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Introduction

This paper will discuss ethical behavior in the business world.  In particular, the question of what ethical behavior actually involves will be analyzed in depth.  Ethics is a topic that can be discussed at length without reaching universal consensus, and this text will not be an exception.  However, it should shed some light on the issue of ethical corporate behavior.  The objectives and responsibilities of business will be covered, as well as the ethical obligations of various parties.

Scholars have declared that business and ethics are required partners; a business cannot succeed without sticking to good ethics.  But what actually is ethical behavior?  It may even be debatable what can be considered a successful business.

Ethics: The Foundation

The focus of this paper will be the application of ethics for business situations.  In order to concentrate solely on the application, it is very useful to establish the theory in the beginning.  Therefore, I will define the understanding of ethics that will be used for the remainder of the paper.

Ethics are relative.  There are many factors that contribute to this relativity.  First, ethics can be considered to be relative to a period in time.  This will not be an issue for the discussion because we will only be looking at business in relatively recent history.  Second, ethics can be considered relative to the role of a particular entity.  Assuming a role is ethical, the acceptance of an entity to perform in that role carries responsibilities with it.  The entity has an ethical obligation to carry out that role.  Admittedly, this is a very abstract idea.  An example is that, after accepting an individual as a client, a defense attorney has an ethical obligation to defend the client.

Problem Description

What is the role of business?

What is the purpose for the existence of business?  What role do businesses play in society?  These are important questions to answer because, as mentioned earlier, business ethics are dependent on business working in a particular role.  In the next paragraphs, various ideas explaining the role of business will be described.  

Increase shareholder value

The most direct answer is that the role of business is to make a profit.  Sensibly, the owner of the business is entitled to the profits.  In a sole proprietorship, the owner is an individual.  In a publicly traded business, the owners are the shareholders.  The role of a corporation can be said to serve the shareholders by increasing “shareholder value.”  The stock price is an indication of the value, but the value is deeper than that.  Shareholder value is also the ability of the corporation to perform in the future.

Common Good

While most agree that businesses need to make a profit, the concept that businesses exist to increase shareholder value is not unanimous.  It has been claimed that businesses exist to serve the common good.  This is a foundation of socialism, where profit is seen as exploitation of the workers.

In America, there has been a push by people such as Ralph Nader, to establish a charter for corporations that would allow government oversight to confirm that corporations are indeed serving the common good.  Under this system, if a corporation is determined to be detrimental to the common good, its charter could revoked and the corporation would be forced to stop operating.

So what is the problem?

The problem thus far is that we have two seemingly opposite theories for the role of a business.  Using our operating definition of ethics, the ethics for an organization whose role is to make profit are different from the ethics of an organization whose role is to serve the common goal.  For a solution, we need a method that combines these conflicting goals into a single (although possibly complex) role.

Solutions

Stakeholders

One of the modern ideas governing business ethics is the concept of stakeholders.  Stakeholders are parties that have an interest, or stake, in the operation of a business.  The main stakeholders are customers, employees, and shareholders.  While there are many other groups that may be considered stakeholders, we will first focus on these three parties.  The basic idea is to satisfy all stakeholders: give customers a product or service of expected quality as promised, compensate and give growth opportunities to employees, and provide expected returns to shareholders.

The list of other stakeholders can actually be quite long and includes employee’s families, communities in which the business has a presence, the environment, etc.  Essentially, stakeholders can be considered anyone who may be influenced by actions of the business.  Lately, shareholders have been publicized not as enterprising individuals seeking profit but rather as ordinary Americans saving money for retirement using IRAs and 410(k) plans.

Enlightened Self-Interest

A theory that is similar to stakeholders, although older, is the principal of enlightened self-interest.  Sheridan (1996) provides an explanation:

To safeguard against this self-defeating tendency of individualism, Tocqueville (1840) suggests the principal of "self-interest rightly understood."  This principal can be seen as the realization that it is in each individual's best interest to attend to the interests of the community at large.  And that the needs of the community serve the needs of the individual.  By protecting the interests of the whole, we in turn protect our own interests.

Sheridan goes on to say that enlightened self-interest constitutes the core of American society.  Rather than requiring a large sacrifice from someone, this idea has members of society giving up a little to benefit the whole.  Accordingly, benefiting the whole is a benefit to the individual.  Looking to popular culture, enlightened self-interest was the unnamed basis for the 2000 movie “Pay it Forward,” in which people performed unsolicited favors for others on the basis that in return it would benefit the world and eventually themselves.

Sheridan (1996) gives this example of the application of enlightened self-interest to a famous American corporation:

An example is found in the Ford Motor Company in the early 20th century. When Henry Ford couldn't sell enough of his cars, he decided to pay his factory employees more instead of less. From an individualism standpoint, that would not have been his best business move. However, the factory laborers were now making enough money to buy the cars they made, which boosted sales and the company's profits increased considerably. The sacrifice (increasing wages) that benefited the whole (factory workers) ultimately helped the individual (Ford Motor Company).

This example shows that enlightened self-interest can actually work.  The difference between stakeholders and enlightened self-interest is that the concept of stakeholders identifies responsibilities and obligations for a corporation without presenting any intrinsic benefit to the corporation for fulfilling these responsibilities.  The basis of enlightened self-interest is that helping others ultimately helps you.

So what is the solution?

The problem was that the role of business involved conflicting theories.  Two models have been offered as solutions to the problem.  First, the concept of stakeholders identifies many groups that a business should serve.  Second, enlightened self-interest argues that serving the common good is ultimately beneficial to yourself.  These two models are not mutually exclusive; they can and should be used together.  The application of the first concept makes a case that businesses should serve everyone that it may affect.  The second concept claims that doing so is in a business’s own favor.

Application: Ethics and business decisions

In this section, I will examine the ethical decisions and actions of businesses.

Smith & Wesson

In 2000, the CEO of Smith & Wesson, a leading manufacturer of handguns, decided to start including locks on all Smith & Wesson guns.  By our definition, this was a very ethical decision, because it serves the common good.  Enlightened self-interest can be argued because an individual who was killed by the accidental discharge of a Smith & Wesson handgun will obviously not be a customer any longer.  Seglin (2002) reports the results of including locks:

The company’s customers and retailers were furious.  Sales dropped dramatically.  By September 2000 Shultz [the CEO] had left the company, and by October Smith & Wesson had laid off 125 of its 725 Springfield employees.  Shultz might have known his decision would prove unpopular, but he said that he had made it because when he asked himself, “Would I put locks on our guns if it might save one child?” the answer was yes.

As stated above, the CEO’s actions can be considered very ethical.  Unfortunately, enlightened self-interest was not proven to be true.  Unethical actions of others can be blamed as the problem; customers did not seem interested in purchasing a “safe” handgun.  Do ethics not apply to a business that makes instruments designed to harm?

Enron

The downfall of Enron provides proof-positive of the thesis of this paper.  For years, Enron excelled at satisfying one of its goals: (seemingly) increasing shareholder value.  Enron did a mediocre job of serving the common good, and it did not satisfy all of the numerous stakeholders it affected.  While some employees were very well compensated, others worked in unsafe conditions.  To Enron’s credit, it did greatly benefit the community surrounding its corporate headquarters.  Its ultimate failure was that it did not truly increase shareholder value, at least not at the rate it reported to.  By reporting gross overestimates of actually financial conditions, Enron raised its stock price but also lost future credibility.  When the public learned of Enron’s misdeeds, the lost credibility translated into a lack of trust and a loss of customer business and financial credit.  If Enron had honestly reported its financial condition all along, the gigantic bankruptcy would have been avoided.

Hypothetical conflict between stakeholders

Colvin (2002) gives us an example of conflict between stakeholders, particularly employees and shareholders:

You’re newly in charge of a department, a division, or a company; it hasn’t been performing, and your mandate is to deliver results. The pressure has never been heavier: Shareholders are angry after 31 months of a bear market, and a new survey shows that 50% of U.S. households own stocks--that’s millions of ordinary Americans who won’t get much from Social Security, many of whom don’t have defined-benefit pension plans. These people desperately need stock performance to pay for retirement. Working for you is a 52-year-old manager with two kids in college. In evaluations, gutless previous executives told him he was doing fine--but he wasn’t, and he isn’t. To do your job, you’ve got to fire him. So who’s going to suffer: shareholders whose retirement is in jeopardy or a nice guy who’s been lied to for 20 years? Your choice.

This dilemma actually brings up a new issue.  Obviously this choice between satisfying shareholders and an employee is very difficult, but the true unethical act was keeping an under-performing employee.  Famous former GE CEO Jack Welch said delaying the firing of an under-performing employee is “a form of cruelty” (Jones, 2001).  Cruver (2002) tells the story of the employee evaluations at Enron where unfortunate employees would be given a rating of 5 and usually be ultimately fired.  While Cruver portrayed this system as harsh, it seems preferable to the hypothetical situation described above.

Conclusion

A host of questions remain concerning business ethics.  Even a paper of this size cannot discuss all of them.  Remaining questions include:

1. Are strong ethics necessary for a successful business?

2. Does slightly unethical behavior really hurt business?

3. Can ethics be taught?
However, the paper has successfully established main ideas.  A basis for ethics was given, and two ideas concerning the existence and roles of business were discussed: increasing shareholder value and serving the common good.  A combination of satisfying stakeholders and enlightened self-interest allows and even motivates businesses to simultaneously strive towards both goals.  As the examples and applications show, there are many pitfalls that impair a perfect translation from ethical business practices to successful business.  However, using these ideas and models to govern business decisions and policies will enable professionals to accurately make ethical choices.
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