Business Ethics:

What happens when business operates without ethics


In Ethics, The Heart of Leadership, Al Gini argues that ethics are an integral part of business.  He employs multiple arguments to back up his claim.  One such argument is that “work is how we spend our lives, and the lessons we learn there, good or bad, play a part in the development of our moral perspective and the manner in which we formulate and adjudicate ethical choices” (p. 30).  In other word, as long as one values ethics in one’s personal life, they should behave ethically in both personal and professional pursuits.  It is hard, if not impossible, to completely separate these two worlds.  Another argument is that while economics provides a basis for action based solely on self-interest, ethics are important for operating in an environment filled with interconnected entities such as business, government, and people.  After all, “no business can view itself as an isolated entity, unaffected by the demands of individuals and society” (p. 33).


Gini recognizes that there is a widespread sentiment that business and ethics are mutually exclusive.  It seems that “…the realm of business operates under the dictum of legal moralism: Everything is allowed that is not strictly forbidden” (p. 33).  Not only does Gini disagree with that sentiment, he believes the ethics of leaders to be critical for the whole corporation.  While each individual has their own opinions and their own free will, Gini describes a trickle-down relationship of ethical behavior from executive leadership down.  Management is definitely responsible for setting the ethical tone and atmosphere of an organization.


Rather than approach the subject on purely theoretical terms, it may be beneficial to examine a real application of the topic.  The current condition of my co-op employer, Consumers Energy, provides a good example of the effects caused by a lack of ethical behavior in business.  Consumers Energy’s parent company, CMS Energy, is a medium sized corporation in the energy sector.  While the energy sector used to be considered a very stable, secure environment, recent events such as the collapse of Enron and the California energy crisis have added volatility to the sector.  It seemed fortunate that CMS Energy was not involved with either of these events.  However, in May 2002, the SEC began to investigate energy trading between CMS Energy and other corporations.  Called “round-trip trades,” these transactions involved selling large amounts of energy and immediately buying them back at the same price.  These trades generated no profit, but served to artificially inflate revenue.


There is disagreement about whether these round-trip trades are illegal or unethical.  Ken Whipple, the new CEO for CMS Energy, claimed, “It was legal as I understand it. It met acceptable accounting standards.”  Whipple’s claim is perfectly described as legal moralism, which frequently takes the place of ethics in the business world.  Rather than approaching the subject on an ethical basis, the CEO is more concerned about its legality.  Gini explains that an ethical leader should consider the ethical implications of round-trip trading by asking, “What ought to be done in regard to others?” (p. 31)


The fallout from the round-trip trades has been enormous.  On May 16, the CEO of CMS’s energy marketing group resigned.  On May 24, the chairman and CEO of CMS Energy resigned.  The stock price, which was at 24.80 in January, fell to 15 in May.  It has continued to fall and hit an all-time low of 5.45 in October.  The total drop was 78%.  In September, the unsecured debt ratings of CMS Energy and Consumers Energy were downgraded, making it harder for the corporation to secure loans.  Short-term loans had to be negotiated again, and the new terms were not as favorable.  The dividend had to be reduced in order to secure these new loans.

CMS Energy decided to restate its financial reports for the last two years in order for the round-trip trades to be removed.  This also required the reports to be audited again.  Arthur Anderson, the original auditor, was unwilling to perform the new audit, so a new auditor had to be found.  Public confidence in large corporations and financial reports is very low currently, so investors are wary about investing in CMS Energy before its financial reports for the last two years are re-certified.  This factor is contributing to the low stock price.


CMS Energy is an unfortunate example of what can happen with ethics are not carefully respected.  It is likely that round-trip trading will be decided to be completely legal.  However, to perform useless transactions for the sole purpose of inflating numbers seems underhanded and unethical.  The consequences of CMS Energy’s unethical practices back up Gini’s claim that ethics are an integral part of business.

