and business aviation and special mission aircraft, with
annual revenues of more than $18 billion. The company
employs 78,000 people worldwide. Raytheon aspires to be the
most admired defense and aerospace systems supplier, through
its world-class people and technology. It has built a reputation
for adhering to the highest ethical standards in the industry. The
lectureship series aims to illuminate and promote ethical values
and conduct in business, highlighting best practices in corpora-
tions throughout the United States.

Learn more about Raytheon online at www.raytheon.com.



Ethics in business is about so much more than following rules.

Fundamentally, it is a matter of creating the right culture in our organi-
zations, so that people have the ability and support to make decisions that
are not only effective but are consistent with the values and principles we
hold dear. It is about trust, about what you do when no one is watching,
about treating the name of one’s company as if it were one’s own. The
leaders of a business or an organization need to set the example. Leaders
need to beg for the bad news. Raytheon has worked very hard in estab-
lishing an ethical business culture that is accepted by our employees and
woven into the fabric of the way in which we work. Our continued
growth and profitability depend on our ability to protect our reputation.

Raytheon has supported the Center for Business Ethics at Bentley College
for many years. We are honored now to sponsor its Lectureship in
Business Ethics. We recognize the enormous value of the leadership given
by the center for nearly 30 years, to promote ethical business practices
and values in the United States and around the world. Ethical leadership
— illuminating and inspiring ethical conduct and values — is what the
Raytheon Lectureship in Business Ethics is about. The series will bring to
Bentley College highly respected corporate leaders who have a deep-root-
ed commitment to doing business in the right way. They will share ideas
and engage in discussion about how all of us in the business community
can encourage ethical excellence. I hope you find this lecture series useful.
Please let us know.

William H. Swanson
Chairman and Chief Executive Officer
Raytheon Company



MERCK is one of the world's largest research-driven pharma-
ceutical companies. The company employs nearly 64,000
people worldwide and is headquartered in New Jersey. Some
of Merck's discoveries and developments over the past
century have become household names. In 2003, Fortune mag-
azine included Merck in its list of “Blue Ribbon Companies,” a
recognition of those companies that have made five or more of
Fortune’s lists throughout the year. Merck was named to the
following Fortune lists: “Fortune 500;” “100 Best Companies to
Work For;” “Global 500;” “America’s Most Admired
Companies;” “World's Most Admired Companies;” and “MBAs’
Top 50 Employers.” Merck is widely recognized for its efforts to
improve global health and access to medicines. In its first
annual ranking of America’s most philanthropic companies,
BusinessWeek magazine recently named Merck to its list, plac-
ing the company fourth on its ranking of “The Most Generous
In-Kind Givers.” The Economist stated that Merck has “won the
admiration of advocates of corporate responsibility,” and is
considered the “acceptable face of capitalism.”



RAYMOND V. GILMARTIN is Chairman, President, and Chief Executive
Officer of Merck & Co., Inc, one of the world’s largest research-driven
pharmaceutical companies.

Merck employs nearly 64,000 people worldwide and is headquartered in
New Jersey. Some of Merck’s discoveries and developments over the past
century have become household names: vitamins; antibiotics such as peni-
cillin and streptomycin; cortisone; also vaccines and medicines in some 20
therapeutic areas. Merck’s more modern medicines include Vioxx, for
arthritis and pain; Fosamax, for osteoporosis, Singulair for asthma and
seasonal allergic rhinitis, and Emend, which treats nausea and vomiting
associated with chemotherapy.

Last year, Business Week ranked Merck Number 20 out of 50 top-per-
forming companies. The magazine has been ranking the top-performing
companies in the S&P 500 Index for seven years. Merck is the only com-
pany to make the list all seven out of seven years.

Merck is widely recognized for its efforts to improve global health and
access to medicines. In September 2002, Merck earned one of only two
Triple-A ratings for ethics by the Management & Excellence group.' And
a recent issue of the Economist stated that Merck has “won the admira-
tion of advocates of corporate responsibility,” and is considered the
“acceptable face of capitalism.”



Ray Gilmartin joined Merck as president and chief executive officer in
June 1994 — the first president and CEO hired from outside the compa-
ny. He was named chairman of the board in November 1994. He joined
Merck after serving as chairman, president, and CEO of Becton
Dickinson.

Mr. Gilmartin earned a degree in electrical engineering from Union
College in 1963, and moved to Boston in 1966 to attend Harvard
Business School. After he earned his MBA, Mr. Gilmartin worked for
eight years at Arthur D. Little in Cambridge.

Mr. Gilmartin is active in issues that involve the pharmaceutical industry,
both globally and domestically. In 2003, he was sworn in as a member of
President Bush’s Export Council. He was asked to chair the Subcommittee
on Stewardship to emphasize that America’s companies not only bring
their capital, but also their values to world markets.

He serves on the boards of General Mills, Inc., and the Microsoft
Corporation. He also serves on boards of several organizations involved
with health care and health policy, including the International Federation
of Pharmaceutical Manufacturers Association. He is a director of The
College Fund/UNCEF and a trustee of the Health Care Leadership Council.

Raymond V. Gilmartin
President, Chairman and Chief Executive Officer
Merck & Co., Inc.

"Management and Excellence, S.A. is an international consultancy that rates the manage-
ment quality of blue-chip companies around the world by analyzing criteria such as prod-
ucts; donations and contributions, organizational justice, hiring and promotion policies,
complaint-handling policies, humane layoff policies, effective communication of ethical
policies, recall, rebate and other goodwill policies.



Raymond V. Gilmartin, President and CEO, Merck & Co.; W. Michael
Hoffman, Executive Director, Center for Business Ethics, Bentley College.

Ethics and the Corporate Culture

THE RAYTHEON LECTURESHIP IN BUSINESS ETHICS
AT BENTLEY COLLEGE

Monday, November 10, 2003

Raymond V. Gilmartin
President and CEO
Merck & Co., Inc.

One of the great places to be in America is on a college campus. Colleges are filled
with intellectual energy, enthusiasm for questioning old ideas and exploring new
ones, and with a commitment to finding ways to make the world a better place.
So, thank you for inviting me to be with you and thanks to your Center for
Business Ethics for sponsoring this event.

In thinking about what I would say to you today, the first thing that came to mind
is something I heard at one of my class reunions at the Harvard Business School.
I always try to attend my reunions — this year was my 35th. Not only am I glad
to see my old classmates, but I also like to attend the lectures that today’s profes-
sors offer as part of the program for the weekend. I really enjoy the intellectual
stimulation — and I don’t have to pay tuition.



Several years ago, one of the reunion lectures focused on teaching ethics to busi-
ness school students. The professor talked about the effort the school was making
to integrate ethics into every aspect of its curriculum, so that students would learn
to integrate ethical standards into their day-to-day decision-making as business
leaders.

The professor went on to tell us about a discussion question he always asked his
students — most of whom had been out in the workforce before coming to Har-
vard — early each semester. He posed this question, in part, to help him gauge
their views on the relevance of teaching business ethics in an integrated way.

His question was simple: “Have you ever found yourself in a situation where you
were asked to do something, unethical, and, if so, describe it.” He reported that a
surprising number of his students said they had been asked to do something they
knew was unethical — wrong. He also reported that the experience was devastat-
ing — not disturbing, devastating — especially when it happens to people early in
their careers.

Not having ever been in such a situation myself, T was fascinated by what he
reported. But it’s what he told us next that really caught my attention. Most of the
students, he said, believed that if the CEO of their organization had known what
was going on, he or she would not have permitted it.

As a CEO myself, I found this observation very illuminating. It reinforced my own
belief and experience that in a corporation, it is not enough to say you are an eth-
ical company that hires ethical people, who are expected to do the right thing. You
must go beyond that. You must also ensure that the environment in which your
people work not only expects, but supports, ethical behavior and not only oppos-
es, but roots out, unethical behavior.

But what is ethical behavior — how do you define it? It’s not easy. There are entire
courses on ethics — in fact, I counted six courses with “ethics” in their titles
offered by your Philosophy department. Ethical behavior is not just what goes on
every day — simply complying with the rules. It demands a higher standard. It
means that instead of looking for loopholes, you see the rules as the foundation
of moral behavior. As Plato put it, “Good people do not need laws to tell them to
act responsibly while bad people will find a way around the laws.”

These days, it seems that the only time you read about business ethics is in the con-
text of the Enrons, WorldComs, and Tycos of the world. They make the news for
the outrageous ways in which they flouted even their own ethical standards. But,
even though you won’t read about it, there are also companies on the opposite end
of that spectrum, corporations that are fiercely determined to hold themselves to



the highest standards of ethics and integrity. And, as on any continuum, there are
many companies that fall somewhere in between.

The Ethics Resource Center, a nonprofit organization which, since 1977 has been
promoting the creation of ethical work environments, has been tracking for the
past decade the ethical environment in corporate America. I served as chairman of
the center several years ago. Earlier this year, the center released its latest scientif-
ic survey of 1,500 workers across the country. I’d like to share with you some of
the results.

The survey showed that over the past ten years, the percentage of employees who
observed misconduct has dropped from 31 to 22 percent. It also showed that
employee reporting of misconduct increased from 48 percent to 65 percent, and
those who said they felt pressured to compromise their ethical standards dropped
to a new low of ten percent. This is encouraging news.

Yet despite this improvement, the survey also found that nearly half of all non-
management employees are still reluctant to report misconduct. This reluctance
stems from concern that reported misconduct would be ignored or that the report
would not be kept confidential. However, in those companies in which a strong
ethics program is in place, employees are more likely to report misconduct and to
believe those reports will be taken seriously. That’s why strong ethics programs are
key to creating a strong ethical corporate culture.

But what constitutes a strong ethical culture? I believe a company proves its com-
mitment to the highest standards of ethics and integrity by meeting three very
important goals.

First, its top leaders must set the right tone and that tone must be echoed
throughout the organization. In thought, word and deed, a company’s leaders
must clearly and unambiguously both advocate and model ethical behavior.

Next, it must offer formal training in ethics and standards of conduct, not just
so that people will know what’s expected of them, but so they can learn how
to identify a potential ethical dilemma and prevent it from actually becoming
one. Employees should also have a place to turn for advice about concerns or
doubts that they may have regarding a situation they may be
facing.

Third, it must provide formal mechanisms, both inside and outside one’s orga-
nizational structure, for reporting any wrongdoing, should it occur or be sus-
pected of occurring.
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We have embraced these goals at Merck, and I would like to tell you why I believe
that’s important and detail for you what we have done to meet these goals.

In the pharmaceutical industry, one of the most valuable assets a company has is
its reputation. The work we do is a public trust. When you are researching, devel-
oping, and manufacturing drugs that people rely on to prevent or treat disease in
themselves or their families, you should be expected to maintain the highest stan-
dards of ethics and integrity. At Merck, that is the standard to which we hold our-
selves.

The foundation of our commitment to ethics at Merck is our culture and tradi-
tion. Merck is proud of its long history of strict adherence to the highest standards
of integrity and ethics. In a very real sense, the people of Merck are our own best
watchdog, for unethical behavior by any would tarnish the hard-won reputation

of all.

That’s why we train our managers in ethical behavior; why we include ethics as
part of our annual performance reviews; and why it’s one of the measures we use
to make decisions about advancement. For a company that cares a lot about
results — how many new drugs we’ve developed, the growth of sales and earn-
ings, the price of our stock — we also care a lot about how we achieved those
results.

But as effective as that is, it is clearly not enough.

That is why in 19985, shortly after I came to Merck, I created Merck’s first Office
of Ethics. This office is responsible for carrying out every aspect of our ethics poli-
cies, both here in the United States and abroad. The office has been headed since
its founding by Jacqueline Brevard, a long-time Merck lawyer, who is today a
nationally recognized expert in this field.

When we established the Office of Ethics, I charged it with several important
objectives, all of which complemented the overarching goals I mentioned a
moment ago:

First, develop one global code of conduct for every Merck employee in every
office in every country in which we operate;

Second, develop the training needed to ensure that all Merck employees were
not only familiar with the Code of Conduct, but know how to apply it in their
work.



Third, establish fully staffed and supported confidential structures that our
employees could use to ask questions about ethical dilemmas they faced, or
report unethical behavior they knew or suspected was taking place;

Fourth develop a strategic communications plan, to ensure that all of our
employees knew not only what resources where available to them, but how to
access those resources.

We also gave our new Office of Ethics complete independence within the compa-
ny. Jacquie Brevard reports directly to me, and we meet at least once a quarter so
she can keep me fully apprised of what her office is doing and finding.

It’s important to point out that when I decided to establish the ethics office, it was-
n’t because I had any doubt about the integrity and ethics of Merck employees.
Quite the contrary; as I said a moment ago, Merck has a long history of adhering
to the highest standards of conduct and behavior.

But one cannot rely on past performance, which is, after all, no guarantee of
future results. And when a company is growing as ours is, adding new employees
and expanding operations around the world, it’s important to ensure that every
Merck employee knows that meeting the highest ethical standards is not just a
part of how we do business, it is at the beart of how we do business.

The first test our new office faced was developing a global set of standards. As
those of you who have read Thomas Friedman’s book, The Lexus and the Olive
Tree, know, the rapid globalization of the world economy is posing many new
challenges to nations, corporations, and individuals in a whole host of areas,
including ethics.

Traditionally, companies have drafted standards of conduct designed just for use
in the United States, and then have exported those codes to their overseas opera-
tions. Typically, such codes will cite chapter and verse of American laws against
price-fixing or anti-competitive practices, for example, but they won’t address the
values that underlie the laws.

For a company like Merck, with operations on every continent in the world,
(except, of course, Antarctica), that doesn’t work. That is why Merck’s guide to
Our Values and Standards deliberately does not read like an obscure legal docu-
ment, it reads more like a moral document.

Our code of conduct says such things as: “We compete fairly and honestly;” “We
strive to maintain an environment free of harassment, where all employees are
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respected;” and “We may not buy or sell Merck securities, on the basis of non-
public, material information.” Because they are based on the fundamental ques-
tion of right and wrong, these standards can and do apply everywhere and to
everyone.

I should also point out that our Code of Conduct was the work product of peo-
ple from every part of the company in every part of the world. Interviews and
focus groups were held both here in the United States and abroad and anonymous
questionnaires were distributed worldwide. We did this, not because basic con-
cepts of right and wrong vary around the world but rather because the best ways
in which to talk about them do. We wanted to find universal language to com-
municate universal values.

If you were to visit our Ethics Office at our headquarters in New Jersey, the first
thing you would notice is a wall full of electric blue and purple rectangles. While
they look like a piece of modern art, they are, in fact, identical copies of our Values
and Standards brochure, written in 25 different languages. That’s as clear a rep-
resentation of the globalization of ethics as I think you’ll find.

Of course, creating rigorous ethical standards is just the first step. Any company
that’s serious about its standards has to make every effort to train their employees
in what the standards mean to them on a day-to-day basis and how they apply to
their business life.

As someone at the Ethics Resource Center said recently, “To be effective, codes of
conduct need to be actual living documents, not just framed pieces of paper hang-
ing on company walls.” So while we are proud to display on our walls our code
of conduct in 25 different languages, that is where our commitment begins, not
ends.

At Merck, every new employee receives, as part of their orientation training, a sec-
tion that covers our Values and Standards and that gives employees all the infor-
mation they need about the resources available to them through our Office of
Ethics. Similarly, when employees move up the corporate ladder and become man-
agers, for example, our ethical standards are reinforced as part of the training they
receive for their new position.

And while our Values and Standards document is the same in every language, we
recognize that our training must take into account the various situations people
face in different parts of the world. We knew that we would, in some cases, be ask-
ing people to act in ways that were contrary to prevailing cultural practices, such
as how women in the workplace are treated or what constitutes a bribe. So we tar-



get our training in different countries or regions to assist our employees in meet-
ing the real-world challenges they are likely to face.

Let me give you an example. In some of the countries in which Merck does busi-
ness, our employees occasionally interact with people who are so uncomfortable
doing business with women that they want them removed from a project. And
some companies might say, well, when in Rome, do as the Romans. But at Merck,
we strongly believe in equal opportunity for women, no matter where they work,
and we would never honor such a request. So in those countries, we will give our
employees tips on how to deal with this attitude, without in any way compromis-
ing our commitment to gender equality.

We have found that when people see that we will stand behind our female employ-
ees, they change their attitude and will work with our women on an equal foot-
ing. Pragmatic self-interest takes over. Their desire to do business with us over-
rides their reluctance to work with a woman. But we wouldn’t have found that
out had we compromised our ethical commitment to equal opportunity for our
female employees in every part of the world.

In addition, we tailor our training to meet the needs of people holding different
jobs within the company. The real-world dilemmas a pharmaceutical sales rep will
face are different from those likely to confront someone who works in a research
lab. Our training takes that into account.

It’s also important that training offers more than just theory — it must provide
practical advice. Through our Ethics Awareness Workshops, we provide our
employees with practical advice that will help them recognize and then deal with
a potential ethical dilemma.

These workshops teach people how to apply our values and standards in the real
world. We recognize that when people are striving to succeed, they may be tempt-
ed to take an occasional ethical shortcut. These workshops give our employees
practical advice on how to short-circuit that temptation.

Of course, no amount of training is ever sufficient to prepare people to meet every
ethical question they confront at work. There is plenty of gray area in ethics, and
sometimes certain ethical imperatives may appear to be in conflict. Most people
who get caught up in unethical behavior are not fundamentally bad. More often
than not, they are good people who are doing something unethical in the mistak-
en belief they are helping the company. That is why it is crucial to give employees
a place where they can turn for guidance.
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At Merck, we have several such mechanisms in place. Our Office of Ethics is
always available to provide advice, either by phone, e-mail, fax, or even regular
mail.

In addition, we have established what we call the Merck AdviceLine, a toll-free
number that employees can contact anonymously to seek advice on an ethical
dilemma or report actual or suspected violations of our Code of Conduct. To
assure employees of the confidential nature of the AdviceLine, it rings off-site at

an independent third-party vendor, so no one needs worry about being identified
by Caller ID.

A further resource is our Merck ombudsman program. Every one of our locations
in the United States has an ombudsman on site, to whom people can turn. This is
yet another confidential alternative that people can use to help them navigate a
potential ethical minefield.

It is interesting to note that most of the calls that come into our AdviceLine are
about supervisor-employee relationships. And we have found that this has pro-
vided us with an unintended benefit. Finding out about an issue between a super-
visor and his or her employee gives us the opportunity, not just to address the spe-
cific situation itself, but to also help develop the skills of the supervisor. Let me
give you an example.

Our AdviceLine — and I should mention that we changed its name from a hot line
to AdviceLine because we wanted to encourage its use to include seeking advice
as well as reporting suspected or actual wrongdoing — but our AdviceLine
received a call from a woman sales representative who had a problem with her
manager. She felt she was doing a good job, yet her manager was highly critical of
her, really giving her a hard time. After a while, she began to suspect that her man-
ager might have been discriminating against her because of her gender. She called
the AdviceLine for help.

When we followed up with the manager, by first asking him, “What do you think
of so-and-so?” He immediately replied, “Oh, she’s one of the best people I have
working for me; she’s great.” When we then told him about the situation from her
perspective, he was shocked — he was apparently unaware of how his manage-
ment style was affecting his staff — both women and men, as it turns out.

By gaining this insight into his own management style, this supervisor was able to
develop new skills that made him both a better manager and more valued employ-
ee to Merck. And, because of the AdviceLine, a problem that could have festered
and grown was surfaced and dealt with.



Of course, all of this effort is worth nothing if our employees don’t know it’s avail-
able. An advice line that never rings isn’t doing any one any good. That’s why it’s
vitally important to effectively communicate information about the full scope of
resources available to support our commitment to the highest standards of ethics
and integrity.

For example, we need to be sure that the phone numbers of our Office of Ethics
and our AdviceLine are readily available, that employees know who their
ombudsman is, that they know where to find a copy of our code of conduct, and
that managers at every level reinforce the importance of ethics.

Of course, communicating the importance of ethical behavior requires much more
than words alone. Actions always speak louder than words. That’s why, as I men-
tioned earlier, we make ethical behavior, including treating others with dignity and
respect, an integral part of performance reviews and advancement decisions.

As I travel, I am always pleased to hear from employees how useful they find our
clear set of value-laden standards in doing business and how proud they are of
Merck’s commitment to doing what is right over doing what may seem expedient.
I especially hear that when ’'m overseas, where some of the norms of acceptable
business conduct may differ from our own expectations and where our competi-
tors may not adhere to the same high set of standards we expect of Merck employ-
ees.

Our employees not only feel good about being part of a company that values
doing the right thing, they also find it affords us a long-term competitive advan-
tage. Dealing with people honestly and fairly, treating all those with whom you
work (both inside and outside the company) with dignity and respect, meeting
your commitments — those are the foundations on which strong business rela-
tionships are built.

It is also the way strong businesses are built. At Merck, our ability to succeed is
directly tied to our ability to attract the best young talent available. When you
work on the cutting edge of science — and your future depends on your ability to
develop novel medicines that offer true advance in patient care and offer real value
to the consumer — you must be able to attract the best and the brightest. We have
found that our clear commitment to ethics and integrity helps us attract — and
retain — exactly the sort of talented people we need to meet our goals.

In my experience, the way to succeed in business is to do something worthwhile
in a way that makes you proud of what you do. You don’t want to find yourself
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in the position those students I mentioned earlier did — of being asked to com-
promise your values for the sake of your job. No job is worth that.

So when you complete your education and are weighing several job offers, as I’'m
sure you will be, I urge you to integrate into your calculations each company’s
commitment to ethics and integrity. You will find that a company that honors its
obligation to nurture an ethical environment is a better place in which to work
and succeed.

Thank you.



Bentley College maintains a web poll on legal accountability for corporate values
and operating principles. If I may, I’d like to read you the question that is asked
in that poll so that you might share your response with the audience. The ques-
tion is: Should corporate executives and/or their companies be held legally
accountable for violating and/or misrepresenting corporately declared operating
principles and values the outcome of which results in physical, mental, and finan-
cial harm to employees, customers and stockholders?

Well, T think that since we’re talking about ethics, we should make a clear dis-
tinction between what is legal (which, as far as we’re concerned, sets the floor for
things and gives rise to all the training we do for compliance) and what is ethical,
which is a higher standard. As you ratchet up what people should be held legally
accountable for, you will always be left with the necessity of filling in the gray area
through conduct that is a consistent with the values and traditions of the compa-
ny and its commitment to high standards of high integrity. So, I think that creat-
ing legal liability as a way of getting more ethical behavior has real limitations.
Ethical behavior goes beyond looking for loopholes in the laws, bending them or
looking for precise definitions. I think that the way to go, as I said in my remarks,
is to create an environment that supports ethical behavior. And, because all of
these things are such a gray area, simply creating more legal liability will not do
this.

In discussions on campus about ethics, it emerged that what really promotes
unethical behavior is when people perceive that following the rules puts them at a
disadvantage. You mentioned the example of women doing business in a culture
where there might be a strong hierarchy of male and female roles. Do you think
maybe you’re putting a woman at a disadvantage by making her work in that sit-
uation — almost setting her up for failure? And can you give a specific example
of Merck being supportive of women in such circumstances?
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I think that it all boils down to how much support you provide for your people in
terms of awareness training and advice about how to deal with situations in which
they feel that they’re at a disadvantage. You’re absolutely right that, as we set very
high standards of behavior (and what is expected can vary in different parts of the
world), we’re holding our people to higher standards of behavior than some of our
competitors. At least, if our competitors impose higher standards, their people
aren’t necessarily following them. So, that’s why ethics awareness workshops are
so important and that’s why being able to seek advice is so important. People can
see for themselves how to be successful in these environments and see that they’re
not really at a disadvantage compared to the competition. If you don’t provide
that kind of support, there’s a real risk of people trying to counter a perceived dis-
advantage by bending the rules or doing something unethical. Training is there-
fore a crucial part of our [ethics] program. Just sending out a code of conduct and
saying “these are the rules, follow them and do the right thing” is far from suffi-
cient. You really have to help people understand what is expected, and show them
in a very practical, real-world way how to be ethical and still be successful.

I have a question regarding global competitive advantage. You have given some
concrete examples of how Merck supports and sustains ethical business practices.
Have you been able to measure the impact of this on your global competitive posi-
tioning? As a researcher, I would be interested to know how you measure the pay-
off for ethical behavior.

As you might imagine, it is difficult to measure precisely how ethical business
practices promote competitive advantage. But I will give you some anecdotal evi-
dence that I think demonstrates the link. I was sitting in Shanghai with govern-
ment officials from the Ministry of Health. They complimented me on the behav-
ior of Merck sales representatives — and Merck employees generally — in terms
on how they conduct themselves. Specifically, the officials were talking about how
ethical the employees’ behavior was. Right away this sent a signal that our behav-
ior is seen as being consistent with our values. Clearly, it made a big impression
on these government officials, inspiring confidence and trust in our people, which
is a source of competitive advantage. Secondly, there is the kind of people that
Merck is able to attract and keep, and also the degree of motivation I can sense
when I am visiting company locations in different parts of the world. Their sense
of pride and, consequently, the level of commitment to the company’s success are



also important sources of competitive advantage. Our people are required to act
— and do so — in a way that inspires confidence and trust on the part of physi-
cians who prescribe our medicines; confidence and trust on the part of patients
who take them; confidence and trust on the part of regulators who regulate our
manufacturing facilities and approve our drugs; and we have the confidence and
trust of the people who pay for our medicines. That we can do this suggests we
are a company that can be counted on to do the right thing and to portray our
products in a way that is honest and ethical. My first-hand experience encounter-
ing all of these constituencies is that ethics is clearly a source of competitive advan-
tage for us.

Mr. Gilmartin, I’d like to come back to your point about how proud Merck
employees feel about working for a company that stresses ethics and the impor-
tance of doing the right thing. In the surveys I've seen, including the fairly recent
one by the Ethics Resource Center, employees indicate that this is an extremely
important criterion in deciding on which company to work for, or to continue
working for. That’s another example of ethics providing a competitive advantage.

One of the things I found most interesting about your lecture is the fact that ethics
is built into employee performance evaluations at Merck. It seems to me that if
you don’t do this then ethics is not really inculcated into the corporate culture like

it should be.

I agree with you completely. That’s why within a year or two after we established
the ethics office, we started a formal leadership development program. It’s built on
the foundations of character. For example, does this person or that one display
ethical behavior, treating people with dignity and respect? Obviously, it is critical
for leaders to be competent in business. But it is also very important that they have
the capacity to care for and support the people that work for them and are effec-
tive communicators of our values and what we’re trying to accomplish. To
advance at Merck you need to have the conceptual and strategic capability to see
what needs to be done, the ability to get it done and, most importantly, get it done
in the right way. We’ve instituted a program for evaluating our people. It’s our ver-
sion of what some companies call “360s” — we call it “Stakeholder Feedback.”
Each person is evaluated and I will be doing it myself so that I can understand the
areas in which I need to develop. One of the key questions asked of direct reports
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and stakeholders throughout the company is about ethical behavior: the standards
that are set and how the person being evaluated conducts himself or herself. The
survey is confidential. It’s done by a third party and is online. Therefore people
can feel comfortable and be honest and straightforward in answering this ques-
tion. So it’s not just the subjective view of a supervisor, for example. We have hard
information. This sends a clear message about how strongly we feel about this.

How do you cope with doing business in places like my country, India, where giv-
ing bribes is a way of doing business?

The answer is straightforward: we don’t give bribes. First of all, it’s against the
law. The position may be very clear in terms of legal liability but, beyond that, we
equip ourselves with people who are trained to handle these situations. We instill
the confidence in our people to say “no.” So it’s really fascinating to us that when
our people have such confidence, more often than not, those asking for bribes
back down immediately. Now, there are instances where we lose business. I'll glad-
ly lose that business because we have a long-term deal here. Certainly, we’re not
going to break the law under any circumstances, but there are times when I’'m sure
we lose business when things are at the margin and it is an ethical question rather
than a purely legal question.

I’d like to pick up on an earlier question about the business benefits of being an
ethical company. Johnson & Johnson’s handling of the Tylenol tampering crisis [in
1982] demonstrated an instinctive response that put the well-being of the public
above all else. The company’s conduct earned it huge respect. Although the cir-
cumstances are rather different, it seems that Merck has put human wellbeing
ahead of profits with its river blindness program. Would you like to tell us a little
about it?

In 1985, Merck’s research discovered an anti-parasitic medicine that we called
Mectizan. We found it was effective in killing the parasites that caused river blind-
ness in sub-Saharan Africa and parts of Latin America. River blindness is caused
by the bite of a fly which transmits parasites under the skin. This causes unbear-
able itching and eventually the parasites make it into the eyes. In a lot of the areas



where the disease is endemic, it leads to blindness. In some parts of Tanzania, for
example, it’s not uncommon to see children leading someone in their 20s or 30s
through the village with a stick. Having discovered the drug, Merck attempted to
get funding so that it could be made available in the areas that needed it. No fund-
ing was available so the company made the decision to give it away free as long
as it was needed. It didn’t stop there as we took on the responsibility for develop-
ing what has become one of the world’s most successful global healthcare collab-
orations between the public and private sectors. The World Health Organization,
World Bank, and The Carter Center (Jimmy Carter’s organization) are all key
partners, as well as a number of non-governmental organizations that are involved
on the ground to get this medicine to the people. In fact, the decision to give it
away was relatively straightforward compared to the degree of difficulty to get-
ting it to people. I had the chance to experience this first hand last September
when I flew to Tanzania. I was visiting a small village called Bombani, about an
hour’s plane ride north of the capital, Dar es Salaam, and another hour’s ride in
an SUV on a dirt road. There, the people have very little in the way of material
possessions. I was visiting on the occasion of the 15th Anniversary of Merck’s
Mectizan Donation Program and I had the honor to deliver the 250 millionth dose
to a woman in that small village.

From there I went on to Botswana where, in 2000, we formed a partnership with
the Bill and Melinda Gates Foundation and the Republic of Botswana in order to
attack HIV/AIDS in a comprehensive way, all the way from preventative measures
to anti-retroviral drugs. The Merck Foundation put up $50 million and the Gates
Foundation put up another $50 million. We’re making our medicines available
free.

There are at least three factors that explain why Merck is involved in programs
like this. First, it is in our interest to have our medicines widely available.
Secondly, our ability to innovate is honed by the need to respond to pressing glob-
al health issues. Finally (and I’ve talked about this earlier), there’s an immense
amount of pride in the company because of our involvement in such programs.
Our sense of social responsibility comes from our values and traditions but also
recognizes a very strong measure of self interest as well. This is a sustainable
approach that is important to our shareholders and is a source of strong compet-
itive advantage. We have relationships in various parts of the world that is hard
for any other company to equal at this point.
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When introducing and pricing new products, how do you balance patient needs
with your responsibilities to your shareholders to create a return on their
investment?

Well, given the competitive nature of the marketplace and the influence of health
plans and prescription benefit managers, we price at a competitive level compared
to what else is out there. Increasingly the demand on our industry, and Merck in
particular, is for novelty drugs that really make a difference in people’s lives and
are better than the drugs that are already available. We have a distinguished
record as a company of being able to do that. We are well known for operating
on the leading edge of science. Some of the advances that we’ve introduced, such
as a drug for osteoporosis, a one-a-day tablet for controlling asthma, and a new
way for treating pain from arthritis, have made significant differences in people’s
lives and are backed up by clinical studies that show they have real health out-
comes.

Whatever innovations we can introduce, there is no escaping demand for increas-
ingly competitive prices. State governments are under pressure from their
Medicaid programs; the public is concerned about the rising cost of drugs; and
governments all over the world are under budget pressure to support their health
systems. So we have to be as efficient as we can be. This can present us with some
tough choices. We just announced two weeks ago that we are reducing our
employee base by about 4,400 positions worldwide as a way to fundamentally
lower our cost structure. This is not a response to any concerns about short term
earnings or the demands of Wall Street; it is responding to the long- term need to
be much more efficient as well as excellent in science.

So I would say we fulfill our responsibilities to patients first, and basically that is
how we take care of our shareholders. Our leadership principles, which I
covered before, rest on the four pillars of character, competence, developing
people and communicating. In a speech at the University of Virginia Medical
School in 1950, George W. Merck said, “Medicine is for the people, not the prof-
its.” From a business point of view, the concept is simple: if we serve the needs of
patients with safe and effective drugs that really make a difference in their lives,
then we serve our shareholders as well. There are no inherent conflicts in that at

all.

Thank you.
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