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CHAPTER 6

ETHICS AND STAKEHOLDER SOCIAL RESPONSIBILITY
LEARNING OBJECTIVES
1. State the importance of ethics for individual employees and organizations.
2. Describe four forces that influence the ethical behavior of individuals and organizations.

3. Describe three approaches that people use when making ethical judgments.
4. Explain stakeholder social responsibility and how it influences managers’ ethical decisions.


Learning Objective 1: State the Importance of Ethics for Individual Employees and Organizations.

A. Importance of Ethics

1. Recent Corporate Corruption Underscores Importance of Ethical Conduct







a. Enron, Arthur Andersen, WorldCom, etc.
b. 
c. 
d. 
e. 
f. 
g. corporate greed threatens the economy
· 71 percent of public rated typical CEO as less honest and ethical than average person

· 72 percent of public rated moral standards of CEOs of major corporations as fair or poor

2. Effective Ethics Programs and Practices Help Companies Achieve:
a. stronger financial performance over the long run

b. greater sales, brand image, and reputation

c. more employee loyalty and commitment

d. less vulnerability to activist pressure and boycotts

e. fewer or no fines, court-imposed remedies, and criminal charges



· 
· 
Learning Objective 2: Describe Four Forces that Influence the Ethical Behavior of Individuals and 
Organizations.
A. Shaping Ethical Conduct

1. Ethics

a. a set of values and rules that define right and wrong conduct

· indicate when behavior is acceptable and unacceptable
b. may depend on the perspective from which ethical issues are considered









B. Cultural Forces

1. Cultural Values

a. values serve as anchors in ethical decision making and behavior

b. capitalism is built on investor trust in corporate leaders and boards of directors 

C. Legal and Regulatory Forces

1. Laws 

c. society’s values and standards 
a. that are enforceable in the courts

· being legal doesn’t make it ethical

· e.g., discrimination against women and minorities before Civil Rights Act of 1964

2. Interplay Between Changing Societal Views and Changes in Law

a. employment-at-will

· a traditional common-law concept 

· employers are free to discharge employees for any reason at any time

· employees are free to quit for any reason at any time

· has eroded over past 30 years

b. Sarbanes-Oxley Act
· imposes rigorous auditing, financial disclosure, executive compensation, and corporate governance requirements on publicly traded companies
· extends protection of corporate whistleblowers
D. Organizational Forces

1. Formal Influences
a. code of ethics
· states the principles that employees are expected to follow when acting on behalf of organization

· helps employees understand organization’s norms and values

b. ethics training programs
2. Informal Influences

a. behavior of top managers
· demonstrates ethical principles that are important to the organization
· easy to misinterpret what organization values most

· top management sets standard for ethical behavior—good or bad 

· of 4,000 employees surveyed, 29 percent felt pressure to engage in conduct that violated their company's business standards

· 25 percent reported that their managers ignored unethical conduct in order to achieve their business objectives

3. 
4. 
5. 
6. 
7. 
8. 
9. Ethics Resource Center, Washington, D.C.

a. needed actions to ensure an ethical organizational culture

· create a formal ethics system

· communicate ethical expectations

· include ethical conduct as a measure on performance evaluations

· make it acceptable to talk about ethics





E. Individual Forces

1. Individuals Have Their Own Values
a. can conflict with their organization’s values

2. Moral Development

a. people develop morally from early childhood to adulthood

b. adults use complex rules for judging right and wrong
· take into account what pleases friends or family
· influenced by respect for authority, doing one’s duty, and the social order

3. Whistle-Blowing

a. employees who report unethical or illegal actions

· wise to try less drastic efforts to change situation first

· blow whistle as a last resort and when a useful outcome is likely

· make sure you understand the possible consequences to yourself

· ask four questions:

· Is this the only way?

· Do I have the evidence?

· Why am I doing this?

· Am I ready?


· 

· 
· 
· 
· 
· 
· 
· 
· 
· 
· 
· 
· 
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Learning Objective 3: 
Describe Three Approaches that People Use when Making Ethical Judgments.
A. Making Ethical Judgments

1. Ethical Models: Utilitarian, Moral Rights, and Justice

b. ideal outcome occurs when
a.  decision is supported by all three approaches

1. 
a. 
· 
B. Utilitarian Approach

1. Utilitarian Approach Defined

a. tendency to weigh all potentially positive outcomes of an action and compare them to all possible negative outcomes

b. focus is on behavior and its results, not on motives for action

c. would emphasize shareholder returns and maximized profits
2. Ethical Standards

a. organizational goals

· providing the greatest good for the greatest number means focusing on maximizing profits

· the government, not business,
·  is responsible for initiating and enforcing social responsibility

b. efficiency  

· attain organizational goals as efficiently as possible

· achieved by minimizing inputs and maximizing outputs

· use technology where possible to reduce costs regardless of potential negative social consequences such as layoffs

c. conflicts of interest

· eliminate personal interests that conflict with the organization's goals 

· can be difficult to identify across different cultures

C. Moral Rights Approach

1. Moral Rights Approach Defined

a. decisions should be consistent with fundamental rights and privileges (e.g., life, freedom, health, privacy)

2. Life and Safety

b. the right to not be 
a. unknowingly and unnecessarily endangered

c. foundation for OSHA regulations

3. Truthfulness

d. the right not to be intentionally deceived 
a. on matters about which stakeholders should be informed
· rights apply to employees, customers, shareholders, and the public
· caveat emptor— “Let the buyer beware”—not the norm any more
4. Privacy 

e. the right to 
a. control access to and use of personal information 

b. U.S. Privacy Act of 1974

· restricts use of certain types of information by federal government

· limits release of information 

c. 1988 Video Privacy Protection Act
· specifically forbids retailers from disclosing video rental records without customer consent or court order
d. technology has increased privacy concerns

· drug and honesty testing

· confidentiality of medical and credit records

· monitoring and surveillance 
· of e-mail and work performed on computers

· videotaping employees and customers



5. Freedom of Conscience and Speech

e. the right to refrain from carrying out orders that violate 
a. one’s moral or religious beliefs

b. the right to criticize the ethics or legality of employers' actions

· if the criticisms are conscientious and truthful 

· and do not violate the rights of others within or outside the organization

c. a controversial issue on the Internet 

D. 
E. 
F. 
G. Justice Approach

1. Justice Approach Defined

a. evaluating ethical decisions and behavior with regard to how equitably they distribute benefits and costs among individuals and groups

b. three principles for designing management systems and making organizational decisions
· the distributive justice principle

· the fairness principle

· the natural duty principle

2. Distributive Justice Principle

a. requires that individuals not be treated differently based on arbitrarily defined characteristics

b. individuals who are similar in relevant respects should be treated similarly

c. individuals who differ in relevant respects should be treated differently in proportion to the differences between them

d. current issues—equal pay for men and women; CEO compensation

3. Fairness Principle

a. requires employees to support rules of organization as long as

· organization is fair

· employees have voluntarily accepted benefits provided by the organization

b. mutual obligations between employers and employees are fair if

· they were voluntarily agreed to

· they were spelled out in clearly stated rules

· they are consistent with a common interest in the survival of the organization

4. Natural Duty Principle

a. in exchange for certain rights, people must accept responsibilities and duties

b. requires that decisions and behavior be based on universal associated with being a responsible member of society

c. four universal duties

· help others who are in need or in jeopardy, provided that the help can be given without excessive personal risk or loss

· not to harm or injure another

· not to cause unnecessary suffering

· support and comply with just institutions

H. Combining Ethical Approaches

1. Each Approach has Strengths and Weaknesses

a. U.S. managers more likely to use utilitarian approach

· emphasizes efficiency, productivity, profit maximization over long-term employee welfare

b. European managers more likely to use moral rights and justice approaches

· emphasizes long-term welfare of employees over short-term profits 

2. When Used in Combination

a. these three approaches increase the probability that decisions and behavior will be judged as ethical by others

Learning Objective 4:  Explain Stakeholder Social Responsibility and How it Influences Managers’ Ethical Decisions.

A. Stakeholder Social Responsibility

1. Stakeholders

a. individuals or groups who have interests, rights, or ownership in an organization or its activities

2. Types of Stakeholders

a. primary

· those whose concerns the organization must address in order to ensure its own survival

· examples: customers, suppliers, employees, shareholders
b. secondary

· those whose actions can damage or assist the organization

· examples: government regulators, unions, nongovernmental organizations, media, political action groups


· 
B. Stakeholder Pressures

C. Protecting the Natural Environment

1. Sustainable Development

a. conducting business in a way that protects the natural environment while making economic progress

· meets needs of present generation without compromising future generations

Example: Norm Thompson, Inc.


Norm Thompson, Inc., addresses sustainable development by:

· promoting products that are sustainable, safe, durable, and useful for society

· developing packaging that is minimal, biodegradable, recyclable, reusable, and made from recycled materials

· printing catalogs with processes that avoid toxic materials

· purchasing paper with the highest level of available recycled content and virgin content from sustainable forestry operations

· using transportation methods based on renewable energy

· promoting a product return system that closes the production loop

2. Benefits of Environmental Responsibility

a. reputation for social responsibility

b. development of new and valuable organizational capabilities

c. learn to integrate concerns of multiple stakeholders when making decisions

d. enhanced development of abilities to innovate and learn

D. Finding Win–Win Solutions

1. Various Stakeholder Groups

a. pressures from various stakeholder groups differ, as do their views 

· some see corporate social responsibility as burdensome and destructive in long term

· others see it as the path to long-term profitability

2. Some Common Ground

a. corporate financial success has been linked to customer service, equal employment opportunity, environmental responsibility

· e.g., FedEx, Intel

E. Evaluating Social Performance

1. Reactive Responsibility

a. reacting to ethical pressures as they arise
· 
· 
· 
2. Proactive Responsibility

a. broad performance criteria – going beyond what is required by law

b. ethical norms – take stands on issues of public concern

c. operating strategy – maintain or improve current standards of physical and social environment

d. response to social pressures – accepting responsibility for solving current problems

e. legislative and political activities – willingness to work with outside stakeholders for enactment of ethically based laws, e.g., environmental protection

3. Social Audit

f. identifies, monitors, and evaluates effects that the 
a. organization has on stakeholders and society

· focuses on indicators, measurements, and goals relevant to key stakeholders

b. examples of stakeholder concerns

· reduce energy consumption by 10 percent between 2000-2005

· reduce total waste by 15 percent; increase recycling worldwide by 15 percent between 2000-2006

· put hydrogen-powered fuel cell vehicles on the road by 2010
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