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CHAPTER TWO


BUSINESS ETHICS

INTRODUCTION/BUSINESS ETHICS
Ethics can be broadly defined as the study of what is right or good for human beings.  It pursues the question of what people ought to do and what goals they should pursue.  Business ethics, as a branch of applied ethics, is the study and determination of right and good in business settings.

1. THE NATURE OF BUSINESS ETHICS

1. Defining Business Ethics

1. Ethics and the Law

Law versus Ethics - Moral Requirements of a course of action

The law is strongly affected by moral concepts, but law and morality are not the same.  Although legality is often a reliable guide to moral behavior, it cannot be relied upon as an infallible standard.  For example, those who sheltered Jews in violation of Nazi laws during World War II, were violating legal standards, but few would doubt the moral propriety of their actions.

1. Business Law as a Guide to Ethical Behavior

1. Difference Between Ethics and the Law

2. SOURCES OF ETHICAL STANDARDS

2. The Complexity of Business Ethics

2. Derivation of Ethical Standards and Duty-Based Ethics

2. Religion

2. Philosophy

2. Deontology - From the Greek word dion, meaning duty or obligation.  Actions cannot be measured simply by their result under this theory but must be judged by the means and motives as well.

2. KANT'S categorical imperative

2. Social Egalitarianism - A moral theory that believes that society should provide all persons with equal amounts of goods and services irrespective of relative contributions made by the benefitted people to the society's overall wealth.

2. Distributive Justice - This theory also considers the needs and rights of all members of society, like egalitarianism, yet would stress the equality of opportunity, not of results.

2. Libertarianism - A theory that stresses market outcomes as the basis for distributing society's rewards.

2. Outcome-Based Ethics

2. Applying Ethical Standards

2. Utilitarianism
Ethical Theories - Certain fundamental ethical rules are based on theory rather than experimentation (a priori reasoning)

2. Ethical Fundamentalism.  Individuals ascribing to this theory look to a central authority or set of rules to guide them, e.g., the Bible, the writings of Karl Marx.

2. Ethical Relativism.  A theory under which a person's actions must be judged by what that individual subjectively feels is right or wrong.

2. Utilitarianism.  A theory that proposes that those actions that produce the greatest net pleasure, compared to net pain, are better in a moral sense.

2. Act Utilitarianism

2. Rule Utilitarianism

2. Cost-Benefit Analysis

3. OBSTACLES TO ETHICAL BUSINESS BEHAVIOR

3. Ethics and the Corporate Structure

3. Ethics and Collective Decision Making

3. Diminished Personal Accountability

3. Ethics and Management

3. The Whistleblower's Dilemma (Ethics of Employees)

4. ETHICAL ISSUES IN BUSINESS/CORPORATE SOCIAL RESPONSIBILITY

4. Duty to Shareholders

4. Duty to Employees

United Automobile Workers v. Johnson Controls, Inc. (Case 2.1 p. 51)

Law in the Extreme, "Poor Judgment or Disability?  (Gun Toting employees)

4. Sexual Harassment versus Wrongful Discharge

4. "Discrimination" in Employment or Corporate Restructuring and Employee Welfare/Variety Corp. v. Howe (Case 2.2 p. 54) 

4. Consumer Welfare/Duty to Consumers

4. Product Misuse

4. When is a Risk "Open and Obvious"

4. Duty to the Communities

"Walmart" Expansion

4. Duty to Society

4. Profit Maximization

4. Critics of Profit Maximization

5. MEASURING CORPORATE SOCIAL RESPONSIBILITY

5. Corporate Philanthropy

5. Corporate Process

5. It Pays to be Ethical

6. ETHICS IN THE GLOBAL CONTEXT

(Foreign Corrupt Practices Act of 1977)

6. Employment Practices of Foreign Suppliers

6. Foreign Corrupt Practices Act (FCPA)

7. ETHICAL RESPONSIBILITIES OF BUSINESS

Some form of regulation has always been recognized as being necessary to check overreaching greed in our system of modified capitalism.

7. Arguments Against Social Responsibility

7. Profitability.  Since corporations are artificial entities established for profit-making activities, their only social obligation should be to return as much money as possible to the direct stakeholders, the shareholders.

7. Unfairness.  Whenever corporations engage in social activities such as supporting the arts or education they divert funds rightfully belonging to the shareholders and/or the employees to unrelated third parties.

7. Accountability.  A corporation may decide to support a variety of social causes but, unlike a governmental body, will be required to submit to little public scrutiny.  If wealthy corporation's suddenly and actively pursued their own social agendas, such activities could be little scrutinized yet be inordinately effective.

7. Expertise.  Although a corporation may have a high level of expertise in selling its goods and services, there is absolutely no guaranty that any promotion of social activities will be carried on with the same degree of competence.

7. Arguments in Favor of Social Responsibility

7. The Social Contract.  Since society allows for the creation of corporations and gives them special rights, including a grant of limited liability, this argument holds that corporations reciprocally owe a responsibility to our society.  Corporations should be compelled to provide the same help and input in required societal improvements as other citizens.

7. Less Government Regulation.  By taking a more pro-active role in aiding with society's problems, corporations create a climate of trust and respect that has the effect of reducing the inclination of government to regulate and otherwise interfere in company business.

7. Long-Run Profits.  Corporate involvement in social causes has the effect of creating goodwill which simply makes good business sense from a long-run profit perspective.

8. KEY TERMS AND CHAPTER SUMMARY/ "VERY IMPORTANT"
8. What is ethics?  Ethics is the study of what constitutes right and wrong behavior.  Ethics is involved in the answers to such questions as What is fair?  What is just?  What is the right thing to do?  Ethics is not an abstract or static conceptCvalues and moral convictions influence a thousand everyday actions and decisions.

8. How does a law come to be an expression of an ethical principle?  A law is what society deems proper behavior.  An ethical value is also an expression of what is considered appropriate conduct.  When people wish to enforce or change an ethical value, they often politicize the issue, urging politicians to create or amend a law.  When the law changes, it more effectively represents the ethic that served as the impetus for its change.

8. What are reasons for unethical business behavior?  Employers or owners who condone it.  The belief that it won't be discovered.  The corporate structure, which can insulate individuals from responsibility for their acts through its distance from the acts' consequences and the collectively (impersonality?) of corporate decision making.  Lack of clarity as to what ethical standards are appropriate and acceptable in the business context.

8. In negotiating a business deal, it "strategic misrepresentation" permissible?  Do you have to disclose everything?  These questions concern the ethical conflict inherent in a business context.  From a duty-based ethics viewpoint, in an absolute sense, it would be unethical not to disclose information on which the negotiator knows the other side might hinge its decisions.  On the other hand, a negotiator owes an ethical duty to negotiate in the best interests of whomever he or she is negotiating for.  When one ethical duty conflicts with another, a decision has to be made as to which duty is more fundamental.  Frequently, questions faced by businesspersons do not have clear-cut answers, but involve choices between arguably equally good alternatives.

It has been suggested that business is a game and deception is an important element of negotiation, just as poker is a game in which bluffing plays an important part.  The better an individual is at deception, the more successful he or she will be at negotiation.  Those who do not anticipate deceit are fooling themselves.  One of the problems with this suggestion is that there is no stated point at which deception is no longer acceptable.  By comparison, in poker, it is acceptable to attempt to confuse other players as to the cards you have been dealt but it is not acceptable to bribe the dealer to deal you better cards.  Also, if deception were widely practiced, the expense of protecting against it would increase for business and society.

8. Discuss the differences between legal and ethical standards.  Legal standards are greatly affected by ethical standards, and there are areas common to both.  Killing another human being, for example, is rarely sanctioned by law and is commonly prohibited by religious and secular beliefs.  Legal and ethical standards are not the same, however.  The law does not codify all ethical requirements.  An action might be legal but unethical.  Compliance with the law does not always equate with ethical behavior.

8. Ethics are created by moral values.  Whether to obey the law is itself an ethical question.  Some individuals may choose to ignore the law if their ethical principles conflict with it.  If there is a conflict between a law and an ethic, should an individual disobey the law, or should an individual obey the law even if he or she thinks it would be unethical to do so?  Is there a higher law than what society provides in a particular place at a particular time?
8. Ethical standards are subjective.  They are derived from personal religious beliefs or philosophical assumptions concerning the nature of goodness, fairness, rightness, or justice.  Each of use decides what we believe in and how to act on those beliefs.  Give examples of your own ethical standards and explain how you arrived at those standards.

8. Imagine that you own a company at which there is an opening at a beginning level.  There are two applicantsCone, your personal friend and the other, a member of the opposite sex (or of a minority).  The latter individual is more qualified for the job than the friend.  In spite of whatever profit the best qualified person might generate, you would rather have your friend on the job.  State, that in this hypothetical hiring, the friend would violate the law against discrimination.  Would you hire the friend in violation of the law?
8. Why does the collective nature of corporate entities pose difficulties when evaluating the morality or ethics of corporate behavior?  We are used to thinking of morals and ethics as applying only to individuals, and corporate acts are rarely attributable to a single person.  Why would a corporation prefer to be seen as ethical?  Consumers may be less willing to buy products of companies that appear to be unethical.  Discuss different views regarding the extent to which a corporation should be concerned with social and political issues.  One view is that these issues are better left to the government.  Another view is that the power and size of a corporation dictates its effect on such issues, whether or not management prefers to be uninvolved.  Other views emphasize profitsCsocially responsible activities can improve profits; ethics should be considered only if they help or hinder the earning of profits.  Does a company have a duty to act in socially or politically beneficial ways?  There is no agreement as to whether a company has a duty to act.  In deciding which it will help the company, and whether expected gains will justify expected costs.  Management must be prepared to explain its decision to shareholders and the public.

8. To whom might a corporation owe a duty?  A corporation may owe a duty to its shareholders, its employees and their families, its customers, and society as a whole.  What must a corporation do if it finds itself subject to conflicting duties?  There is no law that says which of these duties comes first or how much weight should be given to each in the balance.  When there is no conflict between duties, the question of how best to fulfill a single duty involves trade-offs.  When these duties overlap, a balance must be struck.  Determining which duty takes precedence involves difficult trade-offs.

8. How does a corporation's investment in a political or social agenda affect its duty to its shareholders?  People invest in business to make a profit, and a company's shareholders may have such a variety of political and social views that the company's pursuing a particular political or social goal may be divisive.  Diverting corporate funds reduces the amount available for dividend payments.  Diverting other resources reduces what is available to produce goods and services for sale.  Investors may also be less likely to invest in a company that engages in behavior seen as unethical out of fear of consumer hostility toward the company.

8. According to some commentators, what duty does a firm owe to consumers?  Some commentators argue that a firm owes a duty to consumers not to market unsafe and unhealthy products even when it is legal to do so.  Some would say that this duty should take precedence over profit maximization.

8. Because business controls so much wealth and power, what duty does it arguable have to society?  It has been argued that business owes a duty to society to use its wealth and power in beneficial waysC promoting human rights, striving for equal treatment of minorities in the workplace, acting to safeguard the environment, and eschewing profits from activities that society deems unethical.  Generally, business has been responsive to social needs, donating to programs that benefit society.

