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chapter 2

business ethics and social responsibility

Learning Goal 1:  Explain the concept of business ethics and social responsibility.

Key Term:

Business ethics

Class Discussion Notes:

1. Business ethics

a. The standards of conduct and moral values governing actions and decisions in the work environment.

b. Businesses must also take into account a wide range of social issues.

i. How will a decision affect the environment, customers, and employees.

ii. Social responsibility consists of the philosophies, policies, procedures, and actions directed toward the enhancement of society’s welfare.

c. Businesses must find the balance between doing what is right and doing what is profitable.

2. Business ethics in practice

a. As in life, deciding what is right or wrong in business is not always clear cut.

b. Conflicts can arise in trying to serve the different needs of different constituencies.

c. Business ethics are shaped:

i. By individuals weighing what’s right and wrong before making a decision or taking an action.

ii. The ethical climate within an organization, including codes of conduct.

Learning Goal 2:  Describe the factors that influence business ethics.

Class Discussion Notes:

1. The current ethical environment

a. Recent surveys reveal that large majorities of Americans believe that business and business leaders have generally low ethical standards.

b. Most business owners and managers have built and maintained enduring companies without breaking the rules, however.

c. It takes many years to build a company’s reputation yet only a short amount of time to tear it down.

d. Review Johnson & Johnson’s credo (Figure 2.2).  Point out that managers actually use these standards to evaluate how well their firm is performing and have the responsibility to address any lapses.

2. Consequences of poor ethical decisions

a. Thousands of employees have lost their jobs and retirement savings due to the misdeeds of management.

b. Investors have lost billions of dollars.

c. Congress, regulatory agencies, and businesses are taking steps to rectify problems and try to keep them from occurring in the future.

3. Meeting the challenge

a. Growing number of firms are currently creating or revising their ethical standards.

b. Many have followed federal guidelines (see, Table 2.1).

c. It is not uncommon to see companies appointing new corporate officers whose responsibilities include deterring wrongdoing and ensuring that ethical standards are being met.

4. Individuals make a difference

a. Individuals can make the difference in ethical expectations and behavior.

b. Ethical decision making has to start at the top.

c. Current state of individual business ethics

i. Around 30 percent of U.S. workers knew of or suspected unethical behavior in their companies.

ii. The main types of unethical behavior included lying, withholding information, abusing or intimidating employees, inaccurately reporting the amount of time worked, and discrimination.

iii. U.S. organizations, by one estimate, lose more than $400 billion a year to fraud.

d. Technology has expanded the range and impact of unethical behavior.

e. Nearly every employee wrestles with ethical questions.

i. Some rationalize questionable behavior by believing that “everyone does it.”

ii. Some act unethically because they feel pressured to meet performance quotas.

iii. Others avoid actions that don’t mesh with their personal values and morals.

Learning Goal 3:  List the stages in the development of ethical standards.

Class Discussion Notes:

1. The three stages in the development of ethical standards

a. Pre conventional

b. Conventional

c. Post conventional

2. Pre conventional

a. Individuals primarily consider their own needs and desires in making decisions.

b. External rules are obeyed only because of the fear of punishment or the hope of receiving a reward for compliance.

3. Conventional

a. Individuals are aware of and act in response to their duty to others, including obligations to family, co-workers, and organizations.

b. The expectations influence how they choose between what is acceptable and what is not acceptable.

c. Self-interest continues to play a role.

4. Post conventional

a. Represents the highest level of ethical and moral behavior.

b. The individual moves beyond mere self-interest and duty and take the larger needs of society into account.

c. Individuals have developed personal ethical principles for determining what is right and can apply these principles in a wide variety of situations.

5. What determines an individual’s stage in ethical development?

a. A huge number of factors.

b. Experiences help to shape responses to different situation.

c. Family, educational, and cultural background play a role.

d. The environment within the organization.

Learning Goal 4:  Identify common ethical dilemmas in the workplace.

Key Term:
Whistleblowing
Class Discussion Notes:

1. Conflict of interest

a. A conflict of interest exists when a person is faced with a situation in which an action benefiting one person or group has the potential to harm another.

i. Conflicts can arise between a person’s interest and those to whom the person has a duty.

ii. Conflicts can also arise when a person has a duty to two or more parties.

iii. Another source of potential conflict is between a person’s own interests and those of an organization or its customers.

b. Ways of handling potential conflicts.

i. Avoid them.

ii. Disclose them in advance.

iii. Cite several examples of each method (for example, abstaining from voting on a decision in which the individual has a personal interest).

2. Honesty and integrity

a. Employers highly value honesty and integrity.

i. Honesty means telling the truth.

ii. Integrity goes beyond simple truthfulness and adhering to deeply felt ethical principles in business situations.

iii. Behaving with honesty and integrity inspires trust and can help to build long-term relationships with customers, suppliers, employers, and the public.

b. Violations of honestly and integrity are widespread.

i. People misrepresent academic credentials and previous work experience on resumes.

ii. Some take home office supplies or products without permission.

iii. Workers carry out personal business during working hours.

iv. People lie or embellish the truth to make their performance look better than it really is.

3. Loyalty versus truth

a. Businesses expect employees to be loyal and to act in the best interests of the company.

b. When the truth about a company is not favorable, ethical conflicts can arise.  (Construct a hypothetical example or two.)

i. Individuals have to decide between loyalty to the company and truthfulness in business relationships.

ii. Some place high value on loyalty, even at the expense of truth.

iii. Others avoid volunteering negative information but will answer truthfully if asked.

iv. Still others will emphasize truthfulness and actively disclose negative information, especially if the cost of silence is high.

4. Whistleblowing

a. Employee’s disclosure to government authorities or the media of illegal, immoral, or unethical practices of an organization.

b. A whistleblower must weigh a number of issues.

i. Perhaps the ethical problem can be resolved more effectively within the organization.

ii. A company that values ethics will try to correct a problem; staying at a company that doesn’t value ethics may not be worthwhile or possible.

iii. People resort to whistleblowing because they believe that the unethical damage is causing significant damage that outweighs the risk of retaliation.

iv. In the past whistleblowers have been harassed, disciplined, and even fired.

c. State and federal laws often protect whistleblowers.

i. The Sarbanes-Oxley Act requires that firms provide procedures for anonymous reporting of accusations of fraud.

ii. Anyone who retaliates against a whistleblower can be prosecuted.

Learning Goal 5:  Discuss how organizations shape ethical behavior.
Key Term:

Code of conduct

Class Discussion Notes:

1. Structuring an ethical environment.

a. Individuals don’t make decisions in a vacuum; corporate cultural plays an important role.

b. Development of a culture to support ethical decision making:

i. Ethical awareness.

ii. Ethical reasoning.

iii. Ethical action.

iv. Ethical leadership.

2. Ethical awareness

a. Employees need help in identifying ethical problems when they occur.

b. One way to provide this support is to develop a code of conduct.

i. A formal statement that defines how the organization expects and requires employees to resolve ethical questions.

ii. At the most basic level, a code of conduct may simply specify ground rules for acceptable behavior.

iii. Other companies use their codes to identify key corporate values and provide a framework to guide employees as they resolve ethical dilemmas.

3. Ethical reasoning

a. Businesses must provide tools employees need to evaluate the options and arrive at suitable decisions.

b. Many firms have instituted ethics training programs (according to some surveys, over 50 percent).

c. Many authorities, however, question whether ethics can really be taught.  (Ask students their opinion of whether or not ethics can be taught.)

4. Ethical action

a. Firms must provide structures and approaches that allow decisions to be turned into ethical actions.

b. Goals set for the business as a whole and for individual departments and employees can affect ethical behavior.

i. Unrealistic goals may actually encourage questionable behavior.

ii. The high value on speed can create a climate that challenges ethical behavior.

c. Companies can encourage ethical action by providing support for employees facing dilemmas (an example is an employee hotline).

5. Ethical leadership

a. Managers must not only talk about ethical behavior but also demonstrate it in their actions—ethical leadership.

b. One important for business leaders to model ethical behavior is the willingness to admit mistakes and try to correct them.

c. Ethical leadership also needs to charge each employee at every level with the responsibility to be an ethical leader.

d. One of the best measures of ethical leadership is whether a company focuses on the welfare of its customers, investors, and employees and its long-run performance.

Learning Goal 6:  Explain how businesses’ social responsibility is measured.

Key Term:

Social responsibility

Class Discussion Notes:

1. What is social responsibility?

a. Management’s acceptance of the obligation to consider profit, consumer satisfaction, and societal well-being of equal value in evaluating the firm’s performance.

b. Business may exercise social responsibility because it is required by law, because it enhances the company’s image, or because management believes that it is the ethical thing to do.

2. Measuring social responsibility

a. Historically measured by a company’s contribution of the overall economy and the employment opportunities it provides.

b. Profits and wages are still important today; however, other factors contribute to an assessment of a firm’s social performance.

i. Equal employment opportunities.

ii. Respecting cultural diversity.

iii. Responding to environmental concerns.

iv. Providing a safe and healthy work environment.

v. Producing safe, high-quality products.

c. A business is also judged by its interactions with the community.

i. Charitable contributions.

ii. Community service.

d. Social audits

i. A formal procedure to identify and evaluate all company activities that relate to social issues.

ii. Provides a report about how well the company is performing.

e. Outside groups also evaluate businesses.

f. Consumers evaluate a company’s social track record through purchase decisions; a boycott is where consumers refuse to buy a company’s product.

Learning Goal 7:  Summarize the responsibilities of business to the general public, customers, and employees.

Key Terms:

Recycling
Green marketing
Corporate philanthropy
Consumerism
Sexual harassment

Class Discussion Notes:

1. Responsibilities to the general public

a. Health issues

i. What should businesses do about dangerous products like tobacco, alcohol, and handguns?

ii. Marketing products such as tobacco and alcohol to vulnerable groups (such as teens)—ask students what restrictions they think are reasonable.

b. Protecting the environment

i. Finding ways to minimize pollution and environmental damage caused by their products has become an important issue for many companies.

ii. Companies have found that they can be both environmentally friendly and profitable.  (Give some examples, such as recycling programs.)

iii. Green marketing is a strategy that promotes environmentally safe products and production methods.

iv. While consumers support green products, in theory, are they willing to pay more for them?

v. Sometimes technologies themselves can raise controversy.  (One example cited in the text is genetic engineering.  The U.S. and European Union are currently embroiled in a controversy regarded genetically engineered food products.)

c. Developing the quality of the workforce

i. An educated, skilled workforce provides the intellectual know-how required to develop new technology, improve productivity, and compete in global markets.

ii. To remain competitive, businesses must assume more responsibility for enhancing the quality of the nation’s workforce; this includes encouraging diversity of all kinds.

iii. Most new jobs in the U.S. require college degrees and/or advanced technical training.

iv. The gap between the highest-paid and lowest-paid workers has been increasing.

v. The gap between what college graduates earn and what high-school graduates earn has widened in recent years.

vi. Organizations are also responsible for helping women, members of various cultural groups, and those who are physically challenged to contribute fully to the economy; failure can hurt a company’s public image.

d. Corporate philanthropy

i. Many not-for-profit organizations rely on financial contributions of businesses.

ii. Corporate philanthropy involves cash contributions, donations of equipment and products, and support of employee volunteer efforts.

iii. Corporate philanthropy can have many positive benefits beyond the purely altruistic rewards of giving.

iv. Many businesses encourage employee involvement in non-for-profit organizations.

2. Responsibilities to customers

a. The right to be safe

i. Businesses must recognize obligations to ensure the safe operation of their products.

ii. Product liability refers to the legal responsibility of manufacturers for injuries and damages caused by their products.

b. The right to be informed

i. Consumers should have access to enough information to make responsible buying decisions.

ii. False or misleading advertising is a violated of federal law.

iii. The Federal Trade Commission and other federal and state agencies have established rules and regulations that govern advertising truthfulness.

iv. The Food & Drug Administration sets standards for advertising conducted by drug manufacturers.

v. All communications with customers must be controlled to clearly and accurately inform customers.

c. The right to choose

i. Consumers should have the right to choose which products they need and want to purchase.

ii. Socially responsible firms attempt to preserve this right, even if it has a negative impact on sales and profits (brand name versus generic drug controversy).

d. The right to be heard

i. Consumers should be able to express legitimate complaints to appropriate parties.

ii. Many companies go to great length to ensure full and fair hearings for consumer complaints.

3. Responsibilities to employees (give one or two examples of each)

a. Workplace safety

b. Quality of life issues

i. Balancing work and family is becoming harder for many employees.

ii. Helping workers find solutions to quality of life issues has become an important concern of many businesses; solutions are often difficult.

iii. Flexible working hours and assignments, on-site child care, and other similar benefits are found in many organizations.

iv. Family leave offers employees paid or unpaid time off to deal with family matters.

c. Ensuring equal opportunity

d. Age discrimination

e. Sexual harassment and sexism

Learning Goal 8:  Explain why investors and the financial community are concerned with business ethics and social responsibility.
Class Discussion Notes:

1. Financial responsibility and ethical behavior.

a. The goal of a business remains to make a profit.

b. However, investors and the financial community expect firms to operate ethically as well as legally.

c. Failure to act properly can result in substantial losses for investors (Remind students that, at one time, Enron’s stock was selling for more than $80 per share; today the stock is just about worthless.)

2. Government’s role

a. The government (both state and federal) is responsible for protecting investors.

b. The agency with the most authority to protect investors is the federal Securities & Exchange Commission.

c. The Sarbanes-Oxley Act gave the SEC, and other federal agencies, additional powers to protect investors.
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