Chapter 2

Business Ethics and  Social Responsibility

Learning Goals
1

Explain the concepts of business ethics and social responsibility.

2

Describe the factors that influence business ethics.

3

List the stages in the development of ethical standards.

4

Identify common ethical dilemmas in the workplace.

5

Discuss how organizations shape ethical behavior.

6

Describe how businesses’ social responsibility is measured.

7

Summarize the responsibilities of business to the general public, customers, and employees.

8

Explain why investors and the financial community are concerned with business ethics and social responsibility.

Tyco Takes a Dive

Whatever the outcome of Dennis Kozlowski’s state and federal felony trials, the former chief executive of Tyco International is likely to be long remembered  for the sheer size and scale of his alleged misdeeds. With the company’s chief financial officer Mark Swartz, Kozlowski faces 38 felony counts of stealing 

$170 million from the company and profiting by an additional $430 million acquired through illegal stock sales. Former chief corporate counsel Mark Belnick was also indicted for taking improper loans from the firm.

How did Kozlowski’s ethical judgment lapse so badly that, according to BusinessWeek, the more he made, the more he spent and the more he stole? And how did those who were responsible to Tyco’s shareholders allow it to happen? According to Manhattan District Attorney Robert Morgenthau, who brought the first of many charges against Kozlowski, today’s corporate wrongdoers have a harder time acting alone. “Now, you’ve got a lot of people involved, and that’s the lawyers, accountants, executives, the board of directors. The whole system seemed to have broken down,” he says.

Kozlowski began his long career at Tyco as an exceptional manager and worked his way quickly through the corporate ranks. By the time he became CEO in 1992, the company, which makes security systems, electrical and electronic components, and undersea fiber-optic cable, was worth about $3 billion. Then Kozlowski embarked on a rapid-fire expansion program in which he acquired as many as 200 companies a year—nearly one every business day. Annual revenues multiplied fivefold during the 1990s, ultimately reaching $36 billion in 2001, and the company and its CEO were widely admired.

Kozlowksi began to make large corporate donations, reportedly giving millions of dollars of Tyco’s money to educational and charitable organizations, sometimes in his own name. But he also began to spend wildly—on luxurious homes, art, yachts, sailboats, lavish parties, and such extravagant purchases as a $6,000 shower curtain. Most of these expenses were also paid for with Tyco’s money.

In the wake of the indictments and the plunge in its share value, Tyco, under a new CEO and an entirely new board of directors, is struggling to recover. Whether he was motivated by boredom as some suggest, by a feeling that he had earned what he considered the “perks” of his office, or by simple greed, Kozlowski remains a unique example of a CEO whose personal desires apparently outran his sense of responsibility to his firm. But what of those charged with overseeing and controlling his behavior? The board of directors at Tyco, like the board of any corporation, is charged with selecting the CEO, whom they can also fire, and with reviewing company performance, approving all major decisions that affect the corporation, and authorizing compensation, including salaries, bonuses, and perks. Kozlowski apparently undermined much of the board’s oversight role. As a member of the board with the best access to corporate information, he heavily filtered the information that reached board members. He negotiated his own near immunity from firing as well as generous retirement benefits. He made sure that nearly $96 million in unapproved bonuses for Swartz and himself were authorized, and he established financial ties with many board members who later failed to protest his actions or regain their authority. Nor did the board alert Tyco’s shareholders to the improper loans, bonuses, and stock sales that enriched the executives. One of the board members has pleaded guilty to securities fraud, but many observers find the entire board guilty of a serious breach of their financial responsibility. The Tyco board could serve as the poster child for corporate governance failure. Not surprisingly, new CEO Edward D. Breen, Jr., hired away from his position as Motorola president to right the Tyco ship, secured resignations from most members, and the firm’s shareholders elected a new board in 2003.

As one associate director of the Securities and Exchange Commission said of the Tyco case, “It’s important that outside directors remember they’ve got responsibilities and jobs to do and that they should not be co-opted by the executive suite.”1

Chapter Overview
The dark cloud of scandal visited the boardrooms of dozens of U.S. corporations during the first years of the 21st century. Tyco International was not alone in experiencing ethical failures that led to lawsuits, indictments, fines, guilty pleas, jail sentences for high-profile executives, the financial failures of several well-known American businesses, job losses for thousands of former employees at these firms, and the loss of billions in savings by investors who held stocks in these companies. Also included were well-known companies like Adelphia Communications, Enron, Global Crossing, HealthSouth, ImClone, and WorldCom. Enron’s auditor, highly respected public accountant giant Arthur Andersen, declared bankruptcy after information spread about its failure to disclose accurate information to shareholders and regulatory officials—to say nothing of its shredding of Enron documents. The image of the CEO—and business in general—suffered as the evening news carried dramatic pictures of the so-called perp walk—parading indicted—and handcuffed—corporate executives before the media in an exercise previously applied to local criminals. Following a series of disclosures in congressional investigations and from civil and criminal investigations by state attorneys general, in 2002 Congress enacted the Sarbanes-Oxley Act to correct these abuses by adding oversight for the nation’s major companies and a special oversight board to regulate public accounting firms that audit the financial records of these corporations.

As we discussed in Chapter 1, the underlying aim of business is to serve customers at a profit. But most companies try to do more than that, looking for ways to give back to customers, society, and the environment. When does a company’s self-interest conflict with society’s and customers’ well-being? And must the goal of seeking profits conflict with upholding high principles of right and wrong? In response to the second question, a growing number of businesses of all sizes are answering no.

They Said It

Why did corporate governance checks and balances that served us reasonably well in the past break down? An infectious greed seemed to grip much of our business community.

—Alan Greenspan (b. 1925) Federal Reserve chairman
Concern for Ethical and  Societal Issues

An organization that wants to prosper over the long term cannot do so without considering business ethics, the standards of conduct and moral values governing actions and decisions in the work environment. Businesses also must take into account a wide range of social issues, including how a decision will affect the environment, employees, and customers. These issues are at the heart of social responsibility, the philosophies, policies, procedures, and actions directed toward the enhancement of society’s welfare as a primary objective. In short, businesses must find the delicate balance between doing what is right and doing what is profitable.

business ethics standards of business conduct and moral values.
In business, as in life, deciding what is right or wrong in a given situation does not always involve a clear-cut choice. As Figure 2.1 shows, businesses have many responsibilities—to customers, to employees, to investors, and to society as a whole. Sometimes conflicts can arise in trying to serve the different needs of these separate constituencies. The ethical values of executives and individual employees at all levels can influence the decisions and actions a business takes. Throughout your own business career, you will encounter many situations in which you will need to weigh right and wrong before making a decision or taking action. So, we begin our discussion of business ethics by focusing on individual ethics.

FIGURE 2.1

Constituencies to Which Businesses Are Responsible
Business ethics are also shaped by the ethical climate within an organization. Codes of conduct and ethical standards play increasingly significant roles in businesses in which doing the right thing is both supported and applauded. This chapter demonstrates how a firm can create a framework to encourage—and even demand—high standards of ethical behavior and social responsibility from its employees. The chapter also considers the complex question of what business owes to society and how societal forces mold the actions of businesses. Finally, it examines the influence of business ethics and social responsibility on global business.

1. To whom do businesses have responsibilities?

2. If a firm is meeting all its responsibilities to others, why do ethical conflicts arise?

They Said It

We have 62,000 employees working very hard. These employees did not do this. The vast majority of WorldCom is made up of capable, honest employees trying to do the right thing. Only a handful of people were involved in any  wrongdoing.

—Cynthia Cooper (b. 1964) WorldCom director of internal auditing,  one of three whistleblowers named by  Time as its 2003 Persons of the Year
The New Ethical Environment

Over the past five years, business ethics have been in the spotlight as never before. High-profile investigations, lawsuits, arrests, and even convictions, as well as business failures due to fraud and corruption, have created a long string of headline news. While these events have brought about rapid change in many areas and new laws to prevent them from happening again, they have also obscured for many people the fact that most companies and their leaders are highly ethical.2 A recent CNN/USA Today/Gallup poll found that only 17 percent of U.S. respondents rated business executives highly, down from 25 percent a year earlier.3 And 94 percent of respondents to a BusinessWeek Online survey felt that misdeeds by companies such as Enron and WorldCom were a “very serious” or “somewhat serious” problem.4
Yet the vast majority of business owners and managers have built and maintained enduring companies without breaking the rules. As Joseph Neubauer, CEO of Aramark Worldwide Corp., points out and most executives are aware, “It takes a lifetime to build a reputation, and only a short time to lose it all.” Companies that show high earnings and steady sales growth over time were led by CEOs who personified the best in management practices. These leaders may not be household names, but they and hundreds of other mainstream business executives are highly respected for their integrity, honesty, and business ethics. One example of a firm with a longstanding commitment to ethical practice is Johnson & Johnson, the giant multinational manufacturer of health-care products. The sixth most admired company in the world, according to Fortune, Johnson & Johnson has abided by the same basic code of ethics, its well-known Credo, for more than 50 years. The Credo, reproduced in Figure 2.2, remains the ethical standard against which the company’s employees periodically evaluate how well their firm is performing. Management is pledged to address any lapses that are reported.5

FIGURE 2.2

Johnson & Johnson’s Credo

Source: “Our Company: Our Credo,” Johnson & Johnson Web site, http://www.jnj.com.
It is clear, though, that not all companies successfully set and meet high ethical standards. Thousands of employees who lost their jobs due to management misdeeds and millions of investors who saw their savings melt away as the value of their investments in these rogue companies either plummeted or vanished entirely felt betrayed lately, spurring Congress, regulatory agencies, and businesses everywhere to take new steps to rectify problems and prevent them from occurring in the future. A survey of about 125 companies in 22 countries found, for instance, that more than three out of four are setting up ethics standards and codes, up from less than half in 1991. Cropping up more frequently in such ethical guidelines are not just issues already covered by law, such as contracts, employment discrimination, and safety, but also broader ethical concerns about the environment, child labor, and human rights.6 With passage of the Sarbanes-Oxley Act of 2002, which establishes new rules and regulations for securities trading and accounting practices, a company is also required to publish its code of ethics, if it has one, and inform the public of any changes made to it. The new law may actually motivate even more firms to develop written codes and guidelines for ethical business behavior.

In addition to the growing number of firms currently creating their own ethical codes, others have proceeded to implement them through the seven steps specified during the 1990s when the federal government created the U.S. Sentencing Commission to institutionalize ethics compliance programs that would establish high ethical standards and end corporate misconduct.7 The requirements for such programs are shown in Table 2.1.

Table 2.1  Minimum Requirements for Ethics Compliance Programs

•
Standards and procedures, such as codes of ethics, capable of detecting and preventing misconduct

•
High-level personnel responsible for ethics compliance programs

•
No substantial discretionary authority given to individuals with a propensity for misconduct

•
Effective communication of ethical code requirements through ethics training programs

•
Establishment of systems to monitor, audit, and report misconduct

•
Consistent enforcement of ethical codes and punishment

•
Continuous improvement of the ethics compliance program

Source: U.S. Sentencing Commission, Federal Sentencing Guidelines Manual. St. Paul, MN: West Publishing, 1984, Ch. 8.
The current ethical environment of business also includes the appointment of new corporate officers specifically charged with deterring wrongdoing and ensuring that ethical standards are met. These ethics compliance officers, whose numbers are rapidly rising, are responsible for conducting employee training programs that help spot potential fraud and abuse within the firm, investigating sexual harassment and discrimination charges, and monitoring any potential conflicts of interest. Some also ensure that financial reporting of the financial statements is accurate.8 This last responsibility is more important than ever, now that the Sarbanes-Oxley Act requires financial officers and CEOs to personally certify the validity of companies’ financial statements.

Business Tool Kit
The Basics of Business Ethics

Business ethics are big business these days. The downfall of such corporate giants as Enron, WorldCom, and Global Crossing demonstrates the power of decisions made not based on ethical values. Doing the right thing still matters in business, so developing your own personal arsenal of ethics before facing sticky situations at work can go a long way. Knowing your limitations of what you will and won’t do in any certain situation helps both your decision making and your value as an employee. Here are a few tips on developing your own personal code of ethics at work:

1.
Evaluate your personal moral and/or religious system for absolutes. Oftentimes, what you’ve been taught at home about ethics and fair play will resonate in the business world as well.

2.
Role-play iffy ethical situations and gauge your response. If asked by a manager to shred documents after hours, what would you do? If offered a job at a company that has sweatshops in Malaysia, would you take the job? Realize that right and wrong in the business world are not always clear-cut, so it’s best to evaluate a situation before you respond to it.

3.
Today’s headlines illustrate that ethics come from the top. If your company’s top management or CEO doesn’t place an obvious emphasis on ethics, seek out their position on the subject. If one is not already in place, use your own personal set of ethics to encourage your department in developing a professional set of ethics for the company.

4.
When you are faced with an ethical dilemma, there are three questions you should ask yourself, according to the authors of The Power of Ethical Management: Is it legal? Is it balanced? How will it make me feel about myself? Authors Kenneth Blanchard and Norman Vincent Peale believe that asking these three questions gives you a more balanced approach to the dilemma, especially if it falls into that “gray” area.

5.
If one is offered at your school, consider taking a business ethics course. Many colleges and businesses schools are now offering a required class on the legal, ethical, and political aspects of business. If you are a business major, it would be wise for you to take a course in ethics before you graduate to the “real world” of right and wrong.

Sources: Matthew Phillips, “College Courses Offer Basics for Dealing Ethically in Business,” The Business Review: Albany Edition, accessed February 23, 2003; Paul Singer, “Business Schools Add Ethics in Wake of Corporate Scandals,” Associated Press State & Local Wire, August 16, 2002, accessed at http://www .kellogg.northwestern.edu/news/hits/020816ap.htm; “Business Ethics: The Foundation of Effective Leadership,” http://www.onlinewbc.gov/docs/ manage/ethics.html, accessed August 10, 2001.
Individuals Make a Difference

In today’s business environment, individuals can make the difference in ethical expectations and behavior. As executives, managers, and employees demonstrate their personal ethical principles—or lack of ethical principles—the expectations and actions of those who work for and with them can change.

What is the current status of individual business ethics in the U.S.? Although ethical behavior can be difficult to track or even define in all circumstances, evidence suggests that some individuals act unethically or illegally on the job. A poll of U.S. employees found that 30 percent knew of or suspected unethical behavior in their companies. In another poll, the main types of unethical behavior observed by employees were lying, withholding information, abusing or intimidating employees, inaccurately reporting the amount of time worked, and discrimination. Each year, U.S. organizations lose more than $400 billion to fraud, or an average of $9 per day per employee.9
Technology seems to have expanded the range and impact of unethical behavior. For example, anyone with computer access to data has the potential to steal or manipulate the data or to shut down the system, even from a remote location. Often, the people who hack into a company’s computers are employees, and some observers consider employee attacks to be the most expensive. They often result in the theft of intellectual property, such as patented or copyrighted information. Computer technology also helps people at one company attack another. Steven Cade, whose business, La Jolla Club Golf Co., specializes in child-sized golf clubs, recently admitted to using the Internet to spread deceptive messages about a much larger competitor, Callaway Golf Co. Cade admitted he used 27 different false names to post these messages online.

Nearly every employee, at every level, wrestles with ethical questions at some point or another. Some rationalize questionable behavior by saying, “Everybody’s doing it.” Others act unethically because they feel pressured on their jobs or have to meet performance quotas. Yet, some avoid unethical acts that don’t mesh with their personal values and morals. To help you understand the differences in the ways individuals arrive at ethical choices, the next section focuses on how personal ethics and morals develop.

Development of Individual Ethics

Individuals typically develop ethical standards in the three stages shown in Figure 2.3: the preconventional, conventional, and postconventional stages. In the preconventional stage, individuals primarily consider their own needs and desires in making decisions. They obey external rules only because they are afraid of punishment or hope to receive rewards if they comply.

FIGURE 2.3

Stages of Moral and  Ethical Development
In the second stage, the conventional stage, individuals are aware of and act in response to their duty to others, including their obligations to their family members, coworkers, and organizations. The expectations of these groups influence how they choose between what is acceptable and unacceptable in certain situations. Self-interest, however, continues to play a role in decisions.

The postconventional stage, the final stage, represents the highest level of ethical and moral behavior. The individual is able to move beyond mere self-interest and duty and take the larger needs of society into account as well. He or she has developed personal ethical principles for determining what is right and can apply those principles in a wide variety of situations.

An individual’s stage in moral and ethical development is determined by a huge number of factors. Experiences help to shape responses to different situations. A person’s family, educational, cultural, and religious backgrounds can also play a role, as can the environment within the firm. Individuals can also have different styles of deciding ethical dilemmas, no matter what their stage of moral development.

To help you understand and prepare for the ethical dilemmas you may confront in your career, let’s take a closer look at some of the factors involved in solving ethical questions on the job.

They Said It

I would rather be the man who bought the Brooklyn Bridge than the one who sold it.

—Will Rogers (1879–1935) American humorist
On-the-Job Ethical Dilemmas

In the fast-paced world of business, you will sometimes be called on to weigh the ethics of decisions that can affect not just your own future but possibly the futures of your fellow workers, your company, and its customers. As already noted, it’s not always easy to distinguish between what is right and wrong in many business situations, especially when the needs and concerns of various parties conflict.

Consider the situation decision makers at pharmaceutical companies face. Under worldwide pressure to make life-saving drugs affordable in developing countries, the drug industry faces the possibility that it might have to drastically lower prices on expensive new drugs. Or under a “health care crisis” trade rule set by the World Trade Organization, drug makers might have to allow countries to develop their own cheap generic versions of drugs that are legally still under patent protection. During the anthrax scare that followed the 9/11 terrorist attacks, the U.S. and Canadian governments threatened to violate drug makers’ patents themselves to make an anthrax antidote affordable. While they are still conscious of their responsibility to shareholders who expect the companies to be profitable, some drug firms are now taking the initiative to act against diseases. Merck has been treating 25 million people a year for river blindness at no cost, and after years of such efforts, it may soon eradicate this debilitating disease. Five drug companies have joined with United Nations agencies to cut the prices of HIV drugs. Aventis and Bristol-Myers Squibb are working with the World Health Organization to distribute a drug that failed to treat cancer but is a powerful antidote to sleeping sickness. The Swiss firm Novartis is giving away a drug combination that could eradicate leprosy and is selling a new malaria drug to developing countries at cost. But says Novartis CEO Daniel Vasella, “I need to justify what I am doing to my shareholders.”10
As these examples illustrate, solving ethical dilemmas is not easy. In many cases, each possible decision can have unpleasant consequences and positive benefits that must be evaluated. The ethical issues that confront managers of drug companies are just one example of many different types of ethical questions encountered in the workplace. Figure 2.4 identifies four of the most common ethical challenges that businesspeople face: conflict of interest, honesty and integrity, loyalty versus truth, and whistleblowing.

FIGURE 2.4

Common Business Ethical Challenges
Conflict of Interest  A conflict of interest exists when a businessperson is faced with a situation in which an action benefiting one person or group has the potential to harm another. Conflicts of interest may pose ethical challenges when they involve the businessperson’s own interests and those of someone to whom he or she has a duty or when they involve two parties to whom the businessperson has a duty. Lawyers, business consultants, or advertising agencies would face a conflict of interest if they represented two competing companies: A strategy that would most benefit one of the client companies might harm the other client. Similarly, a real estate agent would face an ethical conflict if he or she represented both the buyer and seller in a transaction. In general, the buyer benefits from a low price, and the seller benefits from a high price. Handling the situation responsibly would be possible, but it would also be difficult. A conflict may also exist between someone’s personal interests and those of an organization or its customers. An offer of gifts or bribes for special treatment creates a situation in which the buyer, but not necessarily his or her company, may benefit personally.

conflict of interest situation in which a business decision may be influenced by the potential for personal gain.
Ethical ways to handle conflicts of interest include (1) avoiding them and (2) disclosing them. Some companies have policies against taking on clients who are competitors of existing clients. Most businesses and government agencies have written policies prohibiting employees from accepting gifts or specifying a maximum gift value of, say, $50. Or a member of a board of directors or committee might abstain from voting on a decision in which he or she has a personal interest. In other situations, people state their potential conflict of interest so that the people affected can decide whether to get information or help they need from another source instead.

Honesty and Integrity  Employers highly value honesty and integrity. An employee who is honest can be counted on to tell the truth. An employee with integrity goes beyond truthfulness. Having integrity means adhering to deeply felt ethical principles in business situations. It includes doing what you say you will do and accepting responsibility for mistakes. Behaving with honesty and integrity inspires trust, and as a result, it can help build long-term relationships with customers, employers, suppliers, and the public. Employees, in turn, want their managers and the company as a whole to treat them honestly and with integrity. One ethical issue concerning employees that has surfaced recently involves insurance policies. Many companies, especially banks, have built up huge tax-free investments by taking out life insurance policies on employees without their knowledge. When an employee or retiree died, the company collected the insurance, and that person’s survivors never knew about it. New rules require firms to obtain employee permission, however, and employees are winning more lawsuits in so-called “janitor’s insurance” cases.11
Unfortunately, violations of honesty and integrity are widespread. Some people misrepresent their academic credentials and previous work experience on their résumés or job applications. Others steal from their employers by taking home supplies or products without permission or by carrying out personal business during the time they are being paid to work. Many employees lie to protect themselves from punishment or to make their performance look better than it really is. Following the merger of CUC International and HFS to form Cendant, a major provider of travel (trip.com and CheapTickets), auto rentals (Avis and Budget), and real estate (Century 21, Coldwell Banker, ERA) services, managers from HFS began to find financial discrepancies. They discovered that the top managers at CUC had for years been reporting incorrect financial data about the company, claiming $500 million in profits that were purely fictional. CUC’s former head, Walter Forbes, said he didn’t know about the misbehavior and wasn’t responsible for it. He resigned in exchange for a severance package worth $47.5 million. Others have challenged Forbes’s statements of ignorance, and Cendant has taken Forbes to court in an attempt to force him to repay the entire amount.12

They Said It

I can’t remember a time that I’ve seen lawyers be perceived as more trustworthy than accountants.

—Marty McGough (b. 1960) vice president of research, Widmeyer Communications, on the results of a new poll on trustworthiness
Loyalty versus Truth  Businesspeople expect their employees to be loyal and to act in the best interests of the company. But when the truth about a company is not favorable, an ethical conflict can arise. Individuals may have to decide between loyalty to the company and truthfulness in business relationships. People resolve such dilemmas in various ways. Some place the highest value on loyalty, even at the expense of truth. Others avoid volunteering negative information but answer truthfully if someone asks them a specific question. People may emphasize truthfulness and actively disclose negative information, especially if the cost of silence is high, as in the case of operating a malfunctioning aircraft or selling tainted medicine. Two investigators for Los Alamos National Laboratory in New Mexico, home of some of the U.S.’s most sensitive defense secrets, reported the loss of $2.7 million worth of missing computers and other property and the abuse of lab-issued credit cards (with which one employee had tried to buy a car). An investigation by the Department of Energy found that even if the lab was not guilty of covering up such “blatant acts of criminality,” it had at least subjected the two men to intimidation and pressure to keep quiet, including issuing a series of memos urging employees to “resist the temptation to ‘spill your guts.’” “I believe in being dedicated to your boss,” said one of the two men, “but there’s a line you don’t cross, and they crossed that line and began to perceive wrong as right.”13
Whistleblowing  When an individual does encounter unethical or illegal actions at work, the person must decide what action to take. Sometimes it is possible to resolve the problem by working through channels within the organization. If that fails, the person should weigh the potential damages to the greater public good. If the damage is significant, a person who places ethical standards above personal well-being may conclude that the only solution is to blow the whistle. Whistleblowing is an employee’s disclosure to government authorities or the media of illegal, immoral, or unethical practices of the organization. The two men who reported the theft of property at Los Alamos were whistleblowers, as were the three women profiled in the Hits and Misses box.

whistleblowing employee’s disclosure to government authorities  or the media of illegal, immoral, or unethical practices committed by an organization.

Hits & Misses

The Year of the Whistleblower

As extraordinary as the wrongdoing at Enron and WorldCom, and indifference at the FBI, was the courage of whistleblowers who spoke up. Sherron Watkins, former vice president at Enron, Cynthia Cooper, vice president at WorldCom, and Colleen Rowley, staff attorney for the FBI, each came forward about problems they uncovered on the job.


Profiteering and improper accounting made Enron the largest corporate bankruptcy in U.S. history at the time. A cover-up of billion-dollar losses left WorldCom in a life-and-death struggle to emerge from bankruptcy. Failure to heed Rowley’s warnings about Zacarias Moussaoui allowed his activities to go unwatched; Moussaoui was later indicted as a coconspirator in the September 11 terrorist attacks.


Like whistleblowers before them, Watkins, Cooper, and Rowley suffered repercussions. Rowley’s actions were compared to those of a spy, and she was harassed by calls to resign and rumors that the FBI might file criminal charges against her. Cooper is trying to help WorldCom recover despite being screamed at and patronized. Watkins was relegated to overseeing make-work projects until she finally resigned from Enron. Yet all say they would do it again.


Thanks to the Sarbanes-Oxley Act of 2002, whistleblowers now have added protection. Bosses who retaliate against a whistleblower face prison, and fired workers can be rehired more easily. Companies might no longer be able to require employees to obtain permission before speaking to the media. Corporate lawyers who see wrongdoing must report it to management and then to the company’s board.


While blowing the whistle may still make a person unpopular, companies must learn what Colleen Rowley already knows. “Loyalty to whoever you work for is extremely important. The only problem is, it’s not the most important thing.”

Questions for Critical Thinking

1.
Do you agree with Rowley’s statement that loyalty to a boss is not the most important factor for any employee?

2.
What impact do you think the Sarbanes-Oxley provisions will have on employees’ willingness to speak out?

Sources: Jodie T. Allen, “Women Who Blow Whistles,” U.S. News & World Report, January 6, 2003, p. 48; Richard Lacayo and Amanda Ripley, “Persons of the Year,” Time, December 30, 2002–January 6, 2003, pp. 30–59; Paul Dwyer et al., “Year of the Whistleblowers,” BusinessWeek, December 16, 2002, pp. 107–110.
A whistleblower must weigh a number of issues in deciding whether to come forward. Resolving an ethical problem within the organization can be more effective, assuming higher level managers cooperate. A company that values ethics will try to correct a problem, and staying at a company that does not value ethics may not be worthwhile. In some cases, however, people resort to whistleblowing because they believe the unethical behavior is causing significant damage that outweighs the risk that the company will retaliate against the whistleblower. Those risks have been real in the past. About half of whistleblowers who responded to a survey by the National Whistleblower Center said they were fired for reporting illegal conduct, and most of the other respondents said they had been harassed or unfairly disciplined at work after reporting wrongdoing at their firms.14 The two men who blew the whistle at Los Alamos were fired, though they have since been rehired to help in the investigation at the lab.

State and federal laws protect whistleblowers in certain situations, such as reports of discrimination, and the Sarbanes-Oxley Act of 2002 now requires that firms in the private sector provide procedures for anonymous reporting of accusations of fraud. Under the act, anyone who retaliates against an employee for taking concerns of unlawful conduct to a public official can be prosecuted. Whistleblowers who still experience dramatic retribution for their actions have recourse thanks to the act—those who have been fired, demoted, threatened, or harassed have 90 days to file a complaint with the U.S. Department of Labor.

Obviously, whistleblowing and other ethical issues arise relatively infrequently in firms with strong organizational climates of ethical behavior. The next section examines how a business can develop an environment that discourages unethical behavior among individuals.

1. What role can an ethics compliance officer play in a firm?

2. What are honesty and integrity and how do they differ?

3. How can loyalty and truth come into conflict for an employee?
How Organizations Shape  Ethical Conduct

No individual makes decisions in a vacuum. Choices are strongly influenced by the standards of conduct established within the organizations where people work. Most ethical lapses in business reflect the values of the firms’ corporate cultures.

As shown in Figure 2.5, development of a corporate culture to support business ethics happens on four levels: ethical awareness, ethical reasoning, ethical action, and ethical leadership. If any of these four factors is missing, the ethical climate in an organization will weaken.

FIGURE 2.5

Structure of an Ethical Environment
They Said It

The fact is that the improper shredding of documents took place on my watch—and  I believe it is now in the  best interest of the firm for  me to step down.

—Joseph Berardino (b. 1951) former Arthur Andersen CEO  upon resigning his post
Ethical Awareness

The foundation of an ethical climate is ethical awareness. As we have already seen, ethical dilemmas occur frequently in the workplace. So, employees need help in identifying ethical problems when they occur. Workers also need guidance about how the firm expects them to respond.

Citibank encourages consumers to use their credit wisely. The company uses its Web site to educate credit card users about the “rules” of credit and ways to spend responsibly, prevent fraud, protect their identity, understand different types of credit, apply for credit, budget wisely, and use credit bureau reports.
One way for a firm to provide this support is to develop a code of conduct, a formal statement that defines how the organization expects and requires employees to resolve ethical questions. Johnson & Johnson’s Credo, presented earlier, is such a code. At the most basic level, a code of conduct may simply specify ground rules for acceptable behavior, such as identifying the laws and regulations that employees must obey. Other companies use their codes of conduct to identify key corporate values and provide frameworks that guide employees as they resolve moral and ethical dilemmas.

code of conduct formal statement that defines how the organization expects and requires employees to resolve ethical issues.
Canada-based Nortel Networks, an international telecommunications giant with customers in 150 countries, uses a code of conduct to define its values and help employees put them into practice. The code of conduct defines seven core values that Nortel requires as it strives to become known as a company of integrity. The code also defines standards for conduct among employees and between employees and the company’s shareholders, customers, suppliers, and communities. Employees are expected to treat one another with respect, including respect for individual and cultural differences, protect the company’s assets, and fulfill whatever commitments they make. The code of conduct also states that each employee is responsible for behaving consistently with its standards and for reporting possible violations of the code. Nortel provides each employee with a copy of this code of conduct and also posts it on its Web site.15
Other firms incorporate similar codes in their policy manuals or mission statements; some issue a code of conduct or statement of values in the form of a small card that employees and managers can carry with them. Harley-Davidson has developed a brief code of ethics that employees can apply both at work and in their personal lives. It reads: “Tell the truth, keep your promises, be fair, respect the individual and encourage intellectual curiosity.”

Sometimes companies can express ethical awareness through their advertising, as in the Citibank ad shown here.

Ethical Reasoning

Although a code of conduct can provide an overall framework, it cannot detail a solution for every ethical situation. Some ethical questions have black-and-white answers, but others do not. Businesses must provide the tools employees need to evaluate the options and arrive at suitable decisions.

Many firms have instituted ethics training programs. More than 50 percent of the employees surveyed in one study reported that their companies provide training in the subject. Lockheed Martin Corp. has developed a training program in the form of interactive lessons that employees can access online. The sessions include cases performed by actors, plus tests in the form of multiple-choice questions. They cover a variety of business-related topics, from security to sexual harassment. The company also keeps tabs on which employees have completed which training sessions. In addition, Lockheed Martin uses a game called the Ethics Challenge, in which the players use cards and tokens to read about and resolve ethical quandaries based on real-life situations. Everyone in the company, from hourly workers to the chairman, is required to play the Ethics Challenge once per year.

Many authorities debate whether ethics can actually be taught, and one recent study suggests that a corporate ethics program to deter theft had the greatest impact on employees least likely to steal from the company in the first place.16 But training can give employees an opportunity to practice applying ethical values to hypothetical situations as a prelude to applying the same standards to real-world situations.

Ethical Action

Codes of conduct and ethics training help employees to recognize and reason through ethical problems. In addition, firms must also provide structures and approaches that allow decisions to be turned into ethical actions. Texas Instruments gives its employees a reference card to help them make ethical decisions on the job. The size of a standard business card, it lists the following guidelines:

•
Does it comply with our values?

•
If you do it, will you feel bad?

•
How will it look in the newspaper?

•
If you know it’s wrong, don’t do it!

•
If you’re not sure, ask.

•
Keep asking until you get an answer.

Goals set for the business as a whole and for individual departments and employees can affect ethical behavior. A firm whose managers set unrealistic goals for employee performance may find an increase in cheating, lying, and other misdeeds, as employees attempt to protect themselves. In today’s Internet economy, the high value placed on speed can create a climate in which ethical behavior is sometimes challenged. Ethical decisions often require careful and quiet thought, and such thought seems to be nearly impossible in a business that is moving at warp speed.

Some companies encourage ethical action by providing support for employees faced with dilemmas. One common tool is an employee hotline, a telephone number that employees can call, often anonymously, for advice or to report unethical behavior they have witnessed. Nortel Networks, for example, operates a Business Ethics Advice Line. Employees from around the world can contact the advice line via phone or e-mail to ask for advice in applying the code of conduct in specific situations. Ethics compliance officers at some firms, as mentioned previously, are responsible for guiding employees through ethical minefields.

Ethical Leadership

Executives must not only talk about ethical behavior but also demonstrate it in their actions. This principle requires employees to be personally committed to the company’s core values and be willing to base their actions on them. In a recent survey, employees questioned about ethical leadership said they felt less pressure to commit misconduct in their organizations when leaders and managers behaved ethically. They also reported being more satisfied with their organizations overall. Consistent with these findings, another large-scale study found that when employees think their employer’s ethics program was designed primarily to protect upper management from being blamed for misconduct, the program actually promotes unethical behavior.17
One important way for business leaders to model ethical behavior is to admit when they are wrong and correct their organization’s mistakes and problems. The Red Cross, already under scrutiny for its use of funds, was widely criticized for announcing plans to divert some of the nearly $1 billion raised under the auspices of a special 9/11 Liberty Fund. The charity said it would create a blood bank and upgrade its telecommunications equipment with some of the money. The fund had been created for the aid of victims of the 9/11 terrorist attacks, and most people made donations to it for that specific purpose. When the public protested, the Red Cross abandoned plans to divert the money and pledged to use all of the Liberty Fund for its original purpose, as well as to revamp its fund-raising practices so that such problems do not recur. “We made some large mistakes,” said chairman David McLaughlin at a news conference.18
However, ethical leadership should also go one step further and charge each employee at every level with the responsibility to be an ethical leader. Everyone should be aware of transgressions and be willing to defend the organization’s standards. The Nortel Networks guidelines specifically communicate these responsibilities. The company tells employees, “You have a responsibility to ask questions when you have doubts about the ethical implications of any given situation or proposed course of action” and “You have a responsibility to report any concerns about business practices within the corporation that may violate this Code of Business Conduct.”19 As noted earlier, Nortel also provides employees with the tools for carrying out these responsibilities.

Best Business Practices

GE’s Former Chief Leaves Trail of Profits

Jack Welch was CEO of General Electric for 21 years. His goal, to make GE the most competitive enterprise in the world, sometimes meant making difficult decisions, like letting about 100,000 employees go during his early years at the helm when the company was struggling. Although the huge job cuts earned him the title Neutron Jack, Welch never shrank from his duties. The CEO’s goal was always to produce high-quality products for his customers and superior company performance for his investors. He succeeded admirably on both counts.


Under his leadership, GE not only became an aggressive, adaptable, and successful firm but also has consistently ranked among the world’s most respected companies, admired for its customer orientation and integrity. The company has ranked at the top of the Financial Times’s list of the World’s Most Respected Companies for the past five years. Contributing to this success is the company’s Six Sigma quality program, begun under Welch’s reign, which focuses on reducing production errors to minimal levels and is discussed in more detail in Chapter 11. The company is also widely respected for its  customer-oriented mindset. As the Web site says, “Customers are at the center of GE’s universe; they define quality.”


Welch’s success resulted in his becoming one of the world’s most highly regarded corporate CEOs of the past 50 years. In fact, despite his retirement, he still ranks No. 2 on the list of most respected business leaders—right behind Bill Gates. That doesn’t mean Welch didn’t attract controversy over some of his management practices. He established a rigorous—and sometimes criticized—annual evaluation process in which the lowest-rated performers were dismissed. His philosophy about employees was clear, however: “They have to constantly demonstrate that they deserve to be there.” But during Welch’s tenure, the company’s stock price rose by a jaw-dropping 2,800+ percent and GE’s value increased to $450 billion.


On the heels of his departure, information divulged during his messy divorce case raised questions about Welch’s spectacular retirement package. GE had agreed to pay for a luxury apartment in New York, tickets to the opera and sports events, satellite hookups for each of his four homes, limo service, laptops, printers, software, and many other perks. Criticism of the package was swift, and accusations of greed followed. Welch eventually agreed to pay for between $2 and $2.5 million of these promised company benefits each year. Yet unlike other disgraced CEOs who took their companies into financial ruin, Welch’s legacy still shines. GE’s most recent earnings achieved a record $15.1 billion, and that despite an economic downturn.

Questions for Critical Thinking

1.
Discuss Jack Welch’s ethical leadership style in terms of three main constituents: customers, investors, and employees.

2.
Do you think Welch’s end results—a successful company—justified his actions? Why or why not?

Sources: General Electric Web site, http://www.ge.com, accessed February 3, 2004; Michael Skapinker, “Different Game, Same Winners,” Financial Times, January 17, 2003, http://www.ft.com; Philip Kennicott, “Rich with Irony,” The Washington Post, October 14, 2002, p. C01; Richard Cohen and David Gow, “SEC Inquiry as Jack Welch Gives Up Freebies,” The Guardian, September 17, 2002, http://www.guardian.co.uk.
Perhaps one of the best measures of ethical leadership is whether a company focuses on the welfare of its customers and investors and how well it can perform in the long run. Jack Welch, former CEO of General Electric, well known for his business successes, continues to be highly regarded for his leadership and for leaving his company thriving, as the Best Business Practices box discusses.

Unfortunately, not all organizations are able to build a solid framework of business ethics. Because the damage from ethical misconduct can powerfully affect a firm’s stakeholders—customers, investors, employees, and the public—pressure is exerted on businesses to act in acceptable ways. But when businesses fail, the law must step in to enforce good business practices. Many of the laws that affect specific industries or individuals are described in other chapters in this book. For example, legislation affecting international business operations is discussed in Chapter 4. Laws designed to assist small businesses are examined in Chapter 5. Laws related to labor unions are described in Chapter 9. Legislation related to banking and the securities markets is discussed in Chapters 17 and 18. Finally, for an examination of the legal and governmental forces designed to safeguard society’s interests when businesses fail at self-regulation, see the Appendix to Part 1, “The Legal Framework for Business,” beginning on page 138.

1. What is a code of conduct?

2. How does ethical leadership contribute to ethical standards throughout a company?

Acting Responsibly to Satisfy Society

A second major issue affecting business is the question of social responsibility. In a general sense, social responsibility is management’s acceptance of the obligation to consider profit, consumer satisfaction, and societal well-being of equal value in evaluating the firm’s performance. It is the recognition that business must be concerned with the qualitative dimensions of consumer, employee, and societal benefits as well as the quantitative measures of sales and profits, by which business performance is traditionally measured. Businesses may exercise social responsibility because such behavior is required by law, because it enhances the company’s image, or because management believes it is the ethical course of action.

social responsibility management’s acceptance of the obligation to  consider profit, consumer satisfaction, and societal well-being of equal value  in evaluating the firm’s performance.
Historically, a company’s social performance has been measured by its contribution to the overall economy and the employment opportunities it provides. Variables such as wage payments often serve to indicate social performance. Although profits and employment remain important, today many factors contribute to an assessment of a firm’s social performance, including providing equal employment opportunities; respecting the cultural diversity of employees; responding to environmental concerns; providing a safe, healthy workplace; and producing high-quality products that are safe to use.

A business is also judged by its interactions with the community. To demonstrate their social responsibility, many corporations highlight charitable contributions and community service in their annual reports and on their Web site. Procter & Gamble, for instance, contributes millions of dollars through the Procter & Gamble Fund, corporate contributions, product donations, individual facilities’ gifts, and other types of giving. The company donates products to America’s Second Harvest, a network of food banks. It donates to universities and research organizations patents that do not fit the company’s strategic plans but may offer commercial potential, thereby providing revenue to the organizations that apply the patents.20
Some firms measure social performance by conducting social audits, formal procedures that identify and evaluate all company activities that relate to social issues such as conservation, employment practices, environmental protection, and philanthropy. The social audit informs management about how well the company is performing in these areas. Based on this information, management may take steps to revise current programs or develop new ones.

Outside groups may conduct their own evaluations of businesses. Various environmental, religious, and public interest groups have created standards of corporate performance. Reports on many of these evaluations are available to the general public. The Council on Economic Priorities produces publications such as The Better World Investment Guide, which recommends basing investment decisions on companies’ track records on various social issues, including environmental impact, nuclear weapons contracts, community outreach, and advancement of women and minorities. Other groups publicize their evaluations and include critiques of the social responsibility performance of firms. The Center for Science in the Public Interest evaluates the healthfulness of the food marketed to consumers.21
Many firms find that consumers evaluate their social track records through their purchase decisions in retail stores. Some consumer groups organize boycotts of companies they find to be socially irresponsible. In a boycott, consumers refuse to buy a company’s goods or services. Mail Abuse Prevention System (MAPS) offers a new twist on the old-fashioned boycott: a service that blocks incoming e-mail from companies that it believes have sent spam. The company compiles the Real-Time Blackhole List, a list of reported spammers, and for those who subscribe, it deletes mail from those sources or returns it to the sender. Bouncing the messages back not only spares the receiver, but it can also swamp the sender’s Web site so that it effectively shuts down during the onslaught. Companies that place online marketing messages treat MAPS with kid gloves. MessageMedia, for example, says it has refused to work with clients who do not adhere to MAPS guidelines because a misstep by one of its clients could land MessageMedia on the list.22
As Figure 2.6 shows, the social responsibilities of business can be classified according to its relationships to the general public, customers, employees, and investors and other members of the financial community. Many of these relationships extend beyond national borders.

FIGURE 2.6

Responsibilities of Business
Responsibilities to  the General Public

The responsibilities of business to the general public include dealing with public health issues, protecting the environment, and developing the quality of the workforce. Many would argue that businesses also have responsibilities to support charitable and social causes and organizations that work toward the greater public good. In other words, they should give back to the communities in which they earn profits. Such efforts are called corporate philanthropy. Figure 2.7 summarizes these four responsibilities, which are discussed in the sections that follow.

FIGURE 2.7

Business Responsibilities  to the General Public
Public Health Issues  One of the most complex issues facing business as it addresses its ethical and social responsibilities to the general public is public health. Central to the public health debate is the question of what businesses should do about dangerous products like tobacco, alcohol, and handguns. Tobacco products represent a major health risk, contributing to heart disease, stroke, and cancer among smokers. Families and coworkers of smokers share this danger as well, since their exposure to secondhand smoke increases their risks for cancer, asthma, and respiratory infections. Recently, courts have agreed with this assessment of smoking as a health risk, and tobacco companies have been assessed heavy fines to compensate for their actions. In 1998, Altria (then known as Philip Morris) and three other tobacco companies agreed to a $206 billion settlement with 46 states. Two years later, a Florida jury ordered the tobacco industry to pay $145 billion in punitive damages to Florida smokers who had developed illnesses associated with long-term smoking. Altria, whose products represent one of every two cigarettes sold in the U.S., was ordered to pay about half the entire amount. Faced with the prospect of even more legal action, the tobacco companies have spent tens of millions of dollars on socially responsible activities and causes, such as youth smoking prevention programs, food banks, and medical assistance in developing countries. But not everyone is buying the sincerity of the tobacco industry’s attempts at social responsibility. In 2003, the U.S. Department of Justice filed a countersuit, demanding that the nation’s biggest cigarette makers be ordered to forfeit $289 billion in “ill-gotten gains”—profits derived from a half century of “fraudulent” and dangerous marketing practices.23
Substance abuse, including alcohol abuse, is another serious public health problem worldwide. Motor vehicle accidents are a major killer, and drunk drivers cause many serious crashes. Alcohol abuse has also been linked to such major diseases as cirrhosis of the liver. Other risks to public health and safety come from fatty foods, television violence, and motorcycles.

Of particular concern is the impact of such products on vulnerable groups. Alcohol ads appeal to teenagers. Absolut vodka ads have even become collector’s items for many teens, raising concerns that the company is encouraging underage drinking. Many consumers view alcohol advertising, whether aimed at adults or young people, as socially irresponsible. Some brewers have tried to counter these views by sponsoring advertising campaigns that promote moderation.

Businesses also face challenges when dealing with the consequences of diseases like AIDS, which is especially dangerous because, on average, five years pass between a person’s first exposure to HIV and actual development of the disease. During this period, people may not show any symptoms, and they probably don’t even know they have the virus, but they are still carriers who can transmit the disease to others. This large pool of unknown carriers contributes greatly to the rapid spread of the disease.

The onslaught of AIDS has forced companies to educate their workers about how to deal with employees and customers who have the deadly disease. Health care for AIDS patients can be incredibly expensive, straining the ability of small companies to pay for health-care coverage. Do companies have the right to test potential employees for the AIDS virus and avoid this expense? Some people believe that this screening would violate the rights of job applicants; others feel that a firm has a responsibility not to place AIDS patients in jobs where they could infect members of the general public. These are difficult questions. In resolving them, a business must balance the rights of individuals against the rights of society in general.

Protecting the Environment  Businesses consume huge amounts of energy, which increases the use of fossil fuels like coal and oil for energy production. This activity introduces carbon dioxide and sulfur into the earth’s atmosphere, substances that many scientists believe will result in dramatic climate changes during the 21st century. Meanwhile, the sulfur from fossil fuels combines with water vapor in the air to form sulfuric acid. The acid rain that results can kill fish and trees and pollute ground water. Wind can carry the sulfur around the entire globe. Sulfur from U.S. factories is damaging Canadian forests, and pollution from London smokestacks has been found in the forests and lakes of Scandinavia. Other production and manufacturing methods leave behind large quantities of waste materials that can further pollute the environment and fill already bulging landfills. Some products themselves, particularly electronics, are difficult to reuse or recycle. Junked parts can introduce poisons like lead, cadmium, and mercury into ground-water supplies.24
For many managers, finding ways to minimize the pollution and other environmental damage caused by their products or operating processes has become an important economic, legal, and social issue. The solutions can be difficult, and expensive. It costs computer makers about $20 to recycle each old computer, for instance.25 Drivers may face high costs, too. Hybrid cars use a combination of gas and electricity to power their engines and promise much higher fuel efficiency than conventional autos. As gasoline prices reached the previously unheard of $2 per gallon mark, sales of U.S. hybrids reached 5,000 a month. Most of the purchasers chose the $20,000 Honda Civic hybrid, which gets about 48 miles per gallon, 30 to 50 percent better than the gas-powered version. Other hybrid auto purchasers chose the $20,000 Toyota Prius or the $21,000 Honda Insight. However, the fuel saving isn’t cheap. Experts figure that adding the electric system to the car also adds about $3,500 to the sticker price.26
The more exotic Hy-wire, a hydrogen-powered prototype that cost General Motors $5 million to build, can reach 100 miles an hour with only water vapor as exhaust. But even though Toyota, Honda, and BMW have similar prototypes in the works, cutting costs enough to market the vehicles and earn a profit continues to be a major stumbling block.27

They Said It

Canada is a country whose main exports are hockey players and cold fronts. Canadian imports are baseball players and acid rain.

—Pierre Trudeau (1919–2000) former prime minister of Canada
Despite the difficulty, however, companies are finding they can be environmentally friendly and profitable, too. Over the past quarter century, 3M has reduced emissions of hazardous wastes, mainly by finding alternatives to toxic solvents. The changes have saved the company hundreds of millions of dollars. And the $3.1 million that Dow Chemical has spent to reduce toxic emissions at its Midland, Michigan, plant actually resulted in savings of $5.4 million a year. These kinds of savings come from sources like greater efficiency, reduced operating costs, and less money spent on complying with regulations.28
Another solution to the problems of pollutants is recycling—reprocessing used materials for reuse. Recycling can sometimes provide much of the raw material that manufacturers need, thereby conserving the world’s natural resources and reducing the need for landfills. Several industries are developing ways to use recycled materials. Recycling firms in Asia, like NTT DoCoMo and J-Phone, are buying used cell phones in bulk from wireless carriers, crushing and melting them, and extracting platinum, silver, and even gold. It takes about 125,000 phones to produce a one-kilo gold bar worth $10,000. In the U.S., phones are recycled for their batteries, while larger appliances like TVs and VCRs are mined for reusable metals.29

recycling reprocessing of used materials for reuse.

The Toyota Prius boasts both an electric motor with a battery that never needs recharging and a “super-efficient” gasoline engine. This hybrid power system is fuel efficient and less polluting to the environment. The car gets its energy economy from a system that knows which fuel source to use at which time.

Courtesy of Toyota 
Many environmentalist groups have realized that working in partnership with companies can help them achieve their goals. One such organization, Environmental Defense, worked with McDonald’s to streamline the fast-food company’s waste output and has begun similar partnerships with FedEx and Starbucks, among others. Greenpeace is working with European firms to replace polluting refrigerants with a more environmentally friendly substance called Greenfreeze, and The Coca-Cola Co. and Unilever have committed to join and support the campaign.30
Many consumers have favorable impressions of environmentally conscious businesses. To target these customers, companies often use green marketing, a marketing strategy that promotes environmentally safe products and production methods. A business cannot simply claim that its goods or services are environmentally friendly, however. In 1992, the FTC issued guidelines for businesses to follow in making environmental claims. A firm must be able to prove that any environmental claim made about a product has been substantiated with reliable scientific evidence. In addition, as shown in Figure 2.8, the FTC has given specific directions about how various environmental terms may be used in advertising and marketing.

green marketing marketing strategy that promotes environmentally safe products and production methods.
FIGURE 2.8

FTC Guidelines for Environmental Claims in Green Marketing
Concern had developed, though, that consumers themselves, while supportive of green products in theory, have been less willing to put their money where their sentiments are. Philips Electronics NV, for instance, increased sales by more than 10 percent for its economically friendly fluorescent light bulbs after it stopped calling them EarthLight and promoted their seven-year life span instead. Gerber Products Co. switched from glass baby-food bottles to plastic after nearly three of four baby-food shoppers said they preferred the convenience of plastic, even though plastic can’t be recycled. About four in ten consumers surveyed by Roper ASW said they don’t buy “green” products because they are afraid they won’t perform as well. Said one, “I know the environment is going downhill, but you go in the store and buy the closest thing to your hand—something you’ve used before that you know works.”31
Sometimes the new technologies themselves raise controversy. An example is genetic engineering, a type of biotechnology that involves altering crops or other living things by inserting genes that provide them with a desirable characteristic, such as nutritional value or resistance to pesticides. One of the most controversial of these genetically modified (GM) crops has been corn engineered to make Bacillus thuringiensis (Bt), a type of bacteria that acts as a natural insecticide. The potential value of such a crop is that it reduces the need for chemical pesticides. Critics warn that it could be an ecological disaster. If most corn makes Bt, caterpillars could become resistant to it, requiring more pesticide use in the long run. In addition, some research has suggested that exposure to the corn is deadly to monarch butterfly caterpillars. Critics also fear that introducing genes from one type of plant into another—for example, daffodil genes have been used to add beta carotene to rice—may create products with hidden allergens that could trigger a dangerous allergic reaction in susceptible people.

Some consumers, especially in Europe, have resisted buying GM foods, and the European Union has maintained a controversial moratorium on approving new GM crops.32 Both U.S. and foreign farmers are uncertain whether to adopt the technology because consumer resistance could make the crops worthless in the marketplace. Already, some food processors are willing to pay premium prices for food that has not been genetically engineered. Frito-Lay asked its corn suppliers to plant only unmodified seeds, and Wild Oats Market and Whole Foods Market are eliminating GM ingredients from their store brands. An agreement negotiated under the United Nations Convention on Biodiversity allows countries to ban imports of GM seeds, animals, and crops and to require labels on living GM goods, such as animals and whole grains, saying that they may contain GM organisms. Taco Bell recently recalled its taco shells distributed through supermarkets due to concerns about adverse consumer reactions when it discovered that GM corn had been used. Still, biotech food has become part of U.S. agriculture. About one-third of the corn and almost half the soybeans currently grown in the U.S. have been genetically engineered to either include an insecticide or resist herbicides used to kill weeds around the crops. The companies that provide these technologies are hoping that sentiment will become more favorable when food producers begin offering products engineered to provide health benefits, such as eggs with reduced cholesterol.33

Eastman Kodak celebrates the company’s ideals of maintaining diversity among its workforce “to better meet the needs of our customers, employees, suppliers, and the communities in which we live and work.” The message also directs minority-owned suppliers to a section of the company’s Web site.

Used with permission of Eastman Kodak Company.
Developing the Quality of the Workforce  In the past, a nation’s wealth has often been based on its money, production equipment, and natural resources. A country’s true wealth, however, lies in its people. An educated, skilled workforce provides the intellectual know-how required to develop new technology, improve productivity, and compete in the global marketplace. It is becoming increasingly clear that to remain competitive, U.S. business must assume more responsibility for enhancing the quality of its workforce, including encouraging diversity of all kinds, as Eastman Kodak does.

In developed economies like that of the U.S., most new jobs require college-educated workers. Companies find it more economical to hire overseas workers for low-skilled tasks because wages are lower in developing nations. With demand greatest for workers with advanced skills, the difference between the highest-paid and lowest-paid workers has been increasing. Among full-time workers in the U.S., the top 10 percent earn an average of $1,200 per week, compared with just $275 for the average worker in the bottom 10 percent. Twenty years ago, a college graduate on average earned 38 percent more than someone with only a high school diploma, but today the typical college graduate earns 71 percent more.34 Clearly, education is essential to the well-being of the workforce. Businesses must encourage students to stay in school, continue their education, and sharpen their skills. Companies must also encourage employees to learn new skills and remain competitive.

Organizations also face enormous responsibilities for helping women, members of various cultural groups, and those who are physically challenged to contribute fully to the economy. Failure to do so is not only a waste of more than half the nation’s workforce but also devastating to a firm’s public image. Some socially responsible firms also encourage diversity in their business suppliers. Retail giant JCPenney’s Partnership Program is designed to foster relationships with minority- and women-owned businesses—an effort the company has worked at for more than 30 years.

Through a commitment to developing employee diversity, ChevronTexaco has successfully rebounded from a racial discrimination lawsuit. When information that the company’s top managers had engaged in racist behavior became public, the company (then known simply as Texaco) was embarrassed, and its stock price tumbled. It quickly agreed to settle the lawsuit and crafted a plan to place more value on diversity among employees. Recruiting methods were revised to reach a more diverse pool of applicants, and scholarship programs were launched to develop talented minorities interested in key careers like the physical sciences and international business. The company set specific goals for hiring and promoting qualified minority employees, and to achieve those goals, it included women and minorities on human resource committees and established mentoring programs. Within three years, the company had increased its recruiting of minorities to more than four of every ten new hires, and minorities accounted for one of every five promotions.

Concern Worldwide is a not-for-profit corporation that employs about 3,000 people in nearly 30 developing countries,  all working to eliminate hunger and poverty. The  ad agency that designed  this ad to raise public awareness and ask the public for financial support for Concern Worldwide donated its services, and the magazine in which the ad appeared donated the space.

Courtesy of Concern Worldwide
Corporate Philanthropy  As Chapter 1 pointed out, not-for-profit organizations play an important role in society by serving the public good. They provide the human resources that enhance the quality of life in communities around the world. To fulfill this mission, many not-for-profit organizations rely on financial contributions from the business community. Firms respond by donating billions of dollars each year to not-for-profit organizations. This corporate philanthropy includes cash contributions, donations of equipment and products, and supporting the volunteer efforts of company employees. Recipients include cultural organizations, adopt-a-school programs, community development agencies, and housing and job training programs.

corporate philanthropy act of an organization giving something back to the communities in which it earns profits.
Corporate philanthropy can have many positive benefits beyond the purely altruistic rewards of giving, such as higher employee morale, enhanced company image, and improved customer relationships. After the 9/11 terrorist attacks, major firms made donations that totaled over $120 million. Discover Card raised $5 million for the relief efforts by contributing portions of card member charges. DuPont donated another $5 million. The American Heroes Fund, a not-for-profit organization created by fashion clothing and jewelry marketer Polo Ralph Lauren, received $4 million from its parent organization. In an effort to maximize the benefits of corporate giving in an era of downsizing, businesses have become more selective of the causes and charities they choose to support. Many seek to align their marketing efforts with their charitable giving. For example, many companies make contributions to the Olympics and create advertising that features the company’s sponsorship. This is known as cause related marketing.
Another form of corporate philanthropy is volunteerism. In their roles as corporate citizens, thousands of businesses encourage their employees to contribute their efforts to projects as diverse as Habitat for Humanity, the United Way, and Red Cross blood drives. In addition to making tangible contributions to the well-being of fellow citizens, such programs generate considerable public support and goodwill for the companies and their employees. In some cases, the volunteer efforts occur mostly during off-hours for employees. In other instances, the firm permits its workforce to volunteer during regular working hours. Nortel Networks offers a combination of grants, use of company facilities, and limited time off work for volunteers in the locations where it has facilities, from Atlanta to Paris to Beijing. Regional teams work with selected local community organizations to develop programs that address math, science, and technology education; health care and human services issues; and needs specific to their area. Community involvement for each city is coordinated by an employee who makes sure the efforts are in line with company guidelines.35 Sometimes companies help by contributing resources to promote worthy causes, such as Concern Worldwide’s mission to help poverty stricken people around the world.

Responsibilities to Customers

Businesspeople share a social and ethical responsibility to treat their customers fairly and act in a manner that is not harmful to them. Consumer advocate Ralph Nader first pioneered this idea in the late 1960s. Since then, consumerism—the public demand that a business consider the wants and needs of its customers in making decisions—has gained widespread acceptance. Consumerism is based on the belief that consumers have certain rights. The most frequently quoted statement of consumer rights was made by President John F. Kennedy in 1962. Figure 2.9 summarizes these consumer rights. Numerous state and federal laws have been implemented since then to protect these rights.

consumerism public demand that a business consider the wants and needs of its customers in making decisions.

FIGURE 2.9

Consumer Rights as Proposed by  President Kennedy

The Right to Be Safe  Contemporary businesspeople must recognize obligations, both moral and legal, to ensure the safe operation of their products. Consumers should feel assured that the products they purchase will not cause injuries in normal use. Product liability refers to the responsibility of manufacturers for injuries and damages caused by their products. Items that lead to injuries, either directly or indirectly, can have disastrous consequences for their makers.

Many companies put their products through rigorous testing to avoid safety problems. Still, testing alone cannot foresee every eventuality. Companies must try to consider all possibilities and provide adequate warning of potential dangers. When a product does pose a threat to customer safety, a responsible manufacturer responds quickly to either correct the problem or recall the dangerous product. For example, the Betesh Group toy manufacturer recently recalled its Busy Bug stuffed toy after it discovered that children could chew off—and choke on—the bug’s fabric antennas. A warning went out to discount department stores to pull the toys, and the company set up a toll-free hotline to answer consumer questions and concerns.36

Business Tool Kit

Being Considerate of One’s Coworkers

Let’s face it—as a new college graduate, you will not be getting the corner office with a view. More likely you  will be introduced to the world of cubicles and the common work area where everyone can hear each other’s phone conversations, work-related discussions, and everything else that transpires between the cubicle walls. Being a team player means being considerate of your coworkers, so here are some tips for playing it cool while at work.

1.
No loud radios or CDs—keep volume low or use headphones if you have to have a radio at your desk. The same goes for conversations and phone calls; use your “inside” or library voice in order to not disturb those working. In addition, if you carry a cell phone, make sure that the volume is turned to low or on vibrate so as not to disturb others.

2.
Avoid using the speaker phone unless it’s for a conference call. Nothing is more irritating to your coworkers than having to listen to all of your conversations or on-hold music through a speaker phone. And although it might be tempting, try not to listen to others’ personal phone calls. You don’t want anyone listening to yours, do you?

3.
Keep general areas tidy, put things back where they belong, and refill or replace when something runs out. This is especially true if there is a community coffeepot! And don’t forget that the community kitchen is just that—a community kitchen that the whole office uses. Don’t steal lunches or anything else that doesn’t belong to you.

4.
If you borrow something, return it. Good manners are part of good business communications, and they need to be practiced in the office as well as at home and in public places. You will foster good working relationships with all of your colleagues, which can only help you in your job.

5.
Good manners extend to the use of the community fax or copy machine. Try to save big jobs for early or late in the day so you don’t monopolize the copier and irritate anyone who only needs to make one copy.

6.
Don’t shout over your cubicle walls, even if it’s a business-related question. Make the effort to get up, walk around, and address your colleague in a normal tone of voice so as to not disturb your other work mates. Maybe your colleague will think twice and do the same next time!

Sources: “Office and Cubicle Etiquette,” http://www.business-person .com/etiquette/Officeetiquette.html, accessed January 13, 2004; Bob Rosner, “The Cubicle Lifestyle,” http://more.abcnews.go.com/sections/  business/dailynews/ww0227/ww0227.html, accessed February 27, 2003; Jacqueline Blais, “Mind Your Manners Even If You’re at Work,” USA Today, January 17, 2000, pp. B1, B5.
The Right to Be Informed  Consumers should have access to enough education and product information to make responsible buying decisions. In their efforts to promote and sell their goods and services, companies can easily neglect consumers’ right to be fully informed. False or misleading advertising is a violation of the Wheeler-Lea Act, a federal law enacted in 1938. The Federal Trade Commission (FTC) and other federal and state agencies have established rules and regulations that govern advertising truthfulness. These rules prohibit businesses from making unsubstantiated claims about the performance or superiority of their goods or services. They also require businesses to avoid misleading consumers. Businesses that fail to comply face scrutiny from the FTC and consumer protection organizations. In one case, the FTC responded to complaints by filing charges against Star Publishing Group, which under the name National Consumer Services placed want ads promising as much as $800 per week for starting a home-based business. Consumers who called the toll-free number in the ad reached a recording selling a guide to start a business that the recording falsely implied would involve government work.

They Said It

Suddenly our name  is not so cool.

—statement released by the band Anthrax
The Food and Drug Administration (FDA), which sets standards for advertising conducted by drug manufacturers, recently eased restrictions for prescription drug advertising on television. In print ads, drug makers are required to spell out potential side effects and the proper uses of prescription drugs. Because of the requirement to disclose this information, prescription drug television advertising was limited. Now, however, the FDA says drug ads on radio and television can directly promote a prescription drug’s benefits if they provide a quick way for consumers to learn about side effects, such as displaying a toll-free number or Internet address. The FDA also monitors “dietary supplements,” including vitamins and herbs. These products may make claims about their general effect on health but may not claim to cure a disease, unless the company has presented the FDA with research and received the agency’s approval. For instance, a product may say it helps the body maintain a healthy immune system but not that it fights colds.

The responsibility of business to preserve consumers’ right to be informed extends beyond avoiding misleading advertising. All communications with customers—from salespeople’s comments to warranties and invoices—must be controlled to clearly and accurately inform customers. Most packaged-goods firms, personal computer makers, and other makers of products bought for personal use by consumers include toll-free customer service numbers on their product labels so that consumers can get answers when they have questions about a product.

To protect their customers and avoid claims of insufficient disclosure, businesses often include warnings on products. As Figure 2.10 shows, sometimes these warnings go far beyond what a reasonable consumer would expect.

FIGURE 2.10

Wacky Warning Labels

The number of product liability lawsuits has skyrocketed. To protect themselves, businesses have become more careful about including warnings on products. However, some companies may  go overboard, as demonstrated by these actual product warning labels.
The Right to Choose  Consumers should have the right to choose which goods and services they need and want to purchase. Socially responsible firms attempt to preserve this right, even if they reduce their own sales and profits in the process. Brand-name drug makers have recently gone on the defensive in a battle being waged by state governments, insurance companies, consumer groups, major employers like General Motors and Verizon, and unions. These groups want to force down the rising price of prescription drugs by ensuring that consumers have the right and the opportunity to select cheaper generic brands. The Federal Trade Commission has even sued drug companies that it says paid generic drug competitors to keep their products off the market long after the patents on brand-name drugs have expired.37 Other issues confront drug companies, as described in the Solving an Ethical Controversy box.

Solving an Ethical Controversy

Should Drug Companies Stop Cross-Border Sales?

Because many popular brand-name drugs are cheaper to buy in Canada, U.S. consumers have begun to cross the border, often via the Internet, to fill their prescriptions for high blood pressure and cholesterol remedies. They find savings like the $150 price difference for a three-month supply of Zocor, which results from the fact that the Canadian government controls the price of brand-name drugs. Annual revenues for these cross-border sales are estimated to be about U.S. $650 million.


But one drug company has said it will cut off wholesalers who supply Canadian pharmacies selling to U.S. customers. The wholesalers feel pressured to comply with the ban on Internet sales to the U.S. or risk leaving their Canadian customers unserved. Some medicines provided by the firm, GlaxoSmithKline, have no generic alternatives. A court battle could follow on both sides of the border.

Should drug companies be allowed to ban sales of Canadian drugs to U.S. customers?

PRO

1. Real safety problems arise from variations in temperature and humidity in the shipping process, and patient monitoring suffers.

2. Many goods besides drugs are more expensive in the U.S., as are incomes and liability costs. Drug prices should not be singled out.

CON

1. The drug companies are only trying to protect the higher profits they earn in the U.S.

2. As Vermont representative Bernie Sanders says, “Americans have the right to purchase safe and affordable medicine from Canada.”

SUMMARY

U.S. prices of generic drugs like amoxicillin are typically half or two-thirds their prices in Canada. So public perception that all drugs are cheaper in Canada may be wrong. Several states are poised to follow Maine in trying to use their buying power to obtain lower drug prices for the working poor, retirees, and the uninsured. Drug companies have appealed Maine’s use of the federal Medicaid law; the case is before the Supreme Court. And the Food and Drug Administration has threatened legal action against businesses that “aid the practice.”

Sources: “Prescription Drugs,” Center for Policy Alternatives, http://www.cfpa.org, accessed January 6, 2004; Julie Appleby, “Stores Pop Up to Help Seniors Buy Canadian Drugs,” USA Today, April 9, 2002, pp. B1–B2; Thomas M. Berton, “The FDA Begins Cracking Down on Cheaper Drugs from Canada,” The Wall Street Journal, March 12, 2003, pp. A1, A2; Tom Cohen, “Canadian Wholesaler Cuts GlaxoSmithKline Supplies to Internet Pharmacies Selling to U.S. Customers,” Associated Press, January 29, 2003; Julie Appleby, “Glaxo Wants to Keep Cheap Drugs Out of USA,” USA Today, January 21, 2003, p. B1.

Since the long-distance telephone industry has been deregulated, some customers have also been the victims of fraud. Several unscrupulous long-distance carriers have duped customers into switching their service through an unsavory practice called slamming. The firms get customers to sign contest-entry forms that contain less-than-obvious wording saying they agree to be switched. In other cases, long-distance companies have switched customers without their consent after making telemarketing calls to them.

The Right to Be Heard  Consumers should be able to express legitimate complaints to appropriate parties. Many companies expend considerable effort to ensure full hearings for consumer complaints. The eBay auction Web site assists buyers and sellers who believe they were victimized in transactions conducted through the site. It deploys a 200-employee team to work with users and law enforcement agencies to combat fraud. The company provides all users with insurance coverage of up to $200 per transaction, with a $25 deductible. It operates a feedback forum, where it encourages users to rate one another. The auction site operates a software program that tracks individuals’ bidding performance, looking for patterns associated with fraudulent behavior. And when it receives complaints of fraud, eBay forwards them to the FTC. So, although eBay cannot prevent all instances of fraud, it does provide an environment in which buyers and sellers feel protected.38
Responsibilities to Employees

As Chapter 1 explained, one of the most important business resources is the organization’s workforce. Companies that are able to attract skilled and knowledgeable employees are better able to meet the challenges of competing globally. In return, businesses have wide-ranging responsibilities to their employees, both here and abroad. These include workplace safety, quality of life issues, avoiding discrimination, and preventing sexual harassment and sexism. Today, they also have to accommodate office workers who fear working in tall buildings.

Workplace Safety  A century ago, few businesses paid much attention to the safety of their workers. In fact, most business owners viewed employees as mere cogs in the production process. Workers—many of whom were young children—toiled in frequently dangerous conditions. In 1911, 146 people, mostly young girls, died in a fire at the Triangle Shirtwaist Factory in New York City. Contributing to the massive loss of life were the sweatshop working conditions at the factory, including overcrowding, blocked exits, and a lack of fire escapes. The horrifying tragedy forced businesses to begin to recognize their responsibility for their workers’ safety.

They Said It

Pete, please don’t do anything foolish. Please take care of yourself and don’t be a hero. I don’t need a Medal of Honor winner. I need a son. Love, Mom

—letter engraved on Vietnam War  Memorial in New York City
The safety and health of workers while on the job is now an important business responsibility. The Occupational Safety and Health Administration (OSHA) is the main federal regulatory force in setting workplace safety and health standards. These mandates range from broad guidelines on storing hazardous materials to specific standards for worker safety in industries like construction, manufacturing, and mining. OSHA tracks and investigates workplace accidents and has the authority to fine employers who are found liable for injuries and deaths that occur on the job. As Figure 2.11 shows, workplace injuries and illnesses declined during the 1980s and 1990s. Even though rates of injury and illness are lower in service industries than in goods-producing industries, the four industries with highest injury rates are all service providers: restaurants, hospitals, nursing homes, and retail stores. Most reports to OSHA involve injuries, most of which involve disorders arising from making the same motion over and over, such as carpal tunnel syndrome.39

FIGURE 2.11

Rates of Workplace Injuries and Illnesses

Source: U.S. Department of Labor, Bureau of Labor Statistics, “Injuries, Illnesses, and Fatalities,” http://www.bls.gov/iif/oshwc/osh/os/ osnr0013.txt, accessed February 24, 2003.
Although businesses occasionally complain about having to comply with too many OSHA regulations, ultimately management must set standards and implement programs to ensure that workers are safe in the workplace. The Jewel-Osco food-drug chain, the Midwest division of Albertson’s, shows employees training videos about safe practices. The videos teach about fire safety, germs transmitted in blood, and actions to take if the store is robbed. The store makes special efforts to protect teenage employees. They are expected to read and sign a statement that they will not use any machinery, lift equipment (including the elevator), or meat slicers. Use of power equipment is limited by law to employees 18 years of age or older, and those employees must undergo training before the store permits them to use the equipment. Laws also extend extra protection to teenage workers by limiting the number of hours they work and the number of trips they may make away from their primary place of employment each day. Protection of young workers is especially significant because almost one workplace injury in three involves employees with less than a year’s experience.40
Quality of Life Issues  Balancing work and family is becoming harder for many employees. They find themselves squeezed between working long hours and handling child-care problems, caring for elderly parents, and solving other family crises. A “sandwich generation” of households, those caring for two generations—their children and their aging parents—has arisen. As the population ages, the share of American households providing some type of care to a relative or friend age 50 years or older is expected to double to more than two in five in the early years of the 21st century. At the same time, as married women spend more time working outside the home, they have fewer hours per week to spend on family. The employees juggling work with life’s other demands aren’t just working mothers. Childless couples, single people, and men all express frustration with the pressures of balancing work with family and personal needs.

Helping workers find solutions to these quality of life issues has become an important concern of many businesses, but finding answers isn’t always easy. Some companies offer flexible work arrangements to support employees. Other firms offer benefits such as subsidized child care or on-site education and shopping to assist workers trying to balance work and family.

Another solution has been to offer family leave to employees who need to deal with family matters. Under the Family and Medical Leave Act of 1993, businesses with 50 or more employees must provide unpaid leave annually for any employee who wants time off for the birth or adoption of a child, to become a foster parent, or to care for a seriously ill relative or spouse. The law requires that employers grant up to 12 weeks of leave each year. This unpaid leave also applies to an employee who has a serious illness. Workers must meet certain eligibility requirements. Employers must continue to provide health benefits during the leave and guarantee that employees will return to equivalent jobs. The issue of who is entitled to health benefits can also create a dilemma as companies struggle to balance the needs of their employees against the staggering costs of health care.

The Family and Medical Leave Act gives employees the right to take time off, but because the leave is unpaid, many workers find that they cannot afford to use this right. The U.S. Department of Labor recently issued a ruling authorizing states to experiment with unemployment compensation as part of their unemployment insurance programs. States that elect to participate in this experiment can authorize partial wage replacement to parents who take approved leave. In states where it is available, the unemployment compensation would be available to employees at companies of any size, so long as they meet the state’s eligibility requirements for unemployment compensation. The Department of Labor plans to evaluate whether parents who receive the benefits are more likely to remain in the workforce over the long run.41

They Said It

A woman who strives to be like  a man lacks ambition.

—Mae Jemison (b. 1956) American astronaut and physicist,  first African American female  space shuttle astronaut
Ensuring Equal Opportunity on the Job  Businesspeople face many challenges managing an increasingly diverse workforce in the 21st century. By 2050, ethnic minorities and immigrants will make up nearly half the U.S. workforce. Technological advances are expanding the ways people with physical disabilities can contribute in the workplace. Businesses also need to find ways to responsibly recruit and manage older workers and workers with varying lifestyles. In addition, beginning with Lotus Development Corp. in 1982, companies have begun to extend benefits equally to employees, regardless of sexual orientation. In particular, that means the company offers benefits like health insurance to unmarried domestic partners if it offers them to spouses of married couples. Companies that now offer these gender-neutral benefits include Boeing, Citigroup, Disney, General Mills, and Prudential. This treatment reflects the view that all employee groups deserve the right to work in an environment that is nondiscriminatory.

To a great extent, efforts at managing diversity are regulated by law. The Civil Rights Act (1964) outlawed many kinds of discriminatory practices, and Title VII of the act specifically prohibits discrimination in employment. As shown in Table 2.2, other nondiscrimination laws include the Equal Pay Act (1963), the Age Discrimination in Employment Act (1968), the Equal Employment Opportunity Act (1972), the Pregnancy Discrimination Act (1978), the Civil Rights Act of 1991, and numerous executive orders. The Americans with Disabilities Act (1990) protects the rights of physically challenged people. The Vietnam Era Veterans Readjustment Act (1974) protects the employment of veterans of the Vietnam War.

Table 2.2  Laws Designed to Ensure Equal Opportunity

Law
Key Provisions

Title VII of the Civil Rights Act
Prohibits discrimination in hiring, promotion, compensation, training, or dismissal on the basis of  of 1964 (as amended by the
race, color, religion, sex, or national origin. Equal Employment Opportunity Act of 1972)
 

Age Discrimination in 
Prohibits discrimination in employment against anyone aged 40 years or over in hiring,  Employment Act of 1968 
promotion, compensation, training, or dismissal. (as amended)


Equal Pay Act of 1963 
Requires equal pay for men and women working for the same firm in jobs that require equal  
skill, effort, and responsibility.

Vocational Rehabilitation Act 
Requires government contractors and subcontractors to take affirmative action to employ and of 1973
promote qualified disabled workers. Coverage now extends to all federal employees. Coverage 

has been broadened by the passage of similar laws in more than 20 states and, through court rulings, to include persons with communicable diseases, including AIDS.

Vietnam Era Veterans Readjustment 
Requires government contractors and subcontractors to take affirmative action to employ and Act of 1974
retain disabled veterans. Coverage now extends to all federal employees and has been broadened by the passage of similar laws in more than 20 states.

Pregnancy Discrimination Act 
Requires employers to treat pregnant women and new mothers the same as other employees for of 1978
all employment-related purposes, including receipt of benefits under company benefit programs.

Americans with Disabilities Act 
Makes discrimination against the disabled illegal in public accommodations, transportation, and of 1990
telecommunications; stiffens employer penalties for intentional discrimination on the basis of an employee’s disability.

Civil Rights Act of 1991
Makes it easier for workers to sue their employers for alleged discrimination. Enables victims of sexual discrimination to collect punitive damages; includes employment decisions and on-the-job issues such as sexual harassment, unfair promotions, and unfair dismissal. The employer must prove that it did not engage in discrimination.

Family and Medical Leave Act 
Requires all businesses with 50 or more employees to provide up to 12 weeks of unpaid leave  of 1993
annually to employees who have had a child or are adopting a child, or are becoming foster parents, who are caring for a seriously ill relative or spouse, or who are themselves seriously ill. Workers must meet certain eligibility requirements.
Perhaps the next round of protection will extend to the level of genetics. As scientists make progress in decoding the human genome, some people worry that employers will discriminate based on genetic characteristics, such as a gene that predisposes a person to cancer or some other costly disease. In fact, the executive branch of the federal government is now prohibited from discriminating on the basis of genetic information. When he signed the order, former President Clinton stated that he hoped it would serve as a challenge to businesses and other government agencies to adopt similar policies.42
The Equal Employment Opportunity Commission (EEOC) was created to increase job opportunities for women and minorities and to help end discrimination based on race, color, religion, disability, gender, or national origin in any personnel action. To enforce fair-employment laws, it investigates charges of discrimination and harassment and files suit against violators. The EEOC can also help employers set up programs to increase job opportunities for women, minorities, people with disabilities, and persons in other protected categories.

Fair treatment of employees is more than a matter of complying with EEOC regulations, however. Like white male employees, women and people of color want opportunities to excel and rewards for excellence. They also want to be treated with respect. A minority employee who misses out on a plum assignment may miss out on the big raise that goes with it. As the employee’s salary grows more slowly, managers may eventually begin to use the size of the salary as an indicator that the employee contributes less to the organization. Chapter 9 takes a closer look at diversity and employment discrimination issues as part of a discussion of human resource management.

Age Discrimination  The Age Discrimination in Employment Act of 1968 (ADEA) protects individuals who are 40 years of age or older, prohibiting discrimination on the basis of age and denial of benefits to older employees. A recent settlement between the EEOC and the California Public Employees’ Retirement System (Calpers) suggests that age bias cases are being closely watched. The settlement, the largest to date, will pay an estimated $250 million to over 1,700 retired firefighters, police, and other law officers whose disability payments were based on their age at hiring. The policy was deemed discriminatory.43
Sexual Harassment and Sexism  Every employer has a responsibility to ensure that all workers are treated fairly and are safe from sexual harassment. Sexual harassment refers to unwelcome and inappropriate actions of a sexual nature in the workplace. It is a form of sex discrimination that violates the Civil Rights Act of 1964, which gives both men and women the right to file lawsuits for intentional sexual harassment. More than 15,000 sexual harassment complaints are filed with the EEOC each year, of which about 12 percent are filed by men. Thousands of other cases are either handled internally by companies or never reported.

sexual harassment inappropriate actions of a sexual nature in the workplace.
Two types of sexual harassment exist. The first type occurs when an employee is pressured to comply with unwelcome advances and requests for sexual favors in return for job security, promotions, and raises. The second type results from a hostile work environment in which an employee feels hassled or degraded because of unwelcome flirting, lewd comments, or obscene jokes. The courts have ruled that allowing sexually oriented materials like pinup calendars and pornographic magazines at the workplace can create a hostile atmosphere that interferes with an employee’s ability to do the job. Employers are also legally responsible to protect employees from sexual harassment from customers and clients. The EEOC’s Web site informs employers and employees of criteria for identifying sexual harassment and how it should be handled in the workplace.

Preventing sexual harassment can be difficult because it involves regulating the conduct of individual employees. Ford Motor Co. unsuccessfully tried to end sexual harassment in Chicago-area factories over the course of several years. Beginning in 1994, female workers reported to the EEOC that they had been subjected to offensive language, name-calling, and unwanted touching by coworkers and supervisors. After a two-year investigation, the EEOC agreed and reached a settlement with Ford. Then a group of women in another Ford factory complained of similar mistreatment. The company fired 10 employees and took disciplinary actions against others. Nevertheless, a group of women complained that the problems continued. After months of negotiations, Ford agreed to spend $7.5 million to compensate the victims and $10 million to train employees and managers in appropriate behavior. The company also agreed to triple the number of female supervisors in the factories and to make prevention of sexual harassment a requirement for granting raises and promotions to plant managers.44
To avoid sexual harassment problems, many firms have established policies and employee education programs aimed at preventing such violations. An effective harassment prevention program should include the following measures:

•
Issue a specific policy statement prohibiting sexual harassment

•
Develop a complaint procedure for employees to follow

•
Create a work atmosphere that encourages sexually harassed staffers to come forward

•
Investigate and resolve complaints quickly and take disciplinary action against harassers

Unless all these components are supported by top management, sexual harassment is difficult to eliminate.

Sexual harassment is often part of the broader problem of sexism—discrimination against members of either sex, but primarily affecting women. One important sexism issue is equal pay for equal work. On average, U.S. women earn 77 cents for every dollar earned by men. In the course of a working lifetime, this disparity adds up to a gap of $420,000. The percentage of women who hold managerial and professional positions has grown to 49 percent, compared with 41 percent in 1983, but that trend has not necessarily reduced the pay gap. In terms of pay, full-time female managers in some industries, like entertainment and communications, have actually lost ground since 1995 compared with men, according to the U.S. General Accounting Office. Female doctors earn just 62 cents for every dollar earned by male doctors, and female financial managers earn 61 cents for every dollar earned by male financial planners. In general, women and men start with similar salaries, and the differences develop over time, with men typically paid more than women who have comparable experience.45
In some extreme cases, differences in pay and advancement can become the basis for sex discrimination suits, such as those recently filed against Wal-Mart Stores. If granted class-action status, these suits, which number in the hundreds, may become the largest sex discrimination case in U.S. history. The plaintiffs in the cases say that men dominate management jobs, while women hold more than 90 percent of the low-wage cashier jobs and earn less than male Wal-Mart employees even when they hold the same jobs and other differences are accounted for. Wal-Mart could face a costly settlement; similar suits filed by thousands of female employees of Home Depot Inc. cost the firm $104 million in penalties.46

1. What is social responsibility and why do firms exercise it?

2. How can businesses respond to consumer concerns about the environment?

3. What are quality of life issues? How can firms help employees address these needs?
Responsibilities to Investors and  the Financial Community

Although a fundamental goal of any business is to make a profit for its shareholders, investors and the financial community demand that businesses behave ethically as well as legally. When firms fail in this responsibility, as we saw in the story about Tyco that opened this chapter, thousands of investors and consumers can suffer.

State and federal government agencies are responsible for protecting investors from financial misdeeds. At the federal level, the Securities and Exchange Commission (SEC) investigates suspicions that publicly traded firms engaged in unethical or illegal behavior. For example, it investigates accusations that a business is using faulty accounting practices to inaccurately portray its financial resources and profits to investors. Regulation FD (“full disclosure”), a five-year-old SEC rule, requires that publicly traded companies make announcements of major information to the general public, rather than first disclosing the information to selected major investors. The agency also operates an Office of Internet Enforcement to target fraud in online trading and online sales of stock by unlicensed sellers. Recall that the Sarbanes-Oxley Act of 2002 also protects investors from unethical accounting practices. Chapter 18 discusses securities trading practices further.

What’s Ahead

The decisions and actions of businesspeople are often influenced by outside forces such as the legal environment and society’s expectations about business responsibility. Firms also are affected by the economic environments in which they operate. The next chapter discusses the broad economic issues that influence businesses around the world. Our discussion will focus on how factors such as supply and demand, unemployment, inflation, and government monetary policies pose both challenges and opportunities for firms seeking to compete in the global marketplace.

Did You Know?

1.
A global survey of managers showed the environment as the No. 1 issue for the early years of the 21st century.

2.
About 1.8 million tons of waste from used PCs, televisions, and other high-tech products are created in the U.S. each year.

3.
When it comes to such qualities as ethics and honesty, nurses are the highest-rated professionals. Ranked at the bottom are advertisers, telemarketers, and car salespeople.

4.
Singapore has strict laws against littering, spitting, and the importation of chewing gum.

5.
Of the population of highly industrialized nations, 15 percent is over the age of 65, compared with less than 5 percent for the typical developing nation.

Summary of Learning Goals
1

Explain the concepts of business ethics and social responsibility.

Business ethics refers to the standards of conduct and moral values that govern actions and decisions in the workplace. Businesspeople must take a wide range of social issues into account when making decisions. Social responsibility refers to management’s acceptance of the obligation to consider profit, consumer satisfaction, and societal well-being of equal value in evaluating the firm’s performance.

2

Describe the factors that influence business ethics.

Among the many factors shaping individual ethics are personal experience, peer pressure, and organizational culture. Individual ethics are also influenced by family, cultural, and religious standards. Additionally, the culture of the organization where a person works can be a factor.

3

List the stages in the development of ethical standards.

In the preconventional stage, individuals primarily consider their own needs and desires in making decisions. They obey external rules only from fear of punishment or hope of reward. In the conventional stage, individuals are aware of and respond to their duty to others. Expectations of groups, as well as self-interest, influence behavior. In the final, postconventional stage, the individual can move beyond self-interest and duty to include consideration of the needs of society. A person in this stage can apply personal ethical principles in a variety of situations.

4

Identify common ethical dilemmas in the workplace.

Conflicts of interest exist when a businessperson is faced with a situation where an action benefiting one person has the potential to harm another, as when the person’s own interests conflict with those of a customer. One type of behavior that generates a conflict of interest is bribery. Honesty and integrity are valued qualities that engender trust, but a person’s immediate self-interest may seem to require violating these principles. Loyalty to an employer sometimes conflicts with truthfulness. Whistleblowing is a possible response to misconduct in the workplace, but the personal costs of doing so are high.

5

Discuss how organizations shape ethical behavior.

Employees are strongly influenced by the standards of conduct established and supported within the organizations where they work. Businesses can help shape ethical behavior by developing codes of conduct that define their expectations. Organizations can also use this training to develop employees’ ethics awareness and reasoning. They can foster ethical action through decision-making tools, goals consistent with ethical behavior, and advice hotlines. Executives must also demonstrate ethical behavior in their decisions and actions to provide ethical leadership.

6

Describe how businesses’ social responsibility  is measured.

Today’s businesses are expected to weigh their qualitative impact on consumers and society, in addition to their quantitative economic contributions such as sales, employment levels, and profits. One measure is their compliance with labor and consumer protection laws and their charitable contributions. Another measure some businesses take is to conduct social audits. Public-interest groups also create standards and measure companies’ performance relative to those standards. Consumers may boycott groups that fall short of social standards.

7

Summarize the responsibilities of business to the general public, customers, and employees.

The responsibilities of business to the general public include protecting the public health and the environment and developing the quality of the workforce. Additionally, many would argue that businesses have a social responsibility to support charitable and social causes in the communities in which they earn profits. Business also has a social and ethical responsibility to treat customers fairly and protect consumers upholding the rights to be safe, to be informed, to choose, and to be heard. Businesses have wide-ranging responsibilities to their workers. They should make sure that the workplace is safe, address quality of life issues, ensure equal opportunity, and prevent sexual harassment.

8

Explain why investors and the financial community are concerned with business ethics and social responsibility.

Investors and the financial community demand that businesses behave ethically as well as legally in handling their financial transactions. Businesses must be honest in reporting their profits and financial performance to avoid misleading investors. The Securities and Exchange Commission is the federal agency responsible for investigating suspicions that publicly traded firms have engaged in unethical or illegal financial behavior.
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Review Questions
 1.
What do the terms business ethics and social responsibility mean? Cite an example of each. Who are the main constituents that businesses must consider?

 2.
Identify and describe briefly the three stages in which individuals typically develop ethical standards. What are some of the factors that determine the stage of moral and ethical development an individual occupies at any given time?

 3.
What are the four most common ethical challenges that businesspeople face? Give a brief example of each.

 4.
What are the four levels of development of a corporate culture to support business ethics? Describe each briefly.

 5.
How do organizational goals affect ethical behavior? How might these goals interfere with ethical leadership? Give an example.

 6.
What basic consumer rights does the consumerism movement try to ensure? How has consumerism improved the contemporary business environment?

 7.
What are some of the major factors that contribute to the assessment of a company’s social performance?

 8.
Identify the major benefits of corporate philanthropy.

 9.
What are some of the responsibilities that firms have to their employees?

10.
How does a company demonstrate its responsibility to investors and the financial community?

Projects and Applications
1.
Write your own personal code of ethics, detailing your feelings about ethical challenges such as lying to protect an employer or coworker, favoring one client over another, misrepresenting credentials to an employer or client, and using the Internet for personal purposes while at work. What role will your personal ethics play in deciding your choice of career and acceptance of a job?

2.
“Everybody exaggerates when it comes to selling products, and customers ought to take that with a grain of salt,” said one advertising executive recently in response to a complaint filed by the Better Business Bureau about misleading advertising. “Don’t we all have a brain, and can’t we all think a little bit, too?” Do you agree with this statement? Why or why not?

3.
Imagine that you work for a company that makes outdoor clothing, such as L. L. Bean, Timberland, or Patagonia. Write a memo describing at least four specific ways in which your company could practice corporate philanthropy.

4.
Imagine that you are the human resource management director for a company that is trying to establish and document its responsibilities to its employees. Choose one of the responsibilities described in the chapter—such as workplace safety—and write a memo describing specific steps your company will take to fulfill that responsibility.

5.
Suppose that you own a small firm with 12 employees. One of them tells you in confidence that he has just learned he is HIV positive. You know that health-care costs for AIDS patients can be disastrously high, and this expense could drastically raise the health insurance premiums that your other employees must pay. What are your responsibilities to this employee? To the rest of your staff? Explain.

Experiential Exercise
Ethical Work Climates

Answer the following questions by circling the number that best describes an organization for which you have worked.

Questions
Disagree



Agree

 1.
What is the best for everyone in the company is the major consideration here.
1
2
3
4
5


 2.
Our major concern is always what is best for the other person.
1
2
3
4
5

 3.
People are expected to comply with the law and professional standards 
1
2
3
4
5 over and above other considerations.


 4.
In this company the first consideration is whether a decision violates any law.
1
2
3
4
5


 5.
It is very important to follow the company’s rules and procedures here.
1
2
3
4
5

 6.
People in this company strictly obey the company policies.
1
2
3
4
5

 7.
In this company people are mostly out for themselves
1
2
3
4
5

 8.
People are expected to do anything to further the company’s interests, 
1
2 
3 
4 
5 regardless of the consequences. 



 9.
In this company people are guided by their own personal ethics.
1
2 
3 
4 
5

10.
Each person in this company decides for himself or herself what is right
1
2
3
4
5 and wrong.



Add up your score:
____________
These questions measure the dimensions of an organization’s ethical climate. Questions 1 and 2 measure caring for people; questions 3 and 4 measure lawfulness; questions 5 and 6 measure adherence to rules; questions 7 and 8 measure emphasis on financial and company performance; and questions 9 and 10 measure individual independence. Questions 7 and 8 are reverse scored (1 = 5, 2 = 4, 3 = 3, 4 = 2, and 5 = 1). A total score above 40 indicates a very positive ethical climate. A score between 30 and 39 indicates an above-average ethical climate. A score between 20 and 29 indicates a below-average ethical climate, and a score of less than 20 indicates a very poor ethical climate.    Go back over the questions and think about changes that you could have made to improve the ethical climate in the organization. Discuss with other students what you could do as a manager to improve ethics in future companies you work for.
Source: Richard L. Daft, Management, Sixth Edition. Mason, OH: South-Western Publishing, 2004, used by permission. The exercise is based on Bart Victor and John B. Cullen, “The Organizational Bases of Ethical Work Climates,” Administrative Science Quarterly, 33 (1988), pp. 101–125.

Nothing But Net

1.
Best places to work. Every year Fortune magazine compiles a list of the 100 best companies to work for. Visit the magazine’s Web site (http://www.fortune.com) and review the most recent year’s list of the 100 best companies. Which made the top 10? What criteria does the magazine use when compiling its list?

2.
Community involvement. Being a good corporate citizen means being involved in the community. Visit the two Web sites listed here and read about how several companies with major operations in your state are involved in community improvement. Prepare a brief oral report to your class about your findings.


http://www.dow.com/about/corp/social/social.htm

http://www.jnj.com/community/index.htm
3.
Protecting the environment. Many companies are in the forefront of the environmental movement. Visit the Web site of a company you believe is committed to environmentally friendly business practices. Write a report on that firm’s efforts. Examples include companies such as the following:


http://www.ford.com/en/goodworks/environment/ default.htm


http://www.patagonia.com/enviro/main_enviro_ action.shtml


http://www.starbucks.com/aboutus/envaffairs.asp
Note: Internet Web addresses change frequently. If you don’t find the exact sites listed, you may need to access the organization’s or company’s home page and search from there.

Case 2.1
Strategy for Competing with Microsoft: Fight or Flight?

Everybody should compete with Microsoft once in their lifetime,” says Netscape’s Marc Andreesen of his old rival, “so they have stories to tell their grandchildren. And then don’t do it anymore.”


The recent settlement of the U.S. Department of Justice’s antitrust suit against Microsoft Corp. surprised some who had expected harsher penalties for the software giant. Found guilty of creating and maintaining a monopoly with its Windows operating system, Microsoft had fought the suit on the grounds that inextricably bundling its Internet browser with its Windows operating system was necessary for technical reasons. It now must make amends in various ways. It must reimburse the plaintiff states $25 million in legal fees; it must allow PC makers to install and promote non-Microsoft browsers, multimedia players, and other products; it cannot retaliate against those who do so; and (in settling a related suit brought by California) it must provide consumers and businesses who purchased certain Microsoft products with vouchers worth $5 to $29 toward computer products of any manufacture, up to a total of $1.1 billion. Sixteen other states and the District of Columbia have brought suits similar to California’s.


But the federal settlement stopped short of forcing the company to split itself in two and softened penalties contemplated by the first judge in the case. U.S. District Judge Colleen Kollar-Kotelly’s decision was based, she said, on the states’ failure to show that Microsoft’s devastatingly competitive business strategies hurt consumers even as they forced rival browser companies out of the market. She declined to force the firm to give up its intellectual property by licensing its Office software or providing an open-source license for its browsers. Further suits against Microsoft, AOL Time Warner, and the European Union’s antitrust unit are still pending.


Microsoft founder Bill Gates called the antitrust settlement “a good compromise” and pledged to honor the agreement. “We’re committed to moving forward as a responsible leader in an industry that is constantly, constantly changing,” said the firm’s CEO, Steve Ballmer. On the other hand, the end of the case leaves Microsoft cash-rich and free to pursue any other market it chooses, such as handheld devices, servers, applications software, video gaming, technology consulting, and Internet services. “They’re absolutely more dangerous now,” says Ken Wasch, president of the Software & Information Industry Association.


Meanwhile, Marc Andreesen, having lost the browser war he waged against Microsoft, has taken his new startup, Opsware Inc., into market niches that Gates’s company hasn’t yet touched.

Questions for Critical Thinking

1.
Was it ethical for Microsoft to force users of its Windows operating system to use its Internet browsers as well by bundling the programs together and preventing PC manufacturers from making other software available to computer buyers? Was Microsoft’s behavior toward its rivals ethical? Why or why not?

2.
Should Microsoft change its business practices to protect itself against future antitrust suits? How? Who would benefit from such changes?

Sources: “Billion-dollar Deal Is a Decent Outcome,” The San Jose Mercury News, January 20, 2003, http://www.bayarea.com/mld/mercurynews; Clint Swett, “Don’t Expect Too Much from Microsoft Accord,” The Sacramento Bee, January 14, 2003, http://www.sacbee.com; David Ho, “Judge Denies Appeal in Microsoft Ruling,” Associated Press, January 13, 2003; Tom Bemis, “Microsoft Settles Calif. Suits for $1.1 Bil,” CBS Market Watch January 10, 2003, http://www.CBS.MarketWatch.com; Steve Hamm, “What’s a Rival to Do Now?” BusinessWeek, November 18, 2002, pp. 44–46.

Video Case 2.2

Timberland

This video case appears on page 603. A recently filmed video, designed to expand and highlight the written case, is available for class use by instructors.

