Chapter 2- Defining Business Ethics

Business ethics is the application of moral principles and standards to business conduct. It
involves honesty, fairness, and integrity, guiding companies to make responsible decisions that
respect individuals and the community, rather than focusing only on profit.
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Business ethics approaches consist of:
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e Descriptive Summation: (o3l shaiall
Focuses on observing and analyzing current practices, attitudes, and rules (like wages or safety
protocols) exactly as they are. It avoids making any moral judgments or evaluations.
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» Normative (Prescriptive) Evaluation: $baell yglaiel!

Moves beyond observation to judge whether these practices align with ethical standards. It
assesses if policies are fair and respectful, and recommends improvements if they are found to
be unethical.
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2.2. Organization’s Stakeholders

2.2.1 stakeholder
A stakeholder is any individual or group that has an interest, share, or involvement in a business
and is affected by its actions. Key stakeholders include:
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e Internal: Owners/Shareholders (investors) and employees.
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e External: Customers, suppliers, creditors (lenders), the government, and the local community.
All these groups care about the business's ethical operations because it directly impacts their
specific interests.
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Stakeholders Interest in the Organization

Stockholders or shareholders * Growth in the value of company stock
- Dividend income

Employees + Stable employment at a fair rate of pay
+ A safe and comfortable working environment

Customers - "Fair exchange”—a product or service of acceptable value and quality for the money spent
+ Safe and reliable products

Suppliers/vendor partners + Prompt payment for delivered goods
* Regular orders with an acceptable profit margin

Retailers/wholesalers - Accurate deliveries of quality products on time and at a reasonable cost
- Safe and reliable products

Federal government * Tax revenue
+ Operation in compliance with all relevant legislation

Creditors * Principal and interest payments
* Repayment of debt according to the agreed schedule

Community * Employment of local residents
+ Economic growth
* Protection of the local environment

2.2.2 Concerns of Stakeholders

* Relevance: Stakeholders are not universally involved in every scenario. Their relevance
depends on the business model (e.g., some companies skip wholesalers) and the specific
decision being made (e.g., customers are not part of payroll discussions).

e (adgall dxlinall blS)l:
conads gall Ll S aadl Js-ai Y Slied (Cadgo Lﬁg} NS o DHlad y
Aoz Hlxd Zld Y 8o g t“;'\J\ Oladlg

. ® Impact of Unethical Behavior:

The primary concern is the degree to which stakeholders are affected by the organization's
actions. Unethical conduct can have severe negative consequences for these groups, which is
often detailed in impact tables.

Ldaw CBlge ] (92 U8 MY p& Hgludld dolaiall Jladl dbianll Cloual U e § (sl Jelad! Jioty

AW gl @ Bole Juadd b gag ccolidll oda e dapsg



Stakeholders Interest in the Organization

Stockholders or shareholders * False and misleading financial information on which to base investment decisions
* Loss of stock value
- Cancellation of dividends

Employees + Loss of employment
* Not enough money to pay severance packages or meet pension obligations

Customers - Poor service quality (as WorldCom struggled to combine the different operating and bhilling

systems of each company they acquired, for example)

Suppliers/vendor partners * Delayed payment for delivered goods and services
* Unpaid invoices when the company declared bankruptcy

Federal government - Loss of tax revenue
- Failure to comply with all relevant legislation

Creditors * Loss of principal and interest payments
+ Failure to repay debt according to the agreed schedule

Community + Unemployment of local residents
+ Economic decline

Corporate governance is the system by which business corporations are directed and controlled.
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¢ |t is the extent to which officers fulfill their duties to the relevant stakeholders.
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* The standard of corporate governance appears to be at the lowest level in business history.
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e Companies like Enron and WorldCom hid their true financial state from stakeholders.
o dnbianll Ol e ol Ll lgaubg sl "egS Wygg" s "0l e S,

e Senior officers in companies like Tyco treated organization funds as personal bank accounts.
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e CEO salaries have increased while shareholder returns have fallen and employees are laid off.
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2.3.2 Code of ethics

e Code of ethics is a company’s written standards of ethical behavior designed to guide

managers and employees.
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e |t's like a rulebook that helps understand what's considered acceptable and unacceptable
conduct.
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* These guidelines support decision-making, ensuring alignment with company values and legal
obligations.
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e Ultimately, it promotes integrity, professionalism, and accountability throughout the

organization.
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2.3.3 Dual Function

The code of ethics can be seen to serve a dual function:
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* As a message to stakeholders, it represents a clear corporate commitment to the highest
standards of ethical behavior:
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e Externally, it communicates this commitment to shareholders, customers, suppliers, the
community, and regulatory bodies:
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e Publicly sharing the code demonstrates dedication to integrity, honesty, and responsibility in

all operations:
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e |t builds trust and credibility with external parties, showing the company is serious about
accountability:
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As an internal document, the code represents a clear guide to managers and employees in
making daily decisions.
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e Internally, it acts as a practical guide when encountering ethical dilemmas or decisions.
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e It provides clear principles and values to help navigate complex situations and make ethical
choices.
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* The code outlines expected behaviors and protocols, empowering employees to act in
alignment with organization’s principles.
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e |t fosters a culture of integrity and professionalism, ensuring everyone understands their role
in upholding ethical standards.
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e Summary: It serves as both a public declaration to stakeholders and an internal tool to guide
behavior.
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2.4. History of Business Ethics
Several dramatic changes have taken place in the business environment
over the last four decades:

The increased employee voice has made individuals feel more comfortable speaking out against
unethical actions.
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* Employees feel empowered to speak out, reflecting a growing recognition of individual
conscience and ethical responsibility.
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e Corporate Social Responsibility (CSR) has moved from an abstract debate to a core
performance issue with legal liabilities.
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e Companies are increasingly held accountable for their social and environmental impacts.
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e Ethics moved from Legal/HR departments to the organizational mainstream with the
appointment of ethics officers.
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* This demonstrates a commitment to ethical conduct at all levels of the organization.
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An increasing number of organizations are now committing to share their code of ethics with all
their stakeholders.
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* The 2002 Sarbanes-Oxley Act has introduced greater accountability for CEOs and boards of
directors in signing off on financial records.
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* This legislation aims to prevent corporate fraud and ensure transparency and accuracy in
financial reporting.
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* Holding top executives responsible for the integrity of their organizations' financial records.
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2.5. Resolving Ethical Dilemmas

When employees observe unethical behavior (e.g., fraud, or theft of
company property) or are asked to do something that conflicts with their
own personal values, the extent of the guidance available to them is often
a series of clichés:
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o Consult the company code of ethics. &4l LM Bl go=y]!

o Do what’s right for the organization’s stakeholders.doduasll Clued e 38 o J23
o Do what’s legal. 355 g2 Lo Ja8|

o Do what you think is best (“use your best judgment”).cll (gasd 1,85 Juadl pdsuiw

o Do the right thing zuowe 9o L Jadl



Ethical Dilemma
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An ethical dilemma is a situation in which there is no obvious right or wrong answer but a
choice between two ethically justifiable alternatives.
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-Both options contain moral value, yet only one can be selected.
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-The goal is to choose the higher right rather than a perfect solution.
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Types of Ethical Conflicts
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The first step in resolving an ethical dilemma is identifying the type of moral conflict involved.
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1) Truth vs Loyalty

This conflict asks whether a person should tell the truth or remain loyal to a person or
organization.
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-Telling the truth supports honesty and transparency.
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-Remaining loyal protects relationships and trust.
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-A person must choose which value is more important in the situation.
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2) Short-Term vs Long-Term

-This conflict examines whether a decision benefits the present or the future.
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-Short-term decisions produce immediate results.
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-Long-term decisions protect sustainability and reputation.
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-Ethical thinking usually requires considering long-term consequences.
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3) Justice vs Mercy

-This dilemma concerns enforcing rules versus showing compassion.
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-Justice emphasizes fairness, equality, and accountability.
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-Mercy emphasizes understanding, empathy, and forgiveness.
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Managers often face this when dealing with employee discipline.
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4) Individual vs Community
This conflict involves choosing between the welfare of one person and the welfare of a group.
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-Protecting the individual supports personal rights.

dpanadl Gyinll peds 3,40l dilos,

-Protecting the community supports collective welfare.
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-Organizations often prioritize the greater social impact.
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In all four conflicts both sides contain moral reasoning, so the decision requires prioritization of
values.
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2.5.2 Resolution Principles
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After identifying the conflict, individuals apply ethical decision principles.
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Ends-Based Thinking (Utilitarianism)

This principle states that the ethical choice produces the greatest benefit for the greatest
number of people.
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The focus is on outcomes and consequences.
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A harmful decision to a few may be justified if it benefits many.
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Rules-Based Thinking (Universal Principles)



This principle asks whether the action could become a rule followed by everyone.
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-If universal application causes harm, the action is unethical.
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-The emphasis is on duty and moral obligation rather than results.
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The Golden Rule

-This principle requires treating others as you would want to be treated.
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-It is based on empathy and fairness.
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-It helps individuals imagine the impact of their actions on others.
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2.6 Justifying Unethical Behavior
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-People rarely consider themselves unethical even when behaving improperly.
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-Instead, they rationalize their actions to make them appear acceptable.
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These rationalizations reduce guilt and allow misconduct to continue.

okl Jlyatanl owdy GOl Hgaidl Ja5 @iyl s,

Four Common Rationalizations
1) The action is within reasonable ethical limits
The individual convinces themselves the act is not truly illegal or immoral.
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They redefine wrongdoing as acceptable behavior.
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2) The action serves the organization’s interests

The person believes the behavior helps achieve business goals.

35l Blaal §aaos § deluw 2 gl O jaseid! s,

They feel obligated to perform the act.
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3) The act will never be discovered

The individual assumes there will be no consequences.
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This removes fear of punishment.
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4) The organization will protect the employee



The person believes the company will defend them because the act benefits it.
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This creates moral permission to continue wrongdoing.
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Unethical conduct often begins with small justifications and gradually escalates into serious
misconduct.
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