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CHAPTER FIVE
Ethics, Corporate Responsibility and Sustainability
5.1 Ethics and Business Ethics Defined 
Ethics involves how we act, live, lead our lives, and treat others. Our choices and decision-making processes and our moral principles and values that govern our behaviors regarding what is right and wrong are also part of ethics. Normative ethics refers to the field of ethics concerned with our asking how should and ought we live and act. Business ethics is applied ethics that focuses on real-world situations and the context and environment in which transactions occur—How should we apply our values to the way we conduct business?
5.2 Dimensions of Ethics: The Individual Level 
Ethics is personal and unique to each individual. At the individual level, a person’s values and beliefs are influenced by family, community, peers and friends, local and national culture, society, religious—or other types of—communities, and geographic environment

Ethics and Values: Terminal and Instrumental Values
· Ethical dilemmas are defined as situations and predicaments in which there is not an optimal or desired choice to be made between two options, neither of which solves an issue or delivers an opportunity that is ethical. 
· Terminal values are desired goals, objectives, or end states that individuals wish to pursue. Instrumental values are preferred means of behavior used to obtain those goals
5.3  Ethical Principles and Responsible Decision-Making 
Classical ethical principles are very relevant now and on which decisions can be and are made by individuals, organizations, and other stakeholders who choose principled, responsible ways of acting toward others. 
A. Utilitarianism: A Consequentialist, “Ends Justifies Means” Approach
The utilitarianism principle basically holds that an action is morally right if it produces the greatest good for the greatest number of people. An action is morally right if the net benefits over costs are greatest for all affected compared with the net benefits of all other possible choices. 
B. Universalism; A Duty Based Approach
Universalism is a principle that considers the welfare and risks of all parties when considering policy decisions and outcomes.
C.
Rights: A Moral and Legal Entitlement–Based Approach
The Rights principle is grounded in both legal and moral rights. Legal rights are entitlements that are limited to a particular legal system and jurisdiction. Moral (and human) rights, are universal and based on norms in every society; for example, the right not to be enslaved and the right to work. 
D. Justice: Procedures, Compensation, and Retribution
This principle has at least four major components that are based on the tenets that
· all individuals should be treated equally; 
· justice is served when all persons have equal opportunities and advantages (through their positions and offices) to society’s opportunities and burdens; 
· fair decision practices, procedures, and agreements among parties should be practiced; and 
· punishment is served to someone who has inflicted harm on another, and compensation is given to those for a past harm or injustice committed against them
E. Virtue Ethics: Character-Based Virtues
Virtue ethics is based on character traits such as being truthful, practical wisdom, happiness, flourishing, and well-being. It focuses on the type of person we ought to be, not on specific actions that should be taken. Limitations include the fact that some individuals may disagree about who is virtuous in different situations and therefore would refuse to use that person’s character as a principle. Also, the issue arises, “Who defines virtuous, especially when a complex act or incident is involved that requires factual information and objective criteria to resolve?”
F. The Common Good
The common good is defined as “the sum of those conditions of social life which allow social groups and their individual members relatively thorough and ready access to their own fulfillment.” Decision makers must take into consideration the intent as well as the effects of their actions and decisions on the broader society and the common good of the many. A major limitation when using this principle is, “Who determines what the common good is in situations where two or more parties differ over whose interests are violated?”
G. Ethical Relativism: A Self-Interest Approach
Ethical relativism holds that people set their own moral standards for judging their actions. Only the individual’s self-interest and values are relevant for judging his or her behavior. limitations of relativism include following one’s blind spots or self-interests that can interfere with facts and reality. Followers of this principle can become absolutists and “true believers”—many times believing and following their own ideology and beliefs.
5.4    Leadership: Ethics at the Organizational Level 
Leadership is defined as the ability to influence followers to achieve common goals through shared purposes. Since leadership is a most important element in forming and directing an organization’s strategy, culture, and governance system, it is often a shared responsibility among other officers and followers that cascades throughout the organization.
Show respect for Others
Respecting others requires leaders to recognize the intrinsic worth of others and forces them to treat people as ends in themselves—never as means to an end. When a leader shows respect for followers by providing them autonomy, subordinates can feel more useful, valued, and confident. Such a situation often leads to greater loyalty and productivity among subordinates.
Treat All Stakeholders Fairly
Ethical leaders strive to treat everyone their decisions may affect in a fair and just manner. Equality is also a top priority for ethical leaders and needs to factor prominently into their decision-making.
Work Toward a Common Good
Ethical leaders strive to further social or institutional goals that are greater than the goals of the individual. This responsibility requires the ethical leader to serve a greater good by attending to the needs of others. This type of behavior is an example of altruism: a steadfast devotion to improving the welfare of others.
Build Community
When an ethical leader focuses on the needs of others rather than the self, other people will often follow suit. This can lead to a strong contingent of followers working with the leader to achieve a common goal that is compatible with the desires of all stakeholders. A successful CEO who works with many charities or other individuals to feed the homeless exemplifies a leader building community.
Be Honest
Being honest is not simply telling the truth and avoiding deceitful behaviors; it requires leaders to be as open as possible and to describe reality fully, accurately, and in sufficient detail. Being transparent with customers, stakeholders, and stockholders should become a priority for leaders and boards of companies.
Stewardship and Servant Leadership Styles
Stewardship is concerned with empowering followers to make decisions and gain control over their work. 
· The stewardship approach instructs leaders to lead without dominating followers. Leaders Servant leadership involves selflessly working with followers to achieve shared goals that improve collective, rather than individual, welfare. 
· The servant-leadership approach, formulated by Robert K. Greenleaf, goes beyond stewardship by requiring leaders to eschew personal accolades and devote themselves entirely to a greater cause.
Dark Side of Organizational Leadership
Not all leaders lead or model high standards or values. Seven symptoms of the failure of ethical leadership include ethical blindness, ethical muteness, ethical incoherence, ethical paralysis, ethical hypocrisy, ethical schizophrenia, and ethical complacency. 
5.5   Ethics, Corporate Culture, and Compliance 
Culture plays an important integrating role in organizations both externally and internally. Strategy, structure, people, and systems all are affected by an organization’s culture. An organization models and communicates compliance standards through its values; employees are informed of and familiar with the assets and efforts of the compliance and ethics function.
Compliance and Ethics
Both a values-based and compliance approach are necessary elements of maintaining an ethical corporate culture. Studies show that ethical and compliance approaches are interrelated and work best to motivate and sustain lawful and ethical behavior in organizations 
5.6    Corporate Social Responsibility (CSR) 
Corporate social responsibility is described as “a belief that corporations have a social responsibility beyond pure profit.”
Businesses worldwide develop CSR initiatives to become better corporate citizens but also to communicate their activity to both internal and external stakeholders, which may involve a number of groups.
Stakeholder Management
CSR and stakeholder management are complementary approaches. Stakeholder theory states that corporations should treat all their constituencies fairly and that doing so can strengthen companies’ reputations, customer relations, and performance in the marketplace. A stakeholder management approach first involves identifying the stakeholders of a company. A stakeholder is any group or individual who can affect or is affected by an organization’s strategies, major transactions, and

activities.
Identifying and Influencing Major Stakeholders
Using an ethical perspective, a goal of the stakeholder approach is for organizations to employ values of transparency, fairness, and consideration of stakeholder interests in strategic decisions and transactions. Using this approach, an organization’s leaders and officers inform, involve, obtain feedback from, and influence each of their stakeholders with regard to strategy, issues, or opportunities the organization pursues. Studies have shown a positive relationship between ethical and socially responsible behavior and financial results.
5.7 Ethics around the Globe 

Organizations operating on a global basis often face particularly tough ethical challenges because of various cultural, political, economic, technological, and market factors. The greater the complexity of the environment, the greater the potential for ethical problems and misunderstandings for global organizations. Recent and reoccurring global ethical problems and risks that organizations face include cybersecurity and political threats, international conflict and warfare, income inequality, planetary climate and environmental pollution and instability, corruption, and human and diversity rights violations. 
Globalization
The increasing phenomenon of globalization also pressures global firms facing international risks to rely on governments, NGOs (nongovernmental organizations), the UN (United Nations), and other business and stakeholder alliances and relationships to help meet nonmarket threats. when companies operate in least developed countries (LDCs) and other cultures, it often is necessary to negotiate a balance between fairness, equality, and different local values and standards.
MNEs Corporate Cultures
Multinational enterprises (MNEs) must also create inclusive, ethical corporate cultures while managing both external and internal complexities such as hiring and training a diverse workforce, adapting to local culture norms while balancing home country ethics and values, and ensuring a multicultural approach to doing business across countries. 
5.8 Emerging Trends in Ethics, CSR, and Compliance 

Navex Global has predicted the following trends in ethics, compliance, and corporate social responsibility for Fortune 500 companies, governments, groups, and professionals: 

· A shift in the power of voice” in the story of harassment

· The “glassdoor” effect and the effect of trust when employee messages go viral on social media
· Assisting national disasters that suddenly occur that cause havoc not only for vulnerable populations but also for unprepared organizations
· The acceleration of the need for compliance and ethics programs as economies begin again to grow
· Creating a “culture of compliance” in corporations over one of “vicious compliance”
· An increasing need for compliance’s role in prevention and mitigation as cybersecurity evolves
· Giving new voice to whistle-blowers as “regulatory scrutiny is increasing, and the voice of the whistleblower is growing louder as well”
· Managing culture and free speech in the workplace during “polarizing times” continues about “race, gender, sex, sexual orientation, gender identity, national origin, and religion—and people’s right to fair treatment, protection, and the rights and benefits enjoyed by others”
· Data privacy becoming a larger concern for chief compliance officers in companies as “privacy laws and the environments they regulate, have evolved”
· The role of the compliance professional evolving and innovating as “old networking models are giving way to online networks that provide new and unprecedented opportunities to share ideas and collaborate”
Moral Entrepreneur: A New Component of Ethical Leadership?
· An innovative development in ethics and business is the concept of “moral entrepreneur.” 
· Brown and Trevino found that people who have been exposed to a moral entrepreneur are more likely to become a moral entrepreneur themselves because they have experienced its potential and experienced how it is done. 
· Related to moral entrepreneurship is ethical leadership. Ethical leadership is defined as “the demonstration of normatively appropriate conduct through personal actions and interpersonal relationships, and the promotion of such conduct to followers through two-way communication, reinforcement, and decision-making.”
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