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Preface to the 
Fourth Edition

 My overarching goal in the fourth edition of this text remains what it was for 
the fi rst edition: “to provide a clear, concise, and reasonably comprehensive 
introductory survey of the ethical choices available to us in business.” This 
book arose from the challenges encountered in my own teaching of business 
 ethics. Over the years I have taught business ethics in many settings and with 
many formats. I sometimes relied on an anthology of readings, other times I 
emphasized case studies. I taught business ethics as a lecture course and in 
a small seminar. Most recently, I taught business ethics exclusively to under-
graduates in a liberal arts setting. It is diffi cult to imagine another discipline 
that is as  multidisciplinary, taught in as many formats and as many contexts, by 
faculty with as many different backgrounds and with as many different aims, 
as  business ethics.  

Yet, although the students, format, pedagogy, and teaching goals change, 
the basic philosophical and conceptual structure for the fi eld remains relatively 
stable. There are a range of stakeholders with whom business interacts: em-
ployees, customers, suppliers, governments, society. Each of these relationships 
creates ethical responsibilities and every adult unavoidably will interact with 
business in several of these roles. A course in business ethics, therefore, should 
ask students to examine this range of responsibilities from the perspective of 
employee, customer, and citizen as well as from the perspective of business 
manager or executive. Students should consider such issues in terms of both 
the type of lives they themselves wish to lead and the type of public policy for 
governing business they are willing to support. 

My hope was that this book could provide a basic framework for examin-
ing the range of ethical issues that arise in a business context. With this basic 
framework provided, individual instructors would then be free to develop their 
courses in various ways. I have been grateful to learn that this book is being 
used in a wide variety of settings. Many people have chosen to use it as a sup-
plement to the instructor’s own lectures, an anthologized collection of readings, 
a series of case studies, or some combination of all three. Others have chosen to 
use this text to cover the ethics component of another course in such business-
related disciplines as management, marketing, accounting, human resources. 
The book also has been used to provide coverage of business-related topics in 
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more general courses in applied or professional ethics. I take this variety of 
uses as evidence that the fi rst edition was reasonably successful in achieving 
its goals.

NEW TO THE FOURTH EDITION

In response to the advice of many friends and colleagues who have been using 
this book in their own classes, this fourth edition has made the following 
changes:

• Every chapter begins with a new, or significantly revised and updated, 
discussion case. All of these changes involve cases that have developed in 
the years since the previous edition, including cases on Bernard Madoff, 
AIG, subprime lending, predatory lending, Steve Jobs, and Google in 
China. 

• Sustainability topics have been more widely integrated throughout the 
text, including a new sustainability section in chapter 5 on corporate social 
responsibility and a sustainability-focused discussion case on marketing 
in chapter 8.

• Many new cases include material and topics arising from the recent finan-
cial meltdown, making this edition more timely and relevant. 

• New sections include a model for ethical decision making, philanthropic 
CSR, and a business case for sustainability.

Another bit of advice that I received, as consistent as it was challenging, was to 
add this new material without making the book longer or more cumbersome. It 
has been gratifying to learn that readers have found the book clearly written and 
accessible to students unfamiliar with the fi eld. To achieve these goals, I have 
deleted some outdated cases and worked to improve the clarity of the more 
philosophical sections, especially within chapter 2’s discussion of ethical theory.

Readers of previous editions will fi nd a familiar format. Each chapter be-
gins with a discussion case developed from actual events. The intent of these 
cases is to raise questions and get students thinking and talking about the ethi-
cal issues that will be introduced in the chapter. The text of each chapter then 
tries to do three things: 

• Identify and explain the ethical issues involved; 
• Direct students to an examination of these issues from the points of view 

of various stakeholders; and 
• Lead students through some initial steps of a philosophical analysis of 

these issues.

The emphasis remains on encouraging student thinking, reasoning, and 
 decision making rather than on providing answers or promoting a specifi c set 
of conclusions. To this end, a new section on ethical decision making at the end 
of chapter 1 provides one model for decision making that might prove useful 
throughout the remainder of the text. 
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   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Identify reasons why the study of ethics is important; 

 • Explain the nature and meaning of business ethics; 

 • Explain the difference between ethical values and other values; 

 • Clarify the difference between ethics and the law; 

 • Describe the distinction between ethics and ethos; 

 • Distinguish between personal morality, virtues, and social ethics; 

 • Identify ethical issues within a case description.  

 1   C H A P T E R 

 Why Study Ethics? 
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   DISCUSSION CASE: Bernard Madoff’s Ponzi Scheme 

  One of the largest fi nancial frauds in history came to an end late in 2008 
when Bernard Madoff was arrested and charged with operating a major 

Ponzi scheme through his wealth management company. Madoff pleaded 
guilty to 11 counts of fi nancial fraud and theft in March 2009 and three months 
later was sentenced to 150 years in prison. Madoff’s fraud was thought to have 
cost clients more than $10 billion. 

 A Ponzi scheme is a fraud that attracts investors with a promise of high 
returns, which are initially paid out from the investments made by subsequent 
clients rather than from legitimate profi ts made from the initial investment. The 
success of these initial investments entices future investors, and in many cases 
reinvestment from the original investors. Because the returns are based on the 
ability to attract future investors into the scheme rather than on legitimate earn-
ings, the scheme can last only as long as the perpetrator is able to attract an 
increasing number of investors, all of whom expect higher-than-normal returns. 
A Ponzi scheme is likened to a house of cards that is destined to collapse when-
ever the fl ow of money into the scheme declines. The perpetrator benefi ts either 
by disappearing with the money before the system collapses or, as in the case of 
Madoff, living a wealthy lifestyle by skimming money from the signifi cant cash 
fl ow generated by the fraud. 

 The size of Madoff’s fraud was only one reason why this case attracted 
signifi cant media attention. Madoff and his family were also prominent public 
fi gures—Madoff was former chairman of the NASDAQ stock exchange—and 
well-known as very generous philanthropists. The fraud also involved his fam-
ily; Madoff’s wife, two sons, and brother were all implicated in the case. Many 
of his victims were also prominent people, many were personal friends, and 
several charitable organizations lost signifi cant money in the fraud. 

 Another aspect of this case involved the role, many would say the complete 
failure, of government regulators. Starting as early as 1992, the Securities and 
Exchange Commission (SEC) had received complaints and tips about Madoff’s 
investments. In most cases, the SEC either didn’t investigate or failed to follow 
through on a cursory investigation. A report issued by the SEC’s own inspector 
general in September 2009 concluded, “Despite numerous credible and detailed 
complaints, the SEC never properly examined or investigated Madoff’s trading 
and never took the necessary, but basic, steps to determine if Madoff was oper-
ating a Ponzi scheme.” Coming as it did in the midst of the fi nancial meltdown 
and recession of 2008–2009, this failure of government regulators was another 
reminder of the limitations of legal regulations in providing suffi cient oversight 
to unethical business practices. 

 Madoff apologized at his sentencing, telling the judge: “I am responsible 
for a great deal of suffering and pain. I understand that. I live in a tormented 
state now knowing of all the pain and suffering that I have created. I have left a 
legacy of shame, as some of my victims have pointed out, to my family and my 
grandchildren. That’s something I will live with for the rest of my life. . . . That 
is a horrible guilt to live with. There is nothing I can do that will make anyone 
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feel better for the pain and suffering I caused them, but I will live with this pain, 
with this torment for the rest of my life. I apologize to my victims. I will turn 
and face you. I am sorry. I know that doesn’t help you. Your Honor, thank you 
for listening to me.” 

  DISCUSSION QUESTIONS 

      1.  Identify what ethical issues and questions are involved in the Madoff case.  
    2.  Identify all the people you think may have been harmed, and how they 

were harmed, by the Madoff fraud.  
    3.  Do you think that a scandal such as this is the result mostly of unethical 

individuals, or are there organizational issues that allowed, encouraged, 
or were responsible for the harms? To what degree was this case mostly a 
failure of individuals, or organizational structure, or of government?  

    4.  Can you imagine anything that would have prevented the Madoff fraud?         

   1.1 WHY STUDY BUSINESS ETHICS? 

  Why should anyone study business ethics? The short answer is that a class 
in business ethics should not aim simply to help you learn about ethics, but it 
should also aim to help you do ethics. That is, the goal of business ethics is more 
than just teaching and learning about what happens in business. The goal is also 
to help each of us become more ethical and to help us all create and promote 
ethical institutions. We can achieve these goals by developing three intellec-
tual capacities: a better understanding of ethical issues, a more fi nely tuned set of 
analytical skills with which to evaluate ethical issues, and a refi ned sensitivity to 
appreciate the signifi cance of leading an ethical life.

But as recently as the mid-1990s, articles in such major publications as 
the Wall Street Journal, the Harvard Business Review, and U.S. News and World 
 Report questioned the value of teaching classes in business ethics. Throughout 
the 1980s and 1990s, this skeptical attitude was as common among business 
practitioners as it was among students. Few disciplines faced the amount of 
skepticism that commonly confronted courses in business ethics. Many stu-
dents believed that, like “jumbo shrimp,” business ethics was an oxymoron. 
Many also viewed ethics as a mixture of sentimentality and personal opinion 
that would interfere with the effi cient functioning of business. After all, who’s 
to say what’s right or wrong?

Yet a great deal has changed since then. Beginning in 2001 with the col-
lapse of Enron and Arthur Andersen hardly a month has gone by without a 
major corporate ethical scandal making headlines. In just the fi rst fi ve years 
of the twenty-fi rst century, a wave of ethical scandals swept though the corpo-
rate world as fraudulent and dishonest practices were uncovered at such fi rms 
as WorldCom, Tyco, Aldelphia, Global Crossing, Health South, Qwest, Merrill 
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Lynch, Citigroup Salomon Smith Barney, Parmalat, Marsh and McClennen, 
Credit Suisse First Boston, and even the New York Stock Exchange itself. Since 
the last edition of this text was written in 2007, that list has grown to include 
such cases as AIG, Bernard Madoff, the fi nancial industry’s subprime lending 
practices, and Fannie Mae and Freddie Mac. Risky investment and lending 
practices that bordered on incompetence if not malfeasance led to the collapse 
of such fi rms as Lehman Brothers, Countrywide Financial, Merrill Lynch, Bear 
Stearns, Washington Mutual, and Wachovia.

At the start of the second decade of the twenty-fi rst century, today’s ques-
tions are less about why or should ethics be a part of business, than about which 
ethics should guide business decisions and how ethics can be integrated within 
business.1 Students unfamiliar with ethical issues will fi nd themselves as un-
prepared for careers in business as students who are unfamiliar with account-
ing and fi nance. Indeed, it is fair to say that students will not be fully prepared 
even within fi elds such as accounting, fi nance, human resource management, 
marketing, and management unless they are familiar with the ethical issues 
that arise specifi cally within those fi elds. You simply will not be prepared for a 
career in accounting, fi nance, or any area of business if you are unfamiliar with 
the ethical issues of these fi elds.

Why has this change come about? To answer this question, consider the 
phrase used to describe the potential collapse of AIG and other large fi nan-
cial institutions: “too big to fail.” This phrase was used to justify the need for 
trillions of dollars of U.S. government guarantees and bailouts that were used 
to avoid a more signifi cant economic collapse in 2008–2009. It is not an exag-
geration to say that ethical failures have been responsible for some of the most 
dramatic business failures in the last decade, and that these business failures in 
turn can jeopardize the economic well-being of the entire country. 

On a smaller scale, consider the people who were harmed by the Madoff 
Ponzi scheme. Investors lost tens of billions of dollars. Hundreds of innocent 
employees lost their jobs, their retirement funds, and their health care benefi ts. 
Innocent charities suffered when they lost their endowments or were asked to 
return donations made by the Madoffs in a legal process to recover funds for his 
victims. The wider New York community was also hurt by the loss of a major 
community benefactor. Families of employees and investors were also hurt. 
Many of the individuals directly involved will themselves suffer criminal and 
civil punishment, including jail sentences for some. Indeed, it is hard to imagine 
anyone who was even loosely affi liated with Madoff who did not suffer harm 
as a result of his ethical failings. Multiply these harms by the dozens of other 
companies implicated in similar scandals and one gets an idea of why ethics is 
no longer dismissed as irrelevant. The consequences of unethical behavior and 
unethical business institutions are too serious to be ignored.

Today, business managers have many reasons to be concerned with the 
ethical standards of their organizations. Perhaps the most straightforward rea-
son is that the law requires it. In 2002, the U.S. Congress passed the Sarbanes-
Oxley Act to address the wave of corporate and accounting scandals. Section 
406 of that law, “Code of Ethics for Senior Financial Offi cers,” requires that 
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corporations have a code of ethics “applicable to its principal fi nancial offi cer 
and comptroller or principal accounting offi cer, or persons performing similar 
functions.” The code must include standards that promote: 

 1. honest and ethical conduct, including the ethical handling of actual 
or apparent confl icts of interest between personal and professional 
relationships; 

 2. full, fair, accurate, timely, and understandable disclosure in the periodic 
reports required to be fi led by the issuer; and 

 3. compliance with applicable governmental rules and regulations. 

Beyond these specifi c legal requirements, contemporary business managers 
have many other reasons to be concerned with ethical issues. Unethical behavior 
not only creates legal risks for a business, it creates fi nancial and marketing risks 
as well. Managing these risks requires managers and executives to remain vigilant 
about their company’s ethics. It is now more clear than ever that a company can 
lose in the marketplace, it can go out of business, and its employees can go to jail 
if no one is paying attention to the ethical standards of the fi rm. Ethical behavior 
and an ethical reputation can provide a competitive advantage, or disadvantage, 
in the marketplace and with customers, suppliers, and employees. Consumer 
boycotts based on allegations of unethical conduct have targeted such well-
known fi rms as Nike, McDonald’s, Home Depot, Gap, Shell Oil, Levi-Strauss, 
Donna Karen, K-Mart, and Walmart. Managing ethically can also pay signifi cant 
dividends in organizational structure and effi ciency. Trust, loyalty, commitment, 
creativity, and initiative are just some of the organizational benefi ts that are more 
likely to fl ourish within ethically stable and credible organizations. 

In 2003, Deloitte polled 5,000 directors of the top 4,000 publicly traded 
companies and reported that 98 percent believed that an ethics and compliance 
program was an essential part of corporate governance. Over 80 percent had 
developed formal codes of ethics beyond those required by Sarbanes-Oxley, 
and over 90 percent included statements concerning the company’s obliga-
tions to employees, shareholders, suppliers, customers, and the community at 
large in their corporate code of ethics.2 In practice, if not yet in theory, corporate 
America has adopted the stakeholder model of corporate social responsibility. 
Contemporary business now takes seriously its ethical responsibilities to a variety 
of stakeholders other than its shareholders.

For business students, the need to study ethics should now be as clear as 
the need to study the other subfi elds of business education. Without this back-
ground, students will be unprepared for a career in contemporary business. But 
even for students not anticipating a career in business management or busi-
ness administration, familiarity with business ethics is just as crucial. It was 
not, after all, only Bernard Madoff himself who suffered because of his unethi-
cal behavior. Our lives as employees, as consumers, as citizens are effected by 
decisions made within business institutions, and therefore everyone has good 
reasons for being concerned with the ethics of those decision makers.

The case for ethics is by now clear and persuasive. Business must take 
ethics into account and integrate ethics into its organizational structure. Students 
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need to study business ethics. But what does this mean? What is “ethics” and 
what is “business ethics”? To begin our investigation let us turn to a more gen-
eral question: Is ethics good for business?

1.2 VALUES AND ETHICS: DOING GOOD AND DOING WELL

It is clear, from cases ranging from Enron through Bernard Madoff, that unethi-
cal behavior can lead directly to business failure. But is the opposite true? Does 
good ethics mean business success?

      As described in their best-selling book,  Built to Last: Successful Habits of Vi-
sionary Companies,  authors James Collins and Jerry Porras researched dozens 
of very successful companies looking for common practices that might explain 
their success. These companies not only outperformed their competitors in 
fi nancial terms, they also have outperformed their competition over the long 
term. On average, the companies they studied were founded in 1897. Among 
their key fi ndings was the fact that the truly exceptional and enduring com-
panies all placed great emphasis on a set of core values. These core values are 
described as the “essential and enduring tenets” that help defi ne the company 
and are “not to be compromised for fi nancial gain or short-term expediency.”  3   

 Collins and Porras cite numerous examples of core values being articulated 
and promoted by the founders and CEOs of such companies as IBM, Johnson 
& Johnson, Hewlett Packard, Procter and Gamble, Walmart, Merck, Motorola, 
Sony, Walt Disney, General Electric, and Philip Morris. Some companies made 
a commitment to customers as their core value; others focused on employees, 
their products, innovation, or even risk-taking. The common theme was that 
core values and a clear corporate purpose, what together are described as the 
organization’s core ideology, were essential elements of enduring and fi nan-
cially successful companies. 

 These examples suggest that there are many different type of values. In 
general, we can think of values as those beliefs or standards that incline us to act 
or to choose in one way rather than another. Thus, the value that I place on an 
education leads me to study rather than play video games. I choose to spend my 
money on groceries rather than on a vacation because I value food more than 
relaxation. A company’s core values, then, are those beliefs and principles that 
provide the ultimate guide in its decision making. Understood in this way, we 
can recognize that there can be many different types of values. There are fi nan-
cial, religious, historical, nutritional, political, scientifi c, and aesthetic values. 
Individuals can have their own personal values and, importantly, institutions 
also have values. Talk of a corporation’s “culture” is a way of saying that a cor-
poration has a set of identifi able values. All the companies described by Collins 
and Porras, have been described as having strong corporate cultures and clear 
sets of values. 

 At fi rst glance,  Built to Last  seems to reach an extremely attractive conclu-
sion. The most successful companies all share in common a commitment to core 
values. This would seem to provide very persuasive reasons for any business to 
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make a strong commitment to ethics. Good ethics seem to be connected to good 
business. Unfortunately, things are not as they appear. Collins and Porras are 
explicit in pointing out that while having a set of core values was essential in 
long-term success, they discovered no  right  set of core values. Their conclusion 
was that it was important only that companies have values, not that they have 
any particular values. In fact, executives at one of their “visionary” companies, 
Philip Morris, were described as defi ant and self-righteous in their prosmoking 
ideology. The authors quote a  Fortune  magazine description of Philip Morris 
CEO Michael Miles as “ruthless, focused . . . cold-blooded.” Miles is also quoted 
as saying “I see nothing morally wrong with the [tobacco] business. . . . I see 
nothing wrong with selling people products they don’t need.”  4   

 Collins and Porras make a strong case for the conclusion that having a 
set of strong core values is important for the long-term fi nancial success of a 
business. But, if these values can include ruthless and cold-blooded promo-
tion of smoking, much more needs to be said about  ethical  values. One way to 
distinguish these various types of values is in terms of the ends that they serve. 
Financial values serve monetary ends, religious values serve spiritual ends, 
aesthetic values serve the end of beauty, and so forth. So, how are ethical values 
to be distinguished from these other types of values? What ends are served by 
ethics? 

 Values, in general, were earlier described as those beliefs or standards that 
incline us to act or choose in one way rather than another. Different types of 
values were distinguished by the various ends served by those acts and choices. 
Consider again the harm attributed to the ethical failures of Bernard Madoff. 
Thousands of innocent people were hurt by the decisions made by some indi-
viduals seeking their own fi nancial and egotistical aggrandizement. This exam-
ple reveals two important elements of ethical values. First, ethical values serve 
the ends of human well-being. Acts and choices that aim to promote human 
well-being are acts and choices based on ethical values. Controversy may arise 
when we try to specify more precisely what is involved in human well-being, 
but we can start with some general observations. Happiness certainly is a part 
of it, as is respect, integrity, and meaning. Freedom and autonomy surely seem 
a part of human well-being, as do companionship and health. 

 Second, the well-being promoted by ethical values is not a personal and 
selfi sh well-being. After all, the Madoff scandal resulted from many individuals 
seeking to promote their own well-being. Ethics requires that the promotion of 
human well-being be done impartially. From the perspective of ethics, no one 
person’s well-being counts as more worthy than any other’s. Ethical acts and 
choices should be acceptable and reasonable from all relevant points of view. 
Thus, we can offer an initial characterization of ethics and ethical values. Ethical 
values are those beliefs and principles that seek to promote human well-being 
in an impartial way. 

 Chapter 2 will examine the nature of philosophical ethics in more detail. 
But we should acknowledge that there are disagreements about what ethics 
commits us to and what ends are served by ethical values. There are also cases 
in which ethical values confl ict, and such ethical dilemmas are a signifi cant 
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part of business ethics. The prosmoking values of Philip Morris, for example, 
allegedly promoted the values of personal freedom and autonomy. Critics 
charge that these same values result in serious illness and death to many people. 
How do we decide if Philip Morris is an ethical company? 

 Simply, there are few if any unambiguous and absolute rules that can guide 
ethical decisions making. To evaluate the Philip Morris case we would begin by 
exploring the meaning and value of the freedom to choose relative to the value 
of health. We might also examine the motivation of Philip Morris executives 
to discover if they truly valued the personal freedom of their customers, or if 
their motivation was less impartial and more self-serving. Ethical controversy 
is only the starting point of philosophical ethics. Accordingly, one major goal of 
this text will be to emphasize reasoning and analytical skills as much as infor-
mational content. 

 Let us now return to the question with which this section began. Is ethics 
good for business? Consider Malden Mills, a well-known business case that 
made headlines some years ago. 

 During the early evening hours of December 11, 1995, a fi re broke out in 
a textile mill in Lawrence, Massachusetts. By morning, the fi re had destroyed 
most of Malden Mills, the manufacturer of Polartec fabric. The fi re seemed a 
disaster to the company, its employees, its customers, and the surrounding 
communities. Malden Mills was a family-owned business, founded in 1906 
and run by the founder’s grandson Aaron Feuerstein. Polartec is a high-quality 
fabric well known for the outdoor apparel featured by such popular companies 
as L.L. Bean, Land’s End, REI, J. Crew, and Eddie Bauer. As the major supplier 
of Polartec, the company had sales of $400 million in the year leading up to the 
fi re. The disaster promised many headaches for Malden Mills, for its employees, 
for the numerous businesses that depend on its products, and for an entire 
community. 

 The towns surrounding the Malden Mills plant have long been home to tex-
tile manufacturing. The textile industry was born in the nineteenth century and 
thrived for one hundred years along the rivers in these New England towns. 
The textile industry effectively died during the middle decades of the  twentieth 
century when outdated factories and increasing labor costs led many companies 
to abandon the area and relocate, fi rst to the nonunionized south, and later to 
foreign countries such as Mexico and Taiwan. As happened in many  northern 
manufacturing towns, the loss of major industries, along with their jobs and tax 
base, began a long period of economic decline from which many have never 
recovered. Malden Mills was the last major textile manufacturer in town and 
with 2,400 employees it supplied the economic lifeblood for the  surrounding 
communities. Considering both its payroll and taxes, Malden Mills contributed 
approximately $100 million a year to the local economy. The fi re was a  disaster 
for many people and many businesses beyond those directly involved with 
Malden Mills. 

 As CEO and President, Aaron Feuerstein faced some major decisions, deci-
sions that would be guided by his core values. He could have used the fi re as 
an opportunity to follow his competitors and relocate to a more economically 
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attractive area. He certainly could have found a location with lower taxes and 
cheaper labor and thus have maximized his earning potential. He could have 
simply taken the insurance money and decided not to reopen at all. Instead, as 
the fi re was still smoldering, Feuerstein pledged to rebuild his plant at the same 
location and keep the jobs in the local community. But even more  surprising, 
he promised to continue paying his employees and extend their medical cover-
age until they could be brought back to work. For this, Feuerstein became fa-
mous. Featured on television and in such magazines as  Fortune,  Newsweek,  and 
 Time,  Mr. Feuerstein was honored by President Clinton and invited to  attend 
the State of the Union address as the president’s guest. He was praised by many 
as a model of ethical business behavior. 

 Initially, all went well. Malden Mills was able to rebuild its factory and re-
open sections within a year. Employees came back to work and the community 
seemed to recover. Unfortunately, Malden Mills couldn’t recover fully. Insur-
ance covered only three-fourths of the $400 millions cost of rebuilding and by 
2001 Malden Mills fi led for bankruptcy protection. During the summer of 2004, 
Malden Mills emerged from bankruptcy but its board of directors was now 
controlled by its creditors, led by GE Commercial Finance Division. The new 
board replaced Aaron Feuerstein as CEO and Board Chairman, although he 
retained the right to buy back the controlling interest if he could raise suffi cient 
fi nancing. In October of 2004, the board rejected Feuerstein’s offer to buy back 
the company. In response to the company’s contract offer that included cuts 
in health care benefi ts, the union representing the remaining 1,000 workers at 
Malden Mills voted to authorize a strike in December 2004, the fi rst in company 
history. 

 Are strong ethical values good for business? The only reasonable answer 
is that sometimes they are and sometimes they are not. Many of the companies 
examined by Collins and Porras seem to attain the ideal, high ethical standards 
and long-term fi nancial success. Others, like Philip Morris, attained long-term 
success with values that would not indisputably be considered ethical. Some un-
ethical companies, Enron perhaps most famously, failed as a business because of 
their ethical failures. Others, like Malden Mills, seem to suffer fi nancially because 
of their high ethical standards. The record is mixed. The choice is yours.   

  1.3 THE NATURE AND GOALS OF BUSINESS ETHICS 

  How, then, might we defi ne business ethics? In a descriptive sense, “business 
ethics” refers to those values, standards, and principles that operate within 
business. But “business ethics” also refers to an academic discipline that not 
only studies those standards, values, and principles, but also seeks to articu-
late and defend the ones that ought or should operate in business. In this way, 
business ethics includes normative as well as descriptive elements. This text is 
a contribution to that academic fi eld of business ethics. Its aim is to describe, 
examine, and evaluate ethical issues that arise within business settings. 
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 Unlike some business disciplines, there is no single set of answers in ethics, 
no single body of information, nor is there even a single framework for think-
ing about ethics. Business ethics is a truly multidisciplinary fi eld, incorporating 
information from a variety of disciplines including philosophy, management, 
economics, law, marketing, and public policy. 

 Given this diversity, there is no single way—let alone single  right  way—
to teach and learn business ethics. But this does not mean that there are not 
common goals, concepts, principles, and frameworks of business ethics. There 
is a growing body of scholarly literature in business ethics, and, in an aca-
demic setting at least, an important element of a course in business ethics is 
to become familiar with that scholarly literature. Just as there are Generally 
Accepted Ac counting Principles (GAAP) for accountants, there are a set of 
principles, standards, concepts, and values common to business ethics. Chap-
ter 2 will introduce some of the most common ethical theories and principles. 
But beyond this academic side, business ethics has a practical side in the sense 
that it aims at judgment, behavior, and actions. We all hope that books and 
classes in business ethics translate into more ethical behavior among business 
practitioners. 

 Unfortunately, things are not always that simple. First, there is the daunt-
ing gap between ethical judgment and ethical behavior. From at least the time 
of Plato and Aristotle, Western philosophy has acknowledged a real disconti-
nuity between judging some act as right and following through and doing it. 
It is diffi cult enough knowing the difference between good and bad, right and 
wrong. But knowing is different from doing, and not everyone has the fortitude, 
strength of character, or motivation to act in ways that we know are best. While 
many observers expect an ethics class to teach ethical behavior, most ethicists 
have the more modest goal for their courses. It is not at all clear, for example, 
that an ethics course would have made any difference to Bernard Madoff. 

 A more modest and judicious goal for business ethics is to focus on the cog-
nitive and intellectual (as opposed to behavioral) side of ethics. Business ethics 
as an academic discipline is more a matter of ethical reasoning and thinking 
than ethical behavior. But even here there is a major dilemma confronting ethics 
courses. On one hand, few would teach ethics in a way that aims to indoctrinate 
students. Few teachers would think that it is the role of an ethics course to  tell  
students the right answers or  proclaim  what they ought to think and how they 
ought to live. The role of an ethics course should not be to convey informa-
tion to a passive audience, but to treat students as active learners and engage 
them in an active process of thinking and questioning. Taking Socrates as the 
model, philosophical ethics rejects the view that blind obedience to authority or 
the simple acceptance of customary norms is an adequate ethical perspective. 
Teaching ethics must, on this view, involve students  thinking for themselves.  The 
unexamined life, Socrates claimed, is not worth living. 

 The problem, of course, is that when people think for themselves they don’t 
always agree with each other, and they certainly don’t always act in a way that 
others would judge as ethical. The other side of this dilemma is the specter of 
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relativism and emotivism. If the ethics classroom does not teach students the 
right answers, many students will conclude that there are no right answers. If 
there are few teachers who use the classroom to preach ethical dogma, there are 
probably fewer still who believe that there are no right answers and that any-
thing goes from an ethical point of view. 

 Thus a major challenge for business ethics is to fi nd a middle ground be-
tween preaching the truth to passive listeners on one hand, and encouraging 
the relativistic conclusion that all opinions are equal to the other. A common 
goal for most courses in business ethics navigates this diffi culty by emphasizing 
the  process  of ethical reasoning. Business ethics is concerned more with reason-
ing than answers. Responsible reasoning must begin with an accurate and fair 
account of the facts; one must listen to all sides with an open mind, one must 
become familiar with all the relevant issues at stake, and one must pursue the 
logical analysis of each issue fully and with intellectual rigor. Business ethics 
essentially involves this process of ethical analysis. Without it, one risks turning 
ethics into dogmatism; with it, one has gone as far as possible to defl ate relativ-
ism. With this process, we are best prepared to avoid the dilemma of dogma-
tism and relativism. 

 This dilemma not only confronts business ethics in an academic setting, 
it is also true for ethics within business settings as well. Even if they could be 
successful in doing so, few business managers would want to approach ethical 
issues by making pronouncements of ethical dogma. Like good teachers, good 
business managers and leaders seek to empower their employees to make their 
own decisions. But responsible businesses also do not suggest that anything 
goes or that all values are equal. Value relativism in the workplace will likely 
lead only to power struggles and confl ict.   

  1.4 BUSINESS ETHICS AND THE LAW 

  Some believe that the way out of this dilemma is to concentrate on legal com-
pliance. For many business people, ethics is identifi ed with the law. Business 
behaves ethically when it obeys the law. An ethical business, therefore, should 
have an ethics offi cer or an ethics department that monitors compliance with 
the legal and professional standards of conduct. 

 Unfortunately, compliance with the law alone will prove insuffi cient for 
ethically responsible business. It is common to think of the law as a set of rules 
that one can obey or violate in an unambiguous way. Traffi c laws, for example, 
require stopping at a red light and prohibit speeds over a certain limit. But this 
is a very incomplete understanding of the law. Even when there are specifi c 
regulations requiring or prohibiting certain action, ambiguity is always possible 
in the application of those regulations. 

 For example, consider the following case. At a management training pro-
gram I recently attended, two corporate attorneys outlined some of the legal 
responsibilities for managers under the Americans with Disabilities Act. This 



12 Chapter 1

law requires business to make “reasonable accommodations” for workers with 
disabilities. This law goes on to specify some, but not all, of the conditions 
that would count as a disability. During the question period, one manager 
 explained that she had an employee who suffered from asthma and she won-
dered if asthma was a disability. The two attorneys conferred for a moment and 
answered simply: “It depends.” The law’s defi nition of a disability involves, 
in part, how serious the impairment is, how much it limits the worker’s life 
activities, and whether or not it is easily corrected by medication. Given this 
ambiguity, the manager must make a judgment about how to treat this worker. 
Imagine this manager is committed to doing the ethically correct thing, but 
believes that one’s ethical responsibility is to obey the law. What should this 
manager do? In such a case, the decision is unavoidable, the law doesn’t help, 
and the manager therefore is forced to make a judgment about what ought to 
be done. 

 More generally, much of the civil law governing business is based on the 
legal precedents of case law rather than specifi c statutes or regulations. Case 
law is fundamentally ambiguous in a way that statutory law is not. In a very 
real sense, many acts are not illegal until a court rules that they are. For ex-
ample, both the attorneys and the auditors in the Enron case were expected to 
“push the envelope” of legality by Enron’s aggressive management practices. 
Given that many of Enron’s fi nancial practices were quite literally unprece-
dented, their attorneys and accountants offered advice that they believed could 
be defended in court. Until and unless these acts were challenged in court there 
was a real sense in which they were perfectly legal. While admittedly “pushing 
the envelope” on accounting and tax regulations, what they did was not obvi-
ously illegal. 

 These facts demonstrate that one cannot always rely on the law to decide 
what is right or wrong. The manager whose employee suffers from asthma will 
need to make a decision and the law won’t decide this for her. Sometimes, the 
law itself requires ethical analysis for many of its decisions. Legal decisions in 
the Enron case will not be based solely on legal precedent (since, by defi nition, 
“pushing the envelope” is to go into the gray area beyond what is obviously 
prohibited by precedent) but upon a judge and jury’s determination that the 
acts were unfair and unethical. Because most business decisions never get to 
the point where a judge and jury are asked to make a determination, business 
managers will be faced with the unavoidable responsibility of looking beyond 
the law for guidance in making ethical decisions. 

 Expressed in these terms, perhaps the major reason to study ethics is because 
whether we  examine  ethical questions explicitly or not, they are  answered  by each 
and every one of us every day in the course of living our lives.  Presumably, the 
executives at Enron did not wake up one morning and choose to defraud their 
stockholders and employees. The actions we take and the lives we lead give 
practical answers to these fundamental ethical questions. Our only real choice is 
whether we answer them deliberately or unconsciously. Thus, the philosophical 
answer to why you should study ethics was given by Socrates over 2,000 years 
ago. “The unexamined life is not worth living.”   
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  1.5 ETHICS AND ETHOS 

  Ethics is a vast fi eld of study that really addresses only one question: How 
should we live our lives? The question of human well-being ultimately focuses 
on how we should live. But while this may seem a simple question, it is perhaps 
the most fundamental question any human can ask. We can begin to answer it 
by refl ecting on the nature of philosophical ethics. Within the Western tradition 
philosophical ethics is often traced to the ancient Greek philosopher Socrates. 
There is perhaps no better characterization of ethics than Socrates’ statement that 
it “deals with no small thing, but with how we ought to live.” Like all cul-
tures, the Greeks had a set of beliefs, attitudes, and values that guided their lives. 
The word  ethics  is derived from the Greek word  ethos,  meaning “customary” or 
“conventional.” Most Greeks would have answered Socrates by claiming that we 
ought to live an ethical life. Like most people in other cultures, an ethical life for 
the Greeks would have been a life lived according to the beliefs, attitudes, and 
values that were customary in their own culture. Often, these customary values 
are connected to a culture’s religious worldview. To be ethical, in the sense of 
 ethos,  is to conform to what is typically done, to obey the conventions and rules 
of one’s society and religion. In this sense,  ethics  would be identical to  ethos.  

 Taking its lead from Socrates, philosophical ethics is not content to accept 
this as an answer to the question of how we should live. We said earlier that 
each one of us answers ethical questions every day by how we choose to live 
our lives. For many people, this choice is made implicitly by conforming to 
the ethos and customs of their culture. Philosophical ethics denies that simple 
conformity and obedience are the best guides to how we should live. From the 
very beginning, philosophy rejects authority as the source of ethics and has, 
instead, defended the use of reason as the foundation of ethics. Philosophical 
ethics seeks a reasoned analysis of custom and a reasoned defense of how we 
ought to live. 

 Philosophical ethics distinguishes what people  do  value from what people 
 should  value. What people do in fact value is the domain of such social sciences 
as sociology, psychology, and anthropology. As a branch of  philosophy,  however, 
ethics asks us to step back and rationally evaluate the customary beliefs and 
values that people do hold. Philosophical ethics requires us to abstract our-
selves from what is normally or typically done, and refl ect upon whether or not 
what  is  done,  should  be done, and whether what  is  valued,  should  be valued. The 
difference between what  is  valued and what  ought  to be valued is the difference 
between ethos and ethics. 

 Perhaps this observation helps to explain some of the skepticism surround-
ing business ethics. Any philosophical focus on business ethics seems to suggest 
some dissatisfaction with, or misgivings about, what is normally or customarily 
done in business. Why step back from what is normally done unless you have 
reason to doubt that what is being done should be done? But while philosophi-
cal ethics is  critical  in the sense of demanding reasons for each decision, it need 
not be  critical  in the sense of rejecting or disagreeing with the customary norms 
and standards. 
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 As a branch of philosophical ethics, business ethics asks us to step back 
from our daily decisions, step back from the ethos of business, to refl ect upon 
how business decisions affect our lives. In what ways do the practices and deci-
sions made within business promote or undermine human well-being? Raising 
these questions does not imply that what is normally being done is unethical. 
After examining ethical issues in business, we may end up defending the same 
values and making the same decisions that we would have originally. But what 
philosophical ethics does require is a conscious refl ection and analysis of those 
beliefs and values upon which we act. Again, to rely on Socratic wisdom, philo-
sophical ethics assumes that “the unexamined life is not worth living.” As we 
proceed through an examination of business ethics, we are really doing little 
more than refl ecting upon daily events and echoing Socrates’ question: How 
ought we to live?   

  1.6 MORALITY, VIRTUES, AND SOCIAL ETHICS 

  How ought we to live? Each of us might ask this fundamental question of eth-
ics individually, or we ask it about ourselves collectively. In this fi rst individual 
sense, this is a question about how I should live my life, how I should act, what 
I should do, what kind of person I should be. In the collective sense, this is a 
question about how a society ought to be structured, about how we ought to 
live together in community. 

This fi rst sense of ethics, the concern with how each of us should live our 
lives, is sometimes referred to as morality. One part of morality involves examin-
ing principles and rules that might help us decide what we should do. Another 
important part of morality involves an examination of those character traits, or 
virtues, that would constitute a life worth living. This distinction is sometimes 
made in terms of deciding how we should act, and deciding the type of person 
we should be. The second, more collective, area of ethics is sometimes referred 
to as social ethics and it raises questions of public policy, law, civic virtue, and 
political philosophy.

Business ethics addresses both kinds of questions. Questions of individual 
morality will be a major theme throughout this text. One of the most fundamen-
tal goals of business ethics is to provide opportunities for students to step back 
from the immediate concerns of day-to-day life and ask: “What kind of person 
should I be?” “What should I do?” “What kind of life will I live?” “What would 
I have done if I worked for Bernard Madoff?” Is the kind of greed and opulent 
lifestyle exhibited by Madoff a model for my life? 

No doubt most of us at most times of our lives are too concerned with 
more immediate issues such as completing an assigned task, paying our bills, 
and having fun, to consciously step back and ask about the meaning and value 
of what we do. But this is what philosophical ethics demands. Morality takes 
the larger perspective. Imagine late in your life looking back to refl ect on the 
kind of life you have led and asking: “Has this life been worth living? Am I 
proud of my life? Am I proud or ashamed of the person I have been? Has this 
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been a full and meaningful life?” These are among the fundamental questions 
of morality.

Business ethics also addresses issues of social ethics and public policy. 
Understanding this viewpoint can start with the recognition that business in-
stitutions are human creations and this fact means that humans cannot avoid 
responsibility for them. As the Madoff case indicates, business institutions have 
a tremendous infl uence on many lives. We depend on business for our jobs, our 
food, our health care, our homes, our livelihoods. The public policy perspec-
tive invites us to step back from the actual practice of business to ask: “How 
should business be structured?” If we had it all to do over again, how would 
we  arrange business institutions in our society? In this sense, public policy 
 questions ask us to take the point of view of the citizen who is deciding how 
society—and business institutions are a part of society—ought to be organized 
and conducted. Determining the proper role for the SEC in regulating business 
is both a political and ethical question.

When we ask these questions we can see that important ethical questions 
remain even when the particular decision facing an individual appears clear-
cut. As an executive at a mortgage banking fi rm you may choose to pursue a 
strategy of high-risk, subprime mortgages, but citizens get to decide whether or 
not to regulate such banking practices, and whether or not to bailout banks that 
fail as a result. Should such important social goods as mortgages be left in the 
hands of private corporations and individual traders?

1.7 ETHICAL PERSPECTIVES: MANAGERS AND OTHER 
STAKEHOLDERS

This focus on questions of morality and public policy also calls attention to the 
fact that one can take a variety of perspectives when examining issues in busi-
ness ethics. A major part of business ethics deals with questions of management. 
“Business” ethics often is interpreted to mean the ethics of those charged with 
acting on behalf of a business. What should a business manager do in various 
situations? In this sense, business ethics can be interpreted as managerial ethics. 

But, a decision faced from the point of view of business management raises 
different issues than those faced from the point of view of employees or owners. 
Decisions made within the mortgage banking industry were of monumental 
 importance to consumers, employees, and the housing industry, as well as to 
the citizens of every state and, as it turned out, to the entire global economy. This 
is not to suggest that right or wrong depends on who is asking the question. But 
it does suggest that the types of questions asked and issues faced will vary from 
perspective to perspective. Because a reasoned evaluation of any ethical issue 
demands that all relevant concerns be addressed, this text will regularly ask 
you to shift perspectives and ask the moral questions from the point of view of 
management, employees, owners, consumers, suppliers, and citizens. Whether 
our future interaction with business occurs in the role of CEO or just plain con-
sumer, we must examine business decisions from a variety of perspectives.
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These observations suggest that all decisions faced by business managers, 
from fi nance and marketing to ethics and human resources, exist in a social and 
legal context. This context not only helped create the situation but also deter-
mines what alternatives are available. Whatever social arrangements exist, we 
need to recognize that each of us, in our roles as citizens, is responsible for them. 
A mature, responsible life requires us to step back and refl ect upon the kind of 
society we choose to live in, as well as the particular decisions we choose to 
make.

We can summarize this introduction by saying that business ethics asks us 
to step back from what is usually and customarily done in the business world to 
ask the essential normative question of ethics: “How should we live? How should 
I live as an individual, and how should we live in community?” Throughout 
this text, indeed throughout your life, you should regularly step back to ask: 
“What kind of person am I choosing to be?” and “What kind of society ought 
we to create?” To return to our opening question, the study of ethics is relevant 
to business because it is essential to living a responsible and meaningful life.

1.8 A MODEL FOR ETHICAL DECISION MAKING

The opening pages of this chapter spoke of the goal of business ethics as involv-
ing three components: understanding ethical issues, analyzing them, and be-
coming sensitive to the importance of ethics. This chapter has presented a view 
of ethics not as offering strict rules and moralizing sermons, but as a process 
of responsible decision making. Deciding how to act, how to live, who to be, 
are the fundamental challenges of living an ethical life. The following decision 
making model can help this process.5

Making a responsible decision requires that we begin with a fair and accu-
rate understanding of the situation. We need to know the facts. Because ethical 
issues often involve complicated and emotionally charged situations, uncover-
ing the facts and attaining an unbiased and complete understanding can be 
more diffi cult that it sounds.

A second step in responsible decision making is to identify the ethical issues 
at stake. It is not uncommon for people to disagree over whether or not a particu-
lar case is an ethical case at all. Oftentimes what one person sees simply as an eco-
nomic or legal issue, will be viewed by others as a major ethical issue. Explaining 
what makes an issue an ethical issue is a vital step in ethical decision making.

Once the ethical issues have been identifi ed, the next steps are to identify 
the people who are affected by the situation and understand how they might be 
affected. Who are the stakeholders in a decision? How will they be harmed or 
benefi ted? What will the likely consequences be? What is owed to the various 
stakeholders?

A next step is to consider alternative courses of action. What choices are 
available? A useful stimulus to this step is to put yourself in another person’s 
position and imagine how the situation would appear, how it would feel, from 
his or her perspective. Use what has been called “moral imagination” to explore 
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a wide range of alternative choices and values. Consider how your decision will 
be interpreted from another perspective. 

As you approach a decision, step back and employ what we might call the 
“New York Times test.” What would the public reaction be if your decision was 
presented in full detail on the front page of the New York Times? This is a way 
to ask oneself how a decision will stand up to public scrutiny. Is your decision 
one that you would be willing to explain and defend openly, or is it a decision 
that you would just as soon have kept quiet. Transparency is often a good test 
for responsible decision making.

Ultimately, one must make a decision. After understanding the facts, con-
sidering all stakeholders, and thinking about alternatives, choose a course of 
action. But even after the decision has been made, responsible decision making 
requires us to monitor the results and learn from them. Responsible decision 
making is an iterative process: think-choose-act-think.

To review, a responsible ethical decision involves:

 • Understanding the facts;
 • Identifying the ethical issues involved;
 • Identifying all stakeholders;
 • Understanding how those stakeholders will be affected;
 • Employing moral imagination to understand alternatives;
 • Considering how others will judge your decision;
 • Making a decision and monitoring and learning from the results.

REFLECTIONS ON THE CHAPTER DISCUSSION CASE

Refl ecting on the discussion case that opened this chapter can be useful to re-
inforce each point. What are the facts of Madoff’s actions? This chapter pro-
vided only a very brief case description. Are there any facts that you would 
need to know before making a judgment about this case? Are you missing any 
information?

Next, consider the range of ethical issues involved in the Madoff affair. In 
the description that follows, each of the words in boldface identifies an impor-
tant ethical concept. 

Madoff cheated thousands of people out of their money, he stole from them, 
lied to them, and broke many promises. He betrayed the trust and loyalty of 
friendships, and jeopardized the well-being of his own family. He hurt many 
innocent people, including charities devoted to social causes. Both Madoff 
and investors who sought much higher-than-normal returns, could fairly be 
described as greedy. 

Government regulators failed in their duties to promote honesty and 
fairness in financial markets and to protect consumers from fraud. Madoff’s 
apology at his trial did not induce any sympathy among his victims, whether 
that was warranted or not. Most observers thought that Madoff deserved his 
punishment. 
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Philosophical ethics of the type introduced in the next chapter, would exam-
ine each of these highlighted concepts in turn. What do we mean by “loyalty”? 
Why is it important to trust others? What’s wrong with breaking promises? Why 
is greed thought to be wrong? Should victims have sympathy? When is punish-
ment deserved, and what justifies punishment? What duties does government 
have toward its citizens? Is charity something that everyone should support? 
Did investors seeking higher-than-normal returns get what they deserved?

We should also reflect on the wide range of people who were adversely 
affected by Madoff: clients, employees, family, friends, the financial markets 
themselves. Are there any parties that benefited from his actions? More gen-
erally, we should understand that the decisions made within business affects 
the lives and well-being of millions of people every day who depend on the 
decisions made in business as diverse as small family-run firms to the world’s 
largest corporations. 

The collapse of Madoff’s Ponzi scheme and the widespread harms caused 
by that collapse surely can be traced to the ethical corruption of specific indi-
viduals. Arrogant and greedy individuals willing to violate legal and ethical 
standards can be faulted for many problems in business ethics. Unfortunately, 
such people are all too common. But we should also recognize the failure of the 
many “gatekeepers,” those people and institutions whose role it is to provide 
checks on such behavior. Auditors, accountants, attorneys, financial analysts, 
board members, and government regulators have roles to play within the eco-
nomic system to ensure the integrity of that system and to prevent fraud and 
abuse. Another lesson from Madoff is that there was a systematic breakdown in 
this gatekeeping function. 

Preventing future cases like this will require steps to be taken at each level: 
individual employees with higher ethical standards, internal structures within 
corporations to establish and enforce higher standards, legal requirements and 
other regulatory reforms to act as external checks upon corporate behavior.

CHAPTER REVIEW QUESTIONS 

 1. Describe several reasons why ethics is relevant to business? Can a “good 
business” be an unethical business?

 2. What are values? What is the difference between ethical values and other 
types of values? What is the difference between “value” when used as a 
verb, and “value” when used as a noun?

 3. What is the difference between “ethics” and “ethos”?
 4. How is descriptive business ethics different from normative business ethics?
 5. This chapter introduced a distinction between morality, virtues, and social 

ethics. How would you describe each?
 6. How would you answer someone who asked: “Why should I study ethics 

if I want to be an accountant?”
 7. Other than business managers and owners, which other constituencies 

might have a stake in business decisions?
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      ENDNOTES 

 1A persuasive case for why this shift has occurred can be found in  Value Shift  by Lynn 
Sharp Paine (New York: McGraw-Hill, 2003). 

 2“Business Ethics and Compliance in the Sarbanes-Oxley Era,” A Survey by  Deloitte and 
Corporate Board Member Magazine,  July 2003 (www.deloitte.com/dtt/cda/doc/
content/ethicsCompliance_f.pdf). 

  3Built to Last: Successful Habits of Visionary Companies,  James Collins and Jerry Porras 
(New York: HarperCollins, 1994), p. 73. 

 4Ibid., p. 67. The Fortune article quoted is “How Philip Morris Diversifi ed Right,” 
 Fortune,  October 23, 1989. 

  5This decision-making model is adapted from a more detailed version offered in 
Business Ethics: Decision Making for Personal Integrity and Social Justice, by Laura 
Hartman and Joseph DesJardins (McGraw-Hill, 2nd ed., 2010).          
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   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter,   you will be able to:  

 • Understand the basic categories and concepts of ethical theory; 

 • Identify the errors of ethical relativism; 

 • Explain the ethical theory of utilitarianism; 

 • Explain how utilitarian ethics provides support for market economics and 
business policy; 

 • Clarify several major challenges to utilitarian ethics; 

 • Explain the rights- and duty-based ethics of deontology; 

 • Explain the basic concepts of virtue ethics.  

 2   C H A P T E R 

 Ethical Theory and Business 
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   DISCUSSION CASE: AIG Bonuses and Executive 
Salary Caps 

Perhaps no part of the fi nancial market collapse in late 2008, and the gov-
ernment bailout that followed, caused as much public outcry as did the 

fi nancial bonuses and compensation paid to senior executives of failed com-
panies. American International Group (AIG) became the target of much of this 
criticism. Persuaded that AIG was “too big to fail,” the U.S. federal government 
had committed $180 billion dollars as of March 2009 to rescue AIG from bank-
ruptcy. In early March of 2009, AIG announced that it was paying $165 million 
in bonuses to 400 top executives in its fi nancial division, the very unit that was 
at the heart of the company’s collapse.

AIG cited two major factors in the defense of these bonuses: they were 
owed as a result of contracts that had been negotiated and signed before the col-
lapse, and they were needed to provide an incentive to retain the most talented 
employees at a time when these people were most needed.

Critics claimed that the bonuses were an example of corporate greed run 
amok. They argued that contractual obligations should have been overridden 
and renegotiated at the point of bankruptcy. They also dismissed the effective-
ness of the incentive argument since this supposed “talent” was responsible for 
the failed business strategy that led to AIG’s troubles in the fi rst place.

As part of the government bailout of AIG, Edward M. Liddy, an associ-
ate of Secretary of the Treasury Henry Paulson, was named CEO of AIG in 
September of 2008. Former CEO Martin Sullivan resigned earlier that summer 
when AIG’s fi nancial troubles intensifi ed, but he did not retire without fi rst 
securing a $47 million severance package. In comparison, Liddy himself ac-
cepted a salary of $1, although his contract held out the possibility of future 
bonuses.

In testimony before the U.S. Congress soon after being named CEO, Liddy 
was asked to explain the expense of a recent AIG-sponsored retreat for AIG 
salespeople. The retreat cost AIG over $400,000 and was, in Liddy’s words, a 
“standard practice within the industry.” Six months later, when news broke 
about the $165 million bonus payments, Liddy suggested that the executives 
consider doing “the right thing” and return the bonuses, describing them as 
“distasteful.”

Within months of taking offi ce, the Obama administration took steps 
to limit executive compensation at fi rms that accepted signifi cant govern-
ment bailout money, including the retirement packages of the former CEOs 
of Citigroup, General Motors, and Bank of America. Announcing this action, 
Treasury Secretary Timothy Geithner observed that “this fi nancial crisis had 
many signifi cant causes, but executive compensation practices were a con-
tributing factor.”

Excessive compensation for corporate executives has been a regular news 
story over the past decade. Fortune magazine’s cover story of the June 15, 2001 
was titled “Inside the Great CEO Pay Heist.” This well-respected business mag-
azine detailed how many top corporate executives now receive “gargantuan 
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pay packages unlike any seen before.” In the words of Fortune’s headline, 
“Executive compensation has become highway robbery—we all know that.”1 
This story documented a phenomenon that had been growing signifi cantly in 
the 1990s.

In 1960 the after-tax average pay for corporate chief executive offi cers 
(CEOs) was 12 times the average pay earned by factory workers. By 1974 
that factor had risen to 35 times the average. In 1995, the factor had risen to 
100 as estimated by BusinessWeek, 35 times the average pay received by fac-
tory workers. A 1998 Fortune magazine article estimated the factor had risen 
to 182.

Speaking out at the time of the AIG bonus controversy, Vice President 
Joseph Biden cited a report of the Economic Policy Institute that claimed CEO 
pay had risen to 275 times the average worker pay by 2007. Biden pointed out 
that with 260 working days in the year, this fi gure meant that CEO’s made more 
money each day than the average worker earned all year.

At the time that the AIG bonuses were made public, the Obama adminis-
tration announced a new policy that would cap pay at $500,000 for CEOs of 
companies receiving federal bailout money. In announcing the policy, President 
Obama said, “We all need to take responsibility. And this includes executives 
at major fi nancial fi rms who turned to the American people, hat in hand, when 
they were in trouble, even as they paid themselves their customary lavish bo-
nuses . . . that’s the height of irresponsibility. That’s shameful. And that’s ex-
actly the kind of disregard for the costs and consequences of their actions that 
brought about this crisis: a culture of narrow self-interest and short-term gain at 
the expense of everything else.”

By the end of 2009, more than 10 of the largest fi nancial institutions that had 
received federal bailout money, including such fi rms as Goldman Sachs, Citi-
group, and Bank of America, had repaid their federal loans and thus avoided 
the federally mandated salary caps.

DISCUSSION QUESTIONS

 1. The United States has established a minimum wage law. Should there be a 
maximum wage law?

 2. What standards should be used to establish a fair wage? Are the standards 
for executives different from those for hourly workers? What factors 
determine what someone deserves for pay?

 3. Should salary be tied to results such that an executive whose company 
loses money should earn less than an executive whose company makes a 
profit?

 4. Are large salaries more justified as incentives to produce beneficial con-
sequences, or as rewards for past accomplishments? Are there available 
alternatives to money that might serve as incentives and rewards?

 5. Can anyone ever make too much money for their own good?
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2.1 INTRODUCTION

In the previous chapter I suggested that the language and concepts of ethics 
are as unavoidable in business as are the language and concepts of other areas 
within business education. The issue of executive compensation demonstrates 
how business activities raise fundamental questions of fairness, justice, desert, 
virtue, and rights. If it is true that the language of ethics is inextricably a part of 
business, then it is advisable to begin our examination of business ethics with a 
short introduction to some of the basics of philosophical ethics. Just as you need 
to have a familiarity with the language and concepts of economics and manage-
ment to make responsible business decisions so, too, you need a basic familiar-
ity with ethics. This chapter will introduce some of the key concepts of ethics 
and show how these are both relevant and necessary for any study of business.

Chapter 1 introduced ethics as a process of reasoning about what is perhaps 
the most signifi cant question any human being can ask: How should I live my 
life? But, of course, this question is not new; every major philosophical, cultural, 
political, and religious tradition in human history has grappled with it. In light 
of this, it would be a mistake to ignore these traditions as we begin to examine 
ethical issues in business. Nevertheless, many students think that discussions of 
ethical theories and philosophical ethics are too abstract to be of much help in 
business. Discussion of ethical “theories” often seems to be too theoretical to be of 
much relevance to business. Throughout this chapter, I hope to suggest a more 
accessible understanding of ethical theories, one that will shed some light on the 
practical and pragmatic application of these theories to actual problems faced by 
businesspeople.

An ethical theory is nothing more than an attempt to provide a systematic 
answer to the fundamental ethical question: How should human beings live 
their lives? Ethical theories attempt to answer the question of how we should 
live, but they also give reasons to support their answer. Ethics seeks to provide a 
rational justifi cation for why we should act and decide in a particular prescribed 
way. Anyone can offer advice for what you should do and how you should act, 
but a philosophical and reasoned ethics must answer the “Why?” question as well.

As a fi rst step, let us refl ect upon the reasoning that was offered to support 
and criticize the bonuses paid to AIG executives. These reasons fall into three 
general categories. Some reasons appeal to the consequences of paying the bo-
nuses: they either will, or will not, provide incentives for producing good work 
and benefi cial future consequences. Other reasons appeal to certain principles: 
one should not break a contractual promise, even if it has unpopular results; one 
should never benefi t from serious harms that have been caused by one’s own 
actions. Other reasons cite matters of personal character: accepting bonuses is 
greedy, or distasteful. Or, paying the bonuses that were due in the face of public 
criticism was courageous and had to be done as a matter of integrity.

As it turns out, the three major traditions of ethical theory that we shall 
rely on in this text are represented by these three categories. This should be 
no surprise since ethical traditions in philosophy refl ect common ways to 
think and reason about how we should live and what we should do. Ethics of 
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consequences, ethics of principles, and ethics of personal character are the tradi-
tions that will be introduced in this chapter.

This chapter will introduce three ethical traditions that have proven in-
fl uential in the development of business ethics and that have a very practical 
 relevance in evaluating ethical issues in contemporary business. Utilitarianism 
is an ethical tradition that directs us to make decisions based on the overall con-
sequences of our acts. Deciding that executive compensation is justifi ed because 
it provides incentives for future work is a consequentialist approach. Great 
rewards provide a strong incentive for executives to work hard on behalf of 
shareholders. Stock options especially are thought to operate in this way by 
connecting certain future consequences with performance.2

Deontological ethical traditions direct us to decide on the basis of moral prin-
ciples such as keeping your promises or giving people what they deserve. Some 
defenders of high CEO pay cite the agreement made between the executive and 
the company, acting through the board of directors. In effect, the company made 
a promise and therefore has an obligation to make good on it. Another defense 
suggests that such pay is something that is deserved for work accomplished or 
for the risks taken by the CEO. Thus, high salary is something that has been 
earned. Reasoning that justifi es executive compensation as a contractual duty is a 
principle-based, deontological argument. Principles, promises, obligations,  deserved 
recompense, and duty are concepts that are at the heart of deontological ethics.

Finally, virtue ethics directs us to consider the moral character of individu-
als and how various character traits can contribute to, or obstruct, a happy and 
meaningful human life. Reasoning that faults executive compensation as greedy, 
distasteful, and as motivated by narrow self-interest adopts a virtue-based per-
spective on ethics. The implication is that a greedy person who does distasteful 
and selfi sh things will not lead a fulfi lling human life.

We will examine these arguments in more depth later in this chapter. For 
now, the crucial thing to recognize is the inescapability of the language of ethics. 
Debates surrounding CEO pay are fundamentally debates about ethics: What do 
people deserve? What produces benefi cial overall consequences? What is one’s 
duty? What is fair or unfair, just or unjust? What is wrong with being greedy?

Before turning to these theories, let us consider a philosophical perspec-
tive that raises a signifi cant challenge to the very legitimacy of reasoning about 
ethics. Ethical relativism is a view that believes that all ethical judgments are 
relative to the person or culture that makes them. It is also not uncommon to 
fi nd this perspective widely held both in and out of the business community. 
Thinking through an analysis of ethical relativism in a careful manner will help 
demonstrate how one can, in fact, reason in and about ethical issues.

      2.2 ETHICAL RELATIVISM AND REASONING IN ETHICS 

  The day on which I wrote this began with a morning class in business ethics. 
After class, a student remained to ask some questions about a paper assignment 
that I had returned during the previous class meeting. This student wanted to 
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know how I had graded her paper, particularly why she had received an un-
expectedly low grade. When I pointed out that much of the paper offered little 
more than her opinions, she asked a question that is familiar to many ethics 
teachers. “How can you say that my opinions are wrong? Isn’t everyone en-
titled to their own opinions?” I answered that while people may be entitled to 
hold any opinion they wished, not all opinions are equal. Some are right, some 
are wrong, some are reasonable and some are unreasonable, some are thought-
ful and others are less thoughtful. “But this is ethics,” she responded. “Who’s to 
say what’s right or wrong?” 

 I suggested that anyone who had  reasons  could say what was right or wrong 
and asked if she herself didn’t have some reasons to support her opinions. Why 
did she believe what she had written? She responded that she didn’t know, but 
that it was “just the way I feel.” 

 I suspect that this skeptical reaction is familiar to many students. Ethics is 
not like math, science, or accounting. One cannot look up the right answer or 
calculate the answer with mathematical precision. One cannot prove the truth 
of an ethical judgment in the way that one can offer a proof in geometry. One 
cannot run an experiment that supports, or refutes, an ethical opinion. Unlike 
these other disciplines, ethics appears to rest on mere opinion. People differ 
about ethical judgments, and there seems no rational way to decide between 
competing conclusions. Ethical issues seem based in personal feelings and emo-
tions. It is very likely that the example of executives earning hundreds of mil-
lions of dollars a year causes strong emotional reactions for many people. But is 
that all there is to this case? Is it just a matter of envy or jealousy? Is the criticism 
simply a claim that they are greedy? Or, are there  reasons  for thinking that there 
is something wrong here? Is there any way to prove your conclusion? 

 There is an important perspective within the philosophical study of ethics, 
called  ethical relativism,  which holds that ethical values and judgments are ulti-
mately dependent upon, or relative to, one’s culture, society, or personal feel-
ings. In this sense, ethics truly is simply a matter of opinion, be it the opinion 
of one’s self, culture, society, or religion. Ethical relativism presents a serious 
challenge to any consideration of ethics. Relativism denies that we can make 
rational or objective ethical judgments. There is no right or wrong, moral or im-
moral, except in terms of a particular culture or society. 

 The student who remained after class was implicitly assuming a version of 
ethical relativism. In her view, ethical judgments were a matter of opinion and 
if two people differed in their opinions, there was no legitimate way to decide 
between them. Each person is entitled to their own opinion, and no one opinion 
is more legitimate or more correct than another. 

 Relativism represents a serious challenge to ethics, including business eth-
ics, because if it is correct there is no reason to continue our study of ethics. If all 
opinions are equally valid, then it makes little sense for us to attempt to evalu-
ate ethical judgments in business. If it were ethically right for Aaron Feuerstein 
to rebuild his plant and pay his workers, it could be just as right for a different 
person from a different background to move operations to Taiwan or Mexico. If 
relativism is correct, then at best business ethics can help explicate the cultural 
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or social values that underlie our ethical judgments, but it can do little to evalu-
ate them. Philosophical ethics, from the relativist perspective, becomes little 
more than a process of values clarifi cation in which we can clarify and elucidate 
our values but not justify them. 

 Relativism is especially important as we think about ethical issues involving 
international business. Consider the issues raised by child labor. Some Western 
businesses have been criticized for using suppliers who rely on child laborers 
working under harsh conditions for long hours and very low wages to produce 
expensive consumer goods like sneakers and designer clothing. A common re-
sponse to such criticism points out that such working conditions are accepted in 
the host country and, therefore, Western critics have no justifi cation for imposing 
their own cultural norms on others. This, in a nutshell, is ethical relativism. 

 Let us use another example from business ethics, a case of sexual harass-
ment, and consider how my relativist student might scrutinize it. One form of 
sexual harassment occurs when submission to sexual favors is made a condition 
of employment. (This is called  quid pro quo  harassment.) Imagine a male manager 
telling a female job applicant that she would be hired only if she submitted to his 
sexual advances. Now imagine that our relativist concludes that the criticism of 
harassment is simply a matter of opinion, that all opinions are equally valid, and 
that while the women may  feel  that harassment is wrong, the manager may  feel  
that it is right. (He might answer criticism as did my student, “it’s just the way I 
feel.”) From the relativist perspective, each opinion or feeling is equally valid. Is 
there any way to defend the claim that such harassment is unethical? 

 One might argue, among other things, that sexual harassment would sub-
ject a woman to unfair workplace discrimination. The inequality of power 
in this situation places the woman in the unacceptable position of having to 
choose between her livelihood and her own sexual integrity. Such a choice is 
fundamentally coercive and threatening. One might point out that the male 
manager would unlikely accept as a general rule the principle that employ-
ers are justifi ed in using threats to coerce employees into submitting to such 
degrading acts. In developing such arguments, we seem to have moved the 
discussion from mere opinion to a more reasoned conclusion. 

 Of course, the relativist could argue that such values as equality, fairness, 
integrity, self-respect, and freedom from coercion and threats are all themselves 
a matter of personal or social opinion. From the relativist perspective, all that we 
have shown is that harassment is wrong as long as you assume that people de-
serve a workplace that is free from discrimination and threats. But who is to say 
that people do deserve such things? While we may have advanced the debate 
somewhat, we still haven’t proven to the relativist that harassment is wrong. 

 Let us consider how the debate has been advanced. If, like my student, we 
start with mere opinions and feelings, then this discussion has moved beyond 
mere opinion by appealing to certain values and principles that justify and 
legitimize that opinion. This is no longer mere opinion, but opinion based on 
principle. In developing this argument we would point to certain facts, such 
as the disproportionate power relationship that exists between job applicant 
and employer. We would point out the crucial importance that jobs play in our 
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lives and the harms that can occur from the loss of a job. We could explain the 
psychological good of self-respect, offer a conceptual analysis of integrity and 
its value to the self, and discuss the importance of personal autonomy. We could 
take a social perspective and consider the present status of women in the work-
place, and the social harms that can result from discrimination. And very im-
portantly, we would employ the careful and rigorous rules of logic throughout 
our reasoning. Conclusions reached after this process surely are more reason-
able and justifi ed than mere opinion. 

 In the face of such reasoning, the relativist could continue to insist on proof 
and this demand could go on indefi nitely. (Although, as I would point out to 
my student, a paper that argues against harassment by reasoning along the 
lines suggested above would be more reasonable, and therefore receive a higher 
grade, than one which simply asserts the opinion that harassment is wrong be-
cause “that’s just the way I feel.”) But note that at this point the relativist would 
have to reject not only the original conclusion (sexual harassment is wrong) but 
also a wide variety of other beliefs and values (everyone should be treated with 
equal respect, people should be free from coercion and threats, self-respect is 
good, loss of dignity is harmful, and so forth). The costs of relativism—what 
you would need to give up to maintain it—just got much higher. If the relativ-
ist is determined enough, and if her standards of proof are high enough, then 
perhaps we could never satisfy the demand for proof. 

 We’ll set more modest goals for this text. Throughout this book, I will assume 
that we can reason about ethical matters and that it is possible to rationally de-
fend some views against others. I will assume that a conclusion defended by 
appeal to such values as equality, fairness, freedom from coercion, integrity, 
freedom from harm, and honesty (among others) is a conclusion that is more 
reasonable than one that is simply asserted as a matter of personal feelings or 
opinion. A conclusion that is reached through careful logical analysis and rea-
soning is rationally better than one that is simply asserted. An argument that 
goes on to elucidate such values as equality, fairness, and freedom from coer-
cion is more rational still. 

 We may discover that the most interesting and challenging ethical contro-
versies involve a clash between two or more of such values. I will also assume 
that it is exactly at such points that more, rather than less, rigorous and care-
ful reasoning is required. For example, some might argue that as long as the 
woman was not physically prevented from walking away, her freedom was not 
violated by the threat of job loss. Others might argue that freedom is violated 
when such central human needs as a job are threatened as the means for getting 
someone to conform to the desires of a more powerful person. Disputes about 
the meaning and scope of such fundamental values provide a greater justifi ca-
tion for the need of ethics. 

 Perhaps, then, we can learn from ethical relativism, and take it as a chal-
lenge to our own complacency and laziness. Whenever we are ready to give up 
and simply assume that our own opinions are adequate, let us call to mind the 
relativist question as a challenge: “Who is to say what’s right?” It will be a chal-
lenge worth answering. 
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 Providing answers to the relativist has long occupied philosophical ethics. 
The ethical theories that we examine in the following sections can be thought 
of as philosophical attempts to provide more fundamental answers to the rela-
tivist. But before we turn to these theories, and before we leave this consider-
ation of ethical relativism, let me call your attention to several confusions that 
often lead students into the relativist trap. In my own teaching experience many 
students who do not avoid these traps end up reaching relativist conclusions 
by default. 

 The fi rst trap has been mentioned already. We should be careful not to hold 
ethics to too high a standard of proof. If we start with the assumption that 
an ethical judgment must be proven as absolutely certain and beyond doubt, 
then ethics assuredly will fail to meet this standard. Mathematics and the more 
theoretical side of physics, engineering, and chemistry may meet this standard, 
but very few other intellectual fi elds would pass such a test. Reasoning in all 
of the humanities, the social sciences (including economics), the biological sci-
ences, medicine, meteorology, and the applied sides of physics, chemistry, and 
engineering would fail to meet this standard in most of their conclusions. The 
business-related disciplines of management, marketing, fi nance, and accounting 
never establish their conclusions as certain beyond doubt. So, before rejecting 
ethics as little more than mere opinion, we should be careful that we are not 
using a standard that would commit us to similar conclusions about most other 
areas of human knowledge. 

 The second trap involves confusing the fact that there is wide disagreement 
about values, with the conclusion that no agreement is possible. The fi rst view, 
often called  cultural relativism,  offers a factual description of different cultures 
and societies. People do not agree about ethical matters. As discussed in chapter 1,
the  ethos  of various cultures differ widely. People hold a wide variety of ethical 
opinions. Some cultures may believe, in fact, that children are little more than 
slave labor. However, in itself, the fact of disagreement provides no reason for 
concluding that all of these diverse opinions are equally valid. To understand 
this point, consider the wide disagreement about scientifi c matters. We could 
fi nd people, indeed perhaps entire cultures, that believe the Earth is fl at, that the 
Earth is only a few thousand years old, that evolution has never occurred, that 
aliens visit regularly, that people can foresee the future by charting the course of 
the planets and stars. Of course, believing that the world is fl at does not make 
it fl at and believing that aliens exist does not mean that they do. So, too, with 
ethics. The fact that people hold different opinions does not, in itself, mean that 
each of these opinions is equally valid. 

 We should also be careful not to assume too quickly that there is a wide dis-
agreement about fundamental ethical values. Certainly there is a wide variety 
of cultural beliefs, customs, values, and practices. But there is also wide agree-
ment about many values as well. Child abuse, torture, genocide, and slavery 
are just some practices that are universally condemned on ethical grounds. No 
doubt, we can fi nd cases where individuals and even societies engage in such 
atrocities, but we would fi nd very few who would seriously defend these prac-
tices as justifi ed or merely a matter of personal opinion. While it may appear 
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that some cultures legitimize child labor, it is more likely the case that such cir-
cumstances are seen as an unfortunate but necessary alternative to starvation. 
Accepting a deplorable situation as the least harmful of the alternatives is not 
the same as accepting it as ethically valid. 

 A third trap involves confusing values such as respect, tolerance, and im-
partiality with relativism. Respect for other people is a fundamental ethical 
value. Part of what it means to respect someone is to listen to his or her opin-
ions and to show tolerance for opinions that differ from our own. But tolerating 
diverse opinions and values is not the same as ethical relativism. Let us turn the 
relativist challenge back on to the value of tolerance. Is tolerance (and respect 
and impartiality) merely a matter of opinion? If it is, then intolerant people 
have no reason to change their views. Condemning intolerance is simply your 
opinion. If, on the other hand, tolerance is not merely a matter of opinion, if in 
other words, it is put forward as a legitimate social value, then we have at least 
one value—tolerance—that has escaped the relativist critique. 

 Let us now turn to two of the most prominent and infl uential approaches to 
ethics in contemporary society: utilitarianism and deontological ethics.   

  2.3 MODERN ETHICAL THEORY: UTILITARIAN ETHICS 

  Utilitarianism is the fi rst ethical theory that we need to consider. Utilitarianism 
has had a signifi cant impact on the modern world and has been especially infl u-
ential in shaping politics, economics, and public policy. It therefore has had, and 
continues to have, an enormous infl uence on business. It will be helpful to start 
our consideration by locating utilitarianism within its historical context. Roots of 
utilitarian thinking can be found in Thomas Hobbes (1588–1679), David Hume 
(1711–1776), and Adam Smith (1723–1790), but the classic formulations are found 
in the works of Jeremy Bentham (1748–1832) and John Stuart Mill (1806–1873). 
Each of these social philosophers was writing against a background of the great 
democratic revolutions of the seventeenth and eighteenth centuries. 

 Utilitarianism tells us that we can determine the ethical signifi cance of any 
action by looking to the consequences of that act. Utilitarianism is typically 
identifi ed with the policy of “maximizing the overall good” or, in a slightly dif-
ferent version, of producing “the greatest good for the greatest number.” Acts 
that accomplish this aim are good; those that do not are bad. 

 This emphasis on the overall good, and upon producing the greatest good 
for the greatest number, directly opposed authoritarian policies that aimed to 
benefi t the political elite. Thus, utilitarianism provided strong support for dem-
ocratic institutions and policies. Government and all social institutions exist for 
the well-being of all, not to further the interests of the monarch, the nobility, 
or some small minority. Likewise, the economy exists to provide this highest 
standard of living for the greatest number of people, not to create wealth for a 
privileged few. 

 Thus, utilitarianism is a  consequentialist  ethics. Good and bad acts are deter-
mined by their consequences. (How else might we judge acts? Well, sometimes 
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we determine that we should or should not do something as a matter of prin-
ciple, regardless of consequences. We’ll look at this approach in more detail in 
the next section.) In this way, utilitarians tend to be pragmatic thinkers. No act is 
ever right or wrong in all cases in every situation. It will all depend on the con-
sequences. For example, lying is neither right nor wrong in itself. There might 
be situations in which lying will produce greater overall good than telling the 
truth. In such a situation, it would be ethically right to tell a lie. 

 Consider as an example the case from the start of this chapter. Should the 
U.S. government pass a law that limits the amount of money corporate CEOs 
can be paid (or, at least, that can be credited as tax-deductible)? A utilitarian ap-
proach to this question will consider the likely consequences of either alterna-
tive. Limiting the amount of executive salary that can be deducted from taxes 
should provide a disincentive to corporations to pay such large salaries. In a 
world of fi nite resources, this should work to increase the average pay for other 
workers or lower costs to consumers. On the other hand, lower salaries might 
make it more diffi cult to attract highly qualifi ed executives to U.S. fi rms and 
could result in less competitive U.S. companies. This would result in harm to 
everyone, including lower-paid workers and consumers. Either way, the ethical 
judgment made about the decision is a function of what happens after the fact. 

 But whenever we make a decision on basis of the consequences of what 
we do, we are implicitly assuming some theory of good and bad. How else 
would we be able to distinguish the consequences we should seek from those 
we should avoid? If we judge our actions in terms of consequences, then we 
must have some independent standard for deciding between good and bad 
consequences. In general terms, utilitarian thinkers hold that we should maxi-
mize the overall good, but among utilitarians there are different interpretations 
of what this “good” involves. 

 In general, the utilitarian position is that happiness is the ultimate good. 
The only thing that is and can be valued for its own sake is happiness. (Does it 
sound absurd to you to claim that unhappiness is good and happiness is bad?) 
The goal of ethics, both individually and as a matter of public policy, should be 
to maximize the overall happiness. But, what exactly is happiness? 

 Jeremy Bentham argued that only pleasure, or at least the absence of pain, 
was intrinsically valuable. Happiness, according to Bentham, must be under-
stood in terms of pleasure and the absence of pain; unhappiness is understood 
as pain, or the deprivation of pleasure. On Bentham’s view, pleasure and pain 
are the two fundamental motivational factors of human nature. In his words, 

  Nature has placed mankind under the governance of two sovereign masters, 
pain and pleasure. It is for them alone to point out what we ought to do, as well 
as to determine what we shall do. . . . They govern us in all we do, in all we say, 
in all we think.  3     

Consider, then, Bentham’s utilitarian reasoning. Only pleasure and the ab-
sence of pain are valued for its own sake. Only pleasure and the absence of 
pain, therefore, are intrinsically, objectively, and indisputably good. If pleasure 
and the absence of pain are good, more pleasure (or less pain) is better and 
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maximum pleasure (or minimum pain) is best. Therefore, maximizing plea-
sure (the utilitarian principle) is the fundamental, objective, and indisputable 
ethical principle. 

 While the imperative to maximize pleasure sounds egoistic, utilitarian-
ism differs from  egoism  in important ways. Egoism focuses on the happiness of 
individuals. Utilitarian acts are judged by their consequences for the general 
and overall good. Consistent with their commitment to democratic equality, 
however, the general good includes the well-being of each individual affected 
by the action. 

 While agreeing with the general framework of Bentham’s utilitarianism, 
John Stuart Mill defended a different understanding of happiness. Mill believed 
that there is a qualitative dimension to happiness that is missed by Bentham’s 
focus on pleasure. Human happiness is not mere hedonism. According to Mill, 
humans are capable of enjoying a variety of experiences that produce happi-
ness. Besides the pleasures of sensation that Bentham mentions, humans also 
experience social and intellectual pleasures that are qualitatively different from, 
and superior to, mere feelings. In a famous passage, Mill claims that “it is bet-
ter to be a human being dissatisfi ed than a pig satisfi ed; better to be a Socrates 
 dissatisfi ed than a fool satisfi ed.”  4   

 But the claim that there is a form of happiness that is qualitatively better 
than sensations of pleasure is controversial. How do we know, or how can we 
prove, that it is better to be Socrates dissatisfi ed than a fool satisfi ed? Mill’s an-
swer has signifi cant ethical and social implications. To decide which pleasures 
and what type of happiness is better, according to Mill, we should consult with 
someone with the experience of both. Such experienced and competent judges 
are the best test for determining the highest happiness. 

  Of two pleasures, if there be one to which all or almost all who have experience 
of both give a decided preference, . . . that is the more desirable pleasure.  5     

And if disagreement continues beyond this, Mill next suggests that  

 From the verdict of the only competent judges, I apprehend there can be no 
appeal. On a question which is the best worth having of two pleasures . . . the 
judgment of those who are qualifi ed by knowledge of both, of if they differ, that 
of the majority among them, must be admitted as fi nal.  6     

Thus, Mill acknowledges that not all opinions are equal. Some people are 
more competent and more qualifi ed than others in judging what is good. Mill’s 
utilitarianism does not support an uncritical majority rule in which every 
opinion of what is good is treated as equally valid. However, we shouldn’t 
abandon democracy because of this. The way to develop competent judges 
is through experience and education. People need to be educated and expe-
rienced in a variety of pleasures before they are competent to judge. Once 
they are experienced, then majority-rule democracy is the best way to make 
decisions. 

 Thus, in John Stuart Mill we fi nd one of the classic defenses of liberal de-
mocracy and liberal education. The most fundamental ethical principle commits 
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us to arranging society in such a way that we maximize the happiness for the 
greatest number of people. The best means for attaining this goal is an edu-
cated citizenry making decisions through a majority-rule democracy. The best 
method for securing an educated citizenry is to allow individuals the freedom 
of choice to pursue their own ends. Even when those choices are unwise, in-
dividuals are gaining the experience needed to distinguish between good and 
bad, higher and lower, pleasures. 

 These views have signifi cant implications for business and economics. In 
classical free market economics, consumer demand is sovereign. Economic 
transactions occur when individuals seek their own happiness, understood as 
getting what they demand. If individuals make mistakes and buy products that 
fail to bring them satisfaction, they learn from their mistakes, no longer buy the 
product and, according to supply and demand, market forces eventually elimi-
nate unsatisfactory products. 

 Perhaps utilitarianism’s greatest contribution to social and political thought 
has come through its infl uence in economics. With roots in Adam Smith as well 
as in Bentham and Mill, the ethics of twentieth-century neoclassical economics—
essentially what we think of as free market capitalism—is decidedly utilitarian. 
It is in this way that utilitarianism has had an overwhelming impact on busi-
ness and business ethics. 

 Under free market economies, economic activity aims to satisfy consumer 
demand. The law of supply and demand tells us that economies should, and 
healthy economies do, produce (supply) those goods and services that consum-
ers want (demand). Since scarcity and competition prevent everyone from get-
ting all that they want, the goal of free market economics is to optimally satisfy 
wants. Free markets accomplish this goal by allowing individuals to decide for 
themselves what they most want and then bargain for these goods in a free and 
competitive marketplace. This process of allowing individuals to set their own 
preferences and bid for them in the marketplace will, over time and under the 
right conditions, guarantee the optimal satisfaction of wants. 

 This brief description suggests how free market economics fi ts the utilitar-
ian framework. The end or goal of economic activity, what economists often 
refer to as utility or welfare, is the maximum satisfaction of consumer demand. 
We do the most good for the greatest number when we get as many people as 
possible as much of what they want as possible. The “good” is defi ned in terms 
of satisfying one’s wants. But, since scarcity and competition prevent us from 
getting all that we want, individuals are left to rank-order their wants or, in 
other terms, to establish their own preferences. Thus, free market economics 
can be thought of as a version of preference utilitarianism, where the utilitarian 
goal is the maximum satisfaction of preferences. 

 Given this goal, free market economics advises us that the most effi cient 
means to attain that goal is to structure our economy according to the principles 
of free market capitalism. We should allow individuals the freedom to bargain 
for themselves in an open, free, and competitive marketplace. Self-interested 
individuals (and mainstream economics assumes that this is at least a strong 
tendency among human motivations) will always be seeking ways to improve 
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their own position. Agreements (contracts) will occur only in those situations 
where both parties believe that a transaction will improve their own position. In 
such a situation, the competition among rational and self-interested individu-
als will continuously work to promote the greatest overall good. Whenever a 
situation occurs in which one or more individuals can attain an improvement in 
their own happiness without a net loss in others’ happiness, market forces will 
guarantee that this occurs. Thus, the market is seen as the most effi cient means 
to the utilitarian end of maximizing happiness.   

  2.4 CHALLENGES TO UTILITARIANISM 

  We will examine the debates surrounding the free market version of utilitari-
anism in chapter 3. For now, let us consider some general challenges to the 
ethics of utilitarianism. We can classify these challenges into two groups. There 
are problems raised from within a utilitarian perspective that involve fi nding a 
defensible version of utilitarianism, and there are problems raised from outside 
that challenge the plausibility of the entire utilitarian project. 

 We will mention two challenges that are debated from within utilitarian 
perspectives. First, all utilitarians must fi nd a defensible way to measure hap-
piness. Phrases like “maximize the overall good” and the “greatest good for the 
greatest number” require some form of measurement and comparison (how 
else would you know that this situation rather than another has maximized 
the good?). Bentham went to great lengths to develop a “hedonistic calculus” 
to help quantify pleasures. Mill left it to the judgment of a majority of well-
informed, competent judges. Economists substitute such measures as the Gross 
National Product for determining overall happiness. Bentham, Mill, and neo-
classical economics all sought a scientifi c, measurable ethics. But there simply is 
no consensus among utilitarians on how to measure and determine the overall 
good. 

 This problem is only compounded by the fact that utilitarians are commit-
ted to considering all the consequences to all affected parties. Many business 
ethics issues highlight how diffi cult this could be. Consider the consequences 
of using nonrenewable energy sources and burning fossil fuels for energy. It is 
hard to see how a utilitarian could ever hope to calculate the consequences of a 
choice between investing in nonrenewables and continuing the present reliance 
on coal and oil. Yet this is exactly what is required by the utilitarian principle. 
(Attempts to shift focus, as economists often do, on to the “expected” utility of 
an act is to abandon utilitarianism. At that point we have adopted an ethics not 
of consequences but of intentions and that is no longer utilitarianism. We’ll see 
this view developed in the following section.) 

 The second problem with the utilitarian perspective deals with differing 
versions of the good and the implications for human freedom. Historically, 
utilitarians are social and political liberals. That is, they all placed a very high 
value on individual freedom of choice. But there is a tension between objective 
accounts of the good and individual freedom. Simply put, free individuals do 
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not always choose to do what is good for them. The more utilitarians emphasize 
freedom, the more likely they hold more relativistic accounts of the good. On 
this view, good is simply a matter of opinion, or individual desires, preferences, 
and wants. However, this seems to abandon the entire project of ethics since, 
after all, people often desire what is trivial, immoral, and bad. On the other 
hand, the more utilitarians are willing to specify a content to the good life, the 
more the need to abandon the commitment to individual freedom. If we know 
what is truly good, then individuals ought to act in certain ways (to maximize 
the good) even if they don’t want to. Finding a balance between individual 
freedom and the overall good is a challenge that confronts most versions of 
utilitarianism. 

 The fi nal challenge is raised not from within the utilitarian perspective but 
goes directly to the core of utilitarianism. The essence of utilitarianism is its con-
sequentialism. Good and bad acts are judged by their consequences. In short, 
the end justifi es the means. But this seems to deny one of the earliest and most 
fundamental ethical principles that many of us have learned: The ends don’t 
justify the means. 

 This challenge can be explained in terms of rules or principles. When we 
say that the ends don’t justify the means what we are often saying is that there 
are certain rules or principles we should follow no matter what the conse-
quences. Put another way, we have certain duties or obligations that we ought to 
obey even when doing so does not produce a net increase in overall happiness. 
Examples of such duties are those required by such principles as justice, loyalty, 
and respect, as well as the duties that fl ow from our roles as parent, spouse, 
friend, and citizen. The approach to ethics, which emphasizes duties and obliga-
tions, is called  deontological ethics,  from the Greek word for duty. We will exam-
ine that ethical tradition in more detail in the next section. 

 Several examples can be used to explain this criticism. Since utilitarianism 
focuses on the overall consequences, utilitarianism seems willing to sacrifi ce the 
good of individuals for the greater overall good. So, for example, it might turn 
out that the overall happiness would be increased if we forced a small minority 
of the population into slave labor. Utilitarians could object to slavery, not as a 
matter of principle, but only if and to the degree that slavery detracts from the 
overall good. If it turns out that slavery increases the net overall happiness, 
utilitarianism would have to support slavery. In the judgment of many people, 
such a decision would violate the principles of justice, equality, and respect. 
As we will see developed in the following section, deontological ethics would 
appeal to the concept of ethical  rights  in criticizing utilitarianism. From that 
perspective, individuals possess certain basic rights that should not be violated 
even if doing so would increase the overall social happiness. Thus, critics of the 
Sabo Bill argue that businesses should be free to decide for themselves what to 
pay their executives. The income paid to executives belongs to the corporation, 
not to the government, and therefore such a law would violate their property 
rights. Rights function to protect certain central interests from being sacrifi ced 
for the greater overall happiness. Utilitarians can defend rights only to the de-
gree that rights contribute to the overall good. 
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 Another counterexample that can be raised against utilitarianism looks to 
specifi c relationships and commitments that we all make. For example, as a par-
ent we love our children and have certain duties to them. Imagine a situation 
in which you have to choose between saving the life of your child and saving 
the life of a talented dedicated brain surgeon. Utilitarians are committed to de-
termining the ethical decision by calculating the overall consequences of each 
choice and doing whatever will maximize the overall good. The example can be 
arranged in such a way that saving the brain surgeon clearly contributes to the 
overall good. But what ethical judgment should we make about the parent who 
even begins to make such calculations? 

 Utilitarians would seem to be committed to parental love and duty 
only to the degree that such love and duty contributes to the overall good. 
Parents should love their children because this contributes to the overall good 
of society. (And if it doesn’t?) But surely this misrepresents (and insults) the 
nature of parental love. I do not love my children because of the consequences 
that this might have for society. Deontologists would argue that there are cer-
tain commitments that we make, certain duties that we have, which should 
not be violated even if doing so would increase the net overall happiness. 
Violating such commitments and duties would require individuals to sacrifi ce 
their own integrity for the common good. Thus, Aaron Feuerstein might claim 
that despite bad overall consequences, he had to remain loyal to his employ-
ees as a matter of principle. Or, critics of excessive executive compensation 
might claim that gross inequality in pay is unfair and unjust in principle. We 
will consider similar themes of professional commitments and duties when a 
later chapter examines the role of professional responsibilities within business 
institutions.   

  2.5 UTILITARIANISM AND BUSINESS POLICY 

  Before moving on to deontological ethics, it will be helpful to connect utilitar-
ian ethics to some general concerns of business ethics. At its most basic, utili-
tarianism is a social philosophy, offering criteria by which the basic structure of 
social institutions, such as business and the economy, ought to be determined. 
Social institutions should be structured in whatever way will maximize the 
overall good. 

 As we have seen, critics of utilitarianism deny that this is an adequate or 
complete social ethics. But even among utilitarians there is disagreement about 
the best means for attaining the utilitarian goal. It will be useful to introduce 
two versions of utilitarian thinking at this point. In general, utilitarians are com-
mitted to whatever means attain the ends of maximum happiness. On this view, 
policy questions are really pragmatic questions that depend on the specifi c cir-
cumstances of time and place. Nevertheless, some general policy patterns can 
be identifi ed. 

 One version of utilitarianism public policy holds that there are experts who 
can predict the outcome of various policies and carry out policies that will attain 
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our ends. These experts, usually trained in social sciences such as economics, 
are familiar with the specifi cs of how society works and can therefore determine 
which policy will maximize the overall good. 

 This approach to public policy underlies one theory of the entire admin-
istrative and bureaucratic side of government. On this view, the legislative 
body (from Congress to local city councils) establishes the public goals, and 
the administrative side (presidents, governors, mayors) executes (administers) 
policies to fulfi ll these goals. The people working within the administration, 
the classic government bureaucrats, should know how the social and political 
system works and use this knowledge to carry out the mandate of the legisla-
ture. The government is fi lled with such people, typically trained in such fi elds 
as economics, law, social science, public policy, and political science. This ap-
proach, for example, would justify widespread government regulation of busi-
ness on the grounds that such regulation will ensure that business activities do 
contribute to the overall good. 

 Consider how the Federal Reserve Board sets interest rates. There is an 
established goal, a public policy “good,” that the Federal Reserve takes to be 
the greatest good for the country. (This goal is something like the highest sus-
tainable rate of economic growth compatible with minimal infl ation.) The Fed 
examines the relevant economic data and makes a judgment about the pres-
ent and future state of the economy. If economic activity seems to be slowing 
down, the Fed might decide to lower interest rates as a means for stimulating 
economic growth. If the economy seems to be growing too fast and the infl ation 
rate is increasing, they might choose to raise interest rates. Lowering or raising 
interest rates in itself is neither good nor bad; the rightness of the act depends 
on the consequences. The role of the public servant is to use his or her expertise 
to judge the likely consequences and make the decision that is most likely to 
produce the best result. 

 A second infl uential version of utilitarian policy invokes the tradition of 
Adam Smith and claims that competitive markets are the best means for at-
taining utilitarian goals. This version would promote policies that deregulate 
private industry, protect property rights, allow for free exchanges, and encour-
age competition. In such situations the self-interest of rational individuals will 
result, as if led by “an invisible hand” in Adam Smith’s terms, to the maximum 
satisfaction of individual happiness. 

 The dispute between these two versions of utilitarian policy, what we might 
call the “expert” and the “market” versions, characterizes many disputes in busi-
ness ethics. One clear example concerns regulation of unsafe workplaces. One 
side argues that questions of safety and risk should be determined by experts 
who then establish standards that business is required to meet. Government 
regulators (in this case, the Occupational Health and Safety Administration, or 
OSHA) are then charged with enforcing safety standards in the workplace. The 
other side argues that the best judges of acceptable risk and safety are workers 
themselves. A free and competitive labor market will ensure that people will 
get the level of safety that they want. Individuals calculate for themselves what 
risks they wish to take and what trade-offs they are willing to make in order to 
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attain safety. Workers willing to take risks likely will be paid more than work-
ers who demand safe work environments. Thus, a market-based solution will 
prove best at optimally satisfying these various and competing interests. 

 There is no question that utilitarian reasoning dominates among policy 
makers and policy administrators. Policy experts at all levels are focused on 
results and on getting things done. This makes the utilitarian emphasis on 
consequences particularly attractive to fi elds such as economics, business, and 
government. It seems obvious that policy questions should be judged by re-
sults and consequences. The utilitarian emphasis on measuring, comparing, 
and quantifying also re-enforces the view that policy makers should be neutral 
administrators. The standard view is that policy goals should be left to the dem-
ocratic decisions of the people. The people decide what they want and what 
makes them happy; the job of social policy is simply to help them attain those 
goals in as effi cient a manner as possible. Effi ciency is simply another word for 
maximizing happiness. 

 Finally, like utilitarians, policy experts are concerned with the well-being 
of the whole community. Their focus is on the collective or aggregate good. By 
their very nature, policy makers take a broad social perspective. This, too, is 
consistent with the utilitarian emphasis on the overall good. 

 Despite these close connections between utilitarianism and public policy, 
serious ethical challenges remain. We turn now to a major alternative to utilitar-
ian ethics: deontological ethics.   

  2.6 DEONTOLOGICAL ETHICS 

  Deontology and deontological ethics refer to a concept that is quite familiar to 
most of us. This approach to ethics, both in matters of individual morality and 
of public policy, emphasizes the fact that sometimes the correct path is deter-
mined not by its consequences but by certain duties. More familiar synonyms 
for  duty  include obligations, commitments, and responsibilities. The deonto-
logical approach faults utilitarianism for thinking that our acts should always 
be judged by their consequences to the overall good. Deontology denies the 
utilitarian belief that the ends do justify the means. It holds that there are some 
things that we should, or should not, do regardless of the consequences. 

 To understand why the ends don’t justify the means we need to emphasize 
that utilitarian ends are focused on the collective or aggregate good. Utilitarian-
ism is concerned with the well-being of the whole. (This was one of the things 
that makes utilitarianism attractive to public policy makers.) But many of us 
have a deep commitment to the dignity of individuals. We believe that individ-
uals should not be used as a mere means to the greater overall good. A promi-
nent way of explaining this is to say that individuals have rights that should not 
be sacrifi ced simply to produce a net increase in the collective good.  

 Consider the debate mentioned previously concerning child labor in the 
developing world. Some policy makers in impoverished countries believe that 
the best means for raising the standard of living within their country is to 
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increase exports. This brings in hard currency with which the country can pay 
for food, medicine, and education (and repay debts!). Increasing exports will 
raise the standard of living for all citizens and thereby meet the utilitarian goal 
of improving the collective good. However, to increase exports a country must 
be capable of selling their goods at costs below that of competing countries. 
Since labor is a major production costs, keeping labor costs low helps the coun-
try as a whole. Unfortunately, one means for maintaining low labor costs is to 
employ young children. (Cases of child labor in the manufacture of sneakers 
and clothing are only the most well-publicized instances of an all too common 
phenomena.) 

 Is it ethical to use young children in such circumstances? Defenders of this 
practice argue, typically on good utilitarian grounds, that the children are better 
off with the jobs than without them, that they contribute to their own family’s 
income, and that they contribute to the overall welfare of their society. Critics 
claim, on deontological grounds, that it is unethical to treat young children this 
way even if there are benefi cial results. On this view, child labor is ethically 
equivalent to child abuse and slavery. It is something wrong on principle. 

 Within one tradition of deontology, our ethical duty is explained in terms of 
a principle that the German philosopher Immanual Kant called the categorical 
imperative. (An imperative is a command or duty;  categorical  means that it is 
without exception.) Our primary duty is, according to Kant, to act only in those 
ways in which the maxim of our acts could be made a universal law. This is a 
very abstract way of saying something that is fairly intuitive. The “maxim” of 
our acts can be thought of as the intention behind our acts. The maxim answers 
the question: What am I doing? 

 Kant tells us that we should act only according to those maxims that could 
be universally accepted and acted on. (Consider how Kant might respond to the 
egoist view that all human behavior is intended for one’s own self-interest.) For 
example, Kant believed that truth telling could, but lying could not, be made a 
universal law. If everyone lied whenever it suited them, rational communication 
would be impossible. Thus lying is unethical. This condition of universality, not 
unlike the Golden Rule, prohibits us from giving our own personal point of view 
privileged status over the points of view of others. It is a strong requirement of 
impartiality and equality for ethics. 

 Kant also provided two other versions of this categorical imperative that 
are less abstract. He claimed that ethics requires us to treat all people as ends 
and never only as means. In yet another formulation, we are required to treat 
people as subjects, not as objects. These formulations restate the commitment 
to treat people as capable of thinking and choosing for themselves. Humans 
are subjects (they perform the act rather than being acted upon, to use the 
familiar subject/object categories from grammar). They have their own ends 
and purposes and therefore should not be treated simply as a means to the 
ends of others. In chapter 3, we will examine a view on corporate social re-
sponsibility that concludes, on Kantian grounds, that business managers have 
direct ethical responsibilities to all parties (stakeholders) who are affected by 
business activities. 
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 Thus, on this Kantian theory our fundamental ethical duty is to treat people 
with respect, to treat them as equally capable of living an autonomous life. But 
since each person has this same fundamental duty towards others, each of us 
can be said to have the right to be treated with respect, the right to be treated as 
an end and never as a means only. I have the right to pursue my own autono-
mously chosen ends as long as I do not in turn treat other people as means to 
my ends. 

 This points to a common way of understanding rights and duties. Philoso-
phers will sometimes claim that rights and duties are correlative. This is to say 
that my rights establish your duties and my duties correspond to the rights of 
others. The deontological tradition focuses on duties, which can be thought of 
as establishing the ethical limits of my behavior. From my perspective, duties 
are what I owe to others. Other people have certain claims upon my behavior; 
they have, in other words, certain rights against me. 

 Thus, to return to the earlier example, the Kantian would object to child 
labor because such practices violate our duty to treat children with respect. We 
violate the rights of children when we treat them as mere means to the ends 
of production and economic growth. We are treating them merely as means 
because, as children, they are incapable of rationally and freely choosing their 
own ends. 

 From this beginning, the deontological, or rights-based, approach to eth-
ics gets more complex. A complete theory must specify what rights we have 
and how they are justifi ed, the range and scope of rights, and some process for 
prioritizing rights and resolving confl icts between different rights. As prepara-
tion for evaluating many of the debates to follow, we will pursue these ques-
tions briefl y. 

 One way to understand rights is to think of them as protecting interests. 
We often make a distinction between a person’s wants and interests. Wants (or 
desires) are psychological states of an individual. They are what, as a matter of 
fact, people will pursue. Wants are subjectively known, in the sense that indi-
viduals enjoy a privileged status for knowing what they want. (Imagine dis-
agreeing with a person’s claim that they want something.) Interests work for a 
person’s benefi t and are objectively connected to what is good for that person. 
People don’t always want what it is in their interest to have. 

 For example, if given the choice my children would want to eat sugar-coated 
breakfast cereal each morning. Their parents deny them this on the grounds 
that it is not in their interests to eat such food. In this case, wants and interests 
confl ict. Likewise, many college students want to skip class, but it is not in their 
interest to do so. On the other hand, wants and interests can coincide. You want 
a good education and good health, both of which are in your interests to have. 

 As we have seen, some versions of utilitarianism take happiness, under-
stood as the satisfaction of wants, as the fi nal goal of ethics. This version would 
either deny the distinction between wants and interests (interests being sim-
ply strong wants) or argue that the best way to decide what is in someone’s 
interest is to let them decide for themselves (i.e., let them pursue their own 
wants). Either way, utilitarians believe that all wants/interests equally deserve 
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to be satisfi ed to the degree that they equally produce happiness. If your de-
sire for protection against an unsafe workplace is equal to my desire for high 
wages, each equally deserves satisfaction. Given this equality, the utilitarian 
commitment to satisfy as many wants as possible seems a reasonable strategy. 
But deontologists argue that wants and interests are not equal. They argue that 
at least some interests are so important to the well-being of an individual that 
they should not be sacrifi ced simply for a net increase in the overall happiness. 
Rights serve to protect these interests from being sacrifi ced. 

 Consider the case of downloading and sharing music and movie fi les over 
the Internet. A plausible case could be made that we would promote greater 
overall happiness by adopting a public policy that allowed unlimited and un-
restricted downloads. Only a relatively small minority of people, mostly per-
forming artists and producers, would be unhappy. On utilitarian grounds, it 
would seem that we would best serve the public interest by allowing unregu-
lated downloads. However, the artists and producers would claim that they 
have property rights that should prohibit such a policy. The interests that the 
public might have in listening to free music or watching free videos is not on a 
par with the interests that individuals have in controlling their own property. 
Rights are sometimes described as “trumps” that override the collective will. 
They function in this way because they protect certain interests that are more 
important and central to human well-being than the mere happiness of others. 
The connection between rights and interests is important because it provides 
a way for determining which rights we have. By identifying central important 
 interests, and distinguishing them from mere wants, we can determine the 
range of human rights. 

 So what rights do we have? The challenge is to develop an account that 
creates neither too many nor too few rights. Here is another example from my 
local community. City planners have a blueprint for road construction through-
out the area. One of the planned roads would cut through and destroy a rare oak 
woodland within the city. When the plan was announced, local residents objected 
to the road on a variety of environmental grounds. The director of the regional 
planning group answered protesters by claiming that local citizens “have a 
right to uncongested roads.” Surely this theory of rights is too extensive. The 
connection between rights and duties that we mentioned previously is a good 
test for this. If rights imply duties, and if people have a right to uncongested 
roads, then it would seem that someone (local government?) has the duty to 
provide enough roads to prevent people from ever having to sit in a traffi c jam. 
It is diffi cult to see how this could be done without wreaking havoc on the well-
being of many people by raising taxes, destroying neighborhoods, taking away 
property, and so on. 

 This suggests that we do not get “rights” simply by wanting something 
very badly. (Critics charge that this is a problem with rights-based ethics. It en-
courages people towards self-centered individualism, trying to privilege their 
own selfi sh wants by calling them rights. Anything that someone wants even-
tually gets called a right and thereby people come to expect society to provide 
this for them.) But we also don’t want to have too narrow a view of rights. 
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Too weak an account, or too few rights, collapses the entire theory towards 
utilitarianism. 

 We can at least sketch a general account of rights by returning to the origi-
nal idea of respect and the elements of autonomy and dignity on which it is 
based. What human characteristic justifi es the assumption that humans possess 
a special dignity? Why would it be wrong to treat humans as mere means or 
objects, rather than as ends or subjects? 

 The most common answer offered through the Western ethical tradition is 
that the human capacity to make rational choices is the distinctive human char-
acteristic. Humans do not act only out of instinct and conditioning, they make 
free choices about how they live their lives, about their own ends. In this sense, 
humans are said to have autonomy. Humans are subjects in the sense that they 
originate action, they choose, they act for their own ends. To treat someone as 
a means or as an object is to deny to them this distinctive and essential human 
characteristic; it would be to deny to them their very humanity. 

 From this we can see how two related rights have emerged as funda mental 
within philosophical ethics. If autonomy, or self-rule, is a fundamental char-
acteristic of human nature, then the freedom to make our own choices de-
serves special protection as a basic right. But since all humans possess this 
fundamental characteristic, equal treatment (or equal consideration) is also a 
fundamental right. 

 In summary, we can say that rights offer protection of certain central 
human interests, prohibiting the sacrifi ce of these interests merely to provide 
a net increase in the overall happiness. But interests, as opposed to desires, are 
connected to human well-being in an objective manner. Human nature, charac-
terized as the capacity for free and autonomous choice, provides the grounds 
for distinguishing central interests from mere wants.   

  2.7 VIRTUE ETHICS 

  For the most part, utilitarian and deontological approaches to ethics focus on 
rules and principles that we might follow in deciding what we, both as individ-
uals and as citizens, should do. Chapter 1 pointed out, however, that ethics also 
involves questions about the type of person one should become. Virtue ethics is 
a tradition within philosophical ethics that seeks a full and detailed description 
of those character traits, or virtues, that would constitute a good and full human 
life. Before concluding this chapter, it will be worthwhile to consider some of 
the virtues, and corresponding vices, that might be relevant to business ethics. 

To understand how virtue ethics differs from utilitarian and deontological 
approaches, consider the problem of egoism. As mentioned above, egoism is a 
view which holds that people act only out of a self-interest. Many economists, 
for example, assume that all individuals always act out of self-interest; indeed, 
many assume that rationality itself should be defi ned in terms of acting out of 
self-interest. The biggest challenges posed by egoism and, according to some, 
the biggest challenge to ethics, is the apparent gap between self-interest and 
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altruism, or between motivation that is “self-regarding” and motivation that is 
“other-regarding.” Ethics requires us, at least at times, to act for the well-being 
of others. Yet some people would claim that this is not possible; humans act 
only from self-interested motives.

But as philosophers and psychologist have always known, human moti-
vation is more complex than this. Some people are motivated by only selfi sh 
reasons, but many others are not. Some people are motivated by a deep care 
for others, by compassion, sympathy, and respect. Importantly, as every parent 
would recognize, such motivational factors can be taught and learned. Human 
beings are no more naturally selfi sh and greedy than they are naturally kind 
and compassionate. Human beings have the capability of being both selfi sh and 
kind.

Once we recognize this fact (and philosophers from at least the time of 
Plato and Aristotle have recognized this), we can begin to separate those mo-
tivations that are likely to lead us to a good and meaningful life from those 
motivations that are likely to lead us to a life of unhappiness. The fi rst set of 
motivation or character traits are called virtues, the latter are vices. An ethics of 
virtue seeks to develop the character traits and habits that will lead us to live a 
meaningful and happy human life. For virtue ethics, the acquisition of those 
traits becomes a fundamental question for ethics. Can we teach people to be 
honest, trustworthy, loyal, courteous, moderate, respectful, and compassionate?

Parents confront this question every day. I know my children will lead hap-
pier and more meaningful lives if they are honest, respectful, cheerful, moder-
ate, and not greedy, envious, gloomy, arrogant, selfi sh. Yet, simply telling my 
children to be honest and to avoid greed is insuffi cient. I cannot remain passive 
and assume that these traits will develop naturally. Instilling these character 
traits and habits is a long-term process that develops over time.

Business institutions also have come to recognize that character formation 
is both diffi cult and unavoidable. Employees come to business with certain 
character traits and habits, and these can get shaped and reinforced in the work-
place. Hire a person with the wrong character traits, and there will be trouble 
ahead. Designing a workplace, creating a corporate culture, to reinforce virtues 
and discourage vice is one of the greatest challenges for an ethical business.

An ethics of virtue shifts the focus from questions about what a person 
should do, to a focus on what type of person one is. This shift requires not only 
a different view of ethics but, at least as important, a different view of our-
selves. Implicit in this distinction is the recognition that our identity as a person 
is constituted in part by our wants, beliefs, motivations, values, and attitudes. 
A person’s character—those dispositions, relationships, attitudes, values, and 
beliefs that popularly might be called a “personality”—is not some feature that 
remains independent of that person’s identity. Character is not like a suit of 
clothes that you step into and out of at will. Rather, the self is identical to a 
person’s most fundamental and enduring dispositions, attitudes, values, and 
beliefs.

 As an example, consider the case of excessive executive compensation that 
opened this chapter. It is important to remember that not every CEO demands 
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an exorbitant salary. The language of virtues and vices would seem very relevant 
as we think about the motivations involved. Why do some people demand hun-
dreds of millions of dollars a year while others are happy with much less? Virtues 
such as modesty, moderation, self-control, unselfi shness, and humility come to 
mind when we think about a CEO who could, but does not, take an excessive 
salary. Self-indulgence, greed, callousness, competitiveness, and selfi shness come 
to mind about the others. To a person with moderate and constrained desires, an 
exorbitant salary is simply not an option. It would be out of character. 

 Virtue ethics can offer us a more fully textured understanding of life within 
business. Rather than simply describing people as good or bad, right or wrong, 
an ethics of virtue encourages a fuller description. For example, we might de-
scribe Aaron Feuerstein as heroic and courageous. He is a man of integrity, who 
sympathizes with employees and cares about their well-being. Other executives 
might be described as greedy or ruthless, proud or competitive. Faced with a 
diffi cult dilemma, we might ask what would a person with integrity do? What 
would an honest person say? Do I have the courage of my convictions? 

 But virtue ethics seeks more than a detailed description of business life. 
Like all ethical theories, virtue ethics is also prescriptive in offering advice on 
how we should live. Virtue ethics calls on us to refl ect on two deeper questions. 
Given a more detailed and textured description of moral behavior, which set of 
virtues are more likely to embody a full, satisfying, meaningful, enriched, and 
worthy human life? Business provides many opportunities for behavior that 
is generous or greedy, ruthless or compassionate, fair or manipulative. Given 
these opportunities, each one of us must ask which character traits are likely 
to help us live a good life and which are likely to frustrate this. What type of 
person are we to be? 

 Besides connecting the virtues to a conception of a fuller human life, virtue 
ethics also reminds us to examine how character traits are formed and con-
ditioned. By the time we are adults, much of our character is formed by such 
factors as our parents, schools, church, friends, and society. But powerful so-
cial institutions such as business and especially our own places of employment 
and our particular social roles within them (e.g., manager, professional, trainee) 
have a profound infl uence on shaping our character. An accounting fi rm that 
hires a group of trainees fully expecting that fewer than half will be retained 
and only a very small group will make partner encourages motivations and 
behavior very different from a fi rm that hires fewer people but gives them all a 
greater chance at long-term success. A company that sets unrealistic sales goals 
will fi nd it creates a different sales force than one that understands sales more as 
customer service. Virtue ethics reminds us to look to the actual practices we fi nd 
in the business world and ask what type of people are being created by these 
practices. Many individual moral dilemmas that arise within business ethics 
can best be understood as arising from a tension between the type of person we 
seek to be and the type of person business expects us to be. 

 Consider an example described to me by someone who is conducting em-
pirical studies of the values found within marketing fi rms and advertising 
agencies. This person reported that on several occasions advertising agents 
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told her that they would never allow their own children to watch the very tele-
vision shows and advertisements that their own fi rm was producing. By their 
own admission the ads for such shows aim to manipulate children into buying, 
or getting their parents to buy, products that had little or no real value. In some 
cases the ads promoted beer drinking and the advertisers themselves admit-
ted, as their “dirty little secret,” that they were targeted for the teenage mar-
ket. Further, their own research showed them how successful their ads were in 
increasing sales. 

 Independent of the ethical questions we might ask about advertising aimed 
at children, a virtue ethics approach would look at the type of person who is 
so able to disassociate oneself and one’s own values from one’s work, and the 
social institutions and practices that encourage it. What kind of person is will-
ing to subject children to marketing practices that they are unwilling to accept 
for their own children? Such a person seems to lack even the most elementary 
form of personal integrity. What kind of institution encourages people to treat 
children in ways that they willingly admit are indecent? What kind of person 
does one become working in such an institution?   

  2.8 SUMMARY AND REVIEW 

  No doubt this survey of philosophical ethics might appear very abstract and 
far removed from the business world. Despite such appearances, these are 
fundamental categories for thinking about ethical issues. But we should re-
sist the temptation to treat these theories as some external rules that should 
be applied to situations in a way that produces specifi c decisions. It is better 
to think of these theories as attempts to extract and articulate the basic prin-
ciples already present in common ways of thinking. Once such principles are 
clearly described, the philosopher’s role is to draw out their implications and 
offer justifi cations of them. Then the principles can be brought back to bear on 
practical decision making. Understood in this way, ethical theories are not as 
abstract and nebulous as they might at fi rst appear. They have emerged from 
common ways of thinking as much as they are intended to guide our ways of 
thinking. 

 Consider utilitarianism. The fundamental insight of utilitarian thinking is 
that we should consider the consequences, all the consequences, of our actions 
before deciding what to do. A reasonable principle is that we should consider 
not only the consequences that our acts might have for ourselves, but also the 
consequences of our acts for all parties affected by them. The ethical theory of 
utilitarianism tries to work out the implications of this insight. In doing so, this 
theory has presented a powerful approach to answer the fundamental ethical 
question: How should we live our lives? 

 It would not be an overstatement to suggest that most economic decisions 
are implicitly justifi ed on utilitarian grounds. Understanding utilitarianism, both 
its strengths and weaknesses, is necessary for developing a reasoned perspec-
tive on many economic matters. From the original rationale for market-based 
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economies found in Adam Smith, to the original legal rationale for creating 
limited-liability corporations, to much public policy and law-governing fi nance, 
employment, consumerism, and world trade, utilitarian considerations have 
played a prominent, if not deciding, role. 

 Likewise, deontological approaches to ethics capture another insight that is 
recognized in such common observations as “the ends don’t justify the means.” 
If utilitarian ethics make judgments in terms of consequences, deontological 
approaches demand that something should, or should not, be done regardless 
of the consequences. Some acts are right or wrong as a matter of principle, and 
it is our duty to act accordingly even if benefi cial consequences would suggest 
otherwise. Respecting individual rights and fulfi lling our ethical obligations 
can set limits on decisions aimed at producing good consequences. 

 The language of rights and obligations will play a major role in all the dis-
cussions that follow. One need only refl ect on such phrases as “human resource 
management” and “labor as a factor of production” to see that Kantian ethics 
will have much to contribute to discussions about how employees ought to be 
treated. Treating employees as mere means to the end of productivity, while 
perhaps useful in terms of benefi cial consequences, is something that deonto-
logical ethics rejects. Likewise, the professional duties associated with the gate-
keeping roles as accountants, auditors, lawyers, fi nancial analysts, and boards 
of directors also function as ethical limitations on business activities. 

 Finally, virtue ethics encourages us to step back from specifi c decisions and 
actions to ask the very profound and personal questions: Who am I? What type 
of person am I to be? Throughout the course of our lives, each one of us develops 
a personal character that is refl ected in what we believe, what we value, what 
we desire, and how we act. This character is manifested in our habits, disposi-
tions, personality. The ethics of virtue seeks to articulate which of those habits 
and character traits are likely to be part of a meaningful and happy human life. 
Whether refl ected in the ordinary language of such virtues as honesty, integrity, 
modesty, and trustworthiness, or such vices as greed, materialism, belligerence, 
and rudeness, virtue ethics plays an important role in ordinary business life. 

 The basic approaches to ethics outlined in this chapter will provide essen-
tial tools for understanding business ethics, and for making responsible ethical 
decisions in business.    

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 Consider two very different responses to the enormous pay packages de-
scribed in the opening discussion case. One response might be to shrug one’s 
shoulders and claim that this is just the way it is. One could simply acknowl-
edge that some people have power over vast amounts of corporate wealth and 
they use that power to reap huge fi nancial benefi ts for themselves and their 
friends. In fact, few observers either within or outside of corporate business 
have taken this approach. Without exception, the public response to these pay 
packages has been normative or evaluative. That is, everyone takes a stand 
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either to criticize or to defend these decisions. It would be diffi cult to have an 
opinion about executive compensation that did not involve ethical concepts 
and categories. 

 Refl ecting on these stands, one can discover patterns in the way that most 
people think about such normative issues. Many people judge the ethics of 
executive compensation in terms of consequences, either benefi cial for defenders 
or harmful according to critics. Deciding between these views would involve, at 
least in part, investigating the real world consequences that result from such pay 
packages. Ethical analysis will sometimes require such empirical investigation: 
Is high executive compensation, in fact, highly correlated with performance? Do 
stock options, in fact, encourage short-term thinking or earnings manipulation? 
Determining the facts will often play an important role in ethical analysis, and 
this would be a helpful fi rst step to take in the process of analysis. 

 This case also raises ethical issues of principles and standards that do not 
involve empirical consequences. Ownership rights and fi duciary duties are two 
such factors that establish ethical constraints on consequentialist thinking. For 
example, many argue that board members have a fi duciary duty to stockhold-
ers that should trump their desire to benefi t corporate executives. A helpful 
step in the process of identifying principles and duties is to ask who might be 
benefi ted and who might be harmed by alternative decisions. Once such stake-
holders have been identifi ed, one should then ask if there are any individuals or 
institutions that have a duty to provide the benefi t or prevent the harm. 

 Finally, this case also raises questions about personal virtues and vices. 
At fi rst glance, this is a descriptive activity: Describe someone who so desires 
money that he would manipulate an earnings report; describe someone for 
whom a salary of several hundred thousands of dollars each year is not enough. 
But within these descriptions are normative and evaluative components. A per-
son described as greedy has a real character fl aw; a person of integrity is to 
be praised and honored. One challenge to such descriptions, of course, is to 
answer the “so what?” question. So what if I am greedy? Why should I care if 
I lack integrity? These questions go to the heart of ethical motivation. Business 
ethics seeks not only to justify good and right behavior, it also seeks to motivate 
people to act accordingly. This is among the foremost ethical challenges facing 
contemporary business managers.  

  CHAPTER REVIEW QUESTIONS 

 1.    Describe ethical relativism and at least three philosophical challenges to 
this position.  

 2.   Distinguish between utilitarian, deontological, and virtue-based ap-
proaches to ethics. What are the strengths and weaknesses of each?  

 3.   How are utilitarian ethics relevant to business? Explain at least three major 
challenges to utilitarian ethics.  

 4.   How does deontological ethics establish a connection between individual 
rights and the nature of human beings?  
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 5.   Develop a list of virtues and vices. As a helpful way to begin, think about 
the pledge offered by Boy Scouts and Girls Scouts that begins: “A scout 
is trustworthy, loyal, helpful. . . .” Are these various virtues unifi ed in 
any way?    
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  L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Explain and review the utilitarian and rights-based justifications for the 
economic model of corporate social responsibility; 

 • Explain how the economic model is extended and developed through a moral 
minimum; 

 • Describe the stakeholder model of corporate social responsibility; 

 • Explain the ethical foundations of the stakeholder model;  

 • Describe the philanthropic model of corporate social responsibility; 

 3   C H A P T E R 

 Corporate Social 
Responsibility        
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 • Describe the strategic model of corporate social responsibility; 

 • Explain how sustainability has become a strategic social responsibility for 
business. 

   DISCUSSION CASE: Walmart: Socially 
Responsible and Green? 

  Few corporations generate as much controversy, and have as many vocal 
critics and defenders, as Walmart. Few corporations would generate as 

much debate as Walmart on the question of corporate social responsibility. Part 
of this, no doubt, is due to its sheer size and infl uence. Walmart claims to have 
200 million customer visits per week at more than 8,100 retail stores in 15 coun-
tries. Its total sales for fi scal year 2009 were $401 billion. Worldwide, Walmart 
employs more than 2.1 million people. It is the largest private employer in the 
United States and the single largest employer in 25 separate U.S. states.

But Walmart’s own business practices have much to do with its notoriety. 
It has had a long history of acting in ways that many critics have found to be 
unethical and socially irresponsible. Yet, Walmart also has many defenders who 
claim that it is among the most socially responsible of all corporations.

Defenders point out that Walmart is regularly recognized as among the 
“most admired” companies in a Fortune magazine annual survey. Walmart 
cites several values that it promotes in its business. Walmart describes itself as 
a business that “was built upon a foundation of honesty, respect, fairness, and 
integrity.” What is described as the “Walmart culture,” is based on three “basic 
beliefs” attributed to founder Sam Walton: respect for individuals, service to 
customers, and striving for excellence.

By most accounts Walmart is among the most fi nancially successful com-
panies in the world. Walmart’s fi nancial performance has been remarkable. 
Walmart stock was fi rst publicly traded in 1970 when 300,000 shares were 
offered at $16.50 per share. In 1999, Walmart stock experienced its eleventh 2–1 
split. One hundred shares bought in 1970 would be equal to 204,800 shares val-
ued at $53 a share at the end of 2004. An initial $1650 investment would be 
worth $10.8 million. In 2003, Helen Walton, widow of Walmart founder Sam 
Walton, and her four children, ranked as fi ve of the wealthiest eight people in 
the United States. Their combined wealth was estimated to be over $100 billion, 
more than twice the worth of Microsoft founder Bill Gates.

Defenders would point out that this economic success is itself evidence 
of how well Walmart is fulfi lling its social responsibility. Walmart has cre-
ated immense value for shareholders, consumers, suppliers, and employees. 
Stockholders, both individual and institutional investors, have received signifi -
cant fi nancial benefi ts from Walmart. Consumers also receive fi nancial benefi ts 
in the form of low prices, employees benefi t from having jobs, many businesses 
benefi t from supplying Walmart with goods and services, and communities 
benefi t from tax-paying corporate citizens. 
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Beyond these economic benefi ts, Walmart regularly contributes to com-
munity and social causes. The Walmart Foundation, a philanthropic arm of 
Walmart, is the largest corporate cash contributor in the United States. For fi s-
cal year 2009, Walmart donated more than $378 million in cash and in-kind 
gifts to charitable organizations. Walmart contributed more than $45 million 
to charities outside the United States, and its in-store contribution programs 
added another $100 million to local charities. Walmart has focused it chari-
table giving in areas such as disaster relief, food and hunger programs, and 
education.

More recently, Walmart has begun an initiative to promote sustainability 
both in its own operation and in the products it sells. In 2005, Walmart an-
nounced major sustainability goals for its own operations, including becoming 
more energy effi cient, reducing its carbon footprint, reducing wastes and pack-
aging, and fi nding more sustainable sources for its products. 

This green initiative took a major step in July 2009 when Walmart an-
nounced plans for its own sustainability rating system for the products it sells. 
This rating system, developed in cooperation with such environmental groups 
as the Environmental Defense Fund, will provide consumers with information 
about each product and will require its 100,000 suppliers to report on the social 
and environmental impact of their products. 

As the world’s largest retailer, Walmart’s buying power has immense infl u-
ence over suppliers. Walmart sells more socks, toothpaste, dog food, sporting 
goods, guns, diamonds, and groceries than any other business in the world. 
Alone, they account for 30 percent of all household goods (laundry detergent, 
soap, paper towels), 15 percent of all CDs as well as 28 percent of Dial soap’s 
total sales, 24 percent of Del Monte Foods, 23 percent of Clorox, and 23 percent 
of Revlon.1 Walmart is the single largest importer from China, accounting for 
almost 10 percent of all Chinese imports to the United States, worth an esti-
mated $12 billion in 2002. Defenders of Walmart’s sustainability index suggest 
that this sustainability index holds the promise of transforming the design, pro-
duction, and marketing of almost every consumer product into a sustainable 
framework.

Despite this, not everyone agrees that Walmart lives up to high ethical 
standards. In contrast to Fortune magazine’s claim, critics portray Walmart as 
among the least admired corporations in the world. Ethical criticisms have been 
raised against Walmart on behalf of every major constituency—customers, em-
ployees, suppliers, competitors, communities—with whom Walmart interacts. 
For example, some critics charge that Walmart’s low-priced goods, and even 
their placement within stores, are a ploy to entice customers to purchase more 
and higher-priced goods. Such critics would charge Walmart with deceptive 
and manipulative pricing and marketing.

Perhaps the greatest ethical criticisms of Walmart have involved treatment 
of workers. Walmart is well-known for its aggressive practices aimed at con-
trolling labor costs. Walmart argues that this is part of their strategy to offer 
the lowest possible prices to consumers. By controlling labor costs through 
wages, minimum work hours, high productivity, and by keeping unions away, 
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Walmart is able to offer consumers the lowest everyday prices. One of the most 
infamous cases of employee treatment involved health care benefi ts.

In October 2005, the New York Times published a story detailing a Walmart 
internal memo that outlined various proposals for reducing health care costs 
paid for Walmart employees. The memo recommended two major areas for 
action: increase reliance on part-time workers who do not qualify for health 
care benefi ts, and seek ways to encourage healthier employees and discour-
age unhealthy job applicants. The memo also acknowledged long-standing 
criticisms of Walmart’s treatment of its employees and offered suggestions 
for a public relations strategy that would defl ect criticism of these proposed 
changes.

The memo was written by M. Susan Chambers, Walmart’s executive vice 
president for employee benefi ts. The memo pointed out that Walmart employ-
ees “are getting sicker than the national population, particularly in obesity-
related diseases,” including diabetes and coronary artery disease. In one 
passage, Chambers recommended that Walmart would arrange for “all jobs to 
include some physical activity (e.g., all cashiers do some cart gathering)” as a 
means to deter unhealthy employees and job applicants. “It will be far easier 
to attract and retain a healthier workforce than it will be to change behavior in 
an existing one,” the memo said. “These moves would also dissuade unhealthy 
people from coming to work at Walmart.” 

 Recognizing that young workers are paid less and require fewer health 
benefi ts than older workers and are equally productive, the memo recom-
mended strategies, including reducing 401(k) retirement contributions and 
offered education benefi ts, for attracting younger employees and discouraging 
older employees. The memo stated “the cost of an associate with seven years of 
tenure is almost 55 percent more than the cost of an associate with one year of 
tenure, yet there is no difference in his or her productivity. Moreover, because 
we pay an associate more in salary and benefi ts as his or her tenure increases, 
we are pricing that associate out of the labor market, increasing the likelihood 
that he or she will stay with Walmart.”

The memo pointed out that 46 percent of the children of Walmart’s 1.33 mil-
lion United States employees were uninsured or on Medicaid. “Walmart’s crit-
ics can easily exploit some aspects of our benefi ts offering to make their case; in 
other words, our critics are correct in some of their observations. Specifi cally, 
our coverage is expensive for low-income families, and Walmart has a sig-
nifi cant percentage of associates and their children on public assistance.” As 
this memo acknowledged, Walmart has had a very mixed record on social 
responsibility. 

Among the criticisms of Walmart’s labor practices are claims that Walmart 
pays its workers poverty-level wages. The average annual salary for a Walmart 
sales associate in 2001 was $13,861, and the average hourly wage was $8.23. For 
the same year, the U.S. federal poverty level for a family of three was $14,630. 
Walmart offers health care benefi ts to full-time workers but, relative to other 
employers, Walmart employees pay a disproportionately high percentage of the 
costs. According to critics, these low wages and benefi ts result in many Walmart 
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employees qualifying for government assistance programs such as food stamps 
and health care, effectively creating a government subsidy for Walmart’s low 
wages. 

Walmart has also been accused of illegally requiring employees to work 
overtime without pay and to work off the clock. Employees in Wisconsin, 
Michigan, Missouri, Kansas, Ohio, Washington, Illinois, West Virginia, and 
Iowa have fi led lawsuits alleging such illegal labor practices. Walmart has 
also been accused of obstructing employees’ attempts to organize unions. 
The National Labor Relations Board fi led suit against Walmart stores in 
Pennsylvania and Texas charging illegal antiunion activities. Maine’s Depart-
ment of Labor fi ned Walmart for violating child labor laws, fi nding 1,436 child 
labor law infractions in some 20 different Walmart stores. Walmart has also 
been sued in Missouri, California, Arkansas, and Arizona for violating the 
Americans with Disabilities Act.

Walmart employs more women than any other private employer in the 
United States. Women comprise over 70 percent of Walmart’s sales associates, 
but men hold 90 percent of the store manager positions. Less than one-third of 
all managerial positions are held by women, signifi cantly lower than the 56 per-
cent among Walmart competitors Target and K-Mart. Only one of the top-20 
positions at Walmart is held by a woman. 

In June 2004, a federal judge in California ruled that the suit could proceed 
as a class action lawsuit on behalf of all female employees of Walmart. This case 
thereby became the largest ever civil rights class action lawsuit. In his decision, 
Judge Martin Jenkins noted that “plaintiffs present largely uncontested descrip-
tive statistics which show that women working at Walmart stores are paid less 
than men in every region, that pay disparities exist in most job categories, that 
the salary gap widens over time, that women take longer to enter management 
positions, and that the higher one looks in the organization the lower the per-
centage of women.”

A second case stems from federal raids on 60 Walmart stores in 20 states 
in October 2003. The raids resulted in arrests of over 250 illegal aliens who 
were working as janitors in Walmart stores. All of the workers were employed 
by third-party subcontractors that Walmart had hired for overnight janitorial 
services. A lawsuit was fi led on behalf of several of these workers claiming 
that Walmart knowingly employed illegal workers as part of a scheme to pay 
below minimum wages, deny overtime pay, and otherwise exploit their illegal 
status.

Critics point out that when the largest national employer establishes low 
workplace standards for wages, benefi ts, and labor practices, other employers 
have both the incentive and opportunity to follow. 

Many local communities also criticize Walmart as a major factor in the de-
mise of small towns and local businesses. Small retail businesses fi nd it  diffi cult 
to compete with Walmart’s pricing and marketing strategies and local commu-
nities suffer when Walmart builds giant stores in suburban and rural locations. 
This not only encourages sprawl and places additional burdens on roads and 
transportation, it can undermine the local tax base. Further, the loss of local 
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business has a trickle-down effect when local suppliers, and professionals 
such as accountants, lawyers, and banks, suffer the loss of local business to 
Walmart’s national and international suppliers. The problem is compounded 
when Walmart receives tax subsidies and tax breaks offered by local govern-
ments hoping to attract a Walmart store.

Walmart’s aggressive strategy to lower costs also is criticized for the harms 
it can cause suppliers both nationally and internationally. Walmart has been 
known to force suppliers to bid against each other in a type of “reverse auction” 
in which suppliers compete to see who can offer their products at the lowest 
costs. Because Walmart controls such a large market segment, many suppli-
ers cannot survive if Walmart declines to carry their product. This practice has 
caused some businesses to go out of business, and most others to fi nd ways to 
send production offshore. One result is that Walmart, which promoted a “Buy 
American” marketing campaign in the 1980s, is responsible for the loss of un-
counted American jobs as American businesses have been forced to outsource 
their production as the only means available to meet Walmart’s price targets. 
Finally, the labor practices of Walmart suppliers in China, Central America, and 
Saipan have all been accused of promoting sweatshop conditions in factories 
manufacturing clothing produced for Walmart.2 

 DISCUSSION QUESTIONS 

 1. Is Walmart a socially responsible company? What facts would you want 
to know in order to answer this question? What ethical issues lead you to 
one answer rather than another?

 2. How would you describe the managerial philosophy of Walmart? What 
principles are involved? What are the overriding aims, values, and goals 
of Walmart? 

 3. Evaluate the management philosophy of Walmart from the point of 
view of stockholders, employees, customers, the local community, and 
suppliers.

 4. Should business management always seek the lowest prices for its cus-
tomers and the highest rate of return on investment? What reasons might 
there be for seeking something less for customers and stockholders?

 5. Economists define costs in terms of opportunities forgone. What opportu-
nities are forgone by Walmart’s “everyday low price” marketing strategy? 
Who pays the costs of Walmart’s low prices?

 6. Walmart’s wages are above the legally required minimum wage, and 
health benefits are not legally mandated. Are there reasons for a business 
to take actions not required by law but which might reduce profits?

 7. Does Walmart have any responsibilities to its suppliers other than those 
specified in their contracts?

 8. Is Walmart’s strategy to encourage suppliers to produce green products in 
sustainable ways ethically equivalent to the “reverse auction” strategy to 
get suppliers to reduce prices?
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3.1 INTRODUCTION

This Walmart case describes the range of socially signifi cant decisions that are 
made on a daily basis by business management. But business ethics is not con-
cerned merely with describing the facts of managerial practice, it is essentially nor-
mative. What is the proper role of business management in making such decisions? 
What is the proper role of business in society? What does a corporation such as 
Walmart owe society? Do business managers have an overriding ethical responsi-
bility to serve the interests of shareholders before acting for society’s interests? Do 
business managers serve society’s interests by serving the interests of sharehold-
ers? Do business managers have ethical responsibilities to employees, suppliers, 
and customers beyond the responsibilities mandated by law? Do the interests 
of shareholders override the interests of such other stakeholders as employees, 
customers, suppliers, and the wider community? This chapter will examine such 
questions by considering the major theories of corporate social responsibility.

        3.2 THE ECONOMIC MODEL OF CORPORATE SOCIAL 
RESPONSIBILITY 

  What we shall call the economic model of corporate social responsibility has its 
roots in free market, or neoclassical, economic theory. This perspective is per-
haps the most infl uential theory of corporate responsibility of the past century. 
On this view, the role of business management is to maximize profi ts within 
the law. This management role fl ows from the function assigned to business 
institutions within free market economies. In turn, as its ethical foundation, this 
economic theory can appeal to two distinct traditions in ethics: utilitarianism 
and individual rights to freedom and property. 

 Perhaps the best-known defender of the economic model of corporate so-
cial responsibility is the Nobel Prize–winning economist Milton Friedman. In 
his book,  Capitalism and Freedom,  Friedman offers this clear statement of the 
economic model: 

  The view has been gaining widespread acceptance that corporate offi cials 
. . . have a social responsibility that goes beyond serving the interests of their 
stockholders. . . . This view shows a fundamental misconception of the charac-
ter and nature of a free economy. In such an economy, there is one and only one 
social responsibility of business—to use its resources and engage in activities 
designed to increase its profi ts so long as it stays within the rules of the game, 
which is to say, engages in open and free competition, without deception or 
fraud. . . . Few trends could so thoroughly undermine the very foundations of 
our free society as the acceptance by corporate offi cials of a social responsibility 
other than to make as much money for their stockholders as possible.  3    

 This can appear as a narrowly selfi sh understanding of business to some 
critics. On closer analysis, however, we can see the ethical roots of this view 
within Friedman’s quote. (It would also be useful to review the skepticism 
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about business ethics examined in chapter 1 in light of this quotation.) The so-
cial responsibility of managers is “to make as much money for their stockhold-
ers as possible.” This responsibility follows from the “character and nature of a 
free economy.” Thus, a particular economic theory, what for simplicity sake we 
shall call the  free market theory,  provides the rationale for this managerial role. 
But why should we accept this economic theory? Friedman offers hints for how 
he might respond to this decidedly ethical question. By disregarding the role as-
signed management by the free market theory we would likely “undermine the 
very foundations of our free society.” Managers are ethically obliged to maxi-
mize profi ts in order to avoid this serious ethical wrong. 

 This short passage only hints at the variety of social, political, ethical, and 
economic issues that are embedded in the market approach to business ethics. 
Indeed, it would be fair to describe “the market” as one of the most infl uential 
public policy philosophies in modern history. For issues ranging from environ-
mental protection to the allocation of health care, and certainly for virtually 
every controversy in business ethics, we can commonly fi nd a recommendation 
to “let the market decide.” In this text alone, we shall examine market-based 
recommendations for such diverse issues as employee health and safety, de-
ceptive advertising, product safety, employee rights and responsibilities, and 
environmental protection. It will be worthwhile to examine this view in depth. 

 Let us examine the Walmart case from the perspective of this economic 
model of corporate social responsibility. Walmart’s tremendous fi nancial ac-
complishment is good evidence that management’s strategy of offering “every-
day low prices” has been successful in the marketplace. Walmart has been able 
to attain such low prices by following a variety of managerial strategies. They 
have pursued several aggressive policies to keep labor costs down. They have 
used their purchasing power to bargain forcefully with suppliers to keep prices 
down and, as a result, have encouraged suppliers to outsource their produc-
tion to China and other countries with lower labor and supply costs. They have 
outsourced their janitorial services to independent fi rms and negotiated with 
these suppliers for the lowest possible price. Walmart has entered new markets 
where their effi ciencies have been able to defeat competitors, and has bargained 
with local municipalities to attain favorable tax and fi nancial incentives. Despite 
lawsuits and regulatory infractions, we can assume that as a matter of corpo-
rate policy, Walmart has always been committed to obeying the law. In short, 
Walmart’s managers have sought to maximize stockholder profi t within the law. 

 How would “the market” evaluate this corporate strategy? Walmart 
seems to be exactly the type of socially responsible corporation envisioned by 
 Friedman’s model. Walmart’s return on investment over the last 35 years has 
been extraordinary. Assuming that the retail industry has been free and open, 
and assuming that Walmart has not engaged in fraud, deception, or illegal ac-
tivities, Walmart’s corporate strategy has, on the market view, attained several 
signifi cant ethical objectives. Perhaps most important, Walmart’s low prices 
have meant that more consumers have been able to purchase more of what they 
want. Society benefi ts when effi cient companies sell more products at lower 
prices. By pursuing the lowest possible labor and supply costs, Walmart is able 
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to hire more workers and buy more products for the same costs. This strategy 
provides an incentive to move the production of everything from janitorial ser-
vices to soap and electronics to their most effi cient supplier. Greater effi ciency 
means that more benefi cial consequences result from each spending decision. 
In turn, this effi ciency attracts more investors whose resources can then be used 
to increase business. Overall, society benefi ts from Walmart’s pursuit of profi t. 

 This justifi cation of the free market clearly is based on the utilitarian ethical 
principle that one should act so as to maximize the overall good. But besides 
utilitarianism, there is another ethical defense of the free market. Rather than 
appeal to the good consequences of the market, this approach appeals instead 
to the right of private property. 

 Again, Milton Friedman offers us a succinct statement of this principle: 

  In a free-enterprise, private property system a corporate executive is an employee 
of the owners of the business. He has direct responsibility to his employers. That 
responsibility is to conduct the business in accordance with their desires, which 
generally will be to make as much money as possible while conforming to the 
basic rules of society, both those embodied in law and those embodied in ethi-
cal custom. . . . The key point is that, in his capacity as a corporate executive, 
the manager is the agent of the individuals who own the corporation . . . and his 
primary responsibility is to them.  4    

 From this perspective, a business is understood as private property, and like 
any private property, the owners get to decide what to do with it. If Aaron 
Feuerstein, as the owner of Malden Mills, chose to use his property to benefi t 
the workers and community, fi ne. That is his free choice. But if the managers 
of Walmart chose to use their stockholders’ property to serve the interests of 
employees and the local community, they are acting irresponsibly. Pursuing 
any social objective other than the maximization of profi t is spending someone 
else’s money for your own purposes. According to defenders of the economic 
model, this is ethically equivalent to theft. 

 Accordingly, the economic model of corporate social responsibility directs 
business management to pursue maximum profi ts. This is the primary ethical 
responsibility of business management and is defended on both utilitarian and 
individual rights grounds. These same ethical considerations also direct gov-
ernment to adopt a laissez-faire approach to business. Business ought to be free 
from government regulation and control, allowing the market to function most 
effi ciently.   

  3.3 CRITICAL ASSESSMENT OF THE ECONOMIC MODEL: 
THE UTILITARIAN DEFENSE 

  The economic model of corporate social responsibility has been seriously chal-
lenged on a variety of grounds.  5   For our purposes, we can focus on the ethical 
challenges and examine, in turn, those challenges directed at the utilitarian de-
fense and then those directed at the private property defense. 
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 The utilitarian defense of the economic model returns us to the discussion 
of utilitarianism found in chapter 2. Utilitarian ethics can be thought of in terms 
of means and ends, of acts and consequences. Managers are assigned a certain 
role within a free market economy because, by fi lling this role, they contribute 
to the production of benefi cial consequences. Seen in this way, we can raise two 
general types of challenges: those that focus on the adequacy of free markets as 
means to the ends of maximally satisfying consumer demand, and those that 
focus on the appropriateness of these ends as legitimate ethical goals. More 
simply, is the free market an adequate means to our ends, and are the ends ethi-
cally appropriate? 

 Economists are familiar with a variety of situations in which the pursuit 
of profi t will not result in a net increase in consumer satisfaction. In fact, such 
situations are called  market failures  precisely because in these cases markets fail 
to do what they were designed to do. We can mention three general cases of 
market failures that are familiar examples from economics. 

 Externalities such as pollution and resource depletion are perhaps the best-
known examples of market failures. Externalities provide examples of effi ciently 
functioning markets failing to achieve optimal results. Common examples of 
externalities would be such things as air pollution, groundwater contamina-
tion and depletion, soil erosion, and nuclear waste disposal. The costs of such 
problems are borne by parties (e.g., people downwind, neighbors, future gen-
erations) who are not a part of the exchange between seller and buyer. Such 
parties are said to be external to the economic exchange. Since the “costs” of 
these problems are borne by external parties, the exchange price does not rep-
resent an equilibrium between true costs and benefi ts. Such external costs (or 
benefi ts) mean that market exchanges will not achieve the optimal distribution 
of costs and benefi ts that is represented by that equilibrium. In short, markets 
fail to achieve their intended result. If we wish to attain that optimal distribu-
tion, the market will need to be regulated and controlled so as to internalize 
these externalities. 

 A second example of market failure occurs in the case of public goods. There 
are many social goods—clean air, groundwater, ocean fi sheries, scenic views, 
friendly and supportive neighborhoods and communities, or safe streets for 
example—for which no pricing mechanisms exist. Without an economic price, 
no means are provided for markets to ensure that these goods get allocated to 
those who most value them. Thus, there is no guarantee that markets result in 
the optimal satisfaction of the public interest in regards to public goods. If we 
wish to preserve and protect such goods, something other than economic mar-
kets will be needed as our policy mechanism. 

 A third type of market failure occurs in situations in which individual 
pursuit of rational self-interest—the sort of behavior required by competitive 
markets—results in a worse outcome than what would have occurred had the 
parties’ behavior been coordinated, either through cooperation or regulation. 
So-called  prisoners’ dilemma  cases are examples of situations in which coopera-
tion has a more optimal outcome than competition.  6   But perhaps more common 
are situations in which individual rationality results in public harms. 
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 Important ethical and policy questions can be missed if we leave policy 
decisions solely to the outcome of individual decisions. This problem arises for 
many issues in business ethics, particularly for health risks involved in such 
things as exposure to workplace chemicals, consuming food treated with pes-
ticides or food additives, drinking water that contains nitrates and chemical 
residues, or pollution that results from the individual choices of numerous con-
sumers. As a particular example, consider the decision involved in choosing to 
drive a low-mileage sports utility vehicle. 

 Driving such vehicles increases the amount of airborne pollutants dis-
charged per mile driven. A 13-mpg SUV will discharge 134 tons of CO 

2
  over 

its 124,000 mile lifetime. A 36-mpg compact car will discharge 48 tons over the 
same distance. If I act as the rationally self-interested individual presupposed 
by free market economics, I would calculate the benefi ts of driving an SUV and 
weigh them against the increased costs and health risks that I face from pollu-
tion. Since the increased risks to me (or to any individual facing such a choice) 
of  my  driving an SUV rather than a compact are infi nitesimally small, my self-
interested choice to drive an SUV is reasonable according to market conceptions 
of individual rationality. 

 Consider these same facts not from an individual point of view but from 
the point of view of the population of, say, Los Angeles. Since, as our individual 
calculation indicated, it can be rational for any individual to choose an SUV, 
the individualistic approach implicit in market solutions would accept the Los 
Angeles pollution rate as a rational policy. The overall social result of such indi-
vidual calculations might be signifi cant increases in pollution and such pollution-
related diseases as asthma and allergies. There are a number of alternative poli-
cies (e.g., restricting SUV sales, increasing taxes on gasoline, treating SUVs as 
cars instead of light trucks in calculating corporate automobile fuel effi ciency 
standards) that could address pollution and pollution-related disease. However, 
these alternatives would only be considered if we examine this question from 
a social rather than an individualistic perspective. Because these are important 
ethical questions, and because they remain unasked from within market trans-
actions, we must conclude that markets are incomplete (at best) as a means to 
attaining the overall social good. In other words, what is good and rational for 
a collection of individuals is not necessarily what is good and rational for a 
society. Once again, if society wishes to address these concerns it will need to 
reply on public and not private (i.e., the market) decision-making mechanisms. 

 The upshot of these challenges is that economic markets are so complex 
that it is extremely unlikely that a single and simple directive such as maximize 
profi ts will produce the greater overall good in all cases and in every situa-
tion. As we have seen in chapter 2, utilitarianism is a very pragmatic theory. 
Ethical judgments about particular acts are always contingent upon what hap-
pens after the act. Utilitarians are committed to specifi c principles only when, 
and only to the degree that, they produce the desired results. Because we can 
never know the future in a complex and ever-changing world, utilitarians al-
ways remain ready to revise their principles in light of changing consequences. 
An unconditioned ethical directive, such as the one that the economic model of 
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corporate social responsibility demands of business management, is inappro-
priate for a utilitarian theory. A more precise formulation of a utilitarian-based 
market principle for management would be: Maximize profi t whenever doing 
so produces the greatest overall good for the greatest number of people. This 
principle, in turn, will require management to consider the impact that a deci-
sion will have in many ways other than merely fi nancial. 

 Of course, defenders of market solutions have ready responses to these 
challenges. Even free market defenders could support regulation that would 
require business to internalize externalities. Presumably they would support 
legislation to create shadow prices for unpriced social goods or for exempting 
such goods from the market, as when national parks and wilderness areas are 
set aside as public lands. The law is also the appropriate mechanism for ad-
dressing social goods that are unattainable through individual choice. In short, 
the law is the obvious remedy for social harms resulting from market failures. 
Once again, as Friedman says, as long as business obeys the law it meets its 
social responsibility by responding to consumer demand in the marketplace. 

 But there are good reasons for thinking that such ad hoc attempts to repair 
market failures are socially inadequate. First is what I call the  fi rst-generation 
problem.  Markets can work to prevent harm only through information supplied 
by the existence of market failures. Only when fi sh populations in the North 
Atlantic collapsed did we learn that free and open competition among the 
world’s fi shing industry for unowned public goods failed to prevent the deci-
mation of cod, swordfi sh, Atlantic salmon, and lobster populations. Only when 
workers died from exposure to such workplace pollutants as asbestos and coal 
dust, and only when consumers died from exploding fuel tanks and contami-
nated food products, did society learn about the dangers of these situations. 
That is, we learn about market failures and thereby prevent harms in the future 
only by sacrifi cing the fi rst generation as a means for gaining this information. 
When public policy involves irreplaceable public goods such as public health 
and safety, such a reactionary strategy is ill-advised. 

 But even if we allow government regulation to establish social standards 
for business, we are still faced with the ability of business to infl uence both 
government regulation and consumer demand. The economic model of corpo-
rate social responsibility limits business’s responsibility to obeying the law and 
responding to consumer demand. On this model, it is government’s respon-
sibility to prevent and compensate for market failures. Once market failures 
are adequately addressed, business need only obey the law and respond to the 
market. But this assumes that business cannot or does not inappropriately infl u-
ence the law. “Inappropriate” infl uence, on this model, is infl uence aimed not 
at optimizing the overall good (the goal, after all, of markets) but at protecting 
the interests of business. An obvious example is the automobile industry’s suc-
cessful lobbying effort to have SUVs treated as trucks rather than as passenger 
vehicles so that manufacturers can meet corporate automobile fuel effi ciency 
(CAFE) standards for passenger vehicles established by law. 

 But just as we must recognize the ability of business to infl uence gov-
ernment policy, we must also recognize its ability to infl uence consumers. To 
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conclude that business fulfi lls its social responsibility when it responds to the 
demands of consumers is to underestimate the role that business can play in 
shaping public opinion. (We will examine this issue in more depth in chapter 8.) 
Advertising is a $200 billion a year industry in the United States alone. It is 
surely disingenuous to claim that business passively responds to consumer de-
sires and that consumers are unaffected by the messages that business conveys. 
Assuming that business is not going to stop advertising its products or lobbying 
government, the market-based approach that is implicit within the economic 
model of corporate social responsibility is inadequate. 

 The second challenge to this utilitarian defense of the economic model 
claims that the ends attained even by an effi ciently functioning market are un-
satisfactory on ethical grounds. Throughout this chapter we have been referring 
to the ends or goals of the market variously as “maximize overall happiness,” 
“optimal satisfaction of consumer demand,” “greatest overall good,” “greatest 
good for the greatest number,” “maximally satisfying wants,” and “the satisfac-
tion of consumer preference.” Let us return to a discussion from chapter 2 and 
become more precise in analyzing the ends of an effi ciently functioning market. 

 Utilitarian ethics directs us to maximize happiness. How would a market 
serve this goal? At fi rst glance, it seems that people are happy whenever they get 
what they want and markets function to satisfy consumer wants. But, more pre-
cisely, markets only address those wants that get expressed within markets. We 
might better call such wants consumer demand or consumer preferences. Now, 
of course, what people demand as consumers and what makes them happy, are 
not always identical. Friendship, psychological health, and love are important 
elements of happy lives, but you can fi nd none of these sold on the open market. 
Drugs, pornography, and cigarettes are some things demanded by consumers 
that do not, in the ethical sense, make people happy. In fact, there is some evi-
dence, both anecdotal and social scientifi c, that suggests that people who get a 
lot of consumer goods are often not as happy as those with fewer such goods. 
Put another way, even if people received all the goods and services that they 
desired as consumers, there is no guarantee that they would be happy.  7   

 A defender of free markets might claim that even if consumer satisfaction 
does not tell the entire story of human happiness, it at least tells a part. Even if 
some good things cannot be bought, getting more rather than less of what can 
be bought still contributes to human happiness. 

 Let us step back here to recognize the signifi cance of this issue. Market 
economies, and many of the political institutions that surround them, assume 
(often uncritically) the value of economic productivity and economic growth. 
The language of economic growth is simply a shorthand way of saying that 
more people are getting more of what they want. Specifi cally, it would be sat-
isfying more of those wants that can be expressed in the marketplace. But is it 
true that getting more of what you seek in the market is good? Is it always ethi-
cally better to satisfy rather than frustrate consumer preferences? Is economic 
growth always good? 

 But surely the answer to this question is that economic growth itself is not 
always an ethically good thing. Economic growth measures only the quantity of 
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what consumers spend, it does not assess the quality of what they are purchas-
ing with that spending. From a strict market perspective, there is no difference 
between $10,000 spent on medical bills produced by an automobile accident and 
$10,000 spent on improved safety equipment that might have prevented the acci-
dent. Yet, ethically, there seems to be a major difference between the good accom-
plished by, and the reasons that lead to, these two different consumer choices. 

 Economic growth means only that consumers are getting more of what they 
want, as determined by what they spend in the marketplace. But some things 
that consumers want, such as nutritious food, education, health care, are good 
and worthwhile. Some of what people want is silly, vacuous, trivial; some is 
shameful or immoral. Some examples can help make this point. There is, unfor-
tunately, a market for buying and selling infants, but buying and selling infants 
is ethically wrong. There is a market for child pornography and child prostitu-
tion, but these are grievous moral wrongs. There are also economic markets 
for drugs, nuclear weapons, chemical weapons, and military secrets. In short, 
markets provide no substantive ethical basis for evaluating the ethical content 
or quality of consumer choice. Effi cient markets, which even in theory can ac-
complish nothing other than optimally satisfying consumer choice, offer no 
guarantee that an ethically worthy outcome has been achieved. 

 Of course, even Milton Friedman recognized that there are limits to the 
pursuit of profi ts. Management should pursue profi ts only “so long as it stays 
within the rules of the game, which is to say, engages in open and free competi-
tion, without deception or fraud,” and only “while conforming to the basic rules 
of society, both those embodied in law and those embodied in ethical custom.” 
These quotes are an admission that there are and should be ethical restrictions 
upon the pursuit of profi t. Defenders of the economic model, however, would 
argue that these restrictions are very minimal. How extensive the ethical restric-
tions are is, in effect, the question for the remainder of this book. But the philo-
sophical point should not be lost in this admission. The economic consequences 
of free market economics do not provide suffi cient justifi cation, in themselves, 
for the economic model of corporate social responsibility. 

 Thus, there are reasons to doubt the utilitarian rationale for the economic 
model. The well-established existence of various market failures shows that 
there is no guarantee that markets attain the utilitarian goals at which they 
aim. A close consideration of the consequences of even an effi ciently function-
ing market suggests that these consequences cannot provide a conclusive ethi-
cal rationale for the market and, therefore, for the managerial role that follows 
from it.   

  3.4 CRITICAL ASSESSMENT OF THE ECONOMIC MODEL: 
THE PRIVATE PROPERTY DEFENSE 

  The second ethical defense of the economic model appeals to the rights of pri-
vate owners rather than to the alleged benefi cial consequences of markets. On 
this view, managers have an overriding obligation to maximize profi ts because 
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that is what their employers, the owners of the corporation, want done with 
corporate resources. Any alternative constitutes an illegitimate restriction on 
the property rights of those owners. If a Walmart manager, for example, de-
cided to pay higher health care benefi ts to employees than was necessary to 
attract workers in the local labor market, they would be misallocating corporate 
funds. They would, in effect, be stealing from the owners of the business. 

 Again, let us return to some themes introduced in chapter 2 where we ex-
amined the nature of property rights within the context of a general examina-
tion of ethical theory. We can indicate two signifi cant challenges to this defense 
of the economic model. 

 First, we need to recognize that property rights are not absolute. Minimally, 
one’s right to use property is constrained by the rights of others. I cannot use 
my gun to shoot you, for an obvious example. Property rights are also restricted 
in much less dramatic ways. Zoning laws provide examples where property 
rights are restricted for the common good. In consideration of the interests of 
my neighbors, I cannot use my home as a business, for example, because the 
residential zoning in my neighborhood prohibits such commercial uses. I can-
not rent my home as a residence to more than four unrelated local college stu-
dents. I cannot use my backyard as storage for junk cars or for other trash. 
Because of a covenant entered into by the original residents of my neighbor-
hood, I cannot even replace the natural wood siding on my house with vinyl or 
steel siding. There seems widespread acceptance of such limitations on private 
property throughout liberal democratic societies. 

 Of course, defenders of the economic model could acknowledge that such 
limitations exist, but argue that they are wrong. But, defenders would need to 
argue that the use of private property in pursuit of profi ts will always override 
other competing goods and other rights if they are to successfully defend the 
principle that business managers ought always pursue profi ts for stockholders. 
Again, given the qualifi cations he mentions, it seems even Milton Friedman 
does not wish to make this extreme claim. Even Friedman restricts property 
rights when they confl ict with the basic rules of society as embodied in “law 
and ethical custom.” 

 The second challenge questions the understanding of stockholders implied 
by this defense. We need to recognize that, historically, corporate property rights 
differ from personal property. Stockholder rights and responsibilities were legal 
creations with particular social goals in mind. Stockholders are granted limited 
legal liability for the acts of their corporate property. This protects stockholders 
from losing their personal property in judgments against their corporation. In 
return for this protection, society gained a benefi cial economic tool: an effi cient 
means for raising large amounts of capital to fi nance major economic activities. 
This suggests that corporate ownership may not include all of the rights and 
privileges that are included with ownership of personal property. Specifi cally, 
the connection between ownership and control that exists for personal property 
does not legally exist for corporate property. 

 This challenge can be understood by distinguishing between  owners  and 
 investors.  In some corporations, a few individuals privately own the stock. 
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Malden Mills, for example, was owned by Aaron Feuerstein and his fam-
ily. But stock ownership in publicly traded corporations, such as Enron and 
Walmart, might be divided among millions of shares of stock. Stockholders 
in these corporations are better understood as investors rather than owners. 
Investors buy their stocks, as Friedman suggests, with the hope of maximiz-
ing the return on their investment. But from the perspective of management, 
investors are less owners than they are customers. A corporation needs the 
capital supplied by investors, just as it needs the labor supplied by employ-
ees, material provided by suppliers, advice and resources supplied by fi -
nancial institutions, accountants, and lawyers, and the market supplied by 
consumers. Market pressures require management to provide a high enough 
return on investment so that investors will keep their capital in the compa-
ny’s stock. Likewise, market pressure requires management to pay a high 
enough salary and benefi t package to keep qualifi ed employees with the fi rm. 
Just as there is a labor market, there is a capital market. Investors are owed 
a competitive rate of return on their investment and employees are owed a 
competitive wage and benefi t package. If investors disagree with managerial 
decisions, they are free to move their capital elsewhere. If employees disagree 
with managerial decisions, they also are free to take their labor elsewhere. If 
enough do either, managers will be directed by market forces to adjust their 
policies accordingly. 

 This is not to say that management can do just anything they want with 
corporate resources. We shall examine the ethical limits to managerial prerog-
ative throughout this book. But these ethical limits come not only from the 
interests of stockholders; they can come from the interests of employees, con-
sumers, and society at large, or so critics of the economic model claim. The 
economic model of corporate social responsibility treats stockholder interests 
as overriding all else. 

 A fi nal theme in Friedman’s essay that deserves consideration is the sug-
gestion that obeying the law is the only legitimate constraint on the pursuit of 
profi t. This philosophical conclusion is refl ected in the practice of many corpo-
rations that have established ethics programs and ethics offi cers. Much good 
work gets done by ethics offi cers, but it is fair to say that much of their work 
focuses on issues of legal compliance. That is, in practice, much of corporate 
ethics is identifi ed with obedience to the law. But, as was described in chapter 1, 
compliance with the law is not enough to ensure ethical behavior. 

 On a practical level, telling business that its ethical responsibilities end with 
obedience to the law is just inviting more and more legal regulation. It was 
the failure of personal ethics among such companies as Enron and World-Com, 
after all, that led to the creation of the Sarbanes-Oxley Act and many other legal 
reforms. If business restricts its ethical responsibilities to obedience to the law, 
it should not be surprised to fi nd a new wave of government regulations that 
require what were formerly voluntary actions. 

 More importantly, the perspective that compliance is suffi cient for ethical 
responsibility relies on a misleading understanding of law. This perspective 
suggests that laws are clear-cut, unambiguous rules that can be easily applied. 
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As chapter 1 argued, this rule model of law is very common, but not very ac-
curate. If the law was clear and unambiguous, there wouldn’t be much of a role 
for lawyers and courts. 

 It is worth remembering several points made in chapter 1. Many of the 
people involved in the wave of recent corporate scandals were lawyers. In the 
Enron case, for example, corporate attorneys and accountants were encouraged 
to “push the envelope” of what was legal. Especially in civil law where much is 
established by past precedent, there is always room for ambiguity in applying 
the law. After all, every new case is different in some way from the past. Further, 
in civil law there is a real sense in which one has not done anything illegal un-
less and until a court decides that one has, and this means that if no one fi les a 
lawsuit to challenge some action, it was legal. 

 If a corporate manager is told, as Friedman suggests, that she has a social 
responsibility to maximize profi ts within the law, then responsible managers 
will go to their corporate attorneys and accountants to ask what the law allows. 
A competent attorney or accountant will advise on how far one can reasonably 
go before they would do something that is obviously illegal. In this situation, it 
would seem a manager has a responsibility to “push the envelope” of legality in 
pursuit of profi ts. In Friedman’s view, whatever is not obviously illegal is the so-
cially responsible action. Most of the corporate scandals in recent years involved 
attorneys and accountants advising their clients that what they were doing could 
be defended in court. The off-book partnerships that were at the heart of the col-
lapse of Enron and Arthur Andersen were designed with the advice of attorneys 
who thought that, if challenged, they had at least a reasonable chance of winning 
in court. At this point, the decision to “push the envelope” becomes more a mat-
ter of risk assessment and cost-benefi t analysis than a matter of ethics. On this 
model, there is a strong incentive to assess the likelihood of being challenged 
in court, the likelihood of losing the case, the likelihood of settling for fi nancial 
damages and comparing those costs against the fi nancial benefi ts of taking the 
action. 

 Because the law is ambiguous, because in many cases it simply is not clear 
what the law requires, business managers will often face decisions that will 
rely on their ethical judgments. To suggest otherwise is simply to hold a false 
picture of corporate reality. Thus, the fundamental ethical questions will con-
front even the business person who is committed to obeying the law. What 
should I do? How should I live?   

3.5 THE PHILANTHROPIC MODEL OF CORPORATE 
SOCIAL RESPONSIBILITY

Let us conclude this discussion of the economic model by considering a varia-
tion that is very common among both small and large business. Philanthropic 
corporate social responsibility holds that, like individuals, business is al-
ways free to contribute to social causes as a matter of philanthropy. From this 
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perspective, business has no strict obligation to contribute to social causes, but 
it can be a good thing when they do so. Just as individuals have no ethical obli-
gation to contribute to charity or to do volunteer work in their community, and 
society has no right to demand this from individuals, business has no ethical 
obligations to serve wider social goods. But just as charity is a good thing and 
something that we all want to encourage, business should be encouraged to 
contribute to society in ways that go beyond the narrow obligations of law and 
economics. This approach is especially common in small, locally owned busi-
nesses where the owners also often play a prominent leadership role within 
their local community. 

Within the philanthropy version are occasions in which charity work is 
done because it brings the fi rm good public relations, provides a helpful tax de-
duction, and builds goodwill and a good reputation within a community. Many 
corporate sponsorships in the arts and contributions to community events have 
this effect for a business. Peruse the program at a local art gallery, museum, the-
ater, or school event and you will likely see a list of local businesses as donors 
or sponsors who have contributed to the event. In these cases, business does a 
good thing and receives some benefi t in return. But there are also cases in which 
business contributes to social causes without seeking any reputational benefi ts. 
Many fi rms contribute to charity anonymously, for example. Many support 
causes that have little or no business or fi nancial payoff as a matter of giving 
back to one’s community. In such cases, corporate support for social causes is 
not done for potential business benefi ts, but because the business manager or 
owner decides it simply is a good and right thing to do.

Situations where business supports a social cause in the hopes of getting 
some business benefi ts in return are not much different from the narrow eco-
nomic view of corporate social responsibility. In these situations, a business 
manager exercises managerial discretion in judging that the social contribution 
will have economic benefi ts. In these cases, the social contribution is as much 
an investment as it is a contribution. Even defenders of the economic model of 
corporate social responsibility can support social responsibility in this sense. 
Thus, we can think of the philanthropic version done for reputational reasons 
as closest to the economic model of business’s social responsibilities.

The philanthropic approach in which business support for a social cause 
is done simply because it is the right thing to do, differs from the reputational 
version only in terms of the underlying motivation. To some, this seems a 
trivial difference. In one case, the social good is done as a means to economic 
ends; in the other, it is done as an end in itself. Yet, this different motivation is, 
in the opinion of others, precisely what makes one case ethically responsible 
and the other not. From the perspective of the economic view of corporate 
social responsibility, only philanthropy done for reputational reasons and fi -
nancial ends is ethically responsible. Because business managers are the agents 
of owners, they have no right to use corporate resources except to earn owners 
greater returns on their investment. From the perspective of others, philan-
thropy done for fi nancial reasons is not fully ethical and not truly an act of 
social responsibility. 
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  3.6 MODIFIED VERSION OF THE ECONOMIC MODEL: 
THE MORAL MINIMUM 

  In theory, the economic model remains an attractive ideal. It is an elegant theory 
that appeals to such important ethical norms as utilitarianism, freedom, and 
private property. It carries strong rhetorical force by its connection to the free 
enterprise system, free markets, and capitalism. But the fact of the matter is that 
even its staunchest defenders acknowledge its limitations. The imperative to 
maximize profi ts is always conditioned by such phrases as “within the law,” 
“without deception or fraud,” “while conforming to the basic rules of society, 
both those embodied in law and those embodied in ethical custom.” These re-
strictions simply acknowledge the legitimacy of placing ethical limitations be-
yond merely obeying the law on the pursuit of profi t. In many ways, the only 
debate remaining is the debate over where those limits are to be set. 

 It was perhaps considerations such as this that, in 1991, led philosopher 
Norman Bowie to claim that “something of a consensus has emerged in the past 
10 years regarding the social responsibility of business.” Bowie labels this con-
sensus the  neoclassical  model of corporate social responsibility. On this model, 
the pursuit of profi t is constrained by an obligation to obey a moral minimum. 
Business managers must fi rst meet certain moral obligations which, once met, 
open the door to the pursuit of profi t.  8   

 To explain this notion of a moral minimum, Bowie appeals to a framework 
for distinguishing duties that is fairly standard in some traditional ethical theo-
ries. In fact, Bowie identifi es his approach as a Kantian theory of business ethics. 
In simple terms, this framework distinguishes between ethical imperatives to 
cause no harm, to prevent harm, and to do good. People have a strong ethi-
cal duty to cause no harm, and only a  prima facie  duty to prevent harm or to 
do good. Doing good is something that people should be encouraged to do 
and praised for doing. But it is not something that people are ethically obli-
gated to do, since such an obligation would impose unreasonable burdens and 
limitations on people. The obligation to cause no harm, on Bowie’s view, over-
rides other ethical considerations. The pursuit of profi t legitimately can be con-
strained by this ethical duty. On the other hand, Bowie accepts the economic  
model’s view that managers are the agents of stockholder-owners and thus they 
have a duty (derived from the contract between them) to further the interests of 
stockholders. Thus, while it is ethically good for managers to prevent harm or 
to do some good, their duty to stockholders overrides these concerns. As long 
as managers comply with the moral minimum and cause no harm, they have 
a responsibility to maximize profi ts. In this way, the neoclassical model is a re-
vised version of the economic model of corporate social responsibility. 

 While the distinction among causing harm, preventing harm, and doing 
good might be clear initially, distinguishing among these cases on a consistent 
basis presents a major challenge. The difference between causing and prevent-
ing harms may not be as signifi cant ethically as one might think. Distinguishing 
between harm and good, also, is not always clear and easy. How signifi cantly 
the neoclassical model differs from the economic model is a function of how 
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one interprets these distinctions. If we interpret the imperative to “cause no 
harm” narrowly, the range of duties faced by management under the neoclassi-
cal model is not much different from the economic model. If we do not make a 
hard and fast distinction between causing and preventing, and between harm 
and good, then the range of managerial duties increases and the differences be-
tween these two models changes accordingly. Let us consider an example from 
liability law to investigate this issue further. 

 The distinction between causing harm and failing to prevent it from 
occurring has been a major question for courts to untangle when they have 
considered liability claims against businesses.  Palsgraf v. Long Island Railroad  is 
a classic legal case that examines this issue in detail. Mrs. Palsgraf was standing 
on a train platform waiting for the arrival of her train as an earlier train began 
to leave the station. As that train pulled away, a late arriving passenger ran 
to jump aboard and was helped by the train conductors. This passenger was 
bumped and as a result dropped a package under the train. Unbeknownst to 
the conductors, the package contained fi reworks that exploded when crushed 
by the train. The explosion set off a chain reaction that led, eventually, to an 
injury to Mrs. Palsgraf. In deciding if the railroad should be held liable for her 
injuries, the court addressed the question of causality. Did the action of railroad 
employees  cause  Mrs. Palsgraf’s injuries? 

 An initially plausible account of causality holds that the cause of some harm 
is that, without which, the harm would not have occurred. The cause is the  sine 
qua non  (that without which) of the harm. But understood in this way, there are 
an indefi nite number of causes: the late-arriving passenger, the fi reworks, the 
train wheels, the conductor’s actions, the scale location, Mrs. Palsgraf’s decision 
to take the train, etc. Interestingly, even things that did not occur can be under-
stood as the cause of her injury. The railroad failed to prevent late-arriving 
passengers from running to catch moving trains, they failed to keep people 
away from moving trains, they failed to close the train doors before leaving the 
station or block access to the platform, they failed to prohibit explosives from 
being carried on board, etc. 

 The point is that the distinction between acts that cause and acts that pre-
vent harm may depend more on our descriptions of the act than on any intrinsic 
character of the act itself. (This same question is central to debates concerning 
euthanasia: Is the decision to remove a mechanical respirator actively causing 
the patient’s death or is it merely passively allowing the patient to die by failing 
to take steps to prevent the death?) 

 A similar challenge can be raised to the distinction between doing good 
and preventing harm. Consider the case of an automobile manufacturer that 
invests in a hybrid-electric or fuel cell-powered vehicle. Is this decision an ethi-
cal “good” that is praiseworthy but not required, or is it an ethically required 
obligation not to harm others through pollution and resource depletion? 

 The point of these examples is not to suggest that there is no distinction 
between harms and good or between causing harms and not causing harms. 
Rather, as a theory of corporate social responsibility, the modifi ed version of the 
economic model cannot escape confronting the specifi c limits of corporate social 
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responsibility head-on. The modifi ed theory would need to offer a reasoned ex-
planation for why any particular case is a matter of causing harm, and therefore 
is something ethically prohibited, or of doing good, and therefore something 
more akin to charity. Upon refl ection, this suggests that we must abandon an in-
principle determination of the extent of corporate social responsibility and de-
cide this on a case-by-case basis. The implication of this is that for every case in 
which stockholder interests appears to confl ict with the interests of employees, 
consumers, suppliers, or society, business management must carefully analyze 
the situation to determine its ethical responsibility. 

 The signifi cance of the moral minimum approach lies in its recognition 
that compliance with the law is insuffi cient for being an ethically responsible 
business. An adequate theory of corporate social responsibility must extend 
beyond the law to acknowledge ethical duties. Business managers and execu-
tives must understand that hiring a compliance offi cer is only a fi rst step in 
the process of integrating ethics into a business. However, in recognizing that 
ethical duties do bind business managers and create a constraint on the pursuit 
of profi t, the moral minimum approach has opened the door to a broader un-
derstanding of ethical responsibilities. We turn now to the stakeholder theory 
of corporate social responsibility, an approach that carries the moral minimum 
to its logical conclusion.   

  3.7 THE STAKEHOLDER MODEL OF CORPORATE 
SOCIAL RESPONSIBILITY 

  The stakeholder model of corporate social responsibility begins with the in-
sight that every business decision affects a wide variety of people, benefi ting 
some and imposing costs on others. As we have seen in such cases as Enron 
and Walmart, decisions made by business managers produce far-ranging conse-
quences throughout society. Indeed, as economists have long recognized, every 
business decision involves the imposition of costs in the sense that every deci-
sion forgoes other opportunities. Any theory of corporate social responsibility 
that claims an ethical basis must defend its answers to the question: Who should 
benefi t, and who should pay the costs, for each business decision? Both the eco-
nomic model and the moral minimum give stockholders a privileged position 
in the answer to this question. Once minimal legal and/or moral constraints are 
met, stockholders ought to be the primary benefi ciaries of business decisions. 

 The stakeholder theory rejects this privileged position for stockholders. Stock-
holders do have an ethical claim upon managerial decisions and this claim does 
establish a duty towards them. But, like all other constituencies who also have 
a stake in the decisions of business managers, the ethical claims of stockholders 
must be balanced against any comparable ethical claims of anyone else affected 
by managerial decisions. The logic of these previous theories acknowledges that 
managerial decisions should be constrained by ethically legitimate claims of 
others. The stakeholder theory accepts this logic, but rejects the conclusion that 
only stockholders have ethically legitimate claims upon managers. Logic would 
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require that if the ethical claims of other parties are comparable to those advanced 
by stockholders, then managers have a duty to these other parties. The stake-
holder theory argues that many such ethically legitimate claims do exist. 

Stakeholder theory shifts from viewing stockholders as owners to viewing 
them as investors, or fi nanciers. Investors provide a necessary ingredient for 
corporate success—capital—but this is no more necessary than labor, supplies, 
a social infrastructure, or a market. The manager’s role is to balance these of-
tentimes competing interests in such a way that the fi rm continues to provide 
value for all these stakeholders. Stakeholder theorist Ed Freeman makes this 
point succinctly:

The basic idea is that businesses, and the executives who manage them, actually 
do and should create value for customers, suppliers, employees, communities, 
and fi nanciers (or shareholders) . . . the primary responsibility of the executive 
is to create as much value for stakeholders as possible, and that no stakeholder 
interest is viable in isolation of the other stakeholders.9

 Let us return to the Walmart case with which we opened this chapter. The 
economic model of corporate social responsibility would direct Walmart execu-
tives and managers to make decisions (as allowed by law) that benefi t stockhold-
ers at the expense of employees, suppliers, customers, and local communities. 
The ethical rationale for this is the beliefs that such an approach has more benefi -
cial overall social consequences and that as owners the stockholders have a right 
to such benefi ts. However, as previous sections of this chapter have argued, nei-
ther of these rationales is persuasive. Thus, we are left with the more basic ethi-
cal assumption that the interests of every party affected by a decision deserve 
equal consideration in that decision. From the stakeholder perspective, when we 
consider the interests of other parties, we recognize a broad range of managerial 
responsibilities. Stakeholder theory would argue that Walmart’s executives have 
ethical responsibilities to employees, suppliers, customers, and local communi-
ties that are ethically equal to their responsibilities to shareholders. 

 William Evan and R. Edward Freeman have offered a defense of the stake-
holder model in their essay “A Stakeholder Theory of the Modern Corporation: 
Kantian Capitalism.” Evan and Freeman describe both a narrow and a wider 
understanding of the concept of a stakeholder. In a narrow sense, a stakeholder 
includes “any group who are vital to the survival and success of the corpora-
tion.” More widely, a stakeholder could be “any group or individual who can 
affect or be affected by the corporation.”  10   While they focus on the narrow con-
ception in their own writing, we can keep both interpretations in mind as we 
examine this view. 

 Evan and Freeman argue that the economic model fails as both an accurate 
descriptive and as a reasonable normative account of business management. As 
a descriptive account of business, the economic model ignores over a century 
of legal precedent arising from both case law and legislative enactments. While 
it might have been true over a century ago that management had an overriding 
obligation to stockholders, the law now recognizes a wide range of  managerial 
obligations to such stakeholders as consumers, employees, competitors, the 
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environment, and the disabled. Thus, as a matter of law, it is simply false to 
claim that management can ignore duties to everyone but stockholders. 

 We also need to recognize that these legal precedents did not simply fall 
from the sky. It is the considered judgment of the most fundamental institutions 
of a democratic society, the courts and legislatures, that corporate management 
must limit their fi duciary duty to stockholders in the name of the rights and 
interests of various constituencies affected by corporate decisions. 

 Economic considerations also diminish the plausibility of the economic 
model. The wide variety of market failures well-established in economics show 
that, even when managers pursue profi ts, there are no guarantees that they will 
serve the interests of either stockholders or the public. When markets fail to at-
tain their goals, society has no reason to sanction the primacy of the fi duciary 
obligation to stockholders. 

 But perhaps the most important argument in favor of the stakeholder 
theory rests in ethical considerations. As we have seen, the economic model 
appeals to two fundamental ethical norms for its justifi cation: utilitarian con-
siderations of social well-being and individual rights. On each of these norma-
tive accounts, however, due consideration must be given to all affected parties. 
Essential to any utilitarian theory is the commitment to balance the interests of 
all concerned and to give to each equal consideration. The stakeholder theory 
simply acknowledges this fact by requiring management to balance the ethical 
interests of all affected parties. Sometimes, as the economic model would hold, 
that balancing will require management to maximize stockholder interests. 
But sometimes not. Utilitarianism requires management to consider the con-
sequences of its decisions for the well-being of all affected groups. Stakeholder 
theory requires the same. 

 Likewise, any theory of moral rights is committed to equal rights for all. In 
its Kantian formulation, this ethical theory argues that the overriding moral im-
perative is to treat all people as ends and never as means only. Corporate man-
agers who fail to give due consideration to the rights of employees and other 
concerned groups in the pursuit of profi t are treating these groups as means to 
the ends of stockholders. This, in the Kantian tradition, is unjust. (Of course, 
ignoring the interests of stockholders is equally unjust.) 

 Thus, the stakeholder theory argues that on the very same grounds that are 
used to justify the economic model, a wider stakeholder theory of corporate 
social responsibility is proven ethically superior. Evan and Freeman argue that 
“the stakeholder theory does not give primacy to one stakeholder group over 
another, though there will be times when one group will benefi t at the expense 
of others. In general, however, management must keep the relationships among 
stakeholders in balance.”  11   

 Two general types of challenges can be raised against the stakeholder the-
ory. The fi rst engage the debate on substantive grounds and argue for the pri-
macy of stockholders’ interests. The second argue that the stakeholder theory is 
so general and vague that it can offer little practical guidance to management. 

 To defeat the stakeholder theory on substantive grounds the defender of 
the economic model must argue that the responsibilities to stockholders always 
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override the ethical responsibilities to other affected parties. On utilitarian 
grounds, this argument must claim that the net social consequences of profi t 
maximization will always outweigh the net social consequences of decisions 
that constrain profi t by consideration of the interests of others. On libertarian/
property rights grounds, this argument would have to establish the primacy of 
property over other individual rights. As we have seen, either argument faces 
signifi cant philosophical challenges. 

 Practical challenges to the stakeholder theory are of two types: problems 
with identifying stakeholders and their interests, and problems deciding what 
course of action follows from the imperative to balance stakeholder interests. If 
we interpret the meaning of stakeholder widely as any affected party, we seem 
to place managers under an impossible burden of determining who might be af-
fected by every decision. The narrow interpretation seems to offer a more prac-
tical option, but it might do so at the cost of ignoring ethically relevant parties. 
Even if we could identify all relevant parties and their affected interests, the 
stakeholder theory seems to offer little in the way of practical advice to manag-
ers. How, exactly, should a manager go about balancing the diverse and compet-
ing claims of all affected parties? The inability of stakeholder theory to answer 
this question is, in the views of some critics, a telling defect of the theory. 

 Nonetheless, perhaps these critics are asking too much of the stakeholder 
theory. It is tempting to think that a normative theory of managerial responsi-
bility should provide specifi c practical guidance. Such a theory should make a 
difference in how corporations are managed. But we shouldn’t make the mis-
take of concluding that the practical guidance offered by such a theory needs to 
provide univocal and specifi c advice in every potential situation. 

 Compare the two general normative principles that derive from the economic 
and stakeholder theories of corporate social responsibility. The economic model 
mandates that managers should maximize profi ts while the stakeholder theory 
requires managers to balance the competing claims of stakeholders. Which offers 
the more practical and specifi c advice? Even the economic model leaves business 
managers with signifi cant latitude in making decisions. The imperative to maxi-
mize profi ts offers a general guideline, but it does not offer exact practical guidance. 
After all, managerial authority is justifi ed within this theory by appeal to the ex-
pertise that managers bring to their fi duciary relationship with stockholders. This 
expert role for managers only makes sense when we assume signifi cant discretion 
for managerial decision making. In all but the simplest business decisions—that is, 
for any decision that relies on the expert judgment of managers—it is unlikely that 
we could ever know in advance which course would, in fact, maximize profi ts. 
To prove, after the fact, that any particular decision did maximize profi ts would 
require that we prove a counterfactual:  If  the manager had made an alternative 
decision, then profi ts  would have been  lower. Except, again, in the simplest cases, 
it is diffi cult to know how this could be established. In practice, managerial effec-
tiveness at profi t maximization is measured by one thing: Do stockholders choose 
to keep their money invested in this fi rm? 

 Similar conclusions must be reached about the practical guidance of-
fered by the stakeholder theory. It is diffi cult, if not impossible, to determine 
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in advance what particular decision would appropriately balance stakeholder 
interests. It may well be that the best way to measure this is by asking a simi-
lar question: Do the various stakeholders choose to continue their relationship 
with management? Disgruntled employees, disaffected customers, and falling 
stock prices are good evidence that management is failing to balance stake-
holder interests. Likewise, as demonstrated by countless successful corpora-
tions, there is good evidence that management can appropriately balance these 
competing interests. 

 Of course, this response has not refuted the criticism that the stakeholder 
theory is ineffective in its ability to guide managerial decision making. But it 
does suggest that the stakeholder theory is not peculiar in this respect. Like 
the economic model, it offers practical advice by ruling out some alternatives 
and, like the economic model, it can be tested in the marketplace. Perhaps it is 
practical enough.   

3.8 STRATEGIC MODEL OF CORPORATE SOCIAL 
RESPONSIBILITY: SUSTAINABILITY

The fi nal model of corporate social responsibility that we will consider con-
ceives of social responsibility as part of the very mission, or strategic vision, 
of the fi rm. Social responsibility in these cases is woven into the fabric of the 
fi rm—the distinction between “social ends” and private ends breaks down, so 
that one serves the ends of shareholders by serving social ends—quite the op-
posite of the economic model, which held that one serves social ends by serving 
the fi nancial ends of shareholders.

We can distinguish between two types of organizations that would fall 
under this category: We are all familiar with many not-for-profi t organizations 
whose mission is to serve social ends. Charities, NGOs, educational, medical, 
and health care institutions would fall under this category. But there is a grow-
ing recognition that some for-profi t organizations also have social goals as a 
central part of the strategic mission of the organization. In two areas in particu-
lar, social entrepreneurship and sustainability, we fi nd for-profi t fi rms that do 
not assume a tension between profi t and social responsibility. Rather than “not 
for profi t” such fi rms are characterized as “more than profi t.”

Most discussions about corporate social responsibility are framed in terms 
of a debate: Business should, or should not, be expected to sacrifi ce profi ts for 
social ends. Much of the corporate social responsibility literature assumes a 
tension between the pursuit of profi t and social responsibility. But, of course, 
there have always been organizations that turn this tension around, organiza-
tions that pursue social ends as the very core of their mission. Nonprofi ts, such 
as hospitals, NGOs, foundations, professional organizations, schools, colleges, 
and government agencies, have social goals at the center of their operations. 
The knowledge and skills taught in business schools, from management and 
marketing to human resources and accounting, are just as relevant in  nonprofi ts 
as they are in for-profi t organizations. For this reason alone, students in these 
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various subdisciplines of a business school curriculum should be familiar with 
nonprofi t business models.

But there is a growing recognition that some for-profi t organizations also 
have social goals as a central part of the strategic mission of the organization. 
In the areas of social entrepreneurship and sustainability, we fi nd for-profi t 
fi rms that do not assume a tension between profi t and social responsibil-
ity. The Grameen Bank of Bangladesh, founded by Nobel Peace Prize winner 
Mohammad Yunas, is one example of the growing movement of social entre-
preneurship. Grameen bank pioneered the practice of microlending to poor 
people. Firms that make environmental sustainability central to their mission, 
such as Interface Corporation that will be discussed in chapter 10, is an example 
of the second.

Because these fi rms fully integrate social goals into the core strategy of their 
business model, we can refer to this as the strategic model of corporate social 
responsibility. At fi rst glance, fi rms that adopt the strategic model raise no par-
ticular ethical issues. Even defenders of the economic model of corporate social 
responsibility such as Milton Friedman, would agree that owners of a fi rm are 
free to make the pursuit of social goals a part of their business model. They 
would just disagree that these social goals should be part of every business’s 
mission. 

It certainly would be too much to expect every business to adopt the prin-
ciples of social entrepreneurs and devote all their activities to service of social 
goals. At best, social entrepreneurs demonstrate that profi t is not incompatible 
with doing good, and that one can do good profi tably. But there are some who 
would argue that the ethical responsibilities associated with sustainability are 
relevant to every business concern. In some ways, sustainability offers a model 
of corporate social responsibility which suggests that ethical goals should be 
at the heart of every corporate mission. There are reasons to think that sustain-
ability promises to be a concept of growing importance with discussions of cor-
porate social responsibility.

Sustainability will be discussed in greater detail in chapter 10, but as a topic 
within corporate social responsibility, sustainability holds that a fi rm’s fi nan-
cial goals must be balanced against, and perhaps even overridden by, environ-
mental considerations. Defenders of this approach point out that all economic 
activity exists within a biosphere that supports all life. They argue that the pres-
ent model of economics, and especially the macroeconomic goal of economic 
growth, is already running up against the limits of the biosphere’s capacity 
to sustain life. Fundamental human needs for such goods as clean air, water, 
nutritious food, and a moderate climate are threatened by the present dominant 
model of economic activity.

From this perspective, the success of a business must be judged not only 
against the fi nancial bottom line of profi tability, but also against the ecological 
and social bottom lines of sustainability. A business or industry that is fi nan-
cially profi table, but that uses resources (for example, fossil fuels) at unsus-
tainable rates and that creates wastes (for example, carbon dioxide) at rates 
that exceed the earth’s capacity to absorb them, is a business or industry that 
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is failing its fundamental social responsibility. Importantly, a fi rm that is envi-
ronmentally unsustainable is also a fi rm that is, in the long term, fi nancially 
unsustainable.

The sustainability version of corporate social responsibility argues that 
the long-term fi nancial well-being of every fi rm is directly tied to questions of 
how that fi rm both affects and is affected by the natural environment. As the 
North Atlantic fi shing industry learned the hard way, a business model that ig-
nores the biophysical and ecological context of its activities, is a business model 
doomed to failure. But, more important, corporations now see sustainability as 
increasingly signifi cant to all aspects of the fi rm, from suppliers to operations to 
customers. Walmart’s recent initiatives to create a sustainability index is repre-
sentative of this growing move toward sustainability. 

The increasing infl uence of this sustainability model can also be seen in 
the popularity of replacing corporate annual fi nancial reports with corporate 
sustainability reports. Traditional annual reports have a long history. Various 
laws and regulations require corporations to fi le an annual report that provides 
a comprehensive accounting of a business’s activities in the preceding year. 
The report is intended to provide shareholders and the public with information 
about the fi nancial performance of the company in which they have invested. 
While a variety of information is contained in an annual report, they have his-
torically been primarily fi nancial reports and will typically include an auditor’s 
report and summary of revenues and expenses.

Within the last decade, thousands of companies have supplemented this 
fi nancial annual report with a corporate sustainability report, which provides 
an overview of the fi rm’s performance on environmental and social issues. In 
some cases, sustainability reports are completely replacing fi nancial reporting 
by integrating assessment of fi nancial, environmental, and social performance 
into one comprehensive report. 

According to the Global Reporting Initiative, a nonprofi t organization 
that was instrumental in creating a widely accepted sustainability reporting 
framework, 

Sustainability reporting is a process for publicly disclosing an organization’s 
economic, environmental, and social performance. Many organizations fi nd 
that fi nancial reporting alone no longer satisfi es the needs of shareholders, cus-
tomers, communities, and other stakeholders for information about overall or-
ganizational performance. The term “sustainability reporting” is synonymous 
with citizenship reporting, social reporting, triple-bottom line reporting and 
other terms that encompass the economic, environmental, and social aspects of 
an organization’s performance.12

  3.9 SUMMARY AND REVIEW 

  This chapter has introduced some of the basic theories for understanding the 
ethical responsibilities of business. These theories provide normative models for 
understanding how business should operate. Since they are normative models, 
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they should not be judged solely by how accurately they describe  contemporary 
business. Nonetheless, there is much evidence that contemporary business has 
moved in the direction of a more explicit incorporation of ethical concerns into 
its daily operation. 

 One can think of these competing models of corporate social responsibil-
ity along a continuum of expanding ethical constraints upon the general goal 
of increasing profi ts by responding to consumer demand. At one extreme we 
fi nd the very narrow view of corporate social responsibility associated with 
Milton Friedman and neoclassical economics. Business’s social responsibility 
is to maximize profi t by meeting consumer demand. The only constraint upon 
the pursuit of profi t is obedience to the law. At its most libertarian extreme, of 
course, this view would also argue that the only appropriate laws are those that 
protect property and prohibit fraud and coercion. 

 Theories of corporate social responsibility become more moderate by 
expanding the range of constraints upon the pursuit of profi t. Thus Norman 
Bowie, for example, argues on Kantian grounds that beyond obedience to the 
law business has an ethical duty to cause no harm. At its most extreme, the only 
harms recognized as ethically legitimate would be those that violate the rights 
of other people, but a broader understanding of harms would lead to a broader 
conception of business responsibility. Stakeholder theories essentially develop 
this notion by identifying ethically legitimate stakeholders other than investors 
and by articulating the specifi c duties that are owed to them. 

 We can thus characterize these theories as variations on the theme of balanc-
ing utilitarian and deontological ethics. The pursuit of profi t is the mechanism 
by which business is thought to serve the utilitarian goal of satisfying consumer 
demand and thereby maximizing the overall good. But this utilitarian goal is 
itself to be constrained by the duties that one has to persons affected by these 
activities. Depending on the theory of rights and duties which one adopts, those 
constraints range from the minimal duty of obeying the law, to more extensive 
accounts of duties associated with the stakeholder theory. 

 As a fi nal refl ection, we might consider the implications that the stake-
holder model has for our understanding the nature and purpose of business. 
When stockholders are given a privileged position in management’s ethical re-
sponsibilities, it is common to conceptualize business on the model of private 
property being managed for the sake of its owners. But, when the interests of 
stockholders are given equal ethical standing with the interests of all other con-
stituencies affected by managerial decisions, the model of business as private 
property is less compelling. If managers have the responsibility to balance the 
ethical interest of all stakeholders, then we can begin to understand the fi rm as 
an independent entity. 

 The claim, refl ected so clearly in Milton Friedman, that the purpose of a 
business is to maximize profi ts makes sense only when stockholders—the ben-
efi ciaries of profi t—are given a distinctive ethical status. But what would the 
purpose of business be if not to maximize profi ts? What goal should guide the 
management as they seek to balance the demands of various, and often compet-
ing, stakeholders? 
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 A plausible alternative was suggested decades ago by Theodore Levitt, 
longtime professor of marketing at the Harvard Business School. Levitt’s quote 
can provide a thought-provoking end to this chapter. 

  The purpose of business is to create and keep a customer. To do that you have 
to produce and deliver goods and services that people want and value at prices 
and under conditions that are reasonably attractive. . . . It was not so long ago 
that a lot of companies assumed something quite different about the purpose of 
business. They said quite simply that the purpose of business is to make money. 
But that proved as vacuous as saying that the purpose of life is to eat. . . . To say 
that profi t is a purpose of business is, simply, morally shallow. . . . if no greater 
purpose can be discerned or justifi ed, business cannot, morally, justify its ex-
istence. It is a repugnant idea, an idea whose time has gone. . . . Finally, it’s an 
empty idea. Profi ts can be made in lots of devious and transient ways. . . . To say 
that they should attract and hold customers forces facing the necessity of fi gur-
ing out what people really want and value, and then catering to those wants 
and values. It provides specifi c guidance and has moral merit.  13       

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

Is Walmart a socially responsible corporation? How would you answer this 
question? 

It seems fair to say that Walmart has a mixed track record. The economic 
model of corporate social responsibility would praise Walmart’s financial suc-
cess, but would be troubled by its history of legal disputes on employment 
issues. Walmart’s financial success is persuasive evidence that it contributes to 
overall social happiness by providing goods and services at an affordable price 
and that it serves the interests of its stockholders exceedingly well. If Walmart 
violated employment law, on the economic model, it would have failed its so-
cial responsibility in those cases. Walmart has been a generous philanthropist 
to many causes and it has not been shy about taking credit for this work.

The moral minimum approach would focus more on moral rights than 
strict legal rights. Walmart’s treatment of employees, suppliers, competitors, 
and the local communities would come under close ethical scrutiny. The 2005 
memo on health care, for example, would raise real ethical issues of respect and 
fairness. 

The stakeholder model would look to the value that Walmart has created 
for all stakeholders. Perhaps the biggest question from the stakeholder ap-
proach would be a matter of balance. Every stakeholder would seem to have 
benefited from Walmart’s success, but the historical record is mixed. Walmart 
certainly serves a large customer base and provides significant value to them. 
Investors and other financial stakeholders have also received much value from 
Walmart’s success. Employees have certainly received value, but real questions 
can be raised about their treatment. Likewise, suppliers stand to gain significant 
value when their products are carried by Walmart, but some negotiating tactics 
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can be questioned. Finally, while Walmart has contributed to economic devel-
opment, especially in many small and rural communities, many communities 
have had problems with a variety of Walmart actions.

Finally, the sustainability initiatives recently undertaken by Walmart have 
received strong, if not universal, endorsement from environmentalists. Critics 
fear that it will amount to little more than window dressing for an otherwise 
mediocre record on social responsibility. But one wonders about the public re-
sponse if these initiatives had been undertaken by another corporation with a 
better ethical history.

Is Walmart a socially responsible corporation?  

  CHAPTER REVIEW QUESTIONS 

  1. Explain the connection between the economic model of corporate social 
responsibility and “free market” or “neoclassical” economic theory.

 2. What are the two ethical justifi cations for the economic model of corporate 
social responsibility? What are the most signifi cant challenges facing these 
justifi cations?

 3. Explain the philanthropic model of corporate social responsibility. To what 
degree do you think it differs from the economic model?

 4.  How does the modifi ed version of the economic model with its notion of 
a “moral minimum” differ from the economic model of corporate social 
responsibility?

 5. Explain the stakeholder theory of corporate social responsibility, its ethical 
rationale, and two challenges to it. 

 6. How does the stakeholder emphasis of the creation of stakeholder value 
differ from the economic model?

 7. Why is sustainability a strategic goal for business?
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   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Define corporate culture; 

 • Explain how corporate culture impacts ethical decision making; 

 • Discuss the role of corporate leadership in establishing the culture; 

 • Explain the difference between effective leaders and ethical leaders; 

 4   C H A P T E R 

 Corporate Culture, 
Governance, and 
Ethical Leadership 
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 • Discuss the role of mission statements and codes in creating an ethical 
corporate culture; 

 • Explain how various reporting mechanisms such as ethics hotlines 
and ombudsman can help; 

 • Integrate ethics within a fi rm; 

 • Discuss the role of assessment, monitoring, and auditing of the culture 
and ethics program; 

 • Explain how culture can be enforced via governmental regulation.  

   DISCUSSION CASE: Is Steve Jobs Health 
a Private Matter?  

  What responsibility does a publicly traded company have to keep the 
public informed about the health of key executives? When the execu-

tive is as important to a company’s success as Steve Jobs, cofounder, CEO, and 
chairman of the board has been to Apple, this question raises important issues of 
corporate governance, corporate social responsibility, and corporate leadership.

While no one individual is ever fully responsible for the success or failure 
of a company as large as Apple, Jobs has played a central role in virtually every 
major decision concerning Apple for decades. Jobs has a particular reputation 
for being an executive who plays a very active role in all areas of corporate man-
agement. He has been described as both a visionary and a micromanager, so his 
health is of interest to investors, employees, and consumers.

Apple was suffering when Jobs returned to the company in the late 1990s. 
In 2000, the company was worth $5 billion. In late 2009, the company was val-
ued at more than $170 billion. Apple’s stock closed at $8.06 a share on Novem-
ber 1, 2000. Nine years later, on November 1, 2009, it closed at $194 a share. 
Under Jobs leadership and vision, Apple introduced the iMac, iTunes, iPods, 
the iPhone, and entered the retail market by opening Apple stores. 

In 2003, Jobs was diagnosed with a rare but mild form of cancer. Apple 
informed investors and the wider public about this illness only when they an-
nounced that Jobs had been “cured” of the cancer after successful surgery in 
2004.

Questions about Jobs’s health arose again in the summer of 2008. In a report 
on a speech Jobs had given, the New York Times described Jobs as looking “un-
usually thin and haggard.” To quell rumors following this story, various com-
pany public relations reports claimed that he suffered from “a common bug” 
and “nutritional problems.” Later statements hinted that he had surgery, but 
that his health was a “private matter.” When Apple announced in late 2008 that 
Jobs would not deliver the keynote address at the annual Apple Macworld con-
ference in 2009, rumors again spread about his health. In early January Apple 
released a statement from Jobs explaining his weight loss as due to a “hormone 
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imbalance” and a “nutritional problem” whose remedy “is relatively simple 
and straightforward.” However, he said, “I’ve already begun treatment. But, 
just like I didn’t lose this much weight and body mass in a week or a month, my 
doctors expect it will take me until late this spring to regain it.” Jobs went on 
to say that “for the fi rst time in a decade, I’m getting to spend the holiday sea-
son with my family, rather than intensely preparing for a Macworld keynote.” 
Apple’s stock price rose 4 percent after this announcement.

Within two weeks Jobs sent an e-mail to Apple employees and explained 
that “my health-related issues are more complex than I originally thought.” He 
announced that he would take a six-month medical leave of absence, but would 
“remain involved in strategic decisions while I am out.” In response to this 
 announcement, Apple stock dropped 7 percent. In April 2009, Jobs underwent 
a liver transplant.

Clearly, Jobs’s health has had an impact on Apple’s stock price and real 
questions can be raised about Apple’s honesty in its public statements about 
Jobs’s health. Defenders of the company argue that Apple had no legal duty 
to disclose health matters; the law only requires that information must be dis-
closed if it is a “material business concern,” defi ned as information that a rea-
sonable investor needs to know to make an informed decision on buying or 
selling stock. Critics reply that if Jobs’s health was poor enough to move him 
so quickly to the top of a waiting list of patients needing liver transplants, it 
was information that investors had a right to know. In an interview, Warren E. 
Buffett agreed: “Certainly Steve Jobs is important to Apple, whether he is facing 
serious surgery or not is a material fact.”

For many observers, this situation only reinforced common perceptions 
of Apple’s corporate culture. Along with the reputation for innovation, hip-
ness, and state-of-the-art design, Apple has also had a reputation for being 
secretive, obsessed with control, and a little smug if not arrogant. It is not 
uncommon, and perhaps not surprising, to fi nd similar descriptions offered 
of Jobs himself.

DISCUSSION QUESTIONS

 1. From what you’ve just read, was Apple forthright and honest in its public 
statements? What facts lead you to this conclusion? What other facts 
would you want to know?

 2. If Apple did not have a legal duty to disclose the facts of Jobs’s health, 
would it be ethical to issue misleading information?

 3. What responsibilities does the Apple board of directors have to the invest-
ing public? Do you think they fulfilled their responsibilities in this case?

 4. Who are the stakeholders with regard to Jobs’s health? 
 5. Does Jobs have a responsibility (ongoing? immediate?) to Apple’s inves-

tors, board of directors, employees, and/or customers to inform them 
about his health?               
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   4.1 INTRODUCTION 

  Many of the issues examined in chapter 3 concern business as a social institu-
tion and, in that sense, treat business from an external perspective. As citizens 
we ask and debate whether business has any social responsibility beyond the 
economic responsibilities of providing goods and services, jobs, and profi ts. 
This chapter examines the ethical responsibilities of business from an inter-
nal perspective. How should businesses be governed and managed in order to 
bring about ethical behavior and ethical decision making within the fi rm? What 
is the appropriate role for various organizational actors—boards, executives, 
managers—in fostering and promoting ethical behavior? Does the responsi-
bility rest with individuals, or with institutional structures? When things go 
wrong, who should be accountable? 

 The economic model of corporate social responsibility described in chapter 3 
treats social and ethical considerations as external constraints being placed on 
business. It is as if business requires a strong external reason for acting in ways 
that are socially responsible. But many other businesses take social responsi-
bility as an inherent, if not preeminent, element of their business model. This 
shouldn’t be surprising; after all, the individuals who work in business are no 
less ethical than anyone else. Assuming then that a business seeks to operate in 
socially responsible and ethical ways, this chapter explores strategies for creat-
ing and maintaining ethically responsible businesses. 

 In particular, this chapter will consider ways in which corporations might 
develop ethical cultures, cultures in which individuals are encouraged and sup-
ported in making ethically responsible decisions. In ordinary thinking about 
ethics, it is easy to emphasize the responsibility of individuals for the decisions 
they make in business. These decisions impact one’s own personal integrity and 
also have consequences for many stakeholders with whom business organiza-
tions interact. 

 But personal decision making and ethical behavior do not exist in a vac-
uum. Decision making within a fi rm will be infl uenced, limited, shaped, and 
in some cases virtually determined by the corporate culture of the fi rm. Indi-
viduals can be hindered or helped in making the right, or the wrong, decision 
by the expectations, values, and structure of the organization in which they 
live and work. This chapter surveys some of the major issues surrounding the 
development, infl uence, and management of a corporate culture and the role of 
business leaders in creating and preserving ethical cultures.   

  4.2 WHAT IS CORPORATE CULTURE? 

  So, what do we mean by “corporate culture”? Every organization has a culture, 
fashioned by a shared pattern of beliefs, expectations, and meanings that infl u-
ence and guide the thinking and behaviors of the members of that organization. 
Organizational culture shapes the people who are members of the  organization. 
Consider how your own company, organization, or school (or dormitory or 
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fraternity or sorority) differs from a similar one. Is there a “type” of person 
stereotypical of your organization, dormitory, fraternity or sorority? Are there 
unspoken but still infl uential standards and expectations that shape students at 
your school? How would you be different if you had chosen a different insti-
tution, or had joined a different fraternity or sorority, or had participated in a 
different organization? 

 Businesses also have unspoken yet infl uential standards and expectations. 
IBM was once famous for a culture in which highly starched white shirts and 
ties (for it was a predominantly male culture) were part of the required dress 
code. Compare that with a company such as Apple that has reputation for a 
culture of informality. Some companies have a straight 9 to 5 work schedule; 
others expect employees to work long hours and weekends. A person with a 
9 to 5 attitude who enters such a fi rm, intending to leave as the clock strikes 5, 
will have a diffi cult time fi tting in and succeeding. The same holds true for a 
fi rm’s values. If you join a fi rm with a culture that supports other values than 
those with which you are comfortable, there will be values confl icts—for better 
or worse. 

 No culture, in business or elsewhere, is static. Cultures change; but modi-
fying culture or having any impact on it at all is a bit like moving an iceberg. 
The iceberg is always moving and, if you ignore it, it will continue to fl oat with 
whatever currents hold sway at the moment. One person cannot alter its course 
alone, but strong leaders can have a signifi cant impact on a culture, and a strong 
business leader can certainly have a signifi cant impact on a corporate culture. 

 A fi rm’s culture can be its sustaining value—that which offers it direction 
and stability during challenging times. It can, however, also serve to constrain 
an organization to the common ways of managing issues—“that’s how things 
have always been done here,” “that’s our prevailing climate.” The stability that 
can be a benefi t at one time can be a barrier to success in another. 

 Does a corporate culture matter? As described in their best-selling book 
 Built to Last: Successful Habits of Visionary Companies,  authors James Collins and 
Jerry Porras researched dozens of successful companies looking for common 
practices that might explain their success. These companies not only outper-
formed their competitors in fi nancial terms, but also have outperformed their 
competition over the long term. On average, the companies they studied were 
founded in 1897. Among their key fi ndings was the fact that the truly excep-
tional and enduring companies all placed great emphasis on a set of core values. 
These core values are described as the “essential and enduring tenets” that help 
defi ne the company and are “not to be compromised for fi nancial gain or short-
term expediency.”  1   

 Collins and Porras cite numerous examples of core values being articulated 
and promoted by the founders and CEOs of such companies as IBM, Johnson 
& Johnson, Hewlett Packard, Procter and Gamble, Walmart, Merck, Motorola, 
Sony, Walt Disney, General Electric, and Philip Morris. Some companies made 
a commitment to customers as their core value; others focused on employees, 
their products, innovation, or even risk-taking. The common theme was that 
core values and a clear corporate purpose, what together are described as the 
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organization’s core ideology, were essential elements of enduring and fi nan-
cially successful companies. 

 When we talk about a corporation’s “culture” we are saying that a corpora-
tion has a set of identifi able values. All the companies discussed by Collins and 
Porras have been described as having strong corporate cultures and a clear set 
of values. Of course, as the opening discussion case suggests, corporate values 
themselves might be open to ethical criticism.   

  4.3 CULTURE AND ETHICS 

  How, exactly, does the notion of culture connect with ethics? More specifi cally, 
what role does corporate culture play in business ethics? We can answer these 
questions by refl ecting on several topics introduced previously. 

 Chapter 1 considered the relationship between law and ethics and con-
cluded that compliance with the law is insuffi cient to guarantee ethical conduct. 
For example, the Americans with Disabilities Act requires businesses to make 
reasonable accommodations for employees with disabilities. But the law can be 
ambiguous in determining if a business should make a reasonable accommo-
dation for an employee with allergies, depression, dyslexia, arthritis, hearing 
loss, or high blood pressure. In situations where the law is an incomplete guide 
for ethical decision making, the business culture is likely to be the determining 
factor in what gets decided. Ethical businesses must fi nd ways to encourage, to 
shape, and to allow ethically responsible decisions. We can understand a corpo-
rate culture as the sum total of all the corporate practices that encourage, shape, 
or allow some types of decisions and discourage others. 

 An ethical culture therefore would be one in which employees are empow-
ered and expected to act in ethically responsible ways even when the law does not 
require it. A corporate culture sets the expectations and norms that will determine 
which decisions get made. Later in this chapter we will examine types of cultures 
and various ways in which a corporation can create a culture that encourages ethi-
cal action. But to understand that cultures can encourage some types of behaviors 
and discourage others, consider as an example two organizational approaches to 
the relief efforts following hurricane Katrina in September 2005. 

 On one hand, the Federal Emergency Management Agency (FEMA) was 
charged with overall responsibility for the government’s response to the 
hurricane. FEMA was created in 1979 when several governmental agencies, 
ranging from fi re prevention and insurance to civil defense, were merged 
into one larger agency. FEMA itself was later subsumed into the federal 
 department of Homeland Security. By all accounts at the time of the hurri-
cane, FEMA was a bureaucratic, hierarchical organization. Established rules 
and procedures were to be followed in making decisions. Many decisions 
required approval from people in authority. At one point, emergency per-
sonnel were delayed in reaching the hurricane area for days because FEMA 
required that they fi rst attend mandatory training sessions on preventing 
sexual harassment in the workplace. 
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 Despite years of preparation and planning, the magnitude of the hurricane 
and resultant fl ooding overwhelmed FEMA’s ability to respond. When the situ-
ation did not fi t plans and the rules no longer applied, FEMA’s bureaucracy 
seemed incapable of acting. Temporary homes and supplies, despite being 
stored nearby, were not moved into the area for months after the storm because 
those in authority had not yet given approval. Decisions were made, then re-
tracted. Emergency housing, food, and medical supplies sat unused for weeks 
and months after the fl ood while people were homeless, hungry, and sick. Days 
after television news reports showed thousands of people stranded at the New 
Orleans convention center, FEMA Director Michael Brown claimed that he had 
only learned of these survivors from a reporter’s question. Apparently no one 
had told the director of FEMA, therefore he couldn’t make a decision, there-
fore thousands of people went without help. The organization seemed unable 
to move information up to decision makers, and lower-level managers lacked 
 authority to decide for themselves. 

 On the other hand, the United States Coast Guard is another organization 
with similar responsibilities for search and rescue during emergency situations. 
FEMA Director Brown was eventually removed from his position and replaced 
by a Coast Guard admiral. The Coast Guard has a reputation for being a less 
bureaucratic organization. Their unoffi cial motto is to “rescue fi rst, and get 
permission later.” The Coast Guard empowers front-line individuals to solve 
problems without waiting for superiors to make decisions or give directions. 
Imagine how the same person working in either of these organizations would 
approach a decision and you will have some idea of the importance of organi-
zational culture. 

 It is fair to say that FEMA and the Coast Guard are two similar organiza-
tions with similar missions, rules, and legal regulations, but with very different 
cultures. The decisions made throughout both organizations refl ect the culture 
of each. The attitudes, expectations, and habits encouraged and reinforced in 
the two agencies refl ect the differences of culture. 

 The notion of expectations and habits suggests another previous topic that 
is relevant for our discussion of corporate culture. Chapter 2 introduced the eth-
ics of virtue and described virtues as character traits and habits. The cultivation 
of one’s habits, including the cultivation of ethical virtue, is greatly shaped by 
the culture in which one lives. 

 When we talk about ethical decision making and behavior, it is easy to think 
in terms of a rational, deliberative process in which a person consciously de-
liberates about and weighs each alternative before acting. But the virtue ethics 
tradition reminds us that our decisions and our actions are often less deliberate 
than that. We are as likely to act out of habit and based on character than we are 
to act after careful deliberations. So the question of where we get our habits and 
character is all-important. 

 Part of the answer surely is that we can choose to develop some habits 
rather than others. But it is also clear that our habits are shaped and formed 
by education and training—by culture. This education takes place in every 
 social environment, ranging from families and religions to entire societies and 
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cultures. It also takes place in the workplace, where individuals quickly learn 
appropriate and expected behaviors. Intentionally or not, business institutions 
provide an environment in which habits are formed and virtues, or vices, are 
created. To talk of such an environment is to talk of an ethical corporate culture. 

 Besides these more abstract considerations, an ethical culture can also have 
a direct and practical impact on the bottom line. If attended to and supported, 
a strong ethical culture can serve as a deterrent to stakeholder damage and 
improve bottom-line sustainability. If ignored, the culture could instead rein-
force a perception that “anything goes,” and “any way to a better bottom line is 
acceptable,” which in the long term destroys sustainability. Responsibility for 
creating and sustaining such ethical corporate cultures rests in business leaders. 

 When reading Collins and Porras’s book  Built to Last: Successful Habits of 
Visionary Companies,  one cannot help but be struck by the power of a corporate 
culture to shape the individuals who work within it. While it may be true that 
individuals can shape an organization, and perhaps charismatic leaders can do 
this especially well, it is equally true, if not more so, that organizations shape 
individuals. Imagine spending a 20-, 30-, or even 40-year career in the same 
organization. Imagine, for example, how the author of the Walmart memo 
described in the opening discussion case might have addressed similar chal-
lenges if she were vice president of employee benefi ts at Apple. The corporate 
environment at Apple is very different from that at Walmart. The person that 
you become—your attitudes, values, expectations, mind-set, and habits—will 
all be signifi cantly determined by the culture of the organization in which you 
work.   

  4.4 ETHICAL LEADERSHIP AND CORPORATE CULTURE 

  If the goal of corporate culture is to cultivate values, expectations, beliefs, and 
patterns of behavior that best and most effectively support ethical decision mak-
ing, it becomes the primary responsibility of corporate leadership to steward 
this effort. Leaders are charged with this duty in part because stakeholders 
throughout the organization are guided to a large extent by the “tone at the top.” 

 Merck’s CEO, Raymond Gilmartin, explains: “In thought, word, and deed, 
a company’s leaders must clearly and unambiguously both advocate and model 
ethical behavior.”  2   If a leader is perceived to be shirking her or his duties, mis-
using corporate assets, misrepresenting the fi rm’s capabilities, or engaging in 
other inappropriate behavior, stakeholders receive the message that this type of 
behavior is not only acceptable, but perhaps expected and certainly the way to 
get ahead in that organization. Instead, if a leader is clearly placing her or his 
own ethical behavior above any other consideration, stakeholders are guided to 
follow that role model and to emulate that priority scheme. 

 Beyond personal behavior, leadership sets the tone through other mecha-
nisms such as the dedication of resources. Ethical business leaders not only talk 
about ethics and act ethically on a personal level, but also allocate corporate 
resources to support and promote ethical behavior. There is a long-standing 
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credo of management: “Budgeting is all about values.” More common versions 
are “Put your money where your mouth is,” and “Walk the talk.” 

 For example, when ethics offi cers were fi rst introduced to the corporate struc-
ture in the early 1990s, a clear indication of their relevance and infl uence within 
the organization was refl ected in the extent to which they were supported fi nan-
cially. It was clear that ethics was not a priority if the general counsel served as 
the ethics offi cer “in their spare time” and no additional resources were  allocated 
to that activity. To the contrary, ethics may hold a different position in the fi rm 
if a highly skilled individual is hired into an exclusive position as ethics offi cer 
and is given a staff and a budget to support the work required. Similarly, if a fi rm 
mandates ethical decision making from its workers through the implementation 
of a code of conduct, extending the same standard for its vendors, suppliers, and 
other contractors is a symbol of how seriously the code is taken. 

 One study of the nature of ethical leadership emphasized the importance of 
being perceived as a leader with a people-orientation, as well as the importance of 
leaders engaging in visible ethical action.  3   Traits that were also important included 
receptivity, listening, and openness, in addition to the more traditionally consid-
ered traits of integrity, honesty, and trustworthiness. Finally, being perceived as 
having a broad ethical awareness and concern for multiple stakeholders, and using 
ethical decision processes are also important. Those perceived as ethical leaders 
do many of the things “traditional leaders” do (e.g., reinforce the conduct they are 
looking for and create standards for behavior), but they do that within the context 
of an ethics agenda. People perceive that the ethical leader’s goal is not simply job 
performance, but performance that is consistent with a set of ethical values and 
principles. Finally, ethical leaders demonstrate caring for people (employees and 
external stakeholders) in the process. 

 However, as previously mentioned, all of these traits and behaviors must be 
visible. If an executive is “quietly ethical” within the confi nes of the top manage-
ment team, but employees down the line are unaware of it, she or he is not likely to 
be perceived as an ethical leader. Traits and behaviors must be socially visible and 
understood in order to be noticed and infl uence perceptions. People notice when 
an executive walks the talk and acts on concerns for the common good, for society 
as a whole, and for the long term. Because executives are expected to be focused on 
the fi nancial bottom line and the short-term demands of stock analysts, when they 
focus on these broader and longer-term concerns, people notice. Finally, making 
courageous decisions in tough situations represents another way ethical leaders get 
noticed. Ethical leaders are “courageous enough to say ‘no’ to conduct that would 
be inconsistent with [their] values.”  4     

  4.5 EFFECTIVE LEADERSHIP AND ETHICAL LEADERSHIP 

  Being perceived as a leader plays an important role in a leader’s ability to create 
and transform an ethical corporate culture. Key executives have the  capability 
of transforming a business culture for better or worse. If the corporate culture 
has signifi cant impact on ethical decision making within the fi rm, then leaders 
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have the responsibility for shaping that environment so that ethical decision 
making might fl ourish. But what does it mean to be a “leader” and, more im-
portant, what do we mean by an “ethical” leader? It is important to make a 
distinction between good leaders and ethical leaders. A good leader is simply 
anyone who does well what leaders do. Since leaders guide, direct, and escort 
others toward a destination, a good leader is someone who does this success-
fully and, presumably, effi ciently. Good leaders are effective at getting follow-
ers to their common destination. But not every good leader is an ethical leader. 

 In the corporate context, Apple’s Steve Jobs is a very good and effective 
leader. He has been able to transform Apple into a leading technology and 
media giant. Jobs was recently named as Fortune magazine’s “CEO of the 
Decade.” By all accounts he is an imaginative and creative leader who instills 
great loyalty among employees. Bernard Madoff was also an inspirational and 
creative leader, but he was also unethical. So, what is the difference between an 
effective leader and an ethical one?  

 One key difference lies with the means used to motivate others and 
achieve one’s goals. Steve Jobs is said to be a very diffi cult boss. Effective 
leaders might be able to achieve their goals through threats, intimidation, 
harassment, and coercion. One can also lead using more attractive means 
such as modeling ethical behavior, persuasion, or simply by dint of one’s 
institutional role. 

 Some of the discussions in the literature on leadership often suggest that 
ethical leadership is determined solely by the methods used in leading. Pro-
moters of certain styles of leadership want to suggest that their style is superior 
to others. Consequently, they tend to identify a method of leading with “true” 
leadership in an ethical sense. On this line, for example, Robert Greenleaf’s 
book  Servant Leadership  suggests that the best leaders are nonhierarchical indi-
viduals who lead by the example of serving others. Other discussions similarly 
suggest that “transformative” or “transactional” leaders employ methods that 
empower subordinates to take the initiative and solve problems for themselves, 
and that this constitutes the best ethical leadership style. 

 Certainly ethically appropriate methods of leadership are central to 
becoming an ethical leader. Creating a corporate culture in which employees 
are empowered and expected to make ethically responsible decisions is a nec-
essary part of being an ethical business leader. But while some means may be 
ethically better than others (e.g., persuasion rather than coercion), it is not the 
method alone that establishes a leader as ethical. While perhaps necessary, ethi-
cal means of leading others are not suffi cient for establishing ethical leadership. 
The other element of ethical leadership involves the end or goal toward which 
the leader leads. 

 One cannot be a leader, and there cannot be followers, unless there is a 
direction or goal toward which one is heading. In the business context, produc-
tivity, effi ciency, and profi tability are minimal goals. A business executive who 
leads a fi rm into bankruptcy is unlikely to qualify as an effective or good leader. 
An executive who transforms a business into a productive, effi cient, and profi t-
able business will be judged as an effective business leader. One who does this 
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in a way that respects subordinates, or empowers them to become creative and 
successful, is (at least at fi rst glance) both an effective and ethical leader. But, is 
profi tability and effi ciency done through ethical means alone enough to make a 
business leader an ethical leader? 

 Imagine a business leader who empowers his subordinates, respects their 
autonomy by consulting and listening, but who leads a business that publishes 
child pornography, or pollutes the environment, or sells weapons to radical 
organizations. Would the method alone determine the ethical standing of such 
a leader? Beyond the goal of profi tability, other socially responsible goals might 
be necessary before we conclude that the leader is fully ethical. 

 In many ways, the remaining chapters of this book examine other goals that 
might be a part of the vision for an ethical business leader. Goals that address 
such topics as employee rights, consumer safety, ethical marketing, diversity, 
and environmental responsibilities are likely elements of the mission and goals 
of a fully ethical, and not merely effective, corporate leader.   

  4.6 BUILDING A VALUES-BASED CORPORATE CULTURE 

  Similar to the iceberg metaphor described previously, each individual in an orga-
nization has an impact on the corporate culture; though, except for perhaps the 
key leadership, no one individual can build or change the culture alone. Culture 
derives from leadership, integration, and assessment/monitoring. A variety of 
managerial strategies and methods can be used to create and maintain an ethical 
culture.  

   Mission Statements, Codes of Conduct, and Statements of Values 

 One of the key manifestations of ethical leadership is the articulation of values 
for the organization. Of course, this articulation may evolve after an inclusive 
process of values identifi cation: it need not simply mimic the particular values 
of one chief executive. However, it is that leader’s responsibility to ensure that 
the fi rm is guided by some set of organizing principles that can guide employ-
ees in their decision-making processes. 

 Before impacting the culture through a code of conduct or statement of 
values, a fi rm must fi rst determine its mission. In the absence of other values, 
the only value is profi t—at any cost. Therefore, without additional guidance 
from the top, a fi rm is sending a clear message that a worker should do what-
ever it takes to reap profi ts. A code of conduct then may more specifi cally 
delineate this foundation both for internal stakeholders such as employees, 
as well as for external stakeholders such as customers. The code has the 
potential to therefore both enhance corporate reputation and also provide 
concrete guidance for internal decision making, thus creating a built-in risk 
management system. 

 When David Packard passed away, Bill Hewlett, his business partner in cre-
ating HP, commented, “As far as the company is concerned, the greatest thing 
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he left behind him was a code of ethics known as ‘the HP Way.’”  5   The vision can 
be inspiring— should be  inspiring. Jim Collins, author of  Built to Last  and  Good to 
Great,  explains: “Contrary to business school doctrine, we did not fi nd ‘maxi-
mizing shareholder wealth’ or ‘profi t maximization’ as the dominant driving 
force or primary objective through the history of most of the visionary compa-
nies. They have tended to produce a cluster of objectives, of which money is 
only one—and not necessarily the primary one.”  6   By establishing (especially 
through a participatory process) the core tenets on which a company is built, 
corporate leadership is effectively laying down the law with regard to the basis 
and objectives for all future decisions. 

 The 1990s brought a proliferation of corporate codes of conduct and mis-
sion statements as part of the corporate response to the Federal Sentencing 
Guidelines—and a 2002 survey found that 75 percent of these mention the 
word “ethics.”  7   How successful these codes are depends in large part on the 
process by which they are conceived and written, as well as their implementa-
tion. As with the construction of a personal code or mission, it is critical to fi rst 
ask yourself what you stand for or what the company stands for. Why does the 
fi rm exist, what are its purposes, and how will it implement these objectives? 
Once you make these determinations, how will you share them and encourage 
a commitment to them among your colleagues and subordinates? 

 The second step in the development of guiding principles for the fi rm is 
the articulation of a clear vision regarding the fi rm’s direction. Why have a 
code? Bobby Kipp, PricewaterhouseCoopers’ Global Ethics Leader, explains 
that “we felt it was important for all our clients, our people and other stake-
holders to understand exactly what we stand for and how they can expect 
us to conduct ourselves. . . . The code doesn’t change the basic nature of the 
business we undertake, but instead it articulates the way we strive to conduct 
ourselves. The code shows how we apply our values to our daily business 
practices.”  8   

 The third step in this process is to identify how this cultural shift will 
occur. Referring to Enron’s prominent Code of Ethics, Ethics Resource Center 
President Stuart Gilman advises that you can’t simply “print, post and pray.” 
Follow-through and implementation are crucial. 

 Finally, to have an effective code that will successfully impact culture, there 
must be a belief throughout the organization that this culture is actually pos-
sible, achievable. If confl icts remain that will prevent certain components from 
being realized, or if key leadership is not on board, no one will have faith in the 
changes articulated.  

  Ethics Hotlines, Ombudsman, and Integrating Ethical Culture 

 Recalling Gilman’s warning not to “print, post and pray,” business fi rms must 
have mechanisms in place that allow employees to come forward with ques-
tions, concerns, and information about unethical behavior. Integrating an 
ethical culture throughout a fi rm and providing a means for enforcement is 
vitally critical both to the success of any cultural shift and to the impact on all 
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 stakeholders. Integration can take a number of different forms, depending on 
the organizational culture and the ultimate goals of the process. 

 One of the most determinative elements of integration is communication, 
since without it, there is no clarity of purpose, priorities, or process. Commu-
nication of culture must be incorporated into the fi rm’s vocabulary, habits, and 
attitudes to become an essential element in the corporate life, decision making, 
and determination of success. In the end, the Ethics & Policy Integration Centre 
contends that communication patterns describe the organization far better than 
organization charts! 

 To explore the effectiveness of a corporation’s integration process, consider 
whether incentives are in the right place to encourage ethical decision making 
and whether ethical behavior is evaluated during a worker’s performance re-
view. It is diffi cult to reward people for doing the right thing, such as correctly 
fi ling an expense report, but incentives such as appropriate honors and posi-
tive appraisals are possible. But how does communication about ethical issues 
occur? The fact of the matter is that reporting ethically suspect behavior is a 
diffi cult thing to do. Childhood memories of “tattletales” or “snitches,” and a 
general social prohibition against informing on others, create barriers to report-
ing unethical behavior. More ominously, individuals often pay a real cost when 
they report unethical behavior, especially if the people involved are workplace 
superiors. 

 “Whistle-blowing” is a common topic in business ethics and will be exam-
ined in more depth in chapter 7. Whistle-blowing involves the disclosure of 
unethical or illegal activities to someone who is in the position to take action to 
prevent or punish the wrongdoing. Whistle-blowing can expose and end un-
ethical activities, but it can also seem disloyal, it can harm the business, and it 
can extract signifi cant costs on the whistle-blower. 

 Whistle-blowing can occur internally, as when Sherron Watkins reported 
her concerns to Enron president Ken Lay (see pp. 152). It can occur externally 
to the press, as when Jeffrey Weigand (as portrayed in the movie  The Insider ) 
reported to  60 Minutes  about Brown & Willamson’s activities in not only 
concealing and knowingly misleading the public about the harmful effects 
of cigarettes, but also using additives that increased the potential for harm. 
Whistle-blowing can also occur externally when employees report wrong-
doing to legal authorities, as when rocket engineer Roger Boisjoly  reported 
the activities of his employer Morton Thiokol and NASA prior to the launch 
of the space shuttle  Challenger.  

 Because whistle-blowing to external groups such as the press and the 
legal authorities can be so harmful to both the whistle-blower and the fi rm 
itself, internal mechanisms for reporting wrongdoing are preferable. But the 
internal mechanisms must be effective, they must allow anonymity, and they 
also must protect the rights of the accused party. In addition to, or as part 
of the responsibilities of ethics offi cers and compliance offi cers, many fi rms 
have created ethics ombudsman and ethics hotlines. These mechanisms 
allow employees to report wrongdoing and create procedures for follow-up 
and enforcement.  
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  Assessing and Monitoring the Corporate Culture: Audits 

 Unfortunately, if one cannot measure something, it often declines in impor-
tance. Such is the result with regard to culture. If we cannot measure, assess, 
and monitor culture, it is diffi cult to encourage others throughout the organiza-
tion to pay attention to it. Yet, monitoring and an ongoing ethics audit allow 
organizations to uncover silent vulnerabilities that could pose challenges later 
to the fi rm, thus serving as a vital element in risk assessment and prevention. 
By engaging in an ongoing assessment, organizations are better able to spot 
these areas before other stakeholders (both internal and external) spot them. 
But how do you detect a potentially damaging or ethically challenged corpo-
rate culture—sometimes referred to as a “toxic” culture? The fi rst clear sign 
would be a lack of any generally accepted base values for the organization, as 
previously discussed. In addition, there are warning signs in the various com-
ponent areas of the organization. How does the fi rm treat its customers, suppli-
ers, clients, workers? The management of its internal and external relationships 
is critical evidence of its values. How does the fi rm manage its fi nances? Of 
course, a fi rm can be in a state of fi nancial disaster without engaging in even 
one unethical act (and vice verse), but the manner in which it manages and 
communicates its fi nancial environment is telling.    

  4.7 MANDATING AND ENFORCING ETHICAL CULTURE: 
THE FEDERAL SENTENCING GUIDELINES 

  When internal mechanisms for creating ethical corporate cultures prove in-
adequate, the business community can expect governmental regulation to fi ll 
the void. The United States Sentencing Commission (USSC), an independent 
agency in the United States Judiciary, was created in 1984 to regulate sentenc-
ing policy in the federal court system. Prior to that time, disparity in sentencing, 
arbitrary punishments, and crime control had been signifi cant congressional 
issues. In mandating sentencing procedures, Congress through the USSC has 
been able to incorporate the original purposes of sentencing in their procedures, 
bringing some of these challenges under control. 

 Beginning in 1987, the USSC prescribed mandatory Federal Sentencing 
Guidelines that apply to individual and organizational defendants in the fed-
eral system, bringing some amount of uniformity and fairness to the system. 
These prescriptions, based on the severity of the offense, assign most federal 
crimes to one of 43 “offense levels.” Each offender also is placed into a criminal 
history category based upon the extent and recency of past misconduct. The 
court then inputs this information into a sentencing grid and determines the of-
fender’s guideline range (ranges are either in six-month intervals or 25 percent, 
whichever is greater), subject to adjustments. In its October 2004 decision in 
 U.S. v. Booker,   9   however, the Supreme Court severed the “mandatory” element 
of the guidelines from their advisory role, holding that their mandatory na-
ture violated the Sixth Amendment right to a jury trial. Accordingly, though 
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no longer mandatory, a sentencing court is still required to consider guideline 
ranges, but is also permitted to tailor a sentence in light of other statutory 
concerns. This modifi cation has not come without confusion. “Judges are still 
generally following the guidelines with new cases. But fi guring out what to do 
with all the cases that have been sentenced under the old guidelines is the clos-
est thing to chaos you can describe,” says Douglas Berman, a law professor.  10   

 What is the relevance of these guidelines to our exploration of ethics and, 
in particular, to our discussion of the corporate proactive efforts to create an 
ethical workplace? The USSC strived in its guidelines to create both a legal and 
an ethical corporate culture through these adjustments. The Sarbanes-Oxley 
legislation instructed the USSC to consider and review its guidelines for fraud 
relating to securities and accounting as well as for obstruction of justice, and 
specifi cally asked for severe and aggressive deterrents. In recognition of the 
enormous impact of corporate culture on ethical decision making, the USSC 
updated the guidelines in 2004 to include references not only to compliance 
programs but to “ethics and compliance” programs. In addition, the criterion 
for an effective program, which used to be outlined in the guidelines’ commen-
tary, is now a separate guideline itself. 

 The guidelines seek to reward corporations that create an effective ethics 
and compliance system so that they are not penalized (or the penalty is re-
duced) if they have an effective program but they fi nd themselves in court as a 
result of a bad apple or two. On the other hand, fi rms that did not have effective 
ethics and compliance systems would be sentenced additionally to a term of 
probation and ordered to develop a program during that time. 

 The USSC notes that 

  [d]ue diligence and the promotion of desired organizational culture are indi-
cated by the fulfi llment of eight minimum requirements, which are the hall-
marks of an effective program that encourages compliance with the law and 
ethical conduct.  

 The guidelines identify those specifi c acts of an organization that can serve 
as due diligence in preventing crime and the minimal requirements for an effec-
tive compliance and ethics program. These include:

    1. Establish compliance standards and procedures (reasonably designed, 
implemented, and enforced so that they will generally be effective in pre-
venting and detecting violations of law).  11    

   2. Establish a governing body (board), which has a duty to act prudently, to 
be knowledgeable about the content and operation of the compliance and 
ethics program, and must undergo ongoing and consistent training.  

   3. Assign specific high-level person to oversee compliance and to be respon-
sible for the day-to-day operations of the program. This individual shall 
report directly to the board or other governing authority and shall have 
sufficient resources.  

   4. Use due care not to delegate important responsibilities to known high-risk 
persons.  
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   5. Communicate the program effectively to all employees and agents. In 
addition to the board, training must be conducted throughout the organi-
zational leadership, employees, and (where appropriate) its agents.  

   6. Monitor and audit program operation for effectiveness and to detect 
criminal activity, and establish a retribution-free, anonymous, or confi-
dential means for employees and agents to report possible violations to 
management or to seek guidance.  

   7. Create an incentive and disincentive structure to encourage performance 
in accordance with the program, including consistent discipline for 
employee violations.  

   8. Respond promptly and appropriately to any offenses and remedy any 
program deficiencies.  12      

 Though these steps are likely to lead to an effective program “[such a pro-
gram] is more than checking off the items on a list. This concept of ‘due dili-
gence’ is a restless standard, as fl exible as changing events refl ected in the day’s 
headlines and as creative as the minds of potential wrongdoers.”  13   For instance, 
the guidelines require an investigation in response to a report of wrongdoing, 
but they also seem to require more than that. A fi rm must learn from its mis-
takes and take steps to prevent recurrences such as follow-up investigation 
and program enhancements. The USSC also mandates consideration of the size 
of the organization, the number and nature of its business risks, and the prior 
history of the organization; mitigating factors such as self-reporting of viola-
tions, cooperation with authorities, acceptance of responsibility; as well as ag-
gravating factors such as its involvement in or tolerance of criminal activity, a 
violation of a prior order, or its obstruction of justice. These standards are to be 
judged against applicable industry standards; however, this requires that each 
fi rm benchmark against comparable companies. 

 In a 1997 survey of members of the Ethics Offi cers Association, 47 percent 
of ethics offi cers reported that the guidelines were an infl uential determinant of 
their fi rm’s commitment to ethics,  14   and another commission study showed that 
the guidelines infl uenced 44.5 percent of these offi cers to enhance their existing 
compliance programs.  15      

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 In November 2009, Steve Jobs was named Fortune magazine’s “CEO of the 
Decade.” Fortune compared Jobs to Henry Ford except, while Ford revolution-
ized one nascent industry, Fortune credited Jobs with revolutionizing four ma-
ture industries: computing, mobile phones, music, and movies. In naming Jobs 
CEO of the decade, Fortune described him as “indispensible,” a “visionary,” and 
“irreplaceable.” 

After having read this chapter, return to a question from the opening discus-
sion case: “What responsibilities does the Apple board of directors have to the 
investing public? Do you think that they fulfilled their responsibilities in this 
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case?” In considering the responsibilities of the Apple board, reflect on a seem-
ingly simple question: For whom do the directors work, investors (“owners” 
as Milton Friedman might call them) or the CEO? Consider, also, the Securities 
and Exchange Commission definition of materiality as information that “the 
reasonable investor needs to know in order to make an informed decision about 
his investment.” Is the health of a CEO such as Steve Jobs information that in-
vestors need to know in order to make an informed decision? 

Reflect, as well, on the various models of corporate social responsibility that 
were described in chapter 3 and evaluate how your views on the responsibilities 
of the Apple board might have implications for your views on corporate social 
responsibility. 

How would you characterize the Apple corporate culture? Few would dis-
pute that Steve Jobs is an effective leader, but is he an ethical leader? On what 
grounds do you decide?     

  CHAPTER REVIEW QUESTIONS 

    1. To help understand an organizational culture, think about some organi-
zation to which you belong. Does your company or school or fraternity/
sorority have its own culture? How would you describe it? How does it 
infl uence individual decision making and action? Would you be a differ-
ent person had you attended a different school or joined a different frater-
nity or sorority? How would you go about changing your organization’s 
culture?  

   2. Consider how you evaluate whether a fi rm is “one of the good guys” or 
not. What are some of the factors that you use to make this determination? 
Do you actually know the facts behind each of those elements, or has your 
judgment been shaped by the fi rm’s reputation? Identify one fi rm that you 
believe to be decent or ethical and make a note of the bases for that conclu-
sion. Next identify a second fi rm that you do not believe to be ethical or 
with questionable values and write down the bases for that conclusion. 
Now, using the Internet and other relevant sources, explore the fi rms’ 
cultures and decisions, checking the results of your research against your 
original impressions of the fi rms. Try to evaluate the cultures and deci-
sions of each fi rm as if you had no idea whether they were ethical. Were 
you accurate in your impressions or do they need to be modifi ed slightly?  

   3. Changing a corporate culture is very diffi cult. Imagine that you are 
asked by your chief executive to help move your fi rm toward the use of 
a triple-bottom-line accounting model in which environmental and social 
factors are given equal weight to fi nancial indicators. Assume that this 
would represent a major transformation of the fi rm. How would you 
begin to set the stage for this transition? What reasons would you use to 
support the change? How would you change attitudes and values?  

   4. Now that you have an understanding of corporate culture and the vari-
ables that impact it, how would you characterize an ethically effective 
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culture, the one that would effectively lead to a profi table and valuable 
long-term sustainability for the fi rm?  

   5. One element that surely impacts a fi rm’s culture is its employee popula-
tion. While a corporate culture can shape an employee’s attitudes and hab-
its, this will be more easily done if people with those attitudes and habits 
already developed are hired in the fi rst place. How would you develop a 
recruitment and selection process that would most successfully allow you 
to hire the best workers for your particular culture? How would you, and 
should you, get rid of employees who do not share the corporate culture?  

   6. What are some of the greatest benefi ts and deleterious costs of compliance-
based cultures?  

   7. You are aware of inappropriate behavior and violations of your fi rm’s 
code of conduct throughout your operation. In an effort to support a colle-
gial and positive atmosphere, however, you do not encourage co-workers 
to report on their peers. Unfortunately, you believe that you must make 
a shift in that area and need to institute a mandatory reporting structure. 
How would you design the structure and how would you implement 
the new program in such a way that the collegiality that exists is not 
destroyed?  

   8. Put yourself in the position of someone who is establishing an organiza-
tion from the ground up. What type of leader would you want to be? 
How would you create that image or perception? Do you create a mission 
statement for the fi rm, a code of conduct? What process would you use to 
do so? Would you create an ethics and/or compliance program and how 
would you then integrate the mission statement and program throughout 
your organization? What do you anticipate might be your successes and 
challenges?    
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 5   C H A P T E R 

 The Meaning 
and Value of Work 

  L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Examine the goals and values of your own career and workplace decisions; 

 • Explain the variety of meanings and values attributed to work; 

 • Explain business’s responsibility for providing employees with meaningful 
work; 

 • Describe a framework for evaluating business’s ethical responsibilities to 
employees; 

 • Describe a framework for evaluating the rights and responsibilities of employees.  
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DISCUSSION CASE: Social Enterprises 
and Social Entrepreneurs

Students who enroll in a business school curriculum hope to acquire a wide-
ranging knowledge base and skill set that will set them up for successful 

careers in business. But what makes a career successful? By what criteria would 
you judge that you’ve had a successful career? Is it enough that you are em-
ployed? Is it important that the job be long term and pay a lot? How much is 
“a lot”? Is success measured by income? Would it matter if you were under-
employed; that is, if your career was not challenging and did not require the 
knowledge and skills that you acquired during your education? Does it matter 
what goods or service your career produced? Would it matter how well you 
performed your job-related tasks? Does it matter the type of work you do and 
who you worked for? Does your career serve a purpose? 

In most discussions about business and ethics there is an unstated assump-
tion that the pursuit of profi t is at odds with the pursuit of personal or social 
responsibility. This assumption is evident in such commonplace claims as “busi-
ness ethics is an oxymoron,” as well as throughout many of the topics examined 
in chapter 3. While this perspective plays out in discussions of corporate social 
responsibility, it also has important implications for the work life of people in-
side business. What message is sent to employees when the pursuit of profi t, 
the guiding practical principle of their time at work, is thought to be incompat-
ible with doing the socially responsible thing? Is it possible to fi nd meaning and 
value at work if employees are told to check their conscience at the door?

There have, of course, always been organizations that turn this tension 
around, organizations that pursue social ends as the very core of their mission. 
Nonprofi ts, NGOs, foundations, professional organizations, schools, colleges, 
and government agencies, have social goals at the center of their operations. The 
knowledge and skills taught in business schools, from management and mar-
keting to human resources and accounting, are just as relevant for nonprofi ts as 
they are in forprofi t organizations. Most students in these various subdisciplines 
of a business school curriculum are familiar with nonprofi t business models and 
many people fi nd rewarding and successful careers in the nonprofi t sector.

But there is a growing recognition that some for-profi t organizations also 
have social goals as a central part of the strategic mission of the organization. A 
growing movement, variously called “social entrepreneurship” or “social enter-
prise,” challenges the assumption that one cannot pursue both profi t and social 
causes. Social entrepreneurship differs from the work of nonprofi t groups such 
as NGOs and corporate foundations in that they explicitly aim to be profi table. 
Social entrepreneurship involves the standard entrepreneurial characteristics of 
innovation, creativity, and risk-taking, but marshals these skills to address social 
needs. In general, entrepreneurs are among the fi rst who identify an untapped 
market and then are creative in developing a means for meeting this demand 
and are willing to take the risk that their creation will, in fact, satisfy the de-
mand. For social entrepreneurs, the untapped market is a social and ethical need 
such as social justice, environmental protection, education, health care.
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One of the best-known social entrepreneurs is Mohammad Yunus, founder 
of the Grameen Bank in Bangledesh. An economist who began his career as 
a university professor in the United States, Yunus returned to his native 
 Bangladesh in the early 1970s soon after that country gained its independence 
from Pakistan. Yunus hoped he could contribute to this new country’s inde-
pendence with his expertise in economics. Bangladesh was a desperately poor 
country struggling with the effects of a harsh famine. Yunus soon came to be-
lieve that the people of Bangladesh needed more direct help than what he could 
offer by teaching a university economics class. The idea for the Grameen Bank 
was born from the recognition that very small amounts of capital, loaned di-
rectly to poor people at low rates, could have a tremendous positive impact in 
helping entire villages escape a cycle of poverty. The Grameen Bank’s business 
model is to lend small amounts of money directly to the poorest people to help 
them establish and sustain small businesses.

Yunus identifi ed a social need: small loans at interest rates small enough to 
allow craftswomen to escape a cycle of poverty. He came up with the innova-
tive idea of founding a bank specializing in microfi nance. Capital was raised 
though donations and grants at the start, but as Grameen’s success grew, all 
loans are now capitalized through deposits and interest earned from lending. 
Grameen Bank is owned by its borrowers, does not require collateral for its 
loans, and has been profi table in all but three years since its founding in 1976. 
Today, the Grameen Bank’s balance sheet would be the envy of countless tradi-
tional banks that have not survived the recent banking and fi nancial crisis. By 
2009, Grameen Bank had almost 8 million borrowers, 97 percent of whom are 
women. It has issued over $8 billion in microlending loans and has a repayment 
rate of 98 percent. For his work with Grameen Bank, Yunas was awarded the 
2006 Nobel Peace Prize.

Or consider Mozilla, the company that produced Firefox, popular Web-
browser alternative to Microsoft’s Explorer. Mozilla Corporation is a for-profi t 
subsidiary of Mozilla Foundation, a nonprofi t organization. Mozilla describes 
itself as “a global community of thousands who sincerely believe in the power 
of technology to enrich people’s lives. We’re a public benefi t organization 
dedicated not to making money but to improving the way people everywhere 
experience the Internet.” How would the career of a software engineer, an ac-
countant, or a marketing manager who works for Mozilla differ from a similar 
career at Microsoft?

It is fair to say that the model of work that dominated economic thinking 
throughout most of the twentieth century has given way to a broader under-
standing. “Work,” perhaps especially in the decades after World War II, was 
understood primarily on what we might call the industrial model. A career 
existed in a long-term relationship within a single fi rm. Employees received 
steady and stable employment, secure wages and benefi ts, and opportunities 
for promotion within the fi rm. Employers received the benefi ts of increased 
productivity created by a stable, experienced, and competent workforce. This 
model of work thus served the purposes of both employees and employers 
reasonably well.
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The 1990s experienced an unprecedented period of economic growth and 
prosperity fueled by increased worker productivity and extraordinary techno-
logical advancements. At the same time, the workplace experienced major shifts 
caused by signifi cant corporate layoffs as witnessed by new words entering the 
American work vocabulary: “downsizing,” and the related “outsourcing” of 
jobs to cheaper labor markets “offshore.” The economic recession of 2008–2010 
resulted in higher unemployment rates that many economists predict will con-
tinue for years into the future as the “new normal.” 

In this context, social entrepreneurship and social enterprises provide a 
helpful background against which to refl ect on the changing nature of work. At 
a time when employees can no longer count on long-term stable employment 
from a single local company, how, if at all, can a person fi nd a meaningful and 
successful career? Can the workplace provide meaning and purpose, or is it bet-
ter to think of the workplace as capable of providing nothing other than jobs, 
nothing other than a place where one earns money?

DISCUSSION QUESTIONS

 1. Compare the benefits one might receive from working at Mozilla to work 
at Microsoft, or work at Grameen Bank to work at a local bank. How are 
they likely to differ? How are they likely to be similar?

 2. Could you ever envision a point in your own life before retirement when you 
would be willing to trade wages and income for more leisure time? Besides 
taking time away from work to raise a family, what other reasons might lead 
you to consider such a decision? Do you know anyone who has done this?

 3. What factors other than wages would influence you to change jobs? 
To take a job? To quit a job? Other than wages, what are the three most 
important aspects of any job you would seek?

 4. If not for wages, why work? If you were granted extra time in each day 
would you choose to spend any of it at work?                

   5.1 INTRODUCTION 

  As described in chapter 1, philosophy asks us to step back from our everyday 
lives to refl ect on and examine our decisions. Why do we do the things we 
do? Chapter 1 began with the very self-refl ective question: Why study business 
ethics? But such questioning can be extended further. Why are you taking the 
courses that you do? Why are you enrolled in school? To answer such questions, 
many students would reason as follows. I am taking this course because it is 
required for my major. I am enrolled in this major because I hope to get a good 
job when I graduate. I want a good job so I can make a lot of money. I want to 
make a lot of money so that I can be happy. 

 Most, if not all, of our everyday thinking fi ts this means-ends reasoning 
pattern. We do something (enroll in a course, major in a certain subject, accept 
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a particular job) as a means to some other end (a college degree, a job, money, 
happiness). Our own thinking about work typically fi ts this model as well. 
We work as a means to an end. But can work itself ever be an end, rather than 
only a means? What is, and what ought to be, the nature of work, and what 
values are served by working? What are the responsibilities for business as a 
place of work? 

 Previous chapters have considered “business” in a very general sense. Be-
ginning with this chapter, we will look more closely at the ethical responsibili-
ties of specifi c operations of business institutions. Perhaps most importantly for 
most of us, businesses are the places where we work. Along with producing 
goods and services, providing employment is the most important social func-
tion of business. In chapters 5, 6, and 7, we will examine a wide range of ethical 
issues that arise within the workplace. 

 We are all familiar with stories about people who win multimillion dol-
lar lottery prizes and then claim that they intend to continue working at their 
present job. Most of us fi nd these stories fascinating because such an attitude 
goes against the common wisdom that we work only to get paid. This more 
common attitude was captured some years ago by the  Chicago Tribune  columnist 
Mike Royko: 

  Why do you think the lottery is so popular? Do you think anybody would play 
if the super payoff was a job on the night shift in a meat packing plant? People 
play it so if they win they can be rich and idle . . . like I told you years ago—if 
work is so good, how come they have to pay us to do it?  1    

 Many people think of work with this type of ambivalence. Work is a very im-
portant part of our lives and it is not something that we easily would, or could, 
abandon. Yet, the very idea of work seems to suggest drudgery and toil, some-
thing to be avoided whenever possible. Work seems a necessary evil. 

 From the earliest times one can trace a continual human fascination with the 
nature of work. This fascination is often divided between glory and contempt. 
Work can be exalting, uplifting, fulfi lling and degrading, tedious, troublesome. 
In  Genesis,  work was seen as a curse and punishment for original sin, yet humans 
were also called forth to work the land, to subdue the earth, to till and keep the 
garden.  2   The Greek philosopher Aristotle recognized work as necessary for the 
good life, yet he also disparaged work because of this very necessary, and there-
fore “slavish,” nature.  3   Martin Luther, John Calvin, and Benjamin Franklin all ac-
knowledged the drudgery of work, yet each emphasized how this very toilsome 
nature can be put to work for a higher cause.  4   Jean-Jacques  Rousseau’s romantic 
view of the self-reliant craftsman developing human creativity was tempered by 
a recognition that within society mankind is “everywhere in chains.” For Karl 
Marx, labor had the potential to express our very humanity but, in modern capi-
talist societies at least, labor is alienated from this end.  5   

 The two sides of this ambivalence raise distinct questions for business eth-
ics. Work can provide opportunities for valuable, meaningful, and uplifting 
human activity, and work can be dehumanizing, degrading, and oppressive. To 
the degree that work can be uplifting, business ethics is challenged to articulate 
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the vision of good work and the good workplace. To the degree that work is a 
burden that we all must endure, business ethics is challenged to articulate and 
defend the conditions under which work can be made fair, just, and humane. 

 This present chapter will examine a variety of theories about the meaning 
and value of work. How we conceptualize work has a signifi cant impact on 
how we structure and organize the workplace. In the following chapter, we will 
examine a variety of workplace rights. Employee rights would offer protection 
of important human interests within the context of a situation in which those 
interests are jeopardized by the necessity of work.   

  5.2 THE MEANINGS OF WORK 

  Our understanding of the nature of work can have a signifi cant impact on our-
selves as individuals and on the institution of the workplace. Psychologically, 
the very attitude with which we face each day can be greatly infl uenced by 
our understanding of work in general, and of our own work in particular. For 
employees, the meaning and value found in work can contribute signifi cantly 
to self-esteem as well as physical and mental health. For managers, how em-
ployees think about work will infl uence everything from performance and pro-
ductivity to employee turnover, and from wages and benefi ts to absenteeism. 
As testimony to the importance of such questions, one need only look at the 
prevalent discussion of topics such as job satisfaction and worker morale in the 
fi eld of business management. 

 So, what does  work  mean? At fi rst glance, we should recognize that we use 
“work” with a variety of meanings, both as a verb and as a noun. As a verb, 
work refers to activities that involves perseverance, discipline, toil, usually per-
formed with a degree of seriousness and concentration. The verb  to work  is con-
trasted with being idle, relaxing, playing. Sitting here at my computer, I might 
be working on a book, or I might simply be playing on the Internet. This after-
noon, I may go out to play a round of golf, or I might go to the practice range to 
work on my game. 

 As a noun, work can refer to particular accomplishments (e.g., a work of 
art), any general undertaking or task (e.g., homework), or a job or employment. 
Our focus in this textbook on business ethics will be on work done in exchange 
for wages, “work” in the sense of a job or employment. 

 But even with this focus, it is important not to ignore the variety of work. 
People work as executives in large corporate institutions, on assembly lines in 
a factory, temporary or full-time jobs, and they work several jobs. People work 
for government agencies, as artists and craftspeople, in construction or teach-
ing. Some work for corporations, others are self-employed, most work for small 
businesses; some commute or travel continuously, others work at home. Partic-
ularly when we are considering the value and signifi cance of work, it is crucial 
that we not operate with too narrow of a focus. 

 For example, social programs such as Social Security and unemployment 
insurance, and many public policies concerned with marriage and divorce, 
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have systematically undervalued or ignored the value of housework and child 
care. Since the women who typically fi lled such roles were not engaged in work 
for wages, their status under Social Security and tax law was dependent upon 
their husband’s employment. Women who were engaged full-time with child 
care and homemaking were described, and often disparaged, as not working. 
Alternately, when women are employed in the workforce, social expectations 
can hold them responsible for the “work” of child care and household duties. 
Women, but not men, are expected to be the “super mom” who works a full-
time job and still manages a household. 

 Even when we use “work” to refer only to those activities performed in 
exchange of wages and compensation, we fi nd an assorted and distinct range 
of meanings. “Work” can suggest a job, profession, career, trade, labor, occu-
pation, vocation, or a calling. In an important study of American culture and 
values, sociologist Robert Bellah and his co-authors of  Habits of the Heart  offer 
some insightful observations concerning various meanings of work and their 
relations. The authors distinguish between a job, a career, and a calling.  6   Each is 
distinguished by the degree to which the identity of the person fi lling the role is 
determined by the role itself. 

 What does it mean to say that one’s identity is determined by work? Con-
sider that “What do you do?” is a very common fi rst question we ask when 
introduced to someone. People identify themselves to others by their work. “I 
am an accountant.” “I manage a small business.” “I am a college professor.” 
“I work for the state social service department.” What we do determines who 
we are. When you tell me that you are a computer programmer, you have iden-
tifi ed yourself in terms of your work. We come to know others by knowing 
what they do. But we also come to think about ourselves, we develop our own 
self-image, in terms of our work. Sometimes our work can contribute to a strong 
positive self-image as when someone introduces herself as “I am vice president 
for marketing at a large international corporation.” Sometimes our work, or 
lack thereof, contributes to a low self-image. “I’m unemployed” or “I work the 
night shift at the meat packing plant.” 

 In  Habits of the Heart,  a  job  is described as work in which self-identity is 
independent of the activity. A job is simply a role that one steps into and out 
of as a means for earning money. “I just happen to work a job at this fast-food 
restaurant, but tomorrow I may change jobs and take a job working construc-
tion.” Jobs have no meaning other than the instrumental value as a means for 
earning wages. 

 A career involves a developing relationship between the self and the activ-
ity. One might say that “after graduation I intend to begin my career in public 
relations” or “I am pursuing a career in real estate.” A career suggests an ongo-
ing activity that is defi ned in terms of wider social institutions that establish 
standards of achievement and advancement. One develops throughout a career, 
not in the sense of moving from one job to another, but in the sense of mastering 
various stages and advancing to new levels. This sense of development means 
that careers involve social status and self-esteem in ways that jobs do not. With 
careers, we hear echoes of the traditional crafts system in which one progresses 
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from apprentice to master and with this progression one gains in status and 
self-esteem. 

 A calling also returns to an earlier tradition of work in which a person’s 
identity and activities were “morally inseparable.” Who you are was deter-
mined fully by what you do. Traditionally, the professions, artisans, and farm-
ing were understood this way. “I am a minister,” “I am a musician,” “I am a 
farmer” tells us a great deal about both the person and their work. Perhaps 
less common today than in years past, individuals thought of themselves as 
“called” to a life of medicine, military service, or teaching. 

 This categorization is not intended as absolute or exhaustive, but rather as 
a helpful way to understand the complexity of work. Work has the potential to 
be intimately connected to our deepest values, for better or for worse. When 
the time comes to refl ect back upon your entire life and judge its worth, what 
work you did and how you did it will play a signifi cant role in deciding how 
worthwhile your life has been. The meaning and value of work, both actual 
and potential, will therefore have important implications for the structure and 
operation of the workplace.   

  5.3 THE VALUE OF WORK 

  Before reviewing various theories of work it will prove useful to consider some 
of the values that work can hold. “Why work?” and “What is work good for?” 
may seem obvious or trivial questions to some, but upon slight refl ection we 
can discover a wide variety of values associated with work. 

 Clearly work has signifi cant value as the means for attaining an income 
and, through that income, many other ends that we need and desire. One works 
in order to buy food, pay the mortgage, buy clothing, pay for a child’s educa-
tion. I am fortunate to have a job that also provides health and life insurance, 
educational benefi ts, and a retirement program. Work has high instrumental 
value; by working one is able to attain many other goods. Because it is neces-
sary for obtaining so many other goods, work can be said to have an exception-
ally important instrumental value. 

 The extent of the instrumental value of work can be understood when we 
ask if we would continue working if we attained all the other goods. If more ef-
fi cient substitutes can be found for some activity with only instrumental value, 
we have no reason to continue the activity. For example, if I work only to make 
money and I inherit a fortune, I would stop working. 

 To determine if there are other values in working, I often ask my students 
what they would do if they won a multimillion dollar lottery. During one class, 
a student answered that he would spend all his time playing golf. I asked if he 
would simply  play  or if he would  work  on his game to improve. He admitted 
that he would likely get bored if he continued shooting high scores and never 
improved his game. He readily acknowledged that he would be willing to work 
on his game with the goal of eventually shooting par. He would work on his 
golf game, but he would not continue to work for a living. 
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 I then asked students to think about why someone such as Bill Gates contin-
ues to work. The day I wrote this,  Fortune  announced its 1999 estimate of Gates’s 
fortune at more than $90 billion. Surely this is enough wealth to do whatever he 
wants, yet he continues to work full-time for Microsoft. Why? To the cynic who 
suggests that Gates works only to continually increase his wealth, I point out 
that Gates (as virtually all people of enormous wealth do) gives away signifi -
cant amounts of money. If fi nancial greed was his only motivation for working, 
he could stop giving his money away and work less. 

 Clearly there is more to work than simply earning money. As the golfi ng 
example suggests, people will work to attain many ends including, but not lim-
ited to, the feelings of satisfaction that come from achieving challenging goals. 
When employment can provide these others goods, people will continue work-
ing even if they no longer need the income. Thus, the instrumental value of work 
involves many goods other than wages and benefi ts. Think about why people do 
the work required to run a marathon, to teach a child with learning disabilities, 
to care for a dying patient, to run their own business, to be a police offi cer. 

 What goods, other than wages and benefi ts, come from working? While 
we cannot hope to be exhaustive, we can offer a general categorization of some 
goods. First, work is a means to attain goods other than income. Many of these 
goods have value that cannot be priced and therefore cannot be achieved solely 
through the money earned by working. There are what we might call various 
 psychic  goods associated with work. These include feelings of personal satisfac-
tion and self-worth, of achievement, self-esteem, happiness. Work also can be an 
expression of a person’s deepest attitudes and character. Many work because, 
simply, that’s the type of person they are; for many people, their character is 
made manifest through work. People are industrious, motivated, earnest, ac-
tive, and creative. A creative and industrious person not working is as unlikely 
as a lethargic and lazy person enthusiastically heading off to work. 

 Work can also have social meaning for many people. With work comes so-
cial status, honor, respect, companionship, and camaraderie. Aristotle described 
humans as social beings, and work can be a major activity through which our 
social nature is expressed. Consider the many reasons why someone might 
choose to be a teacher rather than an accountant, or a social worker rather than 
work in sales. Sometimes work can be associated with an entire lifestyle such as 
work in farming and in the military. 

 A personal story illustrates one way in which work can have deep social 
meaning and value. My wife is the fourth generation of her family to own and 
operate a small business. She had been successful at a previous job in a large cor-
poration. She seemed well poised to advance up the corporate ladder when her 
father reached retirement age and sought to sell the business. The business had 
been started by her great-grandfather and had been open for nearly one hun-
dred years. Rather than allowing the business to close or be sold to a stranger, 
she chose to leave her corporate career and purchase the family business. 

 In terms of mere instrumental value, this work decision had many costs: a 
lower salary (alas), much longer hours, more headaches and stress, and greater 
responsibilities. But this work also provides other important values, not the 
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least of which is the fact that she is carrying on a legacy begun by her great-
grandfather. This is what we might mean by the “social value” that work can 
have. Bill Gates’s dedication to the company he founded likewise can explain 
why he continues to work when he has no fi nancial need to do so. 

 Finally, some work is more valuable and worthwhile to society than oth-
ers. Many people choose to work as nurses, day-care providers, social workers, 
 police, or military personnel because these are positions in which they can make 
an important contribution to their community. These are important jobs that 
any stable community must fi ll. For many people, this alone is reason enough 
to pursue such work. Other work, such as the performance of artists and musi-
cians or work in crafts or agriculture, is valuable either in its own right or for 
the product that results. Much of this work is valuable not only for the product, 
but for the quality of the product. 

 For example, I have a friend who is a potter. His work is extraordinarily 
dirty (he works with wet clay all day) and sweaty (as he stokes a roaring fi re 
within his kiln). The hours are very long and the pay very modest. Yet, he pro-
duces some of the most beautiful and exquisite pottery imaginable. He also 
produces it in an environmentally sensitive and sustainable way. His work has 
signifi cant value because of what is produced and how it is produced. This 
work is a signifi cant part of his identity. These values far transcend the income 
he receives from this work. 

 In a classical essay, Douglas McGregor defended a management theory 
(what he called Theory Y) that recognized the many diverse values attained 
through work. Among these, McGregor mentioned survival, security, accep-
tance by others, association with others, friendship, self-esteem, status, respect, 
creativity, and self-development.  7   

 Perhaps this is a good point at which to reiterate an earlier distinction. Work 
can refer both to an  activity  performed with diligence and perseverance and it 
can refer to  employment.  While there are values involved in any diligent activ-
ity that we might call “work,” the values described above are also attainable 
through, and sometimes only through, employment. But if this is so, if work can 
be so valuable, why, as Mike Royko asks, “do they have to pay us to do it?” 

 We might venture a preliminary answer. Some jobs can hold so much value 
that people would do them for little or no pay. Some jobs provide their holders 
with signifi cant meaning and worth. Others can be made valuable depending 
upon their circumstances. Working conditions such as the structure of the job, 
salary and benefi ts, its privileges and responsibilities, job security, its institu-
tional setting, and its social status can add to or detract from a job’s value. But 
for many people, work is necessary to make a living, and because it is necessary, 
the possibility of attaining other values often gets lost in the pursuit of income. 

 So what might be the goal of an ethical workplace? If work is so important 
for so many reasons, should every person have a moral and legal right to a job? 
Is it possible to provide all workers with meaningful, worthwhile, and highly 
valued jobs? If not, are there steps to be taken to make work more rather than 
less meaningful? Does business have a responsibility to provide employees 
with meaningful work, or is business’s responsibility complete when it pays a 
fair wage for a fair day’s work? 
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 These questions take on added signifi cance when we recognize three com-
mon aspects of the contemporary work scene. First, few workers have sig-
nifi cant choices and alternatives open to them in the workplace. Given the 
signifi cant instrumental value that work has as the means of making one’s 
livelihood, few people are in the position where they put their job in jeopardy. 
This means that people may be put in situations where they must accept less 
than ideal working conditions. 

 Two further points concern what seem to be emerging trends in the con-
temporary economy. People today seem more likely to work many jobs over 
their lifetimes than they were in the past. Job mobility is more a fact of work-
life today than it was for our parents and grandparents. Sometimes this is a 
matter of choice, but often it is the result of factors over which employees have 
no control. This suggests that at least some of work’s values, income stabil-
ity and self-esteem among others, may be at greater risk today than in times 
past. A second trend is the growth in what is sometimes called  contingent work.  
More jobs today are temporary, part-time, or subcontracted out to third par-
ties. In some cases this can be a value-added component to work, as when an 
individual is able to work part-time while also going to school or providing 
child care. But just as often this can mean that the values and benefi ts of work 
are more conditional and uncertain. Many of the social values of work, such 
as camaraderie and social status, can be lost or unavailable to part-time and 
temporary workers. 

 Before we turn to business’s responsibilities in this regard, let us consider 
some major theories of work.   

  5.4 CONVENTIONAL VIEWS OF WORK 

  Journalist and social observer Studs Terkel’s 1974 book  Working  chronicled the 
state of blue-collar work in America. The book opens with a statement that cap-
tures what we shall identify as the conventional view of work. 

  This book, being about work is, by its nature, about violence—to the spirit as well 
as to the body. It is about ulcers as well as accidents, about shouting matches as 
well as fi ghts, about nervous breakdowns as well as kicking the dog around. It is 
above all (or beneath all) about daily humiliations. To survive the day is triumph 
enough for the walking wounded among the great many of us.  8    

 Work is seen as something that must be endured. It is diffi cult, arduous, 
laborious. The very words  work  and  labor  carry this negative connotation in 
ordinary language. Certainly this conventional view accurately characterizes 
work for many people. The essence of this conventional view is that work is 
something to be avoided whenever possible and endured when we must. 

 We can distinguish two trends within this conventional viewpoint. One 
perspective, with roots traceable to classical Greek thought, holds that there are 
higher and more meaningful human activities than work. Work is to be avoided 
so that one can pursue these more valuable and refi ned goods. The good life for 
humans would be a life of contemplation and a life spent enjoying the higher 
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pleasures of art, politics, and culture. Perhaps a view such as this was implicit 
in the assumptions of those social scientists studying leisure and affl uence men-
tioned in the discussion case at the start of this chapter. Once workers attained 
suffi cient affl uence to fi ll all their needs, they would reduce the amount of time 
spent working so that they could pursue more valuable and refi ned cultural 
goods. 

 This  classical interpretation of work  conceives of humans as intellectual be-
ings, yet work is physical. Humans are free beings, work is a necessity. Work 
thus involves a constant diminishing of human nature and human potential. 
In the classical world, work was left to slaves. Cultured and civilized people 
avoided work as undignifi ed. 

 The Roman philosopher Plutarch portrays this classical view in the follow-
ing quotation: 

  Gentlemen enjoy the contemplation of the sculptor’s masterpieces, but he 
would never himself use hammer and chisel and get covered with sweat and 
dust.  9    

 Twentieth-century philosopher Yves Simon echoes Plutarch’s sentiments on the 
relative value of work: 

  The rise of the working class in modern history has led to the glorifi cation of 
work and the reduction of virtually all human activity to a species of work, 
while leisure becomes identifi ed with idelness. . . . give work its due but recog-
nize that true culture thrives on immanent activities of contemplation and joy 
that transcends both social utility and time.  10    

 Another twentieth-century philosopher, Hannah Arendt, opens her infl uential 
book,  The Human Condition,  with similar sentiments. 

  In the modern age. . . laborers are about to be freed from the fetters of labor, and 
this society no longer knows these higher and more meaningful activities for 
the sake of which this freedom would deserve to be won.  11    

 The second version of the conventional model is much more common in the 
contemporary world. What we’ll call the  hedonistic interpretation  understands 
work as a necessary means for obtaining life’s pleasures. One works so that 
one can buy those things that will make you happy. Work is the price we have 
to pay in order to get both the necessities of life and the many other things 
that make life enjoyable and pleasurable. Whereas the classical interpretation 
defends a very specifi c content for human happiness, the hedonistic interpreta-
tion allows individuals to choose whatever ends they desire. Happiness for the 
classical model is the enjoyment of various cultural activities. Happiness for 
the hedonistic model is simply getting whatever one wants. While the classical 
model would see the hedonistic version as disreputable, they both agree that 
the drudgery of work prevents humans from obtaining happiness. 

 The hedonistic model’s emphasis on happiness as want-satisfaction makes 
this view quite compatible with the assumptions of neoclassical economics. In-
dividuals are free to choose their own preferences and the goal of economic 
activity is to satisfy preferences. Individuals exchange their labor in the market 
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as a means for obtaining satisfaction. Work, for the most part, is simply a means 
to obtain our ends. Perhaps it is not surprising, therefore, that in a world greatly 
infl uenced by neoclassical economics, the most common view of work shares 
its assumption about human happiness. It is also perhaps not surprising that a 
workplace structured and administered according to the principles of neoclas-
sical economics—a workplace in which employees work simply to earn wages 
and employers treat them simply as means to productive ends—is a workplace 
that gives rise to feelings of resentment and disaffection. From that perspective, 
work has no value in its own right; it is simply a necessary price that must be 
tolerated to achieve other ends.   

  5.5 THE HUMAN FULFILLMENT MODEL 

  The second approach we shall call the  human fulfi llment  school. From this per-
spective, work is the primary activity through which people develop their full 
potential as human beings. In some ways, this is the opposite of the classical 
model. Both perspectives would agree that the good life involves the devel-
opment and fl ourishing of the human potential. But while the classical model 
views work as hindering the development of human potential, the human ful-
fi llment school views work as a primary means for this development. 

 Thus the philosophical roots of this school also lie with the classical Greek 
philosophers who argued that humans had a natural potential, or  telos,  and 
that the good life was a life spent developing or fulfi lling that  telos.  This general 
approach is called a  teleological ethics,  and it is a tradition that was carried on 
through the great Christian philosophers of the medieval period. The contem-
porary slogan of the U.S. Army to “Be all that you can be” refl ects the same ethi-
cal attitude. Humans have a potential that they don’t always fulfi ll; the good 
life is a life in which this potential is actualized. The human fulfi llment school 
believes that work can be the process through which this potential is fulfi lled. 

 But what is this “potential” that can be fulfi lled through work? Again, let 
us return to the distinction between work as any general activity requiring per-
severance, diligence, and concentration (work as opposed to play) and work as 
employment. Let us also come at this question by asking what is lost if we do 
not work. First, let’s consider what type of person we would become if we never 
engaged in activities requiring perseverance, diligence, and concentration. We 
can then turn to the question of what happens to individuals when they become 
unemployed. 

 Consider the student golfer example mentioned earlier. What happens to 
a person who plays at golf but never works to improve his game? While some 
people might continue to play and enjoy the game, this student admitted that 
he would get bored, frustrated and eventually lose interest. The golfer becomes 
apathetic, passive, lethargic, and the game of golf would lose its value. Gen-
eralizing from this example, we might say that diligence, perseverance, and 
concentration improve whatever talents and abilities to which we apply them. 
Our intellectual skills are improved when we focus our attention, think through 
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what is required for performing a task. Diligence, perseverance, concentration 
are character traits, what philosophers would call virtues, that contribute to the 
improvement of human well-being. You are improved as a person when you 
have the ability to approach tasks with such a temperament. Conversely, people 
who do not work at any task risk becoming lazy, careless, and apathetic. Devel-
oping good work habits contributes to a character that is capable, competent, ef-
fective, and skillful. Parents, for example, seek to instill such good work habits in 
children to provide them with important lifelong skills. One study by psycholo-
gists George and Caroline Valliant concluded that “the willingness and capacity 
to work in childhood is the most important forerunner—more important than 
native intelligence, social class, or family situation—of mental health.”  12   

 But what about work as employment? Certainly unemployment has costs 
far beyond the loss of income. The psychic costs of unemployment are well- 
documented. Loss of self-esteem and self-respect, stress, anxiety, depression, 
isolation, and apathy are common consequences. The social costs of unem-
ployment are also high. Employment has largely disappeared from the poorest 
neighborhoods in most large cities. The results of chronic unemployment can 
literally destroy a community.  13   

 Conversely, work can provide the worker with the opportunity for such 
psychological goods as high self-esteem and self-respect as well as both sta-
ble mental and physical health. Work can also provide workers with social 
goods such as friendships, companionship, a sense of belonging, and a sense 
of purpose. 

 The human fulfi llment model suggests that these psychological and social 
benefi ts are more than merely subjective and personal preferences. These are not 
simply goods that an individual chooses to value. The character traits  developed 
and the ends achieved through work are connected to living a fulfi lled and 
meaningful human life. They are connected to attaining the human  telos.  

 The human fulfi llment model acknowledges that not every job contributes 
to the development of human potential. However, the proper kind of work and 
the right kind of workplace can contribute to this development. This model also 
claims that individuals and work exist in a reciprocal relationship. Individuals 
exercise control over their jobs, but jobs also infl uence and shape individuals. 
Thus, under this model, the challenge for business ethics is to articulate the type 
of work that can foster the full development of human potential. 

 Contrast this with the hedonistic model of work. From that perspective, 
work is simply a means to further human ends. Work’s value is merely instru-
mental and a worker’s guiding question is “What will this work do  for  me?” 
The human fulfi llment model challenges us to ask further questions: “What 
will this work do  to  me? What kind of person will I become through this work?” 
Even work that does good things  for  me (by providing an income) may do bad 
things  to  me (e.g., by lowering my self-esteem, harming my mental and physical 
health, etc.).  14   

 In developing this point, economist E. F. Schumacher details how work 
can do bad things to workers and hints at what the corresponding good work 
would be. Bad work is “mechanical, artifi cial, divorced from nature, utilizing 
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only the smallest part of man’s potential capabilities; it sentences the great ma-
jority of workers to spending their working lives in a way which contains no 
worthy challenge, no stimulus to self perfection, no chance of development, no 
element of Beauty, Truth, or Goodness. . . .”  15   

 The idea that there exists a human potential (or  telos,  in the language of clas-
sical philosophy) that can be either drawn out or repressed by work has its roots 
in Karl Marx’s concept of alienation. In general terms, alienation is the result of 
work that prevents the full development of human potential. In such situations, 
humans are separated, or alienated, from their true selves (their potential). Part 
of Marx’s critique of capitalism was based on the claim that under capitalist 
systems of production, workers inevitably faced a life of alienation. Marx sug-
gested that workers face several types of alienation that occur within capitalist 
systems: from the products of their work, from the creative process of work 
itself, and from their very essence as social creatures.  16   

 In his early writings especially, Marx understands humans as social beings 
who both create and express themselves through their labor. Through work, 
 humans create not just products, but also the very social world in which they 
live. Work is essentially a social activity and, as social beings, humans have the 
opportunity to express this humanity through work. Because these social struc-
tures also shape and infl uence human attitudes, beliefs, and values (what work 
does  to  people), work also serves to create our own character. According to Marx, 
in capitalist economic systems—particularly in the division of labor, assembly 
line production characteristic of industrial capitalism—workers are alienated 
from the products of their labor, from the activity of work, and from their fel-
low humans. Workers (or  human resources  in the contemporary phrase) and the 
products of their labor are treated as mere means to the end of profi t. Workers are 
separated from what they produce, they lack control over both the products and 
the productive activity itself, and they exist as mere cogs in a machine. 

 A similar view of work was presented in 1981 by Pope John Paul II in his 
Encyclical Letter,  Laborem Exercens.   17   Integrating some themes found in Marx 
with more traditional Catholic theology, the Pope claims that “work is one of 
the characteristics that distinguish humans from the rest of creatures. . . . Only 
humans are capable of work, and only humans work.” Citing the  Genesis  story 
in which humans are created “in the image and likeness of God” and in which 
humans are called forth “to subdue the earth,” the Pope argues that work is an 
essential part of human nature. These Biblical passages suggest that humans are 
meant to be co-creators (made in the image of God the creator) in shaping the 
earth and using it to maintain their life on earth.  18   

 Once again, this perspective emphasizes the fact that humans and their work 
exist in a reciprocal, dialectical relationship with each side infl uencing and shap-
ing the other. Humans create work in order to attain their needs and wants; but 
work also shapes humans. In the words of commentator Gregory Baum, “It is 
through labor that people create their world, and it is through the same labor that 
in a certain sense they also create themselves.”  19   Humans “must transform a por-
tion of nature through labor to have food and shelter. In order to improve the con-
ditions of survival, people must invent a division of labor, a social organization, 
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and a system of authority. Labor creates society.” But in doing so, humans are cre-
ating the social and cultural world that socializes them, creates their conscious-
ness, attitudes, beliefs, values, and interests. In this sense, through labor humans 
are creating themselves by determining what kind of person they become.  20   

 In summary, then, what are the human potentials that work can help fulfi ll? 
From this brief discussion, we can mention four. Through work we exercise our 
freedom and autonomy in making choices and directing our lives. Work also 
provides the occasion for developing our talents and exercising our creativity. 
Through work, humans create their own society and culture and thereby cre-
ate their own identities. Finally, work is an expression of our nature as social 
 beings; it prevents us from falling into a solipsistic and egocentric life.  21   

 Philosopher Al Gini offers this summary of the human fulfi llment model: 

  Descartes was wrong. It isn’t  Cogito ergo sum,  but, rather,  Laboro ergo sum.  We 
need work, and as adults we fi nd identity and are identifi ed by the work we 
do. If this is true then we must be very careful about what we choose to do 
for a living, for what we do is what we’ll become. To paraphrase the words of 
Winston Churchill—fi rst we choose and shape our work, then it shapes us.  22      

  5.6 THE LIBERAL MODEL OF WORK 

  What we will call the  liberal  model of work can be thought of as occupying a mid-
dle ground between the conventional model and the human fulfi llment school. 
Like the conventional model, liberals hold that individual workers should be 
free to choose the ends of their work. People choose to work for many reasons 
and may willingly accept undesirable jobs simply as a means to earn money. 
Liberals deny that there is some single human end that all work should serve. 
Nevertheless, like the human fulfi llment school liberals recognize that humans 
can be signifi cantly infl uenced by their work and argue that we should make 
ethical assessments of work on the basis of how work affects workers. Liberals 
part company with the fulfi llment school when they specify the grounds on 
which that assessment is made. The human fulfi llment school makes that judg-
ment on the basis of some vision of what makes a good, meaningful human life. 
Liberals make that judgment in terms of how work affects a worker’s ability to 
make free and autonomous decisions about their own life. 

 Philosopher Norman Bowie provides a good example of a liberal theory of 
work. Bowie explains his own Kantian theory of meaningful work as a middle 
ground between those who think the value of work is to be left to the whim of 
workers and those who defend an “objective normative defi nition” of meaning-
ful work.  23   

  I have always believed that one of the moral obligations of the fi rm is to pro-
vide meaningful work for employees. However, just what constitutes meaning-
ful work has been a contentious matter. Is “meaningful work” to be defi ned 
as nothing more than what the employees say it is? Or would the term “mean-
ingful work” be given an objective normative defi nition which would permit 
managers to provide it even if the employees do not agree? A standard problem 
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with the [former] approach is that it is subjective and individualistic. . . . Why 
should management have a duty to provide each employee meaningful work 
as he or she defi nes it? On the other hand, a standard problem with the objec-
tive approach is that it has been diffi cult to fi nd a justifi cation for any objective 
normative defi nition that can be given.  24    

 Let us consider Bowie’s arguments. If we conclude that the meaning and 
value of work is whatever the worker determines it to be, as at least the hedo-
nistic version of the conventional model would hold, then we cannot say that 
workers have any right to, nor management any duty to provide, meaningful 
work. Such an open-ended conception of worker rights would render the con-
cept meaningless by failing to distinguish rights from mere desires. It also would 
imply a range of management duties that would be impossible to fulfi ll. 

 Of course defenders of this hedonistic model, especially those sympathetic 
to the more libertarian versions of free markets, would conclude that this means 
only that workers have no right to meaningful work. Bowie’s belief that busi-
ness has a moral obligation to provide meaningful work is, from that perspec-
tive, simply mistaken. The meaning and value of work, like all the conditions of 
work, should be left to the free choices that emerge from individual bargaining 
between employee and employer. 

 Liberal approaches to work, such as Bowie’s Kantian theory, reject this 
view as too impoverished an understanding of human freedom. Individuals 
may well choose to work tedious, diffi cult, depressing, low paying, even dan-
gerous jobs. But if there are few alternatives available, we shouldn’t honor this 
as a “free” choice. Bowie would argue that the more people are compelled to 
work, the greater the responsibility to ensure that workplace conditions are as 
humane as possible. In such cases, the very necessity of work obligates us to 
investigate what work does  to  workers. What kind of people are being created 
in the workplace? 

 Unlike the human fulfi llment model, however, liberals do not believe that 
there is some substantive, objective norm to determine the kind of person every-
one should be. Even if there were, Bowie asks, would managers be permitted—
or required—to “create” such people even if employee do not agree? Should 
we design workplaces that force people to be creative, or sociable, or that 
force them to fully develop their talents and abilities? Who would decide such 
matters? 

 This conclusion mirrors the reluctance that liberal political philosophy has 
always had about concepts such as the human  telos  or common good. Liberal 
theories of justice argue that individual freedom is a fundamental and neces-
sary element of social justice. Liberals have always rejected classical political 
theories that specify some common, specifi c, and particular way that all people 
should live. Even if we could specify what that life should be, it would seem 
that the only way to achieve it would be by forcing individuals to live lives 
other than the ones they choose. On the other hand, most liberals also reject the 
subjective and relativistic implication of more libertarian versions. It is not good 
for humans to do just anything they want. Some ways of living are  morally 
 better than others. 
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 Liberals resolve this tension by reference to such general characteristics 
and goods as autonomy, rationality, and physical and mental health. Some-
times called  primary goods,  these are goods that are necessary in order to achieve 
whatever other goods an individual chooses to pursue. Consistent with the as-
sumptions of the conventional model, work may simply be valued as a means 
for attaining whatever ends an individual chooses. However, if in the process 
of work these primary goods are destroyed or undermined, individuals have 
little chance of attaining their other ends. Thus, the liberal model argues that 
individuals have certain rights in the workplace and that these rights function 
to protect certain central and primary goods. 

 What are these goods to be protected by worker rights? Philosopher Adina 
Schwartz defends a classical liberal answer when she argues that highly routin-
ized jobs in which workers passively and blindly fi ll roles determined by others 
fail to respect the autonomy of individuals. Failing to recognize such jobs as unjust 

  . . . is fundamentally at odds with the widely held view that a just society 
 respects all its members as autonomous agents. If we care about the free devel-
opment of all members of society . . . we must demand that no one be employed 
at the sorts of jobs that have just been described. We must also advocate a cer-
tain alternative to the current arrangement of industrial employment and must 
ask for government measures to effect this rearrangement.  25      

  5.7 BUSINESS’S RESPONSIBILITY FOR MEANINGFUL WORK 

  This brief overview of differing theories concerning the nature and value of 
work can now provide us with a helpful way to conceptualize the ethical 
 responsibilities that business has to make work meaningful. The classical model 
would argue that, to the degree that work is necessary and physical, work can-
not be made meaningful and therefore employers have little responsibility to 
make it so. To the degree that work can be intellectual, leisurely, and free, work 
can be meaningful; but it would be unlikely that employment and wage labor 
can ever attain these conditions. 

 The hedonistic approach argues that work is meaningful when it is used to 
attain the goals of the worker. Following Bowie’s critique, however, it would 
be diffi cult to hold a business responsible for such an open-ended goal. Surely 
workers might desire many things that a business cannot—perhaps should 
not—provide. At best, the hedonistic theory would encourage employees and 
employers to bargain over workplace conditions, wages, and benefi ts. This 
 contract model might provide workers with the best chance for attaining work-
place happiness but, presumably, business’s only responsibilities would be 
those freely accepted within the contract. 

 The boundary between the human fulfi llment school and the liberal model 
offers more fruitful directions for thinking about the responsibility to provide 
meaningful work. In effect, liberals argue that business has a range of respon-
sibilities derived from such primary goods as autonomy, rationality, and physi-
cal and mental health. The range of employee rights and responsibilities that 
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we will survey in chapters 6 and 7 is an admittedly liberal conception of em-
ployee rights and employer responsibilities. This list might include such rights 
as participation (voting), due process, healthy and safe working conditions, fair 
wages and benefi ts, training and education, and privacy. Such goods might be 
said to be primary in the sense that they are necessary for any realistic opportu-
nity to exercise autonomous, rational, and free choice. 

 Remember that Bowie argues that anything more substantive than this 
minimal list might involve employers forcing employees to accept conditions 
that they choose not to. Bowie argues that employers cannot have the respon-
sibility to make employees better people, particularly against the wishes of the 
employees themselves. 

 But now consider the example offered by Adina Schwartz. Imagine that 
workers preferred to work highly routinized, unchallenging, and boring jobs. 
Do employers have a responsibility to eliminate such jobs, even if there are some 
employees who would be willing to fi ll them? Two options are open for liberals 
at this point. They could argue that as long as no one is forcing employees to 
work such jobs, as long as they are free from external constraint, employers have 
no responsibility to eliminate such jobs. This answer would reduce the liberal 
position to a narrower libertarian understanding of freedom in the workplace. 
But it also would accept the ethical legitimacy of employment conditions that 
tend to frustrate the very fundamental values—autonomous and free choice—
that liberals hold dear. Social conditions of routinized, unchallenging, boring 
jobs tend to suppress the human faculties of rational and autonomous choice. 
On the other hand, if liberals argue that employers do have a responsibility to 
eliminate such jobs, then they acknowledge that employee choice alone is not 
the fi nal factor for determining what constitutes an ethical workplace. This is 
to acknowledge that the conditions that create an ethical workplace are those 
that tend to encourage and advance the human good, at least as understood in 
minimal terms of the ability to make reasoned and autonomous choices. This 
conclusion opens the door to a wider discussion of those conditions necessary 
or conducive to the good of employees. Such conditions can be identifi ed as a 
liberal theory of employee rights and employer responsibilities. Chapter 6 con-
siders several of these potential rights. 

 This chapter has examined various models for understanding the nature 
and value of work. These models provide a framework for evaluating busi-
ness’s responsibilities to employees, as well as the rights and responsibilities 
that employees owe to the businesses that provide jobs. The nature and value of 
work also has implications for what we, as citizens in a democratic society, can 
expect of both private business and government regulation of the workplace. 
Work provides individuals with the means for satisfying their basic needs and 
desires. Work can provide good things, or bad things,  for  us. But work can also 
do good things, or bad things,  to  us. How the workplace gets structured, how we 
understand the rights and responsibilities of both employers and employees, 
will determine the ethical status of what work does both for, and to, us. In chap-
ters 6 and 7 we will look in more detail at the ethical rights and responsibilities 
that exist in the workplace.    
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   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

It might seem unreasonable to draw any conclusions from such exceptional so-
cial enterprise examples as the Grameen Bank and Mozilla. Few students are 
likely to work for any social enterprise and, in fact, there simply are not many 
such fi rms around. Nevertheless, the example does help us think about which 
aspects of work can provide individuals with benefi ts and value.

Such cases raise questions about good jobs, great jobs, and meaningful jobs. 
These concepts are worth pursuing. For generations, having a “good” job sim-
ply meant having a steady job that paid a reasonable wage. It is still likely that 
for an overwhelming percentage of employees, the value of work is directly 
measured by the wages paid. But even when this is true (and there are not many 
of us who don’t measure the value of our work by our pay), the value of work 
is not exhausted by the pay you receive for it. Even good jobs can be made great 
or, conversely, even great and meaningful jobs can pay well.

What are some “great” jobs? Would having a job at Microsoft be a great job?  
Can you list some other jobs you would consider great? Are there any similari-
ties? What makes a job “great”? What are some jobs that you would describe as 
“meaningful”? Why might serving in the military be meaningful? What makes 
a job “meaningful”? This chapter should also provide an opportunity to reflect 
on your own career choices. What job do you see yourself working in five years? 
In ten years? In forty years? If you could design your own job, what would it 
look like? Were there any overlaps between your list of great jobs, meaningful 
jobs, and jobs that you are likely to hold? If not, why not?    26    

  CHAPTER REVIEW QUESTIONS 

     1.  Explain at least three different meanings of the word  work.  Do any of these 
meanings include some value component?  

    2.  How would you distinguish a  job  from a  career  from a  calling?   
    3.  What are the two different trends within the conventional view of work?  
    4.  How does the Greek philosophical notion of a  telos  relate to the human 

fulfi llment theory of work?  
    5.  How can work become meaningful under the liberal model of work?  
    6.  How might a defender of the liberal model criticize the human fulfi llment 

model of work?    
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       L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Distinguish moral rights from legal and contractual rights; 

 • Explain and examine various meanings of a right to work; 

 • Analyze arguments supporting an employee right to due process, 

participation, health and safety, and privacy; 

 • Distinguish due process from the legal doctrine of employment at will; 

 • Analyze arguments supporting an employee right to participation.  

 6   C H A P T E R 

 Moral Rights
in the Workplace 
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   DISCUSSION CASE: Electronic Privacy at Work 

  Does your employer have the right to read the e-mails on your work ac-
count? Should your employer be allowed to monitor your Web-browsing 

history? Does your employer have the right to read text messages you send 
on your work-provided Blackberry or I-phone? Can you be fi red because your 
boss read the disparaging comment you made about your employer on your 
Facebook page or on your blog? If your employer provides a company car for 
your work, is it reasonable that your trip be tracked via a GPS system installed 
in the car? 

If you worked in a Human Resources department and were responsible 
for hiring, would you visit the Facebook page of a potential employee and use 
the information you found there in your hiring decision? Would you request to 
become a friend of potential employees in order to gain more information about 
them? Would you “google” potential employees? Consider the following cases.

Jeff Quon was a police offi cer for the city of Ontario, California. The Ontario 
Police Department provided Quon with a pager and paid for a limited number 
of texts each month. Offi cers who used more than the limit could pay for the 
overage fees. When the city police chief wondered how often offi cers used the 
devices for personal use, he requested and received transcripts of all the texts 
from the wireless service provider. He discovered that fewer than 60 of Quon’s 
450 text messages were personal, and many of those were sexually explicit mes-
sages sent to his girlfriend. Quon and three other offi cers sued the city when 
they learned that their text messages had been read by the police chief.

In a split decision, a federal appeals court ruled in Quon’s favor, conclud-
ing that he had a reasonable expectation of privacy stemming from the U.S. 
Constitution’s Fourth Amendment’s protection against unreasonable searches 
and seizures. The city appealed and the U.S. Supreme Court heard arguments 
in the case in the spring of 2010. Because Quon was a government employee, 
the Fourth Amendment clearly applied in his case, but that amendment does 
not prohibit private employers from conducting searches, reasonable or other-
wise, against employees. The Supreme Court’s decision in this case could set a 
precedent for workplace privacy if the court issues a broad ruling that includes 
private employers.

Kimberly Swann was a teenage offi ce worker who was fi red in February 
2009 when her boss read her Facebook page and discovered that she was “so 
totally bored” at work. Ms. Swann’s dismissal letter explained, “Following your 
comments made on Facebook about your job and the company we feel that, as 
you are not happy and do not enjoy your work, we must end your employment.” 
In news reports following the incident, her employer was quoted as saying that 
“We are looking for long-term relationships with all our staff. Her disrespect 
and dissatisfaction undermined the relationship and made it untenable.” 

Kevin Colvin was an intern at Anglo Irish Bank in Massachusetts when he 
e-mailed his boss on the afternoon of October 31, 2007, and explained that he 
had to miss work because of a family emergency in New York City. The next 
day a picture of Colvin dressed as a fairy while attending a Halloween costume 
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party appeared on Facebook. Colvin’s boss discovered the time-stamped pic-
ture, and pasted it into an e-mail that he sent back to Colvin and on which he 
“cc’d” other employees. Colvin was fi red as a result.

Finally, consider Dan Leone, a stadium worker for the Philadelphia Eagles. 
After the Eagles traded Brian Dawkins, one of his favorite players, to the  Denver 
Broncos in March 2009, Leone posted a Facebook note that said “Dam Eagles 
R retarded!!” [sic] A few days later the Eagles fi red Leone.

DISCUSSION QUESTIONS

 1. In the Quon v. Ontario case, the police officers filed a lawsuit even though 
they were not fired for the information that the police chief learned about 
their text messages. How, if at all, is someone harmed simply by another 
person reading private text messages?

 2. Both Swann and Leone were fired for what they posted to Facebook. 
Should they have been surprised that their employers might read their 
postings? It is unknown if Colvin knew about or consented to having his 
picture posted to Facebook. What issues does this raise?

 3. In both the Swann and Leone cases the employers did not give the 
employee an option to explain or appeal their decisions. Should they 
have?

 4. Do you disagree with any of the actions of the employers in these cases? 
Why or why not?

 5. If you were responsible for hiring employees, would you look to a Web 
site such as Facebook to gather information about them?                  

   6.1 INTRODUCTION: EMPLOYEE RIGHTS 

  Chapter 5 reviewed some of the many meanings and values that work holds for 
people. Even for those who disparage it, work is valued as a necessary means 
to other crucial goals. Simply put, work is one of the most important and highly 
valued human activities in large part because it is necessary for so many other 
central human goods. 

 But just as work is inescapable for most people, it is just as likely to be 
something controlled by others. Few of us control our own working lives. 
This fact highlights a real vulnerability: While the overwhelming majority of 
people need to work, other people typically determine most aspects of our 
work, including whether we work at all. As we saw in chapter 2, the idea 
of moral  rights  is relevant in just those circumstances when central human 
interests are jeopardized by the actions of others. The more important these 
interests are to human well-being, the more likely we are to recognize that they 
should be protected by rights that impose duties on others to respect these 
interests. This present chapter will examine a range of potential moral rights 
in the workplace. 
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 As an initial step, let us clarify the meaning of moral rights in the work-
place, or employee rights, that we will be using in this chapter. Three senses 
of employee rights are common in business. First, there are those  legal  rights 
granted to employees on the basis of legislation or judicial rulings. Thus, em-
ployees have a right to a minimum wage, equal opportunity, to bargain col-
lectively as part of a union, and so forth. Second, employee rights might refer 
to those goods that employees are entitled to on the basis of contractual agree-
ments with employers. In this sense, a particular employee might have a right 
to a specifi c health care package, paid holidays, pension funds, and the like. 
Finally, employee rights might refer to those entitlements to which employ-
ees have a claim independent of any particular legal or contractual factors. 
Such rights would originate with the respect owed to them as human beings. 
While both legal and contractual rights will be relevant for our discussions 
in this chapter, our primary focus will be on the understanding of employee 
rights as moral entitlements that are independent of both legal and contractual 
acknowledgment. 

 To expand on this understanding, consider how legal and contractual rights 
interact. In general, both parties to an employment agreement bargain over the 
terms and conditions of work. Employers offer certain wages, benefi ts, and 
working conditions and in return seek worker productivity. Employees offer 
skills and abilities and seek wages and benefi ts in return. However, certain 
goods are legally exempt from such negotiation. An employer cannot make a 
willingness to submit to sexual harassment or acceptance of a wage below the 
minimum established by law a part of the employment agreement. In effect, 
legal rights remove certain goods from the employment contract. Such legal 
rights set the basic legal framework in which business operates. They are, in this 
sense, part of the price of doing business. 

 Employee rights as understood in this chapter, like minimum wage and 
protection against sexual harassment, lie outside of the bargaining that occurs 
between employers and employees. Unlike minimum wage, moral rights are 
justifi ed by moral, rather than legal, considerations. We will understand em-
ployee rights as those general moral entitlements that employees have to cer-
tain goods (or to protection from certain harms) within the workplace. They 
establish the basic moral framework for employer–employee relations. To the 
degree that there are such rights, employees cannot be asked to forgo these 
goods to get a job or to gain an increase in employment benefi ts. Employee 
rights function to prevent employees from being placed in what would be a 
fundamentally coercive position of having to choose between these basic moral 
goods and their job.  1   

 Thus the moral rights examined in this chapter fi t within the liberal model 
of work introduced in chapter 5. While many conditions of work are open to 
negotiation between employers and employees (thus respecting the liberty of 
each), some fundamental constraints on that negotiation are necessary to en-
sure that the bargaining is fully free and equal. The goods protected by such 
constraints fall within a traditional liberal understanding of freedom, equality, 
and autonomy.   
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  6.2 THE RIGHT TO WORK 

  If work is necessary to secure such central primary goods as food, clothing, 
and shelter, a right to work might seem an obvious candidate for being a moral 
right. There are indeed many who do argue that all people should have a right 
to work, including most of the human fulfi llment school who see work as an 
essential part of human well-being. As a fi rst step in evaluating this potential 
right, let us consider various understandings of the  right to work.  

 In many contemporary legal contexts, the right to work refers to a right to 
work without being required to join a local union. As part of many collective 
bargaining agreements, unions will stipulate that all employees must join the 
union upon being hired. This requirement is seen as an essential means to pro-
tect the viability of the union by prohibiting “free riders,” who reap the benefi ts 
of union membership without sharing the burdens. This also protects the entire 
collective bargaining system by preventing employers from hiring only those 
workers who promise not to join the union. Several states have passed legisla-
tion that prohibits such a requirement. This legislation is often referred to as a 
 right-to-work law.  

 While this sense of a right to work is not our primary focus here (it is more a 
legal question than a philosophical one), we can consider the soundness of this 
reasoning. Should new employees be required to join a union when they enter a 
unionized workplace? The “free rider” argument is to be based on a reasonable 
understanding of fairness. If one receives benefi ts from a process that entails 
costs, it seems only fair that you share the costs. Especially if there is evidence 
that workers would receive lower wages and benefi ts without the union, man-
datory union membership allocates the benefi ts and burdens of union member-
ship in a fair and equal manner. 

 The second argument cites the traditional rationale for collective bargain-
ing. Defenders of right-to-work laws argue that wages and benefi ts are more 
appropriately determined through a process of individual bargaining between 
employee and employer. In response, the traditional rationale for collective 
bargaining argues that bargaining is fair only when the parties are equal. Fair 
bargaining requires an equal incentive to compromise in the give and take of 
negotiation. In this context,  equality  means equally free to accept or reject the 
employment conditions. Only in this case is an agreement guaranteed to be 
mutually benefi cial and optimally satisfactory. However, the two sides of this 
bargaining are a single employer and a collection of employees, and the bar-
gaining will only be equal if all of the employees bargain collectively. Without 
collective bargaining, employers have little or no incentive to compromise with 
any single employee when they can continue to negotiate with all other em-
ployees individually. This suggests that there are good reasons for denying that 
in industries in which collective bargaining exists, individual employees do not 
have a “right to work” in this sense. 

 A more interesting meaning of right to work implies that employees have 
a right to a job. This position has had many defenders, ranging from the tradi-
tion of Catholic social philosophy to the U.N. Declaration on Human Rights.  2   
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There are two primary rationales for this claim, corresponding to two pri-
mary accounts of the signifi cant value of work. Given the important instru-
mental value of work—that work is a primary means to such ends as food, 
shelter, clothing, and health care—some argue that we should recognize a 
human right to a job. Others, refl ecting the human fulfi llment school, argue 
that because work is part of the expression of a meaningful human life, each 
individual has a right to work. The type of work implied by these approaches 
might be different. In the fi rst case, one would have a right to any work that 
supplies a living wage no matter how tedious or unchallenging. The latter 
would require the type of work that is capable of elevating and humanizing 
workers. 

 In response, critics cite the distinction between rights and merely desir-
able states of affairs. Not everything that is valuable and highly desired can 
be claimed as a right. The key point here seems to be that rights imply some 
responsibility on the part of others to provide what is claimed by the right. If 
every human has a right to a job, someone or some institution must have the 
responsibility to supply that job. By the same token, whoever is said to have 
the responsibility to provide a job must be in the position to be able to do so. 
A reasonable and standard philosophical observation is that “ought implies 
can.” We can reasonably be said to have a responsibility only for those things 
that we can accomplish. But who should and who could supply jobs to every 
person? 

 Placing this responsibility on the shoulders of private employers surely 
is too burdensome in both an economic and ethical sense. Without signifi cant 
limitations, such a right claimed against private employers would result in eco-
nomic chaos. Would private employers be obligated to hire just anyone who 
applied for work? Would qualifi cations be relevant? Would this right depend 
on an employer’s profi t status? Providing any and all people with jobs is simply 
not something that a private employer can do and remain economically viable. 
An unprofi table business cannot continue to provide jobs to any employees. 
Further, the rights of employers also provide counterarguments to this view. 
Such considerations as employers’ property rights (which, admittedly, are not 
absolute), freedom, and their own right to work would clearly limit signifi -
cantly any responsibilities that an employer could be said to have for providing 
jobs to others. 

 Defenders of a right to a job might respond by placing the responsibility 
in the hands of government rather than private employers. Government could 
provide jobs either through incentives and subsidies to private employers (as 
many governments already do in the case of former welfare recipients) or by 
providing direct employment. This, for example, was the part of the proposed 
Federal right- to-work legislation offered by Senator Hubert Humphrey during 
the 1970s. 

 No doubt government is better situated to fulfi ll this responsibility than is 
private business. This proposal would not, after all, threaten the rights of “own-
ers” as it would in the case of private employers. Governments have direct re-
sponsibilities to their citizens in ways that private employers do not. However, 
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this approach can face many of the same challenges faced by the  private em-
ployment option. Directly providing jobs to any citizen who desired one could 
lead to ineffi ciencies in government as easily as it could in private business. 
Although economic effi ciency is clearly not the primary criteria by which we 
judge governments, too much ineffi ciency can create both economic and po-
litical turmoil. Simply put, government could not provide every citizen with 
a job. Since rights claimed against the government should (at least within a 
democracy) be held equally by all citizens, and since not every citizen could 
be employed by government, citizens cannot claim a right to a job from the 
government. 

 Of course, no defender of a right to a job is likely to claim that governments 
should supply every citizen with a job. A modifi ed version would claim that 
government has the responsibility to provide jobs compatible with qualifi ca-
tions to those who are able to work but unable to fi nd jobs in the private sector. 
Government would be the employer of last resort. Something like this seems 
to have been operating at least implicitly in many industrialized democracies 
through the latter half of the twentieth century. Something similar to this was 
also used by the U.S. federal government as a response to the Great Depression 
of the 1930s. 

 This modifi ed version is on better ethical and economic grounds. It is dif-
fi cult to imagine goods more worthy of government protection than those as-
sociated with work. The economic challenges to this version are more a matter 
of degree than principle. At one extreme, government would supply jobs to so 
many people that government spending drains money out of private markets, 
which leads to an economic downturn, which leads to more unemployment, 
which leads to more government employment, which continues to downward 
cycle further. At the other extreme, government provides no economic help for 
the unemployed. Even among those who would argue on economic grounds 
against government directly supplying jobs to the unemployed, there is a strong 
consensus that government has a responsibility to provide a social “safety net” 
of economic support. The remaining question seems to be, is this support bet-
ter provided in the form of jobs, incentives to the private sector to hire the un-
employed, or in the form of such payments as unemployment insurance, food 
stamps, and health insurance? 

 Something of a consensus, in theory if not always in practice, seems to be 
emerging within Western democracies (at least) in this regard. Governments 
have a responsibility to encourage, through such things as fi scal and monetary 
policy and tax incentives, private sector employment for all its citizens. As a last 
resort, and especially for hard-core unemployed, government has a responsibil-
ity to provide jobs for its citizens. In this restricted sense, then, it can be reason-
able to claim that people have a right to a job. 

 Unfortunately, while this approach may address the instrumental value of 
work by providing opportunities to obtain wages with which to purchase food, 
clothing, shelter, and health care, it does little to address the intrinsic value 
of work associated with the human fulfi llment school. To consider this issue 
we need to focus more directly on the types of work and working conditions 
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available to workers. This, in turn, is to consider a third meaning of a “right to 
work.” 

 Perhaps the most signifi cant ethical objection to claiming a right to a pri-
vate sector job is the burden that this would place upon private employers. We 
could not require private employers to employ just any and all people without 
imposing grave and serious restriction on that employer’s freedom and prop-
erty rights. We certainly can and should require that private sector employers 
provide an equal opportunity to work for all, but it is unreasonable to expect 
them to provide jobs for all. This, essentially, would be the position defended 
by the liberal theory of work. 

 But there is another sense to a  right to work  that can be claimed against pri-
vate employers. This interpretation holds the right to work is not a right to a job, 
but the right, once hired, to hold that job with some degree of security. Once one 
has a job, this would be the right to keep that job or, in other terms, the right not 
to be fi red without just and suffi cient cause. On a parallel with legal restrictions 
on the authority of government, we will identify this as a  right to due process.  
Before considering this right in more detail, let us think about this in the context 
of meaningful work. 

 As we saw in the previous chapter, liberals disagree with the human fulfi ll-
ment school by denying that there is one human goal towards which all work 
should aim. They argue that there is no objective standard valid for every indi-
vidual by which we could distinguish fulfi lling from unfulfi lling work. If one 
understands  meaningful work  to mean only work that fulfi lls the human  telos,  
then liberals deny that work can be meaningful in that sense. Nevertheless, cer-
tain types of work and working conditions can harm individuals in ethically 
signifi cant ways. Individuals may not have a right to a job, but they do possess 
ethical rights that protect them from being mistreated once they do have a job. 
In this sense, meaningful work would be work that is structured in ways that 
respect the rights of workers. 

 For example, Norman Bowie claims that he has “always believed that one 
of the moral obligations of the fi rm is to provide meaningful work for employ-
ees.”  3   Note that this does not claim that a fi rm has an obligation to provide 
work, only that it has an obligation to its employees—that is, those already 
working—to structure the workplace in ways that protect their rights. Thus, 
while Bowie might claim that employees have a right to meaningful work, the 
emphasis is on the word  meaningful,  not  work.  Individuals have no prior exist-
ing right to work but, once employed, they have a right to a certain type of 
work. Further, an ethically structured workplace provides “meaningful” work 
not in the sense that the work is fulfi lling or elevating of human potential, but 
in the sense that it is work that “allows the worker to exercise her autonomy 
and independence.”  4   

 The remainder of this chapter examines what a workplace might look like if 
it respected the ethical rights of employees. To provide a context for this exami-
nation, we will begin by reviewing an important legal doctrine that effectively 
denies the validity of employee rights. That doctrine is known as employment 
at will.   
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  6.3 EMPLOYMENT AT WILL 

  Much employment law within the United States has developed against a back-
ground of nineteenth century, laissez-faire legal perspective on economic trans-
actions. In general, courts were reluctant to recognize any obligations other 
than those explicitly agreed to by the parties concerned. Thus, unless there was 
an explicit employment contract that specifi ed the length and conditions of em-
ployment (a very unusual event even today), all employees were employed “at 
will.” An “at will” contract is one that exists only so long as both parties consent 
or, conversely, can be broken at the discretion of either party. Employment at 
will means that employees are free to quit their job at any time for any reason 
and employers are free to terminate an employee at any time and for any rea-
son. In the words of an early court decision establishing this precedent, “all may 
dismiss their employee(s) at will, be they many or few, for good cause, for no 
cause, or even for cause morally wrong.”  5   

 If employment at will governs the workplace, if employees can be dis-
missed for morally wrong reasons without violating the law, then the concept 
of employee rights is, at least in the legal sense, meaningless. An employee 
right would be a legitimate claim to certain goods (or to protection against cer-
tain harms) in the workplace. To say that employees have a legitimate claim 
implies that they ethically cannot be placed in the position of having to choose 
between these goods and their job. If, for example, an employee has the right 
to be protected against sexual harassment in the workplace, then an employer 
cannot force an employee to choose between her job and accepting harassment. 
The interests that are protected by rights are, in effect, exempted from the bar-
gaining between employers and employees that establishes the conditions of 
work. Yet, if employment at will holds sway, then no interests are protected in 
this way. 

 But even within the United States the legal doctrine of employment at will 
was limited from the very beginning. Over the last century, a growing consen-
sus in both law and business practice has recognized the ethical defi ciency of 
this doctrine. A brief review of the erosion of employment at will as a legal doc-
trine will set the stage for our examination of the ethical rights of employees. 

 From the very start, employment at will only applied to private sector, 
noncontractual employees. Federal and state constitutions grant government 
employees numerous rights against the government, which in this case is the 
employer. Union employees, protected as they are by union contract and fed-
eral and state legislation, are also exempt from the at-will rule. 

 Over the past century, a number of federal and state laws restrict the ability 
of employers to dismiss their employees. Civil rights laws protect employees 
from being fi red on the basis of race and sex, for example. Employers are also 
prevented from fi ring employees because of union support, health or safety 
complaints, or disability by the Wagner Act, the Occupational Safety and Health 
Act, and the Americans with Disabilities Act. Federal and state laws also protect 
employees who blow the whistle on certain illegal or unethical acts committed 
by their employer. 
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 Besides these legislative restrictions state and federal courts have created 
a wide range of judicial exemptions to employment at will. Many courts have 
recognized a “public policy” exemption that protects an employee’s job when 
the dismissal would violate an important public policy. For example, some 
 jurisdictions protect employees from being fi red for serving on a jury, for re-
porting a crime, or for refusing to participate in a fraudulent business practice. 
Some courts have also recognized an “implied contract exemption” and pro-
vide employees with protections that are implied in such employer documents 
as employee handbooks, job descriptions, and job advertisements. Finally, some 
courts have created a more general “implied covenant of good faith” exemption 
which is a more open-ended protection against employment practices that vio-
late a “good faith” condition. Thus, for example, fi ring an employee as a means 
for avoiding payment of an earned annual bonus was judged an illegal viola-
tion of an implied covenant of good faith. 

 Despite this legislative and judicial erosion, the employment-at-will rule 
remains as the background legal doctrine. The legal burden of proof rests with 
employees who believe that they have been unjustly fi red. The employees must 
prove that they have been fi red for an illegal reason and absent such proof, 
employers are free to dismiss employees at will. The ethical concept of due 
process, to which we now turn, seeks to reverse this burden of proof. Due pro-
cess would require that employees can be dismissed only for just cause and the 
burden for establishing this cause rests with the employer. This, then, returns 
us to the third meaning of a right to work described in the previous section. 
Once hired, employees have a right to keep their job and can be fi red only for 
good reasons.   

  6.4 DUE PROCESS IN THE WORKPLACE 

  The legal principle of due process can be traced to the Magna Carta’s doctrine 
of  per legem terrae  (“by the law of the land”), which established limitations of 
the authority of the king. The essential idea was that while the barons recog-
nized the legitimate authority of the king, they demanded that his authority be 
limited. Due process can be defi ned as limitations that offer protection against 
arbitrary uses of authority. This concept is seen in such modern legal guarantees 
as the right to a trial by jury, legal representation, the Miranda rights to remain 
silent, and so forth. The philosophical idea that underlies this legal concept is 
that even legitimate authority cannot be used in just any manner. While courts, 
legislatures, and police have legitimate authority over citizens, that authority 
can only be exercised in certain sorts of ways. Courts cannot decide guilt by fl ip-
ping a coin, a legislature cannot pass legislation without voting, and the police 
cannot obtain confessions by torture or coercion. 

 Due process in the workplace would mean that employees have a right to 
be protected from the arbitrary use of managerial authority. Due process would 
mean that while employees can be dismissed for “good cause,” they cannot 
be dismissed “for no cause, or even for cause morally wrong.” Due process 
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right would establish the procedures (the “process”) that an employer must go 
through to ensure that the dismissal is not arbitrary. 

 What might such procedures involve? One approach would be to spec-
ify the acceptable reasons for dismissal. Such factors as incompetent job 
 performance, intoxication, inordinate absenteeism, theft, fraud, and economic 
necessity would be obvious candidates. This approach seeks to establish  just 
cause  conditions for dismissal. However, specifying every possible acceptable 
reason and distinguishing them from unacceptable reasons beforehand might 
well be impossible. As a result typical due process policies outline a proce-
dure through which employers must go before they can dismiss an employee. 
(The Miranda rights in law developed in just such circumstances. The Supreme 
Court concluded that it could not and would not attempt to specify every type 
of illegitimate police tactic. Instead, it required police to follow a particular 
process—reading the Miranda rights—and concluded that this process was 
suffi cient to protect citizens against unjust police authority.) 

 This more procedural account of due process might include such things 
as prior warning, documentation, written performance standards, probation-
ary periods, a process by which decisions can be appealed, an opportunity to 
respond to allegations, and prior determination of punishment that is propor-
tionate to the infraction. Thus, an employee should know what is expected of 
her, know the consequences of failing to meet those expectations, be given a 
 warning when any problem is fi rst recognized, have an opportunity to change 
and respond to the warning, and have a right to appeal any decision to an 
 impartial judge. 

 The strongest defense of an employee’s right to due process appeals to the 
fundamental ethical concepts of respect and fairness. To understand this de-
fense, consider a distinction, essential to political theory, between authority and 
power. Power might be defi ned simply as the ability to impose one’s will on 
another. Authority exists when that power is justifi ed or legitimate. A gunman
has the power to take your money; the Internal Revenue Service has the au-
thority to do so. Imposing one’s will on another without justifi cation is ethi-
cally wrong since it is to treat that other as a mere means to one’s own ends. It 
violates the autonomy of that individual, and it denies him or her the respect 
that each is due as an autonomous person. Institutions, such as the criminal 
justice system or the workplace, that allow people to impose their will upon 
others without justifi cation are fundamentally unfair and unjust. Due process 
demands nothing more than that the exercise of power be justifi ed. A busi-
ness manager has the ability to impose her will on employees. That is, she has 
power. Society should sanction that ability, should allow this authority, only to 
the extent that the manager can provide a justifi cation. Due process rights in 
the workplace establish the criteria for that justifi cation either by outlining just 
cause conditions (“an employee can be fi red for reasons  a, b,  or  c ”) or by creat-
ing procedural safeguards (“before terminating an employee, employers must 
 do a, b, and c ”). Without due process in the workplace, society is sanctioning an 
institution that allows individuals to exercise the power they have over others 
without restraint. 
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 There are four major counterarguments to the right of due process: free-
dom, fairness, property rights, and effi ciency. The fi rst claims that due process 
involves an illegitimate restriction on the freedom of individuals to establish the 
conditions of their own work. The second argues that if employees are free to 
quit their job for any reason, it is only fair that employers be free to fi re employ-
ees for any reason. The third claims that due process is an illegitimate restriction 
on the property rights of business owners. The fourth argues that without the 
fear of dismissal as motivation, the workers will likely become ineffi cient and 
unproductive. Against due process, these counterarguments would defend the 
employment-at-will rule. These arguments would most likely be proposed by 
free market defenders. 

 The fi rst argument is familiar from our previous examination of the free 
market approach. It claims that employers and employees should be left alone 
to bargain individually over the conditions of work. Employees who desire 
due process protection should be free to bargain for it and should be willing to 
give up something, presumably wages, in return. Employees who prefer higher 
wages should be free to forgo the job security that due process provides. A com-
petitive labor market will eventually fi nd an equilibrium point where each em-
ployee gets as much job security and wages as he or she decides. 

 The second argument also begins with an appeal to freedom. It claims that 
restricting the freedom of an employee to quit at any time for any reason would 
border on slavery. Since employees are given the freedom to quit without just 
cause, fairness demands that employers have the equal freedom to fi re without 
just cause. 

 Philosopher Patricia Werhane responds to these two arguments by point-
ing out a signifi cant inequality between employees and employers.  6   Except in 
very unusual circumstances, employees are harmed more by the loss of their 
job than employers are harmed when they lose an employee. (In those unusual 
circumstances when this is not the case, employers typically have such key em-
ployees under contract.) A fi red employee is further harmed by having future 
employment jeopardized by having been previously fi red. An employer’s abil-
ity to hire new employees is seldom harmed by the fact that former employees 
have quit. This inequality between employees and employers puts employees 
at a disadvantage in their bargaining with employers since the threat of being 
fi red is more coercive than is the threat to quit. This inequality also means that 
it is not unfair to limit an employer’s freedom more than an employee’s. 

 Werhane also responds to the third counterargument to due process. She 
points out that property rights in the workplace do not include ownership of 
employees. While employers may have rights over material possessions, they 
do not have similar rights over employees. Humans are not resources that one 
can dispose of at will. Further, property rights are not absolute and can be le-
gitimately restricted by other ethical considerations. Due process is the simple 
requirement that due consideration be given to such factors by articulating the 
ethical restrictions on the use of one’s property. 

 The fi nal counterargument to due process claims that employment at 
will would be a more effi cient arrangement of the workplace. Due process 
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requirements will interfere with the effi cient functioning of business, will pre-
vent both employers and employees from getting what they most prefer, and 
will only function to protect unqualifi ed and unproductive workers. 

 Three responses to this are worth making. First, we should recognize that this 
is a utilitarian argument which, even if valid, would not justify the violation of 
employee rights. For example, it might turn out that a system of slavery or child 
labor is more effi cient economically than the alternatives. But it would be unethi-
cal to adopt such a system nonetheless. So, too, with rights to due process. If the 
cost of economic effi ciency would be the violation of employee rights to respect, 
autonomy, and fairness, then we must conclude that effi ciency be sacrifi ced. 

 Second, lack of productivity and qualifi cations are exactly the types of rea-
sons that would provide a just cause for dismissing an employee. Due process 
does not grant any and all workers an unqualifi ed right to a job. It requires only 
that good reasons be given before an employee loses a job. In fact, due process 
might contribute to effi ciency by preventing managers from terminating quali-
fi ed and competent employees. 

 Finally, effi ciency is an empirical claim that needs to be verifi ed by the 
facts of worker productivity. This debate calls to mind the debate within 
management theory between the hierarchical scientifi c management theory 
of  Frederick Taylor and the Theory Y view of management associated with 
Douglas McGregor. For present purposes, we need only recognize that there 
is signifi cant evidence that workers who are provided with job security and 
due process can be more productive than those without. Decent and ethical 
treatment can be a more effective management tool than threats and control. 

 In summary, a strong ethical case can be made for recognizing due process 
rights in the workplace. Without such protections there is no guarantee that 
employees will not suffer unfair harms by the exercise of managerial power.   

  6.5 PARTICIPATION RIGHTS 

  If, like political authority, managerial authority ought to be constrained by due 
process rights, we should ask if it makes sense to extend the analogy further. Let 
us return to the distinction between power and authority to consider the ques-
tion of managerial authority. Our discussion of due process assumed the legiti-
macy of managerial authority and focused on the limitations of that authority. In 
this section we ask perhaps a more fundamental question: What gives business 
owners and managers authority, rather than mere power, over employees? 

 Within democratic societies, the criterion for justifying political power is 
consent of the governed. Just political institutions are committed to equal re-
spect for each individual as an autonomous agent. If the analogy is valid, we 
should conclude that managerial authority also ultimately rests upon the con-
sent of employees. But is the analogy between politics and business valid? Is 
workplace democracy justifi able? 

 Both business and government are major social institutions in which se-
lect people have the power to coerce others to do as they say. This coercive 



134 Chapter 6

power derives from the ability of the institution to grant or deny very important 
goods. Institutional roles decide who has and who lacks power. In either case, 
social justice demands that this coercive power be justifi ed. In societies in which 
individuals are respected as autonomous and free decision makers, justifi cation 
of authority is derived from the consent of the governed. 

 John McCall has argued that managerial authority must also be derived 
from the consent of the governed, in this case the employees. McCall offers fi ve 
arguments to defend his claim that employees should have a right to participate 
in managerial decision making. Two arguments, based on respect and fairness, 
imply a strong managerial duty to allow employee participation. Three argu-
ments anticipate benefi cial consequences that would follow from participatory 
management.  7   

 McCall argues that the fundamental right to be treated with respect im-
plies that individuals be treated as autonomous decision makers, free from co-
ercive interference by others. Human dignity is tied to the ability of humans 
to guide their own life and control their own activities. Any other option risks 
treating individuals as mere objects and means, rather than subjects and ends 
in themselves. Within the workplace, respect for this dignity prohibits workers 
from being treated merely as replaceable resources in the production process. 
Instead, employees should have rights to co-determine any policy that has a 
signifi cant impact on their work lives. 

 The second argument cites “the fundamental objective of any morality— 
the impartial promotion of human welfare.”  8   Every individual has a funda-
mental right to impartial and fair treatment. When decisions are made, the 
interests of every party affected by that decision must be given due consider-
ation. The most effective means to guarantee that each affected party is repre-
sented is to allow each party to represent their own interests by participating 
in the decision. 

 McCall also argues that employee participation is likely to have several 
benefi cial consequences. First, participatory management will create conditions 
of self-respect for employees. Institutions that encourage and honor employee 
participation will foster the important psychological goods of self-worth and 
self-respect among employees. Second, McCall believes that employees who 
participate in and contribute to decision making are less likely to suffer the 
mental and physical harms of alienation and burnout. Employee participation 
can be an effective means for bringing meaning and value into one’s work life 
and this can counter both physical and psychological harms. Finally, McCall 
cites the political danger of voter apathy and indifference. In the United States, 
for example, fewer than 50 percent of the eligible voters turn out for most elec-
tions. This means that 25 percent of eligible voters can determine elections and 
30 percent can constitute a landslide victory. McCall believes that one effective 
means to counter this political apathy is to create social institutions that en-
courage rather than discourage individual participation. Since the workplace 
occupies half of our waking lives, democratic workplaces will likely foster an 
environment in which political participation becomes the norm rather than the 
exception. 
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 We can consider three major objections to proposals for employee rights to 
participate in business decision making. Employer property rights,  managerial 
expertise, and considerations of effi ciency are values that can all be raised 
against workplace democracy. 

 To respond to the challenge based on property rights it is helpful to distin-
guish those businesses that are privately owned from publicly traded incor-
porated businesses. A private business owner does have property rights that 
include rights to manage and direct the business. However, as we have seen 
several times previously, property rights are not absolute and can be legiti-
mately restricted by the rights of others. I surely cannot manage my property 
in ways that cause signifi cant harm to others. For example, while I own my 
own home, zoning laws prohibit me from using it as a business location or as a 
boarding house, and regulate such things as the size, shape, and location of my 
house. Likewise, I cannot claim the right to manage my business property in 
ways that harm my employees. If arguments for workplace democracy such as 
those offered by McCall are valid, then ownership rights alone are not suffi cient 
to overcome employee rights not to be treated as mere human resources to be 
managed for the economic benefi t of owners. 

 Corporate ownership raises different issues. In general, owners of corpo-
rate business do not have a legitimate claim on directing and managing the 
day-to-day operation of the business. In corporate settings, the owners have 
already surrendered to management their claim to control corporate property. 
Thus, objections to worker participation coming from stockholders must be 
based on some right other than an alleged right to control and manage one’s 
property. Presumably, that claim would be the owner’s interest in profi ting 
from the business. Only if employee participation threatens a stockholder’s 
investment would stockholder rights raise a relevant objection. Indeed, if 
workplace democracy increased corporate profi ts, then these very same owner 
interests would demand the surrender of managerial authority to workers. 
This, then, leads us to consider objections based on managerial expertise and 
effi ciency. 

 The second objection to employee participation claims that workers lack 
the expertise and knowledge to manage a business competently. But this is an 
empirical claim that may not be supported by the facts.  9   We also need to dis-
tinguish different forms of employee participation. In some cases, employees 
may have exactly the expertise needed to improve decision making. But even 
in cases where employees may lack the relevant expertise (detailed issues of 
fi nance and corporate strategy come to mind here), nothing prevents employee 
representatives who do possess the expertise from participating. Just as manag-
ers come to rely on the expertise of fi nancial, accounting, and legal advisors, so, 
too, could employee interests be represented by experts. 

 For example, when Chrysler Corporation faced a fi nancial crisis and sought 
economic concessions from its union, the corporation agreed to give its union 
representation on its board of directors. Through this act Chrysler granted its 
union employees a right to participate at the highest levels of corporate deci-
sion making. The union representative, UAW President Douglas Frasier, could 
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knowledgeably represent the interests of employees. If he lacked needed ex-
pertise, he had the ability to consult with his own fi nancial and legal experts. 

 A third objection argues that employee decision making will be ineffi cient. 
In one sense widespread consultation and participation could hinder and delay 
decision making, thus leading to higher costs. Employee participation is also 
ineffi cient in the sense that employees will tend to make decisions for their own 
benefi t rather than for the benefi t of the fi rm. But again, employee participation 
need not involve direct democracy in which every employee must be consulted 
on every decision. A democratic business could adopt a more hierarchical pyra-
mid management structure, as long as the decision makers represented em-
ployees. Further, while confl icts can exist between the interests of the fi rm and 
the interests of employees, this is a valid objection to employee participation 
only if such confl icts are more likely to occur than similar confl icts between 
the interests of managers and the interests of the fi rm. Confl icts of interests 
can occur under any decision-making structure, but evidence suggests that em-
ployees are no more likely to run a business into the ground than are traditional 
managers. After all, employees only hurt themselves by jeopardizing their jobs 
if they sacrifi ce the welfare of the business for their own short-term interests.   

  6.6 EMPLOYEE HEALTH AND SAFETY 

  Protecting employee health and safety is certainly one of the business’s major 
ethical responsibilities. At fi rst glance, there is a wide consensus that employees 
have a right to a safe and healthy workplace. But this issue gets quite com-
plicated upon closer examination. Not only is the very meaning of workplace 
health and safety in dispute, there is also signifi cant disagreement concerning 
the best policies for protecting health and safety. 

 Like work itself, health and safety are goods that are valued both as a 
means for attaining other valuable ends and as end in themselves. When we are 
healthy and safe, we are much more likely to be able to attain whatever other 
goods we desire. Health and safety have a very high instrumental value. Yet 
health and safety are also valuable in and of themselves. They have intrinsic as 
well as instrumental value. 

 But what does it mean to be healthy? When is a workplace safe? When is it 
unsafe? If  healthy  is taken to mean a state of fl awless physical and psychological 
well-being, no one is perfectly healthy. If  safe  means completely free from risk, 
no workplace is perfectly safe. If health and safety are interpreted as such im-
possible to realize ideals, then it would be unreasonable to claim that employees 
have a right to a healthy and safe workplace. Employers cannot be responsible 
for providing an ideally safe and healthy workplace. Instead, many discussions 
about employee health and safety will tend to focus on the relative risks faced 
by workers and the level of acceptable workplace risk. From this perspective, a 
workplace is safe if the risks are acceptable. 

 But we should note a subtle yet important shift that occurs when we focus 
on acceptable risks rather than on health and safety.  Risks  can be defi ned as the 
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probability of harm, and  relative risks  would entail comparing the probabilities 
of harm involved in various activities. Thus, both risks and relative risks are 
things that can be determined by scientists who compile and measure data. It is 
an easy step from this to certain conclusions about acceptable risks. If it can be 
determined that the probability of harm involved in a specifi c activity is equal 
to or less than the probability of harm of some more common activity, then it 
would be easy to conclude that this activity faces an acceptable level of risk. In 
turn, this suggests that determining an activity as safe (in the sense of involv-
ing an acceptable level of risk) is something that can be determined by experts 
rather than the individuals involved in facing the risks. 

 Consider an example offered by philosopher Mark Sagoff. Sagoff attended 
a conference addressing potential health hazards faced by neighbors of a toxic 
waste dump. Citizens had learned of a high rate of leukemia among area resi-
dents. Government and corporate offi cials responded that these fears were ir-
rational because the relative risks involved in living near this waste site were 
much lower than those faced by smokers. Because people commonly accept 
the risks involved with smoking, and because experts could show that risks 
of living near the waste site were lower than those, the government and cor-
porate experts could assure the citizens that they faced an acceptable level of 
risk.  10   

 Imagine if we generalize this and set all workplace health and safety stan-
dards in this manner. Such an approach would place the responsibility for work-
place safety solely on management. Business would hire safety engineers and 
other experts to determine the risks faced within their workplace. These experts 
would know the risk levels that are otherwise accepted throughout the society. 
These might involve the risks involved in driving a car, in eating high-fat food, 
in smoking, in jogging, and so forth. Comparing these to the risks faced in the 
workplace, safety experts could perform a risk assessment and determine the 
relative risks of work. If the workplace was less risky than other common activi-
ties, management could conclude that they have fulfi lled their responsibility to 
provide a healthy and safe workplace. 

 But there are several problems with such an approach to workplace health 
and safety issues. First, this approach treats employees disrespectfully by ignor-
ing their input. Such paternalistic decision making effectively treats employees 
like children and makes crucial decisions for them. Second, in making this deci-
sion, the approach assumes that health and safety are mere preferences that can 
be traded-off against competing values. Third, it assumes an equivalence be-
tween workplace risks and other types of risks when there are signifi cant differ-
ences between them. Unlike many daily risks, the risks faced in the workplace 
may not be freely chosen, nor are the risks faced in the workplace within the 
control of workers. Perhaps most importantly, unlike daily risks the risks faced 
at work can be controlled by others and particularly by others who may stand to 
benefi t by not reducing them. Relative to the risks I face by smoking, living next 
to a toxic waste site may not be very risky. In the former case, I choose to take 
the risk and I can take steps to minimize or eliminate them. In the latter case, I 
cannot avoid the risks if I want to keep my job, and very often someone else can 
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minimize or eliminate them but this other party has a fi nancial incentive not to 
do that. Surely we need another approach to workplace health and safety. 

 Individual bargaining between employers and employees would be the ap-
proach to workplace health and safety favored by defenders of the free market 
and the classical model of corporate social responsibility. On this account em-
ployees would be free to choose the risks that they are willing to face by bar-
gaining with employers. Employees set their own risk versus wage preferences 
and decide how much risk they are willing to face for various wages. Those who 
demand maximum safety presumably would have to settle for lower wages; 
those willing to take higher risks presumably would demand higher wages. In 
a competitive and free labor market, such individual bargaining would result in 
the optimal distribution of safety and income. Of course, the market approach 
can also sanction compensatory payments to injured workers when it can be 
shown that employers were negligently liable for causing the harms. The threat 
of compensatory payments also acts as an incentive for employers to maintain 
a reasonably safe and healthy workplace. 

 But as we have also seen previously, there are a number of serious problems 
with this free market approach. First, labor markets are not perfectly competitive 
and free. Employees do not have the kinds of free choices that the free market 
theory would require in order to attain optimal satisfactions. For example, risky 
jobs are often also the lowest-paying jobs held by people with the fewest employ-
ment choices rather than the higher paying, freely chosen jobs that the market 
would suggest. Second, employees seldom if ever possess the kind of perfect 
information required by markets. If employees do not know the risks involved in 
a job, they will not be in a position to freely bargain for appropriate wages. This 
is a particular concern when we recognize that many risks faced in the workplace 
are in no sense obvious. An employee may understand the dangers of heavy ma-
chinery or a blast furnace, but few employees can know the toxicity or exposure 
levels of workplace chemicals or airborne contaminants. 

 Such market failures can have deadly consequences when they involve 
workplace health and safety issues. Of course, market defenders argue that 
markets will, over time, compensate for such failures. Over time, employers 
will fi nd it diffi cult to attract workers to dangerous jobs and, over time, em-
ployees will learn about the risks of every workplace. But this raises what we 
have previously described as the  fi rst generation  problem. The means by which 
the market gathers information is by observing the harms done to the fi rst gen-
eration exposed to imperfect market transactions. Thus, workers learn that 
exposure to lead is dangerous when women workers exposed to lead suffer 
miscarriages and their children are born with serious birth defects. We learn 
that workplace exposure to asbestos or cotton dust is dangerous when workers 
die from lung disease. In effect, markets sacrifi ce the fi rst generation in order to 
gain information about safety and health risks. 

 The fi nal problem with individual bargaining has also been discussed pre-
viously. Important questions of social justice and public policy are ignored if we 
approach questions solely from the point of view of an individual. For example,
suppose the risk of lung cancer for the general population is 7 in 100,000 per year. 
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Suppose that the risk faced by workers exposed to various workplace chemicals 
increases to 20 in 100,000. Consider the questions that would be asked solely 
from the point of view of an individual bargaining with an employer. While the 
increased risk is tripled, it still remains quite low and the increased risk over the 
background rate of lung cancer is only 13 in 100,000. Given the benefi ts of work 
and given the relatively low marginal increase in risk, it might well be reason-
able for an individual to choose to work that job. However, imagine that there 
are 100,000 workers industrywide facing the same decision. In this situation, we 
can be statistically certain of an additional 13 cases of lung cancer each year. Are 
these 13 cancers a price worth paying for the freedom of 100,000 individuals to 
choose? They may be, but the point is that this question would never be asked 
if public policy relied exclusively on the individual perspective. Might there be 
standards such as maximum exposure levels that would reduce the number of 
cancers? Might some public policies such as tax incentives to safe businesses 
reduce cancer rates? These questions of public policy, questions that after all 
will affect human lives, would never even be asked by an individual facing the 
choice of working at a risky job. To the degree that these are important ques-
tions that ought to be asked, individual bargaining will fail as an ethical public 
policy approach to worker health and safety. 

 In response to such concerns, government regulation of workplace health 
and safety appears more appropriate ethically. Mandatory government stan-
dards address most of the problems raised against market strategies. Standards 
can be set according to the best available scientifi c knowledge and thus over-
come market failures that result from insuffi cient information. Standards pre-
vent employees from having to face the fundamentally coercive choice between 
job and safety. Standards also address the fi rst generation problem by focus-
ing on prevention rather than compensation after the fact. Finally, standards 
are fundamentally a social approach that can address public policy questions 
 ignored by markets. 

 In 1970 the U.S. Congress established the Occupational Safety and Health 
Administration (OSHA) and charged it with establishing workplace health 
and safety standards. Since that time, the major debates concerning workplace 
health and safety have focused on how such public standards ought to be set. 
The dominant question has concerned the appropriateness of using cost-benefi t 
analysis to set health and safety standards. 

 When OSHA was fi rst established, regulations were aimed to achieve the 
safest feasible standards. Let us consider how this “feasibility analysis” would 
operate in setting standards for exposure to workplace chemicals. The fi rst step 
would involve a determination by scientists and medical experts of the tox-
icity of the specifi c chemical. Specifi cally, these experts would determine the 
exposure level at which impairment of some physical function occurs. OSHA 
then determines if it would be technologically and economically feasible, on 
an industrywide basis, to attain this level.  Technologically feasible  means that the 
technology exists to meet the standards.  Economically feasible  means that the 
standards could be met without putting the entire industry out of business. 
If the answer is yes, then OSHA establishes the standard at this point. If the 
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answer is no, OSHA then establishes the standard at the lowest level at which 
it is technologically and economically feasible. If an individual fi rm is unable 
to meet the standards that are attainable within the industry, the standard still 
applies. In effect, the standard becomes part of the costs of doing business and 
uncompetitive fi rms suffer in the market. 

 This feasibility approach allows OSHA to make trade-offs between health 
and economics, but it is prejudiced in favor of health and safety by placing 
the burden of proof on industry to show that high standards are economi-
cally unfeasible. Health and safety standards are not required come what may; 
but an  industry is required to meet the highest standards attainable within 
 technological and economic reasons. 

 Some critics charge that this approach does not go far enough and un-
justly sacrifi ces employee health and safety. From that perspective, industries 
that cannot operate without harming the health and safety of their employ-
ees should be closed. But the more infl uential criticism has argued that these 
standards go too far. Critics in both industry and government have argued 
that OSHA should be required to use cost-benefi t analysis in establishing such 
standards. From this perspective, even if a standard is technologically and eco-
nomically feasible, it would still be unreasonable and unfair if the benefi ts did 
not outweigh the costs. These critics argue that OSHA should aim to achieve 
the optimal, rather than highest feasible, level of safety. 

 Using cost-benefi t analysis to set standards, in effect, returns us to the goals 
of the market-based, individual bargaining approach. Like the market ap-
proach, this use of cost-benefi t faces serious ethical challenges. We should note, 
however, that rejecting cost-benefi t analysis in setting standards is not the same 
as rejecting cost-effective strategies in implementing those standards. A com-
mitment to cost effectiveness would require that, once the standards are set, 
we adopt the least-expensive and most effi cient means available for achieving 
those standards. Cost-benefi t, in contrast, uses economic criteria in setting the 
standards in the fi rst place. It is cost-benefi t, not cost-effective, analysis that is 
ethically problematic. 

 The use of cost-benefi t analysis in setting workplace health and safety stan-
dards commits us to treating worker health and safety as just another com-
modity, another individual preference, to be traded off against competing 
commodities. It treats health and safety merely as an instrumental value and 
denies its intrinsic value. Cost-benefi t requires that an economic value be placed 
on one’s life and bodily integrity. Typically, this would follow the model used by 
the insurance industry (where it is used in wrongful death settlements, for ex-
ample) in which one’s life is valued in terms of one’s earning potential. Perhaps 
the most offensive aspect of this approach is the fact that since, in feasibility 
analysis, health and safety is already traded off against the economic viability 
of the industry, a shift to cost-benefi t entails that health and safety is traded off 
against profi t margin. Since feasibility analysis is willing to compromise stan-
dards to ensure the viability of the industry, and since profi tability is a neces-
sary condition for viability, cost-benefi t aims only to improve the profi t margin. 
In effect, critics of feasibility are arguing that employee health and safety should 
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be sacrifi ced to increase profi ts in an already (as guaranteed by the economi-
cally feasible criteria) profi table industry. 

 The policies that have emerged by consensus within the United States seem 
to be most defensible. Employees have a legitimate ethical claim on manda-
tory health and safety standards within the workplace. To say that employees 
have a right to workplace health and safety implies that they should not be ex-
pected to make trade-offs between health and safety standards and job security 
or wages. Further, recognizing that most mandatory standards reduce rather 
than eliminate risks, employees should also have the right to be informed about 
workplace risks. If the risks have been reduced to the lowest feasible level and 
employees are fully aware of them, then a society that respects its citizens as 
autonomous decision makers has done its duty.     

6.7 PRIVACY IN THE WORKPLACE

As the cases that open this chapter demonstrate, the need for a common under-
standing of privacy has become increasingly important for employees. With the 
tremendous increase in communication technology in and out of the workplace, 
calls for greater protection of privacy have increased in recent decades. Yet there 
is widespread disagreement across society concerning the nature, extent, and 
value of privacy. The popularity of social networking sites such as Facebook or 
Myspace demonstrates a surprising willingness of people to reveal a great deal 
of personal information to others. Few other countries acknowledge a legal right 
to privacy as is recognized within the United States, and even within the United 
States, there is signifi cant disagreement about privacy. The U.S. Constitution, 
for example, makes no mention of a right to privacy and the major Supreme 
Court decisions that have relied on a fundamental right to privacy, Griswold v. 
Connecticut and Roe v. Wade, remain highly contentious and controversial.11 

Two general understandings of privacy can be found in the legal and philo-
sophical literature on this topic: privacy as a right to be “let alone” within a 
personal zone of solitude and privacy as the right to control information about 
oneself. Each interpretation is problematic, but each has important implications 
for business. 

The right to be “let alone” with some personal “zone of privacy” has had 
the longest history within the U.S. legal system. This understanding of privacy 
is traced to an 1890 Harvard Law Review article by Samuel Warren and Louis 
Brandeis. Warren and Brandeis argued that increasing population and techno-
logical advances (e.g., photojournalism) was increasing the threat to the soli-
tude of individual citizens. In their view, the law should recognize a right to “be 
let alone.” Seventy-fi ve years later in Griswold v. Connecticut the U.S. Supreme 
Court relied on a similar understanding in recognizing a constitutionally guar-
anteed right to privacy. This case invalidated a Connecticut law that prohibited 
the use, sale, and prescription of contraception.

Critics have claimed that this understanding of privacy is too broad. Surely 
no one living in a social setting can expect to be “let alone” in any full sense. In 
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a fundamentally social and cooperative activity like work, privacy in this mean-
ing certainly would make little sense. But a closer look at the major legal cases 
shows that courts have not claimed that individuals should be completely left 
alone. Rather, courts have concluded that individuals ought to be left alone only 
in certain very personal decisions, such as those involving family, reproduction, 
sexuality, home life, and life-sustaining medical treatment. A reasonable inter-
pretation of these judicial decisions suggests that certain decisions are so fun-
damental to establishing and shaping our own identity as individuals, that they 
ought to be protected as rightfully private. It is useful, in this regard, to refl ect 
on how often well-publicized electronic privacy cases have involved matters of 
sexually explicit texts, romantic messages, and the like.

Concerns that privacy as the right to be let alone is too broad have lead 
some to conclude that a better understanding of privacy focuses on privacy as 
involving the control of personal information. From this perspective, the clear-
est case of an invasion of privacy occurs when others come to know personal 
information about us, as when a co-worker reads your e-mail or eavesdrops on 
a personal conversation. But, again, this might be too broad an understanding 
if we are to claim a right of privacy. Surely there are many occasions when oth-
ers, particularly within an employment context, can legitimately know even 
personal information about us.

Philosopher George Brenkert has argued that the informational sense of 
privacy involves a relationship between two parties, A and B, and personal in-
formation X about A. Privacy is violated only when B comes to know X and no re-
lationship exists between A and B that would justify B knowing X. Thus, whether 
my privacy is violated or not by a disclosure of personal information depends 
on my relationship with the person or persons who come to know that informa-
tion. My relationship with my mortgage company, for example, would justify 
that company coming to know my credit rating while my relationship with my 
students would not justify them getting that information. Limiting access of per-
sonal information only to those with whom one has a personal relationship is an 
important way to preserve one’s own personal integrity and individuality. This 
understanding of privacy will prove helpful when we turn to the employment 
context and consider the relationship between employer and employee.

But fi rst it would be worth thinking about the connection between these 
two senses of privacy. Certain decisions that we make about how we live our 
lives, as well as the control of personal information, play a crucial role in de-
fi ning our own personal identity. Privacy is important because it serves to es-
tablish the boundary between individuals and thereby serves to defi ne one’s 
individuality. Again, it is insightful in this regard to refl ect on the prevalence of 
privacy cases that involve sexuality. The right to control certain very personal 
decisions and information help determine the kind of person we are and the 
person we become. To the degree that we value individuality and treating each 
person as an individual, we ought to recognize that certain personal decisions 
and information are rightfully the exclusive domain of the individual. 

What are the implications of this for the workplace? Answering this ques-
tion requires us to think about the relationship between employer and employee. 
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The nature of that relationship will help determine the appropriate boundary 
between employers and employees and therefore the decisions and information 
that ought to remain rightfully private within the workplace. On one hand, if 
employees work totally “at will” and are fully subject to the demands of em-
ployers, it might well be that employees have no legitimate expectation of pri-
vacy within the workplace. From this perspective, each of the cases described 
at the start of this chapter ought to be resolved in the employer’s favor. On the 
other hand, if we adopt something more like a contractual model of employ-
ment, where the conditions and terms of employment are subject to the mutual 
and informed consent of both parties, then legitimately private decisions and 
information should be exempt from employer concern.

We might summarize this contractual perspective by saying that employee 
privacy is violated whenever: (1) employers infringe upon personal decisions 
that are irrelevant to the employment contract (implied or explicit), or (2) when-
ever personal information that is irrelevant to that contract is collected, stored, 
or used without the informed consent of the employee. Further, since consent 
plays a pivotal role in this understanding the burden of proof rests with the em-
ployer to establish the relevancy of personal decisions and information at issue.

We could rely on the ethical conditions for valid contracts to establish the 
limits of informational privacy within the workplace. In general, we can say 
that a valid contract must be voluntary, informed, and consensual. The parties 
must freely enter into it, they must understand it, and they must agree to its 
conditions. The informational sense of privacy is violated, therefore, whenever 
personal information is collected or used without the informed and voluntary 
consent of the employee. Using this framework, we can offer an initial account 
of what information can be known, who ought to have access to it, how it can 
be used, and what methods for collecting personal employee information are 
appropriate. 

Information required to make an initial job offer, for example concerning 
the employee’s past work experience, education, and abilities is surely job rel-
evant. So, too, is information required by law (e.g., social security number), or 
necessary for employee benefi ts such as health care and insurance. Information 
about marital status, family plans, religion, and other personal issues seems 
irrelevant. Returning to one of the cases mentioned at the start of this chapter, 
information about a potential employee’s sexual life or religious beliefs would 
be irrelevant and inappropriate job-interview requests. Further, given the cen-
tral role of consent, employees ought to be allowed to inspect, challenge, and be 
informed about any information that employers possess or gather about them. 
Employers ought not to use personal information for any purposes for which 
employees have not given their consent. So, for example, employers ought not 
sell employee information or use it for any marketing or economic purposes. 

Finally, perhaps the most interesting aspect of employee privacy concerns 
the methods by which employers might gather information about employees. In 
recent years, polygraph and drug-testing, surveillance, third-party background 
checks, and psychological testing have all been used as means to gain informa-
tion about employees. More recently electronic monitoring and surveillance has 
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raised privacy issues in the workplace. Typically, but not always, such tech-
niques are used to investigate misconduct such as employee theft. In addition, 
genetic screening of potential and present employees suggests that this new 
technology will keep employee privacy concerns in the public eye for many 
years to come.

A useful exercise would involve examining each of these information- 
gathering techniques and deciding what conditions, if any, should be placed 
upon their use in order to protect employee rights. First, we should require 
that the information sought through such techniques be job-relevant and le-
gitimately knowable by the employer. For example, genetic screening to gather 
medical information that would then be used to disqualify people from work 
would be unjustifi ed. To ensure fully voluntary consent we might also require 
that employees be given prior notifi cation before any of these methods are 
used. There is no reason that employees not be fully informed of the uses for 
such things as blood or urine samples. Random or blanket use of such methods 
typically would be unjustifi ed, and should be used only when a reasonable just 
cause is established. For example, drug testing only employees involved in ac-
cidents is preferable to mandating that all employees submit to random testing. 
The guiding question for such an exercise should be: Has the employee given 
her or his fully informed and voluntary consent to the loss of personal informa-
tion? Finally, such intrusive information-gathering methods as secret surveil-
lance, and blood, urine, or genetic sampling should be used only as a last resort 
and all other less-intrusive techniques have been used or rejected.

REFLECTIONS ON THE CHAPTER DISCUSSION CASE

The ability to fi re an employee gives employers signifi cant authority, some 
would say power, over another person. As this chapter’s discussion of due pro-
cess point out, the distinction between authority and power rests upon the ethi-
cal justifi cation of the control over another. A large part of justifying employer 
authority over employees stems from the claim that employees have, explicitly 
or implicitly, consented to the terms and conditions of the workplace. Thus, 
ethical issues of due process and participation lie in the background of all em-
ployee rights discussions.

Each of the cases described in the opening section of this chapter involve 
questions of consent and expectations of privacy. Quon relied on his employer’s 
approval of using workplace pagers for personal texting as assurance that his 
texts would not be read by his employer. But there were no explicit promises of 
privacy and nothing to prevent the wireless provider from giving their client, 
in the case the City of Ontario, access to transcripts of all text messages. Swann 
and Leone clearly, and Colvin presumably, freely chose to post information on 
a publicly accessible Web site. To some, this was equivalent to giving consent to 
their employers to gather that information and use it in making an employment 
decision. Whether they consent implicitly or not, many observers conclude that 
they should not have been surprised when this happened. 
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Beyond the philosophical questions of what responsibilities an employer 
has to employees and what legitimate expectations employees can have of em-
ployers, lies a practical question. Are there policies or practices that a business 
might adopt that would prevent such disputes from happening? It would be 
useful to ask this question of each of these four cases. 

      CHAPTER REVIEW QUESTIONS 

    1. Explain the difference between an employee’s legal rights and moral 
rights.  

   2. Explain three different meanings of a  right to work.  Which, if any, do you 
think should be among the moral rights of employees?  

   3. What is the legal doctrine of  employment at will?  Explain three different 
legislative or judicial limitations on this doctrine. Do you think any are 
unreasonable?  

   4. What is the defi nition of  due process?  How does this relate to the concept 
of  just cause?   

   5. Explain and evaluate four major counterarguments to due process rights 
in the workplace.  

   6. Explain what you take to be the strongest argument in defense of an em-
ployee’s right to participate in managerial decision making. Explain what 
you take to be the strongest argument against such a right.  

   7. Explain how individual bargaining between employer and employee 
would be the preferred method of the economic model of corporate social 
responsibility for establishing a healthy and safe workplace. Describe at 
least two objections to this approach.  

   8. Explain how the nature of the employer–employee relationship helps to 
determine the extent of privacy in the workplace.    
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 7   C H A P T E R 

 Employee Responsibilities 

   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Explain the nature and range of employee responsibilities; 

 • Explain the agency view of employee responsibilities; 

 • Understand the role of business professionals as gatekeepers; 

 • Explain managerial responsibilities; 

 • Explain and examine the concept of confl icts of interest; 
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 • Analyze the responsibilities of trust and loyalty in the workplace; 

 • Analyze responsibilities for honesty in business; 

 • Analyze the ethical responsibilities concerning whistle-blowing and insider 
trading.  

   DISCUSSION CASE: Conflicts of Interests in 
Subprime Mortgages and at Enron 

Several important business professions, including attorneys, auditors, ac-
countants, and fi nancial analysts, function as economic “gatekeepers” “or 

“watchdogs.” The gatekeeper function is to ensure that those who enter into 
the marketplace are playing by the rules and conforming to the very conditions 
that ensure the market functions as it ought. It is universally acknowledged, 
for example, that markets should be free from fraud and deception. Ensuring 
that these conditions are met is an important internal function for market-based 
economic systems. 

Some observers claim that the failure of gatekeepers to fulfi ll their respon-
sibilities was a contributing factor in some of the most dramatic fi nancial and 
ethical failures of recent years. Consider two major cases: the subprime mort-
gage crisis, which played a major role in the 2008–2010 economic collapse, and 
the downfall of Enron and its accounting fi rm, Arthur Andersen.

A near complete meltdown of the global fi nancial system, marked by the 
collapse of such major fi nancial fi rms as Lehmann Brothers, Countrywide 
 Financial, Bear Stearns, and Merrill Lynch, brought about the global economic 
downturn of 2008–2010. Much of the fi nancial trouble of these fi nancial insti-
tutions can be traced to risky lending practices, particularly in the real estate 
mortgage sector. Financial analysts and credit rating fi rms played an important 
role in these events.

Refl ect on how a traditional and conservative mortgage loan would work. A 
bank or other lending institution makes a loan to someone to purchase a home 
and holds the mortgage internally. While the loan is secured by the value of the 
home itself—if the person defaults the bank takes possession of the house—
most banks required several additional steps to reduce the risk and ensure the 
security of the loan. It was not unusual for banks to require a 20 percent down 
payment, as well as requiring that the loan applicant have a steady job likely to 
provide a steady income, some savings, and a good credit rating. 

These conservative lending practices have made mortgages very attrac-
tive investments. They were low risk and provided a steady income. It became 
common for larger fi nancial institutions and investment banks to buy large 
numbers of mortgages and package them together as an investment security. 
These mortgage-backed securities proved to be highly attractive investments 
at exactly the time in the fi rst decade of the twenty-fi rst century when there 
was signifi cant amounts of global capital chasing investment opportunities. In 
the middle of this process were credit rating fi rms such as Moody’s, Fitch, and 
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Standard and Poor’s, that provided independent ratings for the risk and secu-
rity of these investments. Mortgage-backed securities regularly had the highest, 
AAA, credit rating. 

But as more money poured into the system, incentives were created to make 
more and more mortgage loans. This demand led to a cycle of increasingly risky 
lending practices. Lenders began to lower their standards, requiring little or no 
down payment, lower credit ratings, little or no proof of income. These risk-
ier, “subprime” loans also often were structured as adjustable rate mortgages 
(ARM), in which the borrower starts with a low interest rate that is repriced 
later on the basis of prevailing rates, or “balloon-payment” mortgages, in which 
the borrower starts with low payments but faces a large mortgage payoff at an 
early maturity date. As long as property values and incomes continued to rise 
and interest rates remained low, the cycle continued to expand. Unfortunately, 
this housing boom was not matched by a corresponding rise in household in-
comes. People simply were not earning enough to pay off their mortgages. As 
defaults increased, property values fell, which, in turn, led to more defaults as 
homes became worth less than the money owed on them. As defaults increased, 
the value of mortgage-backed securities collapsed, leading to further fi nancial 
meltdown across the economy. The housing bubble had burst and took the en-
tire economy with it.

In theory, as the lending practices changed and as mortgages therefore 
 became riskier, the credit rating for mortgage-backed securities should have 
 declined. Instead, most remained with AAA ratings. A decline in the credit 
 rating, in turn, should have slowed the fl ow of capital into the housing market, 
which would have tightened credit and slowed the housing boom. In theory, 
the market should be self-regulating as long as gatekeepers such as fi nancial 
analysts, credit rating institutions, auditors, and bank examiners fulfi lled their 
roles. In practice, it was not a self-regulating system.

There were many contributing factors in the collapse of the subprime mort-
gage industry, but the failure of professionals in the fi nancial industry to fulfi ll 
their gatekeeper responsibilities was one of them. In hindsight, this was perhaps 
not surprising since credit rating forms were hired by the investment banks and 
fi nancial institutions that were selling the mortgage-backed securities. Lower 
credit ratings would have made them more diffi cult to sell. In effect, if the rating 
agency is paid by the fi rm selling the security, the investor can no longer rely on 
the credit rating as impartial and accurate. Critics charge that this situation is 
a classic confl ict of interest: the credit agency and their analysts have a respon-
sibility to issue accurate ratings that are necessary for the market to function 
equitably, but their own fi nancial interests incline them to produce  ratings that 
favor the seller rather than the buyer. Evidence suggests that fi nancial analysts 
and rating agencies systematically failed to exercise their professional responsi-
bilities throughout this period.

But perhaps the classic case of such professional irresponsibility occurred 
at Enron and its accounting fi rm Arthur Andersen. The truth about Enron and 
its accounting fi rm Arthur Andersen tells a shameful story of greed, dishonesty, 
and corruption that is perhaps unmatched in corporate history. 
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Enron was created in July 1985 through the merger of a Houston Natural 
Gas and InterNorth, a natural gas pipeline company. Under the direction of 
CEO and Chairman Kenneth Lay, Enron evolved from a gas and energy sup-
plier, to an energy trading company. By the end of the 1990s, over 80 percent 
of Enron’s reported earnings were from energy trading rather than from its gas 
supply and pipeline divisions. 

Energy markets have a well-deserved reputation for volatility. As every 
consumer realizes, the price of gasoline, natural gas, oil, and electricity can fl uc-
tuate wildly over a short period of time. This was one of the major reasons 
(the other being the monopolistic nature of utilities) for the traditional heavy 
regulation of the energy industry. Government regulation was seen as a means 
for providing price stability for business and price control for consumers. But 
during the 1990s the United States government adopted a strategy of deregulat-
ing the economy, and energy (as well as the fi nancial sector) was among the fi rst 
industries to be deregulated.

To minimize these risks in an era of deregulation, it is common for traders 
to “hedge” their positions, effectively entering into futures contracts that bal-
ance present risks. Senior management at Enron chose to balance their risks by 
entering into agreements with companies that its own executives created for 
that very purpose. Enron’s relationships with these “special purpose entities” 
(SPEs) was at the heart of the company’s corruption and collapse.

Enron executives, particularly Chief Financial Offi cer Andrew Fastow, pio-
neered in the development of these SPEs, what critics call “off-balance sheet” 
partnerships. Using its stock as collateral, Enron would create a partnership 
with a small number of outside investors. Accounting regulations allow anyone 
with a minimum of 3 percent equity share to be identifi ed as the SPE’s owner. 
These regulations also hold that as long as Enron owned less than 50 percent 
of the SPE’s voting stock, its debts did not have to be accounted for on Enron’s 
books. As a result of these two accounting regulations, these SPEs were tech-
nically separate business entities. With capital raised by these partnerships, 
again using Enron stock as collateral, the partnership then enters into a joint 
venture with Enron. The SPE supplies capital, Enron supplies assets and, at 
least in theory, the joint venture proceeds. In the meantime, the money raised 
for the joint venture is used to pay off debt on Enron’s assets. Thus, the entire 
process allowed Enron to record a lowering of its liabilities (as its debts were 
paid off) without also recording the corresponding increased liability (which 
had been shifted to the SPE). But because the SPE’s debt was itself secured by 
Enron using Enron stock, the entire process is, while perhaps technically legal, 
nonetheless deceptive.

Three aspects of these relationships are particularly egregious. First, Enron’s 
SPEs had little use other than to shift debt and risks off Enron’s fi nancial bal-
ance sheets. Other business and fi nancial institutions use SPEs when they seek 
to minimize risks of legitimate joint ventures. Enron seemed to have no reason 
to form SPEs other than to create the deceptive impression it was fi nancially in 
much better shape that it actually was. There were few legitimate “joint ven-
tures” that were anything other than a façade for accounting deceits. Hedging 
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its risks by entering into contracts with independent third parties, as is com-
monly done by many business institutions, does lower risk; hedging risks by 
entering into agreements with oneself, does not. By fi nancing these partner-
ships mostly with its own stock, Enron effectively was underwriting its own 
risks, which, of course, is not to underwrite them at all. Its relationships with 
these partnerships were being fi nanced by Enron stock, and this provided a 
very strong incentive for Enron management to keep its stock value high. (The 
fact that senior management also were being granted signifi cant stock options 
was another reason.) Further, the entire fi nancial stability of the corporation 
was like a house of cards, supported only by its continuing ability to shift debt 
onto these SPEs. 

Second, the person managing these partnerships (and reaping  signifi cant 
personal profi ts from them as one of the “outside” limited partners) was 
 Enron’s Chief Financial Offi cer Andrew Fastow. Thus, Fastow was  negotiating 
with himself (or his subordinates) in forming the deals between Enron and 
these SPEs. One such SPE alone, called LJM Cayman L.P. (for “limited partner-
ship”), reportedly earned its managing director—Andrew Fastow—millions of 
dollars. Later company investigations revealed that Fastow made $30 million 
from these partnerships. As an eventual result of its deals with just LJM, Enron 
had to take a billion-dollar write-down in its equity value. 

Third, Enron was supported through all of this by its accounting fi rm, 
 Arthur Andersen. Andersen was responsible for auditing Enron; that is, pro-
viding allegedly unbiased and accurate fi nancial reports. Such audit reports 
provide the information that investors and creditors rely on when making 
 decisions about investing in or extending credit to a corporation. But Arthur 
Andersen was also earning millions of dollars a year from Enron for consult-
ing and advising work. Thus, the very professionals who had responsibility for 
providing unbiased and accurate audit information to Enron’s board, its inves-
tors, its creditors, and its employees, were also involved in advising Enron’s 
management on how to keep legitimate debts off its balance sheets.

The collapse of Enron began slowly at fi rst. In early 2001 a few stock ana-
lysts began to raise questions about Enron’s fi nancial stability. A story in Fortune 
magazine also raised questions about Enron’s valuation. Such skepticism was 
met with a combination of arrogance and condescension by Enron executives.  
Jeffrey Skilling, who replaced Kenneth Lay as CEO in February of 2001, told the 
author of the Fortune article that her questioning was “unethical,” that Enron’s 
business was simple to understand, and only people who wanted to “throw 
rocks” at Enron failed to acknowledge that.1 At about the same time Skilling 
was publicly claiming that Enron’s stock value should be worth $126 a share, 
more than 50 percent higher than its actual value. 

Evidence suggests that these outsiders were not the only people to have 
doubts. Skilling and Lay sold over a million shares of Enron stock between 
November 2000 and September 2001, hardly the acts of people who believed 
that the stock price would increase by 50 percent. Numerous other high-level 
insiders, including board members and Enron’s general counsel, also sold 
hundreds of thousands of shares during this period. Further, internal Arthur 
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Andersen documents show that its executives also had real doubts about 
 Enron’s fi nances. An Andersen memo from February 2001 discussed the 
 possibility of dropping Enron as a client. Andersen executives chose not to 
do this, acknowledging the multimillion dollar annual fees it received from 
Enron. For advice concerning just two of the hundreds of the SPEs it helped 
establish (LJM and Chewco), Andersen billed Enron $5.7 million beyond its 
annual auditing fees. 

Other insiders also called attention to Enron’s shaky fi nances. In May 2001, 
Vice Chair Clifford Baxter warned that the SPE partnerships were “inappropri-
ate.” Baxter, who resigned later that year, also made over $35 million selling 
more than one-half million shares of Enron stock. Former company treasurer 
Jeff McMahon was transferred after complaining to CEO Skilling about the se-
crecy that surrounded the partnerships. Finally, Vice President Sharon Watkins, 
herself a former Andersen employee, warned Lay and other Enron executives 
about “serious accounting improprieties” beginning in the summer of 2001. In 
one letter to Lay, she claimed “I am incredibly nervous that we will implode in 
a wave of accounting scandals.”

As the fi nancial news grew worse, the ethical picture continued to dete-
riorate. Jeffrey Skilling resigned on August 14, 2001, citing personal reasons. 
When he testifi ed under oath before Congress in early 2002, Skilling repeatedly 
claimed that he believed that Enron was in solid fi nancial shape at the time of 
his resignation and that his resignation had nothing to do with increasing fi nan-
cial diffi culties. Within days of Skilling’s resignation and of receiving Watkins 
letter, Lay (who had returned as president and CEO after Skilling’s resignation) 
exercised options on thousands of shares of Enron stock, making almost $2 mil-
lion. By the end of August, Lay had sold over $16 million worth of Enron stock 
and Skilling had sold an additional $15 million. At this same time, Lay was as-
suring employees and the public that the company was in good fi nancial shape. 
In late September, Lay urged employees to continue buying Enron stock which 
was then selling at only $25 per share. Starting in late October, ostensibly as a re-
sult of a change in plan administrators, employee 401 (k) retirement plans, over 
60 percent of which was in Enron stock, were frozen, prohibiting employees 
from selling Enron stock. By the time the plan was reopened, the stock’s value 
was only $9 a share.

By late September 2001, Andersen’s auditors had decided that previous 
accounting decisions concerning the SPE partnerships were incorrect and over 
$1 billion would have to be reduced from Enron’s valuation. On October 12, 
an Andersen lawyer instructed employees to destroy all but the most essen-
tial documents concerning the Enron audit. This shredding of documents 
would continue for months, well after Enron was subject to numerous legal 
investigations.

On October 16, Enron issued is third-quarter fi nancial report and acknowl-
edged a quarterly loss of $618 million. The following day, it announced the re-
sults of Andersen’s accounting decision and the resulting $1 billion reduction in 
asset value as a result of losses from LPEs. Because the fi nancing for these LPEs 
was based on Enron stock, the more the stock price fell the faster the overall 
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fi nancial crisis accelerated. From October 16 until October 26, Enron stock fell 
from $33 a share to $15 a share. 

On November 8, 2001, Enron acknowledged that widespread accounting 
 errors in four previous years had overinfl ated Enron’s worth by $600 million and 
admitted that additional information might still be forthcoming. The following 
day, Dynegy, Inc., a smaller competitor, announced that they had reached a ten-
tative agreement to purchase Enron for $10 billion. Three weeks later, Dynegy 
backed out of the deal claiming that they, too, had been mislead about Enron’s 
fi nancial status. In the following days, Enron’s stock continued to fall and its 
credit rating was lowered to junk bond status, thereby causing more of the debt 
that fi nanced LPEs to come due. On December 2, Enron fi led for bankruptcy 
and laid off over 4,000 employees. For a corporation once ranked the seventh 
largest of the Fortune 500 and whose stock’s value had hovered around $90 per 
share only a year earlier, bankruptcy represented an amazing downfall. 

Throughout all of this, Enron’s board of directors, and in particular the 
board’s audit committee, should have been fulfi lling their fi duciary roles as 
stewards of stockholder interest. While many on the board claim that they were 
uninformed about these dealings, the evidence suggests otherwise. It was the 
board itself that had given Andrew Fastow permission to ignore the corporate 
prohibition against confl icts of interest when he negotiated contracts between 
Enron and the SPEs in which he held positions. Board members were also 
among the insiders selling large quantities of stock throughout 2001. But, like so 
many corporate boards, Enron’s board were made up of many individuals ap-
pointed by the CEO as much for status and prestige as for business or fi nancial 
acumen. Among the members of Enron’s board audit committee, was Wendy 
Gramm, former chairwoman, U.S. Commodity Futures Trading Commission. 
While working for the U.S. government during the fi rst Bush administration, 
Gramm was a leading advocate for deregulation of the energy industry, a deci-
sion made late in the Bush administration that greatly benefi ted Enron. Gramm 
was appointed to Enron’s board soon after leaving government service. She is 
the wife of Senator Phil Gramm from Texas, a member of the Senate Banking, 
Finance, and Budget Committees, who received $100,000 in campaign contribu-
tions from Enron for his last two campaigns.

DISCUSSION QUESTIONS

 1. What were the responsibilities of the accountants at Arthur Andersen? To 
whom did they owe these responsibilities? 

 2. Who was harmed by the insider trading of Enron executives? What harm, 
if any, was done to employees who were prevented from selling Enron 
stock in their 401(k) accounts?

 3. Who was harmed by misvaluing of subprime mortgages? Who was 
benefited?

 4. Who, if anyone, was harmed by Andrew Fastow’s dual roles as Enron’s 
CFO and as managing partner of Enron’s SPEs?
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 5. What laws or policies would you recommend to prevent future Enrons?
 6. What laws or policies would you recommend to reform lending practices 

in high-risk credit markets?

      7.1 INTRODUCTION 

  Chapter 6 considered a range of potential rights that employees might claim 
within the workplace. Rights can be seen as claims that individuals have against 
others to be treated in certain ways or to receive specifi c goods. My rights deter-
mine what is owed to me by others. We now turn to the question of responsibili-
ties, or what I owe to other people. 

 What do I owe to other people? A moment’s refl ection suggests that this 
question is too broad. The most reasonable answer would be that it depends; 
it depends on who the other person is. The responsibilities that I owe to my 
children are different than what I owe to strangers. My responsibilities to my 
mortgage company differ from my responsibilities to my employer. (This ob-
servation raises similar issues to the discussion of privacy in chapter 6.) In this 
way, we can think of responsibilities as involving three factors: (1) a person  A,  
(2) another person or institution  B,  and (3) a relationship  R  that exists between 
 A  and  B.  The responsibilities that  A  has to  B  are a function of that relationship  R,  
and therefore before we can determine  A ’s responsibilities we must examine the 
nature of that relationship. For example, the contractual relationship that I have 
with my mortgage company determines to a fairly exact degree what I owe to 
that company. The relationship of love and dependency between children and 
parents determines what parents owe to children. So what, then, are the rela-
tionships found in business? 

 At fi rst glance the answer might seem simple. Workers are employees and 
the employment relationship establishes a variety of responsibilities that em-
ployees owe to their employers. We can refl ect back on an earlier quotation 
from Milton Friedman to see this view most clearly: 

        In a free-enterprise,       private property system a corporate executive is an emplo y-
ee of the owners of the business. He has direct responsibility to his employers. 
That responsibility is to conduct the business in accordance with their desires, 
which generally will be to make as much money as possible while conforming 
to the basic rules of society, both those embodied in law and those embodied in 
ethical custom. . . . [T]he key point is that, in his capacity as a corporate execu-
tive, the manager is the agent of the individuals who own the corporation . . . 
and his primary responsibility is to them.  2    

 But as the Enron case demonstrates, this view is too simplistic. A business 
manager certainly is an agent of the corporation and therefore does have specifi c 
responsibilities to the stockholders. But a manager may also be a professional 
(e.g., an engineer, a lawyer, a physician, or an accountant) who has professional 
responsibilities as well. Sherron Watkins was not only an Enron vice president, 
she was also an accountant. Her letter to Kenneth Lay recognized the possibility 
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that managerial responsibilities may sometimes confl ict with professional re-
sponsibilities. The Enron case also demonstrates the reality that employees also 
have a personal life outside of the workplace and within that context they have 
responsibilities as citizens as well as having responsibilities to their family and 
friends. This chapter considers a range of responsibilities that an individual 
might encounter in the workplace.   

  7.2 THE NARROW VIEW OF EMPLOYEE RESPONSIBILITIES: 
EMPLOYEES AS AGENTS 

  If our responsibilities are a function of the nature of relationship we have with 
others, we need to consider the employee–employer relationship. The quota-
tion from Milton Friedman used in Section 7.1 is an example of what I will 
call the narrow view of employee responsibilities. Within the United States, the 
employee–employer relationship that underlies this perspective has roots in the 
common law concept of agent-principal and this legal concept can guide our 
analysis of an employee’s ethical responsibilities. 

 In general, an agent is a person who acts on behalf of another person. Not 
all agents are employees. For example, your real estate agent or  investment 
 advisor is your agent but not your employee. Accountants employed by  Arthur 
 Andersen were nonetheless the agents of Enron. However, the common law 
 tradition within the United States has historically treated all employees as 
agents of employers (the “principal”). As an agent, the employee is hired to 
perform certain tasks and has a duty to act on behalf of the principal. While 
this “fi duciary” relationship creates responsibilities on both sides, the primary 
 responsibilities lie with the employee who owes to the employer duties of 
 loyalty, obedience, and confi dentiality among others. 

 Agency relationships vary in the amount of latitude an agent possesses in 
decision making. The common law tradition views nonmanagerial employees 
as having very little discretion in the workplace. In fact, the law has tradition-
ally described the normal employee–employer connection as a  master–servant  
relationship. In such a relationship, the employer exercises a great deal of con-
trol over the nature and terms of employment. The servant is understood as 
lacking any special expertise and, thus, needs direct and constant supervision. 
For example, a secretary or factory worker is hired to perform specifi c tasks 
within regular hours for specifi ed wages and under close supervision. The “ser-
vant’s” responsibility is to obey the employer’s direction and the employer’s 
responsibility is to pay the agreed-upon wages. 

 Managerial employees have greater discretion and a greater responsibil-
ity to act on the best interests of the employer. Managers are understood to 
have special expertise that owners must rely on and this expertise justifi es 
greater responsibility. Thus, a manager has the legal authority to act on behalf 
of the corporation—to spend its money, commit it to contracts, hire and fi re its  
employees—and has greater autonomy in making such decisions. In general, 
managers are understood to have a strong fi duciary duty to act in the best 
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fi nancial interests of the owners. However, along with this increased responsi-
bility, managers are free from close day-to-day oversight by owners. 

 The implications of this model of employer–employee relations are signifi -
cant for the range of employee responsibilities. The law holds that employee-
agents owe legal duties of loyalty, trust, obedience, and confi dentiality to the 
employer-principal. These responsibilities override the personal interests that 
an employee might bring to the workplace. This seems to be what Friedman 
has in mind when he says that a manager’s “primary” responsibility is to the 
owners of the business. Thus, for example, this model suggests that Sherron 
Watkins’s responsibility to her employer would preclude her whistle-blowing 
to the Security and Exchange Commission. Obeying and trusting the decisions 
of Enron management, she had a duty to be a loyal employee and hold in con-
fi dence the information she learned in her work. 

 Of course, no one would argue that an employee’s legal responsibility to 
obey an employer overrides all other ethical and legal responsibilities. Even 
Friedman acknowledges responsibilities to obey the law and conform to other 
ethical custom. So the real issue is to determine the extent that competing re-
sponsibilities limit the duty to employers. On this narrow view there are very 
few such responsibilities to trump the primary duty to follow the desires of the 
business owner. Even managers who have greater freedom from the day-to-day 
supervision by owners have a primary responsibility always to act in accord 
with their desires. 

 But is this narrow view ethically defensible? Perhaps the most basic ques-
tion to ask concerns the ethical foundations for the narrow view. Why would 
anyone think that an employee should have an overriding responsibility to 
obey the desires of an employer? Two answers, reminiscent of the discussions 
in chapters 2 and 3, suggest themselves. First, because employees, especially 
perhaps managerial employees, play a particular role within the economic 
system, and because that economic system works to everyone’s benefi t, the 
special role-specifi c responsibilities that employees take on within that sys-
tem override other ethical considerations. This is a version of the utilitarian 
argument reviewed previously. The second defense appeals to the property 
rights of owners and prevention of the economic harms they might suffer at 
the hand of employees. But as we also saw in chapters 2 and 3, these two ethi-
cal approaches face serious challenges. To consider this issue further, let us 
approach this question by considering nonmanagerial and managerial em-
ployees separately. 

 As applied to nonmanagerial employees the narrow view would require 
that an individual’s normal responsibilities be left at the door of the workplace. 
Not the least of which is what I would call the responsibility to be responsible. 
We normally wouldn’t excuse someone from responsibility just because they 
were obeying the commands of someone else. (Think of the case of war-crime 
trials as the most dramatic example where this defense is universally rejected.) 
Defense of the narrow view will need to identify something distinctive about 
the employee–employer relationship that justifi es this unusual workplace 
requirement. 
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 At fi rst glance, the narrow view would seem to have a ready rationale. 
Employees consent to obeying employers when they take a job. Since they 
agree to this condition when they come to work, they are not truly abandoning 
their own responsibility when they follow the commands of employers. But 
this response is not persuasive. First, consent alone is not suffi cient to excuse 
someone from other responsibilities. For example, as the war-crime case dem-
onstrates, volunteering for military service doesn’t mean that one must blindly 
obey every order. A blanket obligation for all employees to obey their employ-
ers come what may is an unreasonable abdication of personal responsibility. It 
makes little sense to claim that an employee has an ethical responsibility to obey 
an unethical directive issued by an employer, for example. 

 The unreasonableness of this response is only increased by the fact that most 
employees are in a vulnerable position when dealing with employers. Even 
if voluntarily taking a job would create some responsibility to obey one’s em-
ployer, we would still need to examine the question of how free employees are 
in this relationship. The choice of obeying someone’s command or jeopardizing 
one’s job is a fundamentally coercive situation and thus the consent involved is 
not fully free. Under the direction of Jeffrey Skilling, for example, Enron had the 
reputation as a place where “uncooperative” employees were quickly demoted, 
transferred, or fi red. Because employers have the authority to fi re employees, 
and because such authority makes employees vulnerable to the acts of employ-
ers, employees deserve protection from arbitrary use of that authority. This is a 
point made previously in our discussion of employment at will and employee 
rights to due process. The discussion of due process in chapter 6 gave us one 
way to think about nonarbitrary uses of employer authority. 

 A more reasonable conclusion for nonmanagerial employees is that they 
have a responsibility to obey the directives of an employer when those direc-
tives are job-related, reasonable, and when they do not violate legal or ethical 
duties. To claim that they must be job-related prevents employers from turning 
employees into personal servants. An employer’s authority exists only within 
the employment relationship and thus only extends to work-related issues. This 
condition would mean, for example, that employees have no responsibility to 
run personal errands for employers. The condition that employer directives be 
reasonable means, among other things, that an employee be capable of carrying 
out the directive (“ought implies can” in the language of ethics), that the directive 
be within the normal job responsibilities of the employee, and that it doesn’t place 
the employee at risk. Finally, the third condition means that an employer cannot 
require that an employee violate the law, cause harm to anyone, or commit any 
act that violates the employee’s own ethical integrity. It is surely unreasonable to 
hold that an employee has an ethical responsibility to act unethically. 

 Finally, against this background, we should consider what a nonmanage-
rial employee owes the employer in terms of work effort. Do employees have 
a responsibility to work as hard and as much as an employer desires? Are em-
ployers free to establish any standards for the amount and quality of work? Do 
I violate my responsibility as an employee when I put forth something less than 
full effort full-time?  3   
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 Certainly employers desire that employees perform at an optimal level at 
every moment at work. But just as certainly this expectation is unreasonable, 
particularly for those who would otherwise cite the market as the fi nal arbitra-
tor of social policy. The labor market, to the degree that it is effi cient, would do 
a good job of establishing acceptable work effort levels. If my employer can get 
another employee to work harder and longer than me for my wages, I will lose 
my job in a competitive labor market. In general, employees have the responsi-
bility only to put forth a fair day’s effort for a fair day’s pay. 

 The narrow view of employee responsibilities is more plausible when the 
employees hold positions of managerial authority. In this case managers have 
the legal authority to act on behalf of employers (often, but not always, corpora-
tions). This authority is justifi ed by the fact that managers possess an expertise 
that the employer lacks. The inequality of expertise, and the corresponding re-
sponsibility to act on behalf of the employer, is the crucial idea that lies at the 
heart of agency theory. In general, one hires an agent (e.g., a real estate agent or 
a lawyer) when you need a special expertise to accomplish your goals. Since you 
lack and your agent possesses the requisite knowledge, you are in a vulnerable 
position. This is the reverse of the nonmanagerial employee where employers 
have greater authority over employees. As suggested in chapter 6, in that case 
employees deserve protection offered by employee rights and employers have 
specifi c responsibilities to employees. The principle in both cases is the same: to 
protect vulnerable parties from potential harm by those who can exercise some 
control over them; the party with greater power and authority has greater respon-
sibility to the vulnerable party. In the case of managerial employees, to protect the 
employer-principal from potential harm that this vulnerability might cause, the 
law creates responsibilities for the agent to act on the employer’s behalf. 

 This model makes ethical sense in many situations. If I grant someone the 
power of attorney to enter contracts in my name, I am made vulnerable by that 
relinquished authority. If I open my fi nancial records to an outside accountant, I 
am at risk that this information might be used against me. From this, it follows 
that these individuals do have a strong obligation to act on my best interests 
and not use that authority for their own interest at my expense. Their expertise 
is, after all, what they bring to the contract and what I have agreed to purchase. 
In general, business managers do have an ethical responsibility to act in the best 
interests of their employer. But, as even Friedman admits, this responsibility to 
act on behalf of the employer-principal is not unlimited. Once again, the real 
question focuses on the limits of this responsibility. When and under what con-
ditions do the responsibilities of managers as business agents trump their other 
ethical responsibilities? 

 There are cases in which normal ethical responsibilities are trumped by role-
specifi c duties. Physicians and lawyers, for example, have specifi c professional 
responsibilities of confi dentiality and loyalty that override their personal inter-
ests and may sometimes override such normal ethical considerations as honesty 
and truthfulness. It would be unethical for an attorney to divulge details of her 
client’s defense strategy, and it would be unethical for a physician to sell patients’ 
medical records to a pharmaceutical company. Similarly, auditors have explicit 



Employee Responsibilities 159

legal responsibilities that override, at least in theory, the responsibilities they 
have to clients. But should business management be considered as having simi-
lar professional role-specifi c responsibilities? Does the role of a business man-
ager, like the role of a physician or lawyer or auditor, for example, serve social 
ends important enough that people in those roles can sometimes be exempt from 
normal ethical responsibilities? Rather than try to answer this question in gen-
eral, it is advisable to consider this question in more specifi c terms. What specifi c 
responsibilities do business managers have to their employers? What happens 
when these responsibilities confl ict with other interests and responsibilities? 

 One important area of confl icting managerial responsibilities occurs when a 
manager is also a professional. Lawyers and auditors, for example, have specifi c 
professional responsibilities that can trump both their own personal interests 
and the interests of their business employers. Perhaps the Arthur Andersen case 
illustrates this point most famously. Andersen’s auditors were paid by Enron, 
but their responsibilities confl icted with the interests of Enron’s executive man-
agement and stockholders. This issue parallels another confl ict between profes-
sional and managerial responsibilities that made headlines in 1986. 

 In January 1986 the space shuttle  Challenger  exploded just after takeoff, killing 
all seven crew members. In the aftermath of this disaster, public attention  focused 
on decisions made in the hours before launch. Later evidence showed that both 
the rocket manufacturer, Morton Thiokol, and NASA were concerned about the 
reliability of O-rings used to seal various rocket stages. Engineers at  Morton 
 Thiokol had found evidence that these O-rings failed to seal properly at low 
temperatures. For both fi nancial and public relations reasons, both Thiokol and 
NASA faced pressure to launch on schedule, but as the launch date approached 
the weather forecast called for unusually low temperatures. At a prelaunch meet-
ing on the evening before, Thiokol engineers renewed their recommendation to 
delay the launch. According to Roger Boisjoly, a Thiokol engineer responsible 
for the O-rings, senior Thiokol executives asked those present in the meeting 
to “make a management decision” and “take off your engineering hat and put 
on your management hat.” Those present then voted to change the engineers’ 
 recommendation and advise NASA to proceed with the launch. The next morn-
ing, minutes after launch, the  Challenger  exploded as a result of O-ring failures. 

 Before turning to the question of whether or not business managers might 
have professional responsibilities that override the fi nancial interests of their 
employers, we turn to an examination of the role of professionals and profes-
sional responsibility in business.   

  7.3 PROFESSIONAL ETHICS AND THE GATEKEEPER 
FUNCTION 

  There are many cases in which a person’s professional duties override what are 
normally considered to be one’s ethical responsibilities. As the executives at 
Thiokol implicitly recognized, professional responsibilities can sometimes con-
fl ict with the interests of other people. Lawyers, for example, have a duty to hold 
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in confi dence information about their client, even if doing so allows other people 
to be misled or deceived. An attorney may know that her client actually did com-
mit a crime, but she has a professional duty not to reveal that information to the 
police. A journalist knows who leaked confi dential government information to 
the press, but he has a professional duty not to reveal the name of the whistle-
blower. A family member might want to know the nature of a patient’s illness, 
but a physician has a professional duty to hold such information in confi dence. 
As an employee of a hospital, a nurse has a responsibility to follow management 
directives, but as professionals, nurses have a responsibility to advocate for pa-
tients’ interests even at the expense of the hospital’s fi nancial interests. 

 The discussion that opened this chapter pointed out that our responsibili-
ties are a function of the relationships that we have with others. In general, 
these relationships can be understood in terms of the roles that we play: as 
parent, spouse, friend, teacher, and so forth. One’s social role is determined by 
the web of relationships we have with others, and, thus, some responsibilities 
are role-specifi c. Within contemporary societies, many such roles are associated 
with certain professions. Typically, one thinks of doctors, nurses, engineers, 
and lawyers as professionals. Within business contexts, auditors, accountants, 
 fi nancial analysts, and insurance brokers are often considered professionals. 

 Professions are distinguished from other jobs in that a profession involves 
some very specialized knowledge or expertise (e.g., the law, medicine, engineer-
ing). Typically this is knowledge that serves the public good, and as a rule work 
as a professional must be certifi ed by some public agency. Professionals may 
enjoy certain legal or social privileges (e.g., only doctors can write prescriptions, 
only lawyers can practice law, only engineers can certify building plans), and 
often, but not always, they are well compensated for their work. Importantly, 
for our purposes, professions have particular duties and responsibilities. 

 In general, we can think of professional duties as fl owing from the special 
knowledge or expertise that professions have. Because this special expertise 
serves the public interest and because, lacking this expertise, others are made 
vulnerable by this disparity, society imposes special responsibilities on the pro-
fessional. For example, as an engineer, Roger Boisjoly had a responsibility to ig-
nore the recommendation of his supervisor and insist on a decision that would 
have hurt his employer fi nancially. Ordinarily, an employee has a responsibility 
not to harm the employer’s fi nancial interests. 

 Within the business and economic context, some professions have evolved 
to serve very important functions within the economic system itself. Remem-
ber that even such a staunch defender of free market economics as Milton 
Friedman believes that markets can function only when certain conditions 
are met. It is universally recognized that markets must function within the 
law, they must assume full information, and they must be free from fraud 
and deception. Insuring that these conditions are met is an important internal 
function for market-based economic systems. Several important business pro-
fessions, for example, attorneys, auditors, accountants, and fi nancial analysts, 
function in just this way. Such professions can be thought of as “gatekeep-
ers” or “watchdogs” in that their role is to insure that those who enter into 
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the marketplace are playing by the rules and conforming to the very condi-
tions that insure the market functions as it ought. These professions can be 
understood as intermediaries, functioning between the various parties in the 
market. Auditors verify a company’s fi nancial statements so that investors’ 
decisions are free from fraud and deception. Analysts evaluate a company’s 
fi nancial prospects or creditworthiness so that banks and investors can make 
informed decisions. Attorneys function to insure that decisions and transac-
tions conform to the law. Indeed, even boards of directors can be understood 
in this way. Boards function as intermediaries between a company’s stock-
holders and its executives, and they should insure that executives act on behalf 
of the stockholders’ interests. 

 Unfortunately, and awkwardly, many of these professional intermediaries 
are paid by the business that they watch over. As the Arthur Andersen case so 
clearly demonstrated, this can create real confl icts between a professional’s re-
sponsibility and his or her fi nancial interests. Certifi ed  public  accountants have 
a professional responsibility to the public. But, they work for clients whose fi -
nancial interests are not always served by full, accurate, and independent dis-
closure of fi nancial information. Thus, real confl icts exist between professional 
duties and a professional’s self-interest. 

 In one sense, the ethical issues regarding such professional responsibilities 
are clear. Because professional gatekeeper duties are necessary conditions for 
economic legitimacy, they should trump whatever responsibilities an employee 
might otherwise have. David Duncan’s responsibilities as an auditor should 
have overridden the  prima facie  responsibility that he had to follow the directive 
of Enron’s management and Arthur Andersen’s fi nancial interests in consulting 
for Enron. But knowing what one’s duties are and fulfi lling those duties are two 
separate issues. 

 In explaining this point, philosophers sometimes distinguish between two 
different meanings of having a  reason  to do something. In one sense, a reason re-
fers to the legitimacy or justifi cation for acting in a certain way. On this account, 
having a reason means to be justifi ed in doing what one does. As an auditor, 
David Duncan had a good reason, i.e., he was justifi ed, to blow the whistle on 
Enron’s deceptive accounting practices. But in another sense, having a reason 
means something more like being motivated to act in a certain way. Reason in 
this sense is less a logical or cognitive issue than it is a psychological one. While 
Duncan had a reason to act, there were many reasons why he did not. 

 Much of philosophical ethics is concerned with the justifi catory sense of 
reason. But we still want to ask why, given that there was an ethical justifi ca-
tion for doing so, didn’t Duncan do as he ought to have done? Answering this 
question returns us to the previous discussion in chapter 1 of personal morality 
and social ethics. 

 As a matter of personal morality, we must recognize that acting on principle 
sometimes can require real courage, or discipline, or willpower. It is exactly for 
this reason that virtue ethics encourages the development of personal habits 
and character that will make it easier to act in ways that we know are ethically 
right. Perhaps David Duncan lacked the courage of his convictions, perhaps he 
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feared for his job, or perhaps he simply didn’t care about his responsibilities. 
Courage, fear, caring are all matters of character. It would seem that our ethical 
judgment about David Duncan and other auditors involved in Enron is less a 
matter of what they knew or didn’t know than it is a matter of their character. It 
was not as if auditors don’t know that fraud is wrong. They knew it was wrong, 
but lacked the motivation and character to act accordingly. 

 While each of us individually is responsible for our own character, virtue 
ethics also emphasizes the importance of moral development and moral edu-
cation. Our habits are developed over time and they are greatly infl uenced by 
our surroundings. Thus, one lesson to be drawn from such consideration is that 
businesses must be conscious of the culture and surroundings in which em-
ployees work. Had Arthur Andersen or Enron a different corporate culture, a 
culture in which principles were respected and individuals encouraged to act 
ethically, perhaps auditors such as David Duncan would have been more likely 
to act according to their professional duties. 

 There are also implications of this for social ethics. If we recognize that the 
gatekeeper function is necessary for the very functioning of economic markets, 
and if we also recognize that it can be diffi cult for individuals to fulfi ll their 
gatekeeper duties, then society has a responsibility to make changes. For exam-
ple, as long as auditors are paid by the clients on whom they report, there will 
always be an apparent confl ict of interest between their duties as auditors and 
their own fi nancial interests. This is a good reason to make structural changes 
in how public accounting operates. Perhaps it ought to be boards rather than 
management who hire and work with auditors. Perhaps public accounting 
ought to be paid for by public fees. Perhaps legal protection or sanctions ought 
to be created to shield professionals from confl icts of interest. Perhaps the law 
should prohibit audit fi rms from working as consultants to the very fi rm they 
audit. From the perspective of social ethics rather than personal morality, cer-
tain structural changes would be the more appropriate response to the account-
ing scandals of recent years. 

 This discussion has emphasized the professions as conventionally under-
stood to point out that business managers often have confl icting responsibili-
ties. We turn now to the more general ethical responsibilities that a person, in 
his or her role as professional manager, might have.   

  7.4 MANAGERIAL RESPONSIBILITY AND CONFLICTS 
OF INTERESTS 

  What specifi c responsibilities do business managers have to their employers? 
To answer this question we fi rst need to consider the interests of the business 
principal, described variously as the owner, the employer, the investor, the 
stockholder, or the fi rm itself. These diverse terms suggest that this issue may 
not be as simple as it at fi rst appears. Surely there are some clear cases in which 
the interests of the principal determine the agent’s responsibility unambigu-
ously. If I hire a real estate agent, my interest is in having my property sold to 
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a qualifi ed buyer at the highest price in the shortest time. But what interests 
should be served by a corporate manager? The answer suggested by the nar-
row view of managerial responsibility (as represented by Milton Friedman) is 
to conduct the business in accordance with the “desires of the owners” which is 
“to make as much money as possible.” 

 This apparently simple answer disguises a variety of issues. In a corporate 
setting, the “owners” range from institutional investors representing thousands 
of individuals and institutions to day traders seeking a fast profi t from slight 
changes (up or down) in stock price. Consider who you would identify as the 
owners of Enron Corporation. Besides thousands of individual investors, Enron 
stock was owned by employees through their 401(k) retirement plans, senior 
executives, mutual funds, retirement plans from many states and institutions, 
and numerous other institutional investors such as banks and insurance com-
panies. As we have seen, the stock was also used as collateral for loans and joint 
ventures involving various partnerships. These diverse owners have equally di-
verse desires. Some individual investors buy stock because they believe in the 
company and its products; some are playing the stock for short-term gain. Some 
see their stock ownership as an investment in a company and its technology; 
some see it as a long-term investment for personal retirement and security; some 
see it as a game for short-term profi t. Given this variety, it is clear that the desires 
of owners can and do confl ict. Most obviously, long-term fi scal stability for a 
business can be attained only when managers wisely reinvest in the corporation 
itself. But reinvesting in capital, labor, and research and development comes at 
a price: lower returns, at least in the short term, for stockholders. On the other 
hand, managing a business solely with an eye towards increasing share price can 
undermine the stability and security of the fi rm. This is what  Fortune  magazine 
called the “cult of the shareholder” and identifi es as the “single biggest reason” 
behind such recent accounting scandals as Enron and Arthur Andersen.  4   

 For a more adequate model of the owner-manager relationship, we can re-
turn to the discussion of stakeholder theory from chapter 3. That discussion dis-
tinguished between owners and investors and concluded that managers have 
a responsibility to a variety of stakeholders. The corporation is not simply the 
personal property of private stockholders to do with as they choose. It is a social 
institution that serves a variety of individual and institutional stakeholders. On 
this view, business managers have a responsibility to represent the best interests 
of the company, not just the fi nancial desires of investors. In general, the interest 
of the company is to survive as a fi scally stable enterprise providing goods and 
services to consumers, wages and benefi ts to employees, and a competitive rate 
of return on investment to stockholders. 

 As a contrast to this model, consider the transition of Enron from an energy 
company to a trading company. As a gas pipeline company, Enron supplied con-
sumers with needed goods and services. Under an earlier era of government reg-
ulation, Enron could have continued doing this with a guaranteed reasonable rate 
of return for investors and a stable workplace for employees. But by succumbing 
to “the cult of the shareholder,” Enron management ignored the interests of all 
but a few stakeholders and the tragic result was that nearly everyone lost. 



164 Chapter 7

 But if the varied interests of various stakeholders are the interests that a 
business manager ought to serve, what interests might inappropriately confl ict 
with these? As a fi rst answer we can say which interests do  not  constitute an un-
ethical confl ict for managers. Those would be all those interests that stem from 
the professional responsibilities of managers. Since managers are hired exactly 
for their professional competence, exercising that competence even at the ex-
pense of stockholder profi t does not unethically confl ict with the manager’s re-
sponsibility to the “owners” of business. Consider, for example, when Sherron 
Watkins complained to senior executives about Enron’s accounting practices. 
Apparently, from the perspective of Lay and Skilling, her acts appeared dis-
loyal. But since Watkins’s managerial authority stemmed from her professional 
competence as an accountant, her responsibility to the business enterprise itself 
was to exercise that professional competence and not sacrifi ce it for short-term 
fi nancial gain. 

 We can consider this issue in slightly different terms. Every decision that a 
business manager makes imposes costs on someone. As any standard economic 
textbook suggests,  costs  are understood as opportunities forgone, things given 
up. Any decision, by defi nition, involves giving up some alternatives in favor 
of others, that is, involves imposing costs. An ethical and competent manager 
will impose costs—make decisions—that serve the end of maintaining a fi scally 
stable enterprise. A responsible manager will do this by balancing the compet-
ing demands of various stakeholders. This is the expertise that managers bring 
to business and this is the expertise that should not be sacrifi ced for the narrow 
interests of only one group of stakeholders. Managerial decisions will some-
times impose undesired costs on stockholder/investors, as they sometimes will 
for employees, consumers, and other stakeholders. Such decisions are ethically 
responsible, contrary to what the narrow view of managerial responsibility 
would hold, when they are done for the best interests of the fi rm itself. 

 Of course, there can be cases in which managers impose costs upon stock-
holders (and other stakeholders) unethically. Confl icts of interest occur when 
the personal interest of managers interfere with the professional judgments of 
managers. When Andrew Fastow represented Enron as its chief fi nancial offi cer 
in negotiations with fi rms in which he held a position of managing partner, 
and from which he would eventually “earn” $30 million, he was involved in a 
straightforward confl ict of interest. Since the primary responsibility of a man-
ager is to exercise that professional judgment conscientiously, an unethical con-
fl ict of interest occurs when personal interests hinder that judgment. In effect, 
the vulnerability that characterizes the principal-agent relationship is exploited 
for the personal benefi t of the agent. It is diffi cult to believe that Fastow was 
representing the best interests of Enron stakeholders in these negotiations. 

 Another clear case of an unethical confl ict of interest occurs with the case of 
kickbacks. A  kickback  is an illegal payment that occurs when a portion of some 
payment is paid back—kicked back—to the payer as an incentive to make the 
original payment. So, for example, a manager who awards a contract to a con-
struction company might receive money or other benefi ts back from that com-
pany as a condition of receiving, and an incentive for awarding, the contract. 
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Since this personal benefi t interferes with the professional judgment of the 
manager by improperly infl uencing the decision, kickbacks are unethical con-
fl icts of interest. 

 Consider, as an example, what is referred to as  soft money  within the securi-
ties industry. According to critics, a widespread practice in the securities indus-
try amounts to little more than institutionalized kickbacks. Soft money payments 
occur when fi nancial advisors receive payments from a brokerage fi rm to pay for 
research and analyst services that, in theory, should be used to benefi t the clients 
of those advisors. Such payments can benefi t clients if they are used by the advi-
sor to improve the advice offered to the client. The practice gets abused, becomes 
an unethical confl ict of interest, when the money is used for the personal benefi t 
of the advisor. In 1998 the Securities and Exchange Commission released a report 
that showed extensive abuse of soft money. Examples included payments used 
for offi ce rent and equipment, personal travel and vacations, memberships at 
private clubs, and automobile expenses. In such cases, the client could no longer 
trust the integrity of the professional judgment of their fi nancial advisor. 

 This example points to the importance of trust in the relationships of busi-
ness manager to various stakeholders. While trust is an important aspect of any 
contractual relationship (I trust that you will deliver the product I purchased 
from you), it is particularly important in situations such as the principal-agent 
relation when one party is vulnerable to the acts of the other. If a manager can 
legally commit a business to innumerable obligations, the stakeholders of that 
business must be able to trust the judgment of that manager. The general cat-
egory of trust will be a helpful way to introduce our discussion of specifi c em-
ployee responsibilities within business.   

  7.5 TRUST AND LOYALTY IN THE WORKPLACE 

  Because managers have authority over corporate resources and because all other 
stakeholders depend on the manager’s decisions on how to use those resources, it 
is essential that stakeholders be able to trust managers. To trust someone is to be 
confi dent in and rely upon their judgment when one is vulnerable to their deci-
sions. With Enron’s stock price falling, CEO Lay advised employees to trust him 
and the company. While he continued to sell his own shares, many employees 
lost the bulk of their retirement accounts. But what makes a manager worthy of 
trust? What character traits, which virtues, makes someone trustworthy? 

 The fi rst responsibility of a trustworthy manager is to develop and main-
tain professional competence and expertise. In general employees hired for a 
professional competence, whether this is competence as an engineer, accoun-
tant, lawyer, fi nancial analyst, programmer, and the like, have a responsibility 
to ensure that their judgments are informed by the best professional standards 
available. When investors trusted Arthur Andersen’s audit of Enron, they as-
sumed (mistakenly) that the auditors were exercising due diligence in their 
 accounting practices. 
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 Beyond competence other responsibilities are often attributed to business 
managers. Among the most common and controversial is an alleged duty of 
loyalty. Loyalty is understood as a willingness to make personal sacrifi ces in 
the interest of the fi rm and, following the model of agency law in which agents 
have a legal duty of loyalty, it is often claimed the employees have an ethical 
responsibility to be loyal employees. 

 To what degree do any employees have a responsibility to make personal 
sacrifi ces for the fi rm? Consider the following case as a means to understand 
loyalty, and disloyalty, in the workplace. Early each summer a large bank hires 
a dozen recent college graduates for credit analyst positions. As often happens 
in corporate hiring, these new employees go through several months of intense 
training. In the case with which I am familiar, the bank hired several fi nance and 
accounting professors from a distinguished university to teach specialized and 
advanced courses to these trainees. In effect, the bank pays these new employ-
ees a salary while they receive state-of-the-art training in fi nance and banking. 
When these employees completed this training they became highly marketable 
in the local banking community. Several of these employees were soon offered 
jobs at competing banks at salaries well above what they were earning at the 
original bank. Would these employees be disloyal if they resigned to take a po-
sition at a competing bank? 

 Philosopher Ronald Duska argues that employees have no responsibility 
of loyalty to their employers.  5   Duska characterizes loyalty as a willingness to 
sacrifi ce that is based in relationships of mutual enrichment. One can be loyal 
only to those persons and institutions with whom one is engaged in a project 
of common benefi t. On Duska’s view, the employment relationship is simply a 
contractual arrangement that serves the individual self-interests of the parties. 
Because the overriding goal of business is profi t, “companies are not the kind of 
things that are properly the objects of loyalty.” It follows that employees have 
the responsibility only to uphold their end of the contract and have no responsi-
bility to make sacrifi ces beyond that. If, in the banking case, the employees had 
no contractual commitment to the original bank, they would be free to leave 
their position and work for a competing bank. Loyalty or disloyalty is simply 
irrelevant to situations in which both parties seek their own self-interest. 

 Duska is particularly concerned that loyalty in business too often is a one-
way street. “Loyal” employees are expected to sacrifi ce for the fi rm, but seldom 
is business willing to sacrifi ce for employees. Just as the bank would be will-
ing to fi re those trainees who performed poorly, employees should be free to 
leave a job to improve their salary. The case of Enron employees who blindly 
remained loyal to Kenneth Lay, while he sold millions of dollars of Enron stock, 
is an excellent example of what concerns Duska. The lack of reciprocity between 
employers and their employees is what underlies Duska’s claim that a company 
is an inappropriate object of loyalty. 

 One can quibble with Duska’s defi nition of loyalty. Perhaps he makes too 
much of the notion of sacrifi ce. While a willingness to sacrifi ce might be a part 
of loyalty, it would seem the devotion and faithfulness to a common goal is both 
more essential to loyalty and what explains the willingness to sacrifi ce. Perhaps 
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Duska also underestimates the possibility that some businesses are committed 
to the benefi t of their employees. One thinks of Aaron Feuerstein and  Malden 
Mills as described in chapter 1 as an example of reciprocal loyalty. Finally, 
Duska may also underestimate the willingness of business to sacrifi ce for em-
ployees. One could also point out the sacrifi ce that the bank made in paying for 
the training that its employees were now selling to competitors.  6   Nevertheless, 
Duska’s general point is well taken. Claims for loyalty can sometimes be little 
more than a disguised way to exploit employees’ willingness to make sacrifi ces 
for the fi rm. As the Enron case showed all too clearly, there are few things more 
tragic in business than long-term loyal and devoted employees losing their jobs 
when managerial decisions go awry. Loyalty can be a risky thing for nonmana-
gerial employees. Unless and until the fi rm has demonstrated a willingness to 
sacrifi ce on behalf of employees, those employees have little reason to demon-
strate loyalty to the fi rm. 

 But once again, the case may be different for managerial employees. The 
fi rm, after all, has placed trust in managerial decisions and as a manager the 
employee has assumed the fi rm’s interests as his or her own. The fi rm and all its 
stakeholders rely on the manager to protect their interests. Thus, being faithful 
to those interests and being willing to sacrifi ce personal interests for that goal 
does seem more appropriate than in the case of nonmanagerial employees. This 
is not to say, however, that managers have a duty to be totally devoted to the 
fi rm. The fi rm’s interests themselves, even the wide interests implied by a stake-
holder model, must always be balanced against other ethical concerns. 

 Consider two potential cases of managerial disloyalty. In Sherron Watkins’s 
case, some Enron management thought her to be a disloyal employee. But 
surely charges of disloyalty here are little more than criticism aimed at protect-
ing the self-interests of both Enron itself and individuals within it. If this was a 
case of disloyalty, it was a case in which there was no ethical responsibility to 
remain loyal. This suggests that loyalty is not always a good thing. 

 A second case involves a CEO who is in the midst of negotiating a major 
contract for her fi rm and is offered a more attractive position elsewhere. As-
sume the contract can secure the business’s fi nancial stability for many years 
and depends a great deal on both the negotiating skills of this CEO and her 
abilities and reputation as an effective manager. If she were to walk away now, 
there is a likelihood that the deal would fall through and the fi rm be consider-
ably harmed. Does she have a responsibility to remain loyal to the fi rm and 
pass up the alternative position? (Did Andrew Fastow have a responsibility to 
forgo $30 million in personal profi t by remaining loyal to his duty as Enron’s 
CFO?) 

 On Duska’s view, she does not. This would simply be a case of the self-
interest of the employee confl icting with the self-interest of the fi rm. Because 
the fi rm would never be willing to sacrifi ce its self-interest (profi tability) out of 
loyalty to the CEO, the CEO has no responsibility to sacrifi ce her self-interest for 
the fi rm. Yet, there is something ethically troubling with that option. The fi rm, 
and its many stakeholders, is relying on the actions of its CEO and is vulnerable 
to harm that only the CEO can prevent. Unlike the Enron case, this is a harm 
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that is undeserved and that the fi rm can rightfully expect the CEO to minimize, 
if not prevent. It can rightfully expect that because, at least implicitly, the CEO 
has made a commitment to do so. 

 This suggests a reasonable conclusion regarding employee loyalty. If loy-
alty means a willingness to sacrifi ce one’s own interests by going above and 
beyond ordinary employee responsibilities, then, as Duska suggests, we ought 
to be suspicious of calls for employee loyalty. Yet we also must recognize that 
some employees commit themselves to make such sacrifi ces when they agree 
to act as the legal agents of business. On this perspective, perhaps workplace 
loyalty is better understood as a willingness to remain faithful to one’s commit-
ments even at the cost of lost personal benefi ts. A business fi rm ought to be able 
to trust that employees will keep their commitments, but it has no ethical basis 
to expect employees to go beyond this and sacrifi ce for the fi rm.   

  7.6 RESPONSIBILITIES TO THIRD PARTIES: HONESTY, 
WHISTLE-BLOWING, AND INSIDER TRADING 

  The focus of this chapter so far has been on the responsibilities that employees 
have to the fi rm. But this does not exhaust the range of employee responsibili-
ties. Beyond the normal responsibilities that all people have and the responsi-
bilities that we have as employees, employees can also have responsibilities to 
third parties outside of the workplace. We will look at three topics that involve 
employee responsibilities to parties other than their employers.  

   Honesty 

 It might seem obvious to claim that employees have an ethical responsibility 
to be honest. Nevertheless, there are some who think that business has many 
occasions in which something less than full honesty is, if not required, at least 
tolerated. One such occasion, in advertising and marketing, will be examined in 
greater detail in a following chapter. But there are many other occasions in which 
a person working in business has an incentive to be dishonest to co-workers, to 
customers, to competitors, and to employers. At this point we will consider a 
more general claim that bluffi ng in business is ethically permissible. 

 In an essay that has become a classic within business ethics, Albert Carr 
 argued that deception and bluffi ng are acceptable strategies within business.  7   
Carr argued that business has the impersonal character of a game and, like such 
games as poker, business has its own rules and standards. Bluffi ng, lying, decep-
tion, and manipulation are all, on Carr’s view, part of successful business strategy 
and are perfectly permissible within business. Carr’s argument is an argument 
from analogy; business is relevantly like poker and just as the game of poker is 
exempt from the ordinary requirements of morality so, too, is business: 

  Poker’s own brand of ethics is different from the ethical ideals of civilized 
human relationships. The game calls for distrust of the other fellow. It ignores 
the claim of friendship. Cunning deception and concealment of one’s strength 
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and intentions, not kindness and openheartedness, are vital in poker. No one 
thinks any the worse of poker on that account. And no one should think any the 
worse of the game of business because its standards of right and wrong differ 
from the prevailing traditions of morality in our society.  8    

 Signifi cant and persuasive challenges can be raised against Carr’s argument. 
He overestimates the prevalence and acceptability of dishonesty within business, 
for example. There are also major disanalogies between business and games such 
as poker that weaken the conclusions drawn from that analogy. Finally, even if 
business did have its own set of ethical conventions, that fact alone would not 
exempt business from ordinary ethical evaluations. Nevertheless, there can be 
some business situations in which dishonesty is common and apparently accept-
able. Consider the case of bluffi ng during contract negotiations. 

 Several years ago Kirby Puckett, the popular star centerfi elder for the Min-
nesota Twins baseball team, was negotiating a new contract with the team. Dur-
ing this time he made a very well-publicized trip to Boston where he visited the 
Boston Red Sox, toured their baseball park, and had contract discussions with 
their management. Minnesota fans and sportswriters reacted quickly to put 
pressure on the team to re-sign Puckett to a long-term and very lucrative con-
tract. After re-signing with the Twins, Puckett admitted that he always intended 
to re-sign with the Twins and had used the trip to Boston as a negotiating tool to 
get the Twins to increase their offer. 

 This type of bluffi ng is not uncommon in contract negotiation. One party 
leads the other to believe something that is not true (i.e., I will take another 
job if you don’t improve the offer, we will go on strike unless our wages are 
increased, we will sell this product to another customer if you don’t agree to the 
sale today). Is such bluffi ng unethical? 

 Three general reasons are typically cited to explain the ethical responsibil-
ity to be honest. A utilitarian rationale concludes that dishonesty undermines 
the ability of people to communicate and thus will have adverse social conse-
quences. Honesty and the trust that it creates are essential preconditions for all 
cooperative social activities. The Kantian tradition in ethics argues that dishon-
esty treats others as a means to our own ends and thus disrespects the dignity 
of other persons. A third ethical perspective looks not to dishonesty’s effect on 
others, but to what dishonesty does to the dishonest person. A dishonest per-
son must maintain two identities: (1) the one shown to the “victim” of the dis-
honesty and (2) the one hidden from the victim who carries out the deception. 
But this practice, especially if practiced habitually, undermines a person’s own 
integrity. Integrity involves a moral wholeness, authenticity, and coherence. 
Integrity plays an important role in establishing one’s own identity and self-
worth. The dishonest person, by necessarily maintaining two  personas,  lacks 
moral integrity.  9   

 If these are the three major explanations of the value of honesty, dishonesty 
and bluffi ng in business can be ethical only if they adequately respond to these 
concerns. In general, it is plausible to claim that some dishonest acts can have 
benefi cial social consequences that do not threaten the stability of underlying 
social practices. It would be harder to claim, however, that routine dishonesty 
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would not erode the trust that does seem essential to social cooperation. A 
view such as Carr’s might also be able to respond to some of the Kantian con-
cern. Carr’s suggests that “a falsehood ceases to be a falsehood when everyone 
involved know about it” and this implies that some dishonest acts would not 
manipulate others and treat persons as mere means. But this assumes that the 
victims know that they are being bluffed and that they consent to participating 
in the practice. While both assumptions might sometimes be true in some busi-
ness situations, it is unlikely that they commonly occur. A bluff can work as a 
bluff only if the person being bluffed believes that it is true, that is, only if he 
or she is deceived (e.g., if the Twins really believed that Puckett was bluffi ng, 
they would have had no incentive to increase their offer). Furthermore, unlike 
poker games, individuals often have no choice but to participate in business 
practices. Finally, while perhaps an occasional dishonest act doesn’t threaten 
one’s own integrity, a social practice that encourages and endorses dishonesty 
certainly would. 

 Consider the continuous public reassurances made by Kenneth Lay during 
the time Enron’s stock was falling. It would be easy to interpret his actions as 
a strategy aimed at bluffi ng investors. If enough people  believed  Enron’s stock 
was stable and stopped their selling, the stock price would stabilize whether or 
not the company itself was fi nancially stable. Was this bluff justifi ed? 

 No doubt Lay would argue that it was. Because the collapse of Enron would 
harm many people, a bluff aimed at keeping the company afl oat would serve 
the “greater good.” However, this would be a disingenuous application of the 
utilitarian principle of attaining the greatest good for the greatest number. Any-
one who bought or held on to Enron stock as a result of Lay’s bluff would, at the 
very least, be taking a much greater risk than they believed. A successful bluff 
on this occasion would have achieved the greater good of some (i.e., those, like 
Lay himself, who were looking to continue selling the stock) at the expense of 
many others.  

  Whistle-Blowing 

 A whistle-blower is an employee or other insider who informs the public or a 
government agency of an illegal, harmful, or unethical activity done by their 
business or institution. Had Sherron Watkins informed the Securities and Ex-
change Commission, rather than Kenneth Lay, of Enron’s accounting irregular-
ities, she would have been performing an act of whistle-blowing. The language 
of “blowing the whistle” comes from sports where a referee or umpire blows a 
whistle to stop play and call attention to illegal or improper conduct. Whistle-
blowing raises ethical concerns because, unlike the neutral umpire in sports, 
employees are considered by some people to be team members whose loyalty 
to the team should preclude blowing the whistle. Thus whistle-blowing pits 
responsibilities to third parties (those potentially harmed by the business’s 
activities) against employees’ responsibility to their employer. Because whistle-
blowing puts the whistle-blower at risk, it also raises concerns about the em-
ployee’s responsibility to self and to one’s dependents. Balancing these three 
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types of responsibilities—to the public, to one’s employer, and to one’s own 
commitments—sets the ethical context for whistle-blowing. The ethical issue of 
whistle-blowing thus involves both its permissibility and its obligatoriness. Is 
it permissible to blow the whistle on one’s employer? Is it ever ethically obliga-
tory to do so? 

 Philosopher Richard DeGeorge has developed a persuasive analysis of the 
ethics of whistle-blowing.  10   DeGeorge argues that three conditions must be met 
before whistle-blowing can be ethically permissible. First, there must be a real 
threat of serious harm that the whistle-blowing seeks to address. Since the act 
of whistle-blowing itself can cause harm to the fi rm and its other employees, 
the harm that whistle-blowing seeks to prevent must override the harm that 
it does. Second, the whistle-blower should fi rst seek to prevent the harm more 
immediately through channels internal to the fi rm. This condition seeks the 
most effi cient means to prevent harm while minimizing the other harms that 
it can cause. Third, if possible, the whistle-blower should exhaust all internal 
procedures for preventing the harm. DeGeorge recognizes that there can be oc-
casions when internal mechanisms are inappropriate, but in general potential 
whistle-blowers should make good-faith efforts to work within the fi rm. When 
such efforts are made and the potential harm is real, whistle-blowing is ethically 
permissible. 

 DeGeorge argues that whistle-blowing becomes ethically obligatory 
when two further conditions are met. First, the whistle-blower must have 
documented evidence to convince impartial observers of the fi rm’s role in 
causing the harm. Without such evidence an employee has no obligation to 
take the risks inherent in blowing the whistle. Finally, the whistle-blower 
must have good reason to believe that blowing the whistle will prevent the 
harm. One cannot have an ethical obligation to take signifi cant risks in order 
to achieve doubtful benefi ts.  

  Insider Trading 

 Insider trading generally refers to the practice of buying or selling securities 
(stocks and bonds) on the basis of nonpublic information that one has obtained 
as an “insider.” The clearest example would be a case in which a business man-
ager or director buys (or sells depending on the likely effect of the information) 
a large quantity of the fi rm’s stock based on inside information just before that 
information is made public. By buying (or selling) the stock at a price below (or 
above) what the market will demand when the information is made public, the 
insider seemingly has benefi ted inappropriately from inside information. That 
insider has profi ted personally from inside information in a way that the law 
says is illegal and most people think to be unethical. Insider trading raises in-
teresting ethical questions concerning one’s responsibilities to the fi rm, to stock-
holders, and to fi nancial markets. 

 One of the most egregious aspects of the Enron case was the insider trading 
that occurred throughout 2001. Virtually every top executive sold signifi cant 
amounts of Enron stock at a time when they had reason to believe, or should 
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have had reason to believe, that Enron was in serious trouble. While maintain-
ing a public façade with assurances that Enron was in good fi nancial health, 
which helped keep investors willing to buy the stock at infl ated prices, these 
executives reaped personal fortunes selling the stock to unsuspecting investors. 
Despite appearances that insider trading is unethical, some observers argue 
that it is ethically appropriate. Such arguments are usually market-based and 
contend that inside trading is an effi cient means to disseminate accurate infor-
mation that, in turn, moves stock prices closer to the point that refl ects their 
true value. Large purchases (or sales) of stock effi ciently provide information 
to fi nancial markets that will react quickly in the direction of equilibrium. The 
sales of insider stock sent the correct message to the market: The price quickly 
sought the equilibrium that accurately refl ected Enron’s worth. Others argue 
that allowing insider trading would provide strong incentives for insiders to 
work to benefi t the fi rm.  11   

 But neither of these arguments is ethically persuasive. Critics charge that 
even if insider trading moved fi nancial markets towards effi ciency, it would 
do so only by unfair and unethical means. Anyone who bought the stock sold 
by Kenneth Lay and his associates, especially if they did so on the basis of his 
reassurances, were straightforwardly defrauded. Critics also point out that an 
insider can benefi t by trading on bad news as well as good news and thus might 
well have an incentive to work against the fi rm’s best interests. Again, as the 
Enron case so clearly demonstrated, employees can use inside information to 
sell a stock before bad news becomes public. 

 Three arguments, each relying on a particular understanding of employee 
responsibilities, are cited in ethical criticisms of insider trading. Some argue that 
insider trading is unfair to other security traders since those outsiders lack the 
same information and thus are unfairly disadvantaged in the marketplace. A 
second critique claims that the information used in insider trading is the prop-
erty of the fi rm. Thus, when insiders use it without permission and in ways 
that harm other stockholders, they have done something unethical. A third ar-
gument claims that insider trading violates the trust implied by the fi duciary 
relationship between a fi rm and its employees. 

 The unfairness argument may not be as convincing as it fi rst appears. As 
an individual investor I would certainly feel mistreated if I bought/sold stock 
at a high (or low) price to someone who knew in advance that the price was 
about to fall (or rise). But have I been treated unfairly? Does the other party 
have a responsibility to me to disclose the information it possesses? It would 
seem not. Unequal information is not, in itself, unfair. Suppose another per-
son had simply conducted more diligent and extensive research than I and 
as a result was able to benefi t at my expense. There seems no ethical problem 
if he or she uses that unequal information to his or her advantage (and my 
disadvantage) in a stock transaction. The unfairness claim is more persuasive 
when I am disadvantaged by inside information to which I lack equal and fair 
access. What seems unfair is the advantage that one gets by virtue of being an 
insider. It is not just unequal information, but it is unequal in a way that even 
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due diligence cannot equalize. But, do insiders have a responsibility to provide 
other traders with equal access to inside information? To whom do insiders 
owe responsibility? 

 When an insider trades on inside information there are two other types of 
investors who might claim to be harmed. One is the person, let’s call him the 
potential investor, who claims that, had he had the inside information, he could 
have benefi ted as much as the inside trader. Thus, he was harmed in the sense 
of being denied a possible windfall. But this person has little legitimate ethical 
claim on what could have been. Consider the complaints of Enron employees 
who were prevented from selling their 401(k) stock during Enron’s collapse. If 
their complaint is that they, too, should have been able to sell Enron stock at 
artifi cially infl ated prices, they would have little ethical support. If they knew 
what Lay and others knew and sold on that basis, they would have been just as 
guilty of unfair insider trading as the others. 

 A second type of investor, let’s call her an actual investor, is the person 
who sells her stock to the insider (or purchases it from, in the case of future 
detrimental information) without knowing what the insider knows. In this 
case, the stock transaction is a zero-sum game where one person’s gain is an-
other’s loss. This transaction is more troubling and begins to looks a lot more 
like a case of fraud. 

 Again, consider the Enron case of insider trading. Senior managers knew 
that accounting irregularities were likely to become public, and in anticipation 
of this news, they began selling large amounts of stock (or exercising options). 
In the following weeks, the stock price did collapse and they benefi ted accord-
ingly. Potential investors (or sellers) who did not have an equal opportunity to 
reap similar windfalls cannot claim to have had any legitimate right violated. It 
does not seem that the insider has harmed this potential investor in any ethically 
relevant way. But the actual investor, the person who bought her stock from 
the insiders, suffers a harm that is more real. Specifi cally, this harm stems in 
large part from the fact that the stockholder was harmed by someone—company 
insiders—who had a responsibility to act on her behalf. 

 Thus, insider trading violates responsibilities that corporate agents have 
to their principals, and this suggests that the ethical criticisms of insider trad-
ing based on property rights and fi duciary duties are connected to the unfair-
ness claim. The inside information is not, by defi nition, public. It is private 
information that rightfully belongs to the fi rm. Managers have a fi duciary 
responsibility to the fi rm that prohibits benefi ting personally at the expense 
of the fi rm. Trading on inside information involves misappropriating private 
resources for personal gain in a way that harms the fi rm’s investors. Because 
investors rely on managers to represent their interests, insiders who trade on 
inside information violate that trust and defraud the very people they have 
a responsibility to represent. While some unspecifi ed future investors may 
benefi t from more effi cient and accurate stock prices as a result of insider 
trading, actual investors are denied benefi ts that they had legitimate ethical 
claims to.     
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   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 Enron has become a synonym for corporate greed and corruption but, as it 
turned out, this case was only the start of a wave of corporate and accounting 
scandals that have continued to the present. While Enron gathered most of the 
public attention and criticism, the collapse of Arthur Andersen offered a more 
signifi cant lesson in the importance of ethical behavior in business. It was a les-
son that, in light of more recent fi nancial failures, was ignored by the fi nance 
and accounting professions.

It is difficult enough that auditors are regularly placed in a position that is 
ripe for conflicts of interests. Their professional duties require them to produce 
an independent and accurate financial portrait. Yet they are paid by firms, and 
hired by executives, who may not want a full and accurate disclosure. When ex-
ecutive compensation is tied to bonuses based on share price, and when share 
price tumbles with bad financial news, it obviously is in the executive’s interest 
to seek to control what information is contained in the company’s audit. 

Yet as the Enron case so clearly demonstrated, even more significant 
conflicts arise when the very same firm that is conducting the audit is also 
working as consultants for the firm, advising them on the very practices that 
the firm wished to conceal from the audit. The lesson that should have been 
learned from Enron and Arthur Andersen was that the integrity of the gate-
keeper function performed by auditors was at risk. The economic recession 
that began in 2008 was fueled to a great degree by the collapse of financial 
institutions that were engaged in high-risk lending practices that were not 
supported by dubious activities by accountants, auditors, credit analysts, and 
lawyers.

It can be tempting to look for a single cause when reflecting on these scan-
dals. Was it individual greed? Did people just not understand what they were 
doing? Did they not know right from wrong? Was it a matter of lack of govern-
ment oversight? Lack of managerial leadership? The hope is that if the cause can 
be identified, changes can be made to prevent such things from occurring again. 

Identifying the causes of corporate scandals and creating strategies to pre-
vent them is an important part of business ethics. As described in chapter 1, 
philosophical ethics involves issues of both personal morality and social ethics. 
Using this framework, we can assess corporate scandals at three levels: in terms 
of individuals, in terms of corporate structure and practices, and in terms of 
governmental and social institutions.

Examining these cases from the point of view of an individual raises a num-
ber of questions. Some questions involve ethical justifications: What would you 
have done if you were an auditor working at Enron or an accountant working 
at a financial institution that was aggressively marketing high-risk mortgages? 
Would you have acted diffferently than the actual people in those circum-
stances? The individual perspective also challenges us to think about personal 
motivation: Why did these people act as they did? How could they have acted 
differently? How do we explain the difference between people who succumb to 
temptation of riches and those who resist it? 
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From an institutional perspective, these scandals have given rise to signifi-
cant activity within corporations. Human resource departments now take eth-
ics training seriously in a way they never did previously. Many businesses now 
have ethics officers and ombudsmen on staff to encourage employees to act 
responsibly and to provide them with opportunities to report unethical activi-
ties. The topic of corporate culture has drawn significant attention from manag-
ers seeking to encourage ethical behavior by setting high ethical expectations.  
Enron and Arthur Andersen provide excellent case studies for organizational 
behavior. What did they do wrong as an organization? What structural changes 
could have been made that might have prevented the implosion of Enron? How 
do employees learn a company’s norms and values? How can high ethical stan-
dards be transmitted from theory to practice?

But from another institutional perspective, what is the role of professional 
societies and governing boards? Should professionals themselves, in the form 
of their licensing boards and professional organizations establish stricter stan-
dards and punishments?

Finally, from a governmental perspective the recent scandals have resulted 
in significant legal action. The U.S. Congress passed the Sarbanes-Oxley Act in 
2002. Major provisions of that law include a requirement that financial reports 
be certified by a company’s CEO and CFO; a ban on personal loans to execu-
tive officers and directors; faster reporting of trades by insiders; prohibition on 
insider trades during pension fund blackout periods; and criminal and civil 
penalties for securities violations, including significantly longer jail sentences 
and larger fines for corporate executives who misstate financial statements. The 
Obama administration has made some reform measures part of the conditions 
of government bailouts. Only time will tell the degree to which such steps are 
successful. 

    CHAPTER REVIEW QUESTIONS 

 1.    Explain how responsibilities can depend upon the relationships one has 
with other people.  

   2. How is the relationship between a person and her real estate agent or law-
yer similar to the relationship between an employer and employee? How 
are they different?  

   3. How might the narrow view of employee responsibilities be defended 
ethically? What are its shortcomings?  

   4. What is a confl ict of interest and when and under what conditions are they 
unethical? Do the dual roles of auditor and consultant, as played by Arthur 
Andersen and other major accounting fi rms, constitute an unethical con-
fl ict of interest?  

   5. Defi ne  trust  and  loyalty.  Do all employees have a responsibility to be trust-
worthy? To be loyal? Why does Duska believe that loyalty is inappropriate 
in the workplace?  
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   6. In what way is business like poker? In what ways is it different?  
   7. What conditions does DeGeorge suggest are necessary to make whistle-

blowing ethically permissible? When is it ethically required?   
   8. Explain at least two ethical objections to insider trading. What, exactly, was 

wrong (if anything) with insiders selling Enron’s stock throughout 2001?    
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   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

•  Understand a range of ethical issues that arise in marketing; 

 • Apply an ethical framework for evaluating marketing ethics; 

 • Explain the ethical dimensions of products liability law ranging from caveat 
emptor to strict products liability; 

 • Explain the ethical issues surrounding the concept of negligence; 

 • Provide an ethical analysis of strict products liability; 

 • Explain the ethical issues involved in product pricing.  

 8   C H A P T E R 

 Marketing Ethics: Product 
Safety and Pricing 
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DISCUSSION CASE: Life Cycle Responsibility 
for Products 

What responsibilities does a business face for harms done by the prod-
ucts that it brings to the marketplace? Historically, the law has taken 

two general approaches to dangerous products. It provides various means to 
compensate consumers who have been harmed, and it has provided regula-
tions to minimize or prevent the harm from occurring. Products liability law 
has long held a business liable for harms caused by its products if those harms 
were foreseeable and avoidable. Employee health and safety protections and 
pollution laws are among the regulatory means to hold business responsible 
to minimize potential harms to employees or the environment during the pro-
duction cycle. 

More recent cases have turned attention away from government and more 
directly on business itself. Such ethical issues in supply-chain management as 
the use of child labor and sweatshop facilities have focused on business respon-
sibility for the entire production process. But developments within the global 
movement toward sustainability suggest that the extent of business’s respon-
sibility for its products may be widening even further. Sustainability adds the 
natural environment to the list of stakeholders that face possible harm by the 
products that business brings to market.

The concept of life cycle responsibility holds that business can be held liable 
for any harm caused by a product at any point in that product’s life cycle. Life 
cycle responsibility argues that when a business chooses to manufacture a prod-
uct and bring it into the marketplace, it assumes a responsibility for that prod-
uct that cannot be relinquished simply because someone else has purchased it. 
The implication is that a business that creates a product must take responsibility 
for managing its entire life to prevent ethical and environmental harms from 
occurring in the design, production, distribution, marketing, use, and disposal 
of the product.1 

Early versions of this approach held that business should be responsible for 
a product from “cradle to grave,” meaning that a business should assume re-
sponsibility for everything from the design, to the resources used in the creation 
and production process, to the end-of-life disposal of the product. More recent 
models argue for a “cradle-to-cradle” responsibility, meaning that business is 
responsible until the product is recycled back into the resource pool. Already 
some European countries have imposed “take back” regulations that require a 
business to take a product back from a consumer at the end of the product’s life 
for recycle, reuse, or responsible disposal.

Electronics and automobiles have been the focus of much attention in this 
regard.  Both sectors of the economy are characterized by products with a rela-
tively short life span. Computers, monitors, televisions, cell phones, and au-
tomobiles are commonly and regularly replaced every few years.  Disposal of 
these products has proven a real challenge. Electronics often contain hazardous 
materials, including lead and mercury. Neither the typical consumer nor local 
trash disposal facility have the capabilities to properly dispose of such wastes. 



Marketing Ethics: Product Safety and Pricing 179

Automobiles are simply too large and complex for consumers to dispose of in 
any way other than resale. As a result, numerous governments have taken steps 
to hold manufacturers responsible for taking back products after their useful 
life.

One important aspect of life cycle responsibility concerns the materials used 
in the production process. To what degree can and should we hold a business 
responsible for harms in the creation, use, and disposal of every component of 
a particular product? Consider, for example, the chemicals found in everyday 
consumer products.

Studies have shown widespread contamination of human breast milk. The 
natural biological process of bioaccumulation occurs when a substance makes 
its way through the food chain and accumulates in the fatty tissue of individu-
als exposed to the substance. Thus, human breast milk is a particularly good 
place to study the bioaccumulation of environmental toxins. Studies have 
found breast milk contaminated with residues of such toxic elements as poly-
chlorinated biphenyls (PCBs), DDT, dioxins, dibenzofurans, polybrominated 
diphenyl ethers (PBDEs), heavy metals, and dozens of other compounds from a 
variety of other chemical families.2 Each of these types of compounds can have 
serious health consequences for human beings. The various chemical classes 
found in these studies mirror compounds we use in our everyday activities, 
such as fuel additives in the gas we use for our cars, fl ame retardants in clothes 
and furniture, plasticizers and solvents used in the manufacture of many com-
mon household goods such as carpets, toys, construction materials, food and 
beverage containers, and cleaners.

We are faced here with a case in which we have demonstrably toxic chemi-
cals in human breast milk. We are, quite literally, feeding poison to babies.  
Who, if anyone, is responsible? What, if anything, ought to be done about this?  
There seems to be three general approaches to this problem. The compensatory 
approach represented by products liability laws would require demonstrable 
harms and the ability to trace a causal chain back to the fi rm who caused the 
harm. That standard would seem impossible in this case. The regulatory ap-
proach would aim to prevent or minimize harms by controlling the use of dan-
gerous products. Finally, business itself can take responsibility and eliminate 
dangerous products from the marketplace.

 DISCUSSION QUESTIONS 

 1.   What responsibility should the manufacturer of toxic chemicals have for 
harmful effects that they have years after their initial manufacture and 
sale? Should manufacturers have foreseen such harms, or should they be 
liable even if they didn’t know about potential harms?

  2.  What public policy approach would be most reasonable to protect con-
sumers from harmful products? How might market and economic forces 
play a role in protecting consumers?
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  3.  What responsibility do manufacturers have in the design and use of harm-
ful products?

  4.  Should manufacturers have a responsibility to take back their products 
after their useful consumer life? How might life cycle responsibility 
change the way products are designed, manufactured, and sold?

    8.1 INTRODUCTION: MARKETING AND ETHICS 

  Despite the fact that marketing is one of the core disciplines of business, mar-
keting ethics as a fi eld of study has only recently become a focus within busi-
ness ethics. While product safety and advertising, admittedly two central parts of 
marketing, have received a good deal of attention, areas such as pricing, market 
research, sales, target marketing, and social marketing have received much less.  3   

 The essence of marketing is frequently explained in terms of the Four P’s: 
 product, pricing, promotion,  and  placement.  Since this framework will be used to 
organize chapters 8 and 9, it is worth considering this characterization in some 
detail. Marketing involves all aspects of creating a product or service and bring-
ing it to market where an exchange can take place. The concept of an exchange 
between a seller and a buyer is central to the “market” and is the core idea 
behind marketing. But this simple model of a seller bringing a product to the 
marketplace gets complicated fairly quickly. 

 Even before a product is created, a producer might fi rst consider who, if 
anyone, is interested in purchasing it. The product might then be redesigned or 
changed in light of what is learned about potential buyers. Once the product is 
ready for market, the producer must decide on a price that will be mutually ac-
ceptable. At fi rst glance, the minimal asking price should be the production cost 
plus some reasonable profi t. But the producer might also consider who the buy-
ers are and what they can afford, how price might infl uence future purchases, 
how the price might affect distributors and retailers, and what competitors are 
charging before settling on a price. The producer might also consider advertising 
the product to attract new potential purchasers and offer incentives to promote 
the product among buyers. The producer might consider the lost production that 
results from the trip to the market and therefore consider hiring someone else, a 
salesperson, or delegating someone, a “retailer,” to handle the actual exchange 
itself. They might be more concerned with cash fl ow than profi t and therefore be 
willing to ask a price that is below production costs. Producers might consider 
where and under what conditions the product is sold, and might decide that the 
best chance for a sale will occur only among certain people. The producer might 
also consider issues of volume, and price the product in such a way to ensure 
profi t only after certain sales targets are met. Finally, throughout this entire pro-
cess the producer might conduct market research to gather information and use 
that information in production, pricing, promotion, and placement decisions. 

 All of the factors considered and each decision made throughout this pro-
cess is an element of marketing. What, how, why, and under what conditions 
is something  produced?  What  price  is acceptable, reasonable, fair? How can the 
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product be  promoted  to support and enhance sales? Where, when, and under 
what conditions should the product be  placed  in the marketplace?  4   

 Each of the Four P’s also raises important ethical questions. What respon-
sibilities do producers have for the quality and safety of their products? Who 
is responsible for harms caused by a product? Are there some products that 
should not be produced, or does consumer demand decide all production ques-
tions? Is the consumer’s willingness to pay the only ethical constraint on fair 
pricing? Should the ability to pay be a factor in setting price? Do all customers 
deserve the same price, or can producers discriminate in favor of, or against, 
some consumers? What effects will price have on competitors? On retailers? 
Are deceptive or misleading ads ethical? What ethical constraints should be 
placed on sales promotions? Is the information gathered in market research the 
property of the business that conducts the research? What privacy protections 
should be offered for marketing data? Is it ethical to target vulnerable popu-
lations such as children or the elderly? What responsibilities does a producer 
have when marketing in foreign countries? What responsibilities do producers 
have to retailers? To competitors? To suppliers? 

 The present chapter will examine a variety of ethical issues having to do 
with production and pricing. We’ll pay particular attention to questions of 
product safety and products liability. Chapter 9 will examine ethical issues in 
advertising, sales, and product placement.   

  8.2 ETHICAL ISSUES IN MARKETING: AN OVERVIEW 

  We can take the simple model of a single exchange between two individuals 
as a useful way to introduce an ethical framework for marketing ethics. This 
simple situation in which two parties freely agree to the exchange is  prima facie  
ethically legitimate. The Kantian tradition in ethics would see it as upholding 
respect for individuals by treating them as autonomous agents capable of pur-
suing their own ends. The utilitarian tradition would take their agreement as 
evidence that each is better off then they were prior to the exchange and thus 
conclude that overall happiness has been increased. 

 This assessment is only  prima facie  because, like all agreements, certain con-
ditions must be met before we can conclude in fact that autonomy has been 
respected and mutual benefi t achieved. Thus, for example, we would need to 
establish that the agreement resulted from an informed and voluntary consent, 
and that there was no fraud, deception, or coercion involved. When these con-
ditions are violated, autonomy is not respected and mutual benefi t not attained. 
Furthermore, even when such conditions are met, other values may override 
the freedom of individuals to contract for mutually benefi cial purposes. Thus, 
for example, the freedom of drug dealers to pursue mutually agreeable ends is 
overridden by society’s concern to maintain law and order. 

 In general, therefore, it will be helpful to keep three concerns in mind as we 
approach any ethical issue in marketing: To what degree are the participants 
respected as free and autonomous agents rather than being treated simply as 
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means to the end of making a sale? To what degree does the transaction provide 
actual as opposed to merely apparent benefi ts? What other values might be at 
stake in the transaction? Let us consider these three issues in more detail. 

 It is not always easy to determine if someone is being treated with respect in 
marketing situations. As a fi rst approximation we might suggest two conditions. 
First, the person must freely consent to the transaction. But how free is “free”? 
Surely transactions completed under the threat of force are not voluntary and 
therefore are unethical. But there are many degrees of voluntariness. For example, 
a consumer facing a life-threatening illness may choose to take drugs with serious 
side effects that a healthier person would fi nd unacceptable. A patient receiving a 
prescription from her physician may not be in a position to request a generic ver-
sion of that drug. From this perspective, the more a consumer needs a product, 
the less free he or she is to choose and therefore the more protection he or she 
deserves from unsafe products or unscrupulous manufacturers. The history of 
prescription drug regulation is witness to this fact. Or consider the anxiety and 
stress that accompany any illness or medical condition. When marketing prac-
tices exploit that anxiety to sell unnecessary drugs or to downplay the potential 
side effects, it is not at all clear that the consumer has made a fully voluntary 
choice. More dramatic cases of price gouging, price-fi xing, and monopolistic pric-
ing clearly raise the issue of freedom in marketing. Practices aimed at vulnerable 
populations such as children and the elderly also raise questions of voluntariness. 
Thus, an adequate analysis of marketing ethics challenges us to be sensitive to the 
many ways in which consumer choice can be less than fully voluntary. 

 A second condition for respect requires that the consent be not only volun-
tary, but also informed. Informed consent has received a great deal of attention 
in the medical ethics literature where it is shown that patients are at a distinct 
informational disadvantage in situations dealing with health care professionals. 
Similar disadvantages can occur in marketing situations. Outright deception 
and fraud clearly violate this condition and are unethical. But there can also be 
many more nuanced cases of deception and misleading marketing practices. 
The complexity of many consumer products and services can also mean that 
consumers may not understand fully what they are purchasing. Consider as 
an example all that would be involved for a consumer to determine which ar-
thritis drug offers the best treatment, or whether a generic version of a widely 
marketed drug is safe and effective. Consider also the many people who have 
very weak mathematical skills. Imagine such a person trying to decide on the 
economic benefi ts of whole life versus term insurance, or a 48-month auto lease 
versus a fi ve-year purchase loan at 2.9 percent fi nancing. In general, while some 
businesses claim that an “informed consumer is our best customer,” many oth-
ers recognize that an uninformed consumer can be an easy target for quick prof-
its.  5   Serious ethical questions should be raised whenever marketing practices 
either deny consumers full information or rely on the fact that they lack relevant 
information or understanding. 

 The second ethical concern looks to the alleged benefi ts obtained through 
market exchanges. It is common to fi nd economics textbooks assuming that 
consumers are benefi ted, almost by defi nition, whenever their preferences are 
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satisfi ed in the market. But this assumption won’t bear up under close scrutiny. 
There are many purchases that do not result in actual benefi t. For example, im-
pulse buying, and the many marketing techniques used to promote such con-
sumer behavior, cannot be justifi ed by appeal to satisfying consumer interests. 
The ever-increasing number of individual bankruptcies suggests that consumers 
cannot purchase happiness. Empirical studies provide evidence that suggest that 
greater consumption can lead to unhappiness, a condition called by some “af-
fl uenza.”  6   So, if simple consumer satisfaction is not a conclusive measure of the 
benefi ts of market exchanges, one must always ask about the ends of marketing. 
What goods are attained by successfully marketing this product or service? How 
and in what ways are individuals and society benefi ted from the product? 

 The third set of factors that must be considered in any ethical analysis of 
marketing is values other than those served by the exchange itself. Such primary 
social values as fairness, justice, health, and safety are just some of the values 
that can be jeopardized by some marketing practices. For example, a bank that 
offers lower mortgage rates in affl uent neighborhoods than it does in inner-city 
neighborhoods might be involved only in deals that are mutually benefi cial since 
they do not, in fact, sell mortgages in the inner city. But such contracts would 
violate important social norms of equal treatment and fairness. There may be a 
very strong market for such things as certain body parts of endangered species. 
There is also, unfortunately, a market for children. But just because someone 
wants to buy something and someone else is willing to sell it does not mean that 
that transaction is ethically legitimate. An adequate ethical analysis of marketing 
must ask who else might be affected by the transaction. How, if at all, are their in-
terests represented? What social goods are promoted, and which are threatened, 
by marketing this product? 

 One must also ask what are the true costs of production. An adequate ethi-
cal analysis of marketing must consider externalities, those costs that are not in-
tegrated within the exchange between buyer and seller. Externalities show that 
even if both parties to the exchange receive actual benefi ts from the exchange, 
other parties external to the exchange might be adversely affected. One thinks 
of the environmental or health impact of marketing products such as SUVs, 
pesticides, and tobacco as examples in which signifi cant social costs would be 
ignored by a simple model of individual consumer exchange. With these issues 
in mind, we can now turn to a closer examination of two major aspects of mar-
keting ethics: responsibility for product safety and pricing.   

  8.3 ETHICAL RESPONSIBILITY FOR PRODUCTS: FROM CAVEAT 
EMPTOR TO NEGLIGENCE 

  As we saw in chapter 7, although the concept of responsibility plays a major 
role in ethical discussions, it is not a clear and unambiguous notion. There are 
at least three common uses of responsibility that are relevant to an examination 
of business’s responsibility for its products. Consider what one might be asking 
by the question: “Who is responsible for this?” 
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 Imagine you come upon a traffi c accident in which an SUV has rolled over 
into a ditch. You ask a group of people standing to the side: “What happened? 
What is responsible for this?” In the fi rst sense of responsibility, you would be 
asking about the  cause  of what you see: who, or what, caused this accident to 
happen? Imagine the driver answering, “I did it, but it wasn’t my fault. I was 
driving when the tire blew out and turned sharply to the left which caused the 
car to roll over.” A second sense of responsibility involves assigning blame or 
fault. To ask “Who is responsible?” in this sense is to inquire about who is to be 
held liable for the harm. The driver’s answer shows that one can be responsible 
in the fi rst sense but not in the second. One might cause some wrong but not 
be liable or at fault for it. On the other hand, had the accident resulted from the 
driver reaching to dial a cell phone and taking his eyes off the road, you would 
hold him liable for acting irresponsibly. 

 There is a third sense of being responsible that involves neither the cause 
nor liability but means something closer to “taking care of” or being account-
able. Thus we speak of being responsible for a child’s school expenses or as-
suming responsibility for an elderly parent’s bills. One might be assigned 
responsibility for certain chores or be described as a responsible person. For 
group projects in class, one student is responsible for research, another for 
typing, another for presenting to the class. This sense of responsibility shows 
that one can be accountable without any suggestion of culpability, fault, or 
blame. 

 Each of these senses of responsibility is relevant to issues of product safety 
and marketing ethics. One of the fi rst, and often most diffi cult, questions of 
product safety concerns determining the cause of any harms. What caused the 
Ford Explorers to crash during blowouts of their Firestone tires? Was it the de-
sign, the manufacturing process, or some component of the tire? Was it the de-
sign and stability of the Explorer? Was it the driver’s own behavior? Was it some 
combination of all these factors? The concept of negligence, a central notion in 
product liability law, is one way in which fault is assigned (intentionally or reck-
lessly causing harm would be other ways of causing harms). Thus, manufactur-
ers who fail to inspect their products before sending them to the market, or who 
rush them to market without adequate testing, can be held culpable (at fault) for 
harms caused by this negligence. The legal doctrine of strict products liability is 
more a doctrine of no-fault accountability. If a product defect has caused a harm, 
the manufacturer is held accountable even though not at fault. Finally, some 
argue that manufacturers should be accountable for the entire life cycle of the 
products they bring to the market, including recycling the product back into the 
production stream. 

 The focus for much of the discussion of business’s responsibility for prod-
uct safety is on assigning liability (fault) for harms caused by unsafe products. 
The legal doctrine of strict products liability is ethically controversial exactly be-
cause it holds a business accountable for paying damages in cases where it was 
not at fault. We will consider the case of strict products liability in more detail in 
the following section. For the present, let us examine the various standards for 
holding business liable for its products. 
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 The caveat emptor approach understands marketing on a simple model of 
a contractual exchange between a buyer and seller. From this perspective, busi-
ness has only the responsibility to uphold its end of the bargain by providing 
a good or service at an agreed-upon price. Unless a seller explicitly warrants a 
product as safe—unless, in other words, the seller promises otherwise—buyers 
are liable for any harms they suffer. Every purchase was assumed to involve 
the informed consent of the buyer and was therefore assumed to be ethically 
legitimate. 

 As the case of prescription drugs suggests, however, there were problems 
with this approach. In part, it assumes that consumers do adequately under-
stand and judge products so that they can reasonably be expected to protect 
themselves. But consumers don’t always understand products fully and they 
are not always free to choose not to purchase some things. Starting in the 
1960s, a number of important legal cases shifted the burden from consumers 
to producers by allowing consumers to assume that products were safe for or-
dinary use. By bringing goods and services to the market, producers were im-
plicitly promising that their products were safe under normal use. The ethical 
basis for this decision is the assumption that consumers would not give their 
consent to a purchase if they had reason to believe that they would be harmed 
by it when used in a normal way. 

 But as long as the marketing relationship was understood on the contract 
model, there was an easy way for manufacturers to escape responsibility. If 
courts were going to assume that consumers had been given an implied war-
ranty of safety, manufacturers could avoid responsibility by expressly limiting 
or denying any warranty. Thus, limited or expressed warranties could shelter 
manufacturers from legal responsibility for their products. Consumers could 
only recover damages as outlined by the producer. All too often, such limita-
tions are explained in small print at the bottom of a sale agreement and typi-
cally in language that only lawyers can understand. Thus, despite appearances 
that consumers were consenting to such limitations, a more fair and accurate 
interpretation is that such one-sided agreements fail to meet the standards of 
truly informed consent. 

 Negligence, a concept from the area of law known as torts, provides a sec-
ond avenue for consumers to hold producers responsible for their products. 
The distinction between contract law and tort law also calls attention to two 
different ways to understand ethical duties. Under a contract model, the only 
duties that a person owes are those that have been explicitly promised to an-
other party. I have duties to the mortgage company, for example, because I have 
agreed or promised to do certain things. On a narrow contractarian view of eth-
ics, our only duties are those that have been taken on explicitly and voluntarily. 
Otherwise, I owe nothing to anyone. The ethical perspective that underlies tort 
law holds that we all owe other people certain general duties, even if we have 
not explicitly and voluntarily assumed them. Specifi cally, I owe other people a 
general duty not to put them at unnecessary and avoidable risk. Thus, although 
I have never explicitly promised anyone that I will drive carefully, I have an 
ethical duty not to drive recklessly down the street. 
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 Negligence is a central component of tort law. As the word suggests, neg-
ligence involves a type of ethical neglect, specifi cally neglecting one’s duty 
to exercise reasonable care not to harm other people. One can understand 
many of the ethical and legal issues surrounding manufacturers’ responsi-
bility for products as the attempt to specify what constitutes negligence in 
their design, production, and sale. What duties, exactly, do producers owe to 
consumers? 

 One can think of possible answers to this question as falling along a con-
tinuum. On one extreme is the contractarian answer: Producers owe only 
those things promised to consumers in the sales agreement. At the other ex-
treme is something closer to strict liability: Producers owe compensation to 
consumers for any harms caused by their products. In between these extremes 
is a range of answers that vary with different interpretations of negligence. We 
have already suggested why the strict contractarian approach is not convinc-
ing. In the next section we shall examine the pros and cons of strict product 
liability. The remainder of this section will examine the important concept of 
negligence. 

 Negligence can be characterized as a failure to exercise reasonable care or 
ordinary vigilance that results in an injury to another. In many ways, negligence 
simply codifi es two fundamental ethical precepts: “ought implies can” (we can-
not reasonably oblige someone to do what they cannot do) and “one ought not 
harm others.” People have done an ethical wrong when they cause harm to oth-
ers in ways that they can reasonably be expected to have avoided. Negligence 
includes acts of both commission and omission. One can be negligent by doing 
something that one ought not (e.g., speeding in a school zone) or by failing to 
do something that one ought to have done (e.g., neglecting to inspect a product 
before sending it to market). 

 Consider a case that received a good deal of media attention a few years 
ago. In 1992 a 70-year-old woman was severely burned when a cup of coffee 
she had just purchased at a McDonald’s drive-through window spilled on her 
lap. She apparently held the cup between her legs and tried to pry off the lid as 
she drove away. The coffee was hot enough (185 degrees) to cause third-degree 
burns which required skin grafts and long-term medical care. A jury awarded 
this woman $2.86 million, $160,000 for compensatory damages and $2.7 million 
in punitive damages. Should McDonald’s be held liable for these injuries? Were 
they negligent in serving such hot coffee at a drive-through window? Was the 
consumer negligent in her own actions? 

 Negligence involves the ability to foresee the consequences of our acts and 
failing to take steps to avoid the likely harmful consequences. The standards of 
forseeability, however, raise interesting challenges. One standard would hold 
people liable for only those harms that they actually foresaw occurring (actual 
forseeability). Thus, for example, someone would be acting negligently if, on 
the basis of engineering tests, they concluded that a fuel tank placed behind 
the rear axle would puncture and explode during crashes at speeds below 
30 miles per hour, yet still brought the car to market. But this standard of  actual 
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forseeability is too restricted. If someone actually thinks that harms are likely 
to result from their acts and proceeds nonetheless, they have committed a 
serious wrong and deserve harsh punishment. Such a case seems more akin 
to recklessness or even intentional harm, than negligence. But this standard 
would also imply that unthoughtful people cannot be negligent, since one es-
capes liability by not actually thinking about the consequences of one’s acts. “I 
never thought about that” would be an adequate defense if we used this stan-
dard of negligence. Yet this surely is part of what we are after with the concept 
of negligence. We want to encourage people to be thoughtful and hold them 
liable when they are not. 

 A preferable standard would require people to avoid harms that, even if 
they haven’t actually thought about, they should have thought about had they 
been reasonable. For example, presumably McDonald’s did not actually think 
that their customers would be severely burned by coffee. But had they thought 
about what people who are driving cars when served coffee might do to hold 
their cups when they drove away from the window, they could have foreseen 
the likelihood of spills. The fact that McDonald’s had received over seven hun-
dred prior burn claims about their coffee suggests that a reasonable person 
would have concluded that this was a dangerous practice. This “reasonable 
person” standard is the one most often used in legal cases and seems to better 
capture the ethical goals of the very concept of negligence. People are expected 
to act reasonably and are held liable when they do not. 

 But even the reasonable person standard can be interpreted in various 
ways. On one hand, we expect people will act in ways that would be normal or 
average. A “reasonable” person does what we could expect the ordinary, aver-
age person to do. There are problems using this standard for both consumer 
and producer behavior. It may turn out that the ordinary average consumer is 
not as smart as we might hope. The average person doesn’t always read, or un-
derstand, warning labels, for example. The ordinary and average person may 
thoughtlessly place a cup of very hot coffee between her legs as she drives out 
of a parking lot and into traffi c. The average person standard, when applied 
to consumers, risks exempting many consumers from taking responsibility for 
their own acts. When applied to producers, the average person standard sets 
the bar too low. We can expect more from a person who designs, manufactures, 
and sells a product than average and ordinary vigilance. 

 Reasons such as these can lead us to interpret the reasonable person stan-
dard more normatively than descriptively. In this sense, a “reasonable” person 
assumes a standard of thoughtful, refl ective, and judicious decision making. 
The problem with this, of course, is that we might be asking more of the aver-
age consumers than they are capable of giving. Particularly if we think that the 
disadvantaged and vulnerable deserve greater protection from harm, we might 
conclude that this is too stringent a standard to apply to consumer behavior. On 
the other hand, given the fact that producers do have more expertise than the 
average person, this stronger standard seems more appropriate when applied 
to producers than to consumers.   
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  8.4 STRICT PRODUCT LIABILITY 

  As described previously, the negligence standard focuses on the actions of the 
people involved. Specifi cally, either or both the consumer or producer can be 
held responsible when they have acted negligently. In the McDonald’s coffee 
case, for example, the jury concluded that the consumer should also be held 
partially liable for her own injuries since she did not exercise reasonable care 
when she held hot coffee in her lap while driving. McDonald’s itself was also 
negligent because they should have taken steps to prevent the sort of accident 
that was easily foreseeable. 

 Strict products liability, on the other hand, focuses not on the actions of 
the people involved but rather on the performance of the product itself. Some 
harms occur in ways that can only be described as an accident. That is, there 
was nothing anyone could have done otherwise that could have prevented the 
harm. Neither the producer nor the consumer acts negligently, but the con-
sumer gets injured nonetheless. The question then arises: In the absence of 
fault who should bear responsibility, who should be accountable, for paying 
damages? The strict products liability standard assigns this responsibility to 
producers. 

 Consider the drug DES described in the Discussion Case that opened this 
chapter. In this case, a product proved defective during normal use. Hundreds 
of women got cancer because of a drug that their mothers took and which may 
have actually facilitated their own birth. Given all that was known about the 
drug, it would be unreasonable to accuse either the manufacturers who made 
the drug, the physicians who prescribed it, the pharmacists who sold it, or the 
women who used it of negligence. No one could have reasonably foreseen the 
harm that was being caused by this drug. Nevertheless, as in all strict products 
liability cases, there were victims in this case and someone must be accountable 
for these harms. 

 It is crucial to understand that despite the language of “product  liability ” 
these cases do not involve assigning blame or fault. If someone was at fault, this 
would be a case of negligence and that standard would be applied. But in these 
cases, no one was at fault, no one could have reasonably been expected to have 
acted differently. Yet harms have occurred and someone must assume respon-
sibility (in the sense of accountability) for these damages. Minimally, someone 
must pay the health care costs for the women who have cancer as a result of this 
drug. In this sense, perhaps the legal language of “product liability” should be 
replaced with the language of “product accountability.” 

 There are really only three options in this case. The consumers can be made 
accountable for their own harms. Society can be held accountable. The prod-
uct manufacturers can be held accountable. Holding the consumer accountable, 
what is sometimes called the  tough luck  standard, seems overly severe. Not only 
would the consumers suffer the injury itself, but they would also bear the fi -
nancial costs as well. Making the consumer suffer in both ways seems cruel, 
especially since in these cases we know what caused the injury and we know 
that others have benefi ted from the fact that the consumer bought the product 
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that caused their injury. Holding society in general accountable is an option, but 
would seem to commit us to a socialized insurance system. If we hold society 
accountable for injuries and disease caused by consumer products, we would 
be hard pressed to deny social accountability for all injuries and disease (why 
favor only those caused by products?). 

 Considerations such as these leave as the only option producer account-
ability, which is the strict liability standard in place within the United States 
at present. But critics charge that this system is unfair, costly, and socially 
unwise. It is unfair because it holds producers responsible for things over 
which they had no control (since there was no negligence involved, there was 
nothing they could have done otherwise). It is costly because it adds signifi -
cant hidden costs to every consumer product and places domestic producers 
at a competitive disadvantage with foreign businesses. It is socially unwise 
because it discourages product innovation and encourages frivolous and ex-
pensive lawsuits.  7   

 But these criticisms are not persuasive. Philosopher John McCall argues that 
strict liability is no more unfair than it would be to hold the injured consumers 
accountable.  8   If business should not be penalized for harms that were beyond 
their control to prevent, neither should consumers be penalized for harms that 
they could not prevent. Thus, it cannot be argued that strict liability should be 
rejected as unfair if the alternative of consumer liability is equally unfair for 
the same reasons. McCall also argues that empirical evidence suggests that the 
strict liability standard is not as costly, nor as likely to generate frivolous law-
suits, as critics suggest.  9   

 Nevertheless, some of the standard arguments used to justify the strict li-
ability standard are not without problems themselves. George Brenkert points 
out that juries typically offer two justifi cations for holding manufacturers 
strictly liable. Manufacturers are best able to pay for the damages caused by 
their products, and strict liability creates an added incentive for producing 
safe products. But, as Brenkert argues, neither of these arguments is fully con-
vincing. Holding manufacturers liable because they are best able to pay may, 
in fact, be false. Some manufacturers may be unable to pay liability for their 
products. For example, the Johns Manville company faced bankruptcy due in 
large part to its liability for the asbestos products it manufactured. But even 
if manufacturers could afford payment, this fact alone does not justify mak-
ing them pay. My neighbor is better able to pay my bills than I, but this fact 
would not justify sending him those bills. The incentive argument is also un-
persuasive. It assumes that strict liability would motivate manufacturers to do 
something differently to avoid accidents when they design, test, and market 
their products. But this confuses the negligence case with the strict liability 
situation. With strict liability there was nothing the manufacturer could have 
done differently. 

 So, two common arguments used to criticize strict liability—unfairness and 
cost—seem unconvincing. Likewise, two common arguments used to justify 
this standard seem unconvincing. Both McCall and Brenkert argue, however, 
that fairness does count in favor of the strict liability standard. Brenkert argues 
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that the exchange between seller and buyer should be understood on the model 
of a competition in which each party competes with the other to optimally sat-
isfy their own interests. Central to the idea of fair competition is an element 
of equal opportunity. Brenkert argues that when a consumer is injured by a 
product, that consumer is unfairly disadvantaged in the economic competition 
and is denied an equal opportunity to compete in the marketplace. Fairness de-
mands that the party that benefi ts from the unfair advantage, the manufacturer 
whose product caused the injury, compensate the injured party. Compensation 
returns the parties to equal standing and the economic competition can there-
fore continue.  10   Compensatory justice requires that people be compensated for 
undeserved harms by the party that has caused, or has benefi ted from, that 
harm. 

 McCall’s fairness argument is slightly different. He argues that assigning 
the costs for injuries caused by defective products to other consumers of the 
product and to the shareholders of the company is more appropriate than as-
signing the costs to the injured consumer or to society at large. By holding the 
manufacturer liable, the costs are passed on, ordinarily through increased liabil-
ity insurance costs, to those who stand to benefi t from the product (i.e., product 
users and stockholders). This is only fair because it means that the full costs of 
the product (every opportunity forgone in the production and sale of the prod-
uct) is paid by those parties involved. Injured consumers have not voluntarily 
accepted the injury as part of the cost they are paying for the product. These in-
juries are externalities that fairness requires to be internalized into the exchange. 
That is, the injuries should be paid for by those who benefi t from the exchange, 
other users of the product, and stockholders in the company. Both McCall and 
Brenkert understand strict liability more as a process of compensation for un-
deserved harms, than liability in the sense of assigning fault or blame. Parties 
that benefi t from an exchange in which one party is undeservedly injured owe 
compensation to the injured party. 

 Before moving from strict liability issues, two further points should be 
noted. First, the strict liability standard does not entail that producers are ac-
countable for every injury caused by their products. Manufacturers are not 
liable when consumer negligence causes the injury. Manufacturers are also 
exempt if the product cannot be proven to be defective. “Defective” is under-
stood as unreasonably dangerous in normal use. This brings us to a second 
concluding point. Some products are inherently dangerous and thus might 
reasonably be expected to cause injury. In such a case, inherently dangerous 
products are not defective and thus manufacturers cannot be held liable for 
injuries they cause. Something like this argument has, so far, exempted most 
cigarette and handgun manufacturers from strict liability for the harms regu-
larly caused by their products. Of course, these manufacturers can still be 
held liable for any negligence in the design or marketing of their products. 
The major settlements between tobacco companies and individual states in 
recent years, for example, has focused mostly on the actions of the companies 
in marketing their products. We will look at these issues in more detail in 
chapter 9.   
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  8.5 ETHICS AND PRICING 

  What values should determine an ethically legitimate price? In this chapter’s 
overview of ethical issues in marketing, I suggested three general ethical con-
cerns as guiding principles: respect for individual autonomy, provision of ac-
tual benefi ts to the parties involved, and values other than those served by the 
exchange itself. These three concerns also provide a focus for ethics and pric-
ing. On the surface, a fair price is a price that both parties to an exchange agree 
upon. Thus the values of autonomy and mutual benefi t to the parties involved 
underlie an ethics of pricing. But a product’s price also affects third parties, 
including competitors who might be priced out of the competition and retail-
ers who must live with manufacturers’ corporate pricing policies. Thus, values 
such as fairness and equal opportunity also are relevant to pricing ethics. 

 Let’s start with a simple case of one buyer and one seller. A fair price would 
be a price that both agree to, with the consent of each party establishing the lim-
its of what the other can expect. In a competitive market, both buyer and seller 
are protected by the availability of other buyers and sellers who move the price 
towards an equilibrium that seems fair to both sides. A seller cannot raise the 
price too high if there are competitors willing to sell lower, and the buyer can’t 
drive the price too low if there are other buyers willing to pay a higher price. 

 But the real world seldom matches this idealized marketplace and the ways 
in which actual markets fall short of this ideal provide a helpful way to think 
about fair pricing. Consumers, of course, are not always fully informed nor 
fully free in the marketplace. Thus informed consent, a necessary condition for 
respecting autonomy, can be missing in some pricing situations. Pricing for such 
things as prescription drugs and other health care products are seldom things 
that consumers fully understand or for which they have alternatives available. 
The AIDS drugs in Africa case described in this chapter’s discussion case pro-
vides a good example of such situations on a global scale. Among the millions 
of people in Africa who have AIDS, few have the education, understanding, 
and income suffi cient to negotiate a price for AIDS drugs in an informed and 
free way. Patents for the drugs prevent competitors from entering this market 
and lowering prices through competition. 

 Three major ethical issues in pricing involve situations in which markets 
fail to ensure a fair price in this way. Price gouging, monopolistic pricing, 
and price-fi xing are all cases in which consumers lack the freedom to negoti-
ate what is required to ensure fair market pricing. Price gouging occurs when 
the buyer, at least temporarily, has few purchase options for a needed product 
and the seller uses this situation to raise prices signifi cantly. Energy companies, 
for example, have been accused of price gouging during the period of rolling 
blackouts in California during the summer of 2001. A local hardware store that 
doubles the price of a portable generator after a hurricane has taken unfair ad-
vantage of consumer needs. The night of the tragic attacks at the World Trade 
Center and the Pentagon, there were numerous reported cases in which gaso-
line stations doubled and tripled their prices when some consumers rushed to 
buy gas in near panic. In such cases, the seller exploits a lack of freedom on the 
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buyer’s part to extract extraordinarily high prices. Such practices are unethi-
cal because the transaction is fundamentally unfree and the seller exploits the 
buyer’s limitations. 

 Monopolistic pricing and price-fi xing are similar unethical practices. In 
these cases, either individual companies or a group of conspiring companies 
use their market power to force consumers to pay a higher price than they 
would have if there were real competition in the marketplace. Microsoft’s Win-
dows operating system, gasoline, airline travel, and credit card interest rates 
have all been alleged to be guilty of monopolistic pricing or price-fi xing. In 
general, two factors must be considered when judging whether a price is fair to 
consumers: consumer freedom and available competition. The greater freedom 
a consumer has to walk away from a product, the less likely it is that the seller 
can set an unfair price. Second, the greater the competition within a market, the 
less likely that unfair pricing can occur. If consumers have alternatives avail-
able, unfair pricing is less likely. Of course, the more one fi nds uniformity of 
prices within an industry—and credit card interest rates, prescription drugs, 
and air travel come immediately to mind—the less likely it is that real competi-
tion exists. 

 These pricing issues have all involved the value of respect for the autonomy 
of consumers and their relative freedom in accepting a price. But a second, more 
utilitarian, value involved in pricing concerns the actual benefi ts that consum-
ers obtain through pricing. It may seem surprising to suggest that there are any 
ethical issues involved in this aspect. After all, it would seem that consumers 
are benefi ted from low prices so that the only ethical issue from this more utili-
tarian perspective is balancing the benefi ts to buyers from low prices with the 
benefi ts to sellers of high prices. Thus, as the market would hold, any pricing 
that is mutually agreed on can be considered a price that optimally satisfi es all 
parties. 

 But could consumers ever be benefi ted from higher prices than they could 
otherwise pay? Consider what can happen when a large national chain begins 
to operate in a small community. Such companies as WalMart, Home Depot, 
and online automobile brokers are well-known examples, but restaurant chains, 
grocery stores, clothing stores, and fast-food stores provide similar situations. 
In many cases, the immediate benefi t to consumers is lower prices. For all the 
obvious reasons (and some not so obvious), larger national chains can often sell 
the same products at lower prices than local smaller fi rms. Some critics of the 
market consolidation that occurs in these situations argue that consumers are 
not benefi ted from the lower prices provided by these businesses. 

 Some economic evidence suggests that money spent with local businesses 
remains in the community to create more economic growth than money spent 
with national retailers. Locally owned businesses are more likely to reinvest in 
their community, hire locally, rely on local suppliers, and use such local pro-
fessional services as banking, legal advice, accounting fi rms, and advertising 
agencies. Local businesses are more likely to offer personalized service and 
make greater contributions to local charities and community events than are 
national fi rms. Locally owned fi rms are more likely to remain loyal to the local 
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community. As a consumer, one might benefi t from slightly lower prices for a 
gallon of milk at WalMart than the local family-owned grocery store. But as a 
citizen, one might receive greater benefi ts by paying more for some consumer 
products and supporting local businesses. The economic model that suggests 
that individuals are better off whenever they pay lower prices may be too sim-
plistic on both economic and ethical grounds. 

 An ethical analysis of pricing should also move beyond the two parties in-
volved in the exchange. Ethical issues can also arise in respect to parties that are 
external to the exchange, particularly as they affect competitors, partners in the 
distribution channel such as suppliers and retailers, and potential consumers 
who can be priced out of the market. Especially important in these cases are the 
values of fairness and equal opportunity. 

 Firms compete in many ways, of course, including competition through 
price, quality, and service. More importantly, they can compete fairly or un-
fairly. Unfair price competition can occur in several ways. Predatory pricing oc-
curs when a product is temporarily priced below the actual costs as a means of 
driving competitors out of business. So, if a large national chain can sell a gallon 
of milk at below costs for a long enough period, it can drive smaller family-run 
grocery stores out of business. The size of the chain store allows it to absorb 
the losses, perhaps even indefi nitely, in a way that is unavailable to the smaller 
store. Consumers may benefi t from lower prices, but the larger community may 
suffer from fewer choices and lost competition. 

 There are diffi cult ethical questions raised by this practice. On one hand, 
some will claim that there is nothing unfair about this competition. If a large 
store can sell some products below cost, so much the better for consumers. All 
the effi ciency benefi ts of large retailers should be passed on to consumers and 
there is nothing unethical if smaller store cannot compete. After all, a competi-
tive market should drive out uncompetitive fi rms by driving prices down. On 
the other hand, we need to recognize that competition is ethically legitimate 
only as long as it is fair and as long as it does not cause undeserved harms. We 
also need to recognize that values other than economic effi ciency and consumer 
preferences can be at stake. The “price” of economic effi ciency may involve 
social and political “costs” to the wider community. 

 One concern with this is the utilitarian and economic one mentioned above. 
Lower prices might be a tactic employed to drive out competition and, over 
the long term, will only result in higher prices. Thus, the (long-term) consumer 
interests are best served by restricting (short-term) low prices. But even if the 
long-term price can be held low and consumers therefore benefi t long term, 
low prices can be part of a more general unfair competition. Society generally 
benefi ts economically by price competition. But it can be the case that some 
parties to the competition are unfairly denied an equal opportunity to compete. 
Consider two examples. 

 Some automobile manufacturers have long desired to consolidate the au-
tomobile distribution system, in some cases even seeking to own and operate 
retail stores themselves. Most automobile dealerships are privately owned 
businesses that operate as a franchise of the manufacturer. Most automobile 
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manufacturers also consistently use price incentives and other rebates to stimu-
late sales. It is not unusual for these rebates to be tied to certain sales targets. For 
example, in what are called  stair-step  programs the dealer may receive a $200 
rebate per car sold for the fi rst 10 units sold, $500 per car for the next 10, and so 
forth. The result of this is that larger retailers effectively pay a lower price per 
unit than smaller retailers. Perhaps not coincidentally, smaller dealers therefore 
face greater competition and are driven from the market, which results in the 
consolidation of distribution points that many manufacturers seek. A real ethi-
cal question must be raised. Does such price discrimination constitute unfair 
competition among retailers? Even if consumers benefi t from lower prices, the 
benefi t may be achieved by causing undeserved harm to small businesses. 

 Consider also cases in which government subsidies affect price. The U.S. 
federal government grants huge subsidies to the nuclear power industry, for 
example, by limiting the liability that the industry would face in the event of an 
accident. The federal government also subsidizes the coal, natural gas, and oil 
industries by granting below-market prices for access to federal lands, tax sup-
port for building pipelines, and by paying for the military protection to secure 
access to foreign oil supplies. One result of this is that consumers pay much 
lower energy prices in the United States than they would if the price were set by 
a fully free and competitive market. Another result is that the alternative energy 
industry is unable to compete on price. 

 The crucial lesson to be drawn from this example is not one of assigning 
blame or praise. We should recognize that whichever side one supports, one is 
acknowledging that the lowest, mutually acceptable, price alone is an insuffi -
cient basis for determining the ethical legitimacy of pricing policies. If you sup-
port alternative energy industries, you would say that even though consumers 
pay a low price for energy, the competition that establishes that price is unfair. 
If you support subsidies for the nuclear and fossil fuel industries, you would 
likely claim that other social values (e.g., economic growth, energy indepen-
dence, and so forth) are so important that the price of some goods should not be 
left to the free market to establish. 

 A second and fi nal concern picks up from this point. Low, mutually accept-
able prices play a role in an economic system. But, as we have seen several times 
throughout this text, that economic system is itself a part of a broader social and 
political system. Values more at home in that social and political system can 
sometimes lead to an ethical rejection of low prices. Consider an example men-
tioned previously. A lending institution might make a decision to offer lower 
mortgage rates in a high-income, predominately white neighborhood than it of-
fers in a lower-income, predominately African American neighborhood. Given 
the inequality of wealth, one could make the case that this is a prudent decision 
on fi nancial grounds. But such discriminatory pricing would also be judged 
ethically unacceptable. Or consider pricing for such public goods as public 
lands, national parks, and wildlife. A true market price, based on the willing-
ness of consumers to pay, might well see national parks sold to development 
companies, and endangered species sold to big-game hunters. Market price, 
alone, would not adequately refl ect the true value of such things. When there 
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are social costs involved in a transaction, costs not refl ected in the price agreed 
upon by the two parties to the transaction, then the price agreed to would be 
neither fair nor socially benefi cial. 

 This chapter has examined a variety of ethical concerns raised by product 
safety and pricing. Chapter 9 will examine the two remaining core topics of 
marketing ethics: advertising and target marketing.    

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 Consider some of the most fundamental questions that a business needs to an-
swer before any new product is brought to market. Does this product fi t our 
business plan? Is there a market for this product? If not, can a suffi cient market 
be created and shaped by marketing? At what price could the product both 
satisfy consumers and be profi table? How ought the product be designed? 
What materials should be used in the production? Where should the product 
be manufactured?

Life cycle responsibility expands upon this by adding an ethical component 
to the questions asked prior to bringing a product to market, and by extending 
both these financial and ethical questions throughout the entire life cycle of the 
product to include the ultimate disposal of the product itself and the materials 
used in its manufacture.  In particular, life cycle responsibility would include 
answering questions of ecological sustainability throughout the entire life cycle 
of a product.

A very helpful exercise in understanding the significance of life cycle re-
sponsibility would be to trace the life cycle of some product with which you are 
familiar.  Examples might include some electronic item you use daily, the beef in 
the burger you ate for lunch, the sweatshirt you are wearing, the car you drive, 
the building you are sitting in. Start by asking questions about the production 
of this item.

What materials, natural and synthetic, went into the product? Can you 
identify any ethical or environmental issues involved in the production or use 
of these materials?  Can you identify the suppliers or the workers involved in 
providing these resources? Can you identify the workers who manufactured 
or otherwise produced this product? What energy source was used in the pro-
duction of these materials, or in the manufacture of the product itself?  Was 
there a guiding principle in the design or manufacture of the product other 
than controlling and reducing cost? Where was the product made and why was 
this location chosen?  Can you identify alternatives to any of these answers and 
discover what values led to one choice rather than another?

Next, turn to the product’s end of life. What happens to it when you are 
done with it? Who is responsible for its disposal? What parts and materials find 
their way back into the production cycle or are otherwise recycled? Is anyone 
ever harmed in the disposal of this item? Is there a cost involved in the end of 
life of this product? Who pays it? If there were synthetic materials used in the 
manufacture of this product, what happens to them?
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Chapter 10 will consider the topic of sustainability in more depth, but these 
questions ought to indicate the range of ethical and environmental issues that 
confront marketing in the twenty-first century. Marketing professionals should 
expect more, rather than fewer, such questions asked by consumers, public in-
terest groups and NGOs, and by government. 

   CHAPTER REVIEW QUESTIONS 

 1.    Explain three general ethical concerns that should be raised in marketing 
ethics.  

 2.   Describe several ways in which consumers are less than free in making 
choices about which products to purchase.  

   3. Explain why caveat emptor would be the ethically preferred product 
safety approach of the free market economic theory.  

   4. Explain the concept of negligence and offer an ethical defense of the claim 
that drug manufacturers should be held liable for negligent testing or 
production of their products.  

   5. To what extent should manufacturers be held liable for harms caused by 
their products?  

   6. Evaluate three different ethical arguments used to justify the policy of 
strict product liability.  

   7. Explain three ways in which the lowest price might not be the ethically 
best price.    

  ENDNOTES 

 1Signifi cant work on life cycle management is being done by the United Nations Envi-
ronment Progamme, http://www.uneptie.org/pc/sustain/lcinitiative/.

2I rely here on Philip J. Landrigan et. al.,“Chemical Contaminants in Breast Milk 
and Their Impacts on Children’s Health: An Overview,” Environmental Health 
 Perspectives, vol. 110, no. 6, June 2002, accessible at: http://ehp.niehs.nih.gov/
members/2002/110pA313-A315landrigan/landrigan-full.html. 

3A helpful review of the present state of marketing ethics can be found in Patrick 
E. Murphy, “Marketing Ethics at the Millennium: Review, Refl ections, and Recom-
mendations” in  The Blackwell Guide to Business Ethics,  edited by Norman Bowie 
(Malden, MA: 2002), pp. 165–185. See also Gene Laczniak and Patrick Murphy, 
 Marketing Ethics: Guidelines for Managers  (Lexington, MA: Lexington Books, 1985), 
and Gene Laczniak and Patrick Murphy,  Ethical Marketing Decisions: The Higher 
Road  (Upper Saddle River, NJ: Prentice Hall, 1993). An insightful introduction to 
the philosophical issues can be found in George Brenkert, “Marketing Ethics,” in  A 
Companion to Business Ethics,  edited by Robert Frederick (Malden, MA: Blackwell 
Publishing, 1999), pp. 178–193. 

 4Product “placement” is sometimes used in a narrower sense than I will use it. In that 
narrow sense, a marketing agent arranges to have the product appear in a movie 
or television segment thereby achieving subtle promotion for the product. I use the 
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term more broadly to refer to any marketing activity that promotes the product to 
a targeted market segment. 

 5An informal Internet search found over a hundred companies advertising with this 
slogan. They ranged from real estate companies to antique dealers, and from long-
distance phone providers to water fi ltration systems dealers. Presumably those 
who disagree do not advertise that fact. 

 6See, for example,  Affl uenza: The All-Consuming Epidemic  by John de Graaf, David Wann, 
and Thomas Naylor (San Francisco: Berrett-Koehler Publishers, 2001). A 1997 PBS 
television show of the same title, produced by KTCS Television and Oregon Public 
Television, is a useful classroom tool and is available in video tape format from 
Bullfrog Films. 

 7For a detailed development of these and other criticisms of the strict products liability 
standard, see Peter W. Huber,  Liability: The Legal Revolution and Its Consequences  
(New York: Basic Books, 1988). 

 8John McCall, “Fairness, Strict Liability, and Public Policy,” in  Contemporary Issues in 
Business Ethics,  4th ed., edited by Joseph DesJardins and John McCall (Belmont, CA: 
Wadsworth Publishing, 2000), pp. 328–329. 

 9See “Assessing Product Liability Alternatives,” Introduction to chapter 10 in  Contempo-
rary Issues in Business Ethics,  pp. 308–310. 

 10George Brenkert, “Strict Products Liability and Compensatory Justice,” originally 
published in  Business Ethics: Readings and Cases in Corporate Morality,  edited by W. 
Michael Hoffman and Jennifer Mills Moore (New York: McGraw-Hill, 1984).           
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9    C H A P T E R 

 Marketing Ethics: 
Advertising and Target 
Marketing 

       L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Analyze the ethics of manipulation and deception in marketing and sales; 

 • Explain the regulatory standards governing advertising; 

 • Analyze the arguments concerning marketing that violates consumer 
autonomy; 
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 • Explain the ethics of target marketing; 

 • Analyze the ethics of marketing to vulnerable people and populations.  

   DISCUSSION CASE: Predatory Lending: 
Subprime Mortgages and Credit Cards  

  As described in the opening discussion case in chapter 7, subprime mort-
gages played a key role in the fi nancial and economic collapse of 2008. 

Subprime lending involves loans that are riskier than traditional loans be-
cause the borrower falls below certain credit rating, income, collateral, or 
asset standards. While mortgages received signifi cant public attention during 
the fi nancial crisis, subprime lending also occurs with automobile loans and 
credit cards. 

 Subprime loans are risky because they carry a higher probability of de-
fault, but promise the lender higher returns and promise the borrower loan 
opportunities otherwise unavailable. People take risks because of the poten-
tial benefi ts. There is nothing ethically wrong with taking risks, as long as all 
the parties involved fully understand and freely consent to taking the risks. 
Ethical problems arise when people do not fully understand the risk or have 
limited choices available and therefore are less free to avoid risks. By defi ni-
tion, consumers with low credit ratings have fewer fi nancial choices avail-
able to them. According to some observers, this means that they constitute a 
class of consumers who are particularly vulnerable to exploitation. Lenders 
who knowingly make loans to vulnerable people, and who solicit business 
from populations that have poor credit ratings and are poor credit risks, are 
engaged in predatory lending. The line separating risky loans and predatory 
loans is very thin.

But there is also a thin line between predatory lending, which is not neces-
sarily illegal, and fraud, which is. When lenders knowingly withhold informa-
tion and mislead or otherwise deceive borrowers, predatory lending crosses the 
line and becomes fraud. 

 The United States Federal Deposit Insurance Corporation (FDIC) defi nes 
predatory lending as “imposing unfair and abusive loan terms on borrowers.” 
In traditional lending situations the lender also bears some risk, and thus has 
little interest in abusing borrowers. But the subprime mortgage movement saw 
the loan originators quickly divesting themselves of the mortgage, passing it on 
to others who would then package them as mortgage-backed securities. Free 
from paying the price of default, lenders quickly found ways to target borrow-
ers and entice them to take out loans that, as it turned out, they were unable to 
repay.

Adjustable rate mortgages (ARMs) were one means that lenders used to 
entice borrowers. ARMs begin with a lower-than market interest rate and ad-
just that rate in future years. They can be a helpful way for ordinary borrowers 
to hedge their loans against future interest rate declines. They can also help 
someone whose income otherwise would disqualify them to afford mortgage 
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payments. At a time when interest rates are at an all-time low and income levels 
are not rising, ARMs are almost a certain bet to require higher payments in the 
future and therefore can be very risky unless borrowers have good reason to 
think they will be able to afford higher payments in the future.

But mortgage loans are only one area in which predatory lending occurs. 
Automobile loans, credit cards, payday loans, overdraft loans, excessive fees 
for everything from ATM withdrawals to early payment for loans, and tax re-
fund loans are other practices that have been identifi ed as predatory lending 
practices. However, two areas in particular, automobile loans and credit cards, 
have drawn much attention for their deceptive and predatory practices. 

Consider the following advertising statements found in just a few pages of 
one local Sunday newspaper. “Below invoice prices.” “Cash-back incentives.” 
“$500 cash back.” “Manufacturer’s suggested retail price.” “Sticker price.” 
“Factory rebates.” “Absolute lowest price guaranteed.” “0% interest on selected 
vehicles.” “Extended service contracts.” “No money down.” “No reasonable 
offer refused.” “Huge discounts. Save thousands.” “We sell wholesale to the 
public!” “Credit problems? No problem. Your approval is guaranteed or we’ll 
give you $1,000.” “No games, No Gimmicks.” 

Which, if any of these examples, do you consider to be misleading or de-
ceptive? Why? Does the guarantee of loan approval even for those with credit 
problems suggest a predatory lending practice?

Credit cards are another area that has witnessed predatory lending prac-
tices. In the last decade, banks and other credit card issuers have aggressively 
marketed credit cards to a wide range of risky consumers. The reason for of-
fering credit to higher-risk consumers is clear: interest rates that regularly top 
20 percent and add-on fees for late payments, make credit cards a very profi t-
able business. The college student market for credit cards is one example worth 
considering.

Although future employment and future earnings make college students 
an attractive market, they typically have low income and high student debt. 
Their understanding of credit is suspect, as is their discipline in controlling 
spending. Banks have aggressively marketed to college students, and many 
colleges themselves cooperate and profi t from this activity. Citibank, Bank of 
America, US Bank, JP Morgan Chase, and virtually every other credit card is-
suer regularly solicits applications on college campuses, often by hiring stu-
dents to recruit other students to apply for credit cards. Marketing campaigns 
include such things as free giveaways, low introductory rates, sponsorships of 
college activities, and even fi nancial arrangements directly with colleges and 
alumni groups for the use of the school logo.

Are there any ethical issues involved in marketing credit cards to college 
students? Are college students particularly vulnerable to credit card market-
ing? Aren’t college students able to give their informed consent to such things?

Most readers of this textbook will be a traditionally aged 18-to-22-year-old 
college student. To provide a context for answering these questions, survey 
your classmates with the following questions.     
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   DISCUSSION QUESTIONS 

     1. How many people in your class have credit cards? How many different 
cards, on average, does each person possess?  

   2. How did you come to posses these credit cards? Did you initiate the 
application, or were you solicited for it? How difficult was it to qualify for 
credit?  

   3. How many people pay off their bill each month?  
   4. How many people know the interest rate on their card? How many know 

the credit limit? Can anyone explain the condition under which the credit 
card company can change the interest rate?  

   5. How many can explain what would happen if they are late with a pay-
ment? Does anyone know the length of time between the day you receive 
your credit card bill and the payment due date?  

   6. Do you think that college students are more, or less, informed than the 
average consumer? More or less vulnerable to aggressive marketing 
techniques?  

   7. Is there anything ethically wrong with marketing credit cards to college 
students?         

   9.1 INTRODUCTION: ETHICS OF SALES, ADVERTISING, 
AND PRODUCT PLACEMENT 

  Chapter 8 examined ethical issues surrounding the fi rst two P’s of marketing: 
products and pricing. In this chapter we examine the ethics of the fi nal two 
P’s of marketing: promotion and placement of products. Specifi cally, we shall 
focus on the ethics of advertising and sales and ethical issues of target market-
ing. There are overlaps, of course, among all four P’s. For example, one major 
way to promote a product is through price incentives and sales. There will 
also be overlaps between product promotion and target marketing. How one 
chooses to promote a product will depend to a large extent on the target audi-
ence. Ethically, marketing promotions that are acceptable when targeted to 
some consumers may be less than acceptable when targeted to others. One of 
the themes of this chapter examines the issue of consumer autonomy and how 
it may be infl uenced by sales and advertising practices and how some targeted 
consumer groups might be more vulnerable to manipulation than others. 

 The goal of all marketing is the sale, the eventual exchange between mar-
keter and consumer. A major element of marketing is sales promotion, the at-
tempt to infl uence the buyer to complete a purchase. Target marketing and 
marketing research are two important elements of product placement, seeking 
to determine which audience is most likely to buy, and which audience is most 
likely to be infl uenced by product promotion. 

 There are, of course, ethically good and bad ways for infl uencing others. 
Among the ethically commendable ways to infl uence another are persuading, 
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asking, informing, and advising. Unethical means of infl uence would include 
threats, coercion, deception, manipulation, and lying. Unfortunately, some-
times sales and advertising practices employ deceptive or manipulative means 
of infl uence or are aimed at audiences that are susceptible to manipulation or 
deception. Perhaps the most infamous and maligned of all marketing fi elds is 
automotive sales, especially in used car markets. The concept of manipulation, 
and its subset of deception, is central to the ethical issues explored in this chap-
ter and can help organize the following sections. 

 To manipulate something is to guide or direct its behavior. Manipulation 
need not involve total control, and in fact it more likely suggests a process of 
subtle direction or management. Manipulating people implies working behind 
the scenes, guiding their behavior without their explicit consent or conscious un-
derstanding. In this way, manipulation is contrasted with persuasion and other 
forms of rational infl uence. When I manipulate people, I explicitly do not rely on 
their own reasoned judgment to direct their behavior. Instead, I seek to bypass 
their autonomy (although successful manipulation can be reinforced when the 
persons manipulated  believe  that they have acted of their own accord). 

 One of the ways in which we can manipulate someone is through decep-
tion, one form of which is an outright lie. I need not deceive you to manipulate 
you, although I would be happy if you falsely believed that you were not being 
manipulated. We can manipulate someone without deception, as when I get my 
sons to mow the lawn by making them feel guilty about not carrying their share 
of family responsibilities. Or I might manipulate my students into studying 
more diligently by hinting that there may be a quiz during the next class. These 
examples raise a very crucial point because they suggest that the more I know 
about your psychology—your motivations, interests, desires, beliefs, disposi-
tions, and so forth—the better able I will be to manipulate your behavior. Guilt, 
pity, a desire to please, anxiety, fear, low self-esteem, pride, and conformity can 
all be powerful motivators. Marketers for prescription and over-the-counter 
medications rely on many of these factors to promote their products. Knowing 
such things about another person provides effective tools for manipulating his 
or her behavior. 

 We can see how this is relevant to marketing ethics. Critics charge that 
many marketing practices manipulate consumers. Clearly, many advertise-
ments are deceptive, and some are outright lies. We can also see how market-
ing research plays into this. The more one learns about customer psychology, 
the better able one will be to satisfy their desires, but the better able one will 
also be to manipulate their behavior. Critics charge that some marketing prac-
tices target populations that are particularly susceptible to manipulation and 
deception. Consumers suffering from medical conditions may be especially 
vulnerable to advertisements that suggest cures, pain relief, or other therapeu-
tic benefi ts. 

 But the ethics of these issues is not without controversy. While a strong eth-
ical case can be made against lying and deception, it is less clear that all cases 
of manipulation are unethical. Is it unethical for me to exploit my sons’ guilt 
in order to get them to mow the lawn? Do I manipulate someone whenever I 
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appeal to their own motivations? Is it manipulation when I appeal to a male’s 
ego to sell a product that slows hair loss? Further, deciding on the boundaries 
of manipulation is quite a challenge. Have I manipulated students when I hint 
that a reading assignment might appear on the exam? Have I manipulated 
consumers when I promote Anacin-3 as the pain-relieving medication most 
recommended by hospitals? When, and under what conditions, is manipula-
tion unethical? What, exactly, is the difference between persuading people by 
appealing to their interests (e.g., “You should study if you want to receive a 
high grade”) and manipulating them? 

 We will examine many of these questions in the sections that follow. For 
the present, it will help to return to some of the ethical themes introduced pre-
viously. The Kantian tradition in ethics would have the strongest objections to 
manipulation. When I manipulate someone I treat him or her as a means to my 
own ends, as an object to be used rather than as an autonomous person in his 
or her own right. Manipulation is a paradigm example of disrespect for persons 
since it bypasses their own rational decision making. Because the evil rests with 
the intention to use another as a means, even unsuccessful manipulations are 
guilty of this ethical wrong. 

 As we might expect, the utilitarian tradition would offer a more conditional 
critique of manipulation, depending on the consequences. There surely can be 
cases of paternalistic manipulation, in which someone is manipulated for his 
or her own good. But even in such cases, unforeseen harms can occur. Ma-
nipulation tends to erode bonds of trust and respect between persons. It can 
erode one’s self-confi dence and hinder the development of responsible choice 
among those manipulated. In general, because most manipulation is done to 
further the manipulator’s own ends at the expense of the manipulated, utilitar-
ians would be inclined to think that manipulation lessens overall happiness. A 
general practice of manipulation, as critics would charge occurs in many sales 
practices, can undermine the very social practices (e.g., sales) that it is thought 
to promote as the reputation of sales is lowered. Used car sales, once again, is a 
good example of such a situation. 

 A particularly egregious form of manipulation occurs when vulnerable 
people are targeted for abuse. Cigarette advertising aimed at children is one 
example that has received major criticism in recent years. Marketing practices 
targeted at elderly populations for goods and services, such as insurance (par-
ticularly Medicare supplemental insurance), casinos and gambling, nursing 
homes, and funerals, have been subjected to similar criticisms. Pharmaceutical 
marketing that targets people who are suffering from disease or chronic pain, or 
that targets parents of children suffering from ADHD, also seems particularly 
troubling. 

 This chapter’s opening discussion case provides additional examples of 
marketing to vulnerable populations. Consumers with low credit ratings, or 
no credit history, have fewer choices available to them in the housing market, 
in purchasing a car, or in obtaining a credit card. One perspective, of course, 
is that people with low credit ratings should not be seeking credit, and some 
responsibility for the high default rates and the fi nancial collapse in such areas 
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as home mortgages, automobile loans, and credit card defaults rests with con-
sumers. But that does not exempt those fi nancial institutions who targeted such 
risky consumers from responsibility. Subprime mortgages, home equity loans, 
automobile loans, and credit cards have been aggressively marketed to con-
sumers the lenders have every reason to know will have great diffi culty making 
payments. 

 We can suggest the following general guidelines. Marketing practices that 
seek to discover which consumers might already and independently be predis-
posed to purchasing a product are ethically legitimate. So, for example, an au-
tomobile dealership learns from its manufacturer’s marketing department that 
the typical buyer of their car is a college educated female who enjoys outdoor 
activities and earns more than $40,000. Sending a targeted direct mail piece to 
everyone within an area who matches these criteria seems an ethically legiti-
mate marketing practice. Marketing practices that seek to identify populations 
that can be easily infl uenced and manipulated are not. Sales and marketing that 
appeal to fear, anxiety, or other nonrational motivations are ethically improper. 
For example, an automobile dealer who knows that an unmarried or widowed 
woman is anxious about the purchase and who uses this anxiety as a way to sell 
extended warranty insurance, disability insurance, theft protection products, 
and the like, is unethical. 

 Marketing research seeks to learn something about the psychology of po-
tential customers. But not all psychological categories are alike. Some are more 
cognitive and rational than others. Targeting the considered and rational desires 
of consumers is one thing; targeting their fears, anxiety, and whims is another.   

  9.2 REGULATING DECEPTIVE AND UNFAIR SALES 
AND ADVERTISING 

  “Last year hospitals dispensed 10 times as much Tylenol ®  as the next four 
brands combined.” “Hospitals recommend acetaminophen, the aspirin-free 
pain reliever in Anacin-3, more than any other pain reliever.” Both of these 
statements were true when they were widely used in marketing campaigns 
for Tylenol ®  and Anacin-3. But were they deceptive? What is not said in the 
Tylenol ®  advertisement is the fact that Johnson & Johnson, the manufacturer 
of Tylenol ® , supplied Tylenol ®  to hospitals at either greatly reduced costs or 
as free samples to physicians. American Home Products, the manufacturer of 
Anacin-3, did not disclose in their ads the fact that the particular brand of ac-
etaminophen that hospitals recommended more than any other was, of course, 
Tylenol ® . 

 The U.S. Federal Trade Commission (FTC) is charged with regulating 
deceptive and unfair marketing practices. As long ago as 1944, the FTC was 
investigating manufacturers of aspirin products for deceptive sales practices. 
Because there are no chemical and therefore no medicinal differences between 
various brands of aspirin, acetaminophen, and ibuprofen (the three major non-
prescription analgesic drugs), manufacturers can compete either through price 
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or through marketing. The widespread availability of generic brands of these 
products shows how cheaply they can be sold. But the unwillingness of many 
consumers to purchase generic brands, and the high relative costs of name 
brands, shows the effectiveness of advertising. 

 Critics charge that the history of the marketing campaigns for these prod-
ucts is fi lled with manipulative and deceptive practices. The “combination of 
highly proven and active ingredients” of Anacin was simply aspirin and caf-
feine, and no evidence supported such claims. Anacin was claimed to offer 
“fast, fast relief,” Bufferin was “twice as fast as aspirin,” St. Joseph’s aspirin 
was “faster than other leading pain relief tablets,” and Bayer offered the “fastest 
relief of pain.” The only active ingredient in each of these products was aspirin, 
and there was no chemical difference between the brands of aspirin. Thus, the 
claims of increased effectiveness or speed were simply false. 

 The FTC’s mandate is to regulate marketing practices that are deceptive or 
unfair. This regulatory stance is helpful because it shows how these two stan-
dards are connected. Consider why Tylenol ®  would make the claim about the 
disproportionate amount of Tylenol ®  dispensed by hospitals. What could their 
intention be? One could say that it is simply a truthful claim about Tylenol ® . 
Yet there are hundreds of other truthful things they could have said about their 
product, but they chose only this one. They certainly didn’t do it in order to call 
attention to the fact that hospitals were receiving the drug at deep discounts. The 
only possible explanation for this marketing campaign is that Tylenol ®  intended 
consumers to be infl uenced by the appearance of an endorsement by hospitals. 
They wanted consumers to believe that hospitals were dispensing  Tylenol ®  in 
such large numbers because the medical profession believed that  Tylenol ®  (and 
not other brands of acetaminophen) was the best treatment for pain. That is, they 
hoped, intended, and took steps to ensure that consumers would believe some-
thing that was not true. They intended to deceive consumers, and through this 
deception Johnson & Johnson sought to manipulate consumers. 

 Consumers get harmed by such deception when they end up purchasing a 
product that they might not otherwise have bought, and often at a price higher 
than they might have otherwise paid. (Since the producer has chosen to compete 
through marketing rather than through price, we have some indication that con-
sumers pay higher prices than they otherwise would have.  1  ) These commercial 
and economic harms are the result of the ethical harm of being manipulated and 
used as a means to another’s end. But, when a consumer gets deceived, com-
petitors get cheated out of the chance to compete fairly in the marketplace. A 
competitor loses because the deceptive practice has succeeded. Any marketing 
practice that is deceptive to a consumer is, by that very fact, unfair to competi-
tors. The FTC standards of deception and unfairness are two sides of the same 
unethical coin. 

 Society, through its legal and ethical standards, has very good reasons to 
ban deceptive and unfair marketing practices. Protecting consumers from being 
cheated out of their money and protecting the integrity of fair competition in 
the marketplace are strong incentives for social sanctions against deception. But 
while there is near universal agreement that deceptive marketing practices are 
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wrong, determining precise standards for what constitutes deception, and for 
how best to regulate it, is more challenging. 

 Our ethical analysis of deceptive practices located a primary ethical wrong 
with deception in the intent of the deceiver. Intending to deceive people in 
order to manipulate their buying behavior is to treat them as a mere means to 
one’s own ends. As a consequence of this, one approach to regulating deception 
would target those marketing practices that are intended to deceive. Our ethi-
cal analysis also suggested that the ethical wrong caused by deceptive practices 
lies in the harmful consequences to consumers, competitors, and overall market 
effi ciency. Thus, a second approach to regulation emphasizes marketing prac-
tices that actually deceive consumers, thereby focusing on the effect rather than 
intent of the practice. 

 There are strengths and weaknesses to both approaches. To regulate in-
tended deception, the FTC would need to determine the state of mind of the 
marketers. In practice, this has the FTC evaluating the marketing practice in 
terms of  expected  deception, that is, determining the intent by judging what can 
be reasonably expected to result from the practice. So, for example, one would 
conclude that Johnson & Johnson intended to deceive consumers by judging 
that the Tylenol ad could reasonably be expected to deceive consumers. Critics 
charge that this approach has the undesirable consequence of allowing govern-
ment regulators to punish businesses not on the basis of what they have actually 
done, but on the basis of what bureaucratic judgment thinks might happen.  2   De-
fenders argue that it is preferable for government to prevent deceptive practices 
than to regulate only after the harms have been done. 

 On the other hand, regulating marketing practices that actually do, in fact, 
deceive people may be both too strong and too weak a standard. It might be 
too strong in the sense that it may well turn out that consumers are deceived by 
many relatively trivial marketing practices. Marketing scholar Ivan Preston tells 
the story of a consumer who threatened a lawsuit over a beer ad that the con-
sumer found deceptive.  3   The ad, for a holiday beer named Old Frothingslosh, 
identifi ed the beer as “the pale stale ale for the pale stale male,” and described 
it as the only beer with foam on the bottom. The consumer was surprised to 
discover that this claim was untrue and the beer’s foam rose to the top! Recently, 
an elderly man fl ew across the country, not once but twice, when he received a 
magazine sweepstakes mailing informing him that he had “already won $1 mil-
lion” (in large print),  if  “his numbers matched the winning numbers” (in small 
print). It may turn out that more consumers are deceived than one would think. 
The actual deception standard may be too weak in the sense that it places the 
burden on consumers to take the initiative and come forth to prove the decep-
tion. Of course, there are many reasons for thinking that this is unlikely, not 
the least of which is the fact that a successful deception will not be revealed to 
the consumer. Many consumers may never know that they have been deceived 
since a necessary condition for being deceived is that, at least at one time, one 
doesn’t know that one is being deceived. 

 In addition to these two interpretations of the deception standard, there is 
another controversy concerning regulatory standards. As suggested above, the 
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capacity to be manipulated or deceived is a function of one’s own psychology: 
one’s desires, motivations, thoughtfulness, beliefs, and so forth. This implies 
that some people are more easily manipulated and deceived than others. The 
Old Frothingslosh example cited above shows that some people can be de-
ceived by some fairly trivial information. On the other hand, avoiding decep-
tion in fi nancing or insurance for complex products such as cars and homes 
can require some pretty sophisticated analysis. Regulating deceptive practices 
will depend on whether we assume consumers are reasonable or relatively 
ignorant. 

 Once again, there are strengths and weaknesses to either alternative. Adopt-
ing a “reasonable” consumer standard seems most fair and, well, reasonable. It 
assumes the best about consumers and doesn’t hold marketers to extreme and 
diffi cult standards. The cost of this approach is that it does abandon protec-
tion to those consumers who may well deserve the greatest protection, namely, 
those most vulnerable and susceptible to deception. 

 Combining these alternatives creates a range of possible standards, from 
cases in which ignorant consumers might be expected to be deceived (the most 
stringent standard on marketing but offering the greatest protection ) to cases in 
which only proved deceptions of reasonable consumers are regulated (the most 
loose standard). It might well be most reasonable to apply different standards 
to different products, marketing practices, and/or targeted markets.   

  9.3 MARKETING ETHICS AND CONSUMER AUTONOMY 

  Defenders of advertising argue that despite cases of deceptive practices, overall 
advertising contributes much to the economy. The majority of advertisements 
provide information to consumers, information that contributes to an effi cient 
function of economic markets. These defenders argue that over time, market 
forces will weed out deceptive ads and practices. They point out that the most 
effective counter to a deceptive ad is a competitor’s ad calling attention to the 
deception.  4   

 Beyond this question of what advertising does  for  people, a second im-
portant ethical question asks what advertising, specifi cally, and marketing in 
general, does  to  people.  5   People may well benefi t from business’s marketing of 
its products. People learn about products that they may need or want, get the 
information that helps them make responsible choices, and even sometimes are 
entertained. But marketing also helps shape culture, some would say dramati-
cally so, and the individuals who develop and are socialized within that cul-
ture. Marketing can have direct and indirect infl uence on the very persons we 
become. How it does that, and the kind of people we become as a result, is of 
fundamental ethical importance. Critics of such claims either deny that market-
ing can have such infl uence or maintain that marketing is only a mirror of the 
culture of which it is a part. 

 The initial proposal in this debate was offered by economist John  Kenneth 
Galbraith in his 1958 book,  The Affl uent Society.  Galbraith claimed that 
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advertising and marketing were creating the very consumer demand that pro-
duction then aimed to satisfy. Dubbed the dependence effect, this assertion held 
that consumer demand depended upon what producers had to sell. This fact 
had three major and unwelcome implications. First, by creating wants advertis-
ing was standing the law of supply and demand on its head. Rather than supply 
being a function of demand, demand turns out to be a function of supply. Sec-
ond, advertising and marketing tend to create irrational and trivial consumer 
wants and this distorts the entire economy. The “affl uent” society of consumer 
products and creature comforts is in many ways worse off than so-called unde-
veloped economies because resources devoted to contrived, private consumer 
goods were therefore denied to more important public goods and consumer 
needs. Taxpayers deny school districts small tax increases to provide essential 
funding while parents drop their children off at school in $40,000 SUVs. A soci-
ety that cannot guarantee vaccinations and minimal health care to poor children 
spends millions annually for cosmetic surgery to keep its youthful appearance, 
and billions of dollars each year on drugs to slow hair loss, to counteract erectile 
dysfunction, to lose weight, to ease heartburn caused by overeating, or to help 
stop smoking. Finally, by creating consumer wants, advertising and other mar-
keting practices were violating consumer autonomy. Consumers who thought 
themselves free because they were able to purchase what they want are not in 
fact free if those wants are created by marketing. In short, consumers are being 
manipulated by advertising. 

 Such a claim, if true, would have overwhelming ethical implications. Indi-
vidual autonomy, the central element of Kantian respect for persons, would be 
violated by the creation of wants. If consumers are manipulated to pursue triv-
ial and contrived products, then market exchanges only appear to, but do not 
actually, increase overall satisfaction. If the law of supply and demand were 
reversed, then the democratic nature of markets, and the ability of consumer 
demand to limit the power of the owners of capital, would be a façade. The 
claim that supply follows demand is used by defenders of capitalist economies 
to explain the democratic nature of markets (they are only giving consumers 
“what they want”). It also is used to explain why the consolidation of wealth in 
the hands of a few is not dangerous, since if the owners of productive capital 
do not conform to consumer demand, they will lose their investment. But if 
Galbraith is correct, these two major political rationales are proven unsound. 
The “dependence effect” is a major issue indeed. 

 Ethically, the crucial point was the assertion that advertising violated con-
sumer autonomy. The law of supply and demand is reversed, and the economy 
of the affl uent society is contrived and distorted, only if consumer autonomy 
can be violated, and consumers manipulated, by advertising’s ability to create 
wants. But can advertising violate consumer autonomy and, if it can, does this 
occur? What does advertising do  to  people and to society? 

 An initial thesis in this debate claims that advertising controls consumer 
 behavior.  Autonomy involves making reasoned and voluntary choices, and 
the claim that advertising violates autonomy might mean that advertising 
 controls consumer choice. Psychological behaviorists and critics of subliminal 
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advertising, for example, would claim that advertising can control consumer 
behavior in this way.  6   But this seems to be an empirical claim and the evidence 
suggests that it is false. For example, some studies show that more than half of 
all new products introduced in the market fail, a fact that should not be true 
if consumer behavior could be controlled by marketing. Consumers certainly 
don’t seem controlled by advertising in any obvious sense of that word. 

 But there is a more subtle way in which consumer autonomy might be vio-
lated. Rather than thinking that advertising controls behavior, perhaps adver-
tising creates the wants and desires on the basis of which consumers act. The 
focus here becomes the concept of  autonomous desires  rather than  autonomous 
behavior.  This is much closer to the original assertion by Galbraith and other 
critics of advertising. Consumer autonomy is violated by advertising’s ability 
to create nonautonomous desires. 

 A helpful exercise to understand how desires might be nonautonomous is 
to think of the many reasons people buy the things they buy, consume the things 
they do, and why, in general, people go shopping. These questions are reminis-
cent of some issues introduced in the discussion case for chapter 5 concerning 
why people work. After certain basic needs are met, there is a real question of 
why people consume the way they do. People buy things for many reasons, 
including the desire to appear fashionable, for status, to feel good, because 
 everyone else is buying something, and so forth. The interesting philosophical 
question at this point is where did  these  desires originate and how much has 
marketing infl uenced these nonnecessity purchases. 

 Surely there can be such things as nonautonomous desires. These would 
be desires that are not voluntary, desires that we do not freely choose. A drug 
addict who desires more heroin would be a paradigmatic example of someone 
with a nonautonomous desire. Some might think that a nonautonomous de-
sire is any desire that can be traced to or originate from advertising. But surely 
this interpretation is too open-ended. Advertising provides information from 
which I can learn and on the basis of which I can autonomously choose to de-
sire something. The fact that I attained the information from advertising counts 
no more against the autonomy of that desire than does the fact that I learned 
about democracy in school counts against the autonomy of my desire to sup-
port democratic governments.  7   

 The clearest examples of nonautonomous desires are found in addictions, 
as when an alcoholic “wants” another drink. This is something he or she de-
sires, but the desire is not freely and rationally chosen. We can understand this 
point better by introducing the notion of  fi rst-order  and  second-order  desires. My 
fi rst-order desires are those wants that I just happen to have at any given time. 
But rational and conscious human beings are also able to step back from their 
desires and refl ect rationally back upon them. By stepping back in this way 
we can ask such second-order questions as “Why do I want what I want? Do 
I really want this?” This ability to step back (what Socrates would have called 
leading an examined life) is a central component of autonomy because it is an 
essential part of rational decision making. It may turn out that, upon refl ection, 
I do not want (second-order want) what I in fact want (fi rst-order want). The 
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alcoholic wants another drink in one sense, but would renounce that desire 
were it not for his or her addiction. 

 As a fi rst approximation, we can say that an autonomous desire is one that 
is not rejected or repudiated upon rational refl ection. Autonomous wants are 
fi rst-order wants that are consistent with, and not denied by, second-order 
wants. Does advertising violate consumer autonomy by creating nonautono-
mous fi rst-order wants? Robert Arrington argues that it does not.  8   While he 
admits that there might be individual cases in which advertising might con-
trol behavior or produce compulsive behavior, Arrington argues that market-
ing infl uences us by appealing to pre-existing and independent desires. Since 
marketing does not prevent consumers from renouncing those desires, we must 
assume that those desires are autonomous and conclude that advertising does 
not violate autonomy. 

 A closer examination suggests that this issue is more complicated. Ar-
rington suggests that our desires are autonomous as long as we don’t renounce 
them the way that an addict might try to renounce or repudiate the desire. 
Several critics point out that the failure to renounce a desire is not, alone, suf-
fi cient to demonstrate that that desire is autonomous. A fuller account of au-
tonomous desires is offered by the philosopher Gerald Dworkin.  9   Dworkin 
suggests two conditions for autonomy. The fi rst, similar to Arrington’s discus-
sion of renouncing one’s desires, is what Dworkin calls  authenticity.  A desire is 
autonomous if it is authentic in the sense that it is not renounced or rejected by 
the person who has it. So, for example, I may desire revenge on someone out of 
a motivation of jealousy. This desire for revenge is authentic so long as I do not 
desire that I not be so jealous. That is, a fi rst-order desire is authentic as long 
as there is no second-order desire that repudiates it. But Dworkin argues that 
authenticity is not suffi cient. In order for a desire to be autonomous, it must 
also be independently accepted by the individual. If an individual does not or 
cannot rationally refl ect upon the fi rst-order desires, then the fact that he or she 
doesn’t renounce it is not conclusive evidence that it is an autonomous desire. 
For example, the fact that I have no second-order desire to reject my strong 
motivation by jealousy might be due to the fact that I have never thought about 
my jealous personality in a calm and thoughtful manner. To be fully autono-
mous, I need to critically refl ect on my fi rst-order desires. In Dworkin’s terms: 

  Autonomy is conceived of as a second-order capacity of persons to refl ect criti-
cally on their fi rst-order preferences, desires, wishes, and so forth, and the ca-
pacity to accept or attempt to change these in light of higher-order preferences 
and values.  10    

 Philosopher Roger Crisp makes a similar point in a response to Arrington.  11   
The fact that consumers do not renounce the choices they make is not conclusive 
evidence that those choices are autonomous. The failure to renounce a desire 
(or, expressed positively, the fact that we accept a desire) makes it an authentic 
desire, in Dworkin’s terms. But we still need to know if it can be, or why it is 
not, renounced. We still need to know why the fi rst-order desire is accepted. We 
would need to know, in Dworkin’s terms, if it is independent. It might be the 
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case that consumers do not renounce their marketplace choices because of the 
very effectiveness of advertising. 

 Let us apply this analysis more directly to marketing. Both Dworkin and 
Crisp would hold that for a fi rst-order consumer desire to be autonomous, 
two conditions must be met. First, the consumer does not, in fact, renounce or 
repudiate the purchase. Such a condition explains the rationale behind many 
state laws that allow consumers a two- or three-day cooling off period in which 
they can unilaterally repudiate a sales agreement. Recognizing that consum-
ers can be pressured or manipulated into a purchase agreement, many states 
allow consumers to back out of the agreement if, upon refl ection, they choose 
to renounce the desire expressed in the agreement. A second condition on au-
tonomous desires would require that consumers have the capacity to critically 
refl ect on the desire and to accept it as their own. 

 Consider the phenomena that we might describe as therapeutic shopping 
in which people go shopping to feel better or as a response to depression, or 
simply as entertainment. On such occasions consumers purchase something 
because it makes them feel good, or they like it. Of course, marketing plays a 
major role in designating shopping as entertainment or therapy. On Arrington’s 
view, the desire to feel good is autonomous as long as the consumer does not 
(soon?) come to regret the purchase and repudiate it much the way an alcoholic 
might wake up with a hangover and pledge “never again.” But Dworkin and 
Crisp would argue that the desire is not fully autonomous unless the consumer 
critically refl ects on that desire. A fully autonomous consumer would ask such 
questions as: “Why do I shop to feel good? Is another consumer purchase re-
ally going to make me happy?” Without asking such questions, the fi rst-order 
desire to buy something is not fully one’s own and not fully autonomous. 

 Of course, defenders of advertising and marketing will point out that even 
if this analysis is correct and some consumer choices are not fully autonomous, 
nothing in any of this has shown that advertising and marketing are respon-
sible for violating autonomy. All that has been shown is that some consumers 
do not always act in a fully self-conscious and refl ective way. What does this 
have to do with marketing ethics? 

 Two things: First, some critics have charged that marketing is partially re-
sponsible for the inability of some consumers to step back and critically refl ect 
on these desires. Second, some marketing practices seem to target and exploit 
those consumers who lack the capacity, or who have a diminished capacity, 
for making fully autonomous choices. Let us consider the fi rst of these issues 
before turning to the second in the following section. 

 Richard Lippke offers a more subtle critique of the role of advertising and 
marketing in failing to respect consumer autonomy.  12   Relying on the work 
of Dworkin and others, Lippke points out that autonomy should be under-
stood as a long-term capacity, more a matter of degree than something that 
characterizes any specifi c act or desire. Autonomy is not something that one 
has at one moment and not at the next. Autonomous people live their lives in 
a self-refl ective manner and have the habit, the disposition, and the capacity 
to deliberate about their lives. By doing this, autonomous individuals shape 
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the entire course of their own lives. Understood in this way, we can recognize 
that certain conditions are necessary to support the development of these ca-
pacities and dispositions. Autonomy requires a variety of intellectual skills, 
discipline, attitudes, and motivations. But, according to Lippke, it is exactly 
these capacities and skills that get undermined and weakened by mass mar-
keting and persuasive advertising. All persuasive (as opposed to informative) 
advertising carry what Lippke calls  meta-messages,  which explicitly oppose the 
development of the intellectual virtues that are necessary for leading an au-
tonomous life: 

  Ads subtly encourage the propensity to accept emotional appeals, oversimpli-
fi cation, superfi ciality, and shoddy standards of proof for claims. Evidence and 
arguments of the most ridiculous sorts are offered in support of advertising 
claims. Information about products is presented selectively (i.e., bad or ques-
tionable features are ignored), the virtues of products are exaggerated, and 
deception and misinformation are commonplace. The meanings of words are 
routinely twisted so that they are either deceptive or wholly lost.”  13    

 On Lippke’s view, advertising undermines consumer autonomy in an in-
direct, but still very powerful way. The cumulative effect of mass advertising 
impedes the development of those intellectual capacities necessary for leading 
an autonomous life. In this way, advertising subverts the social conditions of 
autonomy.   

  9.4 TARGETING THE VULNERABLE: MARKETING AND SALES 

  The opening section of this chapter spoke in general terms of ethical and un-
ethical ways of infl uencing people. Unethical modes of infl uence seek to bypass 
the agent’s rational and voluntary decision-making process. One way to bypass 
an agent’s rational ability is to appeal to psychological motivations such as fear 
and guilt. That section also spoke of ethical and unethical ways of target mar-
keting. A marketing practice that targets pre-existing and considered desires 
was judged ethically appropriate. A marketing practice that targets potential 
customers on the basis of their fears, anxieties, or whims was attempting to ma-
nipulate the consumer and therefore was not ethical. This section will examine 
in more detail marketing practices that target vulnerable populations. 

 Consider two examples of target marketing. In one case, based on market 
research supplied by the manufacturer, an automobile dealer learns that the 
typical customer for a particular model is a single woman, under 35 years old, 
college educated, has annual income in the $30,000–40,000 range, and enjoys 
outdoor sports and recreation. Knowing this information, the dealer targets 
advertising and direct mail to this audience. Ads depict attractive and active 
young people driving the car brand and enjoying outdoors activities. A second 
targeted campaign is aimed at selling an emergency call device to elderly wid-
ows who live alone. This marketing campaign depicts an elderly woman at the 
bottom of a stairway crying out, “I’ve fallen and can’t get up!” These ads were 
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targeted at elderly women and their families. Are these marketing campaigns 
on an equal ethical footing? 

 The fi rst marketing strategy appeals to the considered judgments which 
consumers, presumably, have settled on over the course of their lives. People 
with similar backgrounds tend to have similar beliefs, desires, and values, and 
often make similar judgments about consumer purchases. We have no reason 
to believe that their consumer purchases are motivated by anything other than 
their considered judgments about their own interests. Target marketing in this 
sense is simply a means for identifying likely customers based on common be-
liefs and values. On the other hand, there does seem to be something ethically 
offensive about the second case. While there may well be a legitimate market 
for such devices and marketing directed to elderly women is not unethical in 
itself, this campaign aims to sell the product by exploiting the real fear and 
anxiety that many older people experience. This marketing strategy clearly tries 
to manipulate people by appealing to nonrational factors such as fear or anxiety 
rather than relying on straightforward informative ads. 

 Yet it could be pointed out that no particular consumer is being exploited 
or manipulated since each individual consumer is free to ignore the ads and not 
purchase the product. Further, defenders of this type of marketing might claim 
that the fear of falling while living alone is no more irrational than the desire 
of young women to drive sleek and sporty automobiles. Is there anything to 
the claim that elderly women living alone are more vulnerable than younger 
women and that this vulnerability creates greater responsibility to marketers? 
In general, do marketers have special responsibility to the vulnerable? 

 To answer these questions we need fi rst to consider the concept of vul-
nerability. To be vulnerable is to be susceptible to some harm. People can be 
vulnerable in many ways. High blood pressure or a genetic predisposition can 
make someone vulnerable to a heart attack or stroke. Leaving the keys in one’s 
car makes you vulnerable to car thieves. In general, a person is vulnerable if 
there is some factor that predisposes that person to a greater risk of harm than 
what is faced by others. Deciding which factors makes one vulnerable is both 
an empirical and a conceptual question. For example, to discover which mem-
bers of a population are most vulnerable to heart attacks, one might conduct 
an empirical study to fi nd those factors most highly correlated with heart at-
tacks. But beyond these empirical questions, we also need to determine what 
we mean by identifying someone as particularly susceptible to harm. 

 Returning to our question, are elderly people living alone particularly vul-
nerable? The answer to this depends on what we mean by particularly vulner-
able. There are two general senses of vulnerability that are relevant for the 
discussion of target marketing. In one sense, a person is vulnerable as a con-
sumer by being unable in some way to participate as a fully informed and 
voluntary participant in the market exchange. Valid market exchanges make 
several assumptions about the participants: They understand what they are 
doing, they have considered their choice, they are free to decide, and so forth. 
What we can call  consumer vulnerability  occurs when a person has an impaired 
ability to make an informed consent to the market exchange. A vulnerable 
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consumer lacks the intellectual capacities, psychological ability, or maturity 
to make informed and considered consumer judgments. Children would be 
the paradigmatic example of consumer vulnerability. The harm to which such 
people are susceptible is the harm of not satisfying one’s consumer desires 
and/or suffering the fi nancial harm of losing one’s money. Elderly people liv-
ing alone are not necessarily vulnerable in this sense. 

 There is a second sense of vulnerability in which the harm is other than the 
fi nancial harm of an unsatisfactory market exchange. Elderly people living alone 
are susceptible to injuries from falls, from medical emergencies, from expensive 
health care bills, from loneliness. Alcoholics are susceptible to alcohol abuse, the 
poor are susceptible to bankruptcy, single women walking alone at night are 
vulnerable to sexual assault, accident victims are susceptible to high medical 
expenses and loss of income, and so forth. What we can call  general vulnerability  
occurs when someone is susceptible to some specifi c physical, psychological, or 
fi nancial harm. Pharmaceutical marketing, almost by defi nition, involves pro-
moting drugs to people who are vulnerable in this sense. 

 From this we can see that there can be two types of marketing that target 
vulnerable populations. Some marketing practices might target those consum-
ers who are likely to be uninformed and vulnerable as consumers. Marketing 
aimed at children, for example, aims to sell products to customers who are un-
able to make thoughtful and informed consumer decisions. Other marketing 
practices might target populations that are vulnerable in the general sense as 
when, for example, an insurance company markets fl ood protection insurance 
to home owners living in a river’s fl oodplain. Are either, or both, of such target-
ing examples ethically legitimate? 

 As an initial judgment, we must say that marketing that is targeted at those 
individuals who are vulnerable-as-consumers is unethical. This is a case of tak-
ing advantage of someone’s frailty and manipulating that for one’s own advan-
tage. Clearly a portion of marketing and sales targets people who are vulnerable 
as consumers. Just as clearly such practices are wrong. 

 Of course, there are diffi culties in deciding who is vulnerable in this sense. 
Marketing activities target populations, not individuals, and other than children 
there is perhaps no population that we can identify as essentially vulnerable. Sug-
gestions that the poor or a particular ethnic group, for example, are vulnerable as 
consumers because they are poor, or Hispanic, or African American, can be in-
sulting, patronizing, and empirically false on the face of it. Nevertheless, targeting 
certain groups when one has reason to believe that a percentage of that group is 
particularly vulnerable as consumers is ethically dubious at best. Good test ques-
tions to ask include: “Why target this group? What about them makes one think 
that they are likely consumers for this product?” High potency malt liquor and 
other alcoholic beverages marketed in the inner city is a good test case. Why might 
inner-city residents, people who tend (on average) to be poor and disenfranchised 
from most positions of social infl uence and power, be a good market for high po-
tency alcoholic drinks? It is diffi cult to imagine an answer other than the fact that 
marketers recognize that many people in such a situation seek to deaden their de-
spair with alcohol.  14   
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 One way that this issue plays out involves groups who are vulnerable in 
both senses. Often times a person can become vulnerable as a consumer  because  
they are vulnerable in some more general sense. The vulnerability that many el-
derly have in respect to injuries and illness might cause them to make consumer 
choices based on fear or guilt. A family member grieving over the death of a 
loved one might make choices in purchasing funeral services based on guilt or 
sorrow, rather than on a considered judgment. A person with a medical condi-
tion or disease is vulnerable and the anxiety or fear associated with this vulner-
ability can lead to uninformed consumer choices. An inner-city resident who 
is poor, uneducated, and chronically unemployed is unlikely to weigh the full 
consequences of the choice of alcoholic beverage. 

 A number of marketing campaigns seem to fi t this model. The most abhor-
rent (and stereotypical) example is the ambulance-chasing attorney seeking a 
client for a personal-injury lawsuit. An accident victim is vulnerable to many 
harms and while experiencing the stress of this situation is unlikely to make 
a fully informed choice about legal representation. Marketing campaigns that 
target the elderly for such products as supplemental medical insurance, life in-
surance, emergency call devices, funeral services, and insurance often target the 
fears, anxiety, and guilt that many elderly people experience. 

 But just as there can be people who are made vulnerable as consumers 
because they are vulnerable to other harms, there can also be cases in which 
people become vulnerable to other harms because they are vulnerable as con-
sumers. Perhaps this is the most abhorrent case of unethical marketing. Certain 
products—tobacco and alcohol are the most obvious examples—can make an 
individual vulnerable to a wide range of health risks. Marketing campaigns for 
these products that target people who are vulnerable as consumers seem ethi-
cally repugnant. This explains the particular public outrage directed at tobacco 
companies who target young people. It may also characterize marketing of al-
coholic beverages in poor inner-city neighborhoods. Marketing malt beverages, 
fortifi ed wines, and other alcoholic drinks to poor inner-city residents must ac-
knowledge that many people in such situations are not fully autonomous con-
sumers. (One might also think of marketing alcohol to young people in general 
and on college campuses in particular.) Many people in such situations drink to 
get drunk. They drink to escape; they drink because they are alcoholics. 

 The discussion so far has concerned marketing practices in general. De-
fenders of marketing might point out that marketing targets populations and 
not individuals. This means that marketers cannot be held liable for decisions 
that any individual makes because any individual may choose not to buy the 
marketed product. Defenders would point out that it is diffi cult to attribute 
any direct causal connection between a marketing campaign and an individual 
consumer’s choice to buy a product. One cannot hold marketing liable because 
one cannot “prove” that it caused the purchase. 

 Surely such a claim would be disingenuous. If marketers really believed 
that marketing was causally ineffective in infl uencing consumer choice, they 
would undercut their own careers. If they truly believed this, then selling their 
services to businesses would be a straightforward case of fraud. The service 
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that marketers sell to business either works or it does not. If it does work, if 
marketing can and does infl uence consumer choice, then marketing cannot dis-
avow ethical responsibility for the consequences of those choices. If it does not 
work, and if marketers know that, then marketing professionals perpetrate a 
fraud on anyone who purchases their services. But even if there is some truth to 
the claim that marketers cannot be liable for individual choices that consumers 
make because they never target any individual consumer, a similar defense is 
unavailable in sales. 

 In a sales situation, an individual salesperson deals not with a general pop-
ulation but with individual customers. Thus, the causal connection between the 
customer’s choice and the sales activity can be evaluated much more directly 
than in mass marketing cases. If we discover a situation in which a salesperson 
relies on appeals to fear or anxiety, for example, then we can only assume that 
this is intended to manipulate the person into a purchase. Because a salesperson 
has a range of sales tactics and strategies available, and because they usually 
deal directly with individual customers, we can assume that the choice of sales 
strategy is based on the salesperson’s judgment about what will likely prove 
infl uential with this particular customer. 

 Unlike general marketing activities, sales occur in what we might call a 
feedback situation. In dealing with an individual, a salesperson (like anyone 
involved in an interpersonal exchange) continuously receives direct and tacit 
feedback from the potential customer. In light of that feedback, the salesperson 
can (and does if they are skilled in sales) adjust the sales pitch accordingly. Sales-
people are explicitly trained to do this. 

 The point of this is that a defense against unethical manipulation that might 
be used in marketing is unavailable in sales. The marketer might claim that any 
deception that occurs is unintentional; marketing aims at general populations 
and any deception that occurs was an unintended (although perhaps foresee-
able) consequence. But sales practices that rely on deception, or that appeal to 
the nonrational fears, desires, and dispositions of customers, cannot make even 
this claim. Salespersons have a choice to stop the sales pitch if they reasonably 
believe that the customer is not fully autonomous in making the decision. They 
are better positioned to avoid manipulation and deception, and if they fail to do 
so they should be accountable for that decision.    

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 “Predatory lending” is itself a pejorative phrase so it would seem disingenuous 
to ask if predatory lending is ethical? But let us refl ect on this question anyway. 
What’s wrong with predatory lending? The framework for evaluating ethical 
issues in marketing that was introduced in section 8.2 can help us think through 
this question. 

 That section suggested that a market transaction between two parties is 
ethically legitimate as long as three conditions are met: the parties enter into 
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the agreement with an informed consent that was free from fraud, decep-
tion, and coercion; that the transaction provides real, as opposed to only ap-
parent, value and benefits to both parties; and no other values are involved 
that would otherwise override the benefits attained by the parties to the 
exchange. 

 It would be unreasonable to think that one judgment, ethical or unethical, 
would apply equally well to every example of subprime mortgages or credit 
cards marketed to college students. The truth surely is that some cases of such 
lending were ethical, and some were not. Consider the following issues as you 
reflect on this issue. 

 Did such lending practices involve the informed consent of the borrower? 
To answer this question we would need to know the degree to which the 
borrower understood the risks involved in the loan. Did the borrower under-
stand the interest rate, how it differed from normal interest rates, and how 
it might change in the future? Did the borrower understand the risks of an 
adjustable rate mortgage, or a balloon payment? Did the college student un-
derstand what fees were involved in the credit card, and how the interest rate 
might change if he or she was late for a payment. How small was the “small 
print” in the contract? How free was the borrower in seeking the loan? What 
was its purpose? Would it make a difference if the loan was a home equity 
loan to pay medical bills or college tuition, rather than to remodel a kitchen 
or finance a vacation? 

 To answer if such loans involved fraud, deception, or coercion we would 
need to understand the specifics of each case. Did the lender make full and ac-
curate representation of the loan conditions? What did the lender know about 
the borrower’s financial conditions or employment prospects? How was the 
loan or credit card marketed? What claims were made? 

 Do such loans provide real or only apparent benefits to the borrowers? The 
ease with which people obtained a home equity loan, or with which college 
students obtain credit cards, suggests that the benefits were quickly obtained 
at little cost. But is increasing debt a real benefit to people with a high risk of 
default? Are the products purchased with high-interest debt worth their full 
cost? By one estimate, in 2010 there were millions of homes and automobiles 
in the United States that carry loans of a higher amount than the home or car 
is worth. These so-called “underwater” mortgages and loans suggest that the 
benefits that some consumers obtained from their loans was only a short-term, 
apparent benefit. 

 Finally, reflecting on the financial meltdown and social repercussions that 
resulted from subprime lending and other risky financial loans, suggests that 
there was a social dimension to these predatory lending practices that was not 
accounted for in the individual loan transactions. Because so many risks in-
volved in these financial products were often passed along to others and people 
who were not party to the initial transaction suffered from the exchange, an 
ethical judgment of these practices must look beyond just the costs and benefits 
to the lender and the borrower.  
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  CHAPTER REVIEW QUESTIONS 

     1. Distinguish between manipulation, deception, and a lie. Does the ethical 
wrong with these practices depend most directly on the consequences or 
on the intent?  

    2. Distinguish between ethically acceptable means of infl uencing another 
and ethically improper means to infl uence another. Apply your answer to 
the case of pharmaceutical ads.  

    3. Explain how the FDA’s standards of deception and unfairness are related. 
How might an advertisement be both deceptive and unfair?  

    4. What things does advertising do  for  consumers? What does advertising do 
 to  consumers? In what ways has advertising done anything to you?  

    5. Distinguish between autonomous and nonautonomous behavior. Explain 
the difference between autonomous and nonautonomous desires. Do you 
have any desires that you would characterize as nonautonomous? What is 
the difference between fi rst-order and second-order desires?  

    6. To what degree do you think that modern marketing has created a dys-
functional affl uent economy in which irrational and trivial consumer 
 demand has replaced personal and social needs?  

    7. Explain two ways in which a consumer could be described as vulnerable. 
What factors might make a person vulnerable in each sense? What are the 
ethics of marketing to the vulnerable?    
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   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Describe standard understandings of corporate environmental responsibility; 

 • Explain the concepts of sustainable economics and sustainable development; 

 • Compare and contrast standard economic models with sustainable economics; 

 • Provide an analysis of market-based solutions to environmental challenges; 

 • Analyze arguments supporting a model for sustainable business; 

 • Describe the business model of natural capitalism; 

 • Describe the implications of natural capitalism for contemporary business.  

10   C H A P T E R

Business’s Environmental 
Responsibilities
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   DISCUSSION CASE: Sustainable Business 

 “Sustainability” and “sustainable development” have become something of 
a mantra among many in the environmental community. The con-

cept of sustainable business can be traced to a UN report authored by then-
Prime Minister Gro Bruntland of Norway in which sustainability was defi ned 
as the ability “to meet the needs of the present without compromising the abil-
ity of future generations to meet their own needs.”

In the 1990s the concept of sustainability was far from the corporate main-
stream. Sustainable business was seen, at best, as a fad with few practitioners 
and none among leading fi rms. By 2010, it was diffi cult to fi nd a major cor-
poration that was not involved in sustainability efforts and that did not issue 
an annual corporate sustainability report. It would not be an exaggeration 
to describe what is occurring as a sustainability revolution in contemporary 
business.

Chapter 3 outlined Walmart’s progress toward sustainability. In 2005, 
Walmart announced major sustainability goals for its own operations, including 
becoming more energy effi cient, reducing its carbon footprint, reducing wastes 
and packaging, and fi nding more sustainable sources for its products. Walmart 
took another major step in 2009 when it announced plans for its own sustain-
ability ratings system for the products it sells. This ratings system will provide 
consumers with information about each product and will require its 100,000 
suppliers to report on the social and environmental impact of its products. As 
the world’s largest retailer, Walmart’s buying power has immense infl uence 
over suppliers and this ratings system will change countless other businesses 
throughout the supply chain.

Nike is another fi rm that has steadily moved in the direction of sustainability. 
Beginning in the mid-1990s, Nike received signifi cant criticism for  alleged sweat-
shop labor conditions in the plants manufacturing its shoes in such countries as 
Vietnam and China. Nike originally denied and downplayed  responsibility for 
the activities of its suppliers, arguing that Nike was a marketing company that 
simply marketed and sold apparel manufactured by others. But this perspective 
changed, due in part to strong public pressure in the early years of the twenty-
fi rst century when Nike instituted a more aggressive policy to ensure that its 
suppliers were complying with ethical labor standards. Nike acknowledged that 
it had a social responsibility for activities all along its supply chain.

In recent years, Nike continued to expand its responsibility into the sus-
tainability arena. In early 2010, Nike released the results of a two-year study 
of its corporate social responsibility activities and introduced the next phase of 
its  efforts, a phase that explicitly focuses on a strategy of sustainability. In an-
nouncing this new initiative, Nike described its corporate social responsibility 
efforts as evolving from a “risk management, philanthropic and compliance 
model to a long-term strategy focused on innovation, collaboration, transpar-
ency and advocacy to prepare the company to thrive in a sustainable economy.”

But a long-time leader in corporate efforts toward sustainability is the car-
pet and fl oor-covering business, Interface. Carpet manufacturing would not 
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normally be thought of as an environmentally praiseworthy industry. Most car-
peting is derived from petroleum, a nonrenewable resource, and synthesized 
with fi berglass and PVC, two known carcinogens, to create the fi bers used to 
manufacture carpeting. The carpeting is then dyed, and the waste produced 
from this process contains various toxins and heavy metals. Carpet manufac-
turing factories are heavy industrial producers of CO

2
 emissions. Used carpet, 

especially nylon-based products, are not recycled and therefore end up in land-
fi lls. This carpet waste is often toxic and nonbiodegradable. 

Refl ecting on the environmental record of the carpeting industry, Ray 
Anderson, the founder and long-time CEO of Interface, a $1 billion-a-year 
carpeting and fl oor-covering corporation, suggested, “In the future, people like 
me will go to jail.”1 That now seems unlikely given recent changes at Interface. 
Over the last decade under Anderson’s leadership, Interface has become a 
leader in the movement to make business environmentally sustainable.

Perhaps the most signifi cant change at Interface involves a redefi nition 
of its business. Interface is making a transition from selling carpeting to leas-
ing fl oor-covering services. On a traditional business model, carpet is sold 
to consumers who, once they become dissatisfi ed with the color or style or 
once the carpeting becomes worn, dispose of the carpet in landfi lls. There 
is little incentive here to produce long-lasting or easily recyclable carpeting. 
Once Interface shifted to leasing fl oor-covering services, incentives were cre-
ated to produce long-lasting, easily replaceable and recyclable carpets. In-
terface thereby accepts responsibility for the entire life cycle of the product 
it markets. Because it retains ownership and is responsible for maintenance, 
Interface strives to produce carpeting that can be easily replaced in sections 
rather than in its entirety, that is more durable, and that can eventually be 
remanufactured. Redesigning its carpets and shifting to a service lease has 
also improved production effi ciencies and reduced material and energy costs 
signifi cantly. Consumers benefi t by getting what they truly desire at lower 
costs and with fewer burdens.

But Interface has also committed itself to wider-ranging changes. Interface 
has set seven distinct corporate goals on its road to sustainability. One goal is 
to continue to redesign the business to focus on delivering services rather than 
material. This produces incentives to create products that are long lasting and 
recyclable rather than products with “planned obsolescence.” A second goal 
is to eliminate, and not simply reduce, all forms of waste. A third goal is to 
make any and all products that are emitted from the production process non-
toxic. Fourth, Interface seeks to reduce energy use and move to renewable and 
nonpollution sources of energy. Their fi fth goal is to “close the loop” of the 
production process, so that everything that comes out of the process can be 
recycled back into productive uses. Sixth, Interface strives for resource effi cien-
cies, seeking to transport information rather than products and people. This 
goal encourages plants to be located near suppliers and retailers, supports in-
formation technology, videoconferencing, e-mail, and telecommuting. Finally, 
Interface is committed to raising community awareness of natural systems and 
our impact upon them.
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DISCUSSION QUESTIONS

 1. Interface shifted from a product-based to a service-based company. The 
growing popularity of leasing in the automotive and computer business 
suggests that paying for services rather than products might be an innova-
tion that others can adopt. Can you think of other industries and businesses 
that might make a similar shift? As a consumer, which would you prefer?

 2. Some critics argue that sustainability is popular only because it allows 
industrialized countries to believe, falsely, that consumer-driven lifestyles 
can continue indefinitely. In what ways do you believe your own lifestyle 
is sustainable? Unsustainable?

 3. Should manufacturers be legally liable for “cradle to grave” responsibility 
for their products? Should manufacturers be responsible for recycling their 
products after consumers are finished with them? Who should pay for 
disposal of consumer goods at the end of their product life?

 4. What government policies might encourage other businesses to follow 
Interface’s lead? What government policies hinder such activities?

 5. What responsibilities, if any, do we have to future generations? How might 
these responsibilities change contemporary business?

       10.1 CORPORATE SOCIAL RESPONSIBILITY 
AND THE ENVIRONMENT 

  A helpful way to begin our analysis of business’s environmental responsibili-
ties is to return to the models of corporate social responsibility described in 
chapter 3. Consider how the economic model of corporate social responsibility 
would account for business’s environmental responsibilities. On the economic 
model, business’s only responsibility is to maximize profi t within the law. By 
doing this, business fi lls its role within a market system which, in turn, serves 
the greater overall (utilitarian) good of optimally satisfying consumer prefer-
ences (i.e., more people will get more of what they want). Let us examine the 
implications of this model for the four central environmental issues of pollution 
and waste, resource conservation, preservation, and biological diversity. 

 In a well-known book, William Baxter argued that there is an optimal level of 
pollution that would best serve society’s interests. This optimal level is best at-
tained, according to Baxter, by leaving it to the workings of a competitive market.  2  
(The reasoning here is identical to what we saw with the market’s account of 
caveat emptor for protecting consumer safety and individual bargaining for pro-
tecting employee health and safety.) Denying that there is any “natural” or objec-
tive standard for clean air or water (as this view would deny there is an objective 
state of perfect health), Baxter begins with a goal of “safe” air and water quality, 
and translates this goal to a matter of balancing risks and benefi ts. Society  could  
strive for pure air and water, but the costs (lost opportunities) that this would 
entail would be too high. A more reasonable approach is to aim for air and water 
quality that is safe enough to breathe and drink without costing too much. This 
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balance, the “optimal level of pollution,” can be achieved through competitive 
markets. Society, through the activities of individuals, will be willing to pay for 
pollution reduction as long as the perceived benefi ts outweigh the costs. 

 The free market also provides an answer for resource conservation. From a 
strict market economic perspective, resources are “infi nite.”  3   Julian Simon, for 
example, has argued that resources should not be viewed as material objects but 
simply as any means to our ends. History has shown that human ingenuity and 
incentive have always found substitutes for any shortages. As the supply of any 
resource decreases, the price increases, thereby providing a strong incentive to 
supply more or provide a less costly substitute. In economic terms, all resources 
are fungible. They can be replaced by substitutes and in this sense resources 
are infi nite. Resources that are not being used to satisfy consumer demand are 
being wasted. 

 A similar case can be made for the preservation of environmentally sensi-
tive areas. Preservation for preservation’s sake would, in Baxter’s phrase, be a 
“waste” since it would represent resources that are “employed so as to yield 
less than they might yield in human satisfactions.”  4   Natural objects have no 
value in their own right and have value only to the degree that humans place 
value upon them. Again, in Baxter’s words:  

 I reject the proposition that we  ought  to respect the “balance of nature” or to 
“preserve the environment” unless the reason for doing so, express or implied, 
is the benefi t of man. I reject the idea that there is a “right” or “morally correct” 
state of nature to which we should return. The word “nature” has no normative 
connotation.”  5    

 Thus, for example, preserving a natural wilderness area rather than developing 
it as a ski resort should be done only if people are willing to pay more for open 
space than for skiing. The land itself or the wildlife living on it have no worth 
independent of what humans desire to use it for. (An interesting philosophical 
question for defenders of the market at this point is: “Why not?” Assuming that 
they have no independent worth because market economics has no theoretical 
place for them begs the question against those who defend the claim that they 
do have independent value.) 

 Finally, on a strict free market view, preserving biological diversity is an ap-
propriate policy goal only if doing so satisfi es more consumer preferences than 
the alternative. If people are willing to pay to preserve species, then doing so is 
a legitimate business goal. Again, Baxter says it best:  

 My criteria are oriented towards people, not penguins. Damage to penguins, 
or sugar pines, or geological marvels is, without more, simply irrelevant. . . . 
Penguins are important because people enjoy seeing them. . . . I have no interest 
in preserving penguins for their own sake. . . . [T]his attitude does not portend 
any massive destruction of nonhuman fl ora and fauna, for people depend on 
them in many obvious ways, and they will be preserved because and to the 
degree that humans do depend on them.  6    

 Note that from this perspective, defenders of the market would claim that 
they are serving the four environmental policy goals outlined previously. While 
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they may not share the values of many environmentalists on such topics as the 
intrinsic value of animals and other natural objects, they are committed to re-
sponsible goals for reducing pollution and waste, conserving resources, and pre-
serving natural areas and biological diversity. Of course, they argue that the best 
means for determining exactly what those goals entail and how best to achieve 
them is through the workings of a competitive market. Business need only fulfi ll 
its responsibility within the market by pursuing profi t within the law. 

 Challenges to this narrow view of corporate social responsibility are famil-
iar by this point. A variety of market failures, many of the best known of which 
involve environmental issues, point to the inadequacy of market solutions. One 
example is the existence of externalities, the textbook example of which is envi-
ronmental pollution. Since the “costs” of such things as air pollution, ground-
water contamination and depletion, soil erosion, and nuclear waste disposal 
are typically borne by parties “external” to the economic exchange (e.g., people 
downwind, neighbors, future generations), free market exchanges cannot guar-
antee optimal results. 

 A second type of market failure occurs when no markets exist to create a 
price for important social goods. Endangered species, scenic vistas, rare plants 
and animals, and biodiversity are just some environmental goods that typically 
are not traded on open markets (when they are, it often is in ways that seriously 
threaten their viability as when rhinoceros horns, tiger claws, elephant tusks, 
and mahogany trees are sold on the black market). Public goods such as clean 
air and ocean fi sheries also have no established market price. With no estab-
lished exchange value, the market approach cannot even pretend to achieve 
its own goals of adequately meeting consumer demand. Markets alone fail to 
guarantee that such important public goods are preserved and protected. 

 A third way in which market failures can lead to serious environmental 
harm involves a distinction between individual decisions and group conse-
quences. Important ethical and policy questions can be missed if we leave pol-
icy decisions solely to the outcome of individual decisions. Chapter 3 presented 
the case of individual choice and SUV purchasing as a classic example of such 
a market failure. (A similar challenge was raised against market solutions to 
such health concerns as exposure to workplace chemicals.) The example dem-
onstrated that the overall social result of individual calculations might be signif-
icant increases in pollution and such pollution-related diseases as asthma and 
allergies. A number of alternative policies (e.g., restricting SUV sales, increasing 
taxes on gasoline, treating SUVs as cars instead of light trucks in calculating 
CAFE standards) that could address pollution and pollution-related disease 
would never be considered if we relied only on market solutions. Because these 
are important ethical questions, and because they remain unasked from within 
market transactions, we must conclude that markets are incomplete (at best) in 
their approach to the overall social good. In other words, what is good and ra-
tional for a collection of individuals is not necessarily what is good and rational 
for a society. 

 Such market failures raise serious concerns for the ability of economic mar-
kets to achieve a sound environmental policy. Defenders of the narrow view 
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of corporate social responsibility and their economic theory have responses to 
these challenges, of course. Internalizing external costs and assigning property 
rights to unowned goods such as wild species are two responses to market fail-
ures. But there are good reasons for thinking that such ad hoc attempts to repair 
market failures are environmentally inadequate. One  important reason is what 
was earlier called the fi rst-generation problem. Markets can work to prevent 
harm only through information supplied by the existence of market failures. 
Only when fi sh populations in the North Atlantic collapsed, for example, did 
we learn that free and open competition among the world’s fi shing industry for 
unowned public goods failed to prevent the decimation of cod, swordfi sh, 
Atlantic salmon, and lobster populations. That is, we learn about market fail-
ures and thereby prevent harms in the future only by sacrifi cing the fi rst gen-
eration as a means for gaining this information. When public policy involves 
irreplaceable public goods such as endangered species, rare wilderness areas, 
and public health and safety, such a reactionary strategy is ill-advised. 

 But more important than these problems from within the economic ap-
proach is the criticism that denies that environmental problems are economic 
concerns at all. This criticism would reject leaving business’s environmental 
 responsibilities to the workings of a competitive market because environmental 
issues are not economic issues at all. In a series of articles culminating in the 
book  The Economy of the Earth,  Mark Sagoff develops an insightful and convinc-
ing case against the use of economic analysis as the dominant tool of environ-
mental policy makers.  7   Sagoff’s analysis is worth reviewing here. 

 Sagoff argues that economic recommendations concerning the environ-
ment rest upon a serious confusion between wants or preferences on one hand, 
and beliefs and values on the other. Economics deals only with wants and 
preferences because these are what get expressed in an economic market. The 
market can measure the intensity of our wants by our willingness to pay (by 
price), measure and compare individual wants (through cost-benefi t analysis), 
and determine effi cient means for optimally fulfi lling wants. But markets can-
not measure or quantify our beliefs or values. Because many environmental 
issues involve our beliefs and our values, economic analysis is beside the point. 
When economics is involved in environmental policy, it treats our beliefs as if 
they were mere wants and thereby seriously distorts the issue. 

 What exactly is the distinction between wants and beliefs, and why is it im-
portant? When individuals express a want or personal preference, they are stating 
something that is purely personal and subjective. Another person has no grounds 
to challenge, rebut, or support my wants. Wants are neither true nor false. If I 
express my preference for chocolate ice cream, someone cannot challenge that 
and claim, “No, you don’t.” I have a privileged status with regard to my wants. 
In the public sphere, they are taken as a given. Thus do economists treat human 
interests. Willingness to pay measures the intensity with which I hold my wants 
(I won’t pay more than a few dollars for a dish of chocolate ice cream), but will-
ingness to pay says nothing about the legitimacy or validity of that want. 

 Beliefs, on the other hand, are subject to rational evaluation. They are objec-
tive in the sense that reasons are summoned to support them. Beliefs can be true 
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or false. It would be a serious mistake (a “category mistake” in Sagoff’s terms) 
to judge the validity of a belief by a person’s willingness to pay for it. Putting a 
price on beliefs misunderstands seriously the nature of belief. 

 Sagoff reminds us that when environmentalists argue that we ought to pre-
serve a national forest for its aesthetic or symbolic meaning, they are not merely 
expressing a personal want. They are stating a  conviction  about a public good 
that should be accepted or rejected by others on the basis of reasons, not on the 
basis of who is most willing to pay for it. Because economics has no way to fac-
tor them into its analysis, beliefs and convictions are either ignored or treated 
as if they were mere wants. 

 This tendency to reduce all beliefs and values to wants and preferences also 
seriously distorts the nature of the human being. This distortion treats people at 
all times as  consumers.  People, at least in so far as the economist or policy maker 
is concerned, are simply the locations of a given collection of wants. People 
care only about satisfying their personal wants, and the role of the economist or 
public offi cial is to determine how to maximally attain this end and not to judge 
its worthiness. A view such as this was no doubt involved when Vice President 
Cheney introduced the Bush administration’s energy plan in 2001 by acknowl-
edging that while conservation might be an admirable personal virtue, it was 
an insuffi cient basis for sound public policy. 

 This leads to a second major challenge to economic analysis. By ignoring 
the distinction between wants and beliefs, market analysis threatens our demo-
cratic political process. By treating us as always and only  consumers,  market 
analysis ignores our lives as  citizens.  As consumers, we may seek to satisfy per-
sonal wants; as citizens, we may have goals and aspirations that give meaning 
to our lives, that determine our nature as a people and culture, that defi ne what 
we stand for as a people. The market leaves no room for debate, discussion, or 
dialogue in which we can defend our beliefs with reasons. It ignores the fact that 
people are active thinkers, not merely passive “want-ers.” Most importantly, by 
ignoring the distinction between wants and beliefs, economic analysis reduces 
the most meaningful elements of human life—our beliefs and values—to mat-
ters of mere personal taste or opinion. Ours is a liberal democratic society—
liberal in the sense that we value personal liberty to pursue our individual 
goals, but democratic in the sense that collectively we seek agreement about 
public goods and shared goals. Thus, our political system leaves room for both 
personal  and  public interests. We are all, at one and the same time, both private 
individuals and public citizens. Market analysis ignores this public realm and 
thereby undermines our democratic political institutions. According to Sagoff,  

 Our environmental goals—cleaner air and water, the preservation of the wil-
derness and wildlife, and the like—are not to be construed, then, simply as 
personal wants or preferences; they are not interests to be “priced” by markets 
or by cost-benefi t analysis, but are views or beliefs that may fi nd their way, as 
public values, into legislation. These goals stem from our character as a people, 
which is not something we choose, as we might choose a necktie or a cigarette, 
but something we recognize, something we are. These goals presuppose the 
reality of public or shared values that we recognize together, values that are 
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discussed and criticized on their merits and are not to be confused with prefer-
ences that are appropriately priced in markets. Our democratic political pro-
cesses allow us to argue our beliefs on their merits.  8      

  10.2 BUSINESS’S RESPONSIBILITY AS ENVIRONMENTAL 
REGULATION 

  Considerations such as these should lead us to conclude that business has wider 
environmental responsibilities than those required under a narrow free market 
approach. A common alternative argues that some goods are so important that 
they should be exempt from the preference optimizing trade-offs that occur 
within markets. We’ve seen this approach before, for example, in our discus-
sions of employee rights and consumer safety. This alternative would support 
limits, typically in the form of government regulation, on business’s economic 
goals. Such laws as the Clean Air Act, the Clean Water Act, and the Endangered 
Species Act function in this way by establishing minimal standards for protect-
ing air, water, and species. Once these minimum standards are met, business is 
then free to pursue its economic goals within the market. 

 Norman Bowie, for example, has defended a modifi ed version of this narrow 
view of corporate social responsibility which, in chapter 3, we called the Moral 
Minimum. On this model, business’s economic goals are constrained by an obli-
gation to obey a “moral minimum.” Business must fi rst meet certain moral obli-
gations which, once met, then free business to pursue profi ts. Within this context, 
Bowie considers if business has any special environmental obligations.  9   Bowie 
argues that apart from the duties to cause no avoidable harm to humans, to obey 
the law, and to refrain from unduly infl uencing environmental legislation, busi-
ness has no special environmental responsibility. Business may choose, as a mat-
ter of supererogation, to do environmental good, but it is otherwise free to pursue 
profi ts by responding to the demands of the economic marketplace without any 
particular regard to environmental responsibilities. In so far as society desires 
environmental goods (e.g., lowering pollution by increasing the fuel effi ciency 
of automobiles), it is free to express those desires through legislation or within 
the marketplace. Absent those demands, business has no special environmental 
responsibilities. 

 This approach is an improvement over the narrow view in that it acknowl-
edges the legitimacy of exempting some environmental goals from market 
trade-offs. Thus, this view is consistent with Sagoff’s analysis of environmental 
issues. As citizens, we are free to create laws that regulate and restrict what we, 
as consumers, desire. Our beliefs and values, expressed through law as well as 
through consumer choices, establish an ethical context in which we can then 
pursue our economic ends. 

 Thus, this Sagoff-Bowie approach would argue that citizens should rely on 
democratic processes to establish environmental goals. Citizens are also free to 
use their power as consumers to demand that business provide environmen-
tally sound goods and services. But absent law or consumer demand, business 
has no particular environmental responsibility. 
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 Several problems suggest that this approach will prove inadequate over 
the long term. First, it underestimates the infl uence that business can have in 
establishing the law. The Corporate Automotive Fuel Effi ciency (CAFE) stan-
dards is a good example of how this can occur. A reasonable account of this law 
suggests that the public very clearly expressed a political goal of improving air 
quality by improving automobile fuel effi ciency goals (and thereby reducing 
automobile emissions). However, the automobile industry was able to use its 
lobbying infl uence to exempt light trucks and SUVs from these standards. It 
should be no surprise that light trucks and SUVs represent the largest selling, 
and most profi table, segment of the auto industry. To his credit, Norman Bowie 
recognizes this and argues that business has an obligation to refrain from using 
its infl uence to shape environmental regulation. Unfortunately, this seems as 
praiseworthy a proposal as it is unlikely to have any practical political effect. 

 Second, this approach also underestimates the ability of business to in-
fl uence consumer choice. To conclude that business fulfi lls its environmental 
 responsibility when it responds to the environmental demands of consumers is 
to underestimate the role that business can play in shaping public opinion. Ad-
vertising is a $200 billion a year industry in the United States alone. It is surely 
disingenuous to claim that business passively responds to consumer desires 
and that consumers are unaffected by the messages that business conveys. As-
suming that business is not going to stop advertising its products or lobbying 
government, the market-based approach to environmental responsibility that is 
implicit within this model of corporate social responsibility is inadequate. 

 Further, there are good reasons to minimize the range of ethical responsi-
bilities enforced by law. The law functions best when it provides general targets 
for, and side constraints upon, managerial discretion. The law is a crude tool to 
use to micromanage managerial decisions. It is preferable, on both economic 
and moral grounds, to expect business to meet its ethical responsibilities with-
out having these mandated by law. 

 Finally, standard models of corporate social responsibility also underesti-
mate the range of managerial discretion once the duties of law and the moral 
minimum are met. What can be lost in these discussions is the very important 
fact that there are many ways to pursue profi ts within the side constraints of 
law and morality. Such views also assume that economic growth is environ-
mentally and ethically benign. In the remainder of this chapter, I will argue 
that it is decidedly not. Business’s environmental responsibilities cannot be met 
without a conscious restructuring of business operations.   

  10.3 BUSINESS ETHICS AND SUSTAINABLE ECONOMICS 

  A more comprehensive challenge to the ability of markets to set reasonable 
environmental policy has been raised in the work of Herman Daly and other 
economists working on sustainable development and ecological economics. 
Daly makes a convincing case for an understanding of economic  development  
that transcends the more common standard of economic  growth.   10   There are, 
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Daly argues, biological, physical, and ethical limits to growth, many of which 
the present world economy is already approaching, if not overshooting. Un-
less we make signifi cant changes in our understanding of economic activity, 
unless quite literally we change the way we do business, we will fail to meet 
some very basic ethical and environmental obligations. According to Daly, we 
need a major paradigm shift in how we understand economic activity. 

 We can begin with the standard understanding of economic activity 
and economic growth found in almost every economics textbook. What is 
sometimes called the  circular fl ow model  ( Figure 10-1 ) explains the nature of 
economic transactions in terms of a fl ow of resources from businesses to 
households. Business produces goods and services in response to the market 
demands of households. These goods and services are shipped to households 
in exchange for payments back to business. These payments are in turn sent 
back to households in the form of wages, salaries, rents, profi ts, and interests. 
These payments are received by households in exchange for the labor, land, 
capital, and entrepreneurial skills used by business to produce goods and 
services.   

 Two items are worth noting. First, natural resources are undifferentiated 
from the other factors of production. On this model, the origin of resources is 
never explained. They are simply owned by households from which they, like 
labor, capital, and entrepreneurial skill, can be sold to business. In the words of 
Julian Simon, “As economists or consumers, we are interested in the particular 
services that resources yield, not in the resources themselves.”  11   Those services 
can be provided in many ways and by substituting different factors of produc-
tion. In Simon’s terms, resources can therefore be treated as “infi nite.” 

Consumer goods and services

HOUSEHOLDS

Wages, rents, interests, profits

Resources: labor, land,
capital, entrepreneurial skills

Payments

BUSINESS

FIGURE 10-1
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 A second observation is that this model treats economic growth as not only 
the solution to all social ills, but also as boundless. To keep up with population 
growth, the economy must grow. To provide for a higher standard of living, the 
economy must grow. To alleviate poverty, hunger, and disease, the economy 
must grow. The possibility that the economy cannot grow indefi nitely is simply 
not part of this model. 

 Three points summarize the challenges this model faces into the near fu-
ture. First, a large percentage of the world population today lives in total pri-
vation. One estimate has 1.2 billion people, almost 20 percent of the world’s 
population, living in abject poverty. Eight hundred million people suffer from 
malnutrition.  12   Obviously, current economic arrangements do not provide for 
the basic needs of hundreds of millions of people. One reasonable estimate is 
that the 25 percent of the world’s population living in industrialized countries 
consume 80 percent of the world’s resources. The current economic paradigm 
addresses this problem by promoting further economic growth in the develop-
ing world. Yet the world would require signifi cant economic growth during 
the next few decades just to meet the basic needs of the other 75 percent of the 
planet’s population. According to some estimates, it would need to grow by a 
factor of fi ve- to tenfold over the next 50 years in order to bring the standard of 
living of present populations in the developing world in line with the standard 
of living in the industrialized world. 

 Second, the world’s population during this period will continue to increase 
signifi cantly, particularly in the most impoverished and already highly populated 
regions. Even assuming a reduced rate of growth, worldwide population over the 
next 50 years likely will double, to about 11 billion people. Thus, economic activ-
ity to meet the basic needs of the world’s population in the near future will need 
to increase proportionately. 

 Finally, the only sources for all this economic activity are the natural re-
sources of the earth itself. Many of these resources—clean air, drinkable water, 
fertile soil, and food—cannot be replaced by the remaining factors of produc-
tion. We cannot breathe, drink, eat, or grow food on labor, capital, or entre-
preneurial skill alone. Because the world’s environment is already under stress 
from current economic activity, the future looks bleak unless major changes 
take place. Given these realities, we must create an economic system that can 
provide for the needs of the world’s population without destroying the envi-
ronment in the process. This, according to some, is the role of sustainable eco-
nomics and sustainable development. 

 Daly argues that neoclassical economics, with its emphasis on economic 
growth as the goal of economic policy, will inevitably fail to meet these challenges 
unless it recognizes that the economy is but a subsystem within Earth’s bio-
sphere. Economic activity takes place within this biosphere and cannot expand 
beyond its capacity to sustain life. All the factors that go into production—
natural resources, capital, entrepreneurial skill, and labor—ultimately originate 
in the productive capacity of the earth. In light of this, the entire classical model 
will prove unstable if resources move through this system at a rate that out-
paces the productive capacity of the earth or of the earth’s capacity to absorb 
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the wastes and by-products of this production. Thus, we need to develop an 
economic system that uses resources only at a rate that can be sustained over 
the long term and that recycles or reuses both the by-products of the production 
process and the products themselves. A model of such a system, based on the 
work of Daly, is printed as  Figure 10-2 .   

  Figure 10-2  differs from  Figure 10-1  in several important ways. First, there 
is a recognition that the economy exists within a fi nite biosphere that encom-
passes little more than a few miles’-wide band surrounding the earth’s surface. 
From the fi rst law of thermodynamics (the conservation of matter/energy), we 
recognize that neither matter nor energy can truly be created; it can only be 
transferred from one form to another. Second, energy is lost at every stage of 
economic activity. Consistent with the second law of thermodynamics (entropy 
increases within a closed system), the amount of usable energy decreases over 
time. “Waste energy” leaves the economic system continuously and thus new 
low entropy energy must constantly fl ow into the system. Ultimately, the only 
source for low-entropy energy is the Sun. Third, natural resources are no longer 
treated as an undifferentiated and unexplained factor of production emerging 
from households. Natural resources come from the biosphere and cannot be 
created ex nihilo. Finally, wastes are produced at each stage of economic activity 
and these wastes are dumped back into the biosphere. 

 The conclusion that should be drawn from this new model is relatively 
simple. Over the long term, resources and energy cannot be used, nor wastes 
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produced, at rates at which the biosphere cannot replace or absorb them without 
jeopardizing its ability to sustain (human) life. These are what Daly calls the 
“biophysical limits to growth.”  13   The biosphere can produce resources indefi -
nitely, and it can absorb wastes indefi nitely, but only at a certain rate and with 
a certain type of economic activity. This is the goal of sustainable development. 
Finding this rate and type of economic activity, creating a sustainable business 
practice, is the ultimate environmental responsibility of business. 

  Figure 10-2  also provides us with a model for interpreting the four pol-
icy areas of environmental consensus presented previously. The consensus for 
eliminating pollution and wastes, for prudent use of resources, for preserving 
environmentally sensitive areas, and for biodiversity can be understood as 
requiring economic institutions to operate in a sustainable manner within the 
biosphere.   

  10.4 BUSINESS ETHICS IN THE AGE OF SUSTAINABLE 
DEVELOPMENT 

  Three criteria—the three pillars of sustainability—are often used to judge sus-
tainable practices. Sustainable development must be economically, environ-
mentally, and socially satisfactory. Economically, sustainable practices must be 
able, in the words of the World Commission on Environment and Development 
(an agency of the United Nations), to meet the “needs of the present without 
compromising the ability of future generations to meet their own needs.” En-
vironmentally, they must do so without harming the ability of the biosphere to 
sustain life over the long term. Socially, they must address the real needs of peo-
ple, particularly those hundreds of millions of people who lack adequate food, 
water, and other necessities. I suggest three similar criteria by which we should 
judge models of business’s environmental responsibility. Business ought to be 
arranged in such a way that it adequately meets the economic expectations of 
society (i.e., jobs, income, and goods and services) in an effi cient manner. Busi-
ness ought also to be arranged in a way that supports, rather than degrades, the 
ability of the biosphere to sustain life, especially but not exclusively human life, 
over the long term. Business also ought to be arranged in a way that addresses 
minimum demands of social justice. 

 As we begin to consider how business should be restructured in order to 
meet its environmental responsibilities, it is worth emphasizing a point made 
previously. We should not underestimate the range of managerial discretion. 
Business managers, rightfully, enjoy a wide range of decision-making discretion. 
As Ray Anderson and Interface Corporation demonstrate, there are many ways 
to pursue and attain profi tability. We must move away from the view of environ-
mental responsibilities as side constraints on  the  pursuit of profi t, as if there is 
only one way to pursue profi ts, and ethical responsibilities are a barrier to that. 
Rather, we must recognize that some avenues to profi tability are environmen-
tally risky, and others environmentally prudent and sensible. Fortunately, we 
have some good models for environmentally sustainable business practices. 



234 Chapter 10

 In  Natural Capitalism,  authors Paul Hawken, Amory Lovins, and Hunter 
Lovins provide a conceptual model for, and numerous examples of, sustainable 
business practices.  14   I will follow their work in sketching some specifi cs of an 
environmentally responsible business model. 

  Natural Capitalism  offers four guiding principles for the redesign of busi-
ness. First, the productivity of natural resources must and can be dramatically 
increased. This constitutes a further development of what is sometimes called 
 ecoeffi ciency.  A second principle, called  biomimicry  or  closed-loop design,  requires 
that business be redesigned to model biological processes. By-products formerly 
lost as waste and pollution must be eliminated, reintegrated into the production 
process, or returned as a benign or benefi cial product to the biosphere. Third, 
traditional models of business as producer of goods should be replaced with a 
model of business as provider of services. The old economy focuses on produc-
ing goods (e.g., light bulbs and carpets), when consumer demand really focuses 
on services (e.g., illumination and fl oor-covering). This shift can provide signifi -
cant incentives for accomplishing the fi rst two goals. Finally, business must re-
invest in natural capital. As any introductory textbook in economics or fi nance 
teaches, responsible business management requires a reinvestment in produc-
tive capital. Because traditional economic models have ignored the origin of 
natural capital, they have neglected to include reinvestment in natural capital 
as part of prudent business practice. An environmentally responsible business 
must address this shortcoming. 

 Both ecoeffi ciency and biomimicry can be understood in terms of   Figure 10-2 . 
Ecoeffi cient management would discover ways to reduce the rate at which natural 
resources fl ow through the economic system.  Natural Capitalism  contains numer-
ous examples in which managerial decisions regarding the design of both prod-
ucts and production methods have increased resources effi ciency by a  factor of 5, 
10, and in some cases even 100. The standard growth model of economic develop-
ment tells us that we can meet the needs of the poorest 75 percent of the world’s 
population by increasing economic growth by a factor of 5–10. Ecoeffi cent busi-
ness practices aim for the same end by increasing effi ciency, and therefore decreas-
ing resource use, by a factor of 5–10. 

 Examples of ecoeffi ciency can be found in many areas of business oper-
ations. Business managers must fi nd ways to meet consumer demand with 
fewer resources. A simple example would be a housing developer who designs 
a neighborhood with cluster housing, green spaces, habitat corridors, and bik-
ing trails instead of the traditional “cookie-cutter” development pattern. Each 
development pattern can be profi table, but one is more environmentally de-
structive than the other. Energy demand is another particularly apt example 
for this responsibility.  Natural Capitalism  describes the redesign of an industrial 
pumping system at Interface Corporation. With an eye toward reducing energy 
demand, the redesign with larger and straighter pipes resulted in a 92 percent, 
or twelvefold, energy savings. Energy effi cient windows, lighting, motors, and 
insulation in the design and upgrade of every building would greatly reduce 
overall energy use while still meeting present production targets. 



Business’s Environmental Responsibilities 235

 Ecoeffi ciency alone is only part of the solution. The principle of biomim-
icry attempts to eliminate the wastes produced by even ecoeffi cient production 
processes. Business managers have a responsibility to seek ways to integrate 
former wastes back into the production system, transform wastes into biologi-
cally benefi cial elements, or, minimally, produce wastes at rates no faster than 
the biosphere can absorb them. 

 The ultimate goal of biomimicry is to eliminate wastes altogether rather 
than reducing them. If we truly mimic biological processes, the end result of 
one process (e.g., leaves and oxygen produced by photosynthesis) is ultimately 
reused as the productive resources (e.g., soil and water) of another process (plant 
growth) with only solar energy added.  

 The evolution of business strategy toward biomimicry can be understood 
along a continuum. The earliest phase has been described as “take-make-
waste.” Business takes resources, makes products out of them, and discards 
whatever is left over. A second phase envisions business taking responsibility 
for its products from the “cradle to grave.” Sometimes referred to as “life cycle” 
responsibility, this approach has already found its way into both industrial and 
regulatory thinking. Cradle to grave, or life cycle responsibility, holds that busi-
ness is responsible for the entire life of its products, including the ultimate dis-
posal even after the sale. Thus, for example, the cradle to grave model would 
hold business liable for groundwater contamination caused by its products 
even years after they had been buried in a landfi ll. 

 Cradle to cradle responsibility extends this idea even further and holds that 
business should be responsible for incorporating the end results of its products 
back into the productive cycle. This responsibility, in turn, would create incen-
tives to redesign products so that they could, effi ciently and easily, be recycled. 

 The environmental design company McDonough and Braungart, founded 
by architect William McDonough and chemist Michael Braungart, has been a 
leader in helping businesses reconceptualize and redesign business practice to 
achieve sustainability. Their book,  Cradle to Cradle,  traces the life cycle of sev-
eral products, providing case studies of economic and environmental benefi ts 
attainable when business takes responsibility for the entire life cycle of products. 
Among their projects is the redesign of Ford Motor Company’s Rouge River 
manufacturing plant. This $2 billion redesign will introduce sustainable prin-
ciples to one of the world’s largest industrial complexes. Reinvestment in pro-
ductive capital is a basic economic responsibility for every business manager. 
Doing so in the way that Ford intends, in a way that addresses environmen-
tal and social concerns as well as economic ones, should be among the ethical 
responsibilities of every business manager. 

 The third principle of sustainable business practice may require a greater 
paradigm shift in business management. Traditional manufacturing aims to 
produce goods; this new model shifts to providing services. This shift, according 
to  Natural Capitalism,  will reinforce principles of both ecoeffi ciency and biomim-
icry. Traditional economic and managerial models interpret consumer demand 
as the demand for products (e.g., washing machines, carpets, lights, consumer 
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electronics, air conditioners, cars, computers). A service-based economy inter-
prets consumer demand as a demand for services (e.g., clothes cleaning, fl oor-
covering, illumination, entertainment, cool air, transportation, word processing). 
 Natural Capitalism  provides examples of businesses that have made such a shift 
in each of these industries. This change produces incentives for product rede-
signs that create more durable and more easily recyclable products. 

 Interface Corporation, described in the discussion case that opened this 
chapter, is a well-known innovator in this area. Interface has made a transi-
tion from selling carpeting to leasing fl oor-covering services. On the traditional 
model, carpet is sold to consumers who, once they become dissatisfi ed with 
the color or style or once the carpeting becomes worn, dispose of the carpet in 
landfi lls. There is little incentive here to produce long-lasting or easily recyclable 
carpeting. Once Interface shifted to leasing fl oor-covering services, incentives 
were created to produce long-lasting, easily replaceable, and recyclable carpets. 
Interface thereby accepts responsibility for the entire life cycle of the product it 
markets. Because it retains ownership and is responsible for maintenance, Inter-
face now produces carpeting that can be easily replaced in sections rather than 
in its entirety, that is more durable, and that can eventually be remanufactured. 
Redesigning its carpets and shifting to a service lease has also improved produc-
tion effi ciencies and reduced material and energy costs signifi cantly. Consumers 
benefi t by getting what they truly desire at lower costs and fewer burdens. 

 Finally, business managers have a responsibility to reinvest in natural capi-
tal, the one factor of production traditionally ignored in economic and fi nancial 
analysis. The principle involved in this is simple, but its implementation is a 
challenge. The principle is that business has a responsibility not to use resources 
at rates faster than what can be replenished by the biosphere, and especially 
ought not to destroy the productive capacity of the biosphere itself. The fi nan-
cial analogue is a business that liquidates capital for operating expenses or the 
household that spends savings as income. The prudential and responsible deci-
sion is to use the income generated by capital for living expenses while reserv-
ing the capital itself for long-term viability. So, too, with natural capital. We 
ought to use this capital only at the rate at which it can renew itself. 

 Because the productive capacity of the biosphere is a true public good and 
because of the many market failures and incentives for individuals to act irre-
sponsibly in such cases, reinvestment in natural capital is perhaps one business 
responsibility that should be especially subject to government regulation. Busi-
ness managers ought to do so, but as individuals operating within competitive 
markets they cannot be expected to do so. Tax incentives to encourage such 
investment, and tax penalties for uncompensated resource extraction, are one 
option. 

 The roof of the Ford Rouge factory is one simple example of reinvesting in 
nature. This roof will be covered with ivylike sedum plants that will not only re-
duce water runoff and add insulation value but, like all plants, they will also con-
vert carbon dioxide (a major auto-emission pollutant) to oxygen. Tax subsidies for 
such decisions, especially if there are short-term economic disincentives for doing 
this, seem a reasonable policy. We already have a model for this in gasoline taxes 
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that are earmarked for highway construction and repair. There is no reason why 
similar taxes could not be targeted at other industries that treat nature’s capital as 
income and the monies devoted to a reinvestment in nature’s capital.   

   10.5 THE “BUSINESS CASE” FOR SUSTAINABILITY

Sustainability has moved from the fringe to the strategic core of corporate ac-
tivity throughout the world and throughout every business sector. We consid-
ered this concept in chapter 3, when it was introduced as a guiding principle 
of a strategic model of corporate social responsibility. Sustainability emerged 
as a driving force in marketing focus on life cycle responsibility for consumer 
products. It is equally a central idea involved in globalization topics that will be 
examined in chapter 12. 

While some may see this as the latest fad in business management, others 
understand that sustainability represents a business revolution already under-
way. In a 2007 address, Patrick Cescau, chief executive of Unilever, observed: 

Today social responsibility and environmental sustainability are core busi-
ness competencies, not fringe activities. We have come a long way since the 
early eighties when the godfather of free market economics Milton Friedman 
proudly proclaimed that the only obligation which business had to society was 
“to make a profi t and pay its taxes.”15 

Perhaps the key point in these developments is the fact that the sustainable 
business model does not create a divide between environmental and fi nancial 
responsibilities. From this perspective, it makes good fi nancial sense to pur-
sue sustainable policies, practices, and products. Indeed, sustainability offers a 
vision of future business that many entrepreneurial and creative businesses are 
already pursuing. Many observers argue that a strong economic and fi nancial 
case can be made for the move toward a sustainable future. Consider the fol-
lowing arguments for a “business case” pursuing sustainable practices.

First, sustainability is a prudent long-term strategy. As the supply of resources 
needed to sustain human life declines and as demand for those resources in-
creases while worldwide population and consumption increase, business will 
need to adopt sustainable practices to ensure long-term survival. Firms that 
fail to adapt to the converging lines of decreasing availability of resources and 
increasing demand risk their own survival. One can look to the ocean fi shing 
industry as an example.

Second, the huge unmet market potential among the world’s developing economies 
can only be met in sustainable ways. Enormous business opportunities exist in 
serving the billions of people who need, and are demanding, economic goods 
and services. The base of the economic pyramid represents the largest and fastest-
growing economic market in human history. Yet, the sheer size of these mar-
kets alone makes it impossible to meet this demand with the environmentally 
damaging industrial practices of the nineteenth and twentieth centuries. For 
example, if China were to consume oil at the same rate as the United States, it 
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alone would consume more than the entire world’s daily production and would 
more than triple the emission of atmospheric carbon dioxide. It is obvious that 
new sustainable technologies and products will be required to meet the Chinese 
demand.

Third, signifi cant cost savings can be achieved through sustainable practices. Busi-
ness stands to save signifi cant costs in moves toward ecoeffi ciency. Savings 
on energy use and materials will reduce not only environmental wastes, but 
spending wastes as well. Minimizing wastes makes sense on fi nancial grounds 
as well as on environmental grounds.

Fourth, competitive advantages exist for sustainable businesses. Firms that are 
ahead of the sustainability curve will both have an advantage serving environ-
mentally conscious consumers and enjoy a competitive advantage attracting 
workers who will take pride and satisfaction in working for progressive fi rms.

Finally, sustainability is a good risk management strategy. Refusing to move 
toward sustainability offers many downsides that innovative fi rms will avoid. 
Avoiding future government regulation is one obvious benefi t. Firms that take 
the initiative in moving toward sustainability will also likely be the fi rms that 
set the standards of best practices in the fi eld. Thus, when regulation does come, 
these fi rms will likely play a role in determining what those regulations ought 
to be. Avoiding legal liability for unsustainable products is another potential 
benefi t. As social consciousness changes, the legal system may soon begin pun-
ishing fi rms that are now negligent in failing to foresee harms caused by their 
unsustainable practices. Consumer boycotts of unsustainable fi rms are also a 
risk to be avoided.

When fi rms as diverse as Walmart, Unilever, Nike, and Interface assert that 
sustainability has moved into the core of their business models, this concept can 
no longer be considered on the fringe of business activity. Sustainability’s inte-
gration of economic, environmental, and ethical bottom lines provides a model 
for the future.

       REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 Interface encountered signifi cant business challenges and disappointments in 
2000–2003. A national and international economic downturn resulted in a sub-
stantial decrease in offi ce and commercial construction, which represents over 
80 percent of Interface’s business. Sales of its broadloom carpet declined by 
one-third. As a result of this lost business, Interface had to reduce its worldwide 
staff by 30 percent. By 2004 business improved and Interface returned to prof-
itability, in part due to the increased effi ciencies created during the economic 
downturn. 

 But Interface’s modular carpeting business remained strong, accounting for 
more than 50 percent of their 2003 sales, and its sustainability initiatives contin-
ued. The company estimates that the total savings of its sustainability initiatives 
during the years 1995 to 2003 were over $230 million. Obviously, these savings 
were another factor in the company’s ability to weather the economic storm. Part 
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of these savings were due to a decrease of more than 30 percent in total energy 
consumption in its manufacturing processes. The company also reported that 
manufacturing processes realized significant and measurable decreases in green-
house gas emissions and water usage. It reduced its reliance on petroleum-based 
materials by 28 percent since the sustainability initiatives began in 1994. 

 Interface refers to environmental challenges as “Mount Sustainability,” and 
it admits that even after ten years it still has a long way to go to the summit. 
Clearly, even with strong and widespread support from its CEO and through-
out the rest of the corporation, sustainability is not something easily achieved. 

 Three questions are worth considering at this point. First, are there other 
manufacturers that could follow the Interface example, particularly in the shift 
from a product-based to a service-based business model? Second, how depen-
dent is this shift upon strong leadership? Some suggest that the Interface story 
is unique because of the values and personality of Ray Anderson. Is it possible 
to achieve a major shift in corporate culture without leadership from the highest 
corporate levels? Third, which ethical categories are best applied to Interface? 
For example, as described previously, Norman Bowie distinguished between 
acts that cause harm, acts that prevent harm, and acts that accomplish good. 
Bowie argues that moral obligations, the “moral minimum,” involve only the 
duty to cause no harm. Is the shift towards sustainability something that, like 
corporate philanthropy, is to be praised as doing good but is not something 
ethically obligatory? Are the sustainability initiatives at Interface doing good, 
preventing harm, or not causing harm? Do all companies have an ethical duty 
to follow Interface’s lead?  

CHAPTER   REVIEW QUESTIONS 

 1.    How would you defi ne a  sustainable  business? What are the three pillars of 
sustainability?  

 2.   Give examples of at least two market failures and explain how they 
represent challenges to the free market understanding of business’s 
environmental responsibilities.  

 3.   What is the difference between  consumer desires  and  citizen beliefs?  How is 
this distinction relevant to business’s environmental responsibility?  

   4. What is the  circular fl ow model  of economic transactions? Explain how this 
model differs from the sustainable economics of Herman Daly.  

 5.   Explain the four guiding principles of  natural capitalism  as developed by 
Lovins, Lovins, and Hawken.    
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 11   C H A P T E R 

 Diversity and Discrimination 

   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Describe a range of ethical issues raised by a diverse workforce; 

 • Explain workplace discrimination; 

 • Distinguish between equal opportunity, affi rmative action, and preferential 

treatment; 

 • Explain the ethical basis of equal opportunity and affi rmative action; 

 • Analyze the ethical arguments for and against preferential treatment in the workplace; 

 • Describe the issue of workplace sexual harassment.  
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   DISCUSSION CASE:  Reverse Discrimination? 

  Equal treatment under the law is a fundamental principle of social justice.  
But equal treatment does not entail identical treatment. In the most obvi-

ous case, the law should not treat a guilty person in exactly the same way that 
it treats an innocent person. Equal employment opportunity also does not re-
quire that all employees or all job applicants be treated in exactly the same way. 
Employers are not required to treat unqualifi ed and low-performing employ-
ees identically to highly qualifi ed and performing employees. The law allows 
employers to discriminate among employees as long as the grounds for dis-
crimination are job-related, fair, and objective. Concepts such as earnings, merit, 
and desert require that we have legitimate means for discriminating between 
employees.

For example, employers can promote a male employee over a female em-
ployee as long as the male is more qualifi ed, the female has had an equal op-
portunity to qualify, and the standards for qualifi cation are fair and objective.  A 
company might establish sales record as the qualifi cation for being promoted to 
a position of sales manager. Promoting a male rather than a female to this posi-
tion is just as long as the women had an equal opportunity to achieve similar 
sales and as long as sales performance is a fair and objective qualifi cation crite-
rion for selection as sales manager.

But how does one determine if the criteria for jobs, promotions, and pay 
increases are fair and objective? Could the criteria used to determine qualifi ca-
tions be unfair and discriminatory?  What if the record showed that only males, 
or only whites, were qualifi ed for a certain job or for certain promotions?  Would 
that fact alone be enough to demonstrate that the criteria were unfair?  Consider 
the case of some fi refi ghters in New Haven, Connecticut.

In June 2009, the United States Supreme Court ruled that the City of New 
Haven had discriminated against a group of fi refi ghters when it ignored the 
results of a promotion exam that disproportionately identifi ed white exam tak-
ers as most qualifi ed. Twenty fi refi ghters, nineteen white and one Hispanic, who 
were denied the promotions when the results of the exam were disregarded 
sued the city claiming that they were victims of reverse discrimination.  By a 
vote of 5–4, the U.S. Supreme Court agreed.

Many employers establish tests to determine which employees might be 
qualifi ed for promotions.  Like other employers, the City of New Haven took 
steps to ensure that the exams measured the knowledge and skills that would 
be deemed necessary for promotion up the ranks in the city’s fi re department.  
As an extra precaution, New Haven included diverse racial participation in the 
design and administration of the tests. In this particular case, 60 percent of the 
test was written and 40 percent was oral.

A group of 118 fi refi ghters took the tests for promotion to lieutenant and 
captain in late 2003. A score of 70 percent was the minimum score to pass and 
become qualifi ed for promotion. Individuals with top scores were promoted as 
positions became available. Nine of the twenty-seven blacks (33 percent) and 
six of twenty-three Hispanics (26 percent) who took the tests passed, compared 
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to forty-one of sixty-eight whites (60 percent). Given the top scores and the 
number of lieutenant and captain positions that were available, no blacks or 
Hispanics would have been eligible for promotion to one of the eight lieutenant 
vacancies, and only two Hispanics would have been eligible for promotion to 
one of the seven captain vacancies. The City of New Haven decided to invali-
date these exams on the grounds that such disparate results demonstrated that 
the tests were racially biased. The fi refi ghters who were denied promotions as a 
result, fi led suit claiming that they were victims of reverse discrimination.  They 
claimed that they would have received the promotions if they had been black 
and scored the same results. 

The majority opinion agreed with the fi refi ghters and ruled that the city 
had unfairly discriminated against them by ignoring the test results. The court 
ruled that unequal test results in itself was not suffi cient evidence that the test 
were biased. Writing for the majority, Justice Anthony Kennedy concluded, 
“The city rejected the test results solely because the higher scoring candidates 
were white” and that this fact alone did not prove unfair discrimination. In a 
dissenting opinion, Justice Ruth Bader Ginsburg questioned the legitimacy of a 
written test for a fi refi ghter positions: “Relying so heavily on pencil-and-paper 
exams to select fi refi ghters is a dubious practice.” She concluded, “Congress 
endeavored to promote equal opportunity in fact, and not simply in form. The 
damage today’s decision does to that objective is untold.” 

     DISCUSSION QUESTIONS 

     1. Do you agree with the Supreme Court’s decision?  
   2. What do you think Justice Ginsburg meant by equal opportunity “in fact, 

and not simply in form”?  
   3. Can you think of job qualifications that might be racially biased?  
   4. What responsibility does a private employer have to create a racially 

diverse workforce?  

          11.1 INTRODUCTION: DIVERSITY AND EQUALITY 

  Data from the 2000 U.S. census confi rm the common observation that the 
American workforce is becoming increasingly diverse. Within the civilian 
labor force, the percentage of male workers is projected to increase by less than 
10 percent between the years 1998 and 2008, while the number of women work-
ers is projected to increase by more than 15 percent. During the same period, 
the percentage of African American workers will increase by almost 20 per-
cent, the Hispanic workers by 36 percent, and Asian American workers by over 
40 percent.  1   

 These fi gures from the workforce parallel general population data. Between 
1990 and 1999, the U.S. white population increased just over 7 percent. Dur-
ing the same period, the African American population increased 14 percent, 
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Hispanic population increased 40 percent, and the population of Asian Ameri-
can and Pacifi c Islanders increased 44 percent.  2   White males have not comprised 
the majority of the U.S. workforce since the 1970s. 

 Managing this changing and diverse workforce presents business manage-
ment with both opportunities and challenges. Greater diversity within labor pools 
provides management with the opportunity to fi nd employees with a wider range 
of talents, experiences, and abilities. Companies that fi nd, recruit, hire, and retain 
such workers can achieve many competitive advantages in the marketplace. 

 Nevertheless, an increasingly diverse population in and out of the workforce 
creates challenges to business as well. A diverse workforce will very likely ex-
perience similar situations in which differences among genders, ethnic groups, 
and cultures can create signifi cant barriers to an effi cient and peaceful workplace. 
Further, the workplace is but a subset of the wider society, and social concerns 
of equality and discrimination can be expected to appear within the workplace. 

 Despite decades of legal and political initiatives to bring equal opportu-
nities to women and minorities, signifi cant economic and social inequalities 
remain in the wider society. Business institutions are a prime resource for ad-
dressing these inequalities. An increasingly diverse workforce also has not yet 
translated into increased diversity in positions of authority, in equality of wages 
and benefi ts, and in positions of power and prestige. Evidence suggests that 
true equal opportunity does not yet fl ourish within business institutions. 

 Consider the mixed record on workplace equality for women. Women have 
made signifi cant gains in many professional careers, for example. Between 1970 
and 1990, the percentage of women physicians more than doubled from 7.6 to 
16.9 percent. Between 1973 and 1993, the percentage of women lawyers and 
judges increased from 5.8 to 22.7 percent, and women in engineering increased 
from 1.3 to 8 percent.  3   Yet women remain clustered in lower-paid and lower-
status jobs, are relatively absent from higher-paying blue-collar and manage-
ment positions, and continue to be paid lower wages than men. Forty percent 
of native-born working women fi ll positions classifi ed as “administrative sup-
port” and “service” by the U.S. Bureau of Labor Statistics, while fewer than 
16 percent of male workers fi ll such jobs. In private industry, white men com-
prise 65 percent of managerial positions, white women hold 25 percent, minor-
ity men 6.5 percent, and minority women less than 4 percent. Women in general 
hold less than 5 percent of all senior-level positions in major corporations.  4   

 Signifi cant wage gaps correlated with gender and race also persist. Overall 
women still make only 75 cents to a man’s dollar (up from 63 cents in 1979). 
White women in 1993 earned 70.8 percent of the salary of white men, while black 
women and Hispanic women were paid 63.7 percent and 53.9 percent, respec-
tively. Across the board, women with the same training and educational creden-
tials are paid less than their male counterparts. According to data from the 2000 
U.S. census, native-born women with college degrees earn 74 cents for every dol-
lar an equally educated native-born man earns, and the percentage remains very 
constant for all educational levels. Even the most highly educated women soon 
fall behind equally educated men. For example, a study of the Class of 1982 Stan-
ford MBAs found that by 1992 the men in the class were far more likely than the 
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women to work as CEOs, vice presidents, or directors, and, as a result, received 
more pay. Sixteen percent of men from this class at Stanford held CEO job titles, 
while only 2 percent of women were CEOs. Twenty-three percent of male 1982 
Stanford MBA graduates worked as corporate vice presidents and 15 percent 
served as directors, compared with 10 percent of women who were vice presidents 
and 8 percent of women who held director positions. On average, the women 
Stanford MBA graduates from the Class of 1982 made 73.1 percent of the salaries 
of men graduates. Holding age constant also does little to eliminate the wage gap. 
The AMA found in 1989 that women physicians under age 40 made 66.6 percent of 
male salaries, women between 40 and 49 years earned 58.4 percent, and women 
50 and over were paid 66.4 percent of a male physician’s salary.  5   

 The situation for minority workers is at least as bleak. In 1940 black men earned 
on average only 40 cents for every dollar earned by white men. By 1990 black men’s 
wages had climbed to about 75 percent of white men’s, and, by 1998, to 76 percent. 
Real wages (wages adjusted for infl ation) of black men overall have stagnated or 
even declined since 1975. Further, the unemployment rate of black men remains 
twice that of white men, and their labor force participation rate lags behind that of 
whites. While these rates improved dramatically with the strong economy in the 
period 1993 to 1999, the unemployment rate of adult black men is still in the range 
of 6 to 7 percent and that of black teens in the range of 25 to 30 percent.  6   Comparable 
unemployment for white men was about half that for black males. 

 In this chapter, we shall consider what ethical responsibilities business has 
for addressing these challenges. We shall be guided at the start by a brief review 
of the early development of equal opportunity law. Before we start, perhaps a 
reminder about the importance of shifting perspectives within ethical contro-
versies is worthwhile. 

 The majority of people reading this book will be college students, and ap-
proximately half will be male. The natural inclination will be to approach this 
issue as soon-to-be job applicants who will either benefi t from, or be hindered 
by, policies of affi rmative action and preferential hiring. I am willing to predict 
that the majority of college-aged white males will oppose preferential hiring 
policies, not surprising perhaps. My advice to all readers is that you try to take 
the point of view of different parties to these debates. Consider the legitimacy 
of affi rmative action and preferential policies from the point of view of various 
job applicants, as well as business managers and democratic citizens. Consider 
not only how you might be affected by such policies, but also how they might 
contribute to, or hinder, the development of a just society.   

  11.2 DISCRIMINATION, EQUAL OPPORTUNITY, 
AND AFFIRMATIVE ACTION 

  An increasingly diverse workplace does present business with many chal-
lenges. Some, such as attracting and retaining skilled workers, are managerial. 
Others, such as insuring that workers of diverse backgrounds and expectations 
are treated fairly, are ethical. The following sections will examine the ethical 
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questions raised by affi rmative action and preferential hiring policies that are 
aimed at alleviating the racial, sexual, and ethnic inequalities sketched above. 

 Some might think that it is unfair or unreasonable to hold business respon-
sible for such an intractable social problem as racial, sexual, or ethnic discrimi-
nation. From this perspective, business only has a responsibility to obey the 
law that prohibits discrimination in employment, but anything beyond that is 
asking too much of what are, after all, economic institutions. Accordingly, as 
long as business does not deny equal treatment and equal opportunity, it has 
fulfi lled its legal and ethical responsibility concerning discrimination in work 
and commerce. This common view is worth considering at some length. 

 The fi rst thing to note is that this view rests upon the assumed value of 
equality. This in itself is testimony to how far this legal and ethical debate has 
advanced in just a few decades. As recently as the 1960s, many state laws not 
only allowed but actually required racial segregation in public places and in 
schools. Women were also excluded from many jobs, many professions, and 
many schools for decades after they received the right to vote in 1920. It is easy 
to forget (if in fact students of the twenty-fi rst century ever even knew) that the 
Civil Rights Act of 1965 was politically a very controversial measure that re-
quired signifi cant changes throughout American society, not the least of which 
was in the workplace and in commerce. 

 But if twentieth century history is mixed on discrimination, surely the 
twenty-fi rst century is not. A commitment to equal treatment for each individ-
ual, providing each person with equal economic opportunity, is about as strong 
an ethical consensus as exists, at least in North America, Europe, and through-
out much of the rest of the world. The ethical basis for this consensus can be 
found as a fundamental tenet of all major ethical theories, if not a fundamental 
assumption of morality itself. All individuals deserve equal moral standing. As 
a fi rst approximation of business’s ethical responsibility concerning discrimina-
tion, then, we can say that the commitment to equal opportunity requires busi-
ness not to discriminate in any of its activities. This responsibility is sometimes 
referred to as requiring a policy of  passive nondiscrimination.  Business fulfi lls 
this responsibility as long as it does not do what is wrong—that is, as long as 
it does not discriminate. The remaining question is whether business has the 
further responsibility to take some positive, or “affi rmative,” action to coun-
ter the effects of discrimination. The question becomes, Is legal access, what is 
often called formal equal opportunity, a suffi cient public policy for addressing 
the problem of discrimination? To answer this question, we need to consider in 
more detail exactly what this problem is. 

 Let us fi rst note that discrimination itself is not necessarily a bad thing. 
 Discrimination  most generally refers to the ability to make distinctions, as when 
we describe someone as having discriminating tastes in food or music. In the 
workplace, we reasonably expect employers to make discrimination between 
employees by making distinctions between those who are hired and those who 
are not, between those who are promoted and those who are not, and so forth. 
Ethical problems arise only when the criteria used in making such discrimina-
tion are unethical or unfair. 
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 For example, suppose I am hiring someone for a position to create and 
maintain a Web site for my business. It makes perfect sense to discriminate be-
tween job candidates on the basis of computer literacy and experience in work-
ing on Web sites. If I discriminate on the basis of job-relevant criteria, it would 
seem that I have acted in an ethically responsible way. All candidates have an 
equal opportunity to apply for the job, but only the person best qualifi ed gets 
to be hired. 

 Consider a slightly different example. Suppose I have a pool of qualifi ed 
candidates for this position and must discriminate between equally qualifi ed 
people. Suppose also that one of the candidates graduated from my alma mater, 
Southern Connecticut State University. Suppose, as a loyal alumni, I like to sup-
port my school and I therefore offer the job to that candidate. I do not claim that 
this candidate is better qualifi ed than others, only that I have a personal prefer-
ence for SCSU graduates. Have I done anything wrong by discriminating on the 
basis of personal preference rather than job-relevant criterion? 

 Let us now change this example somewhat. Imagine that my preference was 
not for hiring Southern Connecticut graduates, but for hiring white males. What, 
if anything, is the difference between hiring preferences that favor one’s alma 
mater and those that favor white males? Or suppose, as is often done, a com-
pany gives hiring preference to family members of present employees? Is this 
company’s desire to reward loyal employees a violation of equal opportunity? 

 Refl ecting back on discussions in earlier chapters, we can review several 
general ethical perspectives on this issue. A utilitarian concern for economic 
effi ciency would be inclined to support a narrow view of employment qualifi -
cations. Managers should make hiring decisions based primarily on the ability 
of the candidate to perform the job effi ciently and skillfully. But as in all utilitar-
ian calculations, other consequences (e.g., the goodwill of long-term employees 
whose family is given preference in hiring) must also be considered. A more lib-
ertarian approach that emphasizes property rights and managerial prerogatives 
would support greater latitude for managerial discretion in hiring. A general 
concern for justice, however, would constrain both approaches to ensure that 
all individuals are treated with fairness and equal respect. 

 Acknowledging that decisions such as the Southern Connecticut hire 
are often made, we might say that when all other qualifi cations are equal, 
employers should enjoy wide latitude in making hiring decisions. Of course, 
the degree of managerial prerogative might depend on whether or not the busi-
ness was privately owned by the person making that decision or a human re-
source manager making the decision within a publicly traded corporation. This 
discretion should also depend on how the position is advertised and described. 
Job openings that acknowledge a preference for families of present employers 
won’t create misleading expectations among candidates. Nevertheless, as long 
as the other candidates have an equal chance of being in a similar position (they 
could have attended Southern Connecticut, or they could just as likely have ap-
plied for a position with someone from their alma mater), and as long as they 
were not misled in the application process, nothing obviously unfair was done 
to them. 
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 On the other hand, those candidates from other colleges might claim that 
there is something unfair about hiring someone based on unadvertised personal 
preferences rather than job-relevant qualifi cations. They might claim that there 
was something deceptive about what amounts to a hidden agenda in the pro-
cess, and they might claim that while they were given legal equal opportunity, 
they really weren’t given a fair chance at the position. To overcome the hidden 
advantage of a Southern Connecticut graduate, other candidates would have had 
to have been more qualifi ed than the person who received the job. Thus, in effect, 
they were being held to higher standards and therefore, despite the appearance 
of a formal equal opportunity, they were not in fact being treated equally. 

 If it truly were a matter of random chance that they were competing with 
a Southern Connecticut graduate for a position being controlled by a Southern 
Connecticut graduate, and if they just happened to choose another school that 
had an equal chance of having its own active alumni hiring, then perhaps no 
serious unfairness has occurred. That is, if they had an equal opportunity to 
obtain the deciding criteria, or if there were truly other and equal opportunities 
open for them, then the decision might not be unfair. Given these conditions, 
the decision between equally qualifi ed candidates was, in effect, made on ran-
dom grounds (like fl ipping a coin) and thus was not unfair. 

 But are women and people of color in the same position as the candi-
dates from nonfavored colleges? It seems clear that they are not. Obviously, 
one doesn’t choose one’s race, gender, or ethnic background. In this sense, in-
dividuals do not deserve whatever benefi ts or burdens get attached to those 
characteristics by society. Like the candidate from Southern Connecticut, any 
advantage in the job market enjoyed by white males is undeserved. Also, given 
the systematic inequality across society, women and people of color are less 
likely to have similar opportunities of being favored by someone in a position 
of hiring authority. 

 Legal access alone may not be enough to give a woman or a person of color 
a really fair chance to succeed in a predominately white, or predominately 
male, workplace. This is not to say that decisions that favor white males are 
the result of conscious and intentional bias. But seemingly benign factors, such 
as personal preference (such as the preference for certain school graduates) or 
criteria such as “collegiality” or whether or not someone will “fi t in,” can result 
in a hidden bias in favor of what is already established as “normal.” What is 
often referred to as the old boys’ network is a good example of such a situa-
tion. Such seemingly neutral factors in getting jobs such as having connections 
with someone within the company, recommendations from family friends, and 
having attended the right schools can turn out to have a very conservative bias, 
reinforcing the status quo, which turns out to be disadvantageous to women 
and people of color. 

 Consider another case in which disparate treatment can result from seem-
ingly normal and equal treatment. Some evidence suggests that women will 
tend to have lower salary expectations than men. (Given the facts of wage dif-
ferentials, this is not surprising perhaps.) Imagine two equally qualifi ed candi-
dates, one man and one woman, have been offered an entry-level position with 
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a major corporation. Put yourself in the position of the human resource man-
ager who will be negotiating the starting salary. You are committed to hiring 
both candidates and, as normal in such cases, you have a salary range within 
which you can operate. As a manager, your strategy is to offer the lowest start-
ing salary that you think will get them to accept the job offer (too low and you 
may not get them to accept, too high and you are not doing your job to control 
labor costs). As often happens, you separately ask the two candidates for their 
salary expectations and discover that the woman is willing to accept a lower 
salary than the man. 

 Even assuming that the manager is a person of goodwill with no bias 
against women, there are strong institutional incentives to offer the woman 
a lower salary. Assume further that, as time goes on, both employees receive 
evaluations as having done equally good work and each gets an equal percent-
age pay raise. The result is an ever-widening salary gap. Occasions when dis-
parate treatment occurs from such implicit and subtle factors (rather than from 
intentional bias) are sometimes referred to as institutional discrimination. To 
the degree that such discrimination does occur, simple legal access and passive 
nondiscrimination on behalf of employers will not address unequal treatment 
in the workplace. 

 Perhaps the most obvious reason why simple legal access and passive non-
discrimination are thought inadequate is the fact that, four decades after the 
Civil Rights Act, there remains widespread unequal treatment throughout the 
economy. It is fair to say that equal opportunity alone has not solved many of 
the problems it was designed to address. Given the facts of inequality outlined 
above, there seem only two options available. Either society and business can 
continue to rely on equal opportunity and nondiscrimination, which implies that 
women and people of color must continue to wait for full equality, or society and 
business can take more active steps to address social and economic inequality. 

 What I will call affi rmative action refers to any policy or action, aimed at se-
curing a more equal workplace, that goes beyond simple legal access or passive 
nondiscrimination, but that does not alter the standards or qualifi cations for 
employment. Affi rmative actions policies, therefore, do provide some positive 
(affi rmative) benefi t for a previously disadvantaged group, but do so in ways 
that do not change or lower qualifi cations. 

 Before developing this topic, it is important to refl ect on the language used 
in these debates. The concepts of  equal opportunity, affi rmative action, preferential 
treatment,  and  reverse discrimination  are used very ambiguously in social debates 
and discussions. Those who defend policies of preference tend to identify them 
simply as equal opportunity of affi rmative action and thus benefi t from the rela-
tively benign meaning of those terms. Critics of preferential policies will tend 
to call them reverse discrimination and treat them as indistinguishable from 
affi rmative action polices, thus equating anything other than equal opportunity 
as unethical discrimination. For the sake of clarity, at least, I think we can offer 
some defi nitions that will not prejudge the issue rhetorically. 

  Equal opportunity —the opposite of segregation—refers to the commitment 
to legal access regardless of gender, race, or ethnic background. This is what we 
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have called  passive nondiscrimination.  Policies described as color blind or gender 
blind are classic examples of equal opportunity policies. There is universal sup-
port for equal opportunity within all major ethical traditions and contemporary 
political philosophies. 

  Affi rmative action  refers to any positive steps taken to alleviate unequal 
treatment that move beyond passive nondiscrimination. For clarity’s sake, we 
will limit affi rmative action policies to those that do not change the previously 
existing standards or qualifi cations. So, for example, a human resources offi ce 
that recruits women and minority candidates, encourages them to apply, ad-
vertises in media that appeal to women or minorities, and provides support 
for women or people of color who are hired is engaged in affi rmative action. 
Taking such steps to provide greater security for women than what is offered to 
men would have been a simple example of affi rmative action. Perhaps the most 
common example of affi rmative action is the widespread practice of recruiting 
qualifi ed women and minority candidates. Since this is a positive step taken to 
benefi t women and minority candidates that is not taken for white males, this 
goes beyond simple equal opportunity. 

 Note that, in one sense, such actions do put the white male at a relatively 
disadvantageous position compared to where he would have been had the em-
ployer not done it. The candidate pool is larger and therefore his chances of 
getting the job are lowered. But few would think that the white male has been 
harmed in an ethically relevant sense because he has not been denied anything 
to which he had a legitimate ethical claim. No one’s rights are violated when an 
employer seeks to increase the applicant pool for its positions. 

 Other affi rmative action policies might involve hiring a minority affairs of-
fi cer, or a diversity coordinator whose job is to help manage an increasingly 
diverse workplace by troubleshooting problems, providing support for new 
hires, advising and mediating disputes, and generally trying to support and 
retain new employees. Again, these represent affi rmative steps taken to support 
women and minority employees, but since it does not deny white male employ-
ees anything to which they have a right, such policies are generally uncontro-
versial. It is very common, in fact, to fi nd employers describing themselves as 
an “equal opportunity/affi rmative action” employer in job postings and adver-
tisements. The frequency of such notices testifi es to the overall social consensus 
surrounding affi rmative action policies. 

 More controversial, both ethically and politically, are policies that grant 
preference to women or people of color by affecting the qualifi cations for a job 
in a way that benefi ts these previously disadvantaged groups. We will reserve 
the phrase preferential treatment for policies that go beyond affi rmative action 
by seemingly changing the job standards in an effort to hire more women and 
people of color. Critics of such programs tend to call them  reverse discrimination,  
and since it is in dispute if such is the case, we shall avoid that phrase in favor 
of the more neutral preferential treatment. Defenders of these policies tend to 
identify them as affi rmative action, perhaps more specifi cally as strong affi rma-
tive action to distinguish them from the “weaker” version described above. We 
turn now to a closer examination of these more controversial policies.   
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  11.3 PREFERENTIAL TREATMENT IN EMPLOYMENT 

  On the face of it, giving “preferences” to any job applicant appears to violate 
the ethical commitment to equal treatment. But as the Southern Connecticut 
graduate example showed, not every preference in hiring is unethical. Further, 
if the preference is given as a means for fulfi lling other ethical responsibilities, 
it may turn out to be ethically praiseworthy if not required. Before considering 
the arguments for and against preference in hiring, let us fi rst distinguish vari-
ous forms that preferential hiring might take. 

 Perhaps the preferential policy closest to affi rmative action would, in the 
case of otherwise equally qualifi ed candidates, give preference to the previously 
disadvantaged candidate. This is similar to how we described the case of giv-
ing preference to a graduate from your college alma mater. In such a situation, 
rather than rely on some personal preference or random procedure, the decision 
between equally qualifi ed candidates is made in a way that addresses the social 
inequality. Affi rmative action policies seek to increase the pool of qualifi ed can-
didates, and then assume that those women and people of color who are most 
qualifi ed will be hired. This initial type of preferential treatment policy goes one 
step further and hires those women and people of color who are equally, but not 
necessarily more, qualifi ed. 

 A second type of preferential policy would identify members of previously 
disadvantaged groups in the pool of qualifi ed applicants and give them prefer-
ence in the hiring decision, even if there is another candidate, typically a white 
male, who is more qualifi ed. This situation treats membership in a disadvan-
taged group as itself a qualifi cation for the job. 

 A third type of preferential policy would simply require that members 
of disadvantaged groups be hired with only minimal consideration given to 
qualifi cations. Effectively, this would be the policy of those who favor hiring 
quotas for women and people of color. A human resources department with a 
quota for hiring women, for example, would be committed to hiring a certain 
percentage regardless of the number or qualifi cations of male candidates. 

 The fi rst of these policies seems to raise the least serious ethical challenges. As 
in the college graduate case, the candidate denied a job by the fi rst policy might 
claim that he was implicitly being held to higher standards than the person given 
preference. Like that case, there is some legitimate concern with unfairness here. 
Note also that such policies are least likely to effectively address the unequal 
treatment that women and people of color receive in the workplace. Since these 
policies only go slightly further than affi rmative action, and since affi rmative 
action has not advanced equality signifi cantly over the last four decades, these 
policies are not likely to alter social and economic inequality noticeably. 

 The second and third types of preferential policy are more likely to have 
noticeable effects on inequalities. A quota system, in fact, would have an imme-
diate impact by mandating equality in hiring results. One would immediately 
bring about equality in employment if every employer were required to meet a 
quota for women and minority hiring that matched the percentage of women 
and minorities in the general population. But these types of policies also raise 
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the most serious ethical questions. Both policies seem to violate the white male’s 
right to equal treatment and equal opportunity. Two fundamental ethical ques-
tions must therefore be addressed in our analysis of preferential treatment: Do 
preferential policies in fact violate the rights of white males, and are there other 
ethical considerations that would override this violation if in fact it did occur? 

 In July 2003 the United States Supreme Court announced a decision that ad-
dressed many of these issues. Examining a situation involving admissions poli-
cies at universities, this case established precedents for affi rmative action and 
preferential policies in business as well. The Court’s decision seems to allow 
the fi rst and second types of preferential policies. The decision held that race, 
ethnicity, or gender can be treated as a qualifi cation and therefore can, when all 
other factors are equal, determine the outcome. 

 The case before the Court involved the University of Michigan Law School, 
which relied on an admissions policy that took into account the ability of each 
applicant to contribute to the school’s social and intellectual life. As part of this 
criterion, the school considered the applicant’s race, on the assumption that a 
diverse student body would contribute to the goals of the law school, and a 
critical mass of minority students was required to accomplish that goal. Thus, 
although scores from LSAT tests, undergraduate college grades, letters of rec-
ommendation, and other traditional factors were primarily used to grant ad-
mission, an applicant’s race was also a factor. Two white females who were 
denied admission brought the law suit, arguing that admission of minority stu-
dents with lower grades and test scores violated their rights to equal treatment. 

 The case attracted signifi cant attention in the corporate sector as well as in 
higher education. General Motors Corporation fi led an  Amicus Curiae  (“friend 
of the court”) brief in support of the law school’s admission policy. By doing this 
GM went out of its way, and at great expense to itself, to be identifi ed as a stake-
holder and to argue publicly in support of affi rmative action. In its brief, GM 
claimed that the need to insure a racially and ethnically diverse student body 
was a compelling reason to support affi rmative action policies. GM claimed 
that “the future of American business and, in some measure, of the American 
economy depends on it.” 

 GM claimed that in its own business experience “only a well educated, di-
verse workforce, comprising people who have learned to work productively and 
creatively with individuals from a multitude of races and ethnic, religious, and 
cultural backgrounds, can maintain America’s competitiveness in the increas-
ingly diverse and interconnected world economy.” Prohibiting affi rmative ac-
tion “likely would reduce racial and ethnic diversity in the pool of employment 
candidates from which the nation’s businesses’ own efforts to obtain the mani-
fold benefi ts of diversity in the managerial levels of their work forces.”  7   

 The Supreme Court ruled that diversity can be a compelling state interest 
in admissions to state educational institutions. Because private sector business 
faces a less strict standard than state institutions in this regard, this decision sets 
a precedent for hiring policies in the private sector as well. However, the Court 
offered a more ambiguous judgment on the particular admissions policies 
aimed at achieving this goal. By a 5–4 vote, the Court approved the Michigan 
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Law School’s policy that gave each individual candidate consideration and that 
would stray from race-neutral grounds only when evidence existed to show 
that diversity is not being produced. However, at the same time the Court also 
voted 5–4 against the admission policy of the undergraduate program at Michi-
gan. That policy granted admission based on a point system in which member-
ship in an underrepresented class received 20 out of a maximum 150 points. 
For comparison, academic factors counted up to 100 points, being a Michigan 
resident counted for 10 points, alumni children received 4 points, and notable 
personal achievement received 5 points. The court ruled that 20 points almost 
guaranteed admission and that this therefore violated the rights to equal treat-
ment of nonminority candidates. 

 Thus in the Michigan case, the Supreme Court allows, but does not require, 
affi rmative action programs that aim at creating a more diverse student body. 
The Court did not explicitly address the question of whether or not private em-
ployers could use similar programs. It would seem that if a private employer 
would connect workplace diversity to important social goals of the employer, 
the Court would allow these as well. GM’s claims regarding the value of a di-
verse workforce would presumably be just this sort of connection. 

 A variety of philosophical arguments have been offered to support or refute 
the ethical legitimacy of preferential hiring. Some appeal to deontological con-
cepts such as rights, duties, justice, and fairness. For example, some argue that 
preferential policies are unjust because they violate the rights of white males. 
Others argue that preferential policies are obligatory means for compensating 
people for harms they have suffered. Other arguments are more consequential-
ist and utilitarian, arguing that, on balance, preferential policies produce either 
benefi cial or detrimental consequences. For example, some defend preferential 
hiring as a means of providing more role models for young women and people 
of color. Others reject these policies as likely to create more discrimination as a 
backlash against gender or racial preferences. For convenience sake, the follow-
ing sections will examine only deontological arguments for or against. If any of 
these arguments are sound, if they violate rights or are required by compensa-
tory justice, for example, then either the benefi cial or detrimental consequences 
can legitimately be discounted. 

 There seem to be two general deontological arguments that the white male 
could make to support the claim that his rights have been violated. The fi rst, 
what we shall call the merit argument, claims that by ignoring or overriding 
qualifi cations, preferential policies violate the white male’s right to have hiring 
decisions based on merit. According to this view, the most qualifi ed person has 
earned the right to the job and a denial of this is to violate a principle of merit. 
The second argument more simply claims that preferential treatment violates 
the white male’s right to be treated with equal respect and given equal oppor-
tunity. From this perspective, preferential policies are a straightforward case of 
reverse discrimination. 

 Likewise there are two major deontological arguments in support of prefer-
ential policies. One claims that preference is due to women and people of color 
as a means for compensating them for past harms. Allowing past discrimination 
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to go uncompensated is unfair and unjust. The second major argument claims 
that, properly understood, the commitment to equality and equal treatment re-
quires that presently disadvantaged people be granted preference as a means 
for securing real equality in the workplace.   

  11.4 ARGUMENTS AGAINST PREFERENTIAL HIRING 

  The merit argument claims that something unjust occurs when hiring decisions 
are based on factors other than qualifi cations for a job. From this perspective, 
the most qualifi ed candidate has earned or deserves the job and denial of this 
desert is unjust. Since preferential hiring policies violate this merit principle, 
they are unjust. 

 Four issues need to be examined in order to determine if this argument is 
sound. First, we need to decide if in fact such a merit principle seems a reason-
able requirement of justice. Second, the qualifi cations used to establish merit 
must themselves be fair and open to all. Third, as a practical matter, we would 
need to have some reasonable way to determine and measure qualifi cations 
so that we have a way to decide who is most qualifi ed. Finally, we need to 
consider if diverse ethnic or gender background might itself serve as a job 
qualifi cation. 

 For the fi rst issue, let us assume that a fair and objective determination of 
qualifi cations can be made so that we have a clear identifi cation of “the most 
qualifi ed” person for the job. Can we say that this person has earned the job, or 
deserves it in such a way that if they are denied the job, an injustice has been 
done? It would seem that, without some qualifi cations, we cannot. Does every 
candidate for every job have a legitimate expectation that the decisions will 
be based solely on qualifi cations? The answer to this might depend on where 
such an expectation arose. A position that is publicly advertised with stated 
qualifi cations would seem more bound to the merit principle than one not so 
advertised. As mentioned previously, we also might want to distinguish pri-
vately owned businesses and publicly traded corporations. A private business 
owner who hires a son or daughter, for example, seems justifi ed in ignoring a 
more qualifi ed candidate. But what about our example of hiring a candidate 
from one’s alma mater? The merit principle would suggest that such a decision 
is unjust and we would therefore have to conclude that injustice is widespread 
throughout the economy. 

 To conclude that the most qualifi ed candidate has a legitimate ethical claim 
upon a job is to treat jobs more as social goods that should be distributed on 
fairness grounds rather than as the private property of business owners that 
can be distributed as they see fi t. Our discussions in chapters 5 and 6 might 
lead us to conclude that this is a reasonable conclusion, albeit one that more 
libertarian versions of corporate social responsibility would be loath to accept. 
More utilitarian versions of markets and economic responsibilities would tend 
to favor a merit principle, although other social consequences would also have 
to be calculated. 
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 These considerations suggest that, from the perspective of the job applicant, 
qualifi cations are more backward-looking accomplishments (e.g., education 
and grades) by which the job has been earned. From the business perspective, 
qualifi cations are more forward-looking indicators of how likely it is that the 
candidate will do well in the job. The fi rst option seems to give job applicants 
too much control over the conditions of employment. Absent an explicit prom-
ise that certain accomplishment will lead to jobs (did anyone ever promise you 
that the person with the highest grades will get the best jobs?), the prior ex-
pectations of job applicants cannot determine who should get jobs. The second 
option suggests that business has greater latitude in determining qualifi cations 
by determining what they hope to accomplish with the position. In general, 
we can conclude that the most qualifi ed candidate has a  prima facie  legitimate 
claim to be hired only for positions for which the qualifi cations are publicly and 
previously advertised, assuming that the qualifi cations themselves are fair and 
objective. 

 But to what degree are the qualifi cations for positions fair and open to all? 
Here the answer is ambiguous. It is easy to generate quite a diverse list of fac-
tors that function as qualifi cations for a job. Depending on the particular job, 
they can range from very minimal qualifi cations (e.g., a temporary agricultural 
laborer) to quite extensive qualifi cations (e.g., a chief fi nancial offi cer for a major 
corporation). A useful exercise would be to pick a variety of jobs and generate 
a list of relevant factors that would qualify one for the job. For each factor, ask 
whether every candidate has an equal and fair chance to attain the relevant 
qualifi cation. How many of these qualifi cations have been “earned” and how 
many are a matter of luck or random chance? We have already discussed nu-
merous characteristics that function as qualifi cations but that might be suspect. 
Graduating from the “right” school, having the right “connections,” having a 
helpful letter of introduction or recommendation, being able to “fi t in” with 
present workers and be a good colleague. These considerations suggest that we 
must be careful with the concept of qualifi cations. 

 This brings us to the third issue. Is there a fair and reasonably objective way 
to determine qualifi cations? If you generate a list of relevant factors, you are 
likely to fi nd that they fall into several general categories. Some factors that we 
think of as qualifi cations, such as experience or seniority within a fi rm, are more 
a matter of past accomplishments that have “earned” the position. Many other 
factors are more forward-looking predictors of future success. Still others, such 
as being related to a present employee, may have little to do with the specifi c 
candidate or job and more to do with other goals and purposes of the busi-
ness. In this case, a fi rm is using its jobs as a means to reward loyalty of present 
workers. This suggests that for any given job there will unlikely be any strict 
algorithmic method for determining the “most” qualifi ed candidate. 

 Consider a case of hiring someone for a position in the information tech-
nology and computer department of a business. It turns out that men outnum-
ber women in computer science majors and training programs by about 2 to 1. 
Thus, in general, there more likely will be more men than women applying for 
such jobs, and men will tend to have more experience working in computer 
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technology. It also turns out to be the case that in this fast-changing fi eld, a great 
deal of on-the-job training occurs over the course of an employee’s career. What 
counts as qualifi cations in this case? From one perspective, past experience in 
classes and programming “qualifi es” a person for the job. Thus, in one sense, 
men are generally “more qualifi ed” for the job than women since there are more 
men with experience and training in this fi eld. From the business perspective, 
however, past experience is less relevant than fl exibility and the ability to learn 
quickly and easily. Suppose the business manager believes that people with 
prior training are more likely to be tied to a peculiar approach to information 
technology and therefore are less likely to be fl exible and less willing to learn 
new approaches. Who is the most qualifi ed person in such a case? 

 This leads us to the fi nal issue: Might a job candidate’s gender or ethnic 
background itself function as a qualifi cation for a job? For example, I teach at 
a Catholic all-women’s college. Might it be legitimate for this school to give 
hiring preference to Catholics and women? Is it legitimate for a medical prac-
tice to give preference to female gynecologists? Might a company seeking 
to attract new minority business give preference to hiring minority employ-
ees? More generally, given the benefi cial opportunities that are provided by 
a diverse workforce, could a business claim that gender and ethnic diversity 
are themselves qualifi cations in that they make positive contributions to the 
workplace? 

 These are diffi cult questions to answer. In the fi rst major U.S. Supreme 
Court case dealing with preferential treatment,  Bakke v. Regents of the Univer-
sity of California,  the Supreme Court ruled that race may be used as one among 
many qualifi cations for admission to universities. The court accepted the Uni-
versity of California claim that diversity among the student body contributes to 
the overall academic mission of the school. Yet, presumably, we wouldn’t accept 
a claim made by the Atlantic City Convention Center that being a male makes 
one more qualifi ed to work in the vulgar construction environment. Nor would 
we accept the claim that being a white male makes one more qualifi ed to work 
in an all-male law fi rm because it makes it more likely that one would fi t in and 
succeed in that setting. 

 A reasonable conclusion would seem to acknowledge the possibility that 
being a woman or a person of color can make positive workplace contribu-
tions, but that the burden of proof rests with those who make such claims. That 
is, the presumption should favor equal, gender-blind, and color-blind policies. 
Given the unequal economic status that whites and males already enjoy, any 
hiring decision that favors white and male candidates should receive especially 
close scrutiny. If employers have good reasons to prefer women or candidates 
of color (and the arguments examined in the following section claim that they 
do), then perhaps a job candidate’s gender or ethnic background might count 
as a qualifi cation for a job. 

 The second major argument against policies that grant preference to women 
or people of color appeals to the principle of equal treatment. As we said previ-
ously, discriminating between job candidates is not itself unjust. Discrimination 
is only unjust when it is made on the basis of criteria that are not job-relevant 
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and that deny disfavored candidates equal consideration and respect. Accord-
ing to this argument, preferential treatment policies deny white males the equal 
respect and consideration that is their due. This argument is at the heart of the 
reverse discrimination characterization of preferential hiring policies. 

 Do policies that give preference to hiring women and people of color 
violate the right to equal treatment of white males who are competing for the 
same position? I think an honest answer to this question is that it depends. 
First, hiring policies that prefer women and people of color—that discrimi-
nate on the basis of gender, race, or ethnic background—are ethically dif-
ferent from similar policies that gave preference to whites and males. Past 
discrimination against women and people of color was part of a systematic 
denial of equal treatment that was also accompanied by both explicit and 
implicit attitudes of inferiority and antagonism. The  reason  why women and 
people of color were denied equal opportunity is that they were considered 
inferior and unworthy. Unequal treatment in the workplace was part of a sys-
tematic denigration of women and racial or ethnic minorities. Whatever else 
might be true of preferential policies favoring women and people of color, 
white males are not now, and will not soon be, victims of similar systematic 
mistreatment. It is unlikely within the foreseeable future than men will make 
only 76 cents for every dollar earned by a woman, or that white unemploy-
ment will be twice as high as black unemployment. The  reason  for denying 
equal opportunity to white men is ethically different from the reasons for 
past discrimination. 

 Nevertheless, individuals are denied an equal opportunity on the basis of 
factors—gender, race, ethnicity—that seem irrelevant and over which the job 
candidate has no control.  Prima facie  this is a violation of a right to equal treat-
ment and ethically is highly suspect. However, two qualifi cations of this seem 
advisable. First, as mentioned previously, there may be some cases in which 
gender, race, or ethnic diversity might contribute to job performance and thus 
would be a job-relevant characteristic. In such a case, discrimination against 
a white male—on a par with discrimination against anyone lacking all of the 
relevant qualifi cations—would not be unjust. Second, the force of this objection 
might vary with the type of preferential policy in place. Hiring to fulfi ll a quota, 
in which white males are given no consideration at all, may be more unfair than 
programs that give preference only when all other qualifi cations are judged 
equal. 

 A fi nal consideration of the argument from equality will provide a transition 
into the next section in which we examine arguments in support of preferential 
hiring. Some defenders of preferential policies acknowledge the fact that these 
policies do deny white males equal treatment. However, they usually make a 
distinction between  violating  someone’s rights and  overriding  those rights for a 
more pressing ethical goal. Thus, even if a white male’s right to equal consider-
ation for a job were denied, the denial might not be ethically objectionable if it 
came about as the means for addressing other ethical obligations. The next sec-
tion examines the ethical reasons supporting preferential policies and considers 
if such goals justifi ably override equal opportunity for white males.   
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  11.5 ARGUMENTS IN SUPPORT OF PREFERENTIAL HIRING 

  One of the major arguments to support preferential hiring claims that these pol-
icies are an ethically legitimate means for compensating people for the harms 
that they have suffered. Just as compensatory justice requires that consumers 
injured by a negligently designed product deserve to be compensated, a similar 
principle requires that individuals harmed by discriminatory hiring processes 
receive compensation for that harm. Failure to compensate continues a practice 
of undeserved disadvantages (for victims of discrimination) and undeserved 
advantages (of white males having to compete within an unfairly restricted job 
pool). 

 Three issues need to be resolved to adequately assess this argument. Com-
pensatory justice requires that the compensation be proportionate to the harms 
done, that the party paying the compensation be responsible for the harm, and 
that the party receiving compensation be the party harmed. The ethical status of 
the compensatory argument depends on how these three requirements are met 
by preferential hiring policies. 

 At fi rst glance, compensatory hiring practices do seem to compensate for 
harms done in a relatively straightforward and proportionate way. Women 
and people of color have been denied equal opportunity in the workplace 
(refer to the census data described in the opening sections of this chapter), so 
repaying that harm with preferential treatment in hiring and promotion seems 
reasonable. The “preference” in hiring is only an appearance that results from 
considering the issue only after the fact of the initial harm. Viewed for a longer 
range perspective, the preference only equalizes the situation and returns it to 
the point that it would have been had the original discrimination not occurred. 

 Consider, by analogy, a situation in which someone is defrauded of one 
thousand dollars. Compensatory justice would require that the person be 
repaid the one thousand dollars (other aspects of justice might require fur-
ther payment as punishment, of course). If we only consider the situation 
at the point of (re-)payment, it has the appearance of a one-sided benefi t to 
the injured party. But when we consider the situation within the context of the 
original fraud, compensation is a repayment that brings the scales of justice 
back into balance. Of course, preferential hiring does not compensate women 
and people of color for other harms they might have suffered (e.g., it doesn’t 
compensate for slavery). It does, however, reasonably compensate for unjust 
harms done in the workplace. 

 The second condition on compensatory justice is more controversial. It 
appears, especially to young white males who are denied equal access, that the 
people paying the compensation are not responsible for causing the harms. It 
was not, after all, present generation young white males who discriminated 
against women and people of color in the workplace. Since they are not respon-
sible for the harm, it would be unfair to cause them harm in return. 

 Defenders of the compensatory argument respond by denying that young 
white males are making the repayment. The compensation is being repaid  either 
by the private business or by society, either or both of which do bear some of 
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the ethical culpability for past discrimination. In making this compensatory 
payment, young white males are denied the competitive advantage they previ-
ously enjoyed and appear to be harmed. However, they are only being denied 
something which they did not deserve (i.e., an unfair competitive advantage). 

 Critics reply that young white males would lose this undeserved competi-
tive advantage if society adopted equal opportunity policies. Actual preferences 
go further and deny them something more serious, namely, equal employment 
opportunities. In response to this, defenders point out that while young white 
males may not be responsible for past harms, they have benefi ted from those 
harms. Thus, while they are not culpable for causing the harms, neither can 
they expect to receive benefi ts derived from them. In response, critics charge 
that if anyone has derived undeserved benefi ts from past discrimination, it is 
older white males who are already employed and promoted. True compensa-
tory justice would seem to require that these individuals repay the harms done. 

 The fi nal aspect of compensatory justice requires that those who receive 
compensatory payment are the same party that has been injured. It makes 
no sense, for example, to pay compensation for injuries received in a traffi c 
 accident to an uninjured bystander. Critics charge that preferences granted as 
a means for compensation do not compensate injured parties. This challenge is 
made in three ways. First, critics charge that the true victims of discrimination 
are past generations of women and people of color. Since present policies of 
preference benefi t present generations, they fail to compensate those truly in-
jured by discrimination. Second, they claim that to the degree that discrimina-
tion continues to harm present generations, preferential hiring policies benefi t 
the least deserving members of those groups. The individual most suffering 
from past and present discrimination is the poor, uneducated, disenfranchised 
woman or person of color. The individual most likely to receive preferential 
treatment in the job market is the person already well positioned to compete for 
jobs—the educated, trained, and intelligent individual. Finally, critics explain 
that gender, race, or ethnicity may be inappropriate criteria to use in deciding 
preferences. Economic and social class is, on this view, a more appropriate cri-
terion. Consider the following. Who is most deserving of preferential hiring to 
compensate for past injustice, a young Hispanic woman from a wealthy and 
educated family, or a young white male who was raised by a single mother in 
a poor inner-city neighborhood? Granting preferences to every woman and 
person of color is empirically misguided (because not every individual has 
been adversely affected by discrimination) and ethically misguided (because it 
treats people as a member of a group rather than as a unique individual). 

 Defenders of the compensatory argument typically will concede that the 
harms to be compensated are those done to present generation job candidates, 
rather than the harms done to past generations. Again, as the census data indi-
cate, discriminatory treatment continues to be widespread across the economy. 
They also point out that the fact that greater injury is suffered by others does not 
mean that the preferential hiring granted to some is unjust. It only means that 
other forms of compensatory justice (perhaps reparations?) are also needed. 
Finally, they argue that the only means available to compensate for overall 
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discrimination (e.g., the fact that women overall earn only 76 cents for every 
dollar earned by men) is to grant individual women preferential consideration 
in hiring and promotions. 

 This speaks to a more general concern with the compensatory argument. 
Defenders are challenged to specify if compensation is owed to groups or to in-
dividuals. The continuing harms of discrimination seem to fall on individuals 
 because  they are members of a particular group (i.e., because she is a woman, an 
African American, and so forth). Not every individual member of the group has 
suffered an equal harm (e.g., many women have enjoyed lives of wealth, status, 
and authority). Critics charge that if compensation in the form of preferences is 
paid to every group member regardless of whether or not they have been harmed, 
undeserved benefi ts will be given out at the expense of the equal opportunity 
of others. If, on the other hand, criteria other than group membership are used 
to allocate compensatory preferences, then there will be some equally deserving 
white males who will be unfairly ignored by compensatory preferences. 

 The second argument offered in support of preferential treatment appeals to 
a proper understanding of equality to claim that, in fact, the principle of equal 
treatment requires, rather than prohibits, preferences. What, exactly, is required 
by the right to equal treatment? As we have seen in the previous discussion of 
discrimination, equality does not commit us to identical treatment. I have still 
given you equal treatment when I discriminate against you by hiring a more 
qualifi ed candidate. The crucial point here seems to be that you deserve equal 
consideration and respect, but that relevant differences can justify different and 
nonidentical treatment. Equality, in its most basic sense, requires us to treat likes 
alike. So what does equal consideration and respect imply for hiring policies? 

 This equality argument would claim that real or fair equal opportunity de-
mands that individuals not suffer the effects of undeserved and unfair disad-
vantages. Ignoring such disadvantages for the sake of some formal principle of 
equal or identical treatment is to treat unlikes alike. That is, it is to violate equal-
ity. This argument is sometimes made as an argument from analogy. Imagine 
we are committed to a fair and equal race between two runners. One, through 
no fault of her own, is required to carry extra weight throughout the race. 
Despite a formal commitment to remove such unfair burdens, the fact remains 
that the weight is still there at present. Suppose also that we have studied the 
effects of extra weight and we learn that this extra weight means, on average, 
that the runner who carries it will fi nish only 75 percent of the race when the 
competition has fi nished. On this argument, giving the unfairly burdened run-
ner a 25 percent lead at the start of the race is only to respect fair equal oppor-
tunity.  8   Ignoring the unfair disadvantage and requiring both runners to start at 
the identical place and time is only to perpetuate inequalities. 

 So it would be in hiring and promotion policies. Through no fault of their 
own, women and people of color suffer from an unfair disadvantage in the work-
place. Hiring and promotion policies that, in the name of gender and color-blind 
equality, ignore such disadvantages only continue the practice of unequal oppor-
tunity. Granting preferences at each stage of the process makes the competition 
for jobs and all those goods that come with employment truly fair and equal.   
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  11.6 SEXUAL HARASSMENT IN THE WORKPLACE 

  The Civil Rights Act of 1964 addressed the most severe forms of unjust discrimi-
nation in the workplace. The law made it unlawful for any employer: 

  (1) to fail or refuse to hire or to discharge any individual, or otherwise to dis-
criminate against any individual with respect to compensation, terms, con-
ditions or privileges of employment because of such individual’s race, color, 
religion, sex, or national origin or (2) to limit, segregate or classify his employ-
ees or applicants for employment in any way which would deprive or tend to 
deprive any individual of employment opportunities or otherwise adversely 
affect his status as an employee because of such individual’s race, color, reli-
gion, sex, or national origin.  

 In some ways this law offered a very explicit statement of the employment 
implications of the ethical principle of equality. Individuals ought not to be de-
nied equal employment opportunities based on such irrelevant factors as race, 
color, religion, sex, or national origin. Within a few years of passage, a type 
of behavior identifi ed as sexual harassment began to be understood, legally 
and philosophically, as a type of sexual discrimination. By 1980, the Equal Em-
ployment Opportunity Commission (EEOC) had established guidelines that 
defi ned illegal sexual harassment:  

 Unwelcome sexual advances, requests for sexual favors, and other verbal or 
physical conduct of a sexual nature constitute sexual harassment when (1) 
submission to such conduct is made either explicitly or implicitly a term or 
condition of an individual’s employment, (2) submission or rejection of such 
conduct by an individual is used as a basis for employment decisions affecting 
such individual, or (3) such conduct has the purpose or effect of unreasonably 
interfering with an individual’s work performance or creating an intimidating, 
hostile, or offensive work environment.  

 These EEOC guidelines codify the two types of sexual harassment that many 
legal scholars and observers had previously described.  Quid pro quo  harassment 
occurs when submission to sexual favors is made a condition for employment. 
 Hostile work environment  occurs when the overall workplace environment is so 
pervaded with sexual harassment and intimidation that it creates an unfair bar-
rier for women in the workplace. 

 From the earliest cases, sexual harassment was understood as a form of 
sexual discrimination. On the surface, this seems reasonable and appropriate. 
If a woman is harassed in the workplace because she is a woman, and if this 
harassment reaches the point where it interferes with her ability to work, sexual 
harassment is a case of unjust sexual discrimination. Beneath the surface, how-
ever, lie a number of diffi cult ethical and conceptual issues. 

 Quid pro quo harassment can take the form of threats (“have sex with me 
or I won’t give you a promotion”) or offers (“if you have sex with me I can help 
your career”). Both are forms of coercion or extortion. The clearest examples 
involve an individual exploiting his position of workplace authority to obtain 
sexual favors from an unwilling co-worker. But threats and offers occur very 



262 Chapter 11

often throughout the workplace. Managers often direct co-workers through the 
use of threats (“do as I say or you’ll get fi red”) or offers (“get this job done and 
I’ll promise you a promotion”). As witnessed in many of the cases discussed in 
chapter 6, some of these can become so severe and coercive that they deserve 
to be protected by ethical or legal rights. But why does sexual harassment de-
serve any closer scrutiny? What makes sexual harassment an instance of sexual 
discrimination? 

 Courts wrestled with this question through the 1970s and 1980s. Quid pro 
quo sexual harassment becomes sexual discrimination when, and if, the ha-
rassment occurs (in the words of one court) “because of sex.” Thus, in an early 
case, the court in  Barnes v. Train  concluded unequal and harmful treatment was 
not unlawful discrimination because it was based on her refusal to engage in 
a sexual relationship with a supervisor, rather than because of her sex.  9   This 
female employee wasn’t mistreated “because she was a woman,” but because 
she refused the sexual advances of her supervisor. The court found such behav-
ior “inexcusable,” but not the type of unlawful discrimination prohibited by the 
Civil Rights Act. 

 This case points to an ambiguity in such a phrase as “because of sex.” 
In one sense, “sex” refers to  gender,  in another it refers to  sexuality.  The court 
in the  Barnes  case apparently interpreted “because of sex” to mean gender 
discrimination, wherein a woman is discriminated against because she is a 
woman. Surely sex discrimination should concern unequal treatment on the 
basis of gender; women should not receive unequal treatment in the work-
place simply because they are women. But the  kind  of unequal treatment 
women receive in quid pro quo is of a sexual nature. The court in  Barnes v. 
Train  failed to see that the two senses are related and concluded that because 
this treatment involved sexuality, it didn’t involve gender discrimination. The 
EEOC likewise seems to confuse the issue when it characterizes the unlawful 
behavior as being only of a “sexual nature.” 

 As a result of this ambiguity, both courts and employers faced several dif-
fi cult challenges. If not false, it is at least an open question that every case of 
harassment of a sexual nature is unjust discrimination. Innocent sexual banter 
or fl irtation, while sometimes unwelcome or crude, need not be discriminatory. 
Or, in the case of a bisexual manager who harasses a male employee, we could 
have a case of harassment that is sexual but not gender-based. Serious coer-
cion or extortion is unethical and sometimes illegal, but it also need not be dis-
criminatory. On the other hand, there can be serious barriers to women in the 
workplace that do not involve sexuality. Discriminatory treatment that is based 
on animosity towards women rather than sexual desire should be the paradig-
matic case of unjust discrimination, yet it does not fall within the quid pro quo 
“sexual nature” model. 

 In part as a response to such shortcomings of the quid pro quo model, but 
also to account for another range of discriminatory cases, scholars and courts 
also recognize the hostile work environment model. A careful reading of the 
EEOC guidelines suggests that hostile work environment is little more than a 
generalized version of quid pro quo harassment. 
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  Unwelcome sexual advances, requests for sexual favors, and other verbal or 
physical conduct of  a sexual nature  constitute sexual harassment when . . . such 
conduct has the purpose or effect of unreasonably interfering with an individ-
ual’s work performance or creating an intimidating, hostile, or offensive work 
environment [emphasis added].  

 Thus certain “verbal or physical conduct of a sexual nature” can, even 
if not in the form of an overt sexual offer or threat, so interfere with a wom-
an’s ability to work that it rises to the level of workplace discrimination. 
Unfortunately, this is not a very clear guideline, ethically or legally. It seems 
to allow both too many and too few cases into the category of unjust sexual 
discrimination. 

 This guideline seems to allow too many cases because it can treat rela-
tively innocent and benign banter or fl irtation as unjust and illegal discrimi-
nation. To be illegal, the conduct need not have the “purpose” of interfering 
with a woman’s ability to work, only the actual effect. But this means that the 
illegal behavior can be determined not according to some public and objec-
tive standard, but according to the subjective perception of the alleged vic-
tim. Thus, a relatively prudish older woman might be terribly offended by 
language or conduct that younger men and women fi nd benign. In such a 
case, the guidelines could be read as holding that as long as a woman fi nds a 
co-worker’s conduct offensive enough to interfere with her work, it is harass-
ment whether or not it was intended to be so. Such a standard surely would 
be unfair to employers if they were held legally liable every time a female 
employee  felt  harassed. 

 To address this issue, courts have relied on a concept traditionally called the 
 reasonable man  standard. According to this standard, the guidelines’ language of 
“reasonableness” must be emphasized so that the conduct must have the effect 
of “ unreasonably  interfering” with work. This standard prevents allowing the 
victim’s perceptions to be the sole determination of harassment. On this stan-
dard, illegal harassment occurs only if a reasonable man would fi nd the con-
duct severe enough to interfere with work. Of course, the legal community has 
moved away from the language of reasonable  man  in recent decades, instead 
preferring to use a reasonable person standard. But herein lies a challenge. Do 
men and women differ over what constitutes unreasonable conduct of a sexual 
nature? Might a reasonable  woman  standard differ from a reasonable man on 
these cases and, if so, which should be used to determine the seriousness of the 
harassment? 

 Further, as we discussed in chapter 10, the  reasonable person  standard itself 
is ambiguous. Sometimes it is interpreted as an  ideal  standard that establishes 
a norm or objective criterion which people would adopt if they were to be rea-
sonable (i.e., if they had the relevant facts, considered the issues objectively and 
carefully, and so forth). At other times, it is interpreted as an  average  or normal 
person standard, with the recognition that in fact and on average, people do not 
always act in thoughtful, informed, and reasonable ways. Thus, we can envi-
sion four separate categories for interpreting this reasonable standard: the ide-
ally reasonable person, the average reasonable person, the ideally reasonable 
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women, and the average reasonable women. Which standard ought to be used 
when judging the severity of workplace harassment? 

 There are two good reasons for making the shift from  person  to  women.  First, 
as might be suggested by the fact that the “person” standard has until only re-
cently been the “man” standard, we should be alert to the possibility that “per-
son” is simply a disguised version of “man.”  10   In a society, and especially in the 
workplace that remains very male oriented, the reasonable person standard can 
have the effect of simply maintaining the status quo. What, for example, would 
a reasonable person expect of the workplace at a construction site except rough 
behavior and crude language? If such behavior is normal, then a reasonable 
person who accepts a job there should not expect anything different. 

 This view was adopted by Judge Keith in a dissenting opinion in the case of 
 Rabidue v. Osceola Refi ning Co.  Judge Keith argued that “unless the outlook of the 
reasonable women is adopted, the defendant as well as the courts are permitted 
to sustain ingrained notions of reasonable behavior fashioned by the offenders, 
in this case, men.” In a situation in which the norm is one of prejudice or dis-
crimination, adopting a “normal” standard for judging behavior is unlikely to 
adequately address injustice. 

 Of course, this concern is more telling against the “average” interpreta-
tion of reasonableness than it is against the “ideal” interpretation. A second 
concern seems to count against both, however. A second reason for adopting 
this standard appeals to what seems to be true in fact. When it comes to sexu-
ality and sexual relationships, women and men do seem to perceive sexual 
experiences differently. Just as racial or ethnic epithets are perceived differ-
ently by different races and ethnic groups, so, it seems, is verbal and physical 
conduct of a sexual nature. If this is so, then society can address discrimina-
tory harassment only by acknowledging that disenfranchised groups can be 
harmed by conduct that the “average” person thinks is “normal.” (Consider, 
for example, how the “reasonable man” standard as applied in the Deep South 
in 1950 might have perceived the offensiveness of referring to an African Amer-
ican man as “boy.”) If “reasonable” is interpreted as the ideal rather than aver-
age model, then we could hold persons responsible for what they should have, 
although perhaps have not in fact, known about how their conduct would be 
interpreted by others. 

 But there are also reasons to hesitate about a shift to a reasonable women 
standard. First, it can reinforce the kind of sexual stereotyping and paternalism 
that we should be rejecting. Women can be perceived as more sensitive, fragile, 
and delicate than men and thus they deserve extra protection from the rough 
and tough workplace. This can also create a dilemma for women in the work-
place. On one hand they are perceived as delicate creatures who need protec-
tion, and thus in some ways don’t belong in tough masculine workplaces such 
as construction sites or corporate board rooms. On the other hand, if they do 
take a job and try to fi t in, they are perceived as “one of the guys” who don’t 
qualify for protection from harassment. 

 A second reason to hesitate about a shift to a reasonable woman standard 
is that it may create an unfair situation for men. If women and men do perceive 
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sexual situations differently, and if the average man truly does not perceive 
harassing situations as harassment, then it would appear unfair to hold men re-
sponsible for conduct that is unintended and misunderstood. If the gap between 
different perspectives is unbridgeable—if men not only do not but cannot un-
derstand from a women’s perspective—then it would surely be unfair to hold 
men and their employer responsible for conduct that they could not understand 
to be harassment. If, as seems more reasonable, the gap can be bridged, then 
it seems more reasonable to hold men and employers responsible. But, once 
again, this means that this criticism is more telling against the average or nor-
mal standard than it is against the ideal, normative standard of reasonableness. 
On the ideal standard, even if men do not fully understand that they conduct 
harassment, one would hold them responsible because, if they were thoughtful 
and refl ective, they should have known. 

 These considerations suggest that at least one version of the reasonable per-
son standard might be defensible. Interpreted as an ideal of how any person, 
male or female, should think and reason before acting, the reasonable person 
standard would seem adequate.    

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 By all accounts, the City of New Haven made a good faith effort to end discrimi-
nation, secure equal opportunity, and support a diverse workforce.  As a public 
employer in a racially and ethnically diverse city, this would be the obvious 
ethically and politically right thing to do.

Section 11.2 noted that the word “discrimination” has different meanings 
in the context of workplace equality.  In one sense, it refers to attitudes of preju-
dice, bias, or bigotry based on such characteristics as race, ethnicity, gender, 
religion. Yet, even when such attitudes are not present, discrimination can occur 
when differences in treatment are systematically tied to the characteristics of 
race, ethnicity, gender, or religion. That is, even if there is no one intention-
ally biased in hiring and promotion decisions, when the results of those deci-
sions provide demonstrably biased results, discrimination can still occur. Some 
 observers call this “institutional bias” or “structural bias” to indicate that the 
discrimination is the result of institutional or organizational structure rather 
than individual intentions. 

The City of New Haven was, effectively, concluding that its promotion 
exams were an example of institutional or structural bias. No one was inten-
tionally denying promotions to African American or Hispanic fi refi ghters.  But, 
because the exam had the same result  as if someone was intentionally discrimi-
nating, those test should be invalidated as biased.

But the white fi refi ghters argued that the result of invalidating the test was 
exactly the same type of discrimination: individuals were denied promotions, 
not due to biased intentions, but because the results demonstrated a burden 
being placed on individuals solely because of their race. They argued, persua-
sively according to the Supreme Court, that had the results been exactly the 
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opposite and had white fi refi ghters been disproportionately prevented from 
promotion, the city would not have invalidated the results. Thus, in their view, 
the city was guilty of discrimination, this time in reverse. As you refl ect on 
this case, consider how the treatment of white fi refi ghters under these circum-
stances would be similar, and different, from the treatment of African American 
fi refi ghters under the same circumstances. How would the cases be different? 
What role does history and past practice play in this determination? If bias 
does not explain the different results, what does? Were the tests fair, both in 
the sense of impartiality and in the sense of being a reasonable determination 
of job qualifi cations? How else would one determine the fairness of the tests if 
not by looking at their results?  Would your judgment of this case be different 
if those denied promotion had been women rather than African Americans? 
What if Jewish job applicants disproportionately failed promotion tests while 
Christians passed?  What if gay men systematically failed  at higher rates than 
heterosexual men, how would your judgment change, if at all?    

  CHAPTER REVIEW QUESTIONS 

    1. What reasons, other than intentional discrimination, might explain the in-
equality of wages, employment, and positions of status?  

   2. Distinguish among  equal opportunity, affi rmative action,  and  preferential 
treatment.   

   3. When might discrimination in the workplace be justifi ed? Might discrimi-
nation on the basis of gender or race ever be justifi ed?  

   4. How would you distinguish between  gender harassment  and  sexual 
harassment?   

   5. Should the severity of workplace harassment be determined solely from 
the point of view of the victim? Is this fair to the accused harasser?  

   6. Is there a difference between a  reasonable woman  and a  reasonable man?     

  ENDNOTES 

 1All labor fi gures are from “Report on the American Workforce 2001,” published by the 
Bureau of Labor Statistics, U.S. Department of Labor. 

2 Population data is from “Statistical Abstract of the United States, 2000: The National 
Data Book” (Census Bureau, 2000). 

3 See “Women in Medicine,” American Medical Association 1993, and Bureau of Labor 
Statistics, “Current Population Survey—1963–1993.” 

4 Report on “the American Workforce 2001,” published by the Bureau of Labor Statistics, 
U.S. Department of Labor; Equal Employment Opportunity Commission, “Job Pat-
terns for Minorities and Women in Private Industry,” 1991; Glass Ceiling Commis-
sion, “Good Business: Making Full Use of the Nation’s Capital,” March 1995. 

5 For the overall wage gap fi gures, see “The Wage Gap,” National Committee on 
Pay Equity, and Bureau of Labor Statistics, “Current Population Survey,” 2000. 
The Stanford study can be found in Bette Woody and Carol Weiss, “Barriers to 



Diversity and Discrimination 267

Workplace Advancement,” Report to the Department of Labor, Glass Ceiling Com-
mission, December 20, 1993. The AMA data is from American Medical Association, 
“Women in Medicine in America,” 1991. 

6 See “Futurework: Trends and Challenges for Work in the Twenty-fi rst Century,” 
U.S. Department of Labor, 1999. 

7 “ Amicus Curiae  Brief in Support of the University of Michigan,” General Motors Corpo-
ration, July 17, 2000, in  Grutter/Gratz v. The Regents of University of Michigan.  

8 Something very close to this, in fact, occurs in automotive drag racing. Based on past 
performances and ability, one car is given a head start in the race. Thus, to make 
the race fair, an initial disadvantage is offset by granting one an extra advantage. 
What appears to be an unfair head start is, in actuality, a requirement of equal 
opportunity. 

9 In one of the very fi rst cases of sexual harassment,  Barnes v. Train  (1974), the courts 
ruled against the woman because the workplace mistreatment was not “based on 
the plaintiff’s sex” but on the fact that she refused to engage in a sexual relation-
ship with her supervisor. While such behavior was inexcusable, it was not sexual 
discrimination. 
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12     C H A P T E R 

 International Business 
and Globalization 

   L E A R N I N G  O B J E C T I V E S 

  After reading this chapter, you will be able to:  

 • Describe the range of ethical issues arising in a global business context; 

 • Analyze the issue of ethical relativism in a global setting; 

 • Describe the application of human rights to international business; 

 • Explain the ethical issues involved in globalization; 

 • Describe business’s role and ethical responsibilities in an increasingly global 

economy.    
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    DISCUSSION CASE: Google and Doing Business in China

In January 2006, Google announced plans to launch Google.cn, a version 
of their search engine in China. The decision was immediately met with 

widespread criticism because, in order to operate in China, Google agreed to 
abide by censorship rules imposed by the Chinese government. This decision 
appeared to be a retreat from the core values of a company whose well-known 
corporate motto is “Don’t be evil” and whose mission includes the promise to 
“expand access to information.” In testimony before the United States Congress 
in February 2006, Elliot Schrage, vice president, Global Communications and 
Public Affairs at Google, explained their decision as follows:

Figuring out how to deal with China has been a difficult exercise for Google. 
The requirements of doing business in China include self-censorship—something 
that runs counter to Google’s most basic values and commitments as a com-
pany. Despite that, we made a decision to launch a new product for China—
Google.cn—that respects the content restrictions imposed by Chinese laws and 
regulations. Understandably, many are puzzled or upset by our decision. But 
our decision was based on a judgment that Google.cn will make a meaningful—
though imperfect—contribution to the overall expansion of access to informa-
tion in China.

Until 2006, Google existed in China only in the sense that Chinese citizens with 
Internet access could access a Chinese-language version of Google hosted by 
Google in the United States. In 2002, Google began to learn about delays in 
its Chinese-language service and interruptions of its availability to Chinese 
users. Late in 2002 Google learned that its service was completely unavailable 
in China. In Schrage’s words:

We faced a choice at that point: hold fast to our commitment to free speech (and 
risk a long-term cutoff from our Chinese users), or compromise our principles 
by entering the Chinese market directly and subjecting ourselves to Chinese 
laws and regulations. We stood by our principles, which turned out to be a 
good choice, as access to Google.com was largely restored within about two 
weeks.

However, we soon discovered new problems. Many queries, especially 
politically sensitive queries, were not making it through to Google’s servers. 
And access became often slow and unreliable, meaning that our service in 
China was not something we felt proud of. Even though we weren’t doing any 
self-censorship, our results were being filtered anyway, and our service was 
being actively degraded on top of that. Indeed, at some times users were even 
being redirected to local Chinese search engines. Nevertheless, we continued 
to offer our service from outside China while other Internet companies were 
entering China and building operations there.

A bit more than a year ago, we decided to take a serious look at China 
and reassess whether our approach there was the best strategy. We spent a lot 
of time talking to Chinese Internet experts and users, scholars and academics 
inside and outside China, respected “China hands,” human rights groups and 
activists,  government officials, business leaders, as well as our own Chinese 
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employees. From those discussions, we reached the conclusion that perhaps 
we had been taking the wrong path. Our search results were being filtered; 
our service was being crippled; our users were flocking to local Chinese alter-
natives; and, ultimately, Chinese Internet users had less access to information 
than they would have had.

The decision to move forward in China began by reflecting on Google’s four 
core corporate value principles: Don’t be evil; satisfy the interests of users; 
expand access to information; and, be responsive to local conditions. The result, 
according to Schrage, was that: 

. . . we decided to try a different path, a path rooted in the very pragmatic 
 calculation that we could provide more access to more information to more 
Chinese citizens more reliably by offering a new service—Google.cn—that, 
though subject to Chinese self-censorship requirements, would have some sig-
nificant advantages. Above all, it would be faster and more reliable, and would 
provide more and better search results for all but a handful of politically sensi-
tive subjects. We also developed several elements that distinguish our service 
in China, including:

• Disclosure to users—We will give notification to Chinese users whenever 
search results have been removed. 

• Protection of user privacy—We will not maintain on Chinese soil any ser-
vices, like e-mail, that involve personal or confidential data. This means 
that we will not, for example, host Gmail or Blogger, our e-mail and blog-
ging tools, in China. 

• Continued availability of Google.com—We will not terminate the availability 
of our unfiltered Chinese-language Google.com service. 

Schrage concluded by saying that “we will carefully monitor conditions in 
China, including new laws and other restrictions on our services. If we deter-
mine that we are unable to achieve the objectives outlined we will not hesitate 
to reconsider our approach to China.”

From 2006 until the first weeks of 2010, Google.cn continued to operate in 
China, abiding by Chinese censorship restrictions and by these internal rules. 
However, in December 2009 Google experienced a significant cyber attack on 
its operations. They were able to identify that the attack originated from China, 
that it had successfully breached their security, that many other large corpora-
tions in finance, technology, the Internet, media, and the chemical industries 
had similarly been attacked, and that the attack had resulted in the loss of some 
intellectual property. 

In early January, Google released a statement that said that they now had 

. . . evidence to suggest that a primary goal of the attackers was accessing the 
Gmail accounts of Chinese human rights activists. Based on our investigation 
to date we believe their attack did not achieve that objective. Only two Gmail 
accounts appear to have been accessed, and that activity was limited to account 
information (such as the date the account was created) and subject line, rather 
than the content of e-mails themselves. . . . As part of this investigation we 
have discovered that the accounts of dozens of U.S.-, China- and Europe-based 
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Gmail users who are advocates of human rights in China appear to have been 
routinely accessed by third parties. These accounts have not been accessed 
through any security breach at Google, but most likely via phishing scams or 
malware placed on the users’ computers.

As a result, Google announced that it was reviewing the decision to operate in 
China.

These attacks and the surveillance they have uncovered—combined with the 
attempts over the past year to further limit free speech on the Web—have led 
us to conclude that we should review the feasibility of our business operations 
in China. We have decided we are no longer willing to continue censoring our 
results on Google.cn, and so over the next few weeks we will be discussing 
with the Chinese government the basis on which we could operate an unfil-
tered search engine within the law, if at all. We recognize that this may well 
mean having to shut down Google.cn, and potentially our offices in China.

In an interview with Newsweek magazine, Google CEO Eric Schmidt was 
asked if this decision would violate his “fiduciary responsibility to your share-
holders to maximize profits.” His response was:

When we filed for our IPO, we attached to the document a statement about 
how we wanted to run our business. We said we were going to be different. 
We said that we were going to be motivated by concerns that were not always 
or strictly business ones. This is an extension of that view. This was not a busi-
ness decision—the business decision obviously would have been to continue to 
participate in the Chinese market. It was a decision based on values. We tried 
to ask what would be best from a global standpoint.

DISCUSSION QUESTIONS

 1. Should Google continue to operate in China under the censorship rules 
established by the Chinese government? Why or why not?

 2. Do you agree that the obvious “business decision” would be to continue 
to participate in China?

 3. What ethical issues are raised by this case?
 4. An old saying is that “when in Rome, do as the Romans do.” Do you agree 

that when doing business in China, one ought to operate according to 
Chinese laws?                 

   12.1 INTRODUCTION 

  Significant ethical issues are raised by an examination of the proper role of busi-
ness in international settings. Beginning in the 1970s, a number of dramatic and 
well-publicized cases highlight these ethical issues. In the early 1970s, American-
based International Telephone and Telegraph (ITT) was accused of widespread 
efforts to undermine the democratically elected Marxist government of Sa lvador 
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Allende in Chile. In the 1970s Nestle faced worldwide boycotts over question-
able marketing practices with infant formula in less-developed parts of the 
world. Throughout the 1970s and 1980s, Western, and particularly American, 
businesses came under pressure to withdraw from South Africa in protest of 
its racist apartheid government. In 1977 the United States federal government 
passed the Foreign Corrupt Practices Act which made it illegal for American 
multinational corporations to offer or pay bribes in order to do business in for-
eign countries. Widespread corruption and bribery scandals were the immedi-
ate cause of this law, and the continuation of such practices later led to the fall of 
governments in Japan and Italy. The 1990s witnessed extensive protests against 
international sweatshops and child labor used in the manufacture of clothing 
sold at K-Mart and shoes made by Nike. In 2001 worldwide protests against 
pharmaceutical companies changed the way AIDS drugs were sold and mar-
keted in Africa. In the late 1990s and early 2000s, massive and violent street 
demonstrations in Seattle, Washington, D.C., Genoa, and Prague protested the 
economic polices of the World Bank, International Monetary Fund, and the G8 
nations that, according to protesters, protect the profits of multinational corpora-
tions while exploiting the workers and environment of less developed countries. 

 This chapter will examine a range of ethical issues that confront international 
business. For simplicity’s sake, these issues will be organized into two groups. 
Some ethical issues arise on the level of businesses and business managers who 
must decide on the applicability of their own ethical standards in foreign lands. 
These issues raise questions of ethical relativism and cross-cultural ethical val-
ues. A second set of ethical concerns involve the range of topics grouped under 
the term globalization. These more macrolevel concerns arise not just for indi-
vidual businesses and managers, but quite literally for all citizens of every coun-
try in the world.   

  12.2 ETHICAL RELATIVISM AND CROSS-CULTURAL VALUES 

  Perhaps the most common issue faced by managers doing business in foreign 
lands stems from the realization that different cultures often have quite differ-
ent value systems. When these value systems conflict, business must choose 
whether to obey the values of their “home” country, or conform to local values 
and practices. On issues as diverse as equality for women and ethnic or racial 
minorities, health and safety standards for workers, the acceptability of bribes 
and kickbacks, and environmental standards, some international standards 
vary significantly from mainstream Western ethics. Given that significant finan-
cial benefits can result from following local ethical practices, it is tempting for 
business to take the step from cultural relativism to ethical relativism. Because 
cultures do differ in values, there is no reason for thinking that any one value 
system is more legitimate than others. Thus, when in foreign lands one should 
conform to local customs, even if that means accepting gender or racial apart-
heid, child labor, or bribery. The challenge of ethical relativism, it seems, arises 
in very practical terms in international business. 
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 But the challenge of ethical relativism, as described in chapter 2, does not 
withstand careful analysis. The  fact  that cultures have different values (cultural 
relativism) does not by itself imply that there are no objective standards for 
deciding between conflicting values (ethical relativism). Several of the more 
general objections to ethical relativism reviewed in chapter 2 can be brought to 
bear on this issue. 

 First, we should be careful not to conclude too quickly that diverse cultures 
do in fact hold diverse ethical values. Consider the case of doing business in 
Indonesia during the regime of President Suharto. Until Suharto’s regime was 
overthrown in 1998, in order to do business in Indonesia one had to form a part-
nership with a local Indonesian business. Most of the Indonesian businesses that 
formed such partnerships were owned or controlled by Suharto’s close associ-
ates or family members. Bribes, kickbacks, and extortion were commonplace. 
But now the question arises: In what sense were these practices “accepted” 
in Indonesia? They were widespread and commonly known, but to call them 
accepted is surely wrong. Indonesians who were not a part of the powerful elite 
accepted this corruption only in the sense that dissent and opposition could be 
met with violent and sometimes deadly reactions. The anticorruption reforms 
that followed Suharto’s overthrow are evidence that Indonesians share many 
values with the West. 

 There are many other cases in which apparent diversity of values disap-
pears upon closer examination. Corruption scandals that toppled governments 
in Japan and Italy demonstrate that acceptance of bribery and kickbacks in 
those countries was not as widespread as some would have thought. The fact 
that political and economic elites tolerate corrupt and unethical conduct, espe-
cially in cases where they are the very ones to benefit from that conduct, is 
hardly evidence to support the claim that what we take as unethical is ethically 
acceptable in other countries. 

 A second issue calls attention to a distinction between ethical principles 
and the application of those principles. Given different circumstances, conduct 
that might be condemned or excused in one context might be excused or con-
demned in another. But this fact would no more count in favor of ethical rela-
tivism than the fact that we make distinctions between premeditated murder 
and negligent homicide. Consider the different circumstances between a local 
business owner operating in a corrupt regime, and an American-based multi-
national corporation doing business in the same place. 

 Suppose that, in order to do business with the state-controlled phone com-
pany, one had to pay bribes in order to have phones installed. Failure to pay 
would result in long delays in getting phone service. For a local business, failure 
to pay bribes could literally mean the end of the business. Local firms typically 
have few other choices and thus it might make sense to excuse the payment 
of bribes in this circumstance. But note, excusing unethical behavior is not 
the same as justifying it. We do not say that bribery or extortion is justified or 
acceptable; only that, in such circumstances, payment of a bribe is understand-
able and perhaps excusable. However, given that multinational corporations 
are not at all in similar circumstances, excusing their similar behavior is much 
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less reasonable. Multinationals have many more choices available to them than 
are available to local businesses, not the least of which is to use their economic 
bargaining power to change the unethical practices. 

 A similar case might be made for low wages and unhealthy working condi-
tions in sweatshops. There is an important difference between a local farmer, 
who may only be making subsistence wages himself, paying low wages to farm 
workers, and a multinational agricultural business paying similar wages. The 
fact that local populations tolerate working conditions that the industrialized 
world would judge unacceptable does not mean that such conditions are ethi-
cally justified when doing business in that foreign land. 

 A third issue of international ethics concerns the virtue of integrity. Even in 
those cases in which a local culture holds values different from one’s own, a per-
son’s own integrity would require that one’s personal values not be abandoned.  1   
Integrity is that virtue that maintains a person’s own personal identity and char-
acter. One’s integrity preserves the very core of one’s self. To abandon one’s 
values in the face of disagreement or diversity is to undermine one’s integrity. 

 Consider doing business in a culture that treats women as second-class citi-
zens. Imagine that as a condition for doing business in this country, you will 
not be able to hire women for anything other than the most menial jobs, your 
own female employees will not be able to participate in negotiations with local 
firms, and they will not even be allowed out in public without a male escort and 
without their heads and faces covered. In these circumstances, one’s options 
seem to be either to abandon one’s own principles or stick to one’s principles 
and walk away from business in this culture. A person’s integrity surely counts 
against abandoning one’s principles in such circumstances. 

 This is not to say that one should never compromise or tolerate diverse val-
ues. But integrity does suggest that such questions are not to be decided solely 
on consequentialist, utilitarian, and economic grounds. Sometimes ethics asks 
that we act on principle. Such principles go a long way towards establishing 
who we are as a person. 

 A final observation calls attention to the fact that in many discussions of 
cultural relativism in international business, the values that are taken as unethi-
cal are those of the “other” culture. The assumption seems to be that the ethics 
of the industrialized Western democracies are a given, and the only question 
remaining is whether or not those values should be compromised when they 
conflict with the values of a local culture. Let us now reverse this assumption 
and consider how local cultures might be expected to compromise when they 
conflict with the values brought in by multinational corporations. 

 We will examine this issue in more depth in a later section of this chapter. 
For now, consider only how this is related to the question of value relativism. 
How often does the question of abandoning one’s own values to conform to 
local practices arise in situations where a multinational would be expected to 
abandon market and profit principles in order to conform? One could think of 
a number of circumstances where this could happen. The Mondragon region 
in Spain, as well as many other areas in Europe, have long traditions of worker 
ownership, worker co-ops, and workplace democracy. Many regions in Asia 
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have traditions of lifelong employment. Many agricultural regions throughout 
the world have long practiced sustainable farming and forestry techniques. 
Many cultures throughout the world deeply value communitarian social wel-
fare structures. Yet one seldom sees multinational corporations abandoning the 
profit motive so that they might better fit in with local cultural practices. 

 This suggests, at a minimum, a healthy dose of skepticism when one hears 
of a multinational business seeking to justify or excuse otherwise unethical con-
duct by appeal to local values and customs. When such appeals are advanced 
only when they contribute to the bottom line, we can take them for what they 
are: yet another instance where ethical responsibilities restrict self-interest. This 
fact alone is good reason not to abandon ethics in the face of a disagreement of 
values.   

  12.3 CROSS-CULTURAL VALUES AND INTERNATIONAL RIGHTS 

  If ethical relativism is not a coherent philosophical position, the question 
remains: Are there any values which can reasonably be applied across cultures? 
Nonrelativists answer yes. Philosopher Tom Donaldson, for example, describes 
both “minimalist” and “maximalist” answers to this question. We’ll follow 
Donaldson’s framework to investigate this issue.  2   

 A minimalist approach, according to Donaldson, holds that business is free 
to pursue its economic interests as long as certain minimal moral rights are 
not violated in the process. Reminiscent of the moral minimum approach to 
corporate social responsibility described in chapter 3, the minimalist acknowl-
edges only “negative duties” to cause no harm. Once these minimal conditions 
are met, corporations fulfill their ethical responsibilities by meeting their eco-
nomic goals of producing goods, services, jobs, and profits for their consum-
ers, employees, and shareholders. A maximalist approach believes that, given 
the influence, power, and resources that multinational corporations enjoy, they 
have a responsibility to provide positive benefits and support for the commu-
nities in which they operate. Both views agree that there are ethical standards 
that can be applied cross-culturally. Minimalists conclude that those values 
are minimal negative duties; maximalists argue for more extensive positive 
responsibilities. 

 In his own writings, Donaldson seems to provide a good example of the 
minimalist position. Donaldson argues that fundamental human rights can pro-
vide the basis for a list of international responsibilities for business. Citing such 
international documents as the United Nations’s  Universal Declaration of Human 
Rights,  Donaldson suggests that there exists, in fact, a wide consensus on a vari-
ety of cross-cultural and universal values. Such universal rights provide the 
framework for the ethical responsibilities of international business. Among the 
rights that Donaldson describes are the following:

    1. The right to freedom of physical movement.  
   2. The right to ownership of property.  
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   3. The right to freedom from torture.  
   4. The right to a fair trial.  
   5. The right to nondiscriminatory treatment.  
   6. The right to physical security.  
   7. The right to freedom of speech and association.  
   8. The right to minimal education.  
   9. The right to political participation.  
  10. The right to subsistence.    

 Donaldson admits that there is room for dispute concerning the details of 
application or the range of such rights. Nevertheless, such rights would cre-
ate duties for others—individuals, corporations, and governments—to respect 
those rights. A useful exercise would be to review some of the international 
ethical controversies mentioned at the start of this chapter and consider if 
recognizing such rights would help in the analysis of these problems. Would 
multinational businesses have acted differently if they were committed to such 
international human rights? 

 One of the major challenges to this minimalist approach is that it does not 
seem to explain why the responsibilities correlated with these rights should 
fall on the shoulders of multinational business. Many of these duties would 
seem more appropriately to belong to government and not private business. 
Further, given the fact that these rights are, in theory if not always in practice, 
already acknowledged cross-culturally, the minimalist approach does not seem 
to provide much help when cultural values conflict. International business eth-
ics should provide guidance for business managers when their home country 
values come into conflict with those of the host country. For these and other 
reasons, some observers defend a more extensive and specific list of interna-
tional business responsibilities. 

 Philosopher Richard DeGeorge has offered 10 such ethical guidelines that 
he believes can be applied cross-culturally.  3   According to DeGeorge’s analysis, 
multinational corporations should

    1. Do no intentional direct harm.  
   2. Produce more good than harm for the host country.  
   3. Contribute by their activity to the host country’s development.  
   4. Respect the human rights of their employees.  
   5. Respect the local culture and work with and not against it.  
   6. Pay their fair share of taxes.  
   7. Cooperate with the local government in developing and enforcing just 

background institutions.  
   8. Recognize that majority control of a firm carries with it the ethical respon-

sibility for the actions and failures of the firm.  
   9. Make sure that hazardous plants are safe and run safely.  
  10. When transferring hazardous technology to less-developed countries, be 

responsible for redesigning such technology so that it can be safely admin-
istered in the host country.    
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 There seems to be two general ways to interpret and justify such a list 
of positive responsibilities to host countries. One could argue that such a list 
amounts simply to the application of more general minimalist duties. Thus, 
for example, the duty that stems from the right to physical security entails a 
responsibility for businesses that deal with hazardous materials or technol-
ogy to take steps to ensure that people are protected from such hazards. From 
this perspective, the minimalist approach outlines general rights and respon-
sibilities. The maximalist strategy is to specify in more detail the implications 
that these rights and duties have for businesses operating internationally. This 
approach seems to work for several more specific international responsibilities 
for business. 

 A second interpretation of these maximalist responsibilities understands 
them being derived from an implicit social contract between multinational 
businesses and the host countries. Such responsibilities arise as part of the 
implied contract. As in any contract, parties enter into them only if they can rea-
sonably expect to benefit from the agreement. A multinational business enters 
a foreign country only if it believes that it will reap a net benefit from such a 
move and host countries are justified in similar expectations. Multinationals are 
allowed to operate in a country if and only if that host country can expect more 
good than harm from the arrangement. Once again, this interpretation seems to 
make sense of many of the maximalists’ list of responsibilities.   

  12.4 GLOBALIZATION AND INTERNATIONAL BUSINESS 

  We shift now to a more macrolevel analysis of business’s international respon-
sibilities. Ethical issues surrounding globalization have taken center stage in 
discussions of international relations within just the last few years. What are 
these ethical issues and what role and responsibilities do multinational busi-
nesses have in these issues? 

 Even as recently as a decade ago, a discussion about globalization and inter-
national trade would have been unusual in a text on business ethics. Interna-
tional relations have traditionally been understood solely in terms of relations 
between states. These issues were more at home in political science and macro-
economics than in business management. Such an approach is no longer ade-
quate in the opening years of the twenty-first century. Decisions made within 
businesses can have as great an influence on international affairs as those made 
within government. In fact, many of the criticisms of globalization cite this as 
one of the central problems of worldwide economic integration. In the view 
of some critics, decisions made by unelected corporate officials motivated by 
profit and self-interest have replaced the decisions made by political officials 
who, in democratic lands at least, should be motivated by the best interests of 
their citizens. 

 What is globalization? As street demonstrations from Seattle to Prague 
to Genoa have shown, this term carries powerful political and ethical conno-
tations. In the most straightforward sense,  globalization  refers to a process of 
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international economic integration. While international trade and cooperation 
have existed for as long as there have been nations, this process of international 
economic integration has become increasingly more common and has accel-
erated in just the last decade or two. International trade agreements such as 
the General Agreement on Tariffs and Trade (GATT) and the North American 
Free Trade Agreement (NAFTA) opened borders to freer trade. The continuing 
integration within the European Union, including the adoption of a single cur-
rency (the Euro) beginning in 2002, has turned Europe into what is essentially a 
single economy. International loans from the World Bank have supported major 
development projects throughout the world. Monetary policies established by 
the IMF have made it increasingly easy for capital to flow between countries. 
Perhaps less slowly, immigration policies are making the international flow of 
people and labor easier. Recent economic recessions in Japan and the United 
States, along with currency devaluations in Mexico and Argentina, testify how 
interdependent the world’s economies truly are. 

 The ethical case for free trade and international economic cooperation has 
been widely accepted by governments, industry, and economists. The major 
argument in favor is a more generalized version of the market argument we 
examined in chapters 2 and 3. The pursuit of profit within social and economic 
arrangements that secure free and open competition will allocate resources to 
their most highly valued uses and distribute those resources in ways that will 
produce the greatest good for the greatest number of people. Globalization is the 
process of extending this free and open competition beyond national borders. 
International competition for labor, jobs, goods and services, natural resources, 
and capital will, over time, increase the overall well-being of everyone. 

 Two corollaries of this view are worth mentioning. First, the economic 
growth and development that flows from more free and open trade is thought 
to be the most effective way to improve the well-being of the most impover-
ished people in the world. International economic integration, according to 
defenders of globalization, is an essential step in worldwide economic growth 
and only this growth can adequately address worldwide poverty and depri-
vation. Second, defenders of this process argue that economic integration is a 
major impediment to conflict. The more countries cooperate economically, the 
less likely they will be to fight militarily. Thus, globalization is seen as a major 
step in reducing both poverty and the possibility of war.  4   

 As we saw in the opening discussion case for this chapter, a variety of pub-
lic interest groups so disagree with these arguments that they have been will-
ing to take to the streets to demonstrate against globalization. Advocates from 
organized labor, environmentalism, human rights groups, and pro-democracy 
organizations reject the ethical legitimacy of continued international economic 
integration. To help analyze these arguments, we can organize them into three 
categories: globalization harms rather than benefits the poor; globalization 
encourages a “race to the bottom” of environmental, health, safety, and work-
place regulation; globalization undermines rather than supports equal rights 
and self-determination.   
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  12.5 GLOBALIZATION AND THE POOR 

  The general outlines of the market-based argument are familiar by now. A free, 
competitive, and open international market will lead to a more efficient and 
optimal distribution of economic goods and services. More people will get 
more of what they most desire and hence more people will be better off than 
otherwise. We have seen versions of this argument at several points throughout 
this text. Is it a sound argument? 

 Part of the difficulty analyzing this argument stems from the realization 
that it involves both empirical and conceptual/ethical questions. The empirical 
question asks whether or not living standards, particularly among the poor and 
less-developed nations, improve under conditions of international economic 
integration. The conceptual and ethical questions examine the sense in which 
people are thought to be “better off” with economic growth. 

 The answer to the empirical question is ambiguous. Consider what the 
theory predicts will happen in the labor market. Jobs should be exported to 
countries with less expensive labor. In industrialized countries, this will most 
likely mean that jobs of the lowest-paid workers will be lost (it would be 
unlikely that poor countries will have a surplus of skilled and professional 
workers looking for employment). In turn, this will tend to depress wages in 
the industrialized countries, again particularly among the lowest-paid work-
ers. The theory suggests that, as consumers, these unemployed or underem-
ployed workers will also benefit by lower costs for the goods and services 
imported from the country to which jobs have been exported. It would also 
predict that, over time, the increased economic growth of the poorer country 
will increase the demand for industrial goods and thus create jobs back in the 
industrialized countries. In the meantime, the displaced workers would surely 
be suffering. 

 As we have seen before, the market argument is utilitarian. The recipient 
of the beneficial consequences is the collective “greatest number of people” and 
this can disregard the harms done to individuals in the process. Even if the the-
oretical “overall” benefits will occur, many  actual  individuals and their families 
may be harmed in the process. Empirically, no doubt there are specific identifi-
able workers who have been hurt by the movement of jobs out of their home 
country. The theoretical question is whether or not other workers have been 
benefited by new jobs created elsewhere in the country. The ethical question is 
whether such benefits outweigh the harms. 

 It would be worthwhile at this point to reflect back upon the story of Mal-
den Mills and Aaron Feuerstein. Exporting production and labor would have 
been the recommended action under free market theory. Many workers and 
communities in the region around Malden Mills had already been hurt by the 
export of textile jobs to other regions and other countries. Feuerstein chose not 
to do that because no amount of theoretical benefits could outweigh the actual 
obligations he owed to his long-term loyal employees and the community in 
which they all lived. 
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 What about workers in the poorer country? Are they not benefited from the 
jobs created by free trade? The answer to this question is at least as much con-
ceptual and ethical as it is empirical. Defenders of free trade argue that workers 
in poor countries are benefited because new jobs make them better off than 
they were previously. Critics charge that many exported jobs pay bare subsis-
tence wages and create sweatshop conditions. This challenge raises conceptual 
questions on both individual and national levels. 

 Market theory tells us that these newly employed workers are better off 
because they have chosen to take these jobs, and individuals would not choose 
to do something if the harms are greater than the benefits. In a relative sense, 
this seems true. People whose options are utter poverty or long hours at subsis-
tence wages under sweatshop conditions will likely choose to work. They are 
better off than they otherwise would have been. Critics respond that the choice 
to work under such conditions is little more than extortion and exploitation by 
business. “Your money or your life” is also a choice, but it is not one interna-
tional business should aim to emulate. Someone who chooses to surrender her 
money to an armed robber is also relatively better off than she otherwise would 
have been, but this fact does not justify the actions of the robber. 

 What, then, are the ethical responsibilities of international business to their 
employees in both host countries? In general, we should conclude that they 
are similar to their responsibilities to employees in their home countries. Obvi-
ously, if wages and benefits are very similar in the host countries, there will be 
no incentive to export jobs in the first place. This not only defeats the purpose 
of free trade, it also means that workers in host countries receive no benefits at 
all. On the other hand, we need to recognize that human beings are not merely 
“factors of production” whose value is determined by labor markets. Wages and 
benefits somewhere between those paid in the home country and the minimal 
wages that will get people to work in the host country seem required. One pro-
posal would be to pay wages at rates comparable, given the differing standards 
of living between home and host countries, to those paid in the home coun-
try. For example, independent economic indicators could be used to determine 
how minimum wage in the home country would translate into the economy 
of the host country. Fair wages would be determined comparably, rather than 
being left to labor markets alone to determine. If it takes two people earning 
minimum wages to support a family of four just above the poverty level in the 
United States, a minimum wage in the host country would be similarly deter-
mined. Such an approach would benefit the business by still attaining employ-
ees at lower costs but would pay those employees a fair wage. 

 In practice, many international businesses do not directly employ workers 
in the host countries. Many rely on local firms and independent contractors to 
supply workers. There are many reasons for doing this, some less ethical than 
others. Hiring individuals to sew clothing or shoes and paying them as “inde-
pendent contractors” on a per-item basis may be little more than a smokescreen 
for avoiding responsibility for fair wages and benefits. As independent contrac-
tors they supposedly are responsible for the terms and conditions of their own 
employment. A reasonable principle is that if an international business wants to 
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benefit from less costly local labor, they should take full and direct responsibil-
ity for how those workers are treated. The most obvious means for doing this is 
to hire these people directly. 

 Returning to the more general question, overall are local national econo-
mies in host countries harmed or benefited from the arrival of international 
business? Further, given the overwhelming poverty in many areas of the world, 
what alternative to freer trade and further economic integration is likely to be 
as effective in alleviating poverty and economic deprivation? 

 I do not think that specific and unqualified answers to these questions 
are possible or reasonable. The type of sustainable economic development as 
described in chapter 10’s treatment of environmental responsibilities would be 
one place to start. Generally, market economies have the potential to create tre-
mendous economic growth in poor countries; ethical responsibilities require 
that businesses which seek to benefit from that growth not do so by exploiting 
the human and natural resources of host countries. 

 But there is a major conceptual issue in the background to these questions. 
Even if it is true that freer trade and greater international economic integra-
tion can improve the economic well-being of  any  nation that adopts free trade 
and free market policies, it does not follow that these policies can improve the 
economic well-being of  all  countries. Logicians call the inference from what is 
true of parts to the conclusion that it is also true of the whole the fallacy of com-
position. It does not follow that if any poor country can improve its economy 
through exports, all poor countries can improve economically through exports. 
For example, if every poor country tried to import low-paying jobs and increase 
exports, the demand and price of both would be driven down. Policies that may 
benefit individual nations when adopted individually might have the effect of 
harming all nations that adopt them simultaneously.   

  12.6 “RACE TO THE BOTTOM” 

  A second set of ethical challenges to global economic activity is that freer trade 
and economic integration creates incentives to weaken or do away with envi-
ronmental, labor, health, and safety regulations. Such regulations constitute 
“barriers to trade” and, given competition for economic growth, countries will 
have strong incentives to be the first to offer multinational corporations less 
regulation and restrictions. There will, in terms used often by critics, be a “race 
to the bottom” of regulation. 

 There are numerous examples of local environmental or labor standards 
being successfully challenged by competing countries as violations of free 
trade agreements such as GATT or NAFTA.  5   Consider, for example, the type 
of workplace health and safety regulations required by OSHA and examined 
in chapter 6. Such regulations raise the costs of doing business in the United 
States. This creates an incentive for a business to move jobs out of the United 
States to countries without such protections. Traditionally, a country in that 
situation might impose tariffs on imports from the other country as a means to 
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offset higher local prices that result from regulations. Under free trade agree-
ments enforced by the WTO, such tariffs are no longer permissible. The result 
is that the home country faces competitive pressures to eliminate health and 
safety regulations so that its industries can compete more effectively under the 
rules of free trade. Local regulations are a barrier to the ability of local busi-
nesses to compete in world trade. (Considerations such as these and the export 
of jobs as described in the previous section go a long way to explain why labor 
groups have been at the forefront of globalization protests.) 

 Consider also how environmental regulations create barriers to free trade. 
In 1992 the United States Congress passed a law that prohibited the sale of 
tuna that was not harvested by methods that protected dolphins. Dolphin-free 
tuna nets are an available, but costly, option. In 1999 the WTO prohibited the 
United States from enforcing this law because it created an unfair barrier to 
tuna imports. Another example involves the European Union’s attempt to ban 
imports of hormone-treated beef. The United States appealed this decision to 
the WTO claiming it was an unfair barrier to free trade. The EU now faces the 
threat of trade sanctions if they refuse to abandon this ban. 

 The point is that regulation on economic activity for any ethical reason—
to protect the environment, workers, family farms, domestic industries, or 
consumers—is likely to be judged a barrier to free trade. Given worldwide 
commitment to free trade agreements, there is a strong incentive to aban-
don these regulations. It is easy to understand how this would and should 
occur in theory. Well-publicized cases provide examples of how it occurs in 
fact. But the empirical evidence is less clear.  6   The trend over recent decades, 
admittedly the time at which globalization was just beginning to grow, is 
that environmental, workplace, and consumer regulation has been increas-
ing rather than decreasing in both wealthy and poor countries.  7   A fair assess-
ment seems to be that there are and will remain strong incentives working 
against local environmental, labor, and consumer regulation. Free trade 
agreement and the WTO will be the major engines for such deregulation. 
Nevertheless, strong worldwide political consensus on such values mitigates 
against them. 

 Perhaps the only responsible position to take on international free trade is 
one that parallels the familiar ethical restrictions placed upon markets within 
national borders. No economic market exists in a vacuum. Even in theory, mar-
kets require extensive background conditions (free and open competition, per-
fect information, legally enforceable and tradable property rights, rationally 
self-interested agents, and so forth) to function. In practice, of course, actual 
markets never attain the perfection described by theory. In recognition of this, 
nongovernmental agencies such as the World Bank, the WTO, and the IMF, and 
the governments that support them, must acknowledge that “free” markets and 
“free” trade must be regulated by considerations of fairness and social justice. 
Environmental, labor, consumer, and other ethical regulations set the moral 
minimum from which market competition can then commence. Widespread 
international agreement on such regulation is possible, as the Montreal Protocol 
(limiting manufacture of CFCs to protect the atmospheric ozone layer) and the 
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Kyoto Agreement (yet to be endorsed by the United States) have shown. Such 
regulations are not barriers to fair and open competition if they are accepted 
and endorsed universally. They establish the context in which markets can then 
be left to operate. 

 One ethical responsibility for business that follows from this echoes the 
environmental responsibility for business defended by Norman Bowie and 
discussed in chapter 10. If social regulation is to set the minimally acceptable 
conditions on market transactions, and if these regulations are accurately to 
reflect the ethical consensus of citizens, business ought to refrain from trying to 
influence such policies. Society, through its political institutions, should set the 
ethical and legal guidelines under which business is allowed to operate. This 
can occur internationally as well as nationally.   

  12.7 DEMOCRACY, CULTURAL INTEGRITY, 
AND HUMAN RIGHTS 

  Another set of criticisms is that increased global economic integration threat-
ens deeply held noneconomic values. Critics charge that institutions such 
as the WTO, World Bank, and IMF are themselves undemocratic bureaucra-
cies that threaten the political values of democracy and self-determination in 
both poor and industrialized countries. A corollary to this is often that private 
multinational corporations are replacing legitimate governments as the true 
international decision makers. Further, global market capitalism fueled by mul-
tinational corporations seeking to expand worldwide markets for their products 
creates a cultural homogenization that threatens local cultures and traditions. 

 Critics of the World Bank and the IMF often raise the challenge that their 
economic policies undermine self-determination in poorer countries seeking 
international financial help. Financial aid to poor countries is always made con-
tingent upon those countries accepting a range of policies intended to promote 
economic stability and growth. Thomas Friedman,  New York Times  columnist 
and author of the best-selling book  The Lexus and the Olive Tree,  calls such poli-
cies the Golden Straitjacket.  8   According to Friedman, the policies required by 
the World Bank and the IMF are the very same policies that a country could 
choose to follow for itself if it “opts for prosperity.” These policies include 

  Making the private sector the primary engine of economic growth, . . . shrink-
ing the size of state bureaucracy, maintaining as close to a balanced budget as 
possible . . ., eliminating and lowering tariffs on imported goods, removing 
restrictions on foreign investment, getting rid of quotas and domestic monop-
olies, increasing exports, privatizing state-owned industries and utilities, . . . 
making their currency convertible, [and] opening . . . industries, stock, and 
bond markets to direct foreign ownership and investment.  9    

 As a result, according to Friedman, two things happen: 

  Your economy grows and your politics shrinks. . . . The Golden Straitjacket 
narrows the political and economic choices of those in power to relatively tight 
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parameters. That is why it is increasingly difficult these days to find any real 
differences between ruling and opposition parties in those countries that have 
put on the Golden Straitjacket. Once your country puts on the Golden Strait-
jacket, its political choices get reduced to Pepsi or Coke—to slight nuances of 
policy . . ., but never any major deviation from the core golden rules.  10    

 Critics of the WTO often reach similar conclusions about the effects of interna-
tional trade agreements on both poor and industrialized countries. As we saw 
on the “race to the bottom” arguments, trade agreements seem to trump local 
decision making and thereby undermine self-determination and democracy. 

 Critics also charge that such institutions as the World Bank, the IMF, and 
the WTO are themselves undemocratic and secretive. Decisions are made by 
unelected bureaucrats, typically economists, bankers, and former corporate 
officials, whose discussions are not public and who answer to no public constit-
uency. Because these decisions often have the effect of benefiting multinational 
businesses, the inference is that multinational corporations are controlling these 
decisions behind the scenes. 

 To the charge that Golden Straitjacket policies undermine local control 
and self-determination, defenders such as Friedman argue that these policies 
are simply rational requirements if a nation chooses prosperity over poverty. 
A nation cannot expect foreign investment, from either the World Bank or 
private investors, if it does not have in place policies that make this invest-
ment financially sound. On this view, financial and economic norms are analo-
gous to scientific laws discovered by social scientists.  If  one chooses economic 
growth and prosperity,  then  past practice advises that one should do such 
and such. The Golden Straitjacket is no more than an outline of these “such 
and such” rules. Poor nations are free to reject this straitjacket, but if they do 
so they cannot reasonably expect that economic prosperity will follow from 
 alternative policies. 

 Defenders offer two responses to the charge that globalization under-
mines democracy within the industrialized countries. First, as suggested in the 
analysis of the “race to the bottom” argument, the empirical evidence for this 
claim is at least ambiguous. Political regulation for such goals as environmen-
tal, worker, and consumer protection seems to increase rather than decrease in 
industrialized countries. If global institutions such as the World Bank, the IMF, 
and the WTO were undermining national sovereignty, one would expect less 
rather than greater regulation among industrialized countries. 

 As a case in point, defenders remind us that authoritarian governments 
historically have been the most likely ones to shun free market policies. Only 
by keeping their borders closed did countries like East Germany and the Soviet 
Union in recent history, and North Korea presently, prevent their citizens from 
choosing with their feet which political and economic arrangements they pre-
fer. History suggests that democratic countries tend to favor freer markets and 
freer trade. 

 The second response points out that all of these institutions (e.g., the World 
Bank, the IMF, the WTO) were created by, and owe their continued existence 
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to, decisions by individual nations. These institutions exist and have authority 
only because nations have agreed to have them exist with aut hority. Given that 
politically legitimate governments have freely entered into the agreements 
that created and control these international financial institutions, it would 
seem more reasonable to accuse critics of supporting undemocratic policies. 
Defenders can argue that what environmental, labor, and other special interest 
groups could not win in their own national elections, they now seek to achieve 
through street protests and demonstrations. If there is a crisis of illegitimacy 
in these debates, it rests with the protestors and not with duly constituted 
institutions. 

 A final challenge is the claim that organizations such as the World Bank 
and WTO are secretive and undemocratic. Decisions are typically made behind 
closed doors, with the public learning about them only when policies are 
announced. Not only has no one elected the people serving in these positions, 
but the decisions are made without input from any outsiders who might dis-
agree. A right to participate in these decisions for anyone affected by them (as 
was argued by John McCall in chapter 6) seems a fundamental requirement of 
fairness. 

 Defenders of these institutions argue that the proper model for these insti-
tutions is not a legislature but a judiciary. Most decisions involve conflict res-
olution, negotiation, and compromise. The WTO acts more like an arbitrator 
helping parties resolve disagreements than a legislator creating public policy. 
In such a setting, privacy and secrecy often make it easier to reach mutually 
acceptable decisions. Carrying on these discussions in the public spotlight can 
make it more difficult for countries and their leaders to float ideas, consider 
compromises, and change their mind. 

 There are, no doubt, many legitimate concerns over the influence and poli-
cies of such international institutions as the World Bank, the IMF, and the WTO. 
The Golden Straightjacket as described by Thomas Friedman does impose 
sometimes undesired restrictions on sovereign nations. These policies do seem 
to favor, at least in the short term, those people and businesses within a host 
country already in relatively secure financial positions and those outsiders who 
already possess most of the world’s wealth. Market capitalism and consumer-
ism seem to be the social structures being imposed by these groups and such 
changes surely threaten the integrity of many indigenous cultures and practices. 

 On the other hand, worldwide poverty, all of the social ills that follow from 
it, and a growing worldwide population upsurge call out for a strong response. 
When we recognize that much of the wealth of the industrialized world relies 
on the resources and markets in the developing world, we must acknowledge 
that taking steps to relieve poverty is more than an act of charity. It is the ethical 
duty of the citizens and businesses of the industrialized world to act. 

 If we believe that the industrialized and wealthy nations have a duty to 
help alleviate the effects of poverty, we must consider the appropriate means 
for doing this. Direct grants of financial aid and food and goods, while no 
doubt necessary in many cases in the short term, do not seem to be  effective 
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long-term strategies. Not the least of concerns is that such donations can 
u ndercut the local agricultural and industrial base by flooding the local market 
with competition. 

 The policies of the World Bank, the IMF, and the WTO assume that eco-
nomic growth is the path to stable self-sufficiency. Their policies support 
foreign investment in local economies, free trade, and stable currencies. The 
implicit claim is that these policies are most likely to benefit local economies. 
The challenge to those who recognize the problems with this approach is to 
specify either an alternative that is as likely to benefit local societies, or to iden-
tify restrictions and regulations that prevent or minimize the harms created by 
the influx of foreign business and capital. For business involved in these events, 
these latter responsibilities seem most essential.    

   REFLECTIONS ON THE CHAPTER DISCUSSION CASE 

 In late January 2010, United States Secretary of State Hillary Clinton seemed to 
confirm Google’s suspicions when she called on Chinese authorities “to pro-
vide an explanation for the cyberattacks originating on Chinese soil.” At the 
time of this writing, in March 2010, Google began re-routing all searches origi-
nating from Google.cn through Hong Kong, thereby avoiding Chinese censor-
ship and effectively closing down Google.cn. But Google’s actions, and their 
thinly veiled accusations that the Chinese government was behind the cyber-
attacks, has had continued repercussions. 

Not every company agreed with Google’s approach. In contrast, Microsoft 
CEO Steve Ballmer responded: “I think you have to respect sovereign nations 
to make that decision (about censorship). . . . If the Chinese government gives 
us proper legal notice, we’ll take that piece of information out of the Bing 
search engine. Outside China it will stay up.” In another interview, Ballmer 
said “We’ve been quite clear that we are going to operate in China, (and) we’re 
going to abide by their law. . . . Cyberattacks are an unfortunate way of life.” 
Microsoft’s Bing search engine is competitor to Google and could gain market 
share if Google withdrew from China.

Other companies face similar challenges with Chinese government prac-
tices. Both Goldman Sacks and Morgan Stanley suffered losses when Chinese 
business partners refused to fully pay debts owed from derivative contracts. 
The Chinese government backed the Chinese companies in the disputes that 
some observers attributed to a backlash against Wall Street in light of the 2008–
2009 financial meltdown. Government involvement virtually assures that the 
Chinese companies will emerge from these disputes as the winners. In fact, in 
late January 2010 Morgan Stanley settled their dispute for less than one-third of 
what they claimed to be owed. As of this writing, Goldman Sachs continues to 
fight to recover the debts. 

Perhaps nowhere is the tension between profit and principle so apparent 
as in companies that seek to do business in China. The Chinese market is huge 
and the potential for business there is seemingly unlimited. At the same time, 
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the Chinese economy continues to be tightly controlled by the government, and 
it is a government that is neither democratic nor one that acknowledges human 
rights. It would seem that for the foreseeable future, doing business in China 
will require companies to be conscious of how their presence in China sup-
ports, or discourages, freedom and human rights.  

  CHAPTER REVIEW QUESTIONS 

    1. Can you identify any ethical values that legitimately can be applied 
cross-culturally?  

   2. How far should the principle “When in Rome, do as the Romans do” 
extend in international business?  

   3. Are there any conditions under which an American business could 
employ child labor in a developing country?  

   4. What are three arguments against the trend towards globalization? How 
would defenders of globalization respond to each?  

   5. What is meant by “the race to the bottom”?  
   6. Is it possible for the rest of the world to live a consumer lifestyle on a par 

with the United States? Would this be a good thing? Who should decide 
this?    
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