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2" CHAPTER ONE

The fate of America lies in the success of its businesses. As one of the most
fundamental social institutions, business impacts on the lives of most of us.
It shapes the nature of our workplaces, determines how much we get paid
and defines career routes and career possibilities that help us plan the
_n::hum. Thus, changes in business practices have major social as well as eco-
nomic consequences, both positive and negative.

7

(Kanter 1989, 3)

Recent business crises and scandals have had societal, even global, con-
sequences and have awakened the interest of media, government, and
public group stakeholders in business ethics. The following sample of
recent business crises indicates that business has not been conducted “as
usual” between business leaders and their stakeholders, outside and
inside firms. For example,

» The Savings and Loan scandals cost taxpayers over an estimated
$200 to $500 billion. The scandals involved irresponsible and
unethical actions by government and business professionals in a

<.m~..@...v~ of occupations who exceeded their mandates and respon-
sibilities. Who should pay? Taxpayers?

» Union Carbide’s gas leak in Bhopal, India, resulted in 2,000 deaths
and over 200,000 injuries. The company still faces lawsuits. Would

reaction have been the same if this had happened in the United
States?

" Hr.m Manville Corporation filed for bankruptcy as a strategy to
gain court protection to remain solvent and to avoid paying mil-
lions in liability suits to thousands of asbestos claimants, many of

whom have died or are permanently disabled. Who is liable? Who
should pay?

» Q.:_ Icahn, T. Boone Pickens, Irwin Jacobs, and other corporate
raiders have bought, sold, and restructured corporations for quick
profit at the cost of local jobs and even of national long-term eco-
nomic interests. Should corporations be bought, sold, and restruc-

tured as a competitive strategy? Who wins? Who loses in this
game?

Inside corporations, moral issues and problems are also under greater
scrutiny. For example,

» Corporations are increasingly implementing sexual harassment
programs as more women enter the workplace and as complaints
grow; the U.S. Supreme Court has ruled to protect employees from
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such harassment at work. How should managers deal with issues
of sexual harassment at work?

» Acquired immunodeficiency syndrome (AIDS) in the United
States and in the workplace is a serious problem. It is estimated
that 1% of the U.S. health care budget was spent on AIDS in 1991.
This estimate continues to increase as the decade advances. To
what extent is company management responsible for screening
and educating employees about AIDS? Should certain profession-
als and employees be required to be tested for AIDS?

These crises and other moral issues in the workplace involve busi-
ness leaders, managers, and employees as invested stakeholders®.
Ethical principles and guidelines are being sought by business leaders
to understand and manage these and other legal and moral dilemmas.

Although business ethics is not new, there is a renewed and grow-
ing interest in the subject. Major corporations such as Johnson and
Johnson, Boeing, General Mills, GTE, Hewlett Packard, Xerox, and oth-
ers have created ethics codes, instituted social responsibility audits, and
included ethics in their training. A 1989-1990 follow-up survey of
Fortune 500 industrial firms and 500 service corporations by Bentley
College’s Center for Business Ethics showed that 46% of the 244 firms
responding were expanding efforts to incorporate ethics into their com-
panies—this compares to 19% of companies surveyed in 1984. In this
same study, 49% of companies surveyed had also adopted some form of
ethics training, compared to 35% in 1984; 91% reportedly had a written
code of ethics, compared to 75% in 1984. Nearly 87% of those surveyed
in 1990 believed the public is more aware of ethical issues in business,
and 84% listed “being a socially responsible corporation” as a main goal
in their ethics program, as compared to 27% who said that increased
profit is a main goal (see Carroll 1989; Hoffman & Frederick 1990).

The Wall Street Journal, Business Week, Forbes, Fortune, Business Hori-
zons, and other business journals frequently feature surveys and articles
on ethical issues that range from global dumping to sexual harassment.
Moreover, nationally accredited business schools require business ethics
topics in their curriculum. Ethics is now being included in accounting,
business policy, strategic and international management, law, and orga-
nizational theory and behavior courses.

*Key terms that appear in boldface will be found in the Glossary of this text.
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A stakeholder analysis can also focus on key actors other than cor-
porations. A focal or key stakeholder can be an individual or a group as
well as an institution. For example, Clarence Thomas, the recent
Supreme Court nominee-—now justice—was a focal stakeholder who had
to defend not only his judicial credentials but also his personal integrity
after Professor Anita Hill accused him of sexual harassment. Who were
the stakeholders in this incident? What was at stake for each? Who was
right, and who was wrong? Who was morally responsible or irrespon-
: *vle? While this example does not directly involve a business corpora-
tio .,\. it does focus on the business of the Supreme Court, the U.S. Senate,
voters, and a number of important groups in society. The stakes may
well include future business decisions, since Thomas, as a Supreme
Court judge, will certainly be involved in making decisions affecting
business. This situation calls for a stakeholder analysis, since so many
parties, issues, and stakes were involved. The incident was complex, and
the outcomes were not easily predicted. The moral responsibility of each
party had to be weighed and judgments made.

The stakeholder approach addresses these types of ethical dilemmas
for individuals, managers, and corporations. It is an approach that pro-
vides (1) a pragmatic means of understanding the social and moral oblig-
ations of business to each of its stakeholders and stockholders; (2) a
method for mapping the complex relationships between a focal stake-
holder and other constituencies; (3) a method of identifying strategies

that each stakeholder can use to interact with moral responsibility
toward others in crises, critical incidents, or ethical dilemmas; and (4) a
way of “keeping score” and assessing moral responsibility and respon-
siveness of focal and other key stakeholders to each other. In complex
and ambiguous ethical situations, right and wrong decisions are not
always clear. A stakeholder approach enables decision makers to clarify
relationships, strategies, and events in order to describe and evaluate
moral options that address issues of justice, fairness, and equity in all
stakeholder interests.

The moral role of managers from a stakeholder perspective is also
not limited to purely economic, scientific, or profit motives. Society has
evolved to a point of complexity such that business owners and man-
agers must understand their moral obligations and their interdependen-
cies with governments, consumers, the media, and a host of external con-
stituencies in order to succeed in their stakeholder relationships. As one

author noted:

The ethical manager will be realistic about both the situation and the roles
and functions of business, government and other institutions in dealing with
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it. He will also bear in mind the long-term interest of the persons and com-
munities which he affects, having the courage to place those interests above
his own short-term preoccupations. He will see his problems in the context
of all of their relationships, employing his skills as a generalist to help pro-
duce appropriately systemic solutions. ( George Cabot Lodge, quoted in
Hoffman 1990, 152)

Before explaining this approach in greater detail in Chapter 2, we
return to our discussion of defining and clarifying the following topics:
business ethics, levels of ethical analysis, myths about business ethics,
reasons why ethical reasoning is required in business, the nature o” eth-
ical reasoning in business, and whether business ethics can be taught or
trained.

1.2 \WHAT IS BUSINESS ETHICS?

Business ethics is the art and discipline of applying ethical principles to
examine and solve complex moral dilemmas. Business ethics asks,
“What is right and wrong? Good and bad?” in business transactions.
Ethical “solutions” to business problems may have more than one
“right” alternative and sometimes no “right” alternative may seem to
be available. Logical and ethical reasoning is therefore required to
understand and think through complex moral problems in business sit-
uations.

Although there is no one “best” definition of business ethics, there
is a consensus that business ethics is an area that requires reasoning and
judgment based on both principles and beliefs in making choices to bal-
ance economic self-interests against social and welfare claims.

. Laura Nash (1990, 5) defined business ethics as “the study of how
personal moral norms apply to the activities and goals of commercial
enterprise. It is not a separate moral standard, but the study of how the
business context poses its own unique problems for the moral person
who acts as an agent of this system.” Nash stated that business ethics
deals with three basic areas of managerial decision making: (1) choices
about what the law should be and whether to follow it; (2) choices about
economic and social issues outside the law’s domain; and (3) choices
about the priority of one’s self-interest over the company'’s.

In defining business ethics, it is also helpful to see how working pro-
fessionals identify a wide range of issues that they experience in their
professions and organizations. In an international survey of 300 compa-
nies worldwide, more than 80% of chief executive officers and senior
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managers stated the following as the top ethical issues facing businesses
(Baumann 1987):

Employee conflicts of interest 91%
Inappropriate gifts 91%
Sexual harassment 91%
Unauthorized payments 85%
Affirmative action | 84%

Also, in a national Wall Street Journal survey (1990, Al) of 1,400
working women, the following unethical practices were reported as
occurring most frequently in business:

\

m Managers lying to employees
= Expense-account abuses at high levels
» Office nepotism,and favoritism
» Taking credit for others” work

The same study reported that the most unethical behavior happens
in the following areas:

Government 66%
Sales 51%
Law 40%
Media 38%
Finance 33%
Medicine 21%
Banking 18%
Manufacturing 14%

Other examples of questionable ethical activities that involve and
also affect corporations include (Gordon 1990, 93):

m Receiving or offering kickbacks

m Stealing from the company

s Firing an employee for whistle-blowing

» Padding expense accounts to obtain reimbursements for question-

able business expenses
= Divulging confidential information or trade secrets



» Terminating employment without giving sufficient notice
= Using company property and materials for personal use

These reported ethical issues in business suggest that any useful def-
inition of business ethics must address social and economic problems in
the workplace, including relationships between professionals at all orga-
nizational levels, and between Corporate executives and external groups.

1.3 LEVELS OF BUSINESS ETHICS

Business ethics, then, is not simply a personal or an individual matter.
Business ethics operates at multiple levels and perspectives. In this sec-
tion, we review two illustrations of the different levels of analyzing eth-
ical dilemmas in business. Because business leaders—and other invested
business parties—must manage a wide range of stakeholders, inside and
outside of organizations, understanding the different levels of stake-
holders facilitates our understanding of complex relationships among
the participants involved in ethical business dilemmas.

Carroll (1989, 110-112) discusses five levels at which business ethi-
cal issues can be addressed. Figure 1-1 illustrates the individual, the orga-
nizational, the association, the societal, and the international levels.
Understanding moral dilemmas by identifying the level(s) at which
moral issues originate and influence different stakeholder interests can
add clarity for those who must decide what course of action to take.
Also, as the film Wall Street illustrates, individual motivation and moral-
ity (or immorality) is linked to the organization, industry, and society.
The themes of individual greed and unlimited ambition in the film were
based on beliefs that brokerage firms (in the 1980s) could be vehicles for
pursuing illegal activity: buying and selling stocks based on inside infor-
mation to gain individual wealth. The view in the film that American
society rewards individual wealth above all else is controversial but
intriguing.

Ethical questions at the individual level address such issues as whether
to cheat on an expense account, to call in sick when one is not, to accept
a bribe, to follow one’s conscience over an administrative order, to report
a sexual harassment incident, or, as in the film Wall Street, to sacrifice
legal standing for individual wealth. If an ethical issue involves or is lim-
ited to individual responsibilities, then a person must examine his or her
own ethical motives and standards before choosing a course of action.
(Chapter 3 deals with ethical individual stakeholder principles.)
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Figure 1-1 Business Ethics Levels

Source: Archie B. Carroll. “Linking Business Ethics to Behavior in .On.mmanmo:m.: m..>.§. Advanced
Management Journal 7 (Summer 1978): 110. Reproduced with permission of the publisher.

At the organizational level, ethical issues arise Sr.mP for mx.mBEM a
person or group is pressured to overlook wrongdoings of his or er
peers in the interest of company harmony; or when an m.BEowmm Hm
asked to perform an unethical or illegal act to earn a 9«.:205 or SWOHQ
unit profit. In the film Wall Street, the brokerage 92«- Q:m.QOH vamHmM
Bud, the young employee, when he mznnmmam.a and ?ma him when e
was caught for insider trading. If an ethical issue arises m.# the OH.mm:w-
zational level, the organizational member(s) mroﬁa examine the m.:B s
policies, procedures, and ethics code—if one exists—before making a
decision.

- WM the association level, an accountant, lawyer, Em&nm_ QOn.ﬁo.b mn
management consultant may refer to his or her wao?mm_o.:m_ association’s
charter or ethics code for guidelines on conducting business before, for
example, advising a client to deduct @:mmmo:mﬁm items for tax purposes,
or offering a plea bargain, or risking rmnB?_ side effects from oamzbw
a prescription, or advising a client to acquire a company that conducts

illegal business transactions.
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thing for business? What happens when good ethics is not good busi-
ness?” They continued:

The ethical thing to do may not always be in the best interests of the firm.

- . . We should promote business ethics, not because good ethics is good

business, but because we are morally required to adopt the moral point of

view in all our dealings with other people—and business is no exception.

In business, as in all other human endeavors, we must be prepared to pay

the costs of ethical behavior. The costs may sometimes seem high, but that
"is the risk we take in valuing and preserving our integrity.

As we have indicated, there are many logical problems in these
myths about business ethics. In many instances, these myths hold sim-
plistic and even unrealistic notions about ethics in business dealings. In
the following sections, we continue the discussion about the nature of
business ethics by exploring two questions: (1) “Why use ethical rea-
soning in business?” and (2) “What is the nature of ethical reasoning?”

1.5 WHY USE ETHICAL REASONING IN BUSINESS?

Ethical reasoning is required in business for at least three major reasons:
(1) Many times, laws are insufficient and do not cover all aspects or
“gray areas” of a problem (Stone 1975). For example, should the
Manville Corporation have paid millions to asbestos claimants if that
would have bankrupted the firm? Or, should that company (as it did)
have legally declared bankruptcy and faced ethical reaction from the
media and the public? Many legal actions may be unethical and cause
pain and physical or economic harm to others. What rules or guidelines
can people turn to in these situations when laws are not enough? (2)
Free-market and regulated-market mechanisms do not effectively inform
owners and managers about how to respond to complex crises that have
far-reaching ethical consequences; for example, should companies, as
American Cyanamid did in the late 1970s, legally prohibit pregnant
women from working in toxic areas to protect their unborn fetuses, even
though the firm’s policy had the effect of pressuring several women into
unemployment and choosing sterilization? Later in the 1980s, the firm
faced unanticipated discrimination charges and lawsuits from several
interest groups. In 1991, the Supreme Court ruled in a 6-3 vote that such
“fetal protection” policies are a form of sex bias that is prohibited by
civil rights law. American Cyanamid may have acted legally in the 1970s,
but did it act ethically? What reasoning and guidelines help us answer
questions when or before enacted laws provide authoritative guidelines?
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(3) A third argument holds that ethical reasoning is necessary because
complex moral problems require “an intuitive or learned understanding
and concern for fairness, justice, due process to people, groups and com-
munities” (Carroll 1989). Company policies and procedures are limited
in scope and detail in covering human, environmental, and social costs
of doing business. On what grounds or reasoning did the U.S. Congress
vote to authorize President Bush to use his authority to declare war on
Iraq? Were ethics and moral principles involved? The point here is that
law, formal policy, and written procedures may not always be sufficient
in certain situations to enable those who must act to do so with clear,
unquestionable authority. Ethics plays a role in business because laws
are often absent or insufficient to guide morally complex decisions.

The Nature of Ethical Reasoning in Business

In addition to the reasons discussed above, LaRue Hosmer* offered five
major characteristics of ethical problems that also show the complexity
of managerial ethics and point out the nature of ethical reasoning:

1. Most ethical decisions have extended consequences. Managerial
decisions, actions, and results have consequences whose effects
extend beyond their control and organization into society. For
example, bribes change governmental processes. Pollution affects
environmental health. The consequences and effects should be
considered before decisions are made.

2. Most ethical decisions have multiple alternatives. Simple “yes”
or “no” choices do not adequately characterize the many alterna-
tives that exist and that should be considered in such decisions as
“Should a manager pay a bribe? Should a factory pollute the air?”

3. Most ethical decisions have mixed outcomes. As in the second
point, outcomes and alternatives are not unambiguous; they have
social benefits and costs as well as financial revenues and
expenses associated with the ethical choices.

4. Most ethical decisions have uncertain consequences. Unan-
ticipated and unknown consequences can follow ethical choices.

5. Most ethical decisions have personal implications. Such deci-
sions can affect the lives and careers of the decision makers.
Individual costs and benefits, in addition to financial and social
ones, are associated with most alternatives in ethical decisions.

*Adapted from LaRue Tone Hosmer. The Ethics of Management. 2nd ed. Homewood, IL:
Richard D. Irwin, 1991, 13-15. Used with permission of the publisher.
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genic chemical wastes were dumped. Birth defects, miscarriages,
and nerve and respiratory illnesses resulted. Hooker’s ammm:m.m
was that the country needed the chemicals. In 1990, health offi-
cials declared the area once again inhabitable, and residents are
moving back to houses once condemned. Who is to be believed
and on what grounds?

6. Ethical standards change over history. In the 1950s, U.S. firms
made payoffs to foreign officials; with the 1977 passage of the
Foreign Corrupt Practices Act, bribes and payoffs are illegal. In

Hosmer’s approach to using ethical reasoning in moral dilemmas is
to (1) consider different alternatives to the problem, (2) do a legal analy-
sis, and (3) think through a moral analysis, using several ethical principles
that we discuss in Chapter 3.

George Steiner and John Steiner* list 10 reasons why moral problems

are often complex and difficult and require reasoning from ethical prin-
ciples:

1. Managers confront a distinction between facts and values

when making ethical decisions. Facts are statements about what
is; values are views individuals hold independently from facts.
A full description of the facts in business problems does not
automatically give a just answer.

. Good and evil exist simultaneously, interlocked. The availabil-
ity of Paraquat, a chemical manufactured by Imperial Chemical
Industries in England and Chevron Chemical Company in
America, increases crop yield but is toxic to humans and has led
to illnesses and deaths in less developed countries. Should firms
export this product to countries, even if some countries know the
effects but still request the product?

- Knowledge of consequences is limited. Results that owners and
managers sometimes intend to happen often have very different
effects on employees and customers. Facts often do not justify
negative consequences of intended actions.

- The existence of multiple corporate constituencies exposes
management to competing and conflicting ethical claims.
Tobacco farmers give ethical priority to the tobacco economy in
the South, as do stockholders. The Surgeon General’s office and
the medical establishment argue against harmful effects of smok-

ing. Managers in this industry must weigh these pros and cons
in doing business.

. Multiple constituencies often use conflicting ethical arguments
to justify their claims. Who is right and who is wrong?
Managers must be able to recognize conflicting premises and
assumptions in moral arguments. In Niagara Falls, the Love
Canal Homeowners Association charged Hooker Chemical Cor-
poration with disregard for the health of residents near the canal
because, during the 1940s, 22,000 tons of highly toxic, carcino-

certain Arab, Asian, African, and Latin American countries, pay-
offs are still part of doing business. Ethically correct conduct is
an elusive goal, and applying ethical standards is an art.

7. Human reasoning is imperfect. Well-intentioned managers
make mistakes in their ethical judgment. When faced with the
temptation for profit performance, honest managers may com-
promise their standards, as did Robert Beasley at Firestone Tire
and Rubber Company when he embezzled over $500,000 from a
$12.6 million slush fund he managed. He was caught by the IRS
and served 4 years in jail.

8. Ethical standards and principles are not always mﬁwﬁ_cﬁm in
resolving conflicts. No principles can replace human judgment
in very complex cases. :

9. Twentieth-century [and we add twenty-first-century] man-
agers are faced with new ethical problems that exceed tradi-
tional concerns such as honesty, charity, and modesty. Zos.:
managers must weigh and balance human life against economic
factors in decisions. How should cancer studies that show that
workers and residents exposed to plant emissions am.x E:.mmm be
balanced against costs of emission nmmc_mmo?. inflationary
impact, capital investment reduction, and loss of jobs and eco-
nomic benefits from closed plants?

10. Managers in large organizations must now deal with mgmnm_
complexities. These include moral Huno,c_mBm. m:n.r.mm organiza-
tional versus public interest loyalty, preferential hiring of certain
classifications of individuals, and peaked performance of indi-
viduals before retirement.

Given the complexity of most ethical decisions, it is clear that sim-
ple “yes” and “no” answers are insufficient. Ethical reasoning should,
therefore, help us sort out fact from fiction, assumptions and inferences,

*Adapted from George Steiner and John Steiner. Business, Government, and Society. 5th ed.
New York: Random House, 1988, 373-376. Used with permission of McGraw-Hill
Publishing Company.

alternatives and options, and benefit and cost alternatives to help us
make more informed, responsible moral decisions.
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1.6 CAN BUSINESS ETHICS BE TAUGHT AND TRAINED?

Given the complexity and often vague nature of ethical problems and
moral dilemmas, the question arises, “Can business ethics, then, be
taught or instructed?” This ongoing debated question has no final
answer. Studies continue to address the issue. One study, for example,
that surveyed 125 graduate and undergraduate students in a business
ethics course at the beginning of a semester showed that students did
not reorder their priorities at the end of the semester on the importance
of 10 social issues, but they did change the degree of importance they placed
on the majority of the issues surveyed (Stead and Miller 1988). What, if
any, value can be gained through teaching and training ethical princi-
ples and their uses in business?

We begin this discussion by stating what business ethics courses can-
not or should not, in our judgment, do. Ethics courses should not advo-
cate a single set of rules to play by or offer one best or only solution to
specific ethical problems. There may, given the facts and circumstances
of situations, be more and less desirable courses of action to take.
Decisions will depend on facts, inferences, and rigorous, logical ethical
reasoning. Neither should ethics courses or training sessions promise
“superior” or absolute ways of thinking and behaving in situations.
Rigorous, informed, and conscientious ethical analysis does not mean the
best or only way to reason moral problems.

Ethics courses and training can do the following (Jones 1988-1989):

s Provide people with rationales, ideas, and vocabulary to help them
participate effectively in the process of ethical decision making

= Help people “make sense” of their environments by “abstracting”
and selecting ethical priorities

= Provide intellectual weapons to do battle with advocates of eco-
nomic fundamentalism and those who violate ethical standards

= Enable employees to act as alarm systems for company practices
that will not pass society’s ethical tests

» Enhance conscientiousness and sensitivity to moral issues and
commitment to finding moral solutions

= Enhance moral reflectiveness and strengthen moral courage

m Increase the ability of people to become morally autonomous eth-
ical dissenters, and the conscience of a group

®» Improve the moral climate of the firm by providing ethical con-
cepts and tools to use for creating ethics codes and social audits
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Other scholars argue that ethical training can add value to .ﬂrm moral
environment of a firm and to relationships in the workplace in the fol-
lowing ways (Hanson 1987):

= Finding a match between an employee’s and employer’s values

s Managing the pushback point where one’s values are tested by
peers, subordinates, and superiors

s Handling an unethical directive from one’s boss

» Coping with a performance system that encourages cutting ethi-
cal corners

Teaching and training business ethics, then, does not promise to pro-
vide answers to complex moral dilemmas, but thoughtful and resource-
ful business ethics educators can facilitate the development of awareness
of what is and is not ethical; help individuals and groups realize .n.rm.n
their ethical tolerance and decision-making styles decrease unethical
blindspots; and enhance a curiosity and concern to discuss H.doB_ vno,w-
lems openly in the workplace. Figure 1-4 illustrates how this book will
implement our plan of approach. . \

Before summarizing this chapter, we briefly summarize No_.w_vm%m s
six stages of moral development to illustrate a major theory in this field.

Stages of Moral Development

Lawrence Kohlberg’s (1973) three levels with six stages of moral \am<m_-
opment offers a guide that can be used to observe our (and oﬂrm.nm ) ._m<m_
of moral maturity, especially as we engage in different OHNmEchQ.S_
transactions. Whether, and to what extent, ethical education and train-
ing contribute to one’s moral development in later years is not known.
Most individuals in Kohlberg’s 20-year study reached stages 4 and 5 ,U.%
adulthood. Only a few attained the sixth stage. The three levels and six

stages include:

Level 1: Preconventional level (self-orientation)

Stage 1: Punishment avoidance: Avoiding punishment by
not breaking rules. There is little awareness of

others’ needs.

Stage 2: Reward seeking: Acting to receive rewards for self.
There is awareness of others’ needs, but not of right
and wrong as abstract concepts.
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Figure 1-4  Plan of the Book

Chapter 1: Business Ethics Defined

RV

Chapter 2: Stakeholder Approach and Business Ethics:
A Macromanagement Perspective

U

A Micromanagement Perspective

Chapter 3: Ethical Principles and Decision-Making Guidelines:

RVl

Q&.UF# A The Corporation as Stakeholder:
Moral Dimensions of Strategy, Structure, Leadership,
Culture, and Self-Regulation

RV

Chapter m The Corporation and External Stakeholders:
Managing Moral Responsibility in the Marketplace

RV

Chapter om ?m‘me_oV\mm Stakeholders and the Corporation:
Managing Rights and Responsibilities in the Workplace

RV

Q,.mv.ﬁmﬂ 7: Nations and Multinational Stakeholders
in the noBDmEZm Global Environment;
Managing Morality Internationally

U

Chapter 8: Business Ethics into the 21 st Century

Level 2: Conventional level (others orientation)

Stage 3: Good person: Acting “right” to be a “good person”
and to be accepted by family and friends, not to ful-

fill any moral ideal.

Stage 4: Law and order: Acting “right” to comply with law
and order and norms in societal institutions.
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Level 3: Postconventional, autonomous, or principles level (universal,
humankind orientation)

Stage 5: Social contract: Acting “right” to reach consensus by
due process and agreement. Person is aware of
relativity of values and tolerates differing views.

Stage 6: Universal ethical principles: Acting “right” accord-
ing to universal, abstract principles of justice, rights.
Person regsons and uses conscience and moral rules
to guide actions.

Refer to these stages when attempting to resolve a moral conflict at
work or in other settings. Observe and identify at which level and stage
the individuals or groups are. At which level and stage are the argu-
ments of those resolving a moral dilemma?

SUMMARY

Business ethics deals with what is “right and wrong” in business deci-
sions, behavior, and policies. Business ethics provides principles and
guidelines that assist in making informed choices to balance economic
interests and social responsibilities.

Business ethics operates at several levels: the individual, the organi-
zational, the association, the societal, and the international. These levels
illustrate the complexity and linkages of ethical decision making in busi-
ness transactions. This chapter introduces the stakeholder approach to
ethical decision making, which identifies constituencies and their claims
at these different levels of interaction in business environments.

Stakeholders include corporations, managers, individuals, groups,
societal institutions, and nations. The stakeholder approach provides a
means for mapping complicated relationships between the focal and
other stakeholders, a means of identifying strategies of each stakeholder,
and a means for assessing moral responsibility of the constituencies.

Four myths often held about business ethics are discussed. Each
myth is illustrated and refuted.

Ethical reasoning in business is discussed with steps provided to
guide decision making. Three reasons why ethical reasoning is necessary
in business include the following: First, laws are often insufficient and do
not cover all aspects or “gray areas” of a problem; second, free-market




and regulated-market mechanisms do not effectively inform owners and
managers about how to respond to complex crises that have far-reaching
ethical consequences; and, third, complex moral problems require an
intuitive or learned understanding and concern for fairness, justice, and
due process to people, groups and communities. Ethical reasoning helps
individuals sort through conflicting opinions and information in order to
solve moral dilemmas.

Kohlberg's three levels and six stages of moral development are pre-
sented and discussed as a means to assist in ethical decision making by
identifying the basis underlying moral arguments and motivations.

Ethical education and training can be useful in developing a broader
awareness of the motivations and consequences of our decisions.
Business ethics does not, however, provide superior or universally cor-
rect solutions to morally complex dilemmas. Principles and guidelines
are provided that—with case analysis, role playing, and group discus-
sion—can enhance insight and self-confidence in resolving moral dilem-
mas in which there often are two right (or wrong) solutions.

Questions

1. Why is there a renewed interest in business ethics?

2. What are three outstanding ethical issues facing businesses today?
w.Ermﬁczmﬁrmnm_wnmnznmmOnnc:doﬁ ?m@ﬂm:zwm:_ucmm:mmmw
ﬁ

- Identify benefits for using the stakeholder approach in ethical decision
making.

[9)]

- Which, if any, of the four myths in the chapter do you not accept as a myth?
6. Identify three reasons for using ethical reasoning in business situations.

7. Is the law sufficient to help managers/employees solve ethical dilemmas?
Explain.

8. What are some important distinctive characteristics of ethical problems?

9. Briefly describe three or four of the benefits that can be gained through ethics
courses and training.

Exercises

L. Invent and state your own definition of “business ethics.” Do you believe that
ethics is an important factor in business today? If you were the CEO of a cor-
poration, how would you communicate your perspective on the importance
of ethics to your employees, customers, and other stakeholder groups?
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2. Conduct your own small survey of five people regarding their owmaosm of the
importance of unethical practices in _ucmmbmmmmm.ﬁoam%. Is more or less _B.mx_v_n-
tance given by your interviewees to economic performance or to socially
responsible behavior? Summarize your results.

3. You are giving a speech at a Rotary International meeting. %o: are mmeQ to
give an introduction to the members on business ethics. Give an outline of

your speech.

4. Review Kohlberg’s levels and stages of moral Qm,.\m_owama. After nmnm.mc._ no_s-
sideration, briefly explain which stage wnmaoa_bmnﬁ._%\ or n_um.nmnﬁmzmn.nm_ y,
defines your ethical positions and arguments. Explain. Has this stage :.5:-
enced a recent decision you have made or action you have taken? Explain.

5. You are applying to a prestigious business school. The application nmmﬁz.mm
you to describe an ethical dilemma in your history and how you handled it.
Describe the dilemma.
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