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Introduction

ENT224 Business Ethics is a semester course wottkvof(2) credit
units. It is a form of preparation for all studentaking the
entrepreneurial and related programmes in the $akfoBusiness and
Human Resources Management.

The course consists of 18 units. It provides d@roduction to basic
business ethics. Each unit devotes several pagdayiog out the
empirical information that the decision maker mhgve if he or she is
to apply morality to reality. The goal of everyrfiris to increase its
shareholders’ wealth. However, the firm’'s valuenidiishes when it
does not have the trust of its shareholders.

Without the trust of investors, firms will not bdla to obtain new
capital and grow. The entire economy suffers whest is broken.
Thus, effective corporate governance can instifificence and trust in
companies and markets. How this can be achievédlyscovered in
the course.

Course Contents

The course contents consist of An IntroductionBigssiness Ethics;
Ethical Principles in Business; Moral Developmemd aReasoning;
Ethical Theory; Ethics, Justice and Business; Bhginess Systems;
Ethics and Environmentalism; The Ethics of Job Bmsmation;

Individuals in the Organisation; Corporations andorgorate

Governance; Board of Directors; Investment Bankargl Security
Analysis; Creditors and Credit Procedures; Actgtiof Shareholders;
Corporate Takeovers: Mergers and Acquisitions andp@ate Social
Responsibilities.

Course Aim

The main aim of this course is to further expos®riers to Business
Ethics and Corporate Governance as regards ettetalvior as the best
long-term business strategy for a company.

The course is also aimed at making learners agieethie importance of
trust of investors without which firms will not beble to obtain new
capital and growth.
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Course Objectives

By the end of the course, you should be able to:

. explain the meaning of business ethics

. explain corporate governance

. describe the importance of corporate governance

. apply morality to reality.

. Demonstrate how effective corporate governance icestill

confidence and trust in various companies and ntgarke

Course Materials
The major components of the course are:

1. The Course Guide
2. Study Units

3. Textbooks

4. The Assignment File

Study Units

Module 1

Unit 1 Introduction to Business Ethics

Unit 2 Ethical Principles in Business

Unit 3 Moral Development and Reasoning

Unit 4 Ethical Theories

Module 2

Unit 1 Ethics, Justice and Business

Unit 2 Business System 1

Unit 3 Business System 2

Unit 4 Ethics and Environmentalism

Module 3

Unit 1 Ethics of Job Discrimination

Unit 2 The Individual in the Organisation

Unit 3 Corporations and Corporate Governance 1
Unit 4 Corporations and Corporate Governance 2

Unit5 Board of Directors
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Module 4

Unit 1 Investment Banks and Securities Analysis
Unit 2 Creditors and Credit Procedures

Unit 3 Activities of Shareholders

Unit 4 Corporate Takeovers: Merger and Acquisgion
Unit 5 Corporate Social Responsibilities

Each study unit will take at least two hours to dianIt contains an
introduction, objectives, the main content, exesjs conclusion,
summary, references and the tutor- marked assignmen

You are expected to study the materials, reflecttteem and do the
exercises. Some of the exercises will necessyate visiting some
business organisations and web sites.

You are advised to do so in order to appreciateniportance of Ethics
and Corporate Governance to the growth of the eograf a nation and
the world at large.

There are also lists of textbooks, under referemees further reading.
They are to give you additional information.

Practise the tutor- marked assignments and thess#fssment exercises
in each unit for additional and greater understagaif the course.

By doing all these, you will achieve the statedn@ay objectives.
Assignments

There will be four assignments, one from each nm®dnid you are
expected to do all the assignments.

Tutor-Marked Assignments (TMAS)
In doing the tutor- marked assignment, you are ebegukto:
. apply what you have learnt in the study units

. turn in your assignment to your tutor for gradinbhey are four
in number and they constitute 308bthe total score.
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Final Examination and Grading

At the end of the course, you will write the fir@tamination. It will
attract the remaining 70%; this makes a total fatare of 100%.

Summary

Course ENT224 Business Ethics should equip you \arhin-depth
knowledge and appreciation of the importance oicetin business and
corporate governance in the economy. On the cdraplef the course,
you will find out that without the trust of invess firms will not be
able to obtain new capital and grow and then theéeeseconomy will
suffer. Effective corporate governance can insthfidence and as a
result, trust in our companies and markets.
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Introduction

ENT224 Business Ethics is a semester course wottkvof(2) credit
units. It is a form of preparation for all studentaking the
entrepreneurial and related programmes in the $afoBusiness and
Human Resources Management.

The course consists of 18 units. It provides d@roduction to basic
business ethics. Each unit devotes several pagdayiog out the
empirical information that the decision maker miigve if he or she is
to apply morality to reality. The goal of everyrfiris to increase its
shareholders’ wealth. However, the firm’'s valuenidiishes when it
does not have the trust of its shareholders.

Without the trust of investors, firms will not béla to obtain new
capital and grow. The entire economy suffers wiresst is broken.
Thus, effective corporate governance can instifificence and trust in
companies and markets. How this can be achievédlyscovered in
the course.

Course Contents

The course contents consist of An IntroductionBigssiness Ethics;
Ethical Principles in Business; Moral Developmemd aReasoning;
Ethical Theory; Ethics, Justice and Business; Bhginess Systems;
Ethics and Environmentalism; The Ethics of Job Bmsmation;

Individuals in the Organisation; Corporations andorgorate

Governance; Board of Directors; Investment Bankargl Security
Analysis; Creditors and Credit Procedures; Actdgtiof Shareholders;
Corporate Takeovers: Mergers and Acquisitions andp@ate Social
Responsibilities.

Course Aim

The main aim of this course is to further expos®riers to Business
Ethics and Corporate Governance as regards ettetalvior as the best
long-term business strategy for a company.

The course is also aimed at making learners aieethe importance
of trust of investors without which firms will ndte able to obtain new
capital and growth.
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Course Objectives

By the end of the course, you should be able to:

. explain the meaning of business ethics

. explain corporate governance

. describe the importance of corporate governance

. apply morality to reality.

. Demonstrate how effective corporate governance icestill

confidence and trust in various companies and ntgarke

Course Materials

The major components of the course are:
5. The Course Guide

6. Study Units

7. Textbooks

8. The Assignment File

Study Units

Module 1

Unit 1 Introduction to Business Ethics

Unit 2 Ethical Principles in Business

Unit 3 Moral Development and Reasoning

Unit 4 Ethical Theories

Module 2

Unit 1 Ethics, Justice and Business

Unit 2 Business System 1

Unit 3 Business System 2

Unit 4 Ethics and Environmentalism

Module 3

Unit 1 Ethics of Job Discrimination

Unit 2 The Individual in the Organisation

Unit 3 Corporations and Corporate Governance 1
Unit 4 Corporations and Corporate Governance 2

Unit5 Board of Directors
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Module 4

Unit 1 Investment Banks and Securities Analysis
Unit 2 Creditors and Credit Procedures

Unit 3 Activities of Shareholders

Unit 4 Corporate Takeovers: Merger and Acquisgion
Unit 5 Corporate Social Responsibilities

Each study unit will take at least two hours to dianIt contains an
introduction, objectives, the main content, exeasjs conclusion,
summary, references and the tutor- marked assignmen

You are expected to study the materials, reflectttmm and do the
exercises. Some of the exercises will necessyate visiting some
business organisations and web sites.

You are advised to do so in order to appreciateniportance of Ethics
and Corporate Governance to the growth of the eograf a nation and
the world at large.

There are also lists of textbooks, under referemes further reading.
They are to give you additional information.

Practise the tutor- marked assignments and thess#fssment exercises
in each unit for additional and greater understagaif the course.

By doing all these, you will achieve the statedn@ay objectives.
Assignments

There will be four assignments, one from each nm®dnid you are
expected to do all the assignments.

Tutor-Marked Assignments (TMAS)
In doing the tutor- marked assignment, you are ebegukto:
. apply what you have learnt in the study units

. turn in your assignment to your tutor for gradinbhey are four
in number and they constitute 308bthe total score.



ENT224 BUSINESS ETHICS

Final Examination and Grading

At the end of the course, you will write the firmtamination. It will
attract the remaining 70%; this makes a total fatare of 100%.

Summary

Course ENT224 Business Ethics should equip you \waithin-depth
knowledge and appreciation of the importance oicetin business and
corporate governance in the economy. On the cdmplef the course,
you will find out that without the trust of invess firms will not be
able to obtain new capital and grow and then the&eeseconomy will
suffer. Effective corporate governance can insthfidence and as a
result, trust in our companies and markets.
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MODULE 1

Unit 1 Introduction to Business Ethics
Unit 2 Ethical Principles in Business

Unit 3 Moral Development and Reasoning
Unit 4 Ethics Theory

UNIT 1 INTRODUCTION TO BUSINESS ETHICS
CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Content
3.1 Definition of Business and Ethics
3.2  Meaning of Business Ethics

3.2.1 Business Ethics and its Issues

3.3  Morality
3.4 Ethics and the Law
3.5 Significance of Business Ethics
3.6 Influences on Business Ethics

4.0 Conclusion

5.0 Summary

6.0  Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

This first unit is centered on preliminary topidsel the definition and
explanation of key words such as business, ethmdsbaisiness ethics;
the nature of business ethics. The unit finallatied moral reasoning as
it relates to business ethics.

In the course of your study, we shall examine thst lvays- both moral
and ethical- of making profit and contributing tonhan welfare without
doing the contrary.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. define and explain Business, Ethics and Busindss<£t
. explain moral reasoning
. discuss individual and societal influences on BessnEthics
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. identify the significance of this subject matter
. identify the five basic stages of moral development

3.0 MAIN CONTENT
3.1 Definition of Business and Ethics

Business can simply be defined as the activitiesdilviduals or
groups that are involved in developing, producing distributing
the goods and services needed to satisfy otherlg®apeeds and
desires in return for a profit.

The definition we have proposed here is very bréiashows that
businesses can differ widely in size, in the typepaducts, in

nature of ownership and in degree of profitabilithe purpose and
importance of business is to provide for consumeegds and to
make some money in the process. Hence, the primamyose of

business is to contribute to human welfare andakenprofit.

Ethics refer on the other hand, to the principled standards of moral
behaviour that are accepted by society as riglrgugewrong. To make
the right choice, or at least the best choice framong competing
alternatives, individuals must think through thensequences of their
actions. Ethics can be defined as a set of priesipf right conduct. It
can also be defined as a theory or a system oflrwataes. Business
ethics is the application of moral standards tari®ss situations.

3.2 Meaning of Business Ethics

Business Ethics has been a growth area in the dmssiwvorld in recent
times. Before the advent of business ethics, basiti@nsactions have
largely been conducted on the principle azfveat emptqgr meaning
buyer bewareMuch has changed in recent times. The law is thetm
important source of ensuring that consumers recaivair deal from
retailers and manufacturers. Some of these lavwdigeria include: the
Price Control Act of 1970 as amended by the Prioat®! Act, 1977;
Nigeria Standard Organisation of Nigeria Act of 19B50N); National
Agency for Food and Drugs Administration and Cohntérct of
1974(NAFDAC); Weight and Measures Act of 1974, €fbese and
other related laws are essentially an impositiomeofal consideration
on business.

However, this does not imply that business surrende the law to
resolve its moral dilemmas. This is where businedscs becomes
relevant. What then is Business ethics?
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Business ethics on the other hand, is definedfasvaof the art of
applied ethics that examines ethical principles rmwodal or ethical
problems that can arise in a business environment.

Business ethics can also be defined as an act dressing the
morality of economic systems(e.g. the free marketmmunism,
socialism) and the conduct of the organisationsdowithin these
systems(e.g. corporation in a free market system).

Many firms have a set of policies on business conhdand legal
compliance. The policies embrace ethics, intermaltrols, conflict of
interest and a host of other areas, all of whighd®signed to promote
good and ethical business practices. Employeesaageainted with
these policies and are made to sign undertakingsaiatain them. As a
matter of policy, the company is ready to concedsiriess opportunity
in favour of its code of ethics

3.2 Business Ethics and its Issues

In a now-classic study of the Ethics of Businessdfgers, Raymond
Baum had asked more than 100 business people, “\dted ethical
principles mean to you?” Typical of their repliesr& the following:

“Before coming to the interview, to make sure th&new what we
would talk about, | looked up ethics in my dictiopal read it and can’t
understand it. | don’t know what the concept meahs

“Ethics is what my feelings tell me is right. Btltis is not a fixed
standard, and that makes problems. Ethics meamptaccstandards in
terms of your personal and social welfare; what lyelieve is right. But
what confuses me...is the possibility that | havenbegsguided, or that
somebody else has been poorly educated. Maybeatach thinks he
knows what is ethical, but we differ. How can yell who is right then.

Of the business people Baum had interviewed, 50gpedefined ethics
as “what my feelings tell me is right,” 25 percelefined it in religious
terms as what is “in accord with my religious bislje and 18 percent
defined it as what “conforms to the golden ruleYet feelings are a
notoriously inadequate basis on which to make dwwsof any sort,
and religious authority and the golden rule haveenberather
devastatingly criticised as inadequate foundationgudging the ethics
of business companies. What then do ethics anigaktprinciples
mean?

According to the dictionary, the term ethics hasasdety of meanings.
One of the meanings given to it is: “the principtdsconduct governing
an individual or a group.” Another definition ofhéts is given as “the

3
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study of the general nature of moral choices tarfagle by a person.
Ethics can also be defined as “the rules or staisdgoverning the
conduct of a person or the members of a professignauditing ethics,
medical ethics”. We sometimes use the term persatlics, for

example, when referring to the rule by which anviiial lives his or

her personal life. We use the term accountingcsthihen referring to
the code that guides the professional conduct adwatants (ICAN).

A more important meaning of ethics according to di@ionary is this:

Ethics is “the study of morality.” Ethicists udsetterm ethics to refer
primarily to the study of morality, just as chemistise the term
chemistry to refer to a study of the propertiescloémical substances.
Although ethics deal with morality, they are notitquthe same as
morality. Ethics is a kind of investigation and tthacludes both the
activity of investigating as well as the results tbht investigation

whereas morality is the subject matter that etimesstigate.

3.3 Morality

So then, what, is morality? We can define morasgythe standards that
an Individual or a group has about what is right mmong, or good and
evil.

Moral standards include the norms we have aboukitigs of actions

we believe are morally right and wrong as well las Yalues we place
on the kinds of actions we believe are morally gand morally bad.
Moral norms can usually be expressed as genera$ il statements,
such as “Always tell the truth,” “It is wrong tolkinnocent people,” or
“Actions are right to the extent that they produ@ppiness.” Moral
values can usually be expressed as statementsibilegcobjects or

features of objects that have worth, such as “Hgnés good” and

“injustice is bad.”

Where do these standards come from? Typically, rsopé moral

standards are first imbibed as a child from famitignds and various
societal influences such as church, school, tatavisnagazines, music
and associations. Later, as the person grows xgerience, learning
and intellectual development may lead the matupegson to revise
these standards. Some are discarded and new @aebaradopted to
replace them. Through this maturing process, #ragqn may develop
standards that are more intellectually adequatesananore suited for
dealing with the moral dilemmas of adult life.

What are the characteristics that distinguish matandards from

standards that are not moral? This is not an easgtpn to answer.
However, ethicists have suggested five charadsishat help to pin

4
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down the nature of moral standards. First, mot@hdards deal with
matters that we think can seriously injure or ssip benefit human
beings. For example, most people in Nigerian $pcleold moral
standards against theft, rape, enslavement, mutid, abuse, assault,
slander, fraud, lawbreaking, and so on. All thesanly deal with
matters that people feel are quite serious formsjofy.

Second, moral standards are not established ogeldny the decisions
of particular authoritative bodies. Laws and legdhndards are
established by the authority of a legislature @ dlecisions of voters.
Moral standards, however, are not established lpyaathority, nor does
their validity rest on voting procedures. Instetdg validity of moral
standards rests on the adequacy of the reasonarthéiken to support
and justify them; so long as these reasons areuateqthe standards
remain valid.

Third, and perhaps most striking, we feel that mstandards should be
preferred to other values including (especially)-sagerest. That is, if a
person has a moral obligation to do something, thenor she is
supposed to do it even if this conflicts with otheon-moral values or
self-interest.

Fourth, and generally, moral standards are based ingpartial
considerations. The fact that you will benefitnfra lie and that | will
be harmed, is irrelevant to whether lying is mgrarong or not.
Recent philosophers have expressed this point gingahat moral
standards are based on “the moral point of viewt i, a point of view
that does not evaluate standards according to whétley advance the
interests of a particular individual or group, lmre that goes beyond
personal interests to a “universal” standpoint ihick everyone’'s
interests are impartially counted as equal. Otbl@iosophers have
made the same point by saying that moral standareldased on the
kinds of impartial reasons, that an “ideal obsénar an “impartial
spectator” would accept or that in deciding moraltters “each counts
for one and none for more than one.” As we shedl i the next unit,
however, although impartiality is a characterisifcmoral standard, it
must be balanced with certain kinds of partialityparticular, with the
partiality that arises from legitimate caring angefprence for those
individuals with whom we have a special relatiopstsuch as family
members and friends. Although morality says tha should be
impartial in those contexts where justice is cafied such as assigning
salaries in a public company; it also identifiest@@ contexts, such as
taking care of family members, where preferentalrgy for individuals
may be morally legitimate and perhaps even moralipired.
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Last, moral standards are associated with speciatiens and a special
vocabulary. For example, if | act contrary to arahestandard, | will
normally feel guilty, ashamed, or remorseful; | Iweharacterise my
behaviour as “immoral” or “wrong” and | will feellol about myself and
experience loss of self-esteem.

3.4 Ethics and the Law

Many of the most important ethical values form basis for legislation
which governs business activity in general. Howgewdrile ethics deal
with personal moral principles and values, lawsresp the standards of
a society that can actually be enforced in couftel® there is fine
judgment to be made. If behaviour is not subjedetgal penalties and
seems reasonably ethical, it is still acceptable.

Using the framework of ethics and the law, a bussnmay be strictly
operated on principles which strive to be:

. Ethical and legal: Legal and ethical actions aréh kaxceptable
within the legal framework and societal norms. Example, any
company with a moral and legal conduct falls irfi® tcategory.
This category involves private firms that are lised in Nigeria
which are equally into legal business e.g. legaandbers,
auditing firms.

. Unethical and legal (e.g. selling arms to brutallitemy
dictators).Legal and unethical actions are whendapports what
you are doing, but it is unethical because theetpdrowns at it.
E.g. the sale and use of tobacco products (cigarethd cigars).
The former minister of health, Professor Eyitayonba’s article
stated that about 100 million people die of tobacco
related/induced/sicknesses every year in the wanid 1million
die every year in Nigeria. If a lot of people drh smoking
tobacco yearly, it is then unethical.

. Ethical but illegal: (e.g. publishing stolen butvealing
documents about government mismanagement). Thdréaws
at it, but the society does not. Ethical but illegatterns of
behaviour also include offer of bribes (incentivas)order to
secure a contract. In Nigeria, offering of bribeséen as a way of
life.

. Unethical and illegal: Unethical and illegal acsowould imply
making offerings that have been outlawed and aaagsocietal
norms, for example, the drug trade. Employing clldour is
also illegal and unethical. The Law does not supfcand it is

6
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also unethical because the society frowns atgt,raarketing and
consumption of cocaine and other hard drugs aredzhand seen
as unethical in Nigeria and most countries. Abari®illegal and
unethical in Nigeria.

The differences between legal and ethical behavwrell represented
in the model below.

lllegal & unethical Legal & unethical

lllegal & ethical Legal & ethical

Fig. 1.1: The Legal and Ethical Dimensions of Markeng the Activity

Laws and regulations are promulgated especialbusiness to right the
wrongs and unwholesome practices by businessmeerefne, laws
and regulations exist to achieve the following.

. Protect consumers.

. Regulate competition.

. Protect organisations from each other
. Protect the society.

3.5 Significance of Business Ethics

Why should businessmen be ethical in their condégifearing to be
ethical, it may be suggested, is simply good bssiné®ther more
specific significance of business ethics are dswid.

. Consumers are, arguably, more likely to buy fronsompany
which can be seen to be acting ethically.

. Graduates are more likely to be attracted to comegawhich
treat their employees fairly and give customeraiadeal.

. Ethical business practice is a means of forestplégislation and
stringent government regulations.

. Business ethics requires companies doing theitob@ontribute

towards a just and fair society, while also engurithat
environmental pollution is brought under control.

. Another significance of business ethics stems fthenfact that
businesses need to retain the vast amount of s@celer
entrusted to them by the public.
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3.6 Influences on Business Ethics

The extent of ethical behaviour of businesses fhienced by the
following factors.

. Cultural differences: culture is the way of life people and
transmitted from one generation to another. Thergxtf ethical
behaviour is therefore a function of the cultureaoparticular
country. For instance, what does it mean for arass to do the
right thing in China, USA or Nigeria? Taking brilseconsidered
unethical in USA, whereakick-backis considered a norm in
Nigeria and several Third-World nations.

. Knowledge: greater knowledge increases the chahaeeating
the right decision. Business decisions not basefdas or a clear
understanding of the consequences could harm eegdoy
customers, the company, and other stakeholdergnpioyee or
manager is held responsible for his/her decisi@tions or
inactions. Therefore, the right questions shouldabked all the
time before decisions are taken.

. Organisational Behaviour: the foundation of an athbusiness
climate is ethical awareness and clear standardsebé&viour.
Companies that strongly enforce company codes ofluct and
provide ethics training help employees recognisd agason
through ethical problems. Similarly, companies wskrong
ethical practices set a good example for employ@ésliow. On
the other hand, companies that commit unethicad attthe
course of doing business open the door for empyedollow
suit.

4.0 CONCLUSION

You cannot get too far into the discussion of bessethics without first
knowing the definitions of Business, Ethics andexyention Business
Ethics.

The unit also examined morality, ethics and the lasathey relate to

Business ethics. Finally, significances and infleshon Business ethics
were mentioned.

5.0 SUMMARY

Ethics is the theory or system of moral valuess the rules or standards
governing the conduct of a person, organisatiocoonpany.
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Business can mean different things to differentpezoBusinesses is all
the objectives that are involved in developing, duging and

distributing the goods and services people needattsfy needs or
desires in return for a profit. Hence, businesgetis the study of moral
right and wrong as they apply to business organissit institutions and
behaviours. The basic stages of moral developmeattlae nature of
moral standards are:

. moral standards deal with matters that we think sanously
injure or seriously benefit human beings

. moral standards are not established or changetidgécisions
of particular authoritative bodies.

. moral standards should be preferred to other vainelsiding
self- interest.

. moral standards should be based on impartial ceregidns.

. moral standards are associated with special enstion

Law exists to regulate business activities. Laves emacted to actually
take care of unethical behaviours or behaviourst thiee below

moral/ethical standards. The differences betwedncat and legal

behaviour are further explained by the followingifenodels which are
of ethical and legal.

. illegal and unethical
. legal but unethical

. legal and ethical

. illegal and ethical

6.0 TUTOR-MARKED ASSIGNMENT

Explain what your understanding of Businessdstis.
Highlight how the above subject matter influengeur attitude
towards your business partners and transactions.

Al
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1.0 INTRODUCTION

The introductory unit, introduction to Business iEshhas presented a
general knowledge of business ethics and the dgermaais for
legislation which governs business activities. Tingt treats the topic;
Ethical principles in Business extensively.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. explain in detail, ethics and business
. identify the application of moral standards to bess
. describe the moral responsibility of a person isibess.

3.0 MAIN CONTENT

3.1 Ethics

Boyd defined ethics as concerned with the develoypnw moral
standards by which actions, situations and behawam be judged.
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Stanton gave the simplest definition of ethics @amdards of conduct.
Ethics is the discipline that examines one’s metahdards or the moral
standards of a society. It asks how these stasdgvgdly to our lives
and whether these standards are reasonable orsonedde, that is,
whether they are supported by good reasons or gues. Therefore, a
person starts to do ethics when he or she takesnthral standards
absorbed from the family, church and friends arnd:a8Vhat do these
standards imply for the situations in which | fimdyself? Do these
standards really make sense? What are the reasons &gainst these
standards? Why should | continue to believe in th&kthat can be said
in their favour and what can be said against theéxr® they really

reasonable for me to hold? Are their implicatioms this or that

particular situation reasonable?”

Ethics is the study of moral standards, the proad#sexamining the
moral standards of a person or society to deternwhether these
standards are reasonable or unreasonable in codapgly them to
concrete situations and issues. The ultimate diethacs is to develop a
body of moral standards that we feel are reasonableld standards
that we have thought about carefully and have @ecidre justified
standards for us to accept and apply to the choladill our lives.

Ethics is not the only way to study morality. Tdwial sciences such as
anthropology, sociology and psychology also stuayatity, but do so
in a way that is quite different from the approaohmorality that is
characteristic of ethics. Although, ethics is anmative study, the social
sciences engage in a descriptive study of ethics.

A normative study is an investigation that attentptseach normative
conclusions, that is, conclusions about what thiags good or bad or
about what actions are right or wrong. In shomoamative study aims
to discover what should be. As we have seen, eibidhe study of

moral standards whose explicit purpose is to detexm@ms far as possible
which standards are correct or supported by thereasons, and so it
attempts to reach conclusions about moral right wrmwhg and moral

good and evil.

A descriptive study is one that does not try tocheany conclusion
about what things are truly good, bad or right aong. Instead, a
descriptive study attempts to describe or expldi@ world without
reaching any conclusions about whether the worldt iwhat it should
be. Anthropologists and sociologists, for exampiay study the moral
standards that a particular village or culture bBoloh doing so, they
attempt to develop accurate description of the mst@ndards of that
culture and perhaps even to formulate an explapab@ory about their

11
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structure. As anthropologists or sociologists, heaveit is not their aim
to determine whether these moral standards areatar incorrect.

3.2 Business Ethics

This characterisation of ethics is intended to eynthe idea of what
ethics is all about. Our concern here however, ds with ethics in
general, but with a particular field of ethics: imess ethics. Business
ethics is a specialised study of moral right andngr as they apply to
business institutions, organisations, and behasiorbrief description
of the nature of business institutions should ffathis. A society
consists of people who have common ends and whoibdtias are
organised by a system of institutions designedciuesxe these ends.
That men, women, and children have common endbvi®wos. There is
the common end of establishing, nurturing, andguotiig family life;
producing and distributing the materials on whichmian life depends;
restraining and regularising the use of force; nigjag the means of
making collective decisions; and creating and pxeisg cultural values
such as art, knowledge, technology, and religioemiders of a society
achieve these ends by establishing the relativelgdf patterns of
activity that we call institutions: familial, ecomic, legal, political, and
educational.

The most influential institutions within contempoyasocieties may be
their economic institutions. These are designeattoeve two ends.

1.  Production of the goods and services the membetiseoc$ociety
want and need.

2.  Distribution of these goods and services to théeouarmembers
of the society. Thus, economic institutions deteeniwho will
carry out the work of production, how that work Ilwibe
organised, what resources that work will consunmel laow its
products and benefits will be distributed among foeiety’s
members.

Business organisations are the primary economittutisns through

which people in modern societies carry on the wafskbroducing and
distributing goods and services. They provide thedmental structure
within which members of a society combine theirrsearesources —
land, labour, capital and technology into useabt®dg, and they
provide channels through which these goods arelaiséd in the form
of consumer products, employee salaries, investoesurn, and
government taxes. Mining, manufacturing, retailingpanking,

marketing, transporting, insuring, constructing adVertising are all
different facets of the productive and distributipeocesses of our
modern business institutions.

12
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Business Ethics is a study of moral standards amdthese apply to the
social systems and organisations through which mmodsocieties
produce and distribute goods and services andetddmaviours of the
people who work within these organisations. Busnethics, in other
words, is a form of applied ethics. It not onlgludes the analysis of
moral norms and moral values but also attemptppdyahe conclusions
of these analyses to that assortment of institafioorganisations,
activities and pursuits that we call business.

As this description of business ethics suggests,gbues that business
ethics covers encompass a wide variety of topi€s. introduce some
order into this variety, it helps if we distinguititree different kinds of
issues that business ethics investigates: systecocporate and
individual.

Systemic issues in business ethics are ethicakiquegaised about the
economic, political, legal, and other social syseminstitutions within

which businesses operate. These include quesilomg the morality of

capitalism or of the laws, regulations, industséiductures and social
practices within which businesses operate.

Corporate issues in business ethics are ethicatiqus raised about a
particular organisation. These include questidmsutthe morality of

the activities, policies, practices or organisatiostructure which an
individual company takes.

Finally, individual issues in business ethics atecal questions raised
about a particular individual or particular indivls within a company
and their behaviours and decisions. These inctiuestions about the
morality of the decisions, actions or characteswé¢h individuals. It is
helpful when analysing the ethical issues raisea Iparticular decision
or case to sort out the issues in terms of whetihey are systemic,
corporate or individual issues.

Often the world presents us with decisions thablve a large number
of extremely complicated and interrelated kindsseties that can cause
confusion unless the different kinds of issuesfast carefully sorted
out and distinguished from each other. Moreoves,kinds of solutions
that are appropriate in dealing with systemic apocate issues are not
the same as the kinds of solutions that are apiatepin dealing with
individual issues. If a company is trying to deaih a systemic issue
such as a government culture that permits bribdeep the issue must be
dealt with on a systemic level; that is, it mustdaalt with through the
coordinated actions of many different social grou@ the other hand,
corporate ethical issues can be solved only throagtporate or
company solutions. If a company has a culture émaburages moral
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wrongdoing, for example, then changing that cultweguires the
cooperation of the many different people that dtutst the company.
Finally, individual ethical issues need to be obesd through individual
decisions and, perhaps, individual reforms.

3.3 Concept of Ethical Conduct

Having known the meaning and importance of busimtsigs, we can
see that wanting to be an ethical corporate citieemot enough;
individuals in business must actively practiethical conduct In
business, besides obeying laws and regulationspaal @nd ethical
conduct involves the followings.

. Competing fairly and honestly: businesses are expected to
compete fairly and honestly and not knowingly deegi
intimidate, or misrepresent customers, competitofignts, or
employees.

. Communicating truthfully: ethical conduct requires that
companies refrain  from issuing false or misleading
communications. Businesses should recognise thair th
communications reflect their image and thereforeane from
untruthful, offensive and misleading communications

. Not causing harm to others:some business executives put their
own personal interests ahead of that of employerd a
shareholders thereby causing harm to them. Compaonainagers
can mislead investors by withholding vital infornoat they
sometimes take advantage of the investor by usi@gompany’s
earnings or resources for personal gain.

3.4 Code of Conduct

A code of conducis a written statement, setting forth the princsplleat
guide an organisation’s decision. An effective cofleonduct requires
the following.

. Top management commitment

. Employee communications efforts

. Employee commitment to follow it.

. Formal training programmes

. A system that supports reporting unethical or dlegctions at
work

. A system of action.
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Often, ethical codes do not provide specific guaaron particular

issues, and may conflict with the priorities of d@mmercial world. In

such cases, individuals may find themselves tomwéen the “moral

ideals” which they live by, and the legal obligasothat is, personal or
contractual loyalties which bind them to an emptoye

Ethical standards would typically cover mattershsas:

. contribution or payment to government officials political
parties

. relations with customers or suppliers

. conflicts of interest

. accuracy of records

. fair and acceptable human resource practices

. competition matters

. corporate social responsibility.

3.5 Applying Ethics to Corporate Organisations

The statement that corporate organisations canttbeak or unethical

raises a puzzling issue. Can we really say thattits of organisations
are moral or immoral in the same sense that theractof human

individuals are? Can we say that corporate orgtaisa are morally

responsible for their acts in the same sense tmagh individuals are?
Or must we say that it makes no sense to apply Imerans to

organisations as a whole but only to the individuaho make up the
organisation? Can moral notions like responsihilityongdoing and

obligation be applied to groups such as corporafien are individual

people the only real moral agents?

Two views have emerged in response to this problatrone extreme is
the view of those who argue that, because the thégie organisations
together allow us to say that corporations actnaléviduals and have
“intended objectives” for what they do, we can at&y that they are
“morally responsible” for their actions and tha¢ithactions are “moral”
or “immoral” in exactly the same sense that a huin@ing’'s are. The
major problem with this view is that organisatiasnot seem to “act”
or “intend” in the same sense that individual humda, and
organisations differ from human beings in moraligportant ways:
Organisations feel neither pain nor pleasure amg tannot act except
through human beings. At the other extreme is/tbe of philosophers
who hold that it makes no sense to hold busineganisations “morally
responsible” or to say that they have “moral” dsitid hese philosophers
argue that business organisations are the sameaabimas whose
members must blindly and undeviatingly conform ¢onfal rules that
have nothing to do with morality. Consequently,miakes no more
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sense to hold organisations “morally responsibte” failing to follow
moral standards than it makes to criticise a machan failing to act
morally. The major problem with this second viesv that, unlike
machines, at least some of the members of orgamsatisually know
what they are doing and are free to choose whetheollow the
organisation’s rules or not or even to change theses. When an
organisation’s members collectively, but freely dmbwingly, pursue
immoral objectives, it ordinarily makes good sersesay that the
actions they perform for the organisation are “innatiband that the
organisation is “morally responsible” for this imrabaction.

Which of these two extreme views is correct? Peshame of the two
views is correct. The underlying difficulty withhich both views are
trying to struggle is this: although we say thatpowate organisations
“‘exist” and “act” like individuals, they obviouslyare not human
individuals. Yet our moral categories are desigt@dleal primarily

with individual humans who act on the basis of thaivn feelings,

reasoning, and deliberations. Therefore, how carapply these moral
categories to corporate organisations and theits*adVNe can see our
way through these difficulties only if we first sdabat corporate
organisations and their acts depend on human ohais. Organisations
are composed of related human individuals that everentionally agree
to treat as a single unit, and they “act” only whea conventionally
agree to treat the actions of these individualghasactions of that unit.
We can express this precisely in two somewhat ifeahrtlaims that

build on the work of philosopher John Searle.

. A corporate organisation “exists” only if:

- there are certain human individuals who are inrtage
circumstances and relationships, and

- our linguistic and social conventions lay dowiattvhen those
kinds of individuals exist in those kinds of circstances and
relationships, they shall count as a corporaterosgion.

. A corporate organisation “acts” only if:

- certain human individuals in the organisation penied certain
actions in certain circumstances and

- our linguistic and social conventions lay down thdten those
kinds of individuals perform those kinds of actionghose kinds
of circumstances, this shall count as an act oir tberporate
organisation.

Our own social and legal conventions, for exampay that a
corporation exists when there exists a properlylifigd group of
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individuals who have agreed among themselves torpacate and they
have performed the necessary legal acts of incatipor. Our social
conventions also say that a corporation acts whepeply qualified

members of the corporation, carry out their assigdeties within the
scope of their assigned authority.

3.6 Globalisation, Multinational and Business Ethis

Many of the most pressing issues in business etbd=sy are related to
the phenomenon of globalisation. Globalisation e tworldwide
process by which the economic and social systemsatibns have
become connected together so that goods, senaapgal, knowledge
and cultural artifacts are traded and moved aanasisnal borders, at an
increasing rate. This process has several compgnarciuding the
lowering of trade barriers and the rise of worldeviopen markets, the
creation of global communication and transportatsgstems; such as
the Internet and global shipping, the developmehtinternational
financial institutions, such as the World Bank athe@ International
Monetary Fund that have facilitated the internaidiow of capital, and
the spread of multinational corporations. For caes) of course, people
have moved and traded goods across national baaadaMerchants
were carrying goods over the trading routes of perdsia, Africa and
the Americas almost since civilisation dawned ogsthplaces. But the
volume of goods that are traded across nationahdemies has grown
almost exponentially since World War Il ended, d@nlas transformed
the face of our world to an extent that was nevefolle possible.
Globalisation has resulted in a phenomenon th&nsliar to anyone
who travels outside their country: The same pragluotusic, foods,
clothes, inventions, books, magazines, movie, brardes, stores, cars
and companies that we are familiar with at home arailable and
enjoyed everywhere in the world. Multinational cargtions are at the
heart of the process of globalisation and are mspte for the
enormous volume of international transactions thk¢ place today. A
multinational corporation is a company that mamamanufacturing,
marketing, service or administrative operationsnany different host
countries.

3.7 Business Ethics and Cultural Differences

When faced with the fact that different culturevédalifferent moral
standards, the managers of some multinationals ddwpted the theory
of ethical relativism. Ethical relativism is théebry that, because
different societies have different ethical beligfgere is no rational way
of determining whether an action is morally rightaong other than by
asking whether the people of this or that sociedlele it is morally
right or wrong. To put it in another way, ethicalativism is the view
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that there are no ethical standards that are ae$pluue and that apply
or should be applied to the companies and peoplallokocieties.
Instead, relativism holds that something is right the people or
companies in one particular society, if it accomgh their moral
standards and wrong for them, if it violates thmoral standards.

The multinational company or businessperson whoateg in several
different countries, then, and who encounters sesiewith many
different moral standards, is advised by the thexrgthical relativism
in this way: In one’s moral reasoning, one shaalldays follow the
moral standards prevalent in whatever society amsfthimself. After
all, because moral standards differ and since tiser® other criterion
of right and wrong, the best a company can do isotiow the old

adage: “When in Rome, do as the Romans do.” Howesehis view

of ethical relativism a reasonable view to hold?

Considered clearly, there are numerous practicat are immoral by
some societies which other societies have deemedllm@acceptable,
including polygamy, abortion, infanticide, slavehgmosexuality, racial
and sexual discrimination, genocide, patricide @edtorture of animals.
Yet critics of ethical relativism have pointed dbat it does not follow
that there are no moral standards that are bingiingeople everywhere.
Critics of ethical relativism have argued, in faittat there are certain
moral standards that the members of any societyt mcept if that
society is to survive and if its members are ternatct with each other
effectively. Thus, all societies have norms adaingiring or killing
other members of the society, norms about usinguage truthfully
when communicating with members of one’s societyl aorms against
taking the personal goods of other members of swsety.

Moreover, other critics of the theory of ethicdatezism point out that,
because different people have different moral belbem some issues, it
does not follow logically that there is no objeetitruth about that issue
or that beliefs about that issue are equally aat#@t When two people
or two groups have different beliefs, philosophams fond of pointing
out that, at least one of them is wrong. For eXamphe late
philosopher James Rachels put the matter quitarsilyc The fact that
different societies have different moral codes psonothing. There is
also disagreement from society to society abowtnsific matters: in
some cultures it is believed that the earth is, ftatd that disease is
caused by evil spirits. We do not on that accaamiclude that there is
no truth in geography or in medicine. Instead,carclude that in some
cultures, people are better informed than in otheBsmilarly,
disagreement in ethics might signal nothing moestthat some people
are less enlightened than others. At the verytlete fact of
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disagreement does not, by itself, entail that tddlkes not exist. Why
should we assume that, if ethical truth existsygwee must know it?

Perhaps the most troubling criticisms ethical reistn must deal with
are those that claim that ethical relativism ha®lmerent consequences.
If ethical relativism was true, as the opponentna] then it would
make little sense to criticise the practices ofeothocieties so long as
their practices conformed to their own standards.

The fundamental problem with ethical relativismitics allege, is that it
holds that the moral standards of a society arg onteria by which

actions in that society can be judged. The thegimes the moral

standards of each society a privileged place thabove all criticism by
members of that society or by anyone else: A sgsiehoral standards
cannot be mistaken. Clearly, opponents say, thiication of ethical

relativism indicates that the theory is mistakeWe recognise that the
moral standards of our own society as well as tladsether societies
can be wrong. This recognition implies that therahcstandards a
society happens to accept cannot be the only iomteof right and

wrong.

But even if the theory of ethical relativism isioately rejected, this
does not mean that it has nothing to teach us. e€fheal relativist

correctly reminds us that different societies hdifeerent moral beliefs

and that we should not simply dismiss the moraklebf other cultures
when they do not match our own. However, ethieddtivism may be

mistaken in its basic claim that all moral beliafe equally acceptable
and that the only criteria of right and wrong ane tmoral standards
prevalent in a given society.

3.8 Business Ethics and Technology

Technology consists of all those methods, proceszed tools that
humans invent to manipulate their environment. Toextent never
before realised in history, contemporary businedseing continuously
and radically transformed by the rapid evolutionnefw technologies
that raise new ethical issues for business.

This is not the first time that new technologiesénaad a revolutionary
impact on business and society. Several thousaagsyago, during
what is sometimes called the Agricultural Revolatiohumans

developed the farming technologies that enableoh tteestop relying on

foraging and on the luck of the hunt and to deveiogtead, reasonably
constant supplies of food. The invention of irtiga, the harnessing of
water and wind power, and the development of leweesiges, hoists
and gears during this period eventually allowed &osnto accumulate
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more goods than they could consume, and out oftirglus grew trade,
commerce and the first businesses.

The result was the large corporations that cameéotainate our huge
economies and that brought with them, a host ofcathssues for

business, including the possibilities of exploititige workers who

laboured at the new machines, manipulating the fieawncial markets

that financed these large enterprises, and prodguaiassive damage to
the environment.

New technologies developed in the closing decadleésen2d’ century
and the opening years of the®afentury are again transforming society
and business and creating the potential for newcadthproblems.
Foremost among these developments are the revwdution
biotechnology and in what is sometimes called imtion technology,
including not only the use of extremely powerfuldamompact
computers but also the development of the Interngireless
communications, digitalisation and numerous otlemhmologies that
have enabled us to capture, manipulate and moweniation in new
and creative ways.

Almost all ethical issues raised by new technolegee related in one
way or another to questions of risk: Are the risksa new technology
predictable? How large are the risks and are teegrsible? Are the
benefits worth the potential risks, and who shodétide? Do those
persons on whom the risks will fall know about tiek, and have they
consented to bear these risks? Will they be jugilyppensated for their
losses? Are the risks fairly distributed among tregious parts of
society, including the poor and the rich, the yoamgl the old, future
generations and present ones?

Information technologies have also raised difficethical issues about
the nature of the right to property when the propén question is
information (such as computer software, computetec@r any other
kind of data-text, numbers, pictures, sounds-taatheen encoded into
a computer file) or computer services (access toomputer or a
computer system). Computerised information (sushaasoftware
programme or digitised pictures) can be copiedgodisf countless times
without in any way changing the original. Whatdkiof property rights
does the original creator of the information haxad &ow does it differ
from the property rights of someone who buys a @olsyit wrong for
me to make a copy without the permission of thgioal creator when
doing so in no way changes the original? Whatnyf, darm will society
or individuals suffer if the people are allowed d¢opy any kind of
computerised information at will? Will people stogreating
information? For example, will they stop writing fseare and stop
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producing music? What kind of property rights daese have over
computer systems? Is it wrong to use my compangtapuiter system
for personal business, such as to send personaileam log onto
websites that have nothing to do with my work?tleniong for me to
electronically break into another organisation’snpoiter system if | do
not change anything on the system but merely “laogund”? Is it
ethical for business to market and distribute suectpredictable
engineered organisms throughout the world?

3.9 Theories of Business Ethics

3.9.1 Stakeholder Theories

The stakeholder theory of the firm is used as asb@sanalyse those
groups to whom the firm should be responsible.his sense, the firm
can be described as a series of connections oétstéders that the
managers of the firm attempt to manage. A stakemaklany group or
individual who can affect or is affected by the iagkment of the
organisation’s objectives. Stakeholders are typicanalysed into
primary and secondary stakeholders. A primary $takker group is one
without whose continuing participation the corpamatcannot survive
as a going concern. A primary group includes shaddens and
investors, employees, customers and suppliersithegeavith what is
defined as the public stakeholder group: the gawemnts and
communities that provide infrastructures and markethose laws and
regulations must be obeyed, and to whom taxes hhglations may be
due. The secondary groups are defined as thosanflbence or affect,
or are influenced or affected by the corporationf they are not
engaged in transactions with the corporation archat essential for its
survival.

3.9.2 Social Contract Theory

The social contract theory has a long traditiorethical and political
theory. In general, this theory considers the d$p@s a series of social
contracts between members of society and socisgff.itThe social
contact theory in business ethics argues that carporights and
responsibilities can be inferred from the terms aodditions of an
imaginary contract between business and society.

In the context of business ethics, an alternatiossibility is not that
business might act in a responsible manner bec#use in its
commercial interest, but because it is part of hewiety implicitly
expects business to operate.
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An integrated social contracts theory, as a waynmanagers to take
decisions in an ethical context, has been develddete, distinction is
made between macro social contracts and microlsomidracts. Thus, a
macro social contract in the context of communjties example, would
be an expectation that business provides some ”uppats local
community and the specific form of involvement wbule the micro
social contract. Hence companies who adopt a viesooial contracts
would describe their involvement as part of “saaiexpectation”.

3.9.3 Legitimacy Theory

Legitimacy is defined as a generalised perceptioassumption that the
actions of an entity are desirable, proper, or appate within some
socially constructed system of norms, values, telied definitions.
There are three types of organisational legitimacy:

. Pragmatic
. Moral
. Cognitive.

It should be pointed out that legitimacy managemests heavily on
communication — therefore in any attempt to invdegitimacy theory,
there is a need to examine some forms of corpoatenunications.

Finally, an organisation may employ four broad tiegating strategies
when faced with different legitimating threats.

. Seek to educate its stakeholders about the ordmmsa
intentions to improve that performance

. Seek to change the organisation’s perceptions efetrent (but
without changing the organisation’s actual perfaroa

. Distract (i.e. manipulate) attention away from tiesue of
concern

. Seek to change external expectations about iteqmeaince.

Thus, there is a need to examine any particulaparate behaviour
within its context and in particular to look fortenative motivations.
Legitimacy might therefore be seen as a key redsorundertaking
corporate social behaviour, and then using thavigctas a form of
publicity or influence.

SELF ASSESSMENT EXERCISE

Define the following concepts: ethics, businessicsttand code of
conduct.
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4.0 CONCLUSION

Business ethics is a specialised study of morditrand wrong that
concentrates on moral standards as they applydigiduals, business
institutions, organisations and behaviour.

5.0 SUMMARY

Ethics applies to all human activities. Busineasnot survive without
ethics.

Ethics is consistent with profit seeking customansl employees must
care about ethics.

6.0 TUTOR-MARKED ASSIGNMENT

“Ethics has no place in business” Discuss.
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1.0 INTRODUCTION

In the previous unit, we noted that ethics is thelg of morality and
that a person begins to do ethics when he or sims to look at the
moral standards that have been absorbed from thlyfachurch,

friends, and society whether these standards aesomable or
unreasonable and whether these standards impgté@mtion and issues.
In this unit, we shall examine more closely thisqass of appraising
one’s moral standards and of applying them to arcsituations and
issues. We begin by describing how a person’s tgbib use and
critically evaluate moral standards develops indbarse of a person’s
life, and then we will describe the reasoning psses through which
these moral standards are employed and evaluated.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. define moral development and moral reasoning

. identify argument for and against business ethics

. examine three objections to bringing ethics inteibess
. examine the cases for ethics in business

. analyse moral responsibility and blame

. identify subordinates’ responsibility.
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3.0 MAIN CONTENT

3.1 Moral Development

We sometimes assume that a person’s values areedorduring
childhood and do not change after. In fact, a gdeal of psychological
research, as well as one’s own personal experielereonstrates that as
people mature, they change their values in veryp dmed profound
ways. Just as people’s physical, emotional, andniteg abilities
develop as they age, so also their ability to de#h moral issues
develops as they move through their lives. In fagst as there are
identifiable stages of growth in the physical depehent, so the ability
to make reasoned moral judgments also develogemtifiable stages.

As children, we are simply told what is right anbawis wrong, and we
obey so as to avoid punishment. The child’'s adleseto moral

standards is essentially self-absorbed for thedavmie of pain. As we
mature into adolescence, these conventional motahdards are
gradually internalised. Adherence to moral stanslasdnow based on
living up to the expectation of family, friends, dathe surrounding
society. We do what is right because it is whatgroups expect of us.

It is only as rational and experienced adults Waatcquire the capacity
to critically reflect on the conventional moral siards bequeathed to us
by our families, peers, culture, or religion. Wen begin to rationally

evaluate these moral standards and their consegsieantd to revise

them where they are inadequate, inconsistent oeasonable. We

begin, in short, to do ethics, and our morality noareasingly consists

of moral standards that are more impartial and thk¢ into account

more of the interests of others, or that more adesdy balance taking

care of others with taking care of ourselves.

There is a good deal of psychological research shatvs people’s
moral views develop more or less in this mannethe Ppsychologist
Lawrence Kohlberg, for example, who pioneered netea this field,
concluded on the basis of over 20 years of resetrahthere is a
sequence of six identifiable stages in the devetgnof a person’s
ability to deal with moral issues.

Kohlberg’s theory is useful because it helps useustdnd how our
moral capacities develop and reveals how we caonrbedncreasingly
sophisticated and critical in our use and undedsten of the moral
standards we hold. Research by Kohlberg and otmessshown that,
although people generally progress through theestag the same
sequence, not everyone progresses through alltdgess Kohlberg
found that many people remain stuck at one of thdyestages
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throughout their lives. For those who remain a& fne-conventional

level, right and wrong always continue to be defime the egocentric
terms of avoiding punishment and doing what powexfihority figures

say; for those who reach the conventional level hewer get any

further, right and wrong continue to defined inmerof conventional

norms of their social groups or the laws of theation or society.

However, for those who reach the post conventibmatl and take a
reflective and critical look at the moral standatigisy have been raised
to hold, moral right ad wrong are decided in tewhsnoral principles

they have chosen for themselves as more reasomadhladequate.

It is important to notice that Kohlberg implies tlihe moral reasoning
of people at the later stages of moral developmenat,better than the
reasoning of those at earlier stages. First, geapthe later stages have
the ability to see things from a wider and fullergpective than those at
earlier stages. The person at the pre-conventibeagl can see
situations only from the person’s own egocentricnp@f view; the
person at the conventional level can see situatohsfrom the familiar
viewpoints of people in the person’s own socialupsl and the person
at the post-conventional point of view has theighib look at situations
from a perspective that tries to take into accawdryone affected by
the decision.

Second, people at the later stages have better ofaysstifying their
decisions to others than those at earlier stagd® person at the pre-
conventional level can justify decisions only inrms of how the
person’s own interests will be affected, and thanesfjustifications are
ultimately persuasive only to the person. The qeet the conventional
level can justify decisions in terms of the nornigh@ group to which
the person belongs, and therefore justificatioesudtimately persuasive
only to members of the person’s group. Finallg gerson at the post
conventional level can justify what the person doeshe basis of moral
principles that are impartial and reasonable aatithn therefore appeal
to any reasonable person.

Kohlberg’'s theory has, however, been subjected tmuanber of

criticisms.  First, Kohlberg has been criticised fdaiming that the

higher stages are morally preferable to the loviages. This criticism
Is surely right. Although the higher Kohlberg l&s/encorporate broader
perspectives and widely acceptable justificatiagndpes not follow that

these perspectives are morally better than therlomes. To establish
that the higher stages are morally better will regmore argument than
Kohlberg provides. In later units, we shall seawkind of reasons can
be given for the view that the perspectives antifications of the moral

principles characteristic of the later Kohlberg gets are morally
preferable to those of the earlier stages.
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3.2 Moral Reasoning

We have used the term moral reasoning repeat&tilyat does it mean?
Moral reasoning refers to the reasoning processwhich human

behaviours, institutions, or policies are judged#oin accordance with
or in violation of moral standards. Moral reas@natways involves two
essential components:

An understanding of what reasonable moral standamglsire prohibits
value or condemn:

Evidence or information that shows that a particydarson, policy,
institution, or behaviour has the kinds of featutbat these moral
standards require, prohibit value or condemn.

In many cases, one or more of the three componantdved in a

person’s moral reasoning are not expressed. Méwen dhan not,

people will fail to make explicit, the moral stamda on which their

moral judgments are based. The main reason thedlrs@ndards are
often not made explicit is that they are generalhgsumed to be
obvious. People put more of their efforts intoguong evidence that a
given policy, institution, or action conforms tor wiolates their

unexpressed standards than they put into idengifginexplaining the

moral standards on which their judgments rely.

Failure to make one’s moral standards explicit ésagne vulnerable to
all the problems, created by basing critical decision unexamined
assumptions: The assumptions may be inconsistesy, may have no
rational basis, and they may lead the decision make unwittingly
making decisions with undesirable consequences.sdeat the end of
the last section two arguments that tried to shioat mmanagers should
not be ethical but both of which were based onrassumoral standards
that were unacceptable once they were made explicit

To uncover the implicit moral standards on whiclpexrson’s moral
judgments are founded, one has to retrace the ersmral reasoning
back to its bases. This involves asking:

What factual information does the person accepéwadence for this
moral judgment?

What moral standards are needed to relate thisudhcehformation
(logically) to the moral judgment? For examplepose | judge that
capital punishment is morally wrong. Further, sog®p | base my
judgment on the factual evidence that capital gunent occasionally
results in the death of innocent people. Thengrher to relate this
factual information to my judgment, | must accepistgeneral moral
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principle: Whatever occasionally results in thettez innocent people
is morally wrong. This general moral principlenseded if there is to
be a (logical) connection between the factual miaiion (“capital

punishment occasionally results in the death obaemt people”) and
the moral judgment that is based on this fact (teqgunishment is
morally wrong”). Without the moral principle, thHactual information

would have no logical relation to the judgment avmlld therefore be
irrelevant.

The moral standards on which adults base their Imodgments are
usually much more complex than this simple examgpiggests.
Developed moral standards (as we see) incorporatdifigations,
exceptions and restrictions that limit their scopalso, they may be
combined in various ways with other important stadd. However, the
general method of uncovering unexpressed moraldatds remains
roughly the same whatever their complexity. Oney nagk: What
general standards relate a person’s factual evedentis or her moral
judgments?

It is hoped that this account of ethical reasonhlmgs not suggested that
it is always easy to separate factual informati@mf moral standards in
a piece of moral reasoning; nothing could be fartr@m the truth. In
practice, the two are sometimes intertwined in wihgs are difficult to
disentangle. There are several theoretical ditiesiin trying to draw a
precise line separating the two. Although theealdhce between the
two is usually clear enough for practical purposks,reader should be
aware that sometimes they cannot be clearly disishgd.

3.3 Arguments for and against Business Ethics

We have described business ethics as the processatially
evaluating our moral standards and applying thebutiness situations.
However, many people have raised objections to vibey idea of
applying moral standards to business activitieghia section, we will
address some of these objections and also lookhat van be said in
favour of bringing ethics into business.

3.3.1 Three Objections to Bringing Ethics into Beiness

Occasionally people object to the view that eth&tahdards should be
applied to the behaviour of people in business risgéions. Persons
involved in business, they claim, should single-aeidly pursue the
financial interests of their firm and not sidetrableir energies or their
firm's resources into “doing good works”. Threefaliént kinds of

arguments are advanced in support of this view.
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First, some have argued that in perfectly competifree markets, the
pursuit of profit will by itself ensure that the mbers of society are
served in the most socially beneficial ways. Topbafitable, each firm
has to produce only what the members of societyt wad has to do this
by the most efficient means available. The memizérsociety will
benefit most, then, if managers do not impose thein values on a
business, but instead devote themselves to théesmigded pursuit of
profit and thereby to producing efficiently whaetimembers of society
value.

Arguments of this sort conceal a number of asswmptihat require a
much, lengthier discussion than we can providehit $tage. Because
we examine many of these claims in greater detaithe units that
follow, here we only note some of the more quesii® assumptions
on which the argument rests. First, most industnerkets are not
"perfectly competitive" as the argument assumed, tarthe extent that
firms do not have to compete they can maximise ifgrafiespite
inefficient production. Second, the argument assuith@t any steps
taken to increase profits will necessarily be dbciaeneficial, when in
fact several ways of increasing profits actuallyia society: allowing
harmful pollution to go uncontrolled, deceptive adising, concealing
product hazards, fraud, bribery, tax evasion, pfigmg, and so on.
Third, the argument assumes that, by producing evieatthe buying
public wants (or values), firms are producing whaktthe members of
society want, when in fact the wants of large sagmef a society (the
poor and disadvantaged) are not necessarily metusecthey cannot
participate fully in the marketplace. Fourth, thrguanent is essentially
making a normative judgment (“managers should devoemselves to
the single-minded pursuit of profits”) on the basissome assumed but
unproved moral standards (“people should do whatevi# benefit
those who participate in markets”). Thus, althotlyh argument tries to
show that ethics does not matter, it can do thiy by assuming an
unproved moral standard that at least appears kaeista

A second kind of argument sometimes advanced tw shat business
managers should single-mindedly pursue the in®@stheir firms and
should ignore ethical considerations is embodiedwimat Alex C.

Michaels called the "loyal agent's argument.” Thmgument can be
paraphrased as follows:

As a loyal agent of his or her employer, the manags a duty to serve
the employer as the employer would want to be sk(fehe employer
had the agent's expertise).

An employer would want to be served in whatever svegll advance
his or her self-interests. Therefore, as a loyana@f the employer, the
manager has a duty to serve the employer in whatexss will
advance the employer's self interests.
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The argument can be, and often has been, usedtityja manager's
unethical or illegal conduct. For example, the a#dfi of a corporation
may plead that, although he engaged in certaigalleor unethical
conduct (e.qg., price fixing), he should be excusedause he did it not
for himself, but to protect the best interests a$ kompany, its
shareholders, or its workers. The loyal agent'siment underlies this
kind of excuse. More generally, if we replaaaployemwith government
andmanagewith officer,we get the kind of argument that Nazi officers
used after World War Il to defend their involvemantitler's morally
corrupt government.

The loyal agent’'s argument relies on several qoesable assumptions.
First, the argument tries to show, again, thatcstidioes not matter by
assuming an unproved moral standard (“the mansigeuld serve the
employer in whatever way the employer wants todees!”). But there
is no reason to assume that this moral standaadceptable as it stands
and some reason to think that it would be accéptably if it were
suitably qualified (e.g., “the manager should sethre employer in
whatevermoral way the employer wants to be served”). Second, the
loyal agent's argument assumes that there aremiis ko the manager's
duties to serve the employer, when in fact sucltdiare an express part
of the legal and social institutions from which sheduties arise. An
agent's duties are defined by what is called thedhagency (i.e., the
law that specifies the duties of persons [agents) &gree to act on
behalf of another party and who are authorisedhieyagreement so to
act). Lawyers, managers, engineers, stockbrokes,sa on all act as
agents for their employers in this sense. By freglering an agreement
to act as someone’s agent, then, a person accdptmla(and moral)
duty to serve the client loyally, obediently, andai confidential manner
as specified in the law of agency.

Yet, the law of agency states that “in determinwigether or not the
orders of the |[client] to the agent are reasonaldaesiness or

professional ethics are to be considered,” andhtirevent would it be
implied that an agent has a duty to perform actghviare illegal or

unethical.” The manager’s duties to serve the eygsldhen, are limited
by the constraints of morality, because it is witls understanding that
the duties as a loyal agent are defined. Third)dial agent's argument
assumes that if a manager agrees to serve a hen, this agreement
automatically justifies whatever the manager daebehalf of the firm.

However, this assumption is false: Agreements teesether people do
not automatically justify doing wrong on their b&h&or example, it is

clearly wrong for me to kill an innocent personadvance my own
interests.
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Suppose that one day | enter an agreement to gerveinterests and
that later it turns out that your interests requirat | kill an innocent
person for you. Does the agreement now justify ing the innocent
person? Obviously, it does not because agreementsotdchange the
moral character of wrongful acts. If it is moralNyrong, then, for a
manager to do something out of self-interest, &$® morally wrong for
the manager to do it in the interests of the comparen though the
manager has agreed to serve the company. The assusngf the loyal
agent's argument, then, are mistaken.

A third kind of objection is sometimes made agabrsiging ethics into
business. This is the objection that to be ethtdalenough for business
people merely to obey the law: Business Ethicsssemtially obeying
the law. For example, when an accountant was askeprepare a
business ethics report for the board of directdrsSeven - Eleven
Stores, his report excluded allegations that a&gstmnager was trying to
bribe New York tax officials. When asked why thdegéd bribery
attempt was excluded from the report, he replied tie did not feel the
incident was unethical because it was not illegablying thatunethical
andillegal are the same.

It is wrong, however, to see laws and ethics astidal. It is true that
some laws require behavior that is the same alsghaviour required by
our moral standards. Examples of these are lawspitmdnibit murder,
rape, theft, fraud, and so on. In such cases, favraorality coincide,
and the obligatiortio obey such laws is the same as the obligation to be
moral. However, law and morality do not always caile. Some laws
have nothing to do with morality because they db inwgolve serious
matters. These include parking laws, dress coded, @her laws
covering similar matters.

Other laws may even violate our moral standardsthed they are
actually contrary to morality. Pre-Civil War slaydaws, for example,
required slave owners to treat slaves like propenty the laws of Nazi
Germany required anti-Semitic behavior. The lawsSafudi Arabia
today require that businesses discriminate agamwsien and Jews in
ways that most people would say are clearly immdrhus, it is clear
that ethics is not simply following the law.

This does not mean, of course, that ethics hasingptto do with
following the law. Our moral standards are somesinmeorporated into
the law, when enough of us feel that a moral stahddould be
enforced by the pressures of a legal system. Irtrasin laws are
sometimes criticised and eliminated when it becomlear that they
blatantly violate our moral standards.
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Moreover, most ethicists agree that all citizengeha moral obligation
to obey the law, so long as the law does not requiearly unjust
behaviour. This means that, in most cases, it imamal to break the
law. Tragically, the obligation to obey the law careate terrible
conflicts, when the law requires something that thesinessperson
believes is immoral. In such cases, a person wilidzed with a conflict
between the obligation to obey the law and thegaltibn to obey his or
her conscience

3.3.2 The Case for Ethics in Business

We have looked at several arguments attempting tdlkesitathat ethics
should not be brought into business and we fourdhthll wanting. Is
there anything to be said for the opposite claiat tthics should be
brought into business? One way to argue that eshosild be brought
into business is simply by pointing out that, ethghould govern all
voluntary human activities. And because businessvsluntary human
activity, ethics should also govern business. larshthere is nothing
about business that would prevent us from applyiregsame standards
of ethics to business activities that should beliagpo all voluntary
human activities.

Another argument for the view that ethics shouldpaet of business
points out that business activities, like any otlemman activities,
cannot exist unless the people involved in the rass and its
surrounding community, adhere to some minimal siesh&l of ethics.
Business is a cooperative activity whose very eris¢ requires ethical
behaviour. First, any individual business will epe if all of its

managers, employees, and customers come to thaitkittis morally

permissible to steal from the organisation, lie tw, break their
agreement with the company.

Because no business can exist entirely withoutcgtithe pursuit of
business requires at least a minimal adherencéhtoseon the part of
those involved in it. Second, all businesses reqairstable society in
which to carry on business dealings. Yet the stgbdf any society
requires that its members adhere to some miniraabsirds of ethics. In
a society without ethics, as the philosopher Holdreee wrote, distrust
and unrestrained self-interest would create “a efagvery man against
every man,” and in such a situation life would beeo‘nasty, brutish,
and short.”

The impossibility of conducting business in suclsaziety — one in
which lying, theft, cheating, distrust, and unraested self-interested
conflict are the norm — is shown by the rate atohtbusiness activities
break down in societies torn by strife, conflictstcust, and civil war.
Because businesses cannot survive without etliies, it is in the best
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interests of business to promote ethical behavibmih among its own
members as well as within its larger society.

Another persuasive way to argue that ethics shaeldorought into
business is by showing that ethical consideratians consistent with
business pursuits, in particular with the pursdipfit. That ethics is
consistent with the pursuit of profit can be sholn simply finding
examples of companies where the history of good®tias existed side
by side with the history of profitable operations.

3.4 Moral Responsibility and Blame

So far, our discussion has focused on judgemerniglufand wrong and

of good and evil. Moral reasoning, however, is siomes directed at a
different kind of judgment: determining whether argon is morally

responsible for an injury or for a wrong. A judgrhetbout a person's
moral responsibility for wrongdoing is a judgmehat the person acted
intentionally and so should be blamed, punishedfooced to pay

restitution.

The kind of moral responsibility we are discussirege, should not be
confused with a second but distinct form of moesponsibility. The
term moral responsibility is sometimes used to m&aaral duty” or

“moral obligation.” moral responsibility” means “ma obligation.”

This is not the kind of moral responsibility thaevare talking about
here. We are concerned here with the kind of moegponsibility a
person has when we say a person is to blame foetbomy. "Morally

responsible” is used to mean “to blame.”

People are not always morally responsible for tiparies they inflict on
others. A person, for example, who injures somebyeaccident, is
“excused” from any blame. So when is a person rhorakponsible-or
to blame-for an injury? The traditional view can femmarised like
this: A person is morally responsible for an injushen the person
caused the injury and did so knowingly and freeBut this
characterisation ignores the fact that people ametimes responsible
for injuries which they did not cause but whichytreuld and should
have prevented, that is, they are morally respémsdy their omissions
when they had a duty to act. So, a more accurdteabte complicated-
way of characterising moral responsibility is abolws:

A person is morally responsible for an injury am@ng if:

. the person caused or helped cause it, or failgndeent it when
he could and should have; and

. the person did so knowing what he or she was doing

. the person did so of his own free will.
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Moral responsibility for an injury or a wrong, theequires three things:

. the person must cause or fail to prevent the ingurywrong when
he could and should have done so.

. the person must know what he is doing.

. the person must act of his own free will. This netre absence

of any of these three elements will completely @&lae a
person's responsibility for an injury and so willly "excuse" a
person from any blame for the injury.

It is important to understand these three condstiell enough to judge
whether a party was morally responsible for sonmegthi

Let us begin by examining the first requirementrfaoral responsibility:
The person must either cause the injury or wronglse must fail to
prevent it when she could and should have donénsmany cases, it is
easy to determine whether a person's actions “dauws® injury or a
wrong (such actions are “commissions”). But thisas so easy when a
party does not cause an injury but merely failsptevent it (such
failures are “omissions”). Nike, the athletic slfamanpany, for example,
has been at the center of a controversy over gporesibility for the
mistreatment of the workers who make its shoese Mies not actually
manufacture any of the athletic shoes it sellstebu, Nike designs its
shoes in Seattle, Washington, and then pays coepanideveloping
countries to make the shoes according to thesegriesit is these
foreign supplier companies (in China, Indonesialidnetc.) that have
directly mistreated and exploited their workerskéNhas claimed that it
is not morally responsible for this mistreatmentdese the injuries
were inflicted by the supplier companies they hirsal Nike itself did
not cause the injuries.

Critics have responded that although it is true Ni&e did not directly
cause the injuries, Nike could have prevented thseies by forcing
its suppliers to treat their workers humanely.tlisitrue that Nike had
the power to prevent the injuries, and should hdwee so, then Nike
met the first condition for moral responsibilityuBif Nike was truly
powerless to prevent these injuries if Nike had aomtrol over the
actions of its suppliers then it did not meet’ tinst condition.

Notice that the first condition says that people arorally responsible
for an injury when they failed to prevent d@nly if they “should have”
prevented it. This qualification is necessaryause people cannot be
held morally responsible for all the injuries thayow about and fail to
prevent. Each of us is not morally responsible,eéoample, for failing
to save all the members of all the starving gronpthe world that we
learn about by reading the newspapers, even if evddchave saved
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some of them. If we were morally responsible fortlakse deaths, then
we would all be murderers many times over andgb&mns wrong.

Instead, we must say that a person is respongiblaifing to prevent an
injury only when, for some reason, the person hadokligation to
prevent that particular injury. Such an obligatiganerally requires
some sort of special relationship to the injurytlee injured party. For
example, if it is known | am the only person neapuwgh to save a
drowning child, and | can do so easily, then my csdephysical
relationship to the child creates in me an oblgato save the child and
so | am morally responsible for the child's de&thfail to prevent it. Or
if | am a police officer on duty and see a crimatthcan easily prevent,
because it is my job to prevent such crimes, | lageecific obligation
to prevent this crime and am morally responsibleé fail to do so.
Employers likewise have a special obligation tovprég work injuries
from being inflicted on their employees and so m@ally responsible
for any foreseen work injuries they could have preed.

The second requirement for moral responsibilitthis: The person must
know what he/she is doing. This means that if pgssare ignorant of
the fact that their actions will injure someoneeglihen they cannot be
morally responsible for that injury. Ignorance, lewer, does not always
excuse a person. One exception is when a persdoedsely claims

ignorant of a certain matter to escape resporngibikor example, if

Nike managers told their suppliers that they dit want to know what

was going on in their factories, they would stdé morally responsible
for whatever mistreatment went on that they cowgehprevented. A

second exception is when a person negligently tailsake adequate
steps to become informed about a matter thatksafvn importance.

A manager in an asbestos company, for example,habaeason to sus-
pect that asbestos may be dangerous but who ¢alledome informed
on the matter out of laziness, cannot later plgadrance as an excuse.
A person may be ignorant of either the relevantsfaw the relevant
moral standards. For example, | may be sure thhety is wrong (a
moral standard) but may not have realised thatppirtg a customs
official, | was actually bribing him into cancelfrcertain import fees (a
fact). In contrast, | may be genuinely ignorantt thabing government
officials is wrong (a moral standard), althougmblw that in tipping the
customs official, | am bribing him into reducingetfees | owe (a fact).
If I genuinely did not know that what | was doingswrong, then | am
not morally responsible for that wrong.
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Ignorance of fact eliminates moral responsibility, the simple reason
that a person cannot be held responsible for sangetiver which he or
she has no control. Because people cannot conatteéra of which they
are ignorant, their moral responsibility for suclattars is eliminated.
Negligently or deliberately created ignorance, s exception to this
principle because such ignorance can be controlieshfar as we can
control the extent of our ignorance, we become thorasponsible for
it and, therefore, also for its injurious conseqe= Ignorance of the
relevant moral standards generally also removemnessbility because a
person is not responsible for failing to meet ddiigns of whose
existence he or she is genuinely ignorant. Howeteethe extent that
our ignorance of moral standards is the resultreély choosing not to
ascertain what these standards are, we are rebf@f@i our ignorance
and for its wrongful or injurious consequences.

The third requirement for moral responsibility gt the person must act
of his own free will. A person act of his/her owmed will when that

person acts deliberately or purposefully and hioas are not the result
of some uncontrollable mental impulse or externaté. In other words,

a person act of his own free will when he choosedot something for a
reason or a purpose and is not forced to do it diypesinternal or

external force over which he has no control. A pergs not morally

responsible, for example, if he causes an injuryabee he lacked the
power, skill, opportunity, or resources to prevdm$ actions from

resulting in the injury. Nor is a person morallspensible when he is
not physically forced to inflict an injury on someoelse or physically
restrained from doing something to prevent the rinjinor when a

person's mind is psychologically impaired in a wdnat prevents

him/her from controlling his/her actions.

3.4.1 Corporate Responsibility

Within the modern corporation, responsibility foc@porate act is often
distributed among a number of cooperating parfBsporate acts are
normally brought about by several actions or oroissi of many
different people all cooperating together so thairtlinked actions and
omissions jointly produce the corporate act. Fanegle, one team of
managers designs a car, another team tests i #mcd team builds it;
one person orders, advises, or encourages somethoh@thers act on
these orders, advice, or encouragement; one groawikgly defrauds
buyers and another group knowingly but silentlyoggjthe resulting
profits; one person contributes the means and anofherson
accomplishes the act; one group does the wrongasmather group
conceals it. The variations on cooperation areessd|

The question is, “who is morally responsible foctsyointly produced
acts™? The traditional view is that those who knogly and freely did
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what was necessary to produce the corporate aeteach morally
responsible. In this view, situations in which aso® needs the actions
of others to bring about a wrongful corporate a&t ao different in
principle from situations in which a person needstain external
circumstances to commit a wrong. For example, Waht to shoot an
innocent person, | must rely on my gun going ofh (external
circumstance). If | want to defraud the stockhaddef a corporation, |
must rely on others to do their part in the fralmdboth cases, | can
bring about the wrongful injury only by relying osomething or
someone other than myself. In both cases, if | kngly and freely
bring about the fraud, then | am morally resporsildr the wrongful
injury.

Bringing about a wrongful act with the help of athethen, does not
differ in a morally significant way from deliber&ebringing about a
wrongful act with the help of inanimate instrumerike person is fully
responsible for the wrong or the injury even ifsthiesponsibility is
shared with others. If, for example, as a memberthaf board of
directors of a corporation, with full knowledge atwimplete freedom, |
act on insider information to vote for some stogiti@ans that will
benefit me but unfairly injure the other stockhaokjehen | am morally
responsible for the wrongful corporate act of tleard even if, | share
this responsibility with other members of the bodg my vote, | was
trying to bring about the illegal corporate act amid so knowingly and
freely.

Critics of this traditional view of the individual responsibility for
corporate acts have claimed that when an orgargsedp such as a
corporation acts together, their corporate act begescribed as the act
of the group and, consequently, the corporate graod not the
individuals who make up the group must be heldaesible for the act.
For example, we normally credit the manufacturea afefective car to
the corporation that made it and not to the indigldengineers involved
in its manufacture.

The law typically attributes the acts of a corpmm@s managers to the
corporation (so long as the managers act withiir gtaghority) and not
to the managers as individuals. Traditionalistaydaer, can reply that,
although we sometimes attribute acts to corporedags, this linguistic
and legal fact does not change the moral realitigingke all such
corporate acts: Individuals had to carry out theigalar actions that
brought about the corporate act. Because individumde morally
responsible for the known and intended consequentetheir free
actions, any individual who knowingly and freelyins his actions
together with those of others, intending thereb¥priag about a certain
corporate act, will be morally responsible for thet.
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3.4.2 Subordinates’ Responsibility

In a corporation, employees often act on the bakitheir superiors'
orders. Corporations usually have a hierarchicaktire of authority in

which orders and directives pass from those high#ne structure, to a
variety of agents at lower levels. A vice presideils several middle
managers that they must reach certain producti@tsgand the middle
managers, try to attain them. A plant manager tesforemen to close
down a certain line and the foremen do it. An eagintells a clerk to
write up a certain report and the clerk does it. oWk morally

responsible when a superior orders a subordinatarty out an act that
both of them know is wrong?

People sometimes suggest that when a subordinast@madhe orders of
a legitimate superior, the subordinate is absobfeall responsibility for

that act: Only the superior is morally responsitade the wrongful act,

even though the subordinate was the agent whoedaitriout. Several
years ago, for example, the managers of a natssralconductor plant
allegedly ordered their employees to write a gowemnt report that
falsely stated that certain computer components &othe government
had been tested for defects. Some employees otjelote when the
managers allegedly insisted, the employees complidd their orders.

When the falsified reports were discovered, the agans argued that
only the corporation as a whole should be held aesiple for the

falsified reports. No individual employee should beld morally

responsible, they argued, because each employesimad/ an agent
who was following orders.

It is clearly mistaken, however, to think that anpdoyee who freely
and knowingly does something wrong is absolvedlofegponsibility
when "“following orders." Moral responsibility reqes merely that one
acts freely and knowingly, and it is irrelevantttibae's wrongful act is
that of freely and knowingly choosing to follow arder. For example,
if | am ordered by my superior to murder a compet#nd | do so, | can
hardly later claim that | am totally innocent besaul was merely
“following orders.” The fact that my superior orddr me to perform
what | knew was an immoral act in no way alters thaet that in
performing that act, | knew what | was doing arfcekly chose to do it
and so | am morally responsible for it. As we notdten discussing the
“loyal agent” argument,” there are limits to anmayee's obligation to
obey a superior: An employee has no obligationdeyoan order to do
what is immoral. Of course, a superior can put ificant economic
pressures on an employee and such pressures cagatenitthe
employee's responsibility, but they do not totaliyninate it.
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Thus, when a superior orders an employee to carryao act that both
of them know is wrong, the employee is morally mspble for that act
if the employee carries it out. Is the superiooatsorally responsible?
Obviously, the superior is also morally responsitdeause in ordering
the employee, the superior is knowingly and frdaiyging about the
wrongful act through the instrumentality of the doyee. The fact that a
superior uses a human being to bring about the giumbract does not
change the fact that the superior brought it about.

3.5 Reasons for Ethical Behaviour
Why do organisations need to be ethical?

. To reverse declining public confidenceAs far as many people
are concerned, organisational/business image gndaten are
sometimes highly questionable. This is as a resulbhegative
business practices, such as poor product qualiigleading
package labels, and false advert claims, etc. Verse this trend,
businesses must demonstrate convincingly that aheyaware of
their ethical responsibility by setting and enfageihigh ethical
standards.

. To avoid increase in government regulationThis is applicable
where businesses operate in relatively free ecan@ystems,
devoid of government regulations. To justify thlajsinesses
must act ethically in such a way that their custarand other
stakeholders have no reasons to complain about &céivities
and attract government attention. Note that ineg feconomic
system, everybody is given the liberty to operate.

. To retain the power granted by the societyBusinesses wield
enormous social power as they influence marketsnauic
issues and consumers’ behaviour. Unethical behawdlresult
in an erosion of this. To avoid this, businessesukhact in a
socially acceptable manner.

. To protect the company’s image Public relation is an element
of promotional tool. Big organisations use pubkdtations. If an
Organisation is ethical, likely to spend less omlurelations.
For example, former BATA now FAMAD does not selk it
products to middlemen, discovering that most distors are
profit conscious and care less about the imagd@fcompany.
Another good example of people/consumers viewingiryo
product in a good way with a good image is seethénindomie
noodles crisis and that of All-ways sanitary towelhich were
rumoured to have been contaminated, and unfitdosemption.
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The above mentioned examples were handled by thicpu

relations unit of the affected companiedhédp retain their
customers and to equally create a good image feir th
companies.

SELF ASSESSMENT EXERCISE

Define the following concepts; autonomous moralitgral reasoning,
pre conventional morality, conventional morality,onsistency
requirement, ethic relativism and moral responisybil

4.0 CONCLUSION

Morality should govern all voluntary activities arad business is a
voluntary human activity, morality should also govéusiness. There
is nothing about business that would prevent us fapplying the same
moral standards to its activities as should beia@gb all other human
activity.

5.0 SUMMARY

Having described morality in business the process of rationally
evaluating our moral standards and applying thebutiness situations,
many people have raised objections to the very aleapplying moral
standards to business activities where an emplsyeegarded as and
remains a “loyal agent” of his or her employer. $hemployees are
constantly faced with a conflict between the olilmato obey the law
and the obligation to obey their conscience (mstahdards).

6.0 TUTOR-MARKED ASSIGNMENT

1. Explain Kohlberg’'s views of moral development.
2. Highlight the reasons why organisations nedaktethical.

7.0 REFERENCES/FURTHER READING
Manuel G. VelasqueBusiness Ethics Concepts and Cases
Kenneth A. Kim & John R. Nofsinge€orporate Governance.

Burns J.H. & Hart H.L.A. (1970)Introduction to the Principles of
Morals and Legislation

Russell Hardin (1988)Ethics within the Limits of Reason.

40



ENT224 BUSINESS ETHICS

UNIT 4 ETHICS THEORY
CONTENTS

1.0  Introduction
2.0 Objectives
3.0 Main Content
3.1  Views of Ethical Behaviours
3.2 Utilitarianism Weighing Social Costs and Benefits
3.2.1 Traditional Utilitarianism
3.2.2 Measurement Problems
3.2.3 Utilitarian Replies to B&irement Objections
3.2.4 Problems with Rights auostite
3.2.5 Utilitarian Replies to Objections on Rightada
Justice
3.3 Rights and Duties
3.3.1 The Concept of a Right
3.3.2 Negative and Positive Rights
3.3.3 Contractual Rights and Duties
3.3.4 A basis for Moral Rights: Kant
3.3.5 Kantian Rights
3.3.6 Problems with Kant
3.3.7 The Libertarian Objection: Nozick
4.0 Conclusion
5.0 Summary
6.0  Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

Ethics theory refers to the various kinds of apphes to moral

evaluation that constitute some of the most imprtgpes of ethical

standards studied by moral philosophers. Eachoappr to moral

evaluation employs distinct moral concepts, andheamphasises
aspects of moral behaviour that are neglected leraat not emphasised
by the others. The purpose of this unit is to axplthe kinds of

concepts and information that each employs, idethi¢ir strengths and
weaknesses, and explain how these approaches ecmeddo clarify the

moral issues that confront people in business

2.0 OBJECTIVES
At the end of this unit, you should be able to:

. explain how to apply the theory of ethics
. identify and discuss how the concepts of a “rightiould be
applied to business situations.
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3.0 MAIN CONTENT
3.1 Views of Ethical Behaviours

We can distinguish between four views of ethicdldweours. They are:

. Utilitarian view: It is based on the notion that ethics should
deliver the greatest number of people.

. Individualism view: This view seeks to advance the long term
self interest of individuals.

. Moral right view: This emphasises respect for and protection of
the fundamental right of people.

. Justices view: Ethical behaviour or decision should treat people

impartially and fairly according to guiding rulescastandards.

The attention of this course unit shall be on tatilanism, that is, the
utilitarian view.

3.2 Utilitarianism: Weighing Social Costs and Benatis

We begin by looking at that approach to moral denisnaking, that the
Caltex managers took when they claimed that theyulshremain in
South Africa because, that course of action wouddehthe most
beneficial consequences. This approach is sometiafesred to as a
consequentialityapproach and sometimes as a utilitarggaproach. To
see more clearly what the approach involves, leibak at a situation
where this approach was a basic consideration lmusaness decision
that had a dramatic impact on the lives of manypfeeo

During the last century, Ford lost its market shaoe Japanese
companies making compact, fuel-efficient cars. Lamocca, president
of Ford at the time, determined to regain Ford'arshby rapidly

developing a new small car called the Pinto. ThedRivould weigh less

than 2,000 pounds, cost less than $2,000, anddabi to market in 2

years instead of the normal 4. Because the Pin® avaush project,

styling considerations dictated engineering desmra greater degree
than usual. In particular, the Pinto's styling rieeg that the gas tank be
placed behind the rear axle, where it was more eralsle to being

punctured in case of a rear-end collision. Wherearty model of the

Pinto was crash-tested, it was found that, wheucktfrom the rear at
20 miles per hour or more, the gas tank would swonest rupture and

gas would spray out and into the passenger compatinin a real

accident, stray sparks might explosively ignite speaying gasoline and
possibly burn any trapped occupants.
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Ford managers decided, nonetheless, to go ahehgmduction of the
Pinto for several reasons. First, the design niethal applicable legal
and government standards then in effect. At theetigovernment
regulations required that a gas tank only rematacinin a rear-end
collision of less than 20 miles per hour. Secoratdfmanagers felt that
the car was comparable in safety to several otaes then, being pro-
duced by other auto companies. Third, accordingrtanternal cost-
benefit study that Ford carried out, the costs afdifying the Pinto
would not be balanced by the benefits. The studyvel that modifying
the gas tank of the-1875 million autos that would eventually be built
would cost about=l610 a unit for20, 550 million.Costs N1610 X
N1875 million autosH80, 550 million

However, statistical data showed that the modibcatvould prevent
the loss of about 180 burn deaths, 180 serious imjunes, and 2,100
burned vehicles. At the time (1970), the governnadfitially valued a
human life at=#8, 000000, insurance companies valued a serious bur
injury at-MN10, 050000, and the average residual value on sybacts
was-NLO, 5000. So in monetary terms, the modificatiorudhave the
benefit of preventing losses with a total valu@oly N737, 25 million:

Benefits (180 deaths X =R,000000) + (180 injuries X
N10,050000) + (2,100 vehicles=X18,5000)-N'37,25 million

Thus, a modification that would ultimately cost tusers=N0, 550
million (because the costs of the modification vibbke added to the
price of the car) would result in the preventiorcostomer losses valued
at only-Nr37, 25 million. It was not right, the study arguéa spend
N20, 550 million of society's money to provide a éknsociety valued
at only-Nr37, 25 million.

Ford subsequently went ahead with the productiothefunmodified
Pinto. It is estimated that in the decade thabfdd at least 60 persons
died in fiery accidents, involving Pintos and tlet least twice that
number suffered severe burns over large areasenf Hodies, many
requiring years of painful skin grafts. Ford evetiy phased out the
Pinto model.

The kind of analysis that Ford managers used im tost-benefit study,
is a version of what has been traditionally calletllitarianism.
Utilitarianism is a general term for any view tlnatids that actions and
policies should be evaluated on the basis of tmefits and costs they
will impose on society. In any situation, the "riglaction or policy is
the one that will produce the greatest net benefithe lowest net costs
(when all alternatives have only net costs).
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The Ford managers reduced costs and benefits plgimi@reconomic
costs and benefits (such as medical costs, losgoime, and damage to
buildings) and these were measured in monetarysteBut the benefits
of an action, may include any desirable goods &uiess, health, lives,
satisfactions, knowledge, happiness) produced byatttion, and costs
may include any of its undesirable evils (pain, ethihe Ford study did
take into account, sickness, death, dissatisfactiagnorance,
unhappiness). The inclusive term used to refeh¢oniet benefits of any
sort produced by an action is utility. Hence, tlane utilitarianism is
used for any theory that advocates selection dafab@on or policy that
maximises benefits (or minimises costs).

Many business analysts hold that the best way &uate the ethical
propriety of a business decision or any other dacigs by relying on

utilitarian cost-benefit analysis. The socially pessible course for a
business to take is the one that will produce tleatgst net benefits for
society or impose the lowest net costs. Severakguouent agencies,
many legal theorists, numerous moralists, and atyaof business
analysts advocate utilitarianism. We begin our ubson of ethical

principles by examining this popular approach.

3.2.1 Traditional Utilitarianism

Jeremy Bentham (1748-1832) is generally considénedfounder of
traditional utilitarianism. J Bentham sought an ealive basis for
making value judgments that would provide a comnaod publicly
acceptable norm for determining social policy aoda legislation. The
most promising way to reach such an objective gilaafmfagreement, he
believed, is by looking at the various policiesegi$lature could enact
and comparing the beneficial and harmful conseceemt each. The
right course of action from an ethical point ofwigvould be to choose
the policy that would produce the greatest amount udlity.
Summarised, the utilitarian principle holds thataation is right from an
ethical point of view, if and only if the sum totafl utilities produced by
that act is greater than the sum total of utilifggeduced by any other
act the agent could have performed in its place.

The utilitarian principle assumes that we can sawmeimeasure and add
the quantities of benefits' produced by an actiwh subtract from them
the measured quantities of harm the action willehand thereby
determine which action produces the greatest beaéfits or the lowest
total costs. That is, the principle assumes tHatheal benefits and costs
of an action can be measured on a common numestadd and then,
added or subtracted from each other. The satisfethat an improved
work environment imparts to workers, for examplégh be equivalent
to 500 positive units of utility, whereas the resg bills that arrive the
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next month might be equivalent to 700 negative surof utility.
Therefore, the total combined utility of this aainproving the work
environment) would be 200 units égativeutility.

When the utilitarian principle says that the riglction for a particular
occasion is the one that produces more utility thap other possible
action, it does not mean that the right actiorhesane that produces the
most utility for the person performing the actidather, an action is
right if it produces the most utility fall persons affected by the action
(including the person performing the action). Nares the utilitarian
principle say that an action is right so long ashiénefits outweigh its
costs. Rather, utilitarianism holds that, in theafi analysis, only one
action is right: that one action whose net benedits the greatest by
comparison to the net benefits of all other possditernatives. A third
misunderstanding, is to think that the utilitarjamnciple requires us to
consider only the direct and immediate consequeotesr actions: In-
stead, both the immediate and all foreseeable dutosts and benefits
that each alternative will provide for each indivad, must be taken into
account as well as any significant indirect effects

Consequently, to determine how | should behave opasdicular
occasion, | must do three things. First, | musedaine what alternative
actions or policies are available to me on thatasmm. The Ford
managers, for example, were implicitly considerimg alternatives: to
redesign the Pinto by putting a rubber bladder radothe gas tank or
leave it as originally designed. Second, for ealt@rraative action, |
must estimate the direct and indirect benefits emsts that the action
will probably produce, for each and every persdecéd by the action
in the foreseeable future. Ford's calculationshef tosts and benefits
that all affected parties would have to bear if iato design were
changed, and those that all parties would havee#r If it were not
changed, are examples of such estimates. Thirdalieenative that
produces the greatest sum total of utility musthesen as the ethically
appropriate course of action. The Ford managerseXample, decided
that the course of action that would impose theekiwcosts and the
greatest benefits would be, to leave the Pintogiesnchanged

Utilitarianism is in many respects an attractivedty. For one thing, it
matches fairly nicely the views that we tend to auhte when
discussing the choice of government policies andlipigoods. Most
people agree, for example, that when the governneritying to

determine on which public projects it should spead monies, the
proper course of action would be for it to adopbst projects that
objective studies show will provide the greatesindiis for the

members of society at the least cost. Of coursg,ighust another way
of saying that the proper government policies hosé that would have
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the greatest measurable utility for people-or,he words of a famous
slogan, those that will produce “the greatest gdod the greatest
number.”

Utilitarianism also seems to fit in rather neatlighathe intuitive criteria
that people employ when discussing moral condumt.example, when
people explain why they have a moral obligationpgrform some
action, they often proceed by pointing to the beseir harms the action
will impose on human beings.  Utilitarianismalsas the advantage of
being able to explain why we hold that certain s/pé activities are
generally morally wrong (lying, adultery, killingyvhile others are
generally morally right (telling the truth, fidelit keeping one's
promises).

The utilitarian can say that lying is generally wgobecause of the
costly effects of lying on our human welfare. Whagople lie to each
other, they are less apt to trust each other angderate with each other.
The less trust and cooperation, the more our welélclines. Telling
the truth is generally right because, it strengshemoperation and trust
and thereby improves everyone's well-being. In ggnehen, it is a
good rule of thumb to tell the truth and to refr&iom lying. Traditional
utilitarian would deny, however, that any kinds aftions are always
right or always wrong. They would deny, for exampleat dishonesty
or theft is necessarily always wrong.

Utilitarian views have also been highly influentialeconomics. A long
line of economists, beginning from the 19th centuaygued that
economic behaviour could be explained by assuniiaghituman beings
always attempt to maximise their utility and thdte tutilities of

commodities can be measured by the prices peopleiling to pay for

them. With these and a few other simplifying asstiomg (such as the
use of indifference curves), economists were abléetrive the familiar
supply and demand curves of sellers and buyersaikets and explain
why prices in a perfectly competitive market gratet toward an
equilibrium. More important, economists were albteao demonstrate
that a system of perfectly competitive markets, Mdaad to a use of
resources and price variations that would enablaswmers, to
maximise their utility (defined in terms of Paretptimality) through

their purchases. On utilitarian grounds, therefdlteese economists
concluded that such a system of markets is beltan tany other
alternative.

Utilitarianism is also the basis of the technigu#seconomiccost-
benefit analysis. This type of analysis is used to deteemihe
desirability of investing in a project (such asan factory, or public
park) by figuring whether its present and futureramic benefits,
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outweigh its present and future economic costscdloulate these costs
and benefits, discounted monetary prices are edthfar all the effects
the project will have on the present and futureiremvment and on
present and future populations. Carrying out trsesés of calculations
Is not always an easy matter, but various methagie been devised for
determining the monetary prices of even such intdedpenefits, as the
beauty of a forest (e.g., we might ask how muchpjeepay to see the
beauty of a similar privately owned park). In tfasm of utilitarianism,
the concept of utility is restricted to monetarityeasurable economic
costs and benefits.

Finally, we can note that utilitarianism fits nigebith a value that many
people prize: efficiency, Efficiency can mean diffiet things to
different people, but for many it means operatimguch a way that one
produces the most one can with the resources al. HEmat is, an
efficient operation is one that produces a desingigut with the lowest
resource input. Such efficiency is precisely whalitarianism advo-
cates because, it holds that one should alwayst élde@ourse of action
that will produce the greatest benefits at the kiveest.

3.2.2 Measurement Problems

One major set of problems with utilitarianism isne¥ed on the
difficulties encountered when trying to measurditutiOne problem is
this: How can the utilities different actions hdee different people be
measured and compared as utilitarianism requiregpdse you and |
would both enjoy getting a certain job: How can figeire out whether
the utility you would get out of having the job,nsore or less than the
utility 1 would get out of not having it? Each of may be sure that he or
she would benefit most from the job, but becausecamnot get into
each other's skin, this judgment has no objecti@sish Comparative
measures of the values things have for differenpfgecannot be made,
the critics argue, thus there is no way of knowaigether utility would
be maximised by giving me the job or giving you jbb. If we cannot
know which actions will produce the greatest amsuriftutility, then we
cannot apply the utilitarian principle.

A second problem is that some benefits and cosm satractable to
measurement. How, for example, can one measunathe of health or
life? Suppose that installing an expensive exhsystem in a workshop,
will eliminate a large portion of certain carcinoge particles that
workers might otherwise inhale. Suppose that assalr some of the
workers probably will live 5 years longer. How ot calculate the
value of those years of added life, and how is tadue to be
guantitatively balanced against the costs of ifistalthe exhaust
system? The Ford managers, when considering thtesd#eat the Pinto
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design would cause, decided that a human life washw$200,000 (in
1970 dollars). But doesn't the price they assignetllife seem arbitrary
and doesn't the attempt to price life seem mora#ppropriate?

A third problem is that, because many of the bésefnd costs of an
action cannot be reliably predicted, they also ocanme adequately
measured. The beneficial or costly consequencebasic scientific

knowledge, for example, are notoriously difficulb fredict. Yet,

suppose that one has to decide how much to invest research
programme that will probably uncover some highlgdietical, but not
immediately usable, information about the univetdew is the future

value of that information to be measured, and haw it be weighed
against either the present costs of funding theares or the more
certain benefits that would result from putting fbeds to an alternative
use, such as adding a new wing to the local hdsmitiuilding housing

for the poor?

Yet a fourth problem is that it is unclear exactliat is to count as a
benefit and what is to count as a cost. This laic&larity is especially
problematic with respect to social issues that given significantly
different evaluations by different cultural grouippose a bank must
decide, for example, whether to extend a loan ¢ontlanager of a local
pornographic theater or to the manager of a bar thters to ho-
mosexuals. One group of people may see the inaeags@yment of
pornography connoisseurs or the increased enjoywiehbmosexuals
as benefits accruing to society. Another group, dn@v, may see these
as harmful and hence as costs.

3.2.3 Utilitarian Replies to Measurement Objections

The defender of utilitarianism has an array of iepready to counter
the measurement objections enumerated.

First, the utilitarian may argue that, althoughlitatiianism ideally
requires accurate quantifiable measurements ofagts and benefits,
this requirement can be relaxed when such measanitsmare
impossible. Utilitarianism merely insists that tbensequences of any
projected act, be expressly stated with as mugaitycknd accuracy as is
humanly possible and that all relevant informatmoncerning these
consequences, be presented in a form that willwatbem to be
systematically compared and impartially weighedirzgjaeach other.
Expressing this information in quantitative termacifitates such
comparisons and weighing. However, where quantdatiata are
unavailable, one may legitimately rely on shared @emmonsense
judgments of the comparative values things havenfost people. For
example, we know that, by and large, cancer iseatgr injury than a
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cold no matter who has the cancer and who hasdlie Similarly, a
plate of pounded-yam has a greater value as foaa @ahgroundnut no
matter whose hunger is involved.

The utilitarian can also point to several commossecriteria that can

be used to determine the relative values that shioelgiven to various

categories of goods. One criterion, for examplepetiels on the

distinction between intrinsic and instrumergabds. Instrumental goods
are things that are considered valuable only becthey lead to other
good things. A painful visit to the dentist, foraemple, is only an in-

strumental good (unless | happen to be a masochist)desired only as

a means to health.

Intrinsic goods, however, are things that are dés independent of
any other benefits they may produce. Thus, heslan intrinsic good:
It is desired for its own sake. (Many things, ofuse, have both
intrinsic and instrumental value. | may use a dka#ed, for example,
not only because skateboarding is a means to heaith rapid

transportation but also because | enjoy skatebogdir it). Now it is

clear that intrinsic goods take priority over ingtrental goods. Under
most circumstances, for example, money, which isirestrumental

good, must not take priority over life and healtrhich have intrinsic

value.

A second common-sense criterion that can be usegtigh good turns
is the distinction between needs and wants. Tatlsatysomeone needs
something is to say that without it that person Wwéd harmed in some
way. People's "basic" needs consist of their ndedghings without
which they will suffer some fundamental harm sushrgury, iliness, or
death. Among a person's basic needs are the ftoiting, and housing
required to stay alive; the medical care and hygiesnvironment
required remaining healthy; and the security anttgarequired to
remain free from injury. However, to say that ageerwants something
is to say that the person desires it: The persdievies it will advance
his or her interests in some way. A need, of cqursey also be a want:
If I know | need something, then | may also wantMany wants, how-
ever, are not needs but simply desires for thingkowt which the
individual would not suffer any fundamental harm.nmay want
something simply because | enjoy it, even though & luxury | could
as well do without. Desires of this sort that mo¢ also needs are called
mere wants. In general, satisfying a person's basic sidedmore
valuable than satisfying his or her mere wantspdbple do not get
something for which they have a basic need, they bsinjured in a
way that makes it impossible for them to enjoy slaéisfaction of any
number of mere wants. Because the satisfactiorpefson's basic needs
makes possible not only the intrinsic values of Bind health, but also

49



ENT224 BUSINESS ETHICS

the enjoyment of most other intrinsic values, $atison of the basic
needs has a value that is greater than that sfyag mere wants.

However, these commonsense methods of weighing sgaod only
intended to aid us in situations where quantitatnethods fail. In actual
fact, the consequences of many decisions are velatamenable to
guantification, the convinced utilitarian will chai This constitutes the
utilitarian’s second major reply to the measuremebjections as
previously outlined.

The most flexible method of providing a common duative measure
for the benefits and costs associated with a detcithe utilitarian may
hold, is in terms of their monetary equivalentssiBally, this implies

that the value a thing has for a person can be uneddy the price the
person is willing to pay for it. In short, markptices can serve to
provide a common quantitative measure of the varlmnefits and costs
associated with a decision. In general, to detegrttie value of a thing,
one needs merely ask what it sells for on an oparketh If the item

does not sell on an open market, then one can haktive selling price
for a similar item is.

The use of monetary values also has the advantagkowing one to
take into account the effects of the passage,né @nd the impact of
uncertainty. If the known monetary costs or beseli# in the future,
then their present values can be determined byuldgg them at the
appropriate rate of interest. If the monetary castbenefits are only
probable and not certain, then their expected gata® be computed by
multiplying the monetary costs or benefits by tperapriate probability
factor.

A standard objection against using monetary valaeseasure all costs
and benefits is that some goods, in particularthesid life, cannot be
priced. The utilitarian may argue, however, thatamy is it possible to
put a price on health and life but that we do socat daily. Anytime
people place a limit on the amount of money theywitling to pay to
reduce the risk that some event poses to theis,litleey have set an
implicit price on their own lives. For example, poge that people are
willing to pay NS for a piece of safety equipmematt will reduce the
probability of their being killed in an auto acadefrom .00005 to
.00004, but they are unwilling to pay any more tttat. Then, in effect,
they have implicitly decided that .00001 of a igeworth NS or, in other
words that a life is wortiN500, 000.Such pricing is inevitable and
necessary, the utilitarian may hold, so long asiveein an environment
in which risks to health and life can be loweredyohy giving up
(trading off) other things that we may want andvdrich we set a clear
price.
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Finally, the utilitarian may say, where market pacare incapable of
providing quantitative data for comparing the coatsl benefits of
various decisions, other sorts of quantitative mess are available.
Should people disagree, for example, as they afterover the harmful
or beneficial aspects of various sexual activitidsgn sociological
surveys or political votes can be used to measheeiritensity and
extensiveness of people’s attitudes. Economic éxpmm also provide
informed judgments of the relative quantitativewes of various costs
and benefits. Thus, the utilitarian will grant thdte problems of
measurement encountered by utilitarianism areaealigh.

3.2.4 Problems with Rights and Justice

The major difficulty with utilitarianism, according some critics, is that
it is unable to deal with two kinds of moral issuemt relating to rights
and those relating to justice. That is, the util#a principle implies that
certain actions are morally right when in fact treeg unjust or violate
people’s rights. Some examples may serve to inglithe sort of
difficult counter examples critics pose for utifienism.

First, suppose that your uncle has an incurablepamdful disease, so
that he is quite unhappy but does not choose to Altough he is

hospitalised and will die within a year, he con&auo run his chemical
plant. Because of his own misery, he deliberatehkes life miserable
for his workers and has insisted on not installsadety devices in his
chemical plant, although he knows that as a remsdtlife will certainly

be lost over the next year. You, his only livingatere, know that on

your uncle's death you will inherit his businesd ant only will you be

wealthy and immensely happy but you also intenghréwent any future
loss of life by installing the needed safety desiceYou are cold-
blooded and correctly judge, that you could segnetiirder your uncle
without being caught and without your happinessagpan any way

affected by it afterward. If it is possible for yoo murder your uncle
without in any way diminishing anyone else's happ#) then according
to utilitarianism you have a moral obligation to do. By murdering

your uncle, you are trading his life for the lifetbe worker, and you are
gaining your happiness while doing away with hishappiness and
pain-the gain is obviously on the side of utilijowever, the critics of
utilitarianism claim, it seems quite clear that tharder of your uncle
would be a gross violation of his right to life.ildarianism has led us to
approve an act of murder that is an obvious viotatf an individual's

most important right.

Second, utilitarianism can also go wrong, accordmthe critics, when
it is applied to situations that involve social tjos. For example,
suppose that subsistence wages force a small gfomgrant workers,
to continue doing the most undesirable agricultjglb, in an economy
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but produce immense amounts of satisfaction forvéeg majority of

society's members, because they enjoy cheap végetaid savings that
allow them to indulge other wants. Suppose als¢ tha amount of

satisfaction thereby produced, when balanced ag#iesunhappiness
and pain imposed on the small group of farm workeesults in a

greater net utility than would exist if everyonedha share the burden
of farm work. Then, according to the utilitarianterion, it would be

morally right to continue this system of subsisterweages for farm
workers.

However, to the critics of utilitarianism, a sdcgystem that imposes
such unequal sharing of burden is clearly immoral affends against
justice. The great benefits the system may havéhtomajority does not
justify the extreme burden that it imposes on a lsmgeoup. The
shortcoming this counter example reveals is thatautanism allows
benefits and burdens to be distributed among thmlees of society in
any way whatsoever, so long as the total amountbefefit is
maximised. In fact, some ways of distributing bésednd burdens (like
the extremely unequal distributions involved in doeinter example) are
unjust regardless of how great the store of benafiich distributions
produce. Utilitarianism looks only at how much ityilis produced in a
society and fails to take into account, how thalitytis distributed
among the members of society.

3.2.5 Utilitarian Replies to Objections on Rights and Jusice

To deal with the sorts of counter examples thaicsriof traditional
utilitarianism have offered, utilitarian have prged an important and
influential alternative version of utilitarianisnalted rule-utilitarianism.
The basic strategy of the rule-utilitarian is taili utilitarian analysis to
the evaluations of moral rules. According to thée rutilitarian, when
trying to determine whether a particular actioreiBical, one is never
supposed to ask whether that particular action pvidlduce the greatest
amount of utility. Instead, one is supposed to \&kkther the action is
required by the correct moral rules that everydmeukl follow. If the
action is required by such rules, then one shoaldycout the action.
But what are the "correct"” moral rules? It is otilys second question,
according to the rule-utilitarian, that is suppogedbe answered by
reference to maximising utility. The correct morales are those that
would produce the greatest amount of utility, iegrone were to follow
them. An example may make this clear.

Suppose | am trying to decide whether it is ethfoalme to fix prices
with a competitor. Then, according to the ruleHatilan, | should not
ask whether this particular instance of price-fixiwill produce more
utility than anything else | can do. Instead, | @dofirst ask myself:
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What are the correct moral rules with respect toegfixing? Perhaps |
might conclude, after some thought, that the foitmvlist of rules
includes all the candidates.

. Managers are never to meet with competitors forpingose of
fixing prices

. Managers may always meet with competitors for thgpgse of
fixing prices.

. Managers may meet with competitors for the purpafséxing

prices when they are losing money.

Which of these three is the correct moral rule? odding to the rule-
utilitarian, the correct moral rule is the one thabuld produce the
greatest amount of utility for everyone affectedt us suppose that after
analysing the economic effects of price fixingphclude that within our
economic and social circumstances people wouldfhenach more if
everyone followed Rule 1 than if everyone follaRule 2 or 3. If this
is so, then Rule 1 is the correct moral rule comogr price-fixing. Now
that | know what the correct moral rule on price#fqg is, | can go on to
ask a second question: Should | engage in thiscpkat act of fixing
prices? To answer this second question, | only Havask: What is
required by the correct moral rules? As we haveaaly noted, the
correct rule is to never fix prices. Consequendlyen if on this par-
ticular occasion, fixing prices actually would puog more utility than
not doing so, | am, nonetheless, ethically obligaterefrain from fixing
prices because this is required by the rules frdnthveveryone in my
society would most benefit.

The theory of the rule-utilitarian then has two tpamwhich we can
summarise in the following two principles:

. An action is right from an ethical point of viewahd only if the
action would be required by those moral rules énatcorrect.
. A moral rule is correct if and only if the sum tote utilities

produced, if everyone were to follow that rule reaer than the
sum total of utilities produced by everyone werefdlbow some
alternative rule.

Thus, according to the rule-utilitarian, the fabatt a certain action
would maximise utility on one particular occasiared not show that it
is right from an ethical point of view.

For the rule-utilitarian, the flaw in the countetaenples that the critics
of traditional utilitarianism offer is that in eacotase the utilitarian
criterion is applied to particular actions and motrules. Instead, the
rule-utilitarian would urge that we must use thditatian criterion to
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find out what the correct moral rule is for eachimi@rexample and then
evaluate the particular actions involved in therteu example only in
terms of this rule. Doing this allows utilitari@am to escape the counter
examples undamaged.

3.3 Rights and Duties

The concept of a right plays a crucial role in mawfythe moral
arguments and moral claims invoked in business udsons.
Employees, for example, argue that they have dt'iig equal pay for
equal work”;, managers assert that unions violateir thright to
manage”; investors complain that taxation violategir “property
rights”; and consumers claim that they have a ftrigh know.”
Moreover, public documents often employ the notioh a right.
United Nations adopted a “Universal DeclarationHaifman Rights,”
which claimed that “all human beings” are entitlathong other things,

. the right to own property alone as well as in asgmn with
others.
. the right to work, to free choice of employment, jist and

favourable conditions of work and to protection iaga
unemployment

. the right to just and favorable remuneration emgurior (the
worker) and his family an existence worthy of hundagnity.

. the right to form and to join trade unions.

. the right to rest and leisure, including reasondinfgtation of

working hours and periodic holidays with pay.

The concept of a right and the correlative notibauty, then, lie at the
heart of much of our moral discourse. This secti®rintended to
provide an understanding of these concepts andmk of the major
kinds of ethical principles and methods of analybist underlie their
use.

3.3.1 The Concept of a Right

In general, a right is an individual's entitlemeémtsomething. A person
has a right when that person is entitled to ach inertain way or is
entitled to have others act in a certain way towaird or her. The
entitlement may derive from a legal system thatmsr or empowers,
the person to act in a specified way or that reguinthers to act in
certain ways toward that person; the entitlemerthén called a legal
right. Legal rights are limited, of course, to tharticular jurisdiction
within which the legal system is in force.
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Entitlements can also derive from a system of matndards
independently of any particular legal system. Tighits to work for
example, many argue, is a right that all human deeipossess. Such
rights, which are called moral rights or human tgghre based on moral
norms and principles that specify that all humaimdpe are permitted or
empowered, to do something or are entitled to lsaweething done for
them.Moral rights, unlike legal rights, are usually thought of as lgein
universal insofar as they are rights that all huntemngs of every
nationality possess to an equal extent simply Io®iof being human
beings. Unlike legal rights, moral rights are natited to a particular
jurisdiction.

The most important moral rights-and those that wilhcern us in this
unit are rights that impose prohibitions or regoiemts on others and
that thereby enable individuals to choose freelyetvr to pursue
certain interests or activities. These moral riglwe mean these kinds
of rights when we use the term moral righidntify those activities or
interests that the individual is empowered to peysw must be left free
to pursue, or must be helped to pursue, as theidwdil chooses; and
they protect the individual's pursuit of those nets and activities
within the boundaries specified by the rights. Ehésnds of moral

rights have three important features that defines¢henabling and
protective functions.

First, moral rights are tightly correlated with st This is because one
person's moral right generally can be defined-astipartially-in terms
of the moral duties other people have towards pleason. To have a
moral right necessarily implies that others hawtage duties toward the
bearer of that right. My moral right to worshiplashoose, for example,
can be defined in terms of the moral duties othesppe have to not
interfere in my chosen form of worship. The moight to a suitable
standard of living can be defined in terms of thiydhat governments
(or some other agents of society); have to ensw@table standard of
living for their citizens. Duties, then, are gerigrahe other side of
moral rights: If | have a moral right to do someth) then other people
have a moral duty not to interfere with me wheo lit¢lif | have a moral
right to have someone do something for me, thendtireer person (or
group of persons) has a moral duty to do it for ifeus, moral rights
impose correlative duties on others-either dutieaam interference or
duties of positive performance.

Second, moral rights provide individuals with awtory and equality in
the free pursuit of their interests. That is, atiglentifies activities or
interests that people must be left free to pursuaad pursue as they
choose (or must be helped to pursue as they fdepse) and whose
pursuit must not be subordinated to the intereststloers except for
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special and exceptionally weighty reasons. If lehavight to worship as
| choose, for example, then this implies that | faee to worship if and
as | personally choose and that | am not dependentanyone's
permission to worship. It also implies that | cahgenerally be forced
to stop worshipping on the grounds that society gain more benefits,
if | am kept from worshipping: The gains of othels not generally
justify interference with a person's pursuit ofiaterest or an activity,
when that pursuit is protected by a moral right. dcknowledge a
person's moral right, then, is to acknowledge thate is an area in
which the person is not subject to my wishes an@hich the person's
interests are not subordinate to mine. There iaran, in short, within
which we stand as autonomous equals.

Third, moral rights provide a basis for justifyimge’'s actions and for
invoking the protection or aid of others. If | hagemoral right to do
something, then | have a moral justification foirdpit. Moreover, if |
have a right to do something, then others have ustification for
interfering with me. On the contrary, others arstified in restraining
any persons who try to prevent me from exercisingright, or others
may have a duty to aid me in exercising my righthéW a stronger
person helps a weaker one defend his or her rigbtsexample, we
generally acknowledge that the act of the stropgeson was justified.

Because moral rights have these three featureg,pilezide bases for
making moral judgments that differ substantiallyonfr utilitarian
standards. First, moral rights express the requrgsnof morality from
the point of view of thendividual, whereas utilitarianism expresses the
requirements of morality from the point of view sfciety as a whole.
Second, rights limit the validity of appeal to sdcbenefits and to
numbers. That is, if a person has a right to doetbimg, then it is
wrong for anyone to interfere, although a large bernof people might
gain much more utility from such interference. Ihdve a right to life,
for example, then it is morally wrong for someowekill me even if
many others would gain much more from my death thaitl ever gain
from living.

Although, rights generally override utilitarian stiards, they are not
immune from all utilitarian considerations: If theilitarian benefits or

losses imposed on society become great enough, thigit be

sufficient to breach the protective walls the riggdts up around a
person's freedom to pursue individual interestsgines of war or major
public emergencies, for example, it is generallynasvledged that civil

rights may legitimately be restricted for the sakéhe public welfare.
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3.3.2 Negative and Positive Rights

A large group of rights called negative rights istidguished by the fact
that its members can be defined wholly in termghaf duties others
have not to interfere in certain activities of fferson who holds a given
right . For example, if | have a right to privadlijs means that every
other person, including my employer, has the duiyto intervene in

my private affairs.

In contrast, positive rights do more than imposgatige duties. They
also imply that some other agents have the poditing of providing the
holders of the right with whatever they need toelyepursue their
interests. For example, if | have a right to anqadge standard of living,
this does not merely mean that others must notferts it also means
that if | am unable to provide myself with an adaiguincome, then |
must be provided with such an income (perhaps kygibvernment).
Similarly, the right to work, the right to an edtioa, the right to

adequate health care, and the right to social gg@ue all rights that go
beyond non interference to also impose a positivey @f providing

people with something when they are unable to pevit for

themselves.

Positive rights were not emphasised until the 28#htury. Negative

rights were often employed in the 17th and 18thwees by writers of

manifestos, who were anxious to protect individualgainst the

encroachments of monarchical governments. Postiigets became
important in the 20th century when society incneglsi took it on itself

to provide its members with the necessities oftlif@ they were unable
to provide for themselves. The United Nations detian, for example,

Is influenced by this trend when it provides foe thghts "to food,

clothing, housing, and medical care." The changénmeaning of the
phrase "the right to life" is another indicationtbé rising importance of
positive rights. Whereas the 18th century integatehe "right to life" as

the negative right not to be killed, the 20th ceyntuas reinterpreted the
phrase to refer to the positive right to be prodidath the minimum

necessities of life.

3.3.3 Contractual Rights and Duties

Contractual rights and duties (sometimes cadpedial rights and duties
or special obligationspre the limited rights and correlative duties that
arise when one person enters an agreement witthemperson. For
example, if | am contracted to do something for,ythen you are
entitled to my performance: You acquire a contralatight to whatever

| promised; and | have a contractdatyto perform as | promised.
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Contractual rights and duties are distinguishedt,fby the fact that they
attach tospecificindividuals and the correlative duties are imposely
on otherspecificindividuals. Second, contractual rights arise outo
specific transaction between particular individudlinless | actually
make a promise or enter some other, similar arraegé with you, you
do not acquire any contractual rights over me.

Third, contractual rights and duties depend on aligly accepted
system of rules that define the transactions thet gse to those rights
and duties. Without the institution of contract dhd rights and duties it
can create, modern business societies could noatpd/irtually every
business transaction at some point requires onleeoparties to rely on
the word of the other party to the effect that diker party will pay
later, will deliver certain services later, or wilinsfer goods of a certain
quality and quantity. The institution of contragisovides a way of
ensuring that individuals keep their word, and timsturn makes it
possible for business society to operate.

We should recall here that a person's institutiodaties are not
unlimited. In the first unit we noted that, as aydl agent,” the
manager's duties to care for the corporation angdd by the ethical
principles that govern any person. Similarly, atdocannot murder
other people to obtain vital organs for the patdior whom he or she
has a duty to care.

What kind of ethical rules govern contracts? Thstay of rules that
underlies contractual rights and duties has besftionally interpreted
as including several moral constraints thus:

. both of the parties to a contract must have fubedge of the
nature of the agreement they are entering.

. neither party to a contract must intentionally mmesent the
facts of the contractual situation to the othetyar

. neither party to the contract must be forced t@retite contract
under duress or coercion.

. the contract must not bind the parties to an imirexca

Contracts that violate one or more of these founddmns have
traditionally been considered void. The basis esthsorts of conditions
is discussed next.

3.3.4 A Basis for Moral Rights: Kant

How do we know that people have rights? This qoasttan be
answered in a fairly straightforward way when itasked about legal
rights: A person has certain legal rights becahegerson lives within a
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legal system that guarantees those rights. Howewleat is the basis of
moral rights?

Utilitarian have suggested that utilitarian priregp can provide a
satisfactory basis for moral rights: People haveataghts because the
possession of moral rights maximises utility. Itdsubtful, however,

that utilitarianism can serve as an adequate basmoral rights. To say
that someone has a moral right to do something sy that person is
entitled to do it regardless of the utilitarian béts it provides for oth-

ers. Utilitarianism cannot easily support such a atlitarian concept.

A more satisfactory foundation for moral rights psovided by the
ethical theory developed by Immanuel Kant (17244)8®ant in fact,

attempts to show that there are certain moral sigimd duties that all
human beings possess regardless of any utilitdsemefits that the
exercise of those rights and duties may providefoers.

Kant's theory is based on a moral principle thataked the categorical
imperative and that requires that everyone shoeldrbated as a free
person equal to everyone else. That is, everyoseahmoral right to

such treatment, and everyone has the correlatitqe tdurreat others in
this way. Kant provides at least two ways of foratulg this basic

moral principle; each formulation serves as an axaiion of the

meaning of this basic moral right and correlatiugéyd

3.3.5 Kantian Rights

A large number of authors have held that the caieglomperative (in
one or the other of its formulations) explains wpgople have moral
rights. As we have seen, moral rights identify nests that individuals
must be left free to pursue as they autonomousbpsh (or which we
must help them pursue as they choose) and whoseginmsuit must not
be subordinated to our own interests. That is pedgi what both
formulations of Kant's categorical imperative requiin holding that
people must be respected as free and equal in dhsuip of their
interests.

In short, moral rights identify the specific mapgneas in which persons
must deal with each other as free equals, and ¥Kasdtegorical
imperative implies that persons should deal wittheather in precisely
this way. The categorical imperative, however, cary itself tell us
what particular moral rights human beings have. Krow what
particular rights human beings have, one first nkmstw what interests
humans have and whether there are good reasorgviag the free
pursuit of one interest, rather than another, tio¢epted status of a right
(clearly, not all interests can be turned into t¥glibecause interests can
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conflict with each other). For example, to estdblisat humans have a
right to free speech, one has to show that freettorsay what one
chooses, is critically important to human beingsl dnat it is more
important than the free pursuit of other confligtimterests that humans
may have (such as an interest in repressing ith@asve find distasteful,
offensive, or disturbing). Insofar as free speexleritically important,
humans must leave each other equally free to speathey choose:
Everyone has a moral right to freedom of speeclwéver, insofar as
free speech conflicts with another human intereat tan be shown to
be of equal or greater importance (such as ourdsten not being
libeled or defamed), the right to freedom of spemcist be limited.

3.3.6 The Problems with Kant

Despite the attractiveness of Kant's theory, @itiave argued that, like
utilitarianism, it has its limitations and inadeqies. A first problem
that critics have traditionally pointed out is tika@nt's theory is not clear
enough to always be useful. One difficulty liestiying to determine
whether one would (as the first formulation regsjrée willing to have
everyone follow" a certain policy. Although the geal thrust of this
requirement is usually clear, it sometimes leadsptoblems. For
example, suppose | am a murderer, would | then blengvto have
everyone follow the policy that all murderers shibbe punished? In a
sense | would be willing to because, | would wanbé protected from
other murderers, but in another sense | would eowiling because |
do not want to be punished myself. Which senserisect?

It is also sometimes difficult to determine wheth{as the second
formulation states) one person is using anotherréiyeas a means."
Suppose, for example, that Ms. Jones, an employpéy,pays minimum

wages to her employees and refuses to installafegysequipment they
want, yet she says she is “respecting their capézitreely choose for
themselves” because, she is willing to let themkwalsewhere if they
choose. Is she then treating them merely as mearsdso as ends?
Critics complain that they cannot answer such goestoecause Kant's
theory is too vague. There are cases, then, wthereequirements of
Kant's theory are unclear.

Second, some critics claim that, although we migghtble to agree on
the kinds of interests that have the status of moghts, there is

substantial disagreement concerning what the lioit®ach of these
rights are and concerning how each of these rightsild be balanced
against other conflicting rights. Kant's theoryedaot help us resolve
these disagreements. For example, we all agreeetraatone should
have a right to associate with whomever they wasiyell as a right not
to be injured by others. However, how should thagkts be balanced
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against each other when a certain association afledegins to injure
others? For example, suppose the loud music ofbapgof trombone
players disturbs others, or suppose a corporatiwhich is an
association of people) pollutes the air and watewbich the health of
others depends. Kant's categorical imperative do¢dell us how the
conflicting rights of these persons should be adpigo each other:
Which right should be limited in favour of the otfe

A defender of Kant, however, can counter this sdcoriticism by
holding that Kant's categorical imperative is maended to tell us how
conflicting rights should be limited and adjusteml ¢ach other. To
decide whether one right should be curtailed iroéanof a second right,
one has to examine the relative importance of tierests that each
right protects. What arguments can be given to sliemexample, that a
corporation’s interest in financial gains is monreless important than
the health of its neighbours? The answer to thisstjon determines
whether a corporation's right to use its propeny financial gains
should be limited in favour of its neighbours' tighot to have their
health injured. All that Kant’'s categorical impevatis meant to tell us
is that everyone must have equal moral rights amdyene must show
as much respect for the protected interests ofr®the they want others
to show for their own. It does not tell us whatenaist's people have or
what their relative importance is.

A third group of criticisms that have been mad&aht's theory is that
there are counter examples that which show thatheery sometimes
goes wrong. Most counter examples to Kant's thefmgus on the

criteria of universality and reversibility. Suppog®at an employer can
get away with discriminating against women by pgythem lower

wages than men for the same work. Suppose alsté¢hist so fanatical
in his dislike of women that he is willing to actéipe proposition that if
his own sex were female, employers should alsorichgtate against
him. Then, according to Kant's theory, the employeuld be acting

morally. According to the critics, this is wrongdagise discrimination is
obviously immoral.

Defenders of a Kantian approach to ethics, of agusmeuld reply that it
is the critics, not Kant, who is mistaken. If themoyer genuinely and
conscientiously would be willing to universalise tbrinciples on which
he is acting, then the action is in fact moralghtifor him. For us, who
would be unwilling to universalise the same priheifghe action would
be immoral. We may also find that it would be miyraight for us to

Impose sanctions on the employer to make him sisprithinating.

Insofar as the employer is trying to remain truehi® own universal
principles, he is acting conscientiously and, tfees in a moral
manner.
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3.3.7 The Libertarian Objection: Nozick

Some important views on rights that are differeant the ones we have
sketched have been proposed recently by severatrtdiiian
philosophers. Libertarian philosophers go beyonde tlgeneral
presumption that freedom from human constraintsisally good; they
claim that such freedom is necessarily good and aliaconstraints
imposed by others are necessarily evil except wiesded to prevent
the imposition of greater human constraints. TheeAcan philosopher
Robert Nozick, for example, claims that the onlgibaight that every
individual possesses is the negative right to be from the coercion of
other human beings. This negative right to freedoom coercion,
according to Nozick, must be recognised if indidtiuare to be treated
as distinct persons with separate lives, each @mvhas an equal moral
weight that may not be sacrificed for the sake tifecs. The only
circumstance under which coercion may be exerted parson is when
it is necessary to keep that person from coercihgre.

According to Nozick, prohibiting people from coergi others
constitutes a legitimate moral constraint thatsest “the underlying
Kantian principle that individuals are ends and matrely means; they
may not be sacrificed or used for achieving otheasewithout their
consent.” Thus, Nozick seems to hold that Kafmgoty supports his
own views on freedom.

Nozick and other libertarians, however, pass tockiy over the fact
that the freedom of one person necessarily imposastraints on other
persons. Such constraints are inevitable becauss whe person is
granted freedom, other persons must be constrdmoed interfering
with that person on it and taking it from him/hExen the "free market
system" that Nozick advocates depend from trespgssin an
underlying system of coercion: | can sell sometlonty if | first own it,
and ownership depends essentially on an enforastdwe) system of
property laws. Consequently, because grantinged@na to one person
necessarily imposes constraints on others, it ii@lohat if constraints
require justification, freedom will also always v justification.

SELF ASSESSMENT EXERCISE

1. What do you understand by utilitarianism?
2. What do you understand by rights and duties?

4.0 CONCLUSION

Utilitarianism is a general term for any view tlnalds that action and
policies should be evaluated on the basis of theefiteand costs they

62



ENT224 BUSINESS ETHICS

will impose on society, while utility is the inclwg term used to refer to
any net benefit produced by an action.

5.0 SUMMARY

The requirement that everyone should be relateal fase person equal
to everyone else means categorical imperative, ewbitlieve that
necessary freedom from human constraint is neaggsgaod and that

all constraints imposed by others are necessarilly except when

needed to prevent the imposition of greater hunaastcaints.

6.0 TUTOR-MARKED ASSIGNMENT

1. A student incorrectly defined utilitarianism ghi way
“Utilitarianism is the view that so long as an aatiprovides me
with more measurable economic benefits than cdstsaction is
morally right.” Identify all of the mistakes comad in this
definition of utilitarianism.

2. In your view, does utilitarianism provide a moobjective
standard for determining right and wrong than maoigthts do?
Explain your answer fully. Does utilitarianism prde a more
objective standard than the principle of justice?

7.0 REFERENCES/FURTHER READING

Tomb Beauchamp & Norman E. Bowie (199&thical Theory and
Businesg4™ ed.). Prentice Halll.

Smart J.J.C & Bernard Williams (197 3)tilitarianism, for and Against
John Stuart Mill (1971 )Utilitarianism, Text with Critical Essays

Harlan B. Miller & William H. Williams (1982).The Limits of
Utilitarianism.
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1.0 INTRODUCTION

This unit introduces you to Ethics, Justice andrékationship in the
market place. Kantian principles is of the opinitat, the dignity of
each person should be respected and that, eacbnfersapacity to
choose freely should be developed. Because we timge duties to
each other, government coercion is legitimate whend is needed to
ensure, that the dignity of citizens is being respeé or when it is
needed to secure the full development of peoplajsacity to chose.
This, as Kant argues, means that government magnmeately place
limits on the use of property and on the makingaftracts and impose
market restrictions and compulsory taxes when theseeeded to care
for the welfare or development of persons “who raveable to support
themselves.” We have no reason to think that aelyative rights exist.
People can also have positive rights, and Kanésiysupports these as
much as it supports negative rights.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

. explain justice and fairness;

. describe capitalist justice;

. explain socialism;

. explain compensatory justice.

3.0 MAIN CONTENT
3.1 Justice and Fairness

Disputes among individuals in business are ofteterlmced with
references to justice or fairne3sis is the case, for example, when one
person accuses another of unjustly discriminatiggirest him or her,
showing unjust favoritism toward someone else, airtaking up a fair
share of the burden involved in some cooperativetwre. Resolving
disputes like these requires that we compare andhwble conflicting
claims of each of the parties and strike a baldrateeen them. Justice
and fairness are essentially comparative. Theycarneerned with the
comparative treatment given to the members of amrmehen benefits
and burdens are distributed, when rules and laevs@ministered, when
members of a group cooperate or compete with e#luér,oand when
people are punished for the wrongs they have dorm®mpensated for
the wrongs they have suffered. Although the terassige and fairness
are used almost interchangeably, we tend to reskeverord justice for
matters that are especially serious, although smutieors have held that
the concept of fairness is more fundamental.

Standards of justice are generally taken to be mmngortant than

utilitarian considerations. If a society is unjastsome of its members,
then we normally condemn that society, even if ithjastices secure
more utilitarian benefits for everyone. If we thitllat slavery is unjust,
for example, then we condemn a society that use®ist even if slavery
makes that society more productive. Greater lsnier some cannot
justify injustices for others. Nonetheless, we asem to hold that if the
social gains are sufficiently large, a certain lewé injustice may

legitimately be tolerated. In countries with extiee deprivation and
poverty, for example, we seem to hold that someesegf equality may
be traded off for major economic gains that leaxeryone better off.

Standards of justice do not generally override theral rights of

individuals. Part of the reason for this is thatsbme extent, justice is
based on individual moral rights. The moral rightoe treated as a free
and equal person, for example, is part of whatbielsind the idea that
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benefits and burdens should be distributed equalgre important,

however, is the fact that, as we saw, a moral rigantifies interests
people have, the free pursuit of which may not lleosdinated to the
interests of others except where there are spegidl exceptionally
weighty reasons. This means that, for the most gagtmoral rights of
some individuals cannot be sacrificed merely ineortb secure, a
somewhat better distribution of benefits for othétewever, correcting
extreme injustices may justify restricting some iwlals' rights.

Property rights, for example, might be legitimatedgistributed for the
sake of justice. We discuss trade-offs of this soore fully after we
have a better idea of whjaisticemeans.

Issues involving questions of justice and fairnass usually divided
into three categories. Distributive justice, thstfiand basic category, is
concerned with the fair distribution of societyenbfits and burdens. In
the brown lung hearings, for example, Senator Tiamempointed out
that if federal law helped workers afflicted by dkalung, then it was
only “fair” that it also help workers afflicted bgrown lung. Another
example drawn from our immediate environment isithplementation
of monetisation across both senior and junior caieg of workers with
the Federal Government of Nigeria.

Retributive justice, the second category, referth&ojust imposition of
punishments and penalties on those who do wrorjgs#ypenalty is one
that in some sense is deserved by the person wiles @oong.
Retributive justice would be at issue, for exampleye were to ask
whether it would be fair to penalise cotton mills tausing brown lung
disease among their workers. Compensatory judtieethird category,
concerns the just way of compensating people faatwiney lost when
they were wronged by others: A just compensatioonis that in some
sense is proportional to the loss suffered by tlasgn being
compensated (such as loss of livelihood).

3.2 Distributive Justice

Questions of distributive justice arise when dii@r people put forth
conflicting claims on society's benefits and busiand all the claims
cannot be satisfied. The central cases are thoseewthere is a scarcity
of benefits-such as jobs, food, housing, medicak,cancome, and
wealth-as compared with the numbers and desiregbeofpeople who
want these goods. The other side of the coin it ttihere may be too
many burdens-unpleasant work, drudgery, substandauding, health
injuries of various sorts-and not enough peopldéinglto shoulder them.
If there were enough goods to satisfy everyone&sreke and enough
people willing to share society's burdens, therflms between people
would not arise and distributive justice would betneeded.
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When people’s desires and aversions exceed theuacemf their

resources, they are forced to develop principlesaltbcating scarce
benefits and undesirable burdens in ways thatustgnd that resolve
the conflicts in a fair way. The development of lsyrinciples is the
concern of distributive justice.

The fundamental principle of distributive justicethat, equals should
be treated equally and unequal treated unequalbrehprecisely, the
fundamental principle of distributive justice maye lkexpressed as
follows:

Individuals who are similar in all respects releivaa the kind of

treatment in question should be given similar biemeihd burdens, even
if they are dissimilar in other irrelevant respe@sd individuals who

are dissimilar in a relevant respect ought to leatad dissimilarly, in

proportion to their dissimilarity:

3.3 Justice Based on Contribution: Capitalist Juste

Some writers have argued that a society’s bengfitsild be distributed
in proportion to what each individual contributesat society and/or to a
group. The more a person contributes to a sociptyd of economic
goods, for example, the more that person is edtiitetake from that
pool; the less an individual contributes, the léss individual should
get. The more a worker contributes to a projed, rtiore that worker
should be paid. According to this capitalist vielhustice, when people
engage in economic exchanges with each other, aviparson gets out
of the exchange should be at least equal in valuerhtat the person
contributed. Justice requires, then, that the bhisngfeople receive
should be proportional to the value of their cdnition.

Benefits should be distributed according to theigadf the contribution
the individual makes to a society, a task, a gran@mn exchange. The
principle of contribution is perhaps the principlefairness most widely
used to establish salaries and wages. In workgrqugosicularly when
relationships among the members of the group apensonal and the
product of each worker is independent of the edfat the others,
workers tend to feel that they should be paid opprtion to the work
they have contributed. Salespeople out on the ré@dexample, or
workers at individual sewing machines sewing indiinal garments or
doing other piecework tend to feel that they shdadgpaid in proportion
to the quantity of goods they have individually csobr made.
Interestingly, when workers are paid in accordanitk the principle of
contribution, this tends to promote among them aooaperative and
even competitive atmosphere in which resources iafttmation are
less willingly shared and in which status differee@merge. Workers in
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countries that are characterised as having a mareidualistic culture,
such as the United States, prefer the principleootribution more than
workers in countries that are characterised asngaaimore collectivist
culture, such as Japan.

The main question raised by the contributive ppleciof distributive
justice is how the “value of the contribution” cdiah individual is to be
measured. One long lived tradition has held thatrdautions should be
measured in terms afork effort. The more effort people put forth in
their work, the greater the share of benefits tactvithey are entitled.
The harder one works, the more one deserves. $hisei assumption
behind thePuritan ethic, which held that individuals had a religias
ligation to work hard at theralling (the career to which God summons
each individual) and that God justly rewards haatkwvith wealth and
success, while He justly punishes laziness withepgvand failure. In
the United States, this Puritan ethic has evolwadl & secularised work
ethic, which places a high value on individual &ffand which assumes
that, whereas hard work does, and should leaddeess, loafing is and
should be punished.

However, there are many problems with using efemtthe basis of
distribution. First, to reward a person’s effortghwut any reference to
whether the person produces anything worthwhileugh these efforts
is to reward incompetence and inefficiency. Secdnale reward people
solely for their efforts and ignore their abilitiaad relative productivity,
then talented and highly productive people willgseen little incentive

to invest their talent and productivity in produgigoods for society. As
a result, society's welfare will decline.

A second important tradition has held that contidns should be
measured in terms of productivity: The greaterghantity of a person's
contributed product, the more that person shoutdive.(Producthere
should be interpreted broadly to include serviceadered, capital
invested, commodities manufactured, and any tydieséry, scientific,
or aesthetic works produced.) A major problem withs second
proposal is that it ignores people’s needs. Happed, ill, untrained,
and immature persons may be unable to produce iagytforthwhile; if
people are rewarded on the basis of their prodixtithe needs of these
disadvantaged groups will not be met. The main lprabwith this
second proposal is that it is difficult to placeyabjective measure on
the value of a person’s product, especially indBetuch as the sciences,
the arts, entertainment, athletics, education, Itiggo and health care.
Who would want to have their products priced onlihsis of someone
else's subjective estimates?
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To deal with the last difficulty mentioned, somealraus have suggested
a third and highly influential version of the priple of contribution:
They have argued that the value of a person’s mtoghould be
determined by the market forces of supply and dein&he value of a
product would then depend not on its intrinsic ealout on the extent to
which it is both relatively scarce and is viewedbuyers as desirable. In
other words, the value of a person’s contributisrequal to whatever
that contribution would sell for in a competitivearket. People then
deserve to receive in exchange with others whatitemarket value of
their product is worth.

Unfortunately, this method of measuring the valtia person’s product
still ignores people’s needs. Moreover, to manypbeomarket prices
are an unjust method of evaluating the value ofeessgn's product
precisely because markets ignore the intrinsicegahf things. Markets,
for example, reward entertainers more than docfdsn, markets often
reward a person who, through pure chance, has eniledsomething

(e.g., an inheritance) that is scarce and thatlpatgppen to want. This,
to many, seems the height of injustice.

3.4 Justice Based on Needs and Abilities: Socialism

Because there are probably as many kinds of sewiadis there are
socialists, it is somewhat inaccurate to speaktld™ socialist position
on distributive justice. Nonetheless, the dicturapmsed first by Louis
Blanc (1811-1882) and then by Karl Marx (1818-1888)d Nikolali
Lenin (1870-1924) is traditionally taken to repmgsthe socialist view
on distribution: “From each according to his akilito each according to
his needs.” The socialist principle, then, can bmphrased as follows:
Work burdens should be distributed according toppes abilities, and
benefits should be distributed according to peapheeds.

This socialist principle is based first on the idleat people realise their
human potential by exercising their abilities inoguctive work.

Because the realisation of one's full potentiabty value, work should
be distributed in such a way that a person can @raductive as
possible, and this implies distributing work acaonggto ability. Second,

the benefits produced through work should be usegrémote human
happiness and well-being. This means distributivemt so that people's
basic biological and health needs are met and tisamg what is left

over to meet people's other, non basic needs. pPerhast fundamental
to the socialist view is the notion that sociesbsuld be communities in
which benefits and burdens are distributed on tbdehof a family. Just
as able family members willingly support the famiynd just as needy
family members are willingly supported by the famiso also the able
members of a society should contribute their aéditto society by
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taking up its burdens while the needy should bewadd to share in its
benefits.

As the example of the family suggests, the prircipf distribution
according to need and ability is used within sngabups as well as
within larger society. In athletics, for examplee tmembers of a team
will distribute burdens according to each athlesd#ity and will tend to
stand together and help each other according tb eae's need. The
principle of need and ability, however, is the pnole that tends to be
least acknowledged in business. Managers sometimeske the
principle when they pass out the more difficultgabmong the members
of a workgroup to those who are stronger and mbke, &ut they often
retreat when these workers complain that they aiagbgiven larger
burdens without higher compensation. Managers sdseetimes invoke
the principle when they make special allowancesnorkers who seem
to have special needs. However, they rarely do st are often
criticised for showing favouritism when they dosthi

Nevertheless, there is something to be said forsthealist principle:

Needs and abilities certainly should be taken iatxount, when
determining how benefits and burdens should beiloised among the
members of a group or society. Most people woulg@gfor example,
that we should make a greater contribution to theslof cotton mill

workers with brown lung disease who have greatedsehan to the
lives of healthy persons who have all they needostvpeople would
also agree that individuals should be employedcoupations for which
they are fitted, and that this means matching @&chon's abilities to a
job as far as possible. Vocational tests in jursecondary school for
example, are supposed to help students find catbatsmatch their
abilities.

However, the socialist principle has also had iitcs. First, opponents
have pointed out that, under the socialist primgiphere would be no
relation between the amount of effort a worker piggh and the

amount of remuneration the worker receives (becaeseuneration

would depend on need, not on effort). Consequentlyponents

conclude, workers would have no incentive to puthf@any work efforts

at all knowing that they will receive the same medgss of whether they
work hard. The result, it is claimed, will be agtating economy with a
declining productivity (a claim, however, that doet seem to be borne
out by the facts). Underlying this criticism is eeger objection-namely,
that it is unrealistic to think that entire soasticould be modeled on
familial relationships. Human nature is essentiaglf-interested and
competitive, the critics of socialism hold, and soatside the family

people cannot be motivated by the fraternal wiliegs to share and
help that is characteristic of families.
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Socialists have usually replied to this charge byumg that human
beings are trained to acquire the vices of selésBrand competitiveness
by modern social and economic institutions thatiicate and encourage
competitive and self-interested behavior, but thebple do not have
these vices by nature. By nature, humans are lmbonfamilies where
they instinctively value helping each other. If gheinstinctive and
“natural” attitudes continued to be nurtured, iast®f being eradicated,
humans would continue to value helping others exgside the family
and would acquire the virtues of being cooperatndpful, and selfless.
The debate on what kinds of motivations human eaisirsubject to is
still largely unsettled.

A second objection that opponents of the socialisiciple have urged
is that, if the socialist principle were enforcad,would obliterate

individual freedom. Under the socialist principtee occupation each
person entered would be determined by the persdiilies and not by
free choice. If a person has the ability to be aamsity teacher but
wants to be a ditch digger, the person will havdbégome a teacher.
Similarly, under the socialist principle, the goaperson gets will be
determined by the person’s needs and not by freecehlf a person

needs a loaf of bread but wants a bottle of béerperson will have to
take the loaf of bread.

The sacrifice of freedom is even greater, the axitlaim, when one
considers that in a socialist society some cegwaernment agency has
to decide what tasks should be matched to eaclorpsrabilities and
what goods should be allotted to each person'ssnéddw decisions of
this central agency will then have to be imposediher persons at the
expense of their freedom to choose for themselvds socialist
principle substitutes paternalism for freedom.

3.5 Retributive Justice

Retributive justice concerns the justice of blamangounishing persons
for doing wrong. Philosophers have long debated jtséfication of
blame and punishment, but we need not enter thelsates here. More
relevant to our purposes is the question of thalitioms under which it
IS just to punish a person for doing wrong.

The first unit discussed some major conditions unghlich people
could not be held morally responsible for what tléy. ignorance and
inability. These conditions are also relevant ttedaining the justice of
punishing or blaming someone for doing wrong: |bjple do not know
or freely choose what they are doing, they cannsidyj be punished or
blamed for it.
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A second kind of condition of just punishments estitude that the
person being punished actually did wrong. For exampany firms use
more or less complex systems of due process thatirdended to
ascertain whether the conduct of employees wagyrsath as to merit
dismissal or some other penalty. Penalising an eyegl on the basis of
flimsy or incomplete evidence is rightly considesedinjustice.

A third kind of condition of just punishments isaththey must be
consistent and proportioned to the wrong. Punishnseconsistent only
when everyone is given the same penalty for theesamraction;
punishment is proportioned to the wrong when theafig is no greater
in magnitude than the harm that the wrongdoeratdt. It is unjust, for
example, for a manager to impose harsh penaltremiiwor infractions
of rules or to be lenient toward favourites butshatoward all others. If
the purpose of a punishment is to deter others frommitting the same
wrong or to prevent the wrongdoer from repeating trong, then
punishment should not be greater than what is stergly necessary to
achieve these aims.

3.6 Compensatory Justice

Compensatory justice concerns the justice of regjdo a person what
the person lost when wronged by someone else. \Weraiy hold that
when one person wrongfully harms the interestsnofttteer person, the
wrong doer has a moral duty to provide some formesfitution to the
person wronged. For example, if | destroy someqo@perty or injure
him bodily, | will be held morally responsible fpaying him damages.

There are no hard and fast rules for determiningv hmuch
compensation a wrong doer owes the victim. Justemms to require
that the wrong doer as far as possible shouldneestbatever was taken,
and this would usually mean that the amount ofitté&tn should be
equal to the loss the wrong doer knowingly inflccten the victim.

However, some losses are impossible to measurenddiciously injure
someone’s reputation, for example, how much regiiushould |
make? Some losses, moreover, cannot be restorad &ow can the
loss of life or the loss of sight be compensatedSituations such as the
Ford Pinto case, where the injury is such thdtr&dtoration of the loss,
IS not possible, we seem to hold that the wrong dbeuld at least pay
for the material damages the loss inflicts on tijared person and the
immediate family.

Traditional moralists have argued that a persorah@asral obligation to
compensate an injured party only if three condgiare present.
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. The action that inflicted the injury was wrong agfigent. For
example, if by efficiently managing my firm | undetl my
competitor and run her out of business, | am natafhobound to
compensate her since such competition is neithengiul nor
negligent; but if | steal from my employer, thenowe him
compensation, or if | fail to exercise due careny driving, then
| owe compensation to those whom | injure.

. The person’s action was the real cause of theyinfeor example,
if a banker loans person money and the borrowar tises it to
cheat others, the banker is not morally obligate@dmpensate
the victims; but if the banker defrauds a custorttes, customer
must be compensated.

. The person inflicted the injury voluntarily. For axple, if |
injure someone’s property accidentally and withoegligence, |
am not morally obligated to compensate the pergbmmay,
however, be legally bound to do so depending on twvlaw
chooses to distribute the social costs of injury.)

SELF ASSESSMENT EXERCISE

Differentiate between Distributive Justice and Cemgatory Justice.
4.0 CONCLUSION

The most controversial forms of compensation untexdlip are the
preferential treatment programmes that attempemeedy past injustices
against groups. For example, if a racial group bagn unjustly
discriminated against for an extended period oktimthe past and its
members consequently now hold the lowest economid social

positions in society, does justice require that ters of that group be
compensated by being given special preferenceringhitraining, and

promotion procedures? Would such special treatrhera violation of

justice by violating the principle of equal treatmt

5.0 SUMMARY

Does justice legitimise quota even if this requitesiing down more
highly qualified non minorities? This is a complend involved
guestion that we are not able to answer at thistp@/e will return to it
in a later unit.
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6.0 TUTOR-MARKED ASSIGNMENT

Write short note on the following concepts:

. distributive justice

. capitalist justice

. socialist justice

. compensatory justice

7.0 REFERENCES/FURTHER READING
Marianne Moody Jennings (199®ase studies in Business Ethics

Harvard Business Review, January (2008). (etdgadership and
Strategy
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Canada Prentice Hall.

Henry Sidgwick (1981)The Methods of Ethics
Manuel G. VelasqueBusiness Ethics Concepts and Cases

Adeola A. Kupoluyi: Question and Answer on Business Ethics and
Corporate Governance
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1.0 INTRODUCTION

The second unit is centred on the economic systéradree market, its
rights and utilities as explained by John Locke akdiam smith.
However, their explanation never went without cré#im as forwarded
by Keynes. Also, the unit explained the utility thfe survival of the
fittest from the angle of Social Darwinism.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. explain why government must leave people free tharge their
property;

. state why Adam Smith believes that free market pced results
and should be consistent with the public good;

. examine the Keynesian criticism

3.0 MAIN CONTENT

3.1 Economic Systems
Arguments about free markets and free trade arensgts about

economic systems. An economic system is the syatsotiety uses to
provide the goods and services it needs to surane flourish. This
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system must accomplish two basic economic taskst & the task of
actually producing goods and services, which reguitetermining what
will be produced, how it will be produced, and whitl produce it. The

second is the task of distributing these goods serdices among its
members, which requires determining who will geatvand how much
each will get. To accomplish these two tasks, esooystems rely on
three kinds of social devices: traditions, commarmaisl markets. Each
of these three provides a way to organise peoplefivities, a way to

motivate them, and a way to decide who owns orromthe society’s

productive resources.

The so-called primitive societies used economitesys based primarily
on tradition. Tradition-based societies are smatl eely on traditional

communal roles and customs to carry out the twackEnomic tasks.

Individuals are motivated by the community's expi@ss of approval or

disapproval, and the community's productive resesjrsuch as its herds
are often owned in common. A small nomadic trilm, dxample, that

survives by hunting and herding might rely on treditional roles of

husband, wife, mother, father, son, and daughtedletide who does
what and who gets what and may hold its herd inmom Societies

that are almost completely tradition-based existnevoday among

Bushmen, the Inuit, Kalahari hunters, and Bedoulies.

Large modern societies carry out the two main egoadasks primarily

through two very distinctive ways of organisingriselves: commands
and markets.; In an economic system based primanlgommands, a
government authority (a person or a group) makes d¢bonomic

decisions about what is to be produced, who witidpice it, and who
will get it. Productive resources such as land faetbries are owned or
controlled by government and are considered torgeto the public or

to “the people.” Individuals are motivated to patth the required effort
by the rewards and punishments government dolesaaodt by its

exhortations to serve society. China, Viethnam, Ndatborea, Cuba, the
former Soviet Union, and several other nations hrawetheir economies
primarily on the basis of commands.

By contrast, in a system based primarily on markaisate individuals
make the main decisions about what they will predacd who will get
it. Productive resources like land and factoriess avned and managed
by private individuals and are consequently coneide “private
property.” People are motivated to work primarily the desire to get
paid for voluntarily supplying the things others awilling to pay for.
England in the 19th century is often cited as anpriexample of an
economy that was based primarily on a market system
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Economies today contain elements of all three d#se¢h devices:
traditions, commands, and markets The United Stédesexample, is
highly “market-oriented,” yet some Americans stiinsider some jobs
to be “men's work,” or “women’s work,” so for thefitradition”
determines who does those jobs, and the U.S. gowarnnot only
issues “commands” that regulate business, labouod, iaternational
trade but also owns several important businessekiding the Export-
Import Bank, the Postal Service, the Tennesseesyadluthority, and
several others.

In fact, it would be undesirable to run an econaroynpletely on the
basis of traditions, commands, or markets. If annemy was a pure
market system, for example, with no economic irgatons by
government, there would be no constraints whatsoenehe property
one could own or what one could do with it. Slaverquld be entirely
legal, as would prostitution and all drugs, inchglihard drugs. Today,
the governments of even the most market-orientexhauies decree
that there are some things that may not be owneth(as slaves), some
things that may not be done with one's own prop@igh as pollution),
some exchanges that are illegal (children's lahb@nmg some exchanges
that are imposed (through taxation). Such limitaicon markets are
intrusions of a command system: Government conéarrithe public
welfare leads it to issue commands concerning whadds may or may
not be produced or exchanged. Similarly, even unideralmost all-
encompassing command system of the former Soviebri$n harsh
Stalinist regime, local markets-many of them sdechlblack markets"-
existed where workers could trade their wages fm goods they
wanted.

Since the 18th century, debates have raged ovethethe&conomies
should be based more on commands or on marketaildShae have
more government commands in the form of more ecanoegulations
and more government control of business enterpriges should
government stand back and trust the economy motleetovorkings of
the “market” and the decisions of private owners aimpanies?
Sometimes these debates have been expressed ia tdrmvhether
economic activities should be more or less “fred” gmvernment
“intrusions” and then the discussion is over “frearkets” (“free,” that
Is, of government) and “free trade.” Sometimes tebate is over
“laissez-faire” policies, which, literally, in Freh is for policies that “let
us act” free of government controls.

Today these debates continue on two levels:

. Arguments for and against “free markets” withinadion,
. Arguments for and against “free trade” betweenamsti The
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reader should not confuse the two different levetsthese
debates, although the two levels are related. Téimaté at the
first level asks whether a nation's government kheoegulate
business exchanges between its citizens or, instaémv its

citizens to freely exchange goods with each othbke debate at
the second level asks whether a nation's governshentid allow
its citizens to freely trade goods with the citigef other nations
or, instead, impose tariffs or quotas on the gdodsign citizens
want to trade with them. We can call the first debthe debate
over free markets and the second the debate osertfade. In
this unit, we will examine the arguments on botttesi of these
debates, which are, in the end, debates over thgepmrole of
commands and of markets both nationally and intemnally.

In analysing these arguments on free markets amd frade, on
commands and markets, we in effect analyse whaolsgcsts refer to
as ideologiesAn ideology is a system of normative beliefs shared by
members of some social group. The ideology expsedise group’s
answers to questions about human nature (e.g.héman beings only
motivated by economic incentives?), the basic psgpof our social
institutions (e.g., what is the purpose of governinef business, of the
market?); how societies actually function (e.ge ararkets really free?
Does big business control government?), and theegasociety should
try to protect (e.g., freedom, productivity, equaletc). A business
ideology, then, is a normative system of beliefstliese matters, but
specifically one that is held by business grough as managers.

The importance of analysing business ideologiesolmious: A
businessperson's ideology often determines thexéssidecisions made;
through these decisions, the ideology influencespiérson’s behaviour.
The businessperson’s ideology, for example, willogo the person's
perceptions of the groups with whom the persontbaeal (employees,
government officials, the poor, competitors, conetsjy it will encour-
age the person to give in to certain pressures thase groups (perhaps
even to support them) and oppose others; it wilkende person look
on some actions as justified and legitimate anérodictions (both those
of the person and those of other groups) as ufipegstand illegitimate.
If a person's ideology is never examined, it wdhetheless have a deep
and pervasive influence on the person’s decisiokimga an influence
that may go largely unnoticed and that may denwenfwhat is actually
a false and ethically objectionable ideology.

The ideologies that Americans hold today incorgoideas drawn from
the thinking of Adam Smith, John Locke, David Raar and other
influential thinkers whose normative views we exagnand evaluate in
this unit. We discuss these ideas not only becadfisthe significant
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influence they have on our ideologies but becauaaynpeople today
argue that these ideologies must be adjusted if Hre to meet the
contemporary needs of business and society. It dvtygl a valuable
exercise for the reader to identify the ideologydneshe holds and to
examine and criticise its elements when readinguhit.

3.2 Free Markets and Rights: John Locke

One of the strongest cases for an unregulated ndeteses from the
idea that human beings have certain "natural rigtitat only a free
market system can preserve. The two natural ridpatisfree markets are
supposed to protect are the right to freedom aedritjht to private
property. Free markets are supposed to preserveigheto freedom
insofar as they enable each individual to voluhtagixchange goods
with others free from the coercive power of goveentn They are
supposed to preserve the right to private proparspfar as each
individual is free to decide what will be done wiilinat he or she owns
without interference from government.

John Locke (1632-1704), an English political phapker, is generally
credited with developing the idea that human beingge a “natural
right” to liberty and a “natural right” to privateroperty. Locke argued
that if there were no governments, human beingddviind themselves
in a state of naturén this state of nature, each individual would be t
political equal of all others and would be perfectree of any
constraints other than the law of nature-tsathe moral principles that
God gave to humanity and that each individual danaver by the use
of God-given reason. As he puts it, “in a stateature, everyone would
be in a state of perfect freedamorder their actions and dispose of their
possessions and persons as they think fit, witierbbunds of the law of
nature, without asking leave, or depending uponwileof any other
man. A state is also of equality, wherein all tloevpr and jurisdiction
are reciprocal, no one having more than anothednowit subordination
or subjection to another. But the state of natwae & law of nature to
govern it, which obliges everyone: and reason, Wwisdhat law, teaches
all mankind, who will but consult it, that being!| abqual and
independent, no one ought to harm another in tashiealth, liberty, or
possessions”.

Although Locke never explicitly used his theory mdtural rights to
argue for free markets, several 20th-century asthave employed his
theory for this purpose. Friedrich A. Hayek, Muri@gthbard, Gottfried
Dietze, Eric Mack, and many others have claimed ¢laah person has
the right to liberty and property that Locke creditto every human
being and that; consequently, government must lealigiduals free to
exchange their labour and their property as thelntarily choose.
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Only a free private enterprise exchange economwhich government
stays out of the market and in which governmentgats the property
rights of private individuals, allows for such votary exchanges. The
existence of the Lockean rights to liberty and proy then, implies that
societies should incorporate private property iosons and free
markets.

Government does not grant or create private prgpeghts. Instead, it
must respect and protect the property rights thamnaturally generated
through labour and trade. It is only relatively eetly, in the late 19th
and 20th centuries, that this Lockean view begagive way in the

United States to the more "socialist" view that govnent may limit an
individual's private property rights for the goddsociety.

Even today in the United States there is a strorggymption that
government does not create property rights, buttmmaspect and
enforce the property rights that individuals cretiteough their own
efforts. It is important to see that this Americamd Lockean view of
property is not universal. In some countries, sagldapan, resources are
not seen as things over which individuals have bhgolate private
property right. Instead, in Japan, as in other Asacieties, resources
are seen as functioning primarily to serve the seefdsociety as a
whole, and so the property rights of individualewd give way to the
needs of society when there is a conflict betwaernwo.

Locke’s view that, when a person expends labouredfait to create or

improve a thing, that person acquires propertytsigiver that thing. If a
person writes a book or software program, for eXxamen that book
or software program is the property of the persdm Vimixed" labour

into it. A person may, of course, agree to "sedlidur to an employer,
and thereby agree that the employer will gain ostmigrof whatever the
person creates. However, even such employee agneem@mesume that
the employee has the right to "sell" labour, and tmeans that the
employee must have been the original owner ofdbedr used to create
the object. Software developers, for example, laeerightful owners of

the software programmes they develop not only bexahey have

invested a great deal of time and energy into dpiet) these programs
but also because they have paid the software esgingho "sold” them

their labour to produce these programmes. We shooiide that these
views on property all assume, of course, that @apei property right is

really a bundle of rights. To say that X is my pii property is to say
that | have a right to use it, consume it, selgive it away, loan it, rent
it, keep anything of value it produces, changeal@stroy it, and, most
important, exclude others from doing any of thaésegs without my

consent.
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3.2.1 Criticisms of Lockean Rights

Criticisms of the Lockean defense of free marketgehfocused on four
of its major weaknesses: (a) the assumption thdivigluals have the
“natural rights” Locke claimed they have, (b) thenflict between these
negative rights and positive rights, (c) the cantflbetween these
Lockean rights and the principles of justice, adilthe individualistic
assumptions Locke makes and their conflict withdemands of caring.

First, the Lockean defence of free markets reststhan unproven
assumption that people have rights to liberty anopberty that take
precedence over all other rights. If humans dohaste the overriding
rights to liberty and property, then the fact tifisge markets would
preserve the rights does not mean a great dealhdéidiocke nor his
20th-Century followers, however, have provided éinguments needed
to establish that human beings have such “natuigtits. Locke merely
asserted that, “reason . . . teaches all mankihd, will but consult it
that these rights exist. Instead of arguing faesthrights, therefore,
Locke had to fall back on the bare assertion thatexistence of these
rights is “self-evident”: All rational human beingge supposed to be
able to intuit that the alleged rights to libertgdato property exist.
Unfortunately, many rational human beings haveltard failed to have
this intuition.

The problem emerges most clearly if we look mowsely at Locke’s
views on the natural right to property. Locke claithat when a person
“mixes” labour into some object that is unclaimétk object becomes
that person's property. For example, if | find agei of driftwood on
seashore and whittle it into a pretty statue, taue becomes my prop-
erty because | have taken something of mine-myuahad “mixed” it
into the wood so as to make it more valuable. Itngffort and work
into making something more valuable makes thatgtimmne. But why
should this be? As the philosopher Robert Nozick &sked, if | “mix”
my labour into something that is not yet mine, thvdry isn't this just a
way of losing my labour?

Suppose that | own a cup of water and | throw nyy auwater into the
ocean so that | mix my water with the unknown waiéithe ocean.
Does the ocean become “mine”? Clearly, in this cskeast, mixing
something of mine into something that is not misenerely a way of
losing what was mine, not a way of acquiring sonmgftthat was not
mine. Why is it that when | invest my work in impiog or changing an
object so as to make it more valuable, that objgetomes my
“property”? Locke provides no answer to this questi apparently
thinking that it is “self-evident.”
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Second, even if human beings have a natural rightiberty and
property, it does not follow that this right musteoride all other rights.
The right to liberty and property is a "negativé&jht; negative rights
can conflict with people's positive rights. For exae, the negative right
to liberty may conflict with someone else's posgtivight to food,
medical care, housing, or clean air. Why must wigebe that in such
cases the negative right has greater priority ttken positive right?
Critics argue, in fact, that we have no reasoneletbe that the rights to
liberty and property are overriding. Consequenilg, also have no rea-
son to be persuaded by the argument that free msarkest be preserved
because they protect this alleged right.

The third major criticism of the Lockean defencefrde markets is

based on the idea that free markets create umjagualities. In a free
market economy, a person's productive power is @timmed to the

amount of labour or property already possessedsd imdividuals who

have accumulated a great deal of wealth and whee heocess to
education and training will be able to accumulateremore wealth by
purchasing more productive assets. Individuals wiva no property,

who are unable to work, or who are unskilled (sastthe handicapped,
infirm, poor, aged) will be unable to buy any goadsall without help

from the government. As a result, without governtnetervention, the

gap between the richest and poorest will widenl lentye disparities of

wealth emerge. Unless government intervenes tostaite distribution

of property that results from free markets, largeugs of citizens will

remain at a subsistence level while others grow eealthier. To prove

their point, critics cite the high poverty levelsdalarge inequalities evi-
dent in “capitalist” nations such as the Unitedt&a

Finally, critics have argued, Locke's argument ass1 human beings
are atomistic individuals with personal rightsitzetty and property that
flow from their personal nature independently adithrelations to the

larger community. Because these rights are assuobd prior to and

independent of the community, the community canemad claims on

the property or freedom of the individual. Howeveritics claim that

these individualistic assumptions are completelgefaThey ignore the
key role of caring relationships in human societied the demands of
caring that arise from these relationships.

Critics of Locke point out that human being arerbdependent on the
care of others; as they grow, they remain depenaletite care of others
to acquire what they need to become able adultenBwvhen they
become adults, they depend on the caring cooperafiothers in their
communities for virtually everything they do or duxe. The degree of
liberty a person has depends on what the persondoahe less a
person can do. The less he is free to do. But sop&r abilities depend
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on what he learns from those who care for him dsageon what others
care to help him to do or allow him to do.

Similarly, the “property” that a person producesotigh labour depends
ultimately on the skills acquired from those whaeechfor him and on

the cooperative work of others in the communityhsas employees.
Even one's identity---one’s sense of who one isaasember of the
various communities and groups to which one belaggsends on one's
relationships with others in the community. In ghdme individualistic

assumption built into Locke’s view of human beinggores the

concrete caring relationships from which a persaméstity and the

possibility of individual rights arise.

Humans are not atomistic individuals with rightatthre independent of
others; instead, they are persons embedded ingceglationships that
make those rights possible and that make the peveorand what he or
she is. Moreover, critics continue, persons are athorrequired to
sustain these relationships and to care for otherthers have cared for
them. The community can legitimately make claimstios property of
individuals and can restrict the freedom of indiats precisely because
the community and the caring it has provided aeeultimate source of
that property and freedom.

3.3 Free Markets and Utility: Adam Smith

The second major defence of unregulated markets oesthe utilitarian
argument that unregulated markets and private prppell produce
greater benefits than any amount of regulationdoll a system with
free markets and private property, buyers will seekpurchase what
they want for themselves at the lowest prices tteeyfind. Therefore, it
will pay private businesses to produce and selltvdmasumers want
and it will do this at the lowest possible pricd® keep their prices
down, private businesses will try to cut back om ¢bstly resources they
consume. Thus, the free market, coupled with peiyabperty, ensures
that the economy is producing what consumers what, prices are at
the lowest levels possible, and that resourcestiigently used. The
economic utility of society's members is therebwimased.

Adam Smith (1723-1790), the "father of modern ecnits," is the
originator of this utilitarian argument for the érenarket. According to
Smith, when private individuals are left free t@ls¢heir own interests
in free markets, they will inevitably be led to ther the public welfare
by an invisible hand. The "invisible hand,” of cser is market
competition. Every producer seeks to make a liviygusing private
resources to produce and sell those goods thaprthiucer perceives
people want to buy. In a competitive market, a mplitity of such
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private businesses must all compete with each @dbinéhe same buyers.

To attract customers, therefore, each seller isebmot only to supply
what consumers want but to drop the price of g@sdslose as possible
to "what it really costs the person who bringoitiarket." To increase
one's profits, each producer must pare costs, lifiereducing the
resources consumed. The competition produced bylt#piitity of self-
interested private sellers serves to lower priceaserve resources, and
make producers respond to consumer desires. Metivanly by self-
interest, private businesses are led to serve tgocBmith puts the
matter in a famous passage.

. It is not from the benevolence of the butcher, lib&er, and the
brewer that we expect our dinner, but from thegare for their
own self-interest. We address ourselves not to thenanity, but
to their self-love, and never talk to them of ownonecessities,
but of their advantages.

Smith also argued that a system of competitive etarkallocates
resources efficiently among the various industoiea society. When the
supply of a certain commodity is not enough to nteetdemand, buyers
bid the price of the commodity upward until it ssabove what Smith
called the natural pricéi.e., the price that just covers the costs of
producing the commodity, including the going ratepmfit obtainable
in other markets). Producers of that commodity treap profits higher
than those available to producers of other comreslitThe higher
profits induce producers of those other productsatibich their resources
into the production of the more profitable commpdiAs a result, the
shortage of that commodity disappears and its psinks back to its
natural level. Conversely, when the supply of a mmdity is greater
than the quantity demanded, its price falls. Thituces its producers to
switch their resources into the production of othmore profitable
commodities. The fluctuating prices of commoditiesa system of
competitive markets then forces producers to aléotaeir resources to
those industries where they are most in demand tandvithdraw
resources from industries where there is a relafihe market, in short,
allocates resources so as to most efficiently nceesumer demand,
thereby promoting social utility.

The best policy of a government that hopes to ackwathe public
welfare, therefore, is to do nothing: to let eactividual pursue self-
interest in “natural liberty. Any interventions ithe market by
government can only serve to interrupt the selfil@iing effect of
competition and reduce its many beneficial conseces
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Finally, it is important to note that, although AdaSmith did not

discuss the notion of private property at greatgienit is a key

assumption of his views. Before individuals can eomogether in

markets to sell things to each other, they musehswvme agreement
about what each individual “owns” and what eachivigdial has the

right to “sell” to others.

Unless a society has a system of private propdréy &llocates its
resources to individuals, that society cannot heyieee market system.
For this reason, Adam Smith assumed that a souigtyfree markets

would have a private property system, although heegno explicit

utilitarian arguments showing that a system of gevproperty was
better than, say, a system where all productiveuregs were “owned”
in common by everyone. Earlier philosophers, howeliad provided

utilitarian arguments in support of a private pmpaystem. In the 13th
Century, for example, philosopher Thomas Aquinagi@d that society
should not use a system in which all things wereaedhby everyone “in
common.” Instead, society would prosper only if issources were
owned by individuals who would then take an interesmproving and

caring for those resources.

3.3.1 Criticisms of Adam Smith

Critics of Smith's classic utilitarian argumentdaefense of free markets
and private property have attacked it on a varadtyronts. The most

common criticism is that the argument rests on aligc assumptions.
Smith's arguments assume, first, that the impetstamees of supply

and demand will force prices down to their lowestels because, the
sellers of products are so numerous and each estip so small that
no one seller can control the price of a produtis Tassumption was
perhaps true enough in Smith’s day, when the larfj@ss employed

only a few dozen men and a multitude of small shapd petty

merchants competed for the consumer’s attention.

However, today many industries and markets are ptetely or
partially monopolised, and the small firm is noden the rule. In these
monopolised industries, where one or a few larderprises are able to
set their own prices, it is no longer true thatesi necessarily move to
their lowest levels. The monopoly power of the istthal giants enables
them to keep prices at artificially high levels gm@duction at artifi-
cially low levels.

Second, critics claim, Smith's arguments assumeathdahe resources
used to produce a product will be paid for by trenafacturer and that
the manufacturer will try to reduce these costsi&ximise profits. As a
result, there is a tendency toward a more efficigifisation of society's
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resources. This assumption is also proved falsenwhanufacturers of
a product consume resources for which they do aeé o pay and on
which they, therefore, do not try to economise. Egample, when

manufacturers use up clean air by polluting it,wdren they impose

health costs by dumping harmful chemicals intorsydéakes, and seas,
they are using resources of society for which ttheyot pay.

Consequently, there is no reason for them to atteonminimise these

costs, and social waste is the result. Such wasteparticular instance
of a more general problem that Smith’s analysi®igd. Smith failed to

take into account the external effects that busiraesivities often have
on their surrounding environment. Pollution is omeample of such

effects, but there are others, such as the eftectociety of introducing

advanced technology, the psychological effectse@m®ed mechanisation
has had on labourers, the harmful effects that Imenddangerous

products has on the health of workers, and the auanshocks that

result when natural resources are depleted fort-$éion gains. Smith

ignored these external effects of the firm and meslithat the firm is a
self-contained agent whose activities affect otdglf and its buyers.

Third, critics claim, Smith's analysis wrongly as®s that every human
being is motivated only by a “natural” and selfergsted desire for
profit. Smith, at least in The Wealth of Natioressumes that in all
dealings a person “intends only his own gain.” Hanmature follows

the rule of “economic rationality”: Give away astlé as you can in
return for as much as you can get. Because a hbeiag “intends only

his own gain” anyway, the best economic arrangemgnone that

recognizes this “natural” motivation and allows fitee play in

competitive markets that force self-interest toveethe public interest.
However, this theory of human nature, critics halamed, is clearly
false.

First, human beings regularly show a concern fergbod of others and
constrain their self-interest for the sake of tights of others. Even
when buying and selling in markets, the constramitshonesty and
fairness affect our conduct.

Second, the critics claim, it is not necessarilgtional” to follow the
rule “give away as little as you can for as muchyas can get.” In
numerous situations, everyone is better off wheerywne shows
concern for others, and it is then rational to slsoh concern.

Third, critics have argued, if human beings oftemdve like “rational
economic men,” this is not because such behavisunatural, but
because the widespread adoption of competitive @bagtations forces
humans to relate to each other as "rational economein.” The market
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system of a society makes humans selfish, and widespread
selfishness then makes us think the profit motis€'natural.” It is the
institutions of capitalism that engender selfislsnesaterialism, and
competitiveness. In actual fact, human beings am@ With a natural
tendency to show concern for other members of thae@cies (e.g., in
their families). A major moral defect of a sociebuilt around
competitive markets, in fact, is that within suattisties this natural
benevolent tendency toward virtue is gradually aeptl by self-
interested tendencies toward vice. In short, swthieties are morally
defective because they encourage morally bad dearac

As for the argument of Von Mises and Hayek-that Aonplanners
cannot allocate resources efficiently-the exampfethe French, Dutch,
and Swedes have demonstrated that planning witrnressectors of the
economy is not quite as impossible as Von Misestdagek imagined.
Moreover, the argument of Von Mises and Hayek waswared on
theoretical grounds by the socialist economist ©skange, who
demonstrated that a "central planning board" caidfatiently allocate

goods in an economy without having to know evenghiabout

consumers and producers and without engaging iossiply elaborate
calculations. All that is necessary is for thetcanplanners to receive
reports on the sizes of the inventories of prodacand price their
commodities accordingly. Surplus inventories woultticate that
lowering of prices was necessary, whereas invensbigrtages would
indicate that prices should be raised. By settihg prices of all
commodities in this way, the central planning boaailild create an
efficient flow of resources throughout the economy.must be

acknowledged, however, that the kind of large-sgddamning that has
been attempted in some communist nations-partiguldre former

Soviet Union-has resulted in large-scale failud@anRing is possible so
long as it remains but one component within an eognin which

exchanges are for the most part based on marlsgdor

3.3.2 The Keynesian Criticism

The most influential criticism of Adam Smith's dasl assumptions
came from John Maynard Keynes (1883-1946), an Emgdconomist.

Smith assumed that without any help from the gavemt, the

automatic play of market forces would ensure futipboyment of all

economic resources including labour. If some resmaare not being
used, then their costs drop and entrepreneursidoeed to expand their
output by using these cheapened resources.

The purchase of these resources in turn, createmtbmes that enable

people to buy the products made from them. Thuk,awghilable
resources are used and demand always expandsaid dbe supply of
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commodities made from them (a relationship thatas called Say’'s
Law). Since Keynes, however, economists have arghat] without
government intervention, the demand goods may edtiphenough to
absorb the supply. The result is unemployment andlide into
economic depression.

Keynes argued that the total demand for goods andcss is the sum

of the demand of three sectors of the economy: dtmlds, businesses,
and government. The aggregate demand of these serters may be
less than the aggregate mounts of goods and sersigeplied by the
economy at the fukmployment level, [his mismatch between aggregate
demand and aggregate supply, will occur when haldshprefer to
save some of their income in liquid securitieseast of spending it on
goods and services.

When, as a consequence, aggregate demand is kessatgregate
supply, the result is a contraction of supply. Besses realise they are
not selling all their goods, so they cut back oadupiction and thereby
cut back on employment. Asoduction falls, the incomes of households
also fall, but the amounts households are willmgdve fall even faster.
Eventually, the economy reaches a stable poingoilierium at which
demand once again equals supply, but at which tieergidespread
unemployment of labour and other resources.

Government, according to Keynes, can influenceptiopensity to save,
which lowers aggregate demand and creates unemplitym
Government can prevent excess savings throughfitence on interest
rates, and it can influence interest rates by edglg the money supply:
The higher the supply of money, the lower the ratewhich it is lent.
Second, government can directly affect the amodintnoney house-
holds have available to them by raising or loweritages. Third,
government spending can close any gap betweengajgrdemand and
aggregate supply by taking up the slack in demamomh households and
businesses (and, incidentally, creating inflation).

Thus, contrary to Smith’s claims, government inggmon in the
economy is a necessary instrument for maximisimgesgs utility. Free
markets alone are not necessarily the most efticiereans for
coordinating the use of society's resources. Goremt spending and
fiscal policies can serve to create the demand etkdd stave off
unemployment. These views were the kernels of K&gneeconomics.

Keynes'’s views, however, have fallen on hard tiniaging the 1970s,
the United States (and other Western economies)ceagonted with
the simultaneous occurrence of inflation and unempent, termed
stagflation. The standard Keynesian analysis would have ledous t
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believe that these two should not have occurreethay. Increased
government spending, although inflationary, shohlave enlarged
demand and thereby alleviated unemployment. Howedering the
1970s, the standard Keynesian remedy for unemployrtiecreased
government spending) had the expected effect ddtiag increasing
inflation but did not cure unemployment.

Various diagnoses have been offered for the appafa@iure of
Keynesian economics to deal with the twin probleshsnflation and
stubborn unemployment particularly during the 1979stable among
these are the new Keynesian approaches being pashéy the so-
called post-Keynesian school. John Hicks, a longetiKeynesian
enthusiast and a “post-Keynesian,” has suggestedexample, that in
many industries today prices and wages are no todgermined by
competitive market forces as Keynes assumed. lthstbay are set by
conventional agreements among producers and unions.

The ultimate effect of these price-setting conwami is continuing
inflation in the face of continued unemploymentgRelless of whether
Hicks’s analysis is correct, a flourishing post-iKkegian school has
lately been developing new approaches to Keyne$ ¢ha more

adequately account for the problems of stagflatiBost-Keynesian
theories, like those of Hicks, retain the key claoh Keynes; that
unemployment can be cured by increasing aggregateand (the
“principle of effective demand”), through governmeexpenditures.
Unlike Keynes, however, Hicks and other post-Kelares take more
seriously the oligopolistic nature of most modemdustries and
unionised labour markets, as well as the role ¢baial conventions and
agreements play in these oligopolistic marketsaegel unions and large
companies struggle over income shares. The rolgdeernment, then,
is even larger than that envisioned by Keynes. Moty must

government boost aggregate demand through incresgedding, it

must also curb the power of large oligopolisticugrs.

3.3.3 The Utility of Survival of the Fittest: Socid Darwinism

Nineteenth-century social Darwinists added a nevsttdto utilitarian
justifications of free markets by arguing that freearkets have
beneficial consequences over and above those tliEmA Smith
identified. They argued that economic competitioiodpices human
progress.

The doctrines of social Darwinism were named a@barles Darwin
(1809-1882), who argued that the various specidwiofy things were
evolving as the result of the action of an envireninthat favoured the
survival of some things while destroying othershif preservation of
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favourable individual differences and variationsd ahe destruction of
those which are injurious, | have called naturéc®n or the survival
of the fittest.” The environmental factors thatuiésd in the survival of
the fittestwere the competitive pressures of the animal wollgl.a
result of this competitive "struggle for existericBarwin held, species
gradually change because only the "fittest” surviee pass their
favorable characteristics on to their progeny.

Even before Darwin published his theories, phildssHerbert Spencer
(1820-1903) and other thinkers had already begusugigest that the
evolutionary processes that Darwin described wése aperative in

human societies. Spencer claimed that just as dmtiopen the animal

world ensures that only the fittest survive, scefmmpetition in the
economic world ensures that only the most capatdeviduals survive

and rise to the top.

The implication is that Inconvenience, sufferingydadeath are the
penalties attached by nature to ignorance as wet ancompetence and
are also the means of remedying these. Partly ®ding out those of
lowest development, and partly by subjecting thebe remain to the
never-ceasing discipline of experience, nature rescthe growth of a
race who shall both understand the conditions aftemce, and be able
to act up to them.

Those individuals whose aggressive business deakmgble them to
succeed in the competitive world of business arme 'thittest” and

therefore the best. Just as survival of the fiteestures the continuing
progress and improvement of an animal specied)esérée competition
that enriches some individuals and reduces otleemoverty, result in

the gradual improvement of the human race. Govenhmrist not be
allowed to interfere with this stern competitiorchase this would only
impede progress. In particular, government mustierad economic aid
to those who fall behind in the competition for \8ual. If these

economic misfits survive, they will pass on theiferior qualities and
the human race will decline.

It was easy enough for later thinkers to revisenSpes views so as to
rid them of their apparent callousness. Modernigassof Spencerism
hold that Competition is good not because it dgstrthe weak
individual but because it weeds out the weak firBconomic
competition ensures that the "best" business fsorsive and, as a re-
sult, the economic system gradually improves. Tdssdn of modern
social Darwinism is the same: Government must etayof the market
because competition is beneficial.
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The shortcomings of Spencer's views were obviousneto his

contemporaries Critics were quick to point out ttieg skills and traits
that help individuals and firms advance and "sweViin the business
world are not necessarily those that help humasutyive on the planet.
Advancement in the business world might be achiettedugh a
ruthless disregard for other human beings. Theigirnof humanity,

however, may well depend on the development of erijve attitudes
and the mutual willingness of people to help eablern

The basic problem underlying the views of the dodarwinist,
however, is the fundamental normative assumptian sarvival of the
fittest means survival of the best. That is, whatever tesubm the
workings of nature is necessarily good. The fallasjich modem
authors call the naturalistic fallacy, implies, @durse, that whatever
happens naturally is always for the best. It isagid failure of logic,
however, to infer that what should be or that whature creates is
necessarily for the best.

SELF ASSESSMENT EXERCISE

1. Explain the justification of free trade and ityilaccording to
Adam Smith
2. Explain the “utility of survival of the fittes?’

4.0 CONCLUSION

The debate on free markets, free trade, and prwatperty still rages
on. In fact, the debate has been spurred on byntregerld events,

particularly the collapse of several communist megg, such as the
former Soviet Union, and the emergence of strongipsiitors in

several Asian nations, such as China, Japan, Singapnd Taiwan.
Some people have claimed that the collapse of camshuegimes

around the world has shown that capitalism, wisheimphasis on free
markets, is the clear winner.

Other observers, however, have held that the emeeg®f strong

economies in nations, that emphasise governmesetvention and

collectivist property rights, such as Japan an@&more, shows that free
markets alone are not the key to prosperity. ihévitable perhaps; that
the controversy has led many economists to advooatention of

market systems and private ownership but modibcatiof their

workings through government regulation, so asddhem of their most
obvious defects. The resulting amalgam of goverrimregulations,

partially free markets, and limited property rights appropriately

referred to as the mixed economy.
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5.0 SUMMARY

Basically, a mixed economy retains a market andapei property

system but relies heavily on government policiesrémedy their

deficiencies. Government transfers (of private med are used to get
rid of the worst aspects of inequality by drawingpmay from the

wealthy in the form of income taxes and distribgtiit to the

disadvantaged in the form of welfare. Minimum wéaas, safety laws,
union laws, and other forms of labour legislatioe ased to protect
workers from exploitation. Monopolies are regulatedtionalised, or
outlawed. Government monetary and fiscal policigenapt to ensure
full employment. Government regulatory agenciescedirms to ensure
they do not engage in socially harmful behaviour.

6.0 TUTOR-MARKED ASSIGNMENT

Explain the justification of free market accorditaythe proponents of
free market economy.
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1.0 INTRODUCTION

Competition exists in political elections, in foatb games, on the
battlefield, and in courses in which grades aréritliged on the curve.
Market competition, however, involves more than enevalry between
two or more firms. This unit examines three modiétscribing three
degrees of competition in a market: perfect contipeti pure monopoly,
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and oligopoly. We will also look at consumer proi@e, consumer
privacy, consumerism and the ethics involved ineatilsing.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. identify what conditions must be in place for a fper
competitive market to exist

. define the terms: monopoly, oligopoly ,monopoly ketrand
explain why such markets are ethically questionable

. identify how far manufacturers must go to make rtipgoducts
safe

. analyse the relationship between a business apgdstemers;

. explain the fact that companies usually know mdreua their

products than their customers and the resultamicefn their
duty to protect customers from injury or harm

. explain how advertising helps or harms customers

. describe how companies protect their customersapyi.

3.0 MAIN CONTENT
3.1 Ethics in the Market place

This unit is all about the various types of comiats that exist in the
market place and their related ethical issues. Swarhpetitions are
perfect, monopoly and oligopolistic competition.

3.2 The Perfect Competition

A market is any forum in which people come togefieithe purpose of
exchanging ownership of goods or money. Markets lmarsmall and
very temporary (two friends trading clothes can stitnte a tiny

transient market) or quite large and relativelynpe@nent (the oil market
spans several continents and has been operatinigdades).

A perfectly competitive free market is one in whieb buyer or seller
has the power to significantly affect the pricesvatch goods are being
exchanged. Perfectly competitive free markets aeracterised by the
following seven features.

. There are numerous buyers and sellers, none of whasna
substantial share of the market.

. All buyers and sellers can freely and immediateitee or leave
the market.
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. Every buyer and seller has full and perfect knog&df what
every other buyer and seller is doing, includingwledge of the
prices, quantities, and quality of all goods bdiegght and sold.

. The goods being sold in the market are so similagach other
that no one cares from whom each buys or sells.
. The costs and benefits of producing or using thedgobeing

exchanged are borne entirely by those buying ¢ingehe goods
and not by any other external parties.

. All buyers and sellers are utility maximisers: Eadghs to get as
much as possible for as little as possible.

. No external parties (such as the government) régukee price,
guantity or quality of any of the goods being baughd sold in
the market.

The first two features are the basic charactesistit a "competitive"
market because they ensure that buyers and satier®ughly equal in
power and none can force the others to accepeitast The seventh
feature is what makes a market qualify as a "freafket: It is one that

is free of any externally imposed regulations orcegr quantity, or
guality. (So-called freenarkets, however, are not necessarily free of all
constraints, as we see later.) Note that the tenee £nterprise is
sometimes used to refer to perfectly competitiee imarkets.

In addition to these seven characteristics, freapaiitive markets also
need an enforceable private property system (oikerwbuyers and
sellers would not have any ownership rights to erge), an underlying
system of contracts (which allows buyers and sellés forge
agreements that transfer ownership), and an undgrlgystem of
production (that generates goods or services whbesership can be
exchanged).

In a perfectly competitive free market, the buyams willing to pay for
goods at higher prices when fewer goods are avejlaind these rising
prices induce sellers to provide greater quantitiegoods. Thus, as
more goods are made available, prices tend to dalfl these falling
prices lead sellers to decrease the quantitiesooldg they provide.
These fluctuations produce a striking outcome: In parfectly
competitive market, prices and quantities alwaywventoward what is
called the equilibrium poinfThe equilibrium point is the point at which
the amount of goods buyers want to buy exactly lsginee amount of
goods sellers want to sell and at which the higlpeste buyers are
willing to pay equals exactly the lowest pricelessd are willing to take.
At the equilibrium point, every seller finds a wilj buyer and every
buyer finds a willing seller.
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Moreover, this surprising result of perfectly coriipee free markets
has an even more astonishing outcome: It satisifie=e of the moral
criteria-justice, utility, and rights. That is, pectly competitive free
markets achieve a certain kind of justice, theisBat certain version of
utilitarianism, and they respect certain kinds afrah rights.

Why do perfectly competitive markets achieve thdsee surprising
moral outcomes? The well-known supply and demandesucan be
used to explain the phenomenon. Our explanatiortegads in two
stages. First, we see why perfectly competitivee frearkets always
move toward the equilibrium point. Then we see wigrkets that move
toward equilibrium in this way achieve these thmemal outcomes.

3.2.1 Equilibrium in Perfectly Competitive Markets

A demand curve is a line on a graph indicatingrtiost that consumers
(or buyers) would be willing to pay for a unit adree products when
they buy different quantities of those products. wes mentioned, the
fewer the units of a certain product consumers ltly,more they are
willing to pay for those units, so the demand cusi@es down to the
right.

Notice that the demand curve slopes downward taithe, indicating
that consumers are willing to pay less for each ahia good as they
buy more of those units; the value of a potatsfal consumers as they
buy up more potatoes. Why is this? This phenomeés@xplained by a
principle we assume that human nature always fcHtve so-called
principle of diminishing marginal utility. This piciple states that each
additional item a person consumes is less satgfiiian each of the
earlier items the person consumed.

Now, let us look at the other side of the markbe supply side. A
supply curve is a line on a graph indicating thiegs producers must
charge to cover the average costs of supplyingvangamount of a
commodity. Beyond a certain point (which we explstiortly), the more
units producers make, the higher the average obsteaking each unit,
so the curve slopes upward to the right.
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Fig. 1: Equilibrium in the perfectly competitive market

At first sight, it may seem odd that producers elless must charge
higher prices when they are producing large volurtiesn when
producing smaller quantities. We are accustomehlinking that it costs
less to produce goods in large quantities than nralls quantities.
However, the increasing costs of production ardagxed by a principle
that we call the principle of increasing marginasts.

This principle states that, after a certain poaach additional item the
seller produces costs more to produce than earieris. Why? Because
of an unfortunate feature of our physical worlg@: productive resources
are limited. A producer will use the best and nstductive resources
to make the first few goods and at this point cesglisindeed decline as
production expands. A potato grower farming in deya for example,
will begin by planting the level fertile acres inet floor of the valley
where the more acreage planted the more the cestsnit decline. But
as the farm continues to expand, the farmer evéyntums out of these
highly productive resources and must turn to utesg productive land.

As the acreage on the floor of the valley is usedtlie farmer is forced
to start planting the sloping and less fertile laatdthe edges of the
valley, which may be rocky and may require moreeggve irrigation.

If production continues to increase, the farmei eientually have to
start planting the land on the mountainsides arstscwill rise even

higher. Eventually, the farmer reaches a situattbere the more that is
produced the more it costs to produce each uniusethe farmer is
forced to use increasingly unproductive materials.
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The predicament of the potato farmer illustrates thrinciple of
increasing marginal costs: After a certain poindlded production
always entails increasing costs per unit. Thahésdituation illustrated
by the supply curve. The supply curve rises upwarthe right because
it pictures the point at which sellers must begircharge more per unit
to cover the costs of supplying additional goods.

Sellers and buyers, of course, trade in the samekatsa so their
respective supply and demand curves can be supesedpon the same
graph. Typically when this is done, the supply aedhand curves will
meet and cross at some point. The point at whielg theet is the point
at which the price buyers are willing to pay forcartain amount of
goods exactly matches the price sellers must w@lever the costs of
producing that same amount (i.e., the “equilibripmee”). This point of
intersection, as indicated in Figure 1 where thentp& at which the
supply and demand curve meet, is the so-calledt pbiequilibrium or
equilibrium price. It is at N300 on the graph.

We mentioned that in a perfectly competitive frearket, prices, the
amounts supplied, and the amounts demanded allttentbve toward
the point of equilibrium. Why does this happen?idiin Figure 1 that
if the prices of potatoes rise above the pointapfilorium, say to N600
per basket, producers will supply more goods (5Ubom tons) than at
the equilibrium price level (450 million tons). Bat that high price,
consumers will purchase fewer goods (only 100 amllions) than at the
equilibrium price. The result will be a surplus wifsold goods (500 -
100 = 400 million tons of unsold potatoes). To gdtof their unsold
surplus, sellers will be forced to lower their m@sc and decrease
production. Eventually, equilibrium prices and amizuwill be reached.

In contrast, if the price drops below the poinegtilibrium in Figure 1,

say to N150 per basket, then producers will stasing money and so
will supply less than consumers want at that prides result will be an
excessive demand and shortages will appear. Theagles will lead

buyers to bid up the price. Subsequently, pricdsngse and the rising

prices will attract more producers into the markiétereby raising

supplies. Eventually, again, equilibrium will reagstself.

3.2.2 Ethics and Perfect Competitive Markets

As we have seen, perfectly competitive free marketsriporate forces
that inevitably drive buyers and sellers toward #loecalled utility of
buyers and sellers by leading them to allocate, arsé distribute point
of equilibrium. In doing so, they achieve three onaporal values.
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. They lead buyers and sellers to exchange their gaod way
that is just (in a certain sense of just);

. They maximise their goods with perfect efficienapg

. They bring about these achievements in a way thapects

buyers' and sellers’ right of free consent.wes examine each of
these moral achievements, it is important to keepnind that
they are characteristics only of the perfectly cetitve free
market-that is, of markets that have the severufeatwe listed.
Markets that fail to have one or the other of thiesgures do not
necessarily achieve these three moral values.

To understand why perfectly competitive free maslead buyers and
sellers to make exchanges that are just, we beygineballing the
capitalist meaning of justicelescribed in Unit 5. According to the
capitalist criterion of justice, benefits and burdeare distributed justly
when individuals receive in return at least theugabf the contribution
they made to an enterprise: Fairness is gettind fadly in return for
what one contributes. It is this form of justicadaonly this form) that is
achieved in perfectly competitive free markets.

Perfectly competitive free markets embody capitglistice because
such markets necessarily converge on the equifibquoint, and the
equilibrium point is the one (and only) point atiegfhbuyers and sellers
on average receive the value of what they coneibWhy is this true?
Consider the matter, first, from the seller's pahtview. The supply
curve indicates the price producers must receiveot@r what it costs
them to produce given quantities of a good. Consetly if prices (and
guantities) fall below the seller’'s supply curvensumers are unfairly
shortchanging the seller because they are payisg tlean the seller
contributed to produce those goods in those guesitit

If prices rise above the seller's supply curve, thesrage seller is
unfairly overcharging consumers because they airgghbeharged more
than what the seller knows those goods are wortternms of what it
costs to produce them. Thus, from the standpointthaf seller's
contribution, the price is fair (i.e., the priceuaeds the costs of the
seller's contribution) only if it falls somewher@ ohe seller's supply
curve.

Next, consider the matter from the standpoint efdkerage buyer. The
demand curve indicates the highest price consuarersvilling to pay
for given quantities of goods. So if the pricesd@uantities) of goods
were to rise above the consumer’s demand curveaubeage consumer
would be contributing more for those goods than twha goods (in
those quantities) are worth. If prices (and quedjt fall below the
consumer’'s demand curve, the average consumerrlynéaintributes
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less to sellers than the value (to the consumenr)hefgoods being
received. Thus, from the standpoint of the value dlierage consumer
places on different quantities of goods, the cbation is fair (i.e., the
price the consumer pays is equal to what the gaoelsvorth) only if it
falls somewhere on the consumer's demand curve.

Obviously, there is only a single point at whicle firice and quantity of
a commodity lies both on the buyer's demand cuare (is thus fair

from the standpoint of the value the average bplares on the goods)
and on the seller's supply curve (and is thusffam the standpoint of
what it costs the average seller to bring thosedgao market): the
equilibrium point. Thus, the equilibrium point iset one and only point
at which prices on average are just both from thgebls and seller's
points of view. When prices or quantities deviatenf the equilibrium

point, either the average buyer or the averagersal unjustly being

shortchanged: One or the other has to contribute th@an what is being
received.

The perfectly competitive market thus continuaymost magically,
reestablishes capitalist justice for its particigany continually leading
them to buy and sell goods at the one quantity tiedone price at
which each receives the value of what is contridhuenether this value
is calculated from the average buyer's or the aeeseller's point of
view.

In addition to establishing a form of justice, catipve markets also
maximise the utility of buyers and sellers by Ieadithem to allocate,
use, and distribute their goods with perfect edficy. To understand
this aspect of perfectly competitive markets, westnconsider what
happens not in a single isolated market, but ir@nomy that consists
of a system of many markets. A market system idepty efficient
when all goods in all markets are allocated, used, distributed in a
way that produces the highest level of satisfacpossible from these
goods. A system of perfectly competitive marketdiemes such
efficiency in three main ways.

First, a perfectly competitive market system mdtgafirms to invest

resources in those industries where consumer densahtgh and to

move resources away from industries where consu®erand is low.

Resources will, be attracted into markets wheré leignsumer demand
creates shortages that raise prices above equitibrand they will flee

markets where low consumer demand leads to sumpltiss lower

prices below equilibrium. The perfectly competitivearket system

allocates resources efficiently in accordance veitimsumer demands
and needs; the consumer is “sovereign” over thé&enar
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Second, perfectly competitive markets encouragesfito minimise the
amount of resources consumed in producing a contynadd use the
most efficient technology available. Firms are wated to use
resources sparingly because they want to lower tiwats and thereby
increase their profit margin. Moreover, to not |d&s/ers to other firms,
each firm will reduce its profits to the lowest é&w consistent with the
survival of the firm. The perfectly competitive rkat encourages an
efficient use of the seller’s resources as well.

Third, perfectly competitive markets distribute coodities among
buyers in such a way that all buyers receive thetraatisfying bundle
of commodities they can purchase, given the comnesdavailable to
them and the money they can spend on these comea®dithen faced
by a system of perfectly competitive markets, ehaier will buy up
those proportions of each commodity that correspeitd the buyer's
desire for the commodity when weighed against tingebs desires for
other commodities. When buyers have completed thgimg, they will
know that they cannot improve on their purchasesdming their goods
with other consumers because all consumers cartheuyame goods at
the same prices. Thus, perfectly competitive markeiable consumers
to attain a level of satisfaction on which they mamnimprove given the
constraints of their budgets and the range of abhlEl goods. An
efficient distribution of commodities is therebyhaeved.

Finally, perfectly competitive markets establisipitaist justice and
maximise utility in a way that respects buyers' aailers' negative
rights.

First, in a perfectly competitive market, buyers aellers are free (by
definition) to enter or leave the market as theyode. That is,
individuals are neither forced into nor preventednf engaging in a
certain business, provided they have the expedrs# the financial
resources required. Perfectly competitive markbtss embody the
negative right of freedom of opportunity.

Second, in the perfectly competitive free markitexahanges are fully
voluntary. That is, participants are not forcedbtoy or sell anything
other than what they freely and knowingly consenbty or sell. In a
competitive free market, all participants have falhd complete
knowledge of what they are buying or selling, amdexternal agency
(such as the government) forces them to buy orgseitls they do not
want at prices they do not choose in quantitiey the not desire.
Moreover, buyers and sellers in a perfectly contipetifree market are
not forced to pay for goods that others enjoy. lredectly competitive
free market, by definition, the costs and benedftproducing or using
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goods are borne entirely by those buying or selirgggoods and not by
any other external parties. Free competitive markietis embody the
negative right of freedom of consent.

Third, no single seller or buyer will so dominatbet perfectly

competitive free market that others are forcedciept the terms or go
without. In a perfectly competitive market, indueitr power is

decentralised among numerous firms so that pricdsjaantities are not
dependent on the whim of one or a few businesseshart, perfectly
competitive free markets embody the negative rigfhfreedom from

coercion.

Thus, perfectly competitive free markets are peifemoral in three
important respects:

. Each continuously establishes a capitalist forjusiice;

. Together they maximise utility in the form of marlefficiency;
and

. Each respects certain important negative rightdwfers and
sellers.

3.3  Monopoly Competition

What happens when a free market (i.e., one withgoiernment
intervention) ceases to be perfectly competitive® Négin to answer
this question in this section by examining the gWgoextreme of a
perfectly competitive market: the free (unregulatetbnopoly market.
We then examine some less extreme varieties otcoarpetition.

We noted earlier that a perfectly competitive markecharacterised by
seven conditions. In a monopoly, two of these cioors are not

present. First, instead of “numerous sellers, nohevhom has a

substantial share of the market,” the monopoly miatias only one

seller, and that single seller has a substant20 {fercent) share of the
market. Second, instead of being a market thatr cibkers “can freely

and immediately enter or leave,” the monopoly markene that other
sellers cannot enter. Instead, there are “barteeentry” such as patent
laws, which give only one seller the right to prodia commodity, or

high entry costs, which make it too expensive forea seller to start a
business in that industry.

Monopolies can also be created through mergerghé\end of the 19th
Century, for example, the leading oil refineriesrgesl into a "holding
company" (then called Standard Oil, now named Exxomhich

acquired monopoly control over oil refining. The mopoly was broken
into 34 separate companies when the Supreme Cdatged the
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company with monopolisation in 1911. A policy ofréed mergers
during the closing decades of the 19th century lexdathe American
Tobacco Company to absorb all the major cigaret@nufacturing
companies in the United States so that by the ¢firthe century, the
combine controlled the American cigarette markeln 1911, the
company was ordered to break up into several snfaibas.

Monopoly markets, then, are those in which a sirfgha is the only
seller in the market and which new sellers aredoafrom entering. A
seller in a monopoly market, therefore, can conth@ prices of the
available goods. Figure?2 illustrates the situatioma monopoly market:
The monopoly firm is able to fix its output at aaepty that is less than
equilibrium and at which demand is so high thalibws the firm to
reap an excess monopoly profit by charging pribes are far above the
supply curve and above the equilibrium price. A opoly seller, for
example, can set prices above their equilibriunellet, say, N450. By
limiting supply to only those amounts buyers willrphase at the
monopolist's high prices (300 units), the monogdoly can ensure that
it sells all its products and reaps substantiafifgrdrom its business.
The monopoly firm will, of course, calculate theggramount ratios that
will secure the highest total profits (i.e., th@firper-unit multiplied by
the number of units), and it can then fix its psicend production
volume at those levels. At the turn of the centdoy, example, the
American Tobacco Company, which earlier had mandgeatcquire a
monopoly in the sale of cigarettes, was makingifg@gual to about 56
percent of its sales.

Conclusively, pure monopoly is a situation wherebg firm provides a
certain product or service in a particular countryarea e.g., Power
Holding Company of Nigeria. Note that an unreguateonopolist
might charge a high price, do little or no advéngs and offer minimal
service. If partial substitutes are available amete is some danger of
competition, the monopolist might invest in morervgge and
technology. A regulated monopolist is required barge a lower price
and provide more service as a matter of publicastie
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Fig. 2: lllustrating monopolistic competition

3.3.1 Monopoly Competition: Justice, Utility, and Rghts

How well does a free monopoly market succeed inexahg the moral
values that characterise perfectly competitive fnegrkets? Not well.
Unregulated monopoly markets can fall short of theee values of
capitalist justice, economic efficiency, and respec negative rights
that perfect competition achieves.

The most obvious failure of monopoly markets liesthe high prices
they enable the monopolist to charge and the hightp they enable the
monopolist to reap-a failure that violates capstajustice. Why do the
high prices and profits of the monopolist violatapitalist justice?
Capitalist justice says that what each person veseshould equal the
value of the contribution made. As we saw, the ldguum point is the
one (and only) point at which buyers and sellechaaceive in return
the exact value of what each contributes to therpththether this value
is determined from the average buyer's or the geeseller's point of
view. In a monopoly market, however, prices for d@are set above the
equilibrium level, and quantities are set at ldsantthe equilibrium
amount. As a result, the seller charges the buarembre than the goods
are worth (from the average seller's point of vib&rause charges are
far more than the costs of making those goods. ,Ttheshigh prices the
seller forces the buyer to pay are unjust, andethegustly high prices
are the source of the seller's excess profits.
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A monopoly market also results in a decline ineffeciency with which

it allocates and distributes goods. First, the npohp market allows
resources to be used in ways that will producetagjes of those things
buyers want and cause them to be sold at higheegpthan necessary.
The high profits in a monopoly market indicate arsfige of goods.
However, because other firms are blocked from ergethe market,
their resources cannot be used to make up theagjesrindicated by the
high profits. This means that the resources ofghether firms are
deflected into other non-monopoly markets that aalye have an
adequate supply of goods. Shortages, thereforéinceno exist.

Moreover, the monopoly market allows the monopofynfto set its
prices well above costs, instead of forcing thefio lower its prices to
cost levels. The result is an inflated price fag@ tonsumer-a price that
the consumer is forced to accept because the absémther sellers has
limited the choices. These excess profits absoblydtie monopolist are
resources that are not needed to supply the amaintgods the
consumer is getting.

Second, monopoly markets do not encourage suppbeuse resources
in ways that will minimise the resources consunee@roduce a certain
amount of a commodity. A monopoly firm is not encged to reduce
its costs and is therefore not motivated to finssleostly methods of
production. Because profits are high anyway, theltgtle incentive for
it to develop new technology that might reduce £a@stthat might give
it a competitive edge over other firms, for there ao other competing
firms.

Third, a monopoly market allows the seller to idioe price
differentials that block consumers from putting dtdger the most
satisfying bundle of commodities they can purchageen the
commodities available and the money they can s@ecause everyone
must buy from the monopoly firm, the firm can st prices so that
some buyers are forced to pay a higher price fersdime goods than
others. For example, the monopoly firm can adjtstprices so that
those consumers who have a greater desire forobslsgmust pay a
higher price for the same goods than those consuwigp have a lesser
desire for them. As a consequence, those who He@greater desire
now buy less and those who have the lesser deswebny more than
either would buy at an equal price. The resulhet,tsome consumers
are no longer able to purchase the most satisfiyurglle of goods they
could buy.

Monopoly markets also embody restrictions on thegatiee rights that

perfectly free markets respect. First, monopolyket by definition are
markets that other sellers are not free to entecofd, monopoly
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markets enable the monopoly firm to force on itgdya goods that they
may not want in quantities they may not desire. fifwgopoly firm, for

example, can force consumers to purchase produmlxif they also

purchase product Y from the firm. Third, monopolyarkets are

dominated by a single seller whose decisions deéteritihe prices and
guantities of a commodity offered for sale. The opoly firm's power

over the market is absolute.

A monopoly market, then, is one that deviates frtra ideals of

capitalist justice, economic utility, and negativights. Instead of

continually establishing a just equilibrium, the mopoly market

imposes unjustly high prices on the buyer and gaasrunjustly high

profits for the seller. Instead of maximising eiéiccy, monopoly mar-

kets provide incentives for waste, misallocatiomesfources, and profit-
gouging. Instead of respecting negative rights reedom, monopoly
markets create an inequality of power that alloes honopoly firm to

dictate terms to the consumer. The producer thglaces the consumer
as “sovereign” of the market.

3.4 Oligopolistic Competition

Few industries are monopolies. Most major industmarkets are not
dominated by a single firm, but more usually bynzeny as four firms
or more. Such markets lie somewhere on the spedietmeen the two
extremes of the perfectly competitive market witiniimerable sellers
and the pure monopoly market with only one seNéarket structures of
this "impure" type are referred to collectivelyiagperfectly competitive
markets, of which the most important kind is thigapoly.

In an oligopoly, two of the seven conditions thhaacterise the purely
competitive market are once again not presentt, Rivstead of many
sellers, there are only a few significant sellérbat is, most of the
market is shared by a relatively small humber afydafirms that

together can exercise some influence on prices. shfage each firm
holds may be somewhere between 25 percent and 1@@npeof the

market, and the firms controlling this share magge from 2 to 50
depending on the industry. Second, other sellesnat able to freely
enter the market. Although more than one selleprgsent in an
oligopoly market, new sellers find it difficult toreak into the industry.
This may be because of the prohibitively high costsstarting a

business in that industry, it may be as a resulbmg-term contracts that
have tied all the buyers to the firms already i ithdustry, or it may be
because of enduring loyalties created by brand-redwaertising.

Oligopoly markets, which are dominated by a fevg.(ethree to eight)
large firms, are said to be highly concentratedariples of such

106



ENT224 BUSINESS ETHICS

oligopoly markets are not hard to find because thelpde many of the
largest manufacturing industries.

Although oligopolies can form in a variety of wayse most common
causes of an oligopolistic market structure arazbotal mergers. A
horizontal merger is simply the unification of tved more companies
that were formerly competing in the same line o$ibess. If enough
companies in a competitive industry merge, the stigucan become an
oligopoly composed of a few very large firms.

During the 1950s, for example the 108 competingkbam Philadelphia

began to merge until, by 1963, the number of banksf had been
reduced to a smaller number. The PhiladelphiaddatiBank emerged
as the second-largest bank (as a result of ninger®; and the Girard
Bank emerged as the third-largest (as a resulixofmgrgers). In the
early 1960s, the Philadelphia National Bank and @ieard Bank

proposed to merge into a single firm. If the mergad been approved
(the government stopped it), the two banks togetweuld have

controlled well over one-third of the banking attes of metropolitan

Philadelphia.

How do oligopoly industries affect the market? Besm a highly
concentrated oligopoly has a relatively small numbg firms, it is
relatively easy for the managers of these firm@ito forces and act as a
unit. By explicitly or tacitly agreeing to set thgirices at the same
levels and to restrict their output accordinglyge tbligopolists can
function much like a single giant firm. This ungirof forces, together
with the barriers to entry that are characterisfioligopoly industries,
can result in the same high prices and low supplgls characteristic of
monopoly markets. As a consequence, oligopoly nsykdike
monopolies, can fail to exhibit just profit levetsan generate a decline
in social utility, and can fail to respect basiomeamic freedoms. It has
been shown, for example, that generally the maghklhiconcentrated an
oligopoly industry is, the higher the profits itable to extract. Studies
also have estimated that the overall decline insoorer utility as a
result of inefficient allocation of resources byghiy concentrated
oligopoly industries ranges between 0.5 percent4fdpercent of the
nation's gross national product.

3.4.1 Explicit Agreements

Prices in an oligopoly can be set at profitableelsvthrough explicit
agreements that restrain competition. The managetbe few firms
operating in an oligopoly can meet and jointly &gjte fix prices at a
level much higher than what each would be forcethke in a perfectly
competitive market. The greater the degree of mackecentration

107



ENT224 BUSINESS ETHICS

present in an industry, the fewer the managershhae to be brought
into such a price-fixing agreement, and the easisrfor them to come
to an agreement. Such agreements, of course dugedhe effects of a
monopoly and consequently curtail market justicarket efficiency,
and market rights as defined in the first sectibthis unit.

If the justice, freedom, and social utility thatngoetitive markets
achieve are important values for society, thensitcrucial that the
managers of oligopoly firms refrain from engaging practices that
restrict competition. Only if markets function coetipively will they
exhibit the justice, freedom, and utility that jfstheir existence. These
beneficial aspects of a free market are reapedbety only as long as
monopoly firms refrain from engaging in collusiveaagements that do
away with competition and reproduce the effectsnohopoly markets.
In particular, the following sorts of market praes have been
identified as unethical.

3.4.1.1 Price-Fixing

When firms operate in an oligopoly market, it isy&nough for their
managers to meet secretly and agree to set theaspat artificially high
levels. This is straightforward price-fixing. In @®, for example, the
managers of six companies, Hoffmann-La Roche IBASF Corp.,
Aventis Animal Nutrition S.A, Takeda Chemical Intliss Ltd., Eisai
Co. Ltd, and Daiichi Pharmaceutical Co. Ltd.-tHa¢rt controlled over
80 per cent of the world's vitamin market, paid Bl2®illion to settle a
suit alleging they had fixed worldwide prices fatamins. New York
Attorney General Eliot Spitzer said, "The compamest in secret, in
locations around the world, to carry out illegategments that imposed
a hidden 'vitamin tax' on shoppers that drove upkiyegrocery bills
and cost consumers and businesses hundreds ainsilif dollars over
the past decade”.

3.4.1.2 Manipulation of Supply

Firms in an oligopoly industry might agree to lintieir production so
that prices rise to levels higher than those thatild/ result from free
competition. When hardwood manufacturers met peradlg in trade

associations early in this century, they would ofeggree on output
policies that would secure high profits. The Aman Column and
Lumber Company were eventually prosecuted under Sherman
Antitrust law to force it to desist from this prmet Such a
“manipulation of supply” would also result in matlshortages.
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3.4.1.3 Exclusive Dealing Arrangements

A firm institutes an exclusive dealing arrangemerien it sells to a
retailer on condition that the retailer will notrphase any products from
other companies and/or will not sell outside ofeatain geographical
area. During the 1940s, for instance, American Campany would

lease its can-closing machines (at very low prices)ly to those

customers who agreed not to purchase any cans @mminental Can

Company, its major competitor.

Exclusive dealing arrangements tend to remove etitign between
retailers who are all selling the same companyslyets, and to this
extent they conflict with the values of free conipet. However, an
exclusive dealing arrangement can also motivatsethetailers who are
selling the products of a single company to becomee aggressive in
selling the products of that company. In this way,exclusive dealing
arrangement can actually increase competition kaiwetailers selling
the products of different companies. For this reasxclusive dealing
arrangements must be examined carefully to determihether their
overall effect is to dampen or promote competitibon.Nigeria, such
exclusive arrangement is prominent in the beverage soft drinks
industry, where retailers are provided with kiosk®ither that of Coca-
cola (market leader) or that of Pepsi, the majanpetitor and these,
retailers are expected to sell only the compansoslycts.

3.4.1.4 Tying Arrangements

A firm enters into a tying arrangement when it sell buyer a certain
good only on condition that the buyer agrees tcipase certain other
goods from the firm. Chicken Delight, for exampfeanchises home

delivery and pick-up food stores whose major prodgichicken cooked

in a special mix. In 1970, Chicken Delight wouldl sefranchise license

to a person only if the person also agreed to @msela certain number
of cookers, fryers, and other supplies. The firas\wwubsequently forced
to stop the practice through legal action.

3.4.1.5 Retail Price Maintenance Agreements

If a manufacturer sells to retailers only on coioditthat they agree to
charge the same set retail prices for its goodss, &ngaging in “retall
price maintenance.” Eastman Kodak Company, for eemuntil
stopped by the Federal Trade Commission, usedablesth the prices at
which retailers had to sell its Kodachrome and Maga Cine-Kodak
Film and would not sell to retailers unless theyeagd to abide by these
prices. A manufacturer may publish suggested rgiades and may
even refuse to sell to retailers who regularly sedir goods at lower
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prices. It is illegal, however, for retailers tot@nan agreement to abide
by the manufacturer's prices and illegal for maouwii@rs to force
retailers to enter such an agreement. Retail pnamtenance dampens
competition between retailers and removes fromntiamufacturer the
competitive pressure to lower prices and cut costs.

3.4.1.6 Price Discrimination

To charge different prices to different buyers fdentical goods or
services is to engage in price discrimination. é€discrimination was
used by Continental Pie Company during the 1960animttempt to
undersell Utah Pie Company, which had managedk®daay much of
the Salt Lake City business of Continental Bakirugrpany. For several
years, Continental sold its pies to Salt Lake Q@itxstomers at prices
substantially lower than those it charged for thens goods sold to
customers in other areas. The Supreme Court fowudh $ricing
practices “predatory.” Price differences are legdie only when based
on volume differences or other differences reldatedhe true costs of
manufacturing, packaging, marketing transportingsesvicing goods.

| think we are particularly vulnerable where we @éav salesman with
two kids, plenty of financial demands, and a conaarer the security of
his job. There is a certain amount of loosenessnew set of rules. He
may accept questionable practices feeling that &g jost not know the
system. There are no specific procedures for hirfollow other than
what other salesmen tell him. At the same timejshan an industry
where the acceptance for his product and the levgrofitability are
clearly dropping. Finally, we add to his pressusgdetting him know
who will take his job from him if he doesn't getagbprice and volume
levels. | guess this will bring a lot of soul-sdang out of an individual.

3.4.2 Tacit Agreements

Although most of the forms of explicit market agrents enumerated
are illegal, the more common types of price-setimgligopolies are
accomplished through some unspoken form of cooparahgainst
which it is difficult to legislate. How does thigke place? The managers
of the major firms in an oligopoly can learn by dhaxperience that
competition is not in their personal financial m#sts. Price-cutting
competition, they find, will only lead to minimatgfits. The firms in an
oligopoly, therefore, may each come to the conolushat cooperation
is in the best interests of all. Each firm may theach the independent
conclusion that they will all benefit if, when omeajor firm raises its
prices, all other firms set their prices at the sdmgh levels.
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Through this process of “price-setting,” all the jonafirms will retain
their share of the market and they will all gaintbg higher price. Since
the 1930s, for example, the major tobacco compah&és charged
identical list prices for cigarettes. When one campdecides it has a
reason to raise or lower its cigarette prices, dtieer companies will
always follow suit within a short period of timehd officials of these
companies, however, have made no explicit agreetoeaatt in concert.
Without ever having talked the matter over amongntbelves, each
realises that all will benefit, so long as they tomme to act in a unified
fashion. In 1945, incidentally, the U.S. Supremeui®€dound the
dominant cigarette companies gquilty of tacit cabms but the
companies; reverted to identical pricing after dase was settled. In
Nigeria, anytime Coca-Cola increases its unit ppeebottle, Pepsi will
also increase theirs.

To co-ordinate their prices, some oligopoly indstwill recognise one
firm as the industry's “price leader.” Each firmllviacitly agree to set
its prices at the levels announced by the pricddeaknowing that all
other firms will also follow its price leadershipBecause each
oligopolist knows it will not have to compete wigimother firm's lower
prices, it is not forced to reduce its margin obfirto the levels to
which open competition would reduce them. Therednlee no overt
collusion involved in this form of price-settingnlg an unspoken
understanding that all firms will follow the prideadership of the
dominant firm and will not engage in the price-loing tactics of
competition.

Whether prices in an oligopoly market are set bplieit agreements or
implicit understandings, it is clear that sociallityt declines to the
extent that prices are artificially raised above lgvels that would be set
by a perfectly competitive market. Consumers musy the unjust
prices of the oligopolists, resources are no lorgjéciently allocated
and used, and the freedom of both consumers amahiadtcompetitors
diminishes.

3.4.3 Bribery

When used to secure the sale of a product, pdliicaery can also
introduce diseconomies into the operations of ntarkehis is a form of
market defect that received a great deal of puddiention during the
late 1970s, when it was discovered that a sizalepyof companies
had attempted to land contracts with overseas gawvents by paying
bribes to various government officials. Lockheedcraft Corporation,
for example, paid several million dollars to gowaeent officials in
Saudi Arabia, Japan, Italy, and Holland to influeraircraft sales in
those countries.
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When bribes are used to secure the purchase omanadity, the net
effect is a decline in market competition. Theduat of the briber no
longer competes equally with the product of otledless on the basis of
its price or merits. Instead, the bribe serves barder to prevent other
sellers from entering the briber's government marBecause of the
bribe, the government involved buys only from tivenfwho supplies
the bribe and the briber becomes in effect a molycgsiler.

If a briber succeeds in preventing other sellemsnfrreceiving equal
entry into a government market, it becomes posdilethe briber to
engage in the inefficiencies characteristic of npwles. The bribing
firm can impose higher prices, engage in waste,regiect quality and
cost controls because the monopoly secured by ribe will secure a
sizeable profit without the need to make the prcequality of its
products competitive with those of other sellers.

Bribes used to secure the sale of products byisgutiut other sellers
differ, of course, from bribes used for other pwgm An official may
insist on being paid to perform legal duties ondiebf a petitioner, as
when, for example, a customs officer asks for p""to expedite the
processing of an import permit. A government officmay offer to
lower a costly tariff in return for an under-thdi@a payment. The
previous analysis would not apply to bribes of gust, which are being
used for a purpose other than to erect marketdvarri

In determining the ethical nature of payments usedourposes other
than to shut out other competitors from a markeg following
considerations are relevant.

. Is the offer of a payment initiated by the payée(bne who pays
the money), or does the payee (the one who recédieesoney)
demand the payment by threatening injury to theepay
interests? In the latter case, the payment is i@ but a form
of extortion. If the threatened injury is large agh, the payer
may not be morally responsible for the act, or theral
responsibility may at least be diminished.

. Is the payment made to induce the payee to actnmarner that
violates the official sworn duty to act in the begerests of the
public? Or is the payment made to induce the payqgeerform
what is already an official duty? If the payee &ng induced to
violate official duty, then the payer is coopergtin an immoral
act because the payee has entered an agreemaitiltdhese
duties.
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. Are the nature and purpose of the payment considettsically
unobjectionable in the local culture? If a form pdEyment is a
locally accepted public custom and there is a propTately
serious reason for making the payment (it is nt@nded to erect
a market barrier nor to induce an official to viel@ublic duties),
then it would appear to be ethically permissible wiititarian
grounds. (It might, however, constitute a legallaion of the
Foreign Corrupt Practices Act of 1977.).

3.5 Markets and Consumer Protection

Many people believe that consumers automatically e protected
from injury by the operations of free and compe#itmarkets and that
neither governments nor free markets promote acatibon, use, and
distribution of goods that are, in a certain senss, respectful of rights,
and efficiently productive of maximum utility fohése who participate
in the market. Moreover, in such markets, the cormsuis said to be
“sovereign.” When consumers want and will willinglpay for
something, sellers have an incentive to caterHeirtwishes. If sellers
do not provide what consumers want, then sellett suifer losses.
However, when sellers provide what consumers waety will profit.
As the author of a leading textbook on economicsteyr"Consumers
direct by their innate or learned tastes, as espef their naira votes,
the ultimate uses to which society's resourcesl@aneled”.

In the “market” approach to consumer protectiomstoner safety is
seen as a good that is most efficiently providedubh the mechanism
of the free market whereby sellers must respontbtsumer demands.
If consumers want products to be safer, they wdicate this preference
in markets by willingly paying more for safer prats and showing a
preference for manufacturers of safe products wiitfaing down the
goods of manufacturers of unsafe products. Produoell have to
respond to this demand by building more safety thtr products or
they risk losing customers to competitors who ctaghe preferences of
consumers. Thus, the market ensures that produespend adequately
to consumers' desires for safety.

However, if consumers do not place a high value safety and
demonstrate neither a willingness to pay more fafety nor a
preference for safer products, then it is wrongush increased levels of
safety down their throats through government reguia that force
producers to build more safety into their produtitan consumers
demand. Such government interference, as we saliereatistorts
markets, making them unjust, disrespectful of sghnd inefficient. It is
just as wrong for businesspeople to decide on their that consumers
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should have more protection than they are demanda¢p force on
them costly safety devices that they would not baoytheir own. Only
consumers can say what value they place on safetythey should be
allowed to register their preferences through thesae choices in
markets and not be coerced by businesses or goeatarmto paying
for safety levels they may not want.

Unfortunately, virtually all consumer choices am@séd on probability
estimates we make concerning the chances thatddegis we buy will
function as we think they will. All the researchadable shows that we
become highly inept, irrational, and inconsistehew we make choices
based on probability estimates.

First, as is obvious to any observer, few of us gwed at estimating
probabilities. We typically underestimate the riskk personal life-
threatening activities, such as driving, smoking.eating fried foods,
and of being injured by the products we use, andowerestimate the
probabilities of unlikely but memorable events suh tornadoes or
attacks by animals at the zoo. Studies have shbainaur probability
judgments go astray for a number of reasons, inafutthe following:

. Prior probabilities are ignored when new informatioecomes
available, even if the new information is irreletzan

. Emphasis on “causation” results in the underwenghtiof
evidence that is relevant to probability but is petrceived as
“causal.

. Generalisations are made on the basis of smalllsdindings.

. Belief is placed in a self-correcting but nonextélaw of
averages.

. People believe that they exert control over puckignce events.

Second, as a number of researchers have shownlepa@pirrational
and inconsistent when weighing choices based obaibity estimates
of future costs or payoffs. For example, one seeséarchers found that
when people are asked to rank probable payoffy,itttansistently will
rank one payoff as being both better and worse #rather. Another
investigator found that when people were asked kwbictwo probable
payoffs they preferred, they would often say tiatytwould pay more
for the payoff that they least preferred. Anothetrf studies found that,
in many cases, a majority of persons would prefer probable payoff
to another in one context but reversed their pegfegs in a different
context although the probable payoffs were idehirchoth contexts.

Finally, as several critics have pointed out makeften fail to
incorporate the most fundamental characteristicoohpetitive markets:
the presence of numerous buyers and sellers. Ajthdouyers or
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consumers in most markets are numerous, still maeyhaps most,
consumer markets are monopolies or oligopoliest tha they are
dominated by one or a few large sellers. Selleranonopoly and
oligopoly markets are able to extract abnormallghhiprofits from
consumers by ensuring that supply is insufficiemtnieet demand,
thereby creating shortages that put upward pressur@rices.

On balance, then, it does not appear that markee$oby themselves
can deal with all consumer concerns for safetyedoen from risk, and

value. Market failures are characterised by inadeguconsumer

information, irrationality in the choices of consers, and concentrated
markets, undercut arguments that try to show thatkets alone can
provide adequate consumer protection. Instead,ucoes must be pro-
tected through the legal structures of governmerd through the

voluntary initiatives of responsible businesspeople

3.5.1 The Contract View of the Business Firm's Dugs to
Consumers

According to the contract view of the business fanduties to its
customers, the relationship between a businessdimthits customers is
essentially a contractual relationship, and ther’'rmoral duties to the
customer are those created by this contractuatiorthip. When a
consumer buys a product, this view holds, the comsuvoluntarily
enters into a “sales contract” with the business.fiThe firm freely and
knowingly agrees to give the consumer a producth wertain
characteristics, and the consumer in turn freety lemowingly agrees to
pay a certain sum of money to the firm for the picid By virtue of
having voluntarily entered this agreement, the ftman has a duty to
provide a product with those characteristics, amel ¢consumer has a
correlative right to get a product with those cleggastics.

The contract theory of the business firm's duibei$st customers rests on
the view that a contract is a free agreement tnabses on the parties
the basic duty of complying with the terms of tlggement. A person
has a duty to do what the person contracts to dause failure to
adhere to the terms of a contract is a practiceé ¢ap cannot be
universalised, and (b) treats the other person m&ans and not as an
end. Rawls's theory also provides a justificafionthe view, but one
that is based on the idea that our freedom is edquhby the recognition
of contractual rights and duties: An enforced systé social rules that
requires people to do what they contract to do pitivide them with
the assurance that contracts will be kept. Onlythiéy have such
assurance will people feel able to trust each &heord and, on that
basis, to secure the benefits of the institutiorcafitracts. Traditional
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moralists have argued that the act of enteringantontract is subject to
several secondary moral constraints:

. Both parties to the contract must have full knowkedf the
nature of the agreement they are entering.

. Neither party to a contract must intentionally regesent the
facts of the contractual situation to the othetyar

. Neither party to a contract must be forced to ettier contract

under duress or undue influence.

These secondary constraints can be justified by sdwme sorts of
arguments that Kant and Rawls use to justify thadbduty to perform
one's contracts. Kant, for example, easily showas mhisrepresentation
in the making of a contract cannot be universaliged Rawls argues
that if misrepresentation were not prohibited, feaideception would
make members of a society feel less free to emtpiracts. However,
these secondary constraints can also be justifiethe grounds that a
contract cannot exist unless these constraint$udfrded. A contract is
essentially a free agreement struck between twtiegarBecause an
agreement cannot exist unless both parties know thieg are agreeing
to, contracts require full knowledge and the abseoft misrepresen-
tation. Because freedom implies the absence otmmercontracts must
be made without duress or undue influence.

Hence, the contractual theory of business firmsieduto consumers
claims that a business has four main moral dutiesbasic duty of
Complying with the terms of the sales contract #redsecondary duties
of:

. disclosing the nature of the product,
. avoiding misrepresentation, and
. avoiding the use of duress and undue influence dijng in

accordance with these duties, a business resjectgyht of con-
sumers to be treated as free and equal personsghan
accordance with their right to be treated onlyhes/thave freely
consented to be treated.

The duty to comply explains themost basic moral duty that a business
firm owes its customers, according to the contkaetv, is the duty to
provide consumers with a product that lives uphimsé claims that the
firm expressly made about the product, which leddhstomers to enter
the contract freely and which formed the customergierstanding
concerning what they were agreeing to buy.

The duty of disclosureis centred on an agreement that cannot bind
unless both parties to the agreement know what #veydoing and
freely choose to do it. This implies that the gelldo intends to enter a
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contract with a customer has a duty to disclosectgxavhat the

customer is buying and what the terms of the sade At a minimum,

this means the seller has a duty to inform the bugé any

characteristics of the product that could affeet¢histomer's decision to
purchase the product. Some have argued that sedleould also
disclose a product's components or ingredients, pigsformance

characteristics, costs of operation, product ratingnd any other
applicable standards.

The duty not to misrepresent expressesiisrepresentation, even more
than the failure to disclose information, rendersefiom of choice
impossible. That is, misrepresentation is coerciMee person who is
intentionally misled acts as the deceiver wantspireson to act and not
as the person would freely have chosen to acteifprson had known
the truth. Because free choice is an essentiakdwgnt of a binding
contract, intentionally misrepresenting the natofea commodity is
wrong

The duty not to coerce explains hovpeople often act irrationally when
under the influence of fear or emotional stress.eVla seller takes
advantage of a buyer's fear or emotional stregxti@ct consent to an
agreement that the buyer would not make if the buyere thinking
rationally, the seller is using duress or unduduarice to coerce. An
unscrupulous funeral director, for example, mayifsky induce guilt-
ridden and grief-stricken survivors to invest iméual services they
cannot afford. Because entry into a contract reguifreely given
consent, the seller has a duty to refrain from @kpy emotional states
that may induce buyers to act irrationally agaitis¢ir own best
interests. For similar reasons, the seller alsothasduty not to take
advantage of gullibility, immaturity, ignorance, any other factors that
reduce or eliminate the buyer's ability to make frational choices.

3.5.2 Problems with the Contractual Theory

The main objections to the contract theory focughenunreality of the
assumptions on which the theory is based. Firgice@rgue, the theory
unrealistically assumes that manufacturers malecdagreements with
consumers. Nothing could be farther from the tridbrmally, a series
of wholesalers and retailers stands between theufacturer and the
ultimate consumer. The manufacturer sells the pbdio the

wholesaler, who sells it to the retailer, who flpakells it to the

consumer. The manufacturer never enters into amgctdcontract with

the consumer. How then can one say that manufasturave

contractual duties to the consumer?
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Advocates of the contract view of manufacturerstiehihave tried to
respond to this criticism by arguing that manufestsi enter into
indirect agreements with consumers. Manufacturemsmpte their
products through their own advertising campaignshesg
advertisements supply the promises that lead pdopprirchase prod-
ucts from retailers, who merely function as “consiifor the
manufacturer’s product. Consequently, through thageertisements,
the manufacturer forges an indirect contractuahti@hship not only
with the immediate retailers who purchase the mactufer's product
but also with the ultimate consumers of the prodilibe most famous
application of this doctrine of broadened indirecbntractual
relationships is to be found in a 1960 court opinidlenningsen v.
Bloomfield Motors. Mrs. Henningsen was driving a new Plymouth
when it suddenly gave off a loud cracking noisee Bteering wheel
spun out of her hands and the car lurched to tite¢ and crashed into a
brick wall. Mrs. Henningsen sued the manufactur&@hrysler
Corporation. The court opinion read.

. Under modern conditions the ordinary layman, ompoesing to
the importuning of colourful advertising, has neiththe
opportunity nor the capacity to inspect or to deiee the fithess
of an automobile for use; he must rely on the mactuker who
has control of its construction, and to some degre¢he dealer
who, to the limited extent called for by the marmidaer’s
instructions, inspects and services it before dejivin such a
marketing milieu his remedies and those of persdms properly
claim through him should not depend “upon the aaities of the
law of sales. The obligation of the manufactureoutth not be
based alone on privet of contract [that is, onraadicontractual
relationship]. It should rest, as was once saidhntpthe de-
mands of social justice’” Mazet. Ar7110us&- Co. (1913). “If
privity of contract is required,” then, under thecamstances of
modern merchandising, “privity of contract exista ihe
consciousness and understanding of all right thopkiersons. . .
. Accordingly, we hold that under modern marketsanditions,
when a manufacturer puts a new automobile in theast of
trade and promotes its purchase by the public, raplied
warranty that it is reasonably suitable for use ssch
accompanies it into the hands of the ultimate paseh Absence
of agency between the manufacturer and the dedier makes
the ultimate sale is immaterial.

Thus, Chrysler Corporation was found liable for MKenningsen'’s
injuries on the grounds that its advertising hadat¥d a contractual
relationship with Mrs. Henningsen and this cont@aeiated an “implied
warranty” about the car, which Chrysler had a datfulfill.
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In fact, sellers and buyers do not exhibit the étyuthat these doctrines
assume. A consumer who must purchase hundreddferfedit kinds of

commodities cannot hope to be as knowledgeable amraufacturer
who specialises in producing a single product. Goress have neither
the expertise nor the time to acquire and proclssirtformation on

which they must base their purchase decisions. €pmently, con-

sumers must usually rely on the judgment of thées@&h making their

purchase decisions and are particularly vulner&blbeing harmed by
the seller. Equality, far from being the rule, &® tcontract theory
assumes, is usually the exception.

3.6 Advertising Ethics

Who pays for these advertising expenditures? Ineihe, advertising
costs must be covered by the prices consumersqathé goods they
buy-the consumer pays.

What do consumers get for their advertising payfmehtcording to

most consumers, they get very little. Surveys hsivewn that 66 per
cent of consumers feel that advertising does ndaae prices, 65 per
cent believe it makes people buy things they shaaotdouy, 54 per cent
feel advertisements insult the intelligence, and & cent feel
advertisements do not present the truth. Howeveferdlers of the
advertising industry see things differently. Adv&rtg, they claim, “is,

before all else, communication.” Its basic functies to provide

consumers with information about the products abdd to them-a
beneficial service.

Is advertising, then, a waste or a benefit? Dodsaitn consumers or
help them?

3.6.1 Definition of Advertising

Commercial advertising is sometimes defined as am foof
“information” and an advertiser as “one who givaformation.” The
implication is that the defining function of aduemg is to provide
information to consumers. This definition of adisrg, however, fails

to distinguish advertisements from, say, articlespublications like
Consumer Reportsvhich compare, test, and objectively evaluate the
durability, safety, defects, and usefulness ofauggiproducts. One study
found that more than half of all television ads teamed no consumer
information whatsoever about the advertised prodmct that only half

of all magazine ads contained more than one infoomal cue.
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Advertisements often do not include much objecinfermation for the
simple reason that their primary function is noattlof providing
unbiased information. The primary function of connone
advertisements, rather, is to sell a product tespeotive buyers, and
whatever information they happen to carry is subsydto this basic
function and usually determined by it.

A more helpful way of characterising commerciavextising is in
terms of the buyer-seller relationship: CommeradVertising can be
defined as a certain kind of communication betweerseller and
potential buyers. It is distinguished from othemfis of communication
by two features. First, it is publicly addressedatanass audience as
distinct from a private message to a specific iitlial. Because of this
public feature, advertising necessarily has widesgsocial effects.

Second, advertising is intended to induce membgiliss caudience to
buy the seller's products. An advertisement cagesdt in this intent in
two main ways:

. by creating a desire for the seller's product inscmners and
. by creating a belief in consumers that the prodsiet means of
satisfying some desire the buyer already has.

Discussion of the ethical aspects of advertising lma organised around
the various features identified in the prior ddfom: its social effects, its
creation of consumer desires, and its effects arswmer beliefs. We
begin by discussing the social effects of advergsi

3.6.2 Advertising and its Effects on Consumers

The most common criticism of advertising concensseiffect on the

consumer's beliefs. Because advertising is a fdrcommunication, it

can be as truthful or deceptive as any other fofncoonmunication.

Most criticisms of advertising focus on the deceptspects of modern
advertising.

Deceptive advertising can take several forms. Ameetement can
misrepresent the nature of the product by usingepteec mock-ups,
using untrue paid testimonials, inserting the waguebhranteewhere
nothing is guaranteed, and quoting misleading pritaling to disclose
defects in a product, misleadingly disparaging mpetitor's goods, or
simulating well-known brand names. Some frauduléotms of
advertising involve more complex schemes. For exempbait
advertisements announce the sale of goods that patee not to be
available or to be defective. Once consumers aedlinto the store,
they are pressured to purchase another, more axpetesn.
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A long ethical tradition has consistently condemnaeception in
advertising on the grounds that it violates consgimeghts to choose
for themselves (a Kantian argument) and on thergtsthat it generates
a public distrust of advertising that diminisheg titility of this form
and even of other forms of communication (the tatilan argument).
The central problem, then, is not understanding wdsceptive
advertising is wrong, but understanding how it lmees deceptive and,
therefore, unethical.

All communication involves three elements: (a) thethor(s) who

originates the communication, (b) the medium thatrries the

communication, and (c) the audience who receivescttimmunication.
Because advertising is a form of communicatiomvblves these three
elements, and the various ethical problems raisethd fact that it is a
form of communication can be organised around them.

The moral issues raised by advertising are comatekinvolve several
still unsolved problems. However, the following suarises the main
factors that should be taken into consideration rwhetermining the
ethical nature of a given advertisement.

3.7 Consumer Privacy

Advances in computer processing power, databasevaef and
communication technologies have given us the poteercollect,
manipulate, and disseminate personal informati@utbonsumers on a
scale unprecedented in the history of the humae. rélsis new power
over the collection, manipulation, and dissemimatiof personal
information has enabled mass invasions of the pyiwd consumers and
has created the potential for significant harmsimagi from mistaken or
false information. For example, a pair of Britistveéstigators reported
that in England, where companies register withgineernment the kind
of information they will collect, businesses werellecting highly
detailed and very personal information about thegtomers.

It is clear, then, that our interest in privacyimportant enough to
recognise it as a right that all people have, idiclg consumers.
However, this right must be balanced against tgbtsi and legitimate
needs of others. If banks are to provide loan®tsemers, for example,
they need to know something about the credit hystbrthe individuals

to whom they are providing loans and how diligdvyt have been in re-
paying previous loans. Consumers ultimately ben&fbim such a

banking system.
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Insurance companies that want to provide life iasge to individuals
need to know whether such individuals have any-thfeatening
illnesses, and so they must have access to thalicaieinformation.
Consumers benefit from having life insurance awdao them. Thus,
there are significant consumer benefits that bgse® can provide but
that they can provide only if there exist agencikat can collect
information about individuals and make that infotima available to
those businesses. Thus, consumers' rights to privaee to be balanced
with these legitimate needs of businesses. Sewveradiderations have
been suggested as key to balancing legitimate éssineeds with the
right to privacy, including (a) relevance, (b) infung, (c) consent, (d)
accuracy, (e) purpose, and (f) recipients and ggcur

3.8 Consumerism

The demand on businesses for ethical practicebéas further fuelled
by consumerism. Consumerism is the organised mowenod
consumers/customers and government aimed at aahdgprotecting
the rights, interests and powers of consumers/mest® by exerting
legal, moral and economic pressures on businesmigaiions. It can
also be seen as protest by consumers against me&braperceived
injustices and efforts to remedy injustices pereditby consumers. The
protest may also be against marketing malpractaes injustice and
adverse effects of business activities on the enuient.

Consumerism is on the rise. This is because consumme more
educated, knowledgeable, and organised. They amamting better
consumer information, quality service, and depeilidab and fair
prices. The consumerism movement is one reasomdssas need to
adopt an ethical perspective.

What consumer rights? Much of the current intenestmarketing
responsibility towards customers can be traced be tise of
consumerism-social activism dedicated to protectthg rights of
consumers in their dealing with businesses. Tl firmer declaration
of consumer rights protection came in 1962 whersiBemt John F.
Kennedy identified four basic consumer rights. 8inbat time, a
general agreement on four additional rights has aieerged. In all we
can now talk of 8 consumer rights. These include:

. Consumers have a right to save productsmarketers can't
knowingly sell products that they suspect of bedefective. For
example, a central legal argument is the recerl@no involving
Firestone tyres. The bone of contention was whetirenot
company officials knew in advance that the firm wssdling
defective tyres.
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. Consumers have a right to be informed about relevan
aspects of a product:for example, apparel manufacturers are
now required to provide full disclosure on all filsr used
(cotton, silk, polyester, and so forth) and instiae for (dry-
clean, machine wash, hand wash).

. Consumers have a right to be heardconsumers must be given
the opportunity to register their complaints abpoor product or
service delivery. Labels on products sold shouldyctelephone
numbers and/or Web site of the marketers.

. Consumers have a right to choose what they buyonsumers
should be able to choose from a whole range ofymtsdsupplied
by a firm and competitors. There should be no cditpe
restriction on what should be made available tcsaarers.

. Consumers have a right to be educated about purches: all
prescription drugs and foods now come with detaitdéormation
regarding dosage, possible side effect, expiry,dsdation and
potential interactions with other medications.

. Consumers have a right to basic needshe basic needs of life
worldwide include food, shelter, clothing, healtteeaand
transportation. Every government should provides¢hdasic
needs to guarantee consumers’ minimum standardig |

. Consumers have a right to representation:this becomes
necessary where the rights of consumers have reempled
upon. Consumers suffering from any form of infringants can
seek redress in law courts, tribunals and regutatathorities.

. Consumers have a right to a good environmentbecause
companies’ productive, marketing, and distributiaetivities
sometimes cause environmental degradation, whitdctaf the
guality of life of consumers, consumers need tinbalated from
this right.

3.9 Public and other Actions to Protect Consumers ni
Nigeria

Various measures have been taken to protect comsumeNigeria.
Various individuals, organisations and governmdrage attempted to
protect consumers in Nigeria. The various meastioesprotecting
consumers are:
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1. Government Economic and Social Policy Measures

. Promulgation of the Price Control Decree of 19T0was aimed
at checking profiteering and hoarding.

. Establishment of Standards Organisation of Nigg&DN),
National Agency for Food and Drugs AdministratiordaControl
(NAFDAC), Nigerian Communications Commission (NCC),
National Broadcasting Commission (NBC) and severther
agencies .

They were set up for the following reasons.

. To continuously formulate laws and regulations amat
protecting consumers.
. To cater for the welfare of consumers.

. NAFDAC ensures that manufactured foods and drugdested,
duly approved and registered with the containeryoay the
registration number as stamp of authority and asm@ to

consumers.
. SON ensures that goods and services conform tonsemum
quality levels.
. it stipulates weights and measures to be useddanations.
. NCC ensures that telecommunications companies @ursu

minimum standards at reasonable rates.

2. Newspapers and Magazinedvlost newspapers and government
agencies’ magazines devote sections regularly toswuoer
awareness.

For instance, there was a media report on how shigerian oil
marketers rip off Nigerian motorists. Oil marketessch as Oando,
Conoil, and Global Feet oil, Sea Petroleum and &wakIne Oil Filling
Stations were found to have tampered with their paindispensing
lower value of Premium Motor Spirit (PMS) to theiustomers. In a
report by Department of Petroleum Resources (DRétlowing the
inspection exercise it carried out in the Lekkizacé Lagos, customers
lose 1.2 litres of PMS in every 10 litres of thegwuct bought in Conaill,
0.8 litres in Oando and 0.6 litres in Texaco.

3. Formation of Tenants Associations and Consumers
Associations: This is to protect consumers by taking all
necessary actions within the law to minimise expten.

4. Introduction of Consumer Suggestion Box This is used by
some organisations to encourage consumers’ contpland
suggestions. How well consumers employ this aveawsr their
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grievances and how efficiently organisations rémet matter that
should really concern customer-oriented organisatio

5. Consumers’ Boycott This is a threat or decision by a group of
customers to stop buying a particular product awise for
reasons such as high price, poor quality and peorices. For
instance, a boycott of GSM service was undertakeNigeria a
few years ago.

4.0 CONCLUSION

Competition will emerge in industries that are aamicated with firms
producing similar products. Manufacturers must g@tlarge extent to
ensure their products are safe for consumptionnamst not embark on
false advertisement of their products.

5.0 SUMMARY

Free markets cannot be secured unless the firmstamaicompetitive

market relationships among themselves. The ethidak prohibiting

collusion are meant to ensure that markets aretated competitively.

Manufacturers have moral duties to consumers uttgercontractual

theory. They must desist from giving false inforioatto consumers as
this is against marketing ethics

6.0 TUTOR MARKED ASSIGNMENT

1. Explain why firms have to advertise their prog@c
2. Differentiate between a monopolistic market ahgopoly.
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1.0 INTRODUCTION

Environmental issues raise large and complicatetlicat and

technological questions for our business societhat\'s the extent of
the environmental pollution produced by presentanagected industrial
technology? How large a threat, that is, damageos$ed to our welfare?
What values must we give up to halt or slow suchalge? Whose
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rights are violated by pollution and who should lgeven the
responsibility of paying for the costs of pollutitige environment? How
long will our natural resources last? What obligas do firms have to
future generations to preserve the environment aeadserve our
resources?

This unit explores these environmental issues. dgifs with an
assessment of the various technical aspects ofocemeental resource
use. This is followed by a discussion of the ethitasis of
environmental protection. The final sections willisaliss two
controversial issues: our obligations to future erations and the
prospects for continued economic growth.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. define environmentalism

. describe the two main sources of threats to the@mwent

. explain ethical issues raised by pollution from ooencial and
industrial enterprises

. explain obligations that we have to conserve osoueces.

3.0 MAIN CONTENT

3.1 Environmentalism

Environmentalism is also referred to as the “Grééovement” and
should not be confused with consumerism. Enviroralsm is

concerned with the ecology and with maximising litpuality.

Consumerism is concerned with ensuring that theswmer is treated
fairly and that the consumer’s rights are respected

Environmentalists are concerned with issues thé&tchafthe global
environment upon which we all depend. Probably igseie that has
caused the widest concern is the so-called hotkanozone layer and
theh greenhouse effect which is forecast to mak@mahanges to our
climate.

Of concern are such issues as strip mining, fateptetion, the effluent
from factories, some nuclear waste and the destruadf wildlife
habitat to build new motorways. Quality of life ues such as loss of
recreational areas, excessive outdoor advertisimd) later also fall
within the limit.
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Environmentalists are not opposed to marketing eir tdesire is to

ensure that organisations, and individuals, opevatgjood ecological
principles. That decision is evaluated for theirpaot on the

environment with only those that have positive ealeing progressed.
Thus, environmentalism is at first a concern of negnmagement since its
principles must be adopted at corporate level, @licyy before an

organisation can properly adopt them throughout.

Environmental protection naturally incurs cost, ethraises prices, and
SO many organisations are reluctant to take thg-term decisions for
fear of doing short-term harm. As the “Green Movathgathers pace,
however, it iIs becoming obvious that consumers pmessing for

environmentally sound products and services anithiasshift becomes
established as a consumer need, it is hoped thaageaents will

respond, not least because it will be in their shas well as long-term
interests.

3.1.1 The Dimensions of Pollution and Resource Diefion

Environmental damage inevitably threatens the weléd human beings
as well as plants and animals. Threats to the emwient come from
two sources: pollution and resource depletion. Udolh refers to the
undesirable and unintended contamination of tharemwment by the
manufacture or use of commodities. Resource depletfers to the
consumption of finite or scarce resources. In #agesense, pollution is
really a type of resource depletion because comiaion of air, water,
or land diminishes their beneficial qualities. Bidr purposes of
discussion, we keep the two issues distinct.

3.2 Air Pollution

Air pollution is not new; it has been with us sintee Industrial
Revolution introduced the world to the belchingtémg smokestack.
However, the costs of air pollution increased exially as
industrialisation expanded. Today, air pollutant$ec vegetation,
decrease agricultural yields and inflict lossestloa timber industry;
they deteriorate exposed construction material®utyin corrosion,
discoloration, or rot; they are hazardous to healtid life, raising
medical costs and lessening the enjoyment of livieugd they pose
catastrophic global damage in the form of globalrmiag and
destruction of the stratospheric ozone layer.

3.2.1 Global Warming

Carbon dioxide, nitrous oxide, methane, and chloowbcarbons are
gases that absorb and hold heat from the sun, mpegeit from
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escaping back into space; much like a greenhousaladand holds the
sun’s heat. Greenhouse gases occur naturallyeimtitmosphere where
they have kept the earth’s temperature aboRE 3@armer than it would
otherwise be, enabling life as we know it to evolaed flourish.
However, industrial, agricultural, and other hunaativities during the
last 150 years have released substantially morenpgorise gases into
the atmosphere, particularly by the burning of ids&ls such as oil and
coal.

Since the beginning of the industrial era, the ambai carbon dioxide

in the atmosphere has increased by 25 per centasiements at
Mauna Loa, Hawaii, indicate that carbon dioxideusrently increasing

at the rate of 1.4 per cent a year and that this a@celerates each
passing year. Computer models indicate that rikmgls of greenhouse
gases will trap increasing amounts of heat on eanih so will raise

temperatures around the globe. Average global teatyres are now
1°C (1.8°F) higher than in 1900 and are expectedstwoby 1.5° to 4.5°C

during this century. This rising heat will expaie twvorld's deserts; melt
the polar ice caps, causing sea levels to rise;ens&veral species of
plants and animals extinct; disrupt farming; ancrease the distribution
and severity of diseases. All these are eminettiarNiger-Delta region

of Nigeria.

3.2.2 Ozone Depletion

Of equally serious concern is the gradual breakdofvrzone gas in the
stratosphere above us caused by the release ofofthtyocarbons
(CFCs) into the air. A layer of ozone in the lovatratosphere screens
all life on earth from harmful ultraviolet radiatio This ozone layer,
however, is destroyed by CFC gases, which have bsed in aerosol
cans, refrigerators, air conditioners, industrialvents, and industrial
foam blowers. When released into the air, CFC gases in 7 to 10
years, they reach the stratosphere, where theyogestone molecules
and remain for 75 to 130 years, continuing all whiele to break down
additional ozone molecules. Worldwide monitoringadandicate that
global average losses of the ozone layer havelddtabout 5 percent
since the 1960s, with cumulative losses of aboytet@ent in the winter
and spring and 8 percent in the summer and autwanturope, North
America, and Australia. Studies predict that thengimng of the ozone
layer and the subsequent increase of ultraviolgt vaill cause several
hundred thousand new cases of skin cancer and awsge considerable
destruction of the 75 per cent of the world's majoops that are
sensitive to ultraviolet light. Other studies cauatthat the plankton that
float on the surface layers of the earth's oceadsoa which the entire
food chain of the world's oceans ultimately depeisdsensitive to ul-
traviolet light and may suffer mass destructiotiefinational agreements
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to which the United States is a party pledged amlgally phase out the
use of CFC gases by 2000, and emissions of CFGs drapped by 87
percent from their peak in 1988. However, sci¢ntgarn that even if
the use of CFC gases were completely halted, CR@ldein the
atmosphere would still continue their dangerous anpwclimb because
those gases already released will continue toupseard for many years
and will persist for perhaps a century. Moreowet, all countries have
agreed to cease making and producing CFC gases;R&@dgases are
often released when refrigeration or air-conditignsystems built many
years ago are repaired or disposed of.

3.2.3 Acid Rain

Acid rain is a threat to the environment that, ldgebal warming, is

closely related to the combustion of fossil fuadd, (coal, and natural
gas), which are heavily used by utilities to proaletectricity. Burning

fossil fuels, particularly coal containing high &s of sulfur, releases
large quantities of sulfur oxides and nitrogen esidinto the

atmosphere. Electric utility plants account for @& cent of annual
sulfur oxide emissions and 30 per cent of nitrogeides. When these
gases are carried into the air, they combine wilkewvapour in clouds
to form nitric acid and sulfuric acid. These acade then carried down
in rain, which often falls hundreds of miles awagnh the original

sources of the oxides.

The acidic rainfall sometimes as acidic as vinagararried into lakes
and rivers, where it raises the acidity of the wadtealso soaks into soils
and falls directly on trees, grasses, and othertatign. Numerous
studies have shown that many fish populations atigeroaquatic
organisms-including algae, zooplankton, and amphiiare unable to
survive in lakes and rivers that have become higitigic due to acid
rain.

Other studies have shown that acid rain directlynalges or destroys
trees, plants, lichens, and mosses and indireeyrays the wildlife and
species that depend on forests for food and brgedioidic rainwater
can also leach toxic metals cadmium, nickel, leaénganese and
mercury-from soil and carry these into waterwaybeme they contam-
inate drinking water or fish. Finally, acid rainncaorrode and damage
buildings, statues, and other objects, particuldéinpgse made of iron,
limestone, and marble. Dozens of people were killetlVest Virginia
when a steel bridge collapsed as a result of aaid corrosion, and
priceless monuments such as the Acropolis in Atlagiasthe Taj Mahal
in India have been corroded by acid rain. Many aedeers fear that
future emissions will devastate the world's foregtarticularly those
located near industrial centres.
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Acid rain is an international problem. Acid rairattalls on one country
often has its origins in sulfur and nitrogen oxigeeduced in another
country and blown by prevailing winds. Much of Cdaaand the
northeastern part of the United States, for exangoe subject to acid
rain whose origins lie in industrial areas aroumel Great Lakes, and the
Netherlands have suffered from acid rain that has arigins in
Germany.

3.2.4 Airborne Toxics

Less catastrophic but highly worrisome air pollotibireats are the 2.4
billion pounds of airborne toxic substances reldagenually into the

western nation's atmosphere, including phosgengeree gas used in
warfare, and methyl isocyanate, which killed mdrant 2,000 Indians in
Bhopal. The chemical brew released into the aiuahy includes 235

million pounds of carcinogens, such as benzenef@mialdehyde, and

527 million pounds of such neurotoxins as toluened a
trichloroethylene.

Although levels of most airborne toxics have beenliding gradually
across the world, some western countries haveteegd increases in
the levels of several carcinogenic toxics in the Airborne toxics are
highly present in the industrial cities like Lagasd Port-Harcourt in
Nigeria. The Environmental Protection Agency (EP#9s estimated
that 20 of the more than 329 toxics released ihto dir alone cause
more than 2,000 cases of cancer each year antivihgtnear chemical
plants raises a person's chances of cancer to tharel in 1,000.
Exceptionally high cancer rates have been found pksats in several
places, e.g., West Virginia and Louisiana and igdsa Port-Harcourt
and the Niger-delta region.

3.2.5 Air Quality

The most prevalent forms of air pollution, howevare the gases and
particulates spewed out by autos and industriatgsees, which affect
the quality of the air we breathe. The six "prirdigir pollutants" for
which the EPA sets "national air quality standards’®® carbon
monoxide, sulfur oxides, nitrogen oxides, ozone pblotochemical
smog), particulates, and airborne lead. The effettthese pollutants
were recognised more than two decades ago.

More recent long-range studies have indicated tthettdeterioration of
lung function in human beings caused by their cisr@xposure to air
pollutants, whether it is auto smog or industrirabkestack emissions, is
long lasting and often irreversible. Some of thB0BR, subjects in the
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studies suffered as much as 75 per cent loss gfdapacity during a I0-
year period of living in Los Angeles communitieseggion with very
high levels of air pollution-leaving them vulneralio respiratory dis-
ease, emphysema, and impairment of their stamiamdge to the still-
developing lungs of children was especially proldém All these are
recorded in Lagos, being the commercial and inchlsterve centre of
Nigeria. The Niger-delta, with its heavy polluti@s a result of the
activities of oil companies present in those paredso affected.

The major sources of the pollution that affectscaiality are utilities,

industrial smokestacks, and automobiles. In comglestban areas, an
estimate of the proportion of air pollution causgsdautomobiles, rises
to as much as 80 per cent. Industrial pollutiordésived principally

from power plants and plants that refine and mastufa basic metals.
Electrical power plants that depend on fossil figelsh as olil, coal, or
natural gas throw tons of sulfur oxides, nitrogemdes, and ashes into
the air. When taken into the lungs, sulfur oxidesnt sulfuric acid,

which damages the linings of the lungs and causashgsema and
bronchitis. Sulfur oxides have also been found @écabmajor factor in

infant deaths, and particulates have been implicate deaths from

pneumonia and influenza. As mentioned earlier, usutixides and

nitrogen oxides also produce acid rain. Coppemnegifes and smelters
produce large quantities of copper oxides and asl, steel, nickel,

cement, and chemical plants produce a varietyrbbane particulates.

The health costs of low air quality are known tohagh. Studies have
indicated that when the concentrations of sulfudes over our major
cities were cut in half from their 1960 levels,stlsidded an average of 1
year to the live of each of their residents. I @uality in urban areas
were similar to the levels of rural regions witkeah air, the deaths rates
for asthma, bronchitis, and emphysema would dropdmut 50 percent,
and deaths from heart disease would drop by ab&utpdrcent.
Improvements in air quality since 1970, it is bedid, now save about
14,000 lives per year.

3.3 Water Pollution

The contamination of water sources is an old probb@e that has been
with us since civilisation began using water tgpdse of its wastes and
sewage. Water pollutants today, however, are mucie ndiverse,
consisting not only of organic wastes but alsoalied salts, metals,
and radioactive materials as well as suspended rialatesuch as
bacteria, viruses, and sediments. These can ingpaglestroy aquatic
life, threaten human health, and foul the watero#b10 per cent of our
surface water today is too polluted to fish or sviuimmWater pollutants
enter surface water or underground water basihgreftom a single or
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point source, such as a pipe or a well carryingagg@wor industrial
wastes, or they enter from a diffused or no pomnirse covering a large
area, such as crop pesticides or animal wastegedarr rainwater or
runoff.

3.3.1 Organic Wastes

In water are comprised, in large part, of untredtachan wastes and
sewage, but a substantial amount is also derivedn findustrial
processing of various food products, from the pamg paper industry,
and from animal feedlots. Organic wastes that firer way into water
resources are consumed by various types of bacteh&ch in the
process deplete the water of its oxygen. The oxypgieted water then
becomes incapable of supporting fish life and otrganisms.

Phosphorus compounds also contaminate many of atgrvsources.
Phosphorus compounds are found in cleansing detisrgesed both
domestically and industrially, in fertilizers usefibr agricultural
purposes, and in untreated human and animal sewages with high
concentrations of phosphorus give rise to explosik@ansions of algae
populations that choke waterways, drive out otleems of life, deplete
“I the water of its oxygen, and severely restrieti@r visibility.

3.4 Land Pollution

3.4.1 Toxic Substances

Hazardous or toxic substances are those that aasean increase in
mortality rates or irreversible or incapacitatitigess or those that have
other seriously adverse health or environmentalectdf Toxic
substances released on land include acidic chesicelrganic metals
(such as mercury or arsenic), flammable solver@stigides, herbicides,
phenols, explosives, and so on. (Radioactive wastesalso classified as
hazardous substances, but these are discussedtsgplater.).

3.4.2 Depletion of Species and Habitats

It is well known that human beings have depletededs of plant and
animal species to the point of extinction. SincO@A&.D., at least 63
major identifiable species of mammals and 88 m@entifiable species
of birds are known to have become extinct. Sevhtaldred more
species, such as whales and salmon, today findsiéleas threatened by
commercial predators. Forest habitats on which kbl of species
depend are also being decimated by the timber tndu&xperts
estimate that the planet's rain forests are beewjrolyed at the rate of
about 1 percent a year. The loss of forest habtatnbined with the
effects of pollution is thought to have led to tk&tinction of a
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phenomenal number of species. A recent comprehessiny of 18,000
species and subspecies around the world found.th@#6 of them were
in danger of disappearing forever. It is estimatteat between half a
million to two million species (15 to 20 percentalf species on earth)
were rendered extinct by 2000.

3.4.3 Depletion of Fossil Fuels

Until the early 1980s, fossil fuels were being @¢pd at an
exponentially rising rate. That is, the rate atahhihey were being used
had doubled with the passage of a regular fixee fp@riod.Some early
predictions of resource depletion assumed thatilfdsels would
continue to be depleted at these exponentiallpgisates. If continued,
an exponentially rising rate of depletion would emith the complete
and catastrophic depletion of the resource in atively short time.
Estimated world resources of coal would be depleteabout 100 years,
estimated world reserves of oil would be exhaustedbout 40 years,
and estimated reserves of natural gas would ldgtatoout 25years.

Researchers point out, however, that our consumpgiofossil fuels
could not continue rising at historical exponentatkes. As reserves of
any resource shrink, they become increasingly aliffj and therefore
more costly, to extract, this in turn slows dowmithdepletion rates.
Consequently, although the rates at which reseakeslepleted may rise
exponentially for a period, the rising costs ofragtion eventually cause
the rates to peak and then begin to decline witlcoutplete depletion
ever being attained.

3.4.4 Depletion of Minerals

The depletion of mineral reserves, like the deplenf fossil fuels, can
also be calculated either on the basis of an exg@iegrowth model or
on the basis of a peaked growth model. If earligroeentially rising
rates of depletion continued, then aluminum wowdenbeen scheduled
for exhaustion in the year 2003, iron in 2025, naargge in 2018,
molybdenum in 2006, nickel in 2025, tungsten in @0ginc in 1990,
and copper and lead in 1993. Clearly, if theseat&pl schedules were
correct, the economic consequences would be oapastr because
running out of these essential minerals within ¢hedatively short time
frames would lead to a collapse of numerous intasstthat rely on
them. During the early 1970s, many researcherg\eli that such an
industrial and economic collapse was imminent. Heaewe further
research has indicated that such catastrophic titeplechedules were
mistaken. There are physical limits, then, to oatural resources:
Although many are abundant, they cannot be exploitelefinitely.
Eventually they will peter out and the costs ofragtion will rise
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exponentially. More plentiful substitute materialsay be found for
many of these resources, but it is likely that situdes cannot be found
for all of them. Whatever substitutes are developéldalso be limited,
so the day of reckoning will only be delayed.

3.5 The Ethics of Pollution Control

For centuries, business institutions were ablegtmie their impact on
the natural environment, an indulgence created hymaber of causes.
First, business was able to treat air and watdress goods-that is, as
goods that no one owns and that each firm can forereise without
reimbursing anyone for their use. For several yefos example, a
DuPont plant in West Virginia had been dumping 00,&ons of
chemical wastes each month into the Gulf of Mexintl it was forced
to stop. The waters of the Gulf provided a free dung site for whose
damages DuPont did not have to pay. Because ssocrees are not
privately owned, they lack the protection that a/ge owner would
normally provide, and businesses were able to gytltoe damages they
inflicted on them.

Second, businesses have seen the environment asliamted good.

That is, the "carrying capacity" of air and waterelatively large, and
each firm's contribution of pollution to these nestes is relatively small
and insignificant. The amount of chemicals DuPoaswlumping into

the Gulf, for example, might be relatively smalhgoared with the size
of the Gulf and the effects viewed as being nelglegiWhen the effects
of its activities are seen as so slight, a firml weihd to ignore these
effects. However, when every firm reasons in thesywthe combined
negligible effects of each firm's activities maycbme enormous and
potentially disastrous. The carrying capacity & #ir and water is soon
exceeded, and these free and unlimited goods yaghedériorate.

Of course, pollution problems are not rooted onlyusiness activities.
Pollution also results from the use that consumaake of products and
from human waste products. A primary source of gofution, for
example, is automobile use, and a primary sourcgabér pollution is
sewage. We are truly all polluters. Because evargdn being pollutes,
pollution problems have increased as our populdtemmultiplied. The
world's population grew from 1 billion in 1850 tok#lion in 1930 to
6.3 billion in 2003 and is projected to grow to 8ifion by 2050. This
population explosion has put severe strains on dhlmeand water
resources into which we dump our share of pollstaltoreover, these
strains have been aggravated by our tendency tweotmate our
populations in urban centres. All over the worldpban areas are
growing rapidly, and the high-population densitilest urbanisation has
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created multiplies the pollution burdens placed @n and water
resources.

The problems of pollution, then, have a varietyooigins, and their
treatment requires a similarly variegated set diitems. Our focus in
what follows, however, concentrates on a singlgeaof problems: the
ethical issues raised by pollution from commercaald industrial
enterprises.

In controlling pollution, the injection of harmfldubstances into the
environment - is a significant challenge for seldrasiness firms.
Although noise pollution is now attracting incredas®ncern, air, water,
and land pollution remains the greatest problem aeed of solution
from government and business alike.

3.5.1 Ecological Ethics

The problem of pollution (and environmental issuegeneral) is seen
by some researchers as a problem that can bestrbed in terms of our
duty to recognise and preserve the ecological systgithin which we

live. An ecological system is an interrelated anttridependent set of
organisms and environments, such as a lake-in wheehish depend on
small aquatic organisms, which in turn live off dgicg plant and fish

waste products. Because the various parts of alogical system are
interrelated, the activities of one of its partdl wiffect all the other

parts. Because the various parts are interdepenthiensurvival of each
part depends on the survival of the other partsirigass firms (and all
other social institutions), are parts of a largeolegical system,

“spaceship earth.” Business firms depend on tharalaenvironment

for their energy, material resources, and wast@odi@l, and that
environment in turn is affected by the commercalivéities of business
firms.

Unless businesses recognise the interrelationsingsnterdependencies
of the ecological systems within which they operat®l unless they
ensure that their activities will not seriouslyurg these systems, we
cannot hope to deal with the problem of pollution.

The fact that we are only a part of a larger edohdgsystem has led
many writers to insist that we should recogniseroaral duty to protect
the welfare not only of human beings but also dieothon human parts
of this system. This insistence on what is sometiwedled ecological
ethics or deep ecologyg not based on the idea that the environment
should be protected for the sake of human beinggedd, ecological
ethics is based on the idea that non human partheoenvironment
deserve to be preserved for their own sake, regssdbf whether this
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benefits human beings. Several supporters of tlpgroach have

formulated their views in a platform consisting tfe following

statements:

. The well-being and flourishing of human and non-lhuanfife on
earth have value in themselves. These values dep@émdent of
the usefulness of the non human world for humapgses.

. Richness and diversity of life forms contributethe realisation
of these values and are also values in themselves.

. Humans have no right to reduce this richness aveltslty except
to satisfy vital needs.

. The flourishing of human life and cultures is cottilgla with a

substantial decrease of the human population. ugighing of
non human life requires such a decrease.

. Present human interference with the non human wasld
excessive, and the situation is rapidly worsening.
. Policies must therefore be changed. The changepgoiities

affect basic economic, technological, and ideolalggtructures.
The resulting state of affairs will be deeply difat from the

present.

. The ideological change is mainly that of apprengife quality
rather than adhering to an increasingly higherdsteshof living.

. Those who subscribe to the foregoing points haveldigation

directly or indirectly to participate in the attetmjp implement
the necessary changes.

An ecological ethic is thus an ethic that claimattthe welfare of at
least some non-humans is intrinsically valuable t#wad, because of this
intrinsic value, we humans have a duty to respadt greserve them.
These ethical claims have significant implicatidos those business
activities that affect the environment.

3.5.2 Environmental Rights and Absolute Bans

In an influential article, William T. Blackstone qared that the
possession of a livable environment is not merebjeairable state of
affairs, but something to which each human beirgaaght. That is, a
livable environment is not merely something that weuld all like to

have: It is something that others have a duty lmnals to have. They
have this duty, Blackstone argued, because we kacé a right to a
livable environment, and our right imposes on ath#tre correlative
duty of not interfering in our exercise of thathig This is a right,
moreover, that should be incorporated into ourllegstem.

Why do human beings have this right? According lacBstone, a
person has a moral right to a thing when possessiahat thing is
“essential in permitting him to live a human lif@’e., in permitting him
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to fulfill his capacities as a rational and freenigg. At this time in our
history, it has become clear that a livable enviment is essential to the
fulfillment of our human capacities. Consequerntiyman beings have a
moral right to a decent environment, and it shdaddome a legal right.
Moreover, Blackstone adds, this moral and legditrghould override
people's legal property rights. Our great and imsireg ability to
manipulate the environment has revealed that, sMe&slimit the legal
freedom to engage in practices that destroy thér@mment, we shall
lose the very possibility of human life and the gbdity of exercising
other rights, such as the right to liberty and ditjua

Several states have introduced amendments to toestitution that
grant to their citizens an environmental right, imdike Blackstone
advocated.

The main difficulty with Blackstone's view, howeyés that it fails to
provide any nuanced guidance on several pressingroemental
choices. How much pollution control is really neg®deshould we have
an absolute ban on pollution? How far should wengamiting property
rights for the sake of the environment? What goddany, should we
cease manufacturing to halt or slow environmentamage? Who
should pay for the costs of preserving the enviremt? Blackstone's
theory gives us no way of handling these questimtause it imposes a
simple and absolute ban on pollution.

This lack of nuance in the absolute rights appro#&hespecially
problematic when the costs of removing certain amaof pollution are
high in comparison to the benefits that will beastéed.

3.5.3 Markets and Partial Controls

One way to answer the questions that Blackstoné&sory of
environmental rights leaves unanswered is to seerczmmental
problems as market defects. If an industry pollgesenvironment, the
market prices of its commodities will no longerleet the true cost of
producing the commodities; the result is a misalimn of resources, a
rise in waste, and an inefficient distribution ofonamodities.
Consequently, society as a whole is harmed aswsath economic
welfare declines.

Marketers who are environmentally aware need tockchato the
environmental results of their potential actionsll #e potential
consequences of product decision have to be idehtdnd taken into
account. This includes everything from the damagesing from
extraction and transport of raw materials to thedpction process and
its wastes, and on into package design and dispBsalronmentalists
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are concerned about the excessive packaging wewvem at a minimum,
wastes precious natural resources and they areegwtt about
promotion that encourages conspicuous and unnegessasumption.

Individuals, then, should avoid pollution becaukeyt should avoid
harming society’s welfare. The following paragrapbsgplain this
argument in greater detail and explain the morenoe@d approach to
pollution that this market analysis seems to previd

3.6 The Ethics of Conserving Depletable Resources

Conservation refers to the saving or rationing afural resources for
later uses. Conservation, therefore, looks primdalthe future: to the
need to limit consumption now to have resourcesilabla for
tomorrow.

In a sense, pollution control is a form of conséora Pollution
“consumes” pure air and water, and pollution cdrtconserves” them
for the future. However, there are basic differendeetween the
problems of pollution and the problems of resoutepletion that makes
the term conservatiomore applicable to the latter problems than to the
former. With some notable exceptions (such as awmocleastes), most
forms of pollution affect present generations, ahdir control will
benefit present generations.

The depletion of most scarce resources, howees fér in the future,
and the effects of their depletion will be feltrparily by posterity and

not by present generations. Consequently, our conaer the

depletion of resources is primarily a concern igufe generations and
for the benefits that will be available to them.rFinis reason,

conservation is more applicable to the problemsesburce depletion
than to those of pollution. Moreover (again withtalde exceptions),
pollution is a problem concerned primarily with fevable” resources,
insofar as air and water can be "renewed" by cgasinlump pollutants
into them and allowing them time to recover.

Tomorrow's supply, therefore, will be created amewer and over if we
take the proper precautions. Resource depletiongber, is concerned
with finite, nonrenewable resources. The only stafe a finite,
nonrenewable resource that will be around tomoiisoteat which is left
over from today. Conservation, therefore, is thly evay of ensuring” a
supply for tomorrow’s generations Resource deptetaces two main
kinds of questions on us. Why should we consergseures for future
generations? How much should we conserve?
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3.6.1 Rights of Future Generations

It might appear that we have an obligation to coreseesources for
future generations because they have an equal ta@hhe limited
resources of this planet. If future generationsehan equal right to the
world's resources, then by depleting these ressuvee are taking what
is actually theirs and violating their equal rightthese resources.

A number of writers, however, have claimed thas$ i mistake to think
that future generations have rights. Consequeritlis a mistake to
think that we should refrain from consuming natuesdources because
we are taking what future generations have a rightThree main
reasons have been advanced to show that futureagems cannot have
rights.

First, future generations cannot intelligently b&dsto have rights
because they do not now exist and may never existay be able to
think about future people, but | cannot hit thermanigh them, injure
them, or treat them wrongly.

Second, if future generations did have rights, wghinbe led to the
absurd conclusion that we must sacrifice our emivédisation for their
sake.

Third, we can say that someone has a certain oiglytif we know that
he or she has a certain interest which that rigbitets. The purpose of
a right, after all, is to protect the interestslod right holder, but we are
virtually ignorant of what interests future generas will have.

If these arguments are correct, then to the extaitwe are uncertain
what future generations will exist or what theylvoé like, they do not

have any rights. It does not follow, however, thvathave no obligations
to any future generations, because our obligatiag be based on other
grounds.

3.6.2 Justice to Future Generations

John Rawls argued that, although it is unjust topase

disproportionately heavy burdens on present geinesafor the sake of
future generations, it is also unjust for preseahegations to leave
nothing for future generations. To determine a jay of distributing

resources between generations, he suggested, th@erse of each
generation should put themselves in the "origiraifpon” and, without
knowing what generation they belong to, they shaladdhe following.

. Ask what is reasonable for members of adjacent rgéinas to
expect of one another at each level of (historiedjance. They
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should try to piece together a just savings scleetlylbalancing
how much at each stage (of history) they would bng to save
for their immediate descendants against what thewladvfeel
entitled to claim of their immediate predecessofdius,
imagining themselves to be parents, say, they @arastertain
how much they would set aside for their childrennioying what
they would believe themselves entitled to claimtioéir own
parents.

In general, Rawls claims that this method of asieirig what
earlier generations in justice owe to later genenatwill lead to
the conclusion that what justice demands of usasefy that we
hand to the next generation a situation no worae the received
from the generation before us.

. Each generation must not only preserve the gairaulbfire and
civilisation, and maintain intact. those just ifigions that have
been established, but it must also put aside ih paood of time
a suitable amount of real capital accumulationsliibuld be kept
in mind here that capital is not only factoriesg anachines, and
so on, but also the knowledge and culture, as wsllthe
techniques and skills, that make possible jusitutgins and the
fair value of liberty.) This is in return for whet received from
previous generations that enables the later onesjwy better
life in a more just society.

3.6.3 Economic Growth

However, to many observers, conservation measwlégar short of
what is needed. Several writers have argued thakifare to preserve
enough scarce resources so that future generatemmsmaintain their
guality of life at a satisfactory level, we shalave to change our
economies substantially, particularly by scalingvdoour pursuit of
economic growth. E. F. Schumacher, for exampleimdd that the
industrialised nations will have to convert fronogth-oriented, capital-
intensive technologies to much more labour-intemg®chnologies in
which humans do work machines now do. Others athakeeconomic
systems will have to abandon their goal of steaditgreasing
production and put in its place the goal of dedrgpproduction until it
has been scaled down to “a steady state” that p®ira at which "the
total population and the total stock of physicalalite are maintained
constant at some desired levels by a ‘minimal’ ratemaintenance
throughout (that is, by birth and death rates #ratequal at the lowest
feasible level, and by physical production and comgtion rates that are
equal at the lowest feasible level)." The condaosthat economic
growth must be abandoned if society is to be ableldal with the
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problems of diminishing resources has been chadiegng It is at least
arguable that adherence to continual economic grogrbmises to
degrade the quality of life of future generations.

The arguments for this claim are simple, stark, laigtily controversial.
If the world's economies continue to pursue thel ggaeconomic
growth, the demand for depletable resources wilitiooe to rise.
Because world resources are finite, at some paipplges will simply
run out. At this point, if the world's nations asgll based on growth
economies, we can expect a collapse of their ma&oonomic
institutions  (i.e., of manufacturing and financiainstitutions,

communication networks, the service industries)jctvhin turn will

bring down their political and social institutiong.e., centralised
governments, education and cultural programmesnsfic and techno-
logical development, health care).

Living standards will then decline precipitousin ithe wake of
widespread starvation and political dislocationgridus scenarios for
this sequence of events have been constructedf g&lem more or less
speculative and necessarily based on uncertainmgsguns. The most
famous and oldest of these are the studies of thie & Rome, which
over two decades ago projected on computers tlastoaphic results of
continuing the economic growth patterns of the pasthe face of
declining resources. Later studies came to simaclusions.

SELF ASSESSMENT EXERCISE

Define the following concepts: pollution, toxic sénce, nuclear
wastes, exponential depletion, peaked depletiae frood, unlimited
good, ecological system, ecological ethic, righa tovable environment,
absolute ban, private costs, social costs, extarosis, to internalize
costs, cost-benefit analysis, risk, social audightr of consent,
conservation, rights of future generations, justitvard future
generations, multiple access, time preference, ddagnscenario, high-
consumption nation.

4.0 CONCLUSION
It is very important that we understand how impotrta is to take care

of our environment, and as a corporate organisatioa internal and
external cost of pollution in order to reassertiges
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5.0 SUMMARY

Ethics demands that we should:

. leave the world no worse than we found it
. leave our children a world no worse than we reakive
. leave the world as productive as we found it

6.0 TUTOR-MARKED ASSIGNMENT

1. Define the main forms of pollution and resoudspletion and
identify the major problems associated with eaecmfo
2. Do you agree with the claims that (a) futureegations have no

rights, and (b) the future generations to which Wwave
obligations actually include only the generationatthwill
immediately succeed us? Explain your answer. If gounot
agree with these claims, state your own views, pruvide
arguments to support them.
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1.0 INTRODUCTION

The debates over equality, diversity, and discranon have been
prolonged and acrimonious. Controversy continueswiwl around the
nature of the plight of the inequality of womendahe harm that males
have suffered as a result of preference shown tmemo These contin-
uing debates over sexual diversity have often fedusn business and
its needs. This is inevitable: sexual discriminati@as had a long history
in business, and diversity now promises to havaifsigint benefits for
business.

Perhaps more than any other contemporary sociale,ispublic
discussions of discrimination and diversity haveady approached the
subject in ethical terms: The words; justice, eiqyalright and
discrimination inevitably find their debate. This unit analyse< th
various sides of this ethical issue. This unit hegby examining the
nature and extent of discrimination. It then tuimsliscussing the ethical
aspects of discriminatory behaviour in employmend &nds with a
discussion of diversity and affirmative action pragmes.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

. Explain the distinctions companies can make betvagxgaticants
without engaging in discrimination

. analyse the widespread job discrimination

. examine why it is wrong to discriminate.

3.0 MAIN CONTENT

3.1 Job Discrimination: its nature

The root meaning of the term discriminage'to distinguish one object
from another,"” a morally neutral and not necesgavilongful activity.
However, in modern usage, the term is not moradiytral; it is usually
intended to refer to the wrongful act of distindung illicitty among
people not on the basis of individual merit, buttiba@ basis of prejudice
or some other invidiousr morally reprehensible attitude. This morally
charged notion of invidious discrimination, asppées to employment,
is what the issue in this unit is.

In this sense, to discriminate in employment isntake an adverse
decision (or set of decisions) against employees fmspective
employees) who belong to a certain class becauseddlly unjustified
prejudice toward members of that class. Thus, mseation in
employment must involve three basic elements. Fitgs a decision
against one or more employees (or prospective grepg) that is not
based on individual merit, such as the ability &sfprm a given job,
seniority, or other morally legitimate qualificat® Second, the
decision derives solely or in part from sexual pdge, false
stereotypes, or some other kind of morally unjiedifattitude against
members of the class to which the employee belorgsd, the decision
(or set of decisions) has a harmful or negativeaichpn the interests of
the employees, perhaps costing those jobs, pronsytar better pay.

3.2 Forms of Discrimination: Intentional and Institutional
Aspects

A helpful framework for analysing different forms discrimination can
be constructed by distinguishing the extent to Whadiscriminatory act
Is intentional and isolated (or non-institutionatiy and the extent to
which it is unintentional and institutionalisedrstj a discriminatory act
may be part of the isolated (non-institutionalisedhaviour of a single
individual who intentionally and knowingly discrimates out of
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personal prejudice. Second, a discriminatory acy fb@ part of the
routine behaviour of an institutionalised group,iahhintentionally and
knowingly discriminates out of the personal pregedi of its members.

The Ku Klux Klan, for example, is an organisatidwatt historically has
intentionally institutionalised discriminatory betaur. Third, an act of
discrimination may be part of the isolated (norttndonalised)
behaviour of a single individual who unintentiogaind unknowingly
discriminates against someone because the individaginkingly
adopts the traditional practices and stereotypeshef surrounding
society. Fourth, a discriminatory act may be pzErithe systematic
routine of a corporate organisation or group thaintentionally
incorporates into its formal institutionalised pedares practices that
discriminate against women.

The two companies examined in the ABC experimeot, dxample,
described organisations in which the best-payings jare routinely
assigned to men and the worst-paying jobs are nelytiassigned to
women on the stereotypical assumption that womeiffitaior some jobs
and not for others. There may be no deliberatenirttediscriminate, but
the effect is the same: a sexually based patterpreference toward
males.

During the last century, an important shift in emgl occurred, from
seeing discrimination primarily as an intentionatlandividual matter,
to seeing it as a systematic and not necessamgntional feature of
institutionalised corporate behaviour. During therle 1960s,
employment discrimination was seen primarily as iatentional act
performed by one individual on another.

3.3 Discrimination: Its Extent

How do we estimate whether an institution or a afeinstitutions is

practising discrimination against a certain groiMp@ do so by looking
at statistical indicators of how the members ot tiraup are distributed
within the institution.A prima facieindication of discrimination exists
when a disproportionate number of the membersagrtain group hold
the less desirable positions within the institusiomespite their
preferences and abilities. Three kinds of compasscan provide
evidence for such a distribution:

. Comparisons of the average benefits the institstibestow on
the discriminated group with the average benefiésihstitutions
bestow on other groups.
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. Comparisons of the proportion of the discriminaggdup found
in the lowest levels of the institutions with theoportions of
other groups found at those levels.

. Comparisons of the proportions of that group trt$ the more
advantageous position with the proportions of oteups that
hold those same positions. If we look at the N@yersociety in
terms of these three kinds of comparisons, it besootear that
some form of tribal and sexual discrimination i®gent in the
society as a whole. It is also clear that for seagments of the
minority population (such as Uhrobo, Efik, Ebiratc.g
discrimination is not as intense as it once was.

3.3.1 Average Income Comparisons

Income comparisons also reveal large inequalitiasetd on sex. A
comparison of average incomes for men and womewslkioat women
receive only a portion of what men receive. Onelgtiound that firms
employing mostly men paid their workers an averé@eper cent more
than those employing mostly women.

The disparities in earnings between men and wonaeginbas soon as
men and women graduate from school, contrary tooftenistic belief
held by each generation of graduating women that gemeration will
be different.”

3.4 Discrimination: Utility, Rights, and Justice

Given the statistics on the comparative incomeslamwestatus positions
of women, the question we must ask ourselves is: tAre these
inequalities wrong, and if so, how should they banged? To be sure
these inequalities directly contradict the fundatakrprinciples on
which Nigeria was founded: “We hold these truthshto self-evident:
that all men are created equal and endowed by ¢heator with certain
inalienable rights.” However, historically we haoften tolerated large
discrepancies between these ideals and realitysoime developed
countries, through much of the 19th century, wongenld not hold
office, could not vote, could not serve on juriaer bring suit in their
own names; a married woman lost control over hep@grty (which was
acquired by her husband), she was considered ihtmmd making
binding contracts, and, in a major opinion, she waslared by the
Supreme Court to have "no legal existence, sepfi@te her husband,
who was regarded as her head and representatithee isocial state.”
Why are these forms of inequality wrong? Why iswtong to
discriminate?
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The arguments mustered against discrimination gdgdall into three
groups

. Utilitarian arguments, which claim that discrimiioat leads to an
inefficient use of human resources;

. Rights arguments, which claim that discriminatioolates basic
human rights;

. Justice arguments, which claim that discriminatiesults in an

unjust distribution of society’s benefits and bursle
3.4.1 Sexual Harassment

Women, as noted earlier, are victims of a partitylaoublesome kind

of discrimination that is both overt and coerciVéey are subjected to
sexual harassment. Although males are also subjézteome instances
of sexual harassment, it is women who are by far rtiost frequent
victims. For all its acknowledged frequency, sexbarassment still

remains difficult to define and to police and pnetve

In several major respects, the guidelines on sekaahssment are
clearly morally justified. They are intended to laut those situations in
which an employee is coerced into giving in to &eotemployee's
sexual demands by the threat of losing some sagmtfijob benefit, such
as a promotion, raise, or even the job. This kihdegrading coercion
exerted on employees who are vulnerable and ddésssmflicts great
psychological harm on the employee, violates thpleyee's most basic
rights to freedom and dignity, and is an outragBousjust misuse of
the unequal power that an employer can exercise tbheeemployee. It
is thus a crude violation of the moral standardsitditarianism rights,

justice, and care.

Should this kind of situation count as the kind‘iotimidating, hostile

or offensive working environment” that the guideknprohibit as sexual
harassment? The answer to this legal questionakan and different
courts have taken different position on the questiBut a different

guestion and one that is more relevant to our nygsithis: Is it morally

wrong to create or allow this kind of environmeiitfe answer to this
guestion seems in general to be “yes” because anamvironment is
degrading, it is usually imposed by more powerfudlenparties upon
more vulnerable female employees, and it imposes/heosts on
women because such environments tend to belitdentAnd make it
more difficult for them to compete with males asi&s.

Nevertheless, some critics object that these kafdmvironments were
not created to intentionally degrade women thay taee part of the
“social mores of male workers, that it is hopel@ssy to change them,
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and that they do not unjustly harm women becausmemohave the
power to take care of themselves. A Forbbeagazine article, for
example, asked rhetorically, “Can women really khthey have the
right to a pristine work environment free of rudehhviour?” Such
sentiments are indicative of the uncertaintiesaurding this issue.

SELF ASSESSMENT EXERCISE
Define the following concepts:

Job discrimination, institutional/isolated discrimation, intentional/non-
intentional discrimination, statistical indicatoref discrimination,
utilitarian argument against discrimination, Kantiarguments against
discrimination.

4.0 CONCLUSION

Earlier sections examined several future trendswiflhaffect the future
status of women and minorities in the workforce. @drticular
significance is the fact that only a small propmrtof new workers will
be males. Most new workers will be women and miresi Unless
major changes are made to accommodate their needsspecial
characteristics, they will not be incorporated sthio into the
workplace

We have reviewed a number of programmes that peowgecial

assistance to women and minorities on moral grauhttsvever, it

should be clear, in view of the future demograplviends, that
enlightened self-interest should also prompt bissinie give women and
minorities a special hand. The costs of not asgjdtie coming influx of
women and minorities with their special needs wnilt be borne entirely
by women and minorities. Unfortunately, if busiressdo not

accommodate themselves to these new workers, lsgsiseavill not be
able to find the workers they need and they wilfesurecurrent and
crippling shortages over the next decade. The pbataditional male

workers simply will be so small that businessed adglt be able to rely
on them to fill all their requirements for skillednd managerial
positions.

5.0 SUMMARY

Many businesses, aware of these trends, have akdarprogrammes to
prepare themselves now to respond to the specsalsnef women and
minorities. To respond to women's needs, for examphany companies
have instituted day-care services and flexible waykours that allow

women with children to care for their children'seds. Other companies
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have instituted aggressive affirmative action pabgmes aimed at
integrating large groups of minorities into theimfs where they are
provided with education, job training, skills, ceeting, and other
assistance designed to enable them to assimilate¢hie workforce. The
belief of such companies is that if they act noweoruit women and
minorities, they will be familiar with their spetiaeeds and will have a
large cadre of women and minorities capable ofdanigp other women
and minorities along.

6.0 TUTOR-MARKED ASSIGNMENT
Write a short note on sexual harassment as a féodiscrimination.
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1.0 INTRODUCTION

This unit explores individuals in the organisatiand other problems
raised by life within business organisations. Thet begins by de-

scribing the traditional model of the organisatitile organisation as a
“rational” structure. The following sections theisalss the employee's
duties to the firm as defined by this traditionalodrl, and the

employer's duties to the employee, again as defigatiis model.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. examine how proponents of the rational model dedirmisiness
organisation

. explain conflict of interest and how it can be alenl

. identify factors to be considered when determinfag wages.

3.0 MAIN CONTENT

3.1 The Individual in the Organisation

The individual in the organisation dwells on thmein parts of an
organisation which are:
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. the traditional model of an organisation
. the political structure of an organisation
. the organisation as a network of personal relations

3.2 The Rational Organisation

An organisation is the rational coordination of #ativities of a number
of people for the achievement of some common exgligpose or goal,
through a division of labour and function and tiglbua hierarchy of
authority and responsibility.

If the organisation is looked at in this way, thee most fundamental
realities of the organisation are the formal hielnggs of authority
identified in the organisational chart that represdahe various official
positions and lines of authority in the organisatio

At the bottom of the organisation is the “operatitayer”. those
employees and their immediate supervisors who tjrgroduce the
goods and services that constitute the essentigputsu of the
organisation. Above the operating layer of laboarare ascending
levels of “middle managers” who direct the unit¢olsethem and who
are in turn directed by those above them in asogntbrmal lines of
authority. At the apex of the pyramid is top mamaget: the board of
directors, the chief executive officer, and the CESaff.

The rational model of an organisation supposesrtiwat information is
collected from the operating layers of the orgaiosarises through the
various formal management levels, each of whichregmes the
information, until it reaches top management lev@is the basis of this
information, the top managers make general polegisions and issue
general commands, which are then passed downwardgihn the formal
hierarchy, where they are amplified at each manalglewvel until they
reach the operating layer as detailed work insast These decisions
of the top managers are assumed to be designathieva some known
and common economic goal, such as efficiency, poidty, profits,
maximum return on investment, and so on. The godkfined by those
at the top of the hierarchy of authority, who assuaned to have a
legitimate right to make this decision.

What is the glue that holds together the orgameaimany layers of
employees and managers and that fixes these peopie the
organisation’s goals and formal hierarchy? It istcactual agreement.
The model conceives of the employee as an agent fndady and
knowingly agreed to accept the organisation’s fdrenghority and to
pursue its goals in exchange for support in thenfof a wage and fair
working conditions. These contractual agreementsnec¢ each
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employee into the organisation by formally definieagch employee’s
duties and scope of authority. By virtue of thisiitactual agreement,
the employee has a moral responsibility to obeydhmployer in the
course of pursuing the organisation’s goals, aedotiyanisation in turn
has a moral responsibility to provide the employetn the economic
support it has promised.

As we have already discussed at some length, when pgersons
knowingly and freely agree to exchange goods ovises with each
other, each party to the agreement acquires a rbit@ation to fulfill
the terms of the contract. Utilitarian theory paes additional support
for the view that the employee has an obligatioho@lly pursue the
goals of the firm: Businesses could not functiorficeftly and
productively if their employees were not single-dedly devoted to
pursuing their firm's goals. If each employee wdree to use the
resources of the firm to pursue personal ends,hamld ensue and
everyone's utility would decline.

The basic ethical responsibilities that emerge frdrase “rational”
aspects of the organisation focus on two reciproeakl obligations:

. the obligation of the employee to obey organisai@uperiors,
pursue the organisation’s goals, and avoid anyiéies that
might threaten that goal; and

. the obligation of the employer to provide the emyplwith a fair
wage and fair working conditions. These duties umntare
presumed to be defined through the organisatiariwndl lines of
authority and through the contracts that specify ¢éimployee's
duties and working conditions. We examine these reomprocal
duties in turn.

3.3 The Employee’s Obligations to the Firm

In the rational view of the firm, the employee’s manoral duty is to
work toward the goals of the firm and avoid anyiaiés that might
harm those goals. To be unethical, basically, isldgiate from these
goals to serve one’s own interests in ways thallefjal, are counted as
a form of “white-collar crime.”

As administrator of the company’s finances, forragpée, the financial
manager is entrusted with its funds and has th@oresbility of
managing those funds in a way that will minimissknwhile ensuring a
suitable rate of return for the company's sharedy@d Financial
managers have this contractual duty to the firmitsphvestors because
they have contracted to provide the firm with tH®st judgment and to
exercise their authority only in the pursuit of theals of the firm and
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not for their own personal benefit. Financial masragfail in their

contractual duty to the firm when they misappraeriunds, when they
waste or squander funds, when they are negligefitaadulent in the
preparation of financial statements, when theyadsilse or misleading
reports, and so on.

These traditional views of the employee’s dutieshi® firm have made
their way into the “law of agency” that is, the léwat specifies the legal
duties of “agents” (e.g., employees) toward thepriricipals” (e.qg.,

employers). The “restatement” of the law of agerioy,example, states
that “an agent is subject to a duty to his prinkipaact solely for the
benefit of the principal in all matters connecteithwhis agency”; and
prohibits the agent from acting “for persons whasierests conflict

with those of the principal in matters in which thgent is employed.”
In short, the employee must pursue the goals of tine dind must do
nothing that conflict with those goals while worgifor the firm.

There are several ways in which the employee nfghto live up to

the duty to pursue the goals of the firm: The erpgbomight act on a
“conflict of interest,” the employee might steabrm the firm, or the
employee might use the position as leverage tcefdlicit benefits out

of others through extortion or commercial bribery.

3.4 The Firm’s Duties to the Employee

The basic moral obligation that the employer hagatd employees,
according to the rational view of the firm, is toopide them with the
compensation they have freely and knowingly agreedeceive in
exchange for their services. There are two mainesgelated to this
obligation: the fairness of wages and the fairrefssmployee working
conditions. Both wages and working conditions aspects of the
compensation employees receive from their servieesl both are
related to the question of whether the employedraoted to take a job
freely and knowingly. If an employee was “forced’dccept a job with
inadequate wages or inadequate working conditidimsn the work
contract would be unfair.

3.4.1 Wages

From the employee’s point of view, wages are thecgal (perhaps the
only) means for satisfying the basic economic neddse worker and
the worker's family. From the employer's point @w, wages are a cost
of production that must be kept down lest the pobdae priced out of
the market. Therefore, every employer faces thenthha of setting fair
wages: How can a fair balance be struck betweenethgloyer's
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interests in minimising costs and the workers’ ies¢ in providing a
decent living for themselves and their families?

Although there is no way to determine fair salamah mathematical
exactitude, we can at least identify a number cfdis that should be
taken into account in determining wages and saamienost countries.

. The going wage in the industry and the areaalthough labour
markets in an industry or an area may be maniplilatelistorted
(e.g., by job shortages), they generally providdeatt rough
indicators of fair wages if they are competitivalahwe assume
competitive markets are just. In addition, the adsiving in the
area must be taken into account if employees ale tprovided
with an income adequate to their families' needsddveloping
nations, employers should ensure that wages epafydoyees to
live reasonably and to provide for their families.

. The firm’s capabilities: in general, the higher the firm’s profits,
the more it can and should pay its workers; thellemis profits,
the less it can afford. Taking advantage of chabpur in captive
markets-such as those found in many developingmstivhen a
company is perfectly capable of paying higher wagses
exploitation.

. The nature of the job: jobs that involve greater health risks,
offer less security, require more training or exgere, impose
heavier physical or emotional burdens, or take tgreaffort
should carry higher levels of compensation.

. Minimum wage laws: the minimum wages required by law set a
floor for wages. In most circumstances, wages thlhtbeneath
this floor are unfair. Minimum wage laws should tespected
even if government does not enforce those minimums.

. Relation to other salaries: if the salary structure within an
organisation is to be fair, workers who do rougsimilar work
should receive to force wage concessions out of hmllyw
dependent community, or when a union “blackmailsfaéing
company with a strike that is certain to send tiren finto
bankruptcy, the resulting wages have little likebld of being
fair.

. The fairness of wage negotiationssalaries and wages that
result from “unfree” negotiations in which one sidses fraud,
power, ignorance, deceit, or passion to get its wilyrarely be
fair. For example, when the management of a compaeyg the
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threat of relocation. The nature of the job; jobsttinvolve
greater health risks, offer less security, reqon@e training or
experience, impose heavier physical or emotionabldns, or
take greater effort should carry higher levelsamhpensation.

. Local costs of living:the goods and services that a family needs
to meet their basic needs (food, housing, clothiragysportation,
child care, and education) differ from one geogreglhregion to
another. Wages should be sufficient to enable alyawhfour to
meet their basic needs (taking into account whetteiilies in
the region are traditionally one-wage or two-wagmifies), even
if such wages would be above the minimum wage.

3.4.2 Working Conditions: Health and Safety

Each year many workers are killed and more aregedjas a result of
job accidents. Ten per cent of the job force safeejob-related injury
or illness each year. Delayed occupational diseassslting from

exposure to chemical and physical hazards kiladffitional numbers.

Workplace hazards include not only the more obvioategories of
mechanical injury, electrocution, and burns bub agtreme heat and
cold, noisy machinery, rock dust, textile fiber gushemical fumes,
mercury, lead, beryllium, arsenic, corrosives, poss skin irritants, and
radiation.

Risk is, of course, an unavoidable part of manypations. A race-car
driver, a circus performer, and a rodeo cowboedlept certain hazards
as part of their jobs. If an employer (a) takessoeably adequate
measures both-to inform itself and the workers alvearkplace risks
and to eliminate workplace risks, and (b) fully quensates and insures
workers for assuming risks that cannot be elimihatend (c) workers
freely and knowingly accept those remaining rigksexchange for the
added compensation, then we may generally cont¢hatehe employer
has acted ethically. The basic problem, howeverthe in many
hazardous occupations, these conditions do noirobta

. Wages’ will fail to provide a level of compensatiproportional
to the risks of a job when labour markets in arustdy are not
competitive or when markets do not register risksanse the
risks are not yet known. In some rural mining aréasexample,
a single mining company may have a monopoly on.jdlse
health risks involved in mining or using a certmimeral, such as
manganese, may not be known until many years adtekwin
such cases, wages will not fully compensate fdusris
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. Workers might accept risks unknowingly because tbeynot
have adequate access to information concerninge thisks.
Collecting information on the risks of handling teem chemicals,
for example, takes a great deal of time, effortd anoney.
Determining the dangers of manganese, for exanmbd, many
years of studies. Therefore, workers acting indigity may find
it too costly to collect the information neededassess the risks
of the jobs they accept.

. Workers might accept known risks out of desperatiecause
they lack the mobility to enter other, less riskydustries or
because they lack information on the alternativesilable to
them. Low-income manganese miners or welders, xamgle,
may know the hazards inherent in breathing mangamapors.
However, because they lack the resources needetbaio
elsewhere, they may be forced to accept the jogp Have or
starve.

When any of the three conditions obtain, the cantbetween employer
and employee is no longer fair. The employer hdatg, in such cases,
to take steps to ensure that the worker is notgoeirfairly manipulated
into accepting a risk unknowingly, unwillingly, owithout due

compensation. Assuming that the employer has editathall workplace
health and safety hazards that violate local lama lzas eliminated all
other hazards that can be eliminated with a reddemavestment, then:

. If any workplace health and safety risks cannog¢lbeinated at a
reasonable cost, the employer has an obligatiduni studies of
those risks, to clearly and explicitly inform workeof the risks,
particularly those involving health and life, anal abligation to
compensate workers for any injuries they sustain.

. Employers should offer wages that reflect the ps&miums
prevalent in other similar but competitive labouarkets, so that
workers are adequately compensated for the riskg fobs
involve.

. To insure their workers against unknown hazards,eimployer
should provide them with suitable health insurapoegrammes
and suitable disability insurance.

. Employers have an obligation (working singly or étdger with
other firms) to collect information on the healthzhrds that
accompany a given job and make all such informatioailable
to workers
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3.4.3 Working Conditions: Job Satisfaction

The rational parts of the organisation put a higlug on efficiency: All

jobs and tasks are to be designed so as to actheverganisation’s
goals as efficiently as possible. When efficiensyachieved through
specialisation, the rational aspects of organieati®nd to incorporate
highly specialised jobs.

Jobs can be specialised along two dimensions. dade specialized
horizontally by restricting the range of differamasks contained in the
job and increasing the repetition of this narronge of tasks.

Jobs can also be specialised vertically by restgdhe range of control
and decision making over the activity that the ijjplolves. Whereas the
job of the spot-welder is highly specialized vealig, the job of the

plant manager is much less vertically specialised.

Job specialisationis most obvious at the operating levels of
organisations. Assembly-line work usually consists closely
supervised, repetitive, and simple tasks. Low-leslerical jobs also
tend to be fragmented, repetitive, dull, and clpsebnitored,

The debilitating effects that job specialisatiom ¢teve on workers were
first noted over 200 years ago by Adam Smith:

In the progress of the division of labour, the esgpient of the far

greater part of those who live by labour, thabisthe great body of the
people, comes to be confined to a few very simplkrations, frequently
to one or two. But the understandings of the grepset of men are
necessarily formed by their ordinary employmentke Than whose
whole life is spent in performing a few simple cg@ns has no
occasion to exert his understanding. . He natutabgs, therefore, the
habit of such exertion and generally becomes gsdsand ignorant as it
Is possible for a human creature to become. .riupts even the activity
of his body, and renders him incapable of exerting strength with

vigour and perseverance, in any other employmeant that to which he
has been bred.

Not all workers are equally affected by job spes&lon. Older workers
and workers in large urban areas seem to show nubeeance for
routine monotonous jobs apparently because oldeket® scale down
their expectations over the years and urban workgesct the Puritan
work ethic and prefer not to become involved in irthevork.
Nonetheless, only 24 per cent of all blue-collarkeos would choose
the same type of work if they could start all oggain-an indication that
a substantial portion of workers do not find thgbs intrinsically
satisfying.
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The injuries that highly specialised work has owe thell-being of

workers pose an important problem of justice fopkyees. The most
narrowly specialised forms of work are those tlegjuire the least skills
(because one of the functions of specialisatiotoigispense with the
need for training). Unskilled labour, of coursenooands the lowest
levels of compensation. As a consequence, the pkygibal costs of

dull, meaningless, and repetitive work tend to benb by the group of
workers that is paid least: unskilled labourerst bldy may the injuries
of specialisation be inequitable, they are alseroftelated to a lack of
freedom. Unskilled workers often have no real faradf choice: They
must either accept work that is meaningless andid¢ing or else not

work at all. Therefore, the freedom that is esséni a fair work

contract is often absent.

Excessive job specialisation is undesirable foeptieasons than that it
places unjust burdens on workers. There is alssiderable evidence
that it does not contribute to efficiency. Reseafaidings have
demonstrated that there is a linkage between wqokeductivity and
programmes that improve the quality of work life feorkers by giving
workers greater involvement in and control oveagety of work tasks

How should these problems of job dissatisfactiod arental injury be
dealt with? Hackman, Oldham, Jansen, and Purdy &iaueed that there
are three determinants of job satisfaction.

. Experienced meaningfulness: the individual mustc@ee his
work as worthwhile or important by some system alues he
accepts.

. Experienced responsibilityie must believe that he is personally
accountable for the outcome of his efforts.

. Knowledge of results: he must be able to determamesome

regular basis, whether the outcomes of his worlsatisfactory.

To influence these three determinants, jobs musixpanded along five
dimensions.

. Skill variety: the degree to which a job requires the worker to
perform activities that challenge his skills andliés.
. Task identity: the degree to which the job requires a completion

of a whole and identifiable piece of work-doing @b jfrom
beginning to end with a visible outcome.

. Task significance:the degree to which the job has a substantial
and perceivable impact on lives of other peopleetivbr in the
immediate organisation or the world at large.

. Autonomy: the degree to which the job gives the worker
freedom, independence, and discretion in schedwiogk and
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determining how he will carry it out.

. Feedback: the degree to which a worker, in carrying out the
work activities required by the job, gets infornoatiabout the
effectiveness of his efforts.

In short, the solution to job dissatisfaction isqeg@vable enlargement of
the narrowly specialised jobs that give rise tadisfaction: broadening
the job “horizontally” by giving the employee a widvariety of tasks
and deepening the job *“vertically” by allowing tlemployee more
perceivable control over these tasks. For exampes can be

horizontally enlarged by replacing single workersrfprming single

repetitive tasks with teams of three or four whe gmintly responsible

for the complete assembly of a certain number athimes. Such team
jobs can be vertically enlarged by delegating t® tteam the

responsibility of determining their own work asswggents, work breaks,
and inspection procedures.

3.5 Employee’s Rights

Observers of corporations have repeatedly pointgdhat the power of
modern corporate management is much like that ajoeernment.
Governments are defined in terms of four featufa¥:a centralised
decision-making body of officials who (b) have thmwer and
recognised authority to enforce their decisions suabordinates
(citizens); these officials (c) make decisions tbatermine the public
distribution of social resources, benefits, anddeas among their
subordinates, and (d) they have a monopoly on ¢teepto which their
subordinates are subject. These same four featoleservers have
argued, also characterise the managerial hierarcthiat run large
corporations.

(a) Like a city, state, or federal government, the managers of a
corporation constitute a centralised decision-mgkiody;

(b) These managers wield power and legally reseghiauthority
over their employees-a power that is based on #imlity to fire,
demote, or promote employees and an authorityishibhsed on
the law of agency that stands ready to recognisk erforce
managerial decisions;

(c)  The decisions of managers determine the digian of income,
status, and freedom among the corporation's caesties; and

(d) Through the law of agency and contract, thiotigeir access to
government agencies, and through the economic dgeethey
possess, managers of large corporations effectsiedye in the
monopoly on power that political governments posses

These analogies between governments and managemstsral
observers have held, show that the power managers aver their
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employees is fully comparable to the power govemtnaéficials have

over their citizens. Consequently, if there are ahtmits to the power
government officials may legitimately exercise ogéizens, then there
are similar moral limits that should constrain pgever of managers. In
particular, just as the power of government shawspect the civil
rights of citizens, so the power of managers maspect the moral
rights of employees. What are these employee f2ghtee moral rights
of employees would be similar to the civil rightsattizens: the right to
privacy, the right to consent, the right to freedoihspeech, and so on.

The major objection to this view of employee rigigghat there are a
number of important differences between the powercorporate
managers and the power of government officials, thede differences
undercut the argument that the power of managemsigioe limited by
employee rights comparable to the civil rights thiait the power of
government.

First, the power of government officials (in thealyleast) is based on
consent, whereas the power of corporate managé€ns teeory again)
based on ownership. Government officials rule bseahey have been
elected or because they have been appointed byosenveho has been
elected; corporate manageuse (if that is the right word) because they
own the firm for which workers freely choose to wanr because they
have been appointed by the owners of the firm. Egmently, because
the power of government rests on the consent ofgtheerned, that
power can legitimately be limited when the goverobdose to limit it.
However, because the power of managers rests omrship of the
firm, they have the right to impose whatever caondi they choose to
impose on employees, who freely and knowingly amtied to work on
their firm's premises.

Second, the power of corporate managers, unlikeg tifa most

government officials, is effectively limited by wms: Most blue-collar
and some white-collar workers belong to a uniort fr@vides them
with a degree of countervailing power that limite fpower of manage-
ment. Accordingly, moral rights need not be invokedprotect the
interests of employees.

Third a citizen can escape the power of a partiagdevernment only at

great cost (by changing citizenship), an employae e&scape the owner
of a particular management with considerable ebgeclfanging jobs).

Because of the relatively high costs of changirtigemship, citizens

need civil rights that can insulate them from thescapable power of
government. They do not need similar employee sigbtprotect them

from the power of a corporation whose influencedsily escaped.
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Advocates of employee rights have responded tcettiege objections
in a number of ways: First, they claim, corporassets are no longer
controlled by private owners; they are now held aoylispersed and
almost powerless group of stockholders. This kind dispersed

ownership implies that managers no longer funcasnagents of the
firm’s owners and, consequently, that their powerlonger rests on
property rights. Second, although some workersuaienised, many
are not, and these non unionised workers have mugaks that

managers do not always respect. Third, changibg i® sometimes as
difficult and traumatic as changing citizenship,pe&sally for the

employee who has acquired specialised skills tlaat loe used only
within a specific organisation.

There is, then, a continuing controversy over tldeqgaacy of the
general argument that, because managements argoMeznments, the
same civil rights that protect citizens must alsotgct employees.
Regardless of whether this general argument ispéedea number of
independent arguments have been advanced to slaiwemhployees
have certain particular rights that managers shmdgect.

SELF ASSESSMENT EXERCISE

Outline the employee’s obligation to the firm
4.0 CONCLUSION

An organisation is the co-ordination of the aciest of a number of
people for the achievement of some common exghigrpose or goal,
through a division of labour and function and tiglbua hierarchy of
authority and responsibility.

5.0 SUMMARY

As employees have certain duties to the organisatio
employers/organisations also hold certain dutighéoemployees; some

are expressed while some are implied, all these baibalanced against

ethics.

6.0 TUTOR-MARKED ASSIGNMENT

1. Outline the responsibilities of the firm to @mployees
2. Is the paying of wages a priviledge or a tighthe employees?
Explain your answer.
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1.0 INTRODUCTION

Capitalism is an economic system of business basedprivate
enterprise. Individuals and businesses own langhdafactories, and
equipment, and they use those assets to earnspr@fapitalism is a
good economic system because it can provide rewardéhose who
work hard and who are inventive and creative endodigure out new
or improved products and services. One potentiaaré for creating
value in an economy is the accumulation of perswomallth. The wealth
incentive provides the fuel to generate new ideasta foster economic
value that provides jobs and raises our standaligliog.

The main goal of a company is to create an envimrngonducive to
earning long-term profits, which stem from two maiources: First, a
business must provide products and/or services dastomer base. A
large portion of a firm's value derives from thereat and future profits
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of its business activity. Finding ways to incregs®fits from core
operations can increase economic value. Seconckased profits can
come from growth in the sales of an existing producsales resulting
from the introduction of a new product

Expansion usually requires additional money, oritaeap Business
activities also entail risk. The abilities to accespital and to control
risk are important in the success or failure ofran.fSuch abilities are
influenced by the manner in which a firm is orgadisIn this unit, we
will define corporate governance and give a bristdnical perspective
of corporate governance in Nigeria. We will alscsatébe different
forms of business, with emphasis on the corporatidie will then
describe the people involved in the corporate fofrbusiness, and the
separation of owners and managers that this enféiis separation is
problematic, but we will describe how corporate ggmvance can address
this problem.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. describe forms of business ownership

. identify the differences between business ownerahgbbusiness
control

. explain investors’ influence on managers

. define an integrated system of governance.

3.0 MAIN CONTENT

3.1 Definition and Meaning of Corporate Governance

Corporate governance refers to the broad rangelafypand practices

that stockholders, executive managers, and bodrdsrextors’ use to

(1) manage themselves and (2) fulfill their resploifises to investors

and other shareholders. Over the past decade, rabepgovernance has
the subject of increasing the stakeholder and tabterand scrutiny.

These concerns have given rise to a powerful sbidehmovement.

Shareholder activists, composed primarily of largelti-billion-naira

pension funds, religious groups, socially respdesiivestment groups,
and other institution investors, are now using @ewa of vehicle to
influence board behaviour, including creating cogt® governance
standard of excellence and filling shareholdersoltg®n. These
investors are concerned with such topics as boankergity,

independence, compensation, and accountabilityetisas broad range
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of social issue, e.g. employment, ethnic practicesyironmental
policies, and community involvement.

Corporate governance can also be defined as afsetechanisms,
through which “outside” investors are protectediirexpropriations by
insiders of their companies. Insiders include manmsg major
shareholders (individuals, corporate investors, ilfarmterest and/or
governance) as well as large creditors (e.g. bar@®ajsider includes
equity investors, provider of debt and minority igelders.

Expropriation of outsiders takes the forms of @lttitheft of assets,
transfers pricing, excessive executive compensatoirenchment of
inept management teams, diversion of funds to teiskei projects that
benefit one group of insiders etc. The role of coape governance is
therefore to prevent the expropriation of investoysnanagers, smaller
investors by larger ones and debt provided by gquitestors or vise
versa. In practice, protection mechanisms are didhias a legal
protection depends on enforcement and quality wf ita the country

where the business is located while ownership aanagons leave the
minority exposed to expropriation by larger shatdbrs. Most

corporate governance systems therefore rely omaication of legal

enforcement and ownership concentration and, somethe threat of
hostile takeover through an active market, for ocaie control.

The key issues in evaluating a corporate governagsteem are trust
worthy accounting and disclosure system which gleva mean for
investors to monitor their investment by accessmigrmation, legal
protection for investor’s right, effective boarddaan active market for
corporate control.

3.2 Forms of Business Ownership

In general, a business can be a sole proprietqgrahgartnership, or a
corporation. Other forms exist, but we will focus these three as this is
the most general distinction. Each organisatiooahfinvolves different
advantages and disadvantages. A sole proprietasshipusiness owned
by a single person. These businesses are relagasy to start up and
business tax is computed at the personal level.t®ite simplicity, sole
proprietorships are ubiquitous, representing mbas t70 percent of all
businesses. However, there are several signifidaatvbacks. Such
firms often have a limited lifespan (they die witie owner's death or
retirement), they have a limited ability to obtaapital, and the owner
bears unlimited personal liability for the firm.

A partnership is similar to a sole proprietorshig there is more than
one owner. As such, a partnership shares the aayest and
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disadvantages of the sole proprietorship. While obeious advantage
of a partnership is the ability to pool capitalistadvantage may not be
as important as combining service oriented expertd skill,
especially for larger partnerships. Examples of hsymartnerships
include; accounting firms, law firms, investmennks, and advertising
firms.

This unit focuses on the third business form, tparation. Fewer than
20 per cent of all businesses are corporations thay generate
approximately 90 percent of the country’s businesgenue. The
corporation is its own legal entity, as if it weagperson. For example,
the corporation can engage in business transacéindsother business
activities in its own name. Corporate officers astagents for the firm
and authorise those activities.

Perhaps the most important advantage of the campobissiness form is
access to capital markets. Public companies cae rabney by issuing
stocks and bonds to investors while sole proprips and

partnerships may access millions of naira throughlusiness owners’
wealth and banks corporations may be able to aduéigms of naira.

Access to this capital causes entrepreneurs sucBilasGates of

Microsoft, Steve Jobs of Apple, Larry Ellison of @te and Aliko

Dangote of Dangote Plc to take their companiespth#@ic so that their
businesses can become corporations. To raise nfonexpansion in

the capital markets, the business sells stockvestors.

For example, between 1977 and 1980, Apple Commdier a total of
121,000 computers. To meet the potential demandnidlions of
computers per year, Apple needed to expand opasasignificantly. As
a result, in 1980, Apple became a public corpomatiddangote also,
gave up a great deal of ownership to new invesitoexchange for the
capital to expand the firm. (Incidentally, as wdlwlescribe later, this
decision would later come back to haunt Dangote).

Stockholders or shareholders are the owners ofldicpaorporation.
These shareholders receive any value that is ddatethe firm, but
they can also lose their investments if the firmegdankrupt. The
process has two benefits. First, any individualloag) as she has some
money, can invest in business and increase herttwesakr the long
term. Second, businesses with growth potential alatain the capital
needed to expand, which creates economic valus, jabd taxes. A
corporation has an infinite life, unless terminateg bankruptcy or
merger with another firm. The owners of corporagianjoy limited
financial liability because they can lose onlyyraist, the value of their
ownership shares. Further, corporate ownershipsislly liquid, and
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ownership stakes can be easily bought and sold teskss in a
marketplace, such as the Nigeria stock exchange.

The advantages of the corporate business formpeading, but there
are also major disadvantages. Corporate profitssabgect to business
taxes before any income goes to shareholders ifothe of dividends.
Subsequently, shareholders must also pay persares ton dividend
income. Therefore, shareholders are exposed to lelaiaation. In
addition, running a corporation can be expensiee.example, the costs
of hiring accountants and legal experts, the colst®mmunicating with
all shareholders, the costs of complying with ragahs, and so forth
can cost millions of naira per year. Finally, andrh@aps the most
important disadvantage, corporations suffer fronmtepually serious
governance problems. Most investors only own a lsstake of a large
public corporation, so they consequently do not feel ang sense of
ownership or control over the firms in which theyrostock.

3.3 Investors and Managers

Theoretically, managers work for owners (sharehsldeln reality,
because shareholders are usually inactive, the dictnally seems to
belong to management. Some active shareholdersthagdo influence
management, but they are often met with defeatefeevidence of
unsuccessful outcomes of shareholder proposals uite gelling.
Shareholders have the power to make proposalséimabe voted on at
the annual shareholders meeting. There are geynerad types of
proposals, those related to governance (e.g. stiggehanges in board
structure) and those oriented to social reform.(prgposing to stop
selling chemicals to rogue countries). About hdifatl shareholder-
initiated proposals progress far enough in the ggsc¢o reach the voting
stage. When there is a vote, such proposals usaralgefeated.

A huge factor in whether a proposal is successfepedds on
management's opinion. Without management appr@vaposals have
little chance of succeeding. Traditionally, shatdecs have trusted
management to know what is best for the firm. Msisdreholders will
go along with whatever management wants.

3.3.1 Monitoring of Investments

Generally speaking, the investing public does maivk what goes on at
the firm's operational level. Managers handle aagdy operations, and
they know that their work is mostly unknown to ist@s.
Consequently, managers may not act in the sharef®ldest interest,
which demonstrates the need for monitors.
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Outsiders including auditors, analysts, investmaanks, credit rating
agencies, and outside legal counsel all interattt thie firm and monitor
manager activities. Auditors examine the firm'scagtting systems and
comment on whether financial statements fairly espnt the financial
position of the firm. Investors and other stakebodduse the public
financial statements to make decisions about tine'difinancial health,
prospects, performance, and value. Even thougtsioke may not have
the ability or opportunity to validate the firm'sta&ities, accountants
and auditors can attest to the firm's financial ltheand verify its
activities.

Investment analysts who follow a firm conduct thaivn, independent
evaluations of the company's business activitiesraport their findings
to the investment community. Analysts are suppdsedive unbiased
and expert assessments. Investment banks alsoadhtewith
management by helping firms access the capital etsirkWhen
obtaining more capital from public investors, firnmust register
documents with regulators that show potential itmessthe condition of
the firm. Investment banks help firms with this gges and advise
managers on how to interact with the capital market

The government also monitors business activitiesutfh the Securities
and Exchange Commission (SEC) and the Internal mReveService
(IRS). The SEC regulates public firms for the pctithn of public

investors, and it makes policy and prosecutes tagdan civil courts.

The IRS enforces the tax rules to ensure corporsip@ay taxes, just as it
does with individual citizens.

Market forces can also help discipline managemeéat.manager is not
doing a good job, either because he is bad at nmamag because he is
abusing his managerial discretion, then his firnghhiget taken over
and he is subsequently fired. this sense, the fear of a potential
takeover might represent a powerful disciplinarychaism to make
sure that managers perform to the best of thelitiabiand to make sure
that managerial discretion is controlled.

Stakeholders also monitor the firm. Some stockhsldsuch as large
institutional investors like pension funds, arehacimonitors. Creditors
will make sure the firm can handle its debt. Empks; such as internal
auditors, might monitor the firm to make sure ihesalthy. And society
could instill a sense of corporate citizenship e firm so that firm
executives feel a sense of responsibility towaeir ttommunity.

As a group, this is a pretty impressive set of nayai Unfortunately, all
of the mechanisms can fail at one time or anothenmportant purpose
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of this unit is to describe each of these corporatmitors and the
problems that may exist with each of them.

3.4 An Integrated System of Governance

The corporate governance system is integrated antplcated. The

potential incentives for executives, auditors, bdeabanks, and so on, to
misbehave are intertwined. By focusing on one pérthe system,

students might not fully understand how the gowveceasystem can
break down.

Analysts talk to management to gauge the prospettshe firm.
Managers want to paint a rosy picture so that atshyill recommend a
“buy” rating and the stock price will rise. Howeyeéhis situation may
also cause analysts to predict a high profit feseta the company, and
the managers may struggle to meet the high foretfatite business
activities of the firm do not merit the high profibrecast, managers
might then pressure their accounting departmehetp. In some cases,
consultants are hired who recommend aggressiveuating techniques
to help show increased profits.

The public auditors for the firm may have had aglcend fruitful
relationship with the company, auditing the boosis rhany years. The
auditors are proud to have a prestigious corparad® a client and do
not want to end this relationship; consequently thay not press too
hard on limiting aggressive accounting methods. \&hey managers so
obsessed with pushing hard for smooth and incrggsiofits? Why are
they obsessed with gaining analyst favour? It isabiee a board (which
is largely picked by the managers) awards themkstptions and stock
incentives. If managers can increase the price@stock, then they can
cash in their options and stock and become rich.

Regulators also monitor managers’ behaviour. Howevegulators
often have experience as partners in consultimgsfirauditing firms, or
law firms that are an integral part of the syst&wy.participating in the
corporate system, regulators know how it works. ddiinately, they
might also have their own conflicts of interest.

This unit describes the following monitors or monihg mechanisms.

. Incentive contracts that supposedly align executheentives
with shareholder interests;

. Accountants and auditors who check the firm's fimah
statements;

. Boards of directors who represent shareholders;
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3.5

Investment banks and analysts that brings secutiti¢he public
for sale and evaluates them;

Creditors and credit rating agencies who monitee fhrm’s
ability to handle debt;

Shareholders themselves;

The corporate takeover market where supposedly Gioud take
over bad firms;

The Securities and Exchange Commission who areotheal
regulators of the securities industry; new govecedaws; and
Corporate citizenship that should instill a sen$ecorporate
responsibility to the executives.

Reasons for Corporate Governance

The following reasons have been identified for itoihg and
implementing corporate governance in Nigerian cafsoworld.

3.6

To reduce conflict of interests between Board arehadjement
resulting in board squabbles.

To address ineffective board oversight functions.

To eliminate or reduce fraudulent and self-servimrgctices
among members of the board, managements and staffs.

To reduce over bearing influence of chairman or NIED,
especially in family controlled businesses.

To ensure compliance with laid-down internal cohtend
operation procedures.

To remove the problem of sit tight directors evehere such
directors fail to make meaning full contributiores the growth
and development of the firm.

To prevent succumbing to pressure from other stakens e.g.
shareholder’s appetite for high dividend.

To forestall inability to plan and respond to chiaggbusiness
circumstances.

To bring about an effective management informasigstem.

To put an end to insider trading.

Executive Incentives

3.6.1 Potential Managerial Temptations

A manager has a variety of stakeholders that deetafl by his actions.
These include investors such as stockholders (®)r@erd lenders, the
firm's customers and suppliers, the firm's empleyesnd of course
himself. A good manager should put the needs oérositakeholders
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before his own but human nature may cause him tdisuneeds first.
Examples of self-serving managerial actions include

. shirking (i.e. not working hard);

. hiring friends;

. consuming excessive perks (e.g. purchasing exteaiagffice
furniture using company cars, enjoying large expatounts);

. building empires (i.e. making the firm as largepassible even,
though it may hurt the firm's per share value);

. taking no risks or chances to avoid being fired} an

. having a short-run horizon if the manager is netirament.

One way to make sure that managers will not belhatteese ways is to
give them the right monetary incentives to actha interests of their
other stakeholders. We discuss various types afugixe compensation
that are aimed at accomplishing this task.

3.6.2 Types of Executive Compensation

Company executives are compensated in many differays. They
receive a basic salary that also includes pensmmtributions and
perquisites (company car, club memberships, arahsdn addition, top
executives might receive a bonus that is usuatigeld to accounting-
based performance measures. Lastly, managers neiggive additional
wealth through long-term incentive programmes, Uguia the form of

stock options, which reward the manager for inareathe company’s
stock price. Stock grants are another common fdrlong-term awards.

3.6.2.1 Basic Salary and Bonus

As with most jobs, CEOs are promised a specificuahisalary. The
base salary of a company CEO is often determinedugin the
benchmarking method, which surveys peer CEO salarfer
comparison. Salaries less than the 50th percesmdeconsidered under
market, while salaries. In the 50th to 75th perliéerdre competitive.
CEO base salary has continuously drifted upwardalse CEOs
typically argue for competitive salaries. So eadary we often see
CEOs getting nice raises and also we see new CERmgimore than
current CEOs. Interestingly, this basic pay resuitore from
characteristics of the firm (e.g. industry, siZert on characteristics of
the CEO (e.g. age, experience). So a CEO of a lamgeoften gets a
salary higher than a CEO of a smaller firm, regasslof the person's
past success, age, and experience.

At the end of every year, CEOs often receive casiubes. The size of
the payment is based on the performance of the diver the past year
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and is typically based on the accounting profit sseaments of earnings
per share (EPS) and earnings before interest ard {(&BIT). Measures
of economic value added (or EVA) are also commonesg value-

added measures are usually variations on earningasnthe cost of

capital. The idea is to measure the value addddetdirm in relation to

the firm's costs of using different sources of more conduct its

business activities.

Whether EBIT or EVA is used, a low threshold netilbe reached in
order to qualify the CEO for a bonus. Higher lewai$irm performance
merit higher bonus amounts up to a specific maximumcap. An
advantage of awarding bonuses, as opposed to dasigg raises, is that
bonuses are one-time rewards for past reapsefbrmance, while raises
are permanent additions to salaries for future alrsed performance.
For these reasons, bonuses are a popular compohdhe overall
compensation package.

3.6.2.2 Stock Options

Executive stock options are the most common forrmafket-oriented
incentive pay. Stock options are contracts thaiwakxecutives to buy
shares of stock at a fixed price, called the eserar strike price.
Therefore, if the price of the stock rises above strike price, the
executive will capture the difference as a prdfiar example, if the
stock of a company trades &bM per share, the CEO may be given
options with a strike price at30. Over the next few years, if the stock
price rises to=M5 per share, then shareholders would receive peb0
cent return on their stock holdings. The CEO cdulg stock for=¥0
per share by exercising the option and sell it¥3%5 per share, thus
making a5 profit on each option owned. If the executive bations
for 1 million shares, then he could pock&t3\million. If the stock price
reachesd400 per share, the executive could cash in<B0 Rillion. In
contrast, if the stock price were to drop to lésnthb0 per share, then
the options have no exercisable value and aretsalik underwater.
Executives treat stock options as compensatiory thearly always
exercise the options to buy the stock and thentlselstock for the cash.
Only rarely will an executive keep the stock.

Stock options give the executives of the firm theentive to manage the
firm in such a way that the stock price increagédsch is precisely what
the stockholders want as well. Therefore, stockooptare believed to
align managers' goals with shareholders' goals @hgnment helps to
overcome some of the problems with the separatfoommership and

control. The typical executive option contract gasithe strike price of
the options to the prevailing stock price whendpéon is granted. The
most common length of the options contract is 1@ryeThat is, the
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CEO has 10 years to increase the price of the stockexercise the
options. After 10 years the options expire. Exe@dicannot sell or
transfer their options and are discouraged frongimedthe stock price
risk.

3.6.2.3 Stock Grants

Because of the perception that executive optiong Inaae contributed
to the governance failures in the late 1990s antly €000s, many
companies have been looking for alternative fornislang-term

incentive compensation. Two types have gained pulawity; restricted
stock grants and performance shares.

3.6.2.4 Restricted Stock

Restricted stock is common stock of the companyt theludes a

limitation that requires a certain length of tineepass or a certain goal
to be achieved before the stock can be sold. Exesutnay receive a
grant of shares that require 10 years to pass de¢ha executive may
sell them. Restricted stock has an advantage opgBons in that its

value does not go to zero when the stock price.fdlherefore, it does
not have the asymmetric incentives that optionsseayOptions are
asymmetric because their exercisable value couldugnbeing worth a
lot or worth nothing).

3.6.2.5 Performance Shares

Performance shares refer to a company’s stock givexecutives only

if certain performance criteria are met, such amiegs per share

targets. In one sense, these shares could be viasvbdnuses for past
realised performance. If the firm’s stock price hazeased, then these
performance shares are more valuable to the CE Wkereceives

them.

3.7 Does Incentive-Based Compensation Work in Gerad?

There are two ways to examine whether or not inceriased
compensation works. First, one could try to seéhdre is a positive
relation between firm performance and managemanpeosation. This
would be defined agxpostevidence. In other words, have managers
been properly rewarded for increasing the firm$i@a If the answer is
yes, then we could surmise that incentive compesatvorks.
Professors Michael Jensen and Kevin Murphy proviae most well-
known evidence that the answer is pretty much "n@hey examined
the total compensation of over 2,000 CEOs and tbapd that when
the value of the firm increased by $1,000, thers¢hGEOs were paid
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$3.25 more on average. Imagine a CEO who takes avarge firm.
This CEO would have to increase the firm's valuetgr $300 million
to increase their compensation by a mere $1 million academic
jargon, we would say that the pay-for-performaneasgivity is very
low.

Another way to assess the efficacy of incentiveedasompensation is
to see if those firms that enacted these compemsatechanisms
subsequently experienced superior performance. ddusd be defined
asex anteevidence. In other words, once managers are gneaantives,
then did the firms subsequently perform well? lmnely, we might
expect the answer to be "yes" but surprisingly éklence is mixed.
Perhaps some managers are risk-averse. Theiresake already large
so why should they take risks? Or if a firm relfesavily on executive
stock option incentives, then perhaps those masagerexcessive risk-
takers where the risk sometimes pays off and somastiit does not. In
addition, note that it is difficult to relate firpperformance to manage-
ment compensation contracts. If firms perform walbw can we be
reliably sure that the incentive-based compensawomtract had
anything to do with the firm's success?

3.8 Other Compensation

Executives often receive other forms of compensatibat are
sometimes not reported to the SEC on official doents. The old style
perk of a company paying for a CEQO's club membprsimy come to
mind but that is passé compared to modern perks. chimpany will
frequently pay for financial advisors, luxury casmd chauffeurs,
personal travel, Manhattan apartments, and more.

Another benefit is obtaining a company loan. Exeest commonly
borrow. Hundreds of thousands or even millions afan at extremely
low interest rates, sometimes even interest free.

3.9 Crime and Punishment

Earlier, we stated that managers will work hard behalf of
shareholders if they are carefully monitored anthdy have the right
incentives. Most of this course discusses monigprifhis unit has
discussed managerial incentives. However, perhapsdcway to align
the incentives of mangers with shareholders isi¢oeiase the penalty for
mangers that intentionally and knowingly mislead d&ehave in ways
that are not beneficial to the shareholders.
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Will punishment serve to deter managerial misbeta? Time will tell.
But it is often the case that “carrots” or rewasds better motivators
than “sticks” or punishment.

SELF ASSESSMENT EXERCISE

a. How can executive compensation align managereasts with
shareholders’ interests?
b. Why is governance necessary?

4.0 CONCLUSION

To understand Corporations and Corporate Governamee must first
of all understand the various types of businessrosgtions that exist,
which include sole proprietorship; partnership amdporation, which
corporate governance is more concerned with.

5.0 SUMMARY

The corporate form of business allows firms thadheapital to obtain it
and expand, thereby helping the economy. This falsuo allows people
with money to provide those funds and profit froavimg ownership in
business. The disadvantage of public corporaticess ih the relation
between ownership and control. Managers who cotfiefirm can take
advantage of the investors who own the firm.

To inhibit poor managerial behaviour, shareholdeysto align the

executives' interests with their own interests diglo incentive

programmes involving stock and stock options. Indigoh, the

corporate system has several different groups oplpethat monitor
managers. Unfortunately, both alignment incentia®l monitoring

groups bring to the table their own set of problefBe corporate
system has interrelated incentives that combiredate an environment
where people might act unethically.

6.0 TUTOR-MARKED ASSIGNMENT

1. What are the three basic forms of business chiE? What are
the advantages and disadvantages of each?
2. Name and describe the different groups that taoaifirm.
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1.0 INTRODUCTION

Accountants and auditors are important parts of @rporate monitor-
ing system. Accountants keep track of the quaitéatfinancial
information of the firm. Because mistakes and ofir@blems (such as
intentional fraud) may occur with accounting, theme auditors that
review the financial information. As such, auditonay be in the best
position to monitor companies. In this process,itausl obtain private
information about the company that others canntdinpand they use
this information to determine whether the compamyslic financial
statements reflect the true level of business bemgducted. Banks,
creditors, and others rely on these statement&tt@my accurate picture
of the firm's business activities and financial lttednvestors use these
public statements to assess the value of the coynpdrerefore, the
auditors’ candid evaluation of those statementsrugial. This chapter
first provides an overview of accounting and andjtiThen it discusses
how accountants and auditors might contribute marfcial fraud and
how they might expose fraud.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

. outline accounting functions
. explain auditing
. describe accounting oversight.

3.0 MAIN CONTENT
3.1 Accountants and Auditors

3.1.1 Accounting Functions

Historically, accounting has been the function athgring, compiling,
reporting, and archiving a firm’s business actesti This accounting
information helps individuals in many roles who deg@ on it to make
decisions. For convenience, those who need accmuimmformation are
categorised as either insiders or outsiders ofitire

3.1.2 Accounting for Inside Use

Management accounting is the development of information for
insiders, such as company managers. Managers igsmftbrmation to
measure the progress toward their goals and highbkagy potential
problems in advance. For example, managers warkntw which
products have the best sales and which are sefiogyly. Which
products tend to sell together? How is inventoringpenanaged? What
about cash? Will the firm have enough cash to pgypcoming debt
payments?

Accountants answer these questions with budgetsanee reports,

sensitivity analysis, revenue reports, cost prajast and even analysis
of competitors. When firms consider how to exparrddpcts and

services, managerial accountants help formulatét gmwjections from

revenue and cost projections. In short, managea@ounting has
historically played a large part in the control aedaluation of the
business and its performance.

3.1.3 Accounting for Outside Use

Outsiders of the firm also use accounting inforomatiinvestors, banks,
the government, and other stakeholders have a keerest in the
financial health of the firm. Banks and other cted want to know if
the firm will be able to pay its debts. Sharehaddesmant to know how
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profitable the firm is and how profitable it may e the future.

Employees might have a double interest becausehhes their careers
and employment at stake and they might be invedtmesugh their

retirement plans as well.

Financial accounting provides information for outsiders. Whereas
managerial accounting reports may break down pedoce for
managers by individual products or regions of toentry, financial
reports summarise the business as a whole, althitveghcan be broken
into business segments and regions. In the caseubficly held
companies, these reports are the quarterly andaarimancial state-
ments that they must file with the Securities amdifange Commission
(SEC).

The three mairiinancial statements(income statement, balance sheet,
and statement of cash flows) and other pieces pbitant information
(e.g. popular press articles and analyst recomntiem3a are used by
outsiders to determine the firm's value, profitsd ats risk. Outsiders
want to be able to compare firms easily. Theseestahts are prepared
by the accountants of the firm and reviewed by peshelent accountants
from an auditing firm (more on auditors later i tmit).

The Internal Revenue Service (IRS) also requirexowatting
information for tax purposes. The accountants effttm report profits
or losses to the IRS and determine the tax ligbillhterestingly,
accounting methods and business record-keepindgearery different
for reports to managers, for public financial steeats and for the IRS.
When reporting business activities in an annuabngghoices are made
that maximise earnings in order to make them apgieanger than they
would otherwise be, in the hope of driving up tlments stock price.
When IRS forms are being completed, choices areentadmninimise
earnings in order to minimise tax expenditures.

3.2 Problems that May Occur in Accounting

As with any kind of record-keeping, there are pt&drproblems. First,
unintentional errors are possible. Sometimes theysars are due to
miscalculations or due to applying an expense ¢ovitong accounting
ledger. Another potential problem occurs when judgts are required.
Should firms count all receivables when they kntwattsome clients
and customers might never pay for goods or servigedered? Finally,
accountants could perpetuate fraud. For exampég, tould overstate
income, understate liabilities, or overstate asseth as receivables. Or
they could be tricked by a manager to inadverterlyymit fraud on his
behalf. Accounting fraud is probably the largesteptial problem with
accounting, as it is intentional (either by a masrag by an accountant)
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and hurts the firm's stakeholders, including itarsholders. Because of
these potential accounting problems, the role afitats is important,
which we will discuss next.

3.3  Auditing

Auditing can be defined as the independent exammadf and an
expression of opinion on the financial statemeftaroenterprise by an
appointed auditor in pursuance of that appointnagrat in compliance
with any relevant statutory obligation. Within tbentent of this course,
we shall be treating both internal and externaitatgland their roles.

3.3.1 Internal Auditors

Many firms have internal auditors. Their resporigipis to oversee the
firm's financial and operating procedures, to chédwk accuracy of the
financial recordkeeping, to implement improvementgh internal
control, to ensure compliance with accounting ragohs, and to detect
fraud. Firms are not required to have internal smugibut many firms
have them to enhance their accounting and inteoratol efficiency. In
fact, the people who initially detected financiaaidd at World Com
were the company's own internal auditors.

3.3.2 External Auditors

External auditors are accountants from outside the firm, who review
the firm's financial statements and its proceddoesproducing them.
Their job is to attest to the fairness of the steets and that they
materially represent the condition of the firm. @ftthe external auditor
will assess the system and procedures used byattauditors to see if
they can rely on the internally-generated repoitemnconducting their
own audit. To conduct their external audit, thditars might:

. conduct interviews with the firm's employees toegsshe quality
of the internal audit system.

. make their own observations of the firm's assetshsas
inventory levels;

. check sample balance-sheet transactions.

. confirm with the firm's customers and clients toeck the
accuracy of short term assets and liabilities; and

. conduct their own financial statements analysis hsuwas

comparing the firm's financial ratios from one pdrio the next.
Once they have completed their audit, they willeyate a report.

Because external auditors are supposed to be indeptof the firm
being audited and because their explicit job isheck for financial mis-
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statements, it is they who must ensure the accuwhdye firm’s finan-
cial information for shareholders.

Because of this legislative requirement, in the 14030s and 1940s
accounting firms flourished with the increased dedhdor auditing

services. Initially the high demand resulted frone thew laws that
required independent verification of a firm's fica books. The

demand for auditing services continued to grow las éeconomy
eventually picked up and the number of public firmsreased. There
was plenty of business for auditing firms and thei@nment was such
that they could play an effective role as indepenhdaonitors-even
becoming adversarial with the firm if necessary.

In the 1970s and 1980s, however, the auditing lessibbegan to change.
The number of new companies that needed auditingces was no
longer expanding. If auditing firms wanted to graey had to steal
clients away from other auditing firms. The codeetifics was changed
to permit advertising and other competitive pragicAuditing firms
began to advertise and cut their prices to lure rehents. The
relationship between the auditing firm and the tadlicompany also
began to change; with other audit firms courtingnthand corporate
managers no longer tolerating adversarial auditbegditors became
friendlier in order to keep their clients, espdgidhe larger companies.
Because of the prestige associated with havinguRer600 companies
as clients, auditing firms became less confrontalion order to keep
them as clients. During this period, auditing firratso developed
consulting services to advise companies on how niprave their
accounting methods and business activities. Ttosiged both another
source of income for accounting firms and a wagdbdify their rela-
tionships with company management.

SELF ASSESSMENT EXERCISE

1. What is the role of management accounting, irmccounting,
internal auditing, and external auditing?
2. What has weakened the ability of external auslito conduct

objective audits?
4.0 CONCLUSION
Accountants keep track of the firm’s financial reds Internal and

external auditors review these records. Therefonditars are an
important part of the governance system.
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5.0 SUMMARY

The role of accounting has changed in recent yeassde from keeping
financial records, they are asked to manage eanmgeet internal and
external targets, to window dress the firm's finahstatements, and to
smooth reported income from year to year. Sometingsen
accountants “work the numbers,” they are treadindaagerous line
between manipulating figures within the rules anakright fraud.
Auditors might be fooled by the accounting trickjieh weakens their
ability to detect errors. Further, auditors migivien be tempted to
participate in this dangerous treading. They wéants to be happy and
they are subject to a possible conflict of intemasiblem if they are also
the firm's consultants.

6.0 TUTOR-MARKED ASSIGNMENT

1. Outline the problems that may occur in accounti
2. How is accounting useful within a firm?
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1.0 INTRODUCTION

Generally, a board of directors is charged withfti®wing five broad
functions:

. to hire, evaluate, and perhaps even fire top manage with the
position of CEO being the most important to conside

. to vote on major operating proposals (e.g. largeitah
expenditures and acquisitions);

. to vote on major financial decisions (e.g. issuaoicetocks and
bonds, dividend payments, and stock repurchases);

. to offer expert advice to management; and

. to make sure the firm's activities and financiahaition are

accurately reported to its shareholders.

In executing all of the above functions, direct@®e supposed to
represent the interests of the shareholders. Toreré¢tie board provides
an important corporate governance function. Bec#usdoard is a part
of the firm's organisational structure at the tbphe corporate hierarchy
it might be considered the firm’s most importartemmal monitor.

While the board’s role in the corporation seems etasure that
shareholder interests are being attended to, #weresome potentially
serious problems. Among the issues are a lack afdommdependence
from the CEO, directors who do not have the timexgertise to fulfill

their roles adequately, and members who do not hasested interest in
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the firm. This chapter provides an overview of aygte boards and
their role in corporate governance and it also lagits potential
problems with many of today's boards.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. define the board and directors
. identify the duties and responsibilities of a dicec
. outline the various board committees.

3.0 MAIN CONTENT
3.1 An Overview of Boards

3.1.1 The Board’s Legal Duties

State laws vary from one state to the other buuf@tely every state
requires that a corporation have a board of dirscto

Further, all state laws abide by a concept knownthes business
judgment rule. Specifically, directors must actgood faith and with

sincere belief that their actions are in the caafion's and shareholders
best interests. In order to abide by the spirithid rule, directors have
certain responsibilities, otherwise known as duties

Because directors are supposed to represent shadeetiointerests,
directors have a fiduciary duty to conduct actestio enhance the firm's
profitability and share value. Related to theirubchry duty, directors
also have a duty of loyalty and fair dealing, whérey must put the
interests of shareholders before their own indialdinterests. In
addition, directors must also exercise a duty o€ day doing what an
ordinary prudent person would do under the samatiposand cir-
cumstances. Exercising this duty involves beirfgrmed and making
rational decisions. Finally, the board of directdias a duty of
supervision, in which they should establish rulésthics and ensure
disclosure. In this regard the board should holgul@ meetings to
review the firm's performance, operations, and rgangent, and it must
make sure that accurate financial reporting aneailye auditing are
taking place.

3.1.2 Board Committees

A great deal of important board work occurs atthbcommittee level
and subsequently goes to the full board for appro8ame boards
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include an executive committee, a finance commiteeecommunity
relations committee, and a corporate governancenttiee, among
others. The most common board subcommittees arfeltbeing:

. audit committee
. compensation committee
. nomination committee

The audit committee is charged with finding an jpeledent auditor for
the firm's accounting statements and the committest ensure that the
auditor will do its job objectively. The compenseati committee is

responsible for setting and designing the executheanpensation

package. The nomination committee searches for aacdhinates

candidates to run for impending vacancies amongdbseats in annual
shareholder elections. A separate stock optionssuklnittee has gained
popularity with boards in recent years, probablg ¢ the controversy
surrounding stock options.

3.2 Whois a Director?

A company is a legal person endowed with all thevgys of a natural
person with powers to carry out all the objects set in the
memorandum of the company. The direct implicatibnhes is that the
management of the affairs of the company is erdgcugi human agents,
called thedirectors.

. Section 650 of the Companies and Allied Matter At®90
defines directors as including any person occupygposition
of directors by whatever name called. Directorsraemagers of
the company; they are not “employed” by the compamng
therefore not as such employees of the companyar®rthey
servants or member of staff of the company. Dinectare
officers of the company for the purpose of makingompany
vicariously liable for their negligence while engadgin the
business of the company.

Prior to the mid-1980s, the public paid little hetxd directors and
thought them merely ornamental features of corpmrat However, the
situation has changed. Increased pressure on thel lmd directors to
provide better corporate governance possibly begaa response to the
tidal wave of mergers and acquisitions (M&A) adivof the 1980s. A
recession and the collapse of the junk bond markstilted in a
temporary M&A decline during the late 1980s, but M&ctivity was
strong again in the 1990s. In fact, since the nfiflos, M&A activity
has taken off in the U.S. Some of the largest mergeer have taken
place in the last 10 years.
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Why would an increase in M&A activity lead to mdoeard scrutiny?
When one firm acquires another, it usually hasap significantly more
than the going market price. This situation is ad&geous for the target
firm's shareholders but not for the acquiring fgrshareholders. The
boards of both firms must approve the acquisitiefole it goes to a
shareholder vote. For the acquirer, the shareh®iaey not wish to pay
too much for a target, or may not wish to acquuetarget at all. For the
target firm, the shareholders may want to make thatfirm is acquired
for a nice price, or perhaps not acquired at albbnsequently, the
shareholders of both the potential acquirers argkta keep a close eye
on their respective boards during a prospectivedadr.

The increased takeover market and the new regulatorironment for
shareholder communication caused shareholdershendeneral public
to put more pressure on directors to do their j¢hswever, because
these changes occurred or took shape only receh#tyavid attention
being paid to boards is a recent phenomenon.

3.2.1 Directors’ Powers

The Act and the articles regulate the powers adadars. The company
may, however, in general meetings act in certairecified
circumstances, e.g.

. act where members of the board are disqualifiedrerunable to
act because of a deadlock on the board otherwiaesannable to
act because of a quorum cannot be found.

. institute legal proceeding in the name and on lebhlthe
company if the boards of directors refuse or négtedo so.

. ratify or confirm any action taken by the boardtwé directors, or

. make recommendation regarding action to be takyntné board.

Sometimes the directors are authorised by thelatiicexercise certain
specific power of the company, e.g. the directoy rba authorised to
exercise all the borrowing power of the companyjexibto any
restriction as to amount as may be imposed.

An action in the name of the company must be aigédreither by the
company itself in a meeting of the shareholdersvenad for the
purpose or by the directors of the company or i$ ihot so authorised,
the action must be dismissed. Before a director aathorise the
bringing of an action in the name of the comparg/,nflust have been
appointed as a director in accordance with the qooe laid by the
article of the association of the company.
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The power vested in the director must be exercysthém as board and
no individual director or group of directors camdbithe company unless
the power of the board has been delegated to hipncasde by the actor
the article since the board has no inherent powetetegate any of its
power of decision to one or more of its membeloarsther person.

The directors may delegate some of their power tcommittee of
directors or a managing director to whom they malust any of the
power. The director, in a normal course of businegdi need to
delegate power to staff and officers.

Apart from removal and vacation of office, the poveé the directors
may be terminated on making a compulsory windingouger or the
appointment of a liquidator in a voluntary windiag.

3.2.2 Directors’ Duties and Responsibilities

The principles on which the duties of directors laased are now set out
under the provision of Section 279 of the Compang Allied Matter
Act, 1990.

(@) Fiduciary duty of directors: The following are what constitute
fiduciary duties of a director, especially withimetambit of good
corporate governance.

. The duty of utmost good faith which is containedsection 279
(1) of the Company and Allied Matter Act,1990

. The duty to act in the best interest of the compasya whole,
which is contained in section 279 (3) of the Comypand Allied
Matter Act, 1990.

. The duty to exercise power for proper purpose aodfor a
collateral purpose as in section 279 (5) of the gamy and
Allied Matter Act, 1990.

. Duty not to fetter discretion as in section 279 (6) CAMA,

1990.

. Duty to avoid conflicts of interest as in sectioB02of CAMA,
1990.

. Duty to disclose their interest in a contract witle company as

provided for under section 277 of CAMA, 1990.

(b)  Duty of care and skilt This is provided for by section 282. The
standard of care and diligence is set is out ini@@@82(1) of
CAMA, 1990 which is to the effect of every directof a
company shall exercise the power and dischargeulies of his
office honestly, in good faith and the interestred company, and
shall exercise that degree of care, diligence dall which a
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reasonably prudent director would exercise in caoaipa
circumstances. If he fails to observe that degreeave and
diligence, he may be liable for negligence and ¢ines duty.

3.2.3 Enforcement of the Duties of Directors

Generally, it is the responsibility of the compadayenforce duties of the
directors but because the administrative machioétite company is in

the hands of the directors, it becomes impossibtettie company to

enforce the duties of the directors. The usual efagnforcing the duties

of the directors is through removal but becausseireral companies, the
director will normally be the controlling sharehetd, it thus becomes
difficult to remove the directors. In such situato the followings are

the remedy available to the shareholder.

. Petition for winding up for the company on the grduhat it is
just and equitable to do so

. Relief on the ground that the affairs of the compare being
conducted in an illegal and oppressive manner {3.6LCAMA,
1990.

. Misfeasance of proceeding in a winding up (s.311)tle
Company and Allied MatterAct, 1990.

. Investigation of company’s affair under (s.314 aB#l5) of
CAMA, 1990.

SELF ASSESSMENT EXERCISE

What regulations govern the functions and structafeboards of
directors? What is legally required of directorshatare the primary
roles of boards, board sub-committees and diregtors

4.0 CONCLUSION

A firm’s board of directors plays an important ratereducing problems
inherent in the separation of ownership and contnaleed, the board is
responsible for hiring, evaluating, and sometimesg the firm's
executives. In addition, the board oversees time'Siauditors and makes
major strategic decisions for the firm. They are donduct these
activities in the best interests of the sharehalder

5.0 SUMMARY

Shareholders and regulators have only recentlyestgraying attention
to the activities of boards of directors. There anany potential
problems with the organisation of many corporatartls. For example,
it seems that many directors lack the independeaheeyested interest,
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the time, and sometimes the expertise to carry thatr fiduciary
obligations to shareholders. However, the recetgnaon directed to
boards has caused some changes to occur (espeogglylatory
changes) but it is too early to tell if these chemgre taking hold.

6.0 TUTOR-MARKED ASSIGNMENT
1. When can a person be refered to as a Director?

2. Within the context of good governance, outlthe fiduciary
duties of a director
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1.0 INTRODUCTION

This unit deals with investment banks and secuariti@nalysts.

Investment banks offer a variety of services buirthmost notable

business is selling newly-created securities. Wagmivate firm wants

to become a public firm, it will obtain the serwcef an investment
bank to design and to sell the new stocks for theesting public to

purchase. When an already public firm wants toeraidditional capital

to finance its on-going activities or future growthwill also obtain the

services of an investment bank to sell its newBated securities to the
public. One can think of investment banks as inestiaries who sell

new securities on behalf of firms.

The primary job of analysts is to evaluate seasitind then to make
buy and/or sell recommendations to their clientsebaon their evalua-
tions. Analysts are also expected to make earnfogecasts for the
firms that they follow in order to help investorsake their own buy
and/or sell decisions.
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Most corporate governance texts might not consiaeestment banks
and securities analysts as part of the corporaiergance system.
However, because investment banks evaluate thiemtdirms' needs

and bring investment opportunities to the market bacause analysts
frequently possess better information than mostestms about a
company, both investment banks and analysts aaegood position to

monitor the firm and to identify problems for shamklers. We would

expect investment bankers to sell “good” securifies they should not
be selling securities of a poorly run firm) and éralysts to recommend
“good” securities (i.e. they should not be recomdieg stocks that they
think will go down in value). Therefore, they botlto represent an
important and integral part of the corporate gosaoe system. This
unit first discusses investment banks and thersdugses analysts.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. explain investment banking activities
. outline the criticisms of investment banking
. define securities analysts.

3.0 MAIN CONTENT

3.1 Investment Banking Activities

The basic investment banking service is to help paomes issue new
debt and equity securities. A firm can issue sdwéiféerent kinds of
securities. The bank advises the company on th@naptsecurity
(stocks, bonds, etc.) for the amount of capitahgerised, while taking
into account the company’s situation. The investniemks charge the
company a fee for this service. The size of thedig@ends on how much
risk the investment bank takes to issue the seesiriThere are two
methods that banks can use to issue stock and bondsrwriting and
best efforts.

Think about the case of issuing stock. When undéngran issue, the
bank will guarantee that the company will receivepacific amount of
capital. That is, the banker assures the compatyaticertain number of
shares will sell at a target price. If too few &wasell at that price, the
investment bank must buy those shares. For example, bank
guarantees that it will be able to raise N100 wonillin capital for the
Issuing firm but is only able to sell N70 millionowth of stock, then the
bank would have to buy N30 million worth of stock.
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If the investment bank did not want to assume thke on a security
issue, it could use the best-efforts method. Héee lank does not
guarantee that the firm will get its desired amoaintapital. The bank
does its best to sell as much of the new secustypa@ssible for the
company. In this case the company takes the riskatf receiving

enough capital. Because the risk is low for theegtmnent bank, the fee
charged is much lower for the best-efforts methnahtfor underwriting.

The process of selling securities to public investéirst involves

registering securities with the SEC. The docunsebimitted to the SEC
includes a preliminary prospectus containing infation about the
security issue and the company. For example, thepectus details the
company's financial condition, business activitiemjanagement
experience, and how the funds raised will' be u$ed. bank distributes
the final prospectus to investors interested indbeurities issue. Note
that this information helps investors make decisiabout the condition
of the company and about buying the issue. In otlwds, investment
bankers are an important source of information arhitoring of a

public company.

The prospectus and the banker's "road show" raefaymation about the
company to investors. The road show is the margateimpaign done
by bankers to generate interest and to marketstheei They travel the
country visiting large institutional investors suels public pension
funds and mutual funds. To sell to individual inwes, investment

banks use their brokerage operations. For a "lsstig, investors call the
brokers to order shares. In a less popular issoe, brokers call

investors.

Information about the issuing company is especiathportant to
investors when the firm is new. When a firm offetsck to the public
for the first time in an IPO, the company is typigaoung, small, and
mostly unknown to investors. The information gaditerby the
investment bank and presented to the SEC may bentlygendependent
data available on the firm. Therefore investors eexpthe bank to
disclose all relevant information in order to maggeod investment
decisions.

Investment banks experience greater risk when wrdarg an IPO, as
opposed to underwriting an SEO, because of thertawoty involved

with new firms. To mitigate some of the risk, bam&sd to under price
IPO offerings. That is, banks offer the new sharestock at a lower
price than the demand for the stock would suggest.
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3.2 Ciriticisms of Investment Banks

3.2.1 IPO Problems

Investment banks take small private firms publidR®s. These small
firms want to expand using the capital that theclstssue provides.
Every small business owner would like to gain temshundreds of
millions of naira to spend, but few small businsse®uld make good
public companies. That is, the business model ofymsmall firms

would not work effectively as large, national firma addition, small
business owners may not be capable of runningga lausiness.

Typically, only small fractions (less than 1 perjeaf firms that want to
conduct an IPO actually do. Who decides which firges public?
Investment banks make this decision. After allytteke the risk as the
underwriters. The banks thoroughly examine poténiiO firms.
Traditionally, the policy of many banks has beertimg a firm public
only if it has put together a good management tefaweloped a quality
business plan, and perfected its business modelghneo that it has
earned profits in the past three quarters.

3.2.2 Structured Deals

When companies need more capital, they turn tostmvent banks.
Raising capital can be difficult. As an extremerapée, consider a firm
facing bankruptcy. In bankruptcy, the equity of fiven is taken from
the stockholders, who gain nothing, and given tmesof the creditors.
Therefore, investors are not likely to buy addiabrshares of a
financially troubled firm. The firm would also havmuble borrowing
money from banks or from bond investors becausesethaeditors
typically do not recoup all their money in the banicy court.

Often a firm has trouble raising capital, eventifsinot on the brink of
bankruptcy. For example, the current creditorshaf tirm may have

stipulated in their loans that the firm cannot barrmore money unless
they are repaid first. Also few firms can succelgfissue additional

stock when investor confidence is low.

3.3  Securities Analysis

Analysts generally fall into two categories: buglesiand sell-side.
Institutional investors, such as pension funds amdual funds, hire
analysts. Their purpose is to help decide whiattks the fund should
buy; therefore; they are referred to as buy-sidalyats. The
recommendations of these analysts are not pubtidtey are only seen
and used by the institutional investors. Fund marsa@re managing
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money on behalf of individual investors, such asement accounts, so
they are an important part of the corporate moimitprsystem.

Alternatively, brokerage and investment banks asaploy analysts.
These analysts hope that their research will géaer@ough interest in a
security that their firm will generate trading coiseions or

underwriting business. As such, brokerage and tnvast bank analysts
are commonly known as sell-side analysts and tlitn appear to act
like salespeople for the stocks that they covee idtommendations of
sell-side analysts are commonly made public. Mamestors rely on

these recommendations and therefore sell-side stsadye also part of
the corporate monitoring system. Our focus heré kel on sell-side

analysts.

To do his job, a sell-side analyst will look at iarfs operating and
financial conditions, the firm’'s immediate and letegm future
prospects, the effectiveness of its managementsteand the general
outlook of the industry in which the firm belonddost analysts follow
a specific industry to gain expertise in a paracidector. Based on their
evaluations, analysts will make earnings predigion

Usually they will try to predict the quarterly eargs per share (EPS)
numbers. These predictions are useful to investdrs rely on these
estimates to determine the health of the companiegich they may or
may not own stock. For example, many investors Rigeratios (the
market price of a share of stock divided by itsuairearnings per share)
as an important gauge of a stock's attractiveness anvestment. Some
investors like to examine forward-looking PIE ratidhat is, they use a
PIE ratio for next year's estimated earnings.

Therefore, these earnings estimates are importaick aseful to
investors. Perhaps, more important, the analyst ahakes trading
recommendations to investors. For example, an ahahay suggest
buying or selling a particular stock. These recomaations usually boil
down to one-word or two-word recommendations sush‘teld” or

“buy.” Further, some recommendations are ambiguosisch as
“accumulate,” “market performs,” and “neutral.” &1 “accumulate”
recommendation as strong as a “buy’ recommendatiDo®2s a
“neutral” rating mean “don’t sell” and/ofdon't buy?” Is a “market
perform” rating good or bad? However, while wel ste these kinds of
recommendations today, there has been a trend dawaking analysts'
ratings less complicated and vague.

Analyst recommendations should be timely. For edamif on a
particular day an interested investor finds thate tlanalyst's
recommendation for a given stock is a buy, them teeommendation
should reflect the analyst's most recent opiniorhisTmeans the
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recommendation should be updated frequently. Ie@sitem breaks
that could potentially affect an analyst's recomdation, then a revised
and updated recommendation should be disseminatectdiately. For
her or his largest customers, the analyst may evake a phone call.
However, a recommendation revision may sometimege hi@ go

through an approval process, which may take a eoofjptays. Lengthy
research reports that are mailed out or persopadigented to potential
investors may be a bit less timely as well. Noneds investors
generally rely on analysts for timely advice.

SELF ASSESSMENT EXERCISE

What are the main ways an investment bank offeescarity for sale?

4.0 CONCLUSION

Investment banks play a vital role in the corpomgstem: They help
firms acquire the capital they need to expand lassinoperations. In
order to underwrite the securities that firms issilie banks become
intimately familiar with the operations of thoseniis. This situation
gives them a unique ability to be corporate goveceamonitors. Capital
Is a scarce commodity and investment banks shaailthé gatekeepers
and ensure that deserving companies obtain theedeedpital. This
way, they would bring only high quality firms anécsirity issues to the
public.

5.0 SUMMARY

Analysts evaluate a firm’'s performance and futurespects and then
make trading recommendations. For the most paet; enerally seem
good at it. However, two conflicts of interests tine system may
compromise their objectivity at times. First, arsidy want to gather
good information through access to the managenaamh tof the firm,
which requires a good relationship. This might if@adlit to do when
the analyst thinks the firm’s prospects are poecddd, analysts have
been rewarded for luring investment banking busintesheir employer.
Consequently they were encouraged to be bullisithenfirms they
follow to keep both potential and current investmbanking clients

happy.

6.0 TUTOR-MARKED ASSIGNMENT
1. Why is the problem of IPO a criticism of invesimh banks?

Explain
2. When is a security analyst said to be on theg-%ide”?
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1.0 INTRODUCTION

So far, we have discussed corporate governandeoadyistockholders
should care about it. However, those who lend mdoethe firm (i.e.

creditors) are also important investors to thanfiiTherefore, lenders
care about corporate governance too. In genermle tare two kinds of
lenders, institutional lenders such as a commebaak and individual
investors such as a bondholder.

Creditors can trade their claims just as stockhsldan. For example,
bondholders can sell their bonds to other investansl banks can sell
their loans too but primarily to other institutign$f firms suffer from
poor corporate governance, then the value of thands might decline
just like the value of the stock. If a firm colla@gssfrom poor corporate
governance then lenders may get back only kobchemaira of their
loan.

While a bank may find it worthwhile to monitor tifiem that they lend
to (because millions, even billions, could be atks}, individual
bondholders may not have the resources to do sturfately, debt, in
and of itself, could be a governance mechanismviille2xplain this in
more detail soon). Further, there are also credilhg agencies that rate
the safety level of corporate debt. As such, they provide important
information to potential bond (investors). Therefdhe existence of
corporate debt creates three important corporaséeisy monitors or
devices:

. monitoring by institutional lenders;
. debt, in and of itself, can be a disciplinary metsia; and
. monitoring and debt ratings by credit agencies.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

. identify debt as a disciplinary mechanism
. explain institutional lenders as corporate monitors
. describe the activities of credit rating agencies.

3.0 MAIN CONTENT

3.1 Debt as a Disciplinary Mechanism

When a firm has debt, it usually has to make prethiaterest payments
every year. If the firm misses an interest paymiat,lender can sue for
control of the firm. On the other hand, if the fisnstockholders are not
promised anything and though a firm can pay a eénd to its
stockholders at the discretion of its board of ctiwes, it is not legally
obligated to do so. Because interest payments septdixed annual
obligations of the firm, debt actually imposes gne on to the firm's
management. That is, the firm's management hasnergte enough
revenue each year to cover the firm's interest resgelf the managers
fail to do this, then they could lose control oé firm to a creditor.

While interest expense represents an importannrevaurdle that man-
agers have to overcome and is thus a potentidigctfe motivator for

management, it also discourages superfluous spgigirmanagement.
That is, it limits managerial discretion. Of couyrbaving to make large
annual interest payments can also restrict a masdtgxibility to make

value-enhancing capital expenditures when oppdiasii“suddenly”

arise. Therefore, the use of debt to disciplinengirmay be limited
primarily to mature firms.

Finally, in addition to a promised interest paymeather explicit

covenants (these are rules, promises, and/or aests that the
borrower agrees to legally adhere to) can be wriitgo the debt
contracts, such as guarantees by the borrowerdtegtrits collateral
value. The breaking of any covenant can transfetrobof the firm

from management to creditors. Because creditotgighe usually more
explicit than shareholder rights, debt potentialpyovides better
protection to investors than equity.
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3.2 Institutional Lenders as Corporate Monitors

Banks will of course monitor firms that they lerad Sometimes a firm
will develop a long-term relationship with a baielationship banking
might be beneficial to the borrowing firm on atde&wo counts. First,
the firm might be able to get a favourable intemagé from its bank.
Second, the firm may feel it will be easier to rgotate debt contracts
(if necessary) with a single lender (i.e. the batlign with disperse
lenders (i.e. bondholders).

However, getting favourable interest rates fromksaoften entails the
firm having to expose private information to thenkaFor example, a
firm may wish to borrow billions of naira to embaok a new project.
The firm could issue public debt (i.e. bonds) buaynfind that the
interest rate (i.e. coupon rate) is too high foe oeason or another (e.g.
the firm could already have a lot of debt; the fioould have little
collateral assets, etc.). This firm could opt tarbw from a bank or
insurance company but to get a favourable rateay imave to reveal
intimate details of its project to prove that iwerthy of a low interest
rate. Further, the firm may have to agree to numeDvenants to get
the favourable bank rate. As a single lender, ieasy for a bank to
enforce covenants. Therefore the bank may end wmdnaoo much
power over its borrowers.

Why Didn't Lenders Raise a Red Flag During Corporae Scandals?

A firm’s creditors and stock holders are often bokwed as investors
but in reality creditors are literally lending ttoskholders, thus putting
these two investors on opposite sides of the crediin. Therefore,
these two investors do not necessarily share tme sdjectives for the
firm.

From the balance sheet, note that stockholdergrarted to the firm's
net income after creditors get their interest paymeé&hat is, creditor's
claims have seniority over equity holder's clainibis by itself can
cause divergent incentives between the two claisa&dy, for example,
the firm has to choose between a risky project aithuncertain high
payoff and a safe project with a more certain nmaigpayoff. The
return on the safe project may barely leave angtheft over to
stockholders once creditors are paid. Thereforekbtmders may favour
the risky project over the safe one but creditoighinbe indifferent
between the two projects if both of them can cawer firm's interest
expense. Because creditors get their returns tinsty may have less
incentive to monitor managerial behaviour thanlstoalders. Of course
there is the possibility that managerial risk-tgkmay be so excessive
that interest payments and principle repayment ataie made but
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under these extreme circumstances, creditors @anftrce the firm to
liquidate its assets to recover at least someedf thvestment claim.

Because debt claims are senior, both to the reveanek to the
liquidation value, creditors may be less active mmonitoring than
stockholders.

3.3 Credit Rating Agencies

Just as analysts help rate stocks for potentiatkstovestors, credit
rating agencies rate bonds for potential bond itowves However,
because bond investors are primarily risk-averseestors, they
primarily care about the risk of the bond, whichthe focus of these
credit rating agencies.

The safety level of a bond is very important tosthavho choose fixed
income investments. The best return a bondholderreeeive is both

interest payments during the term of the bond dedprincipal upon

maturity of the bond. Therefore bondholders focussafety. How do

you know if a firm's debt is safe or risky? Corgeraonds are given a
safety rating.

3.3.1 The Ratings

To assess the credit worthiness of companies, thditcagencies
employ financial analysts who examine the firmeaficial positions,
business plans, and strategies. This means thaarthlysts carefully
review public financial statements issued by thenganies have no
obligation to reveal special information but thdiea do so to convince
the agencies that their debt issues should be raiglhly. Credit
analysts can often question CEOs and other topuéixes directly when
conducting reviews because of the importance aficratings.

3.3.2 Criticisms

One criticism of credit agencies is that they haterted to enter the
consulting business. Being both consultants anditcraters creates a
conflict of interest similar to the one that ocadrwhen auditing firms
were also consultants for a company. If the cradgéncy is earning
lucrative consulting fees, then it might not beeatd provide unbiased
analysis of the firm's financial position. Justaasliting firms should not
be allowed to audit companies where they act asultamts; neither
should credit agencies rate the debt securitiesoaipanies to which
they provide consulting services.
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When designated agencies make mistakes, they déan the company
executives lied to them. However, the agency'sigolo validate the
information they receive and then make conclusioased on its own
analysis. What purpose do agencies serve as indepemonitors if
they simply follow the lead of the company execes®

SELF ASSESSMENT EXERCISE

1. Find two firms from the same industry, but wiliferent debt
ratios. Try to work out why the two firms have éifént debt
ratios. Try to find another pair of firms that hagéferent debt
ratios, but for another reason.

2. Identify a firm that has more bank debt thanligullebt and vice
versa. Try to work out why each firm prefers itbtigpe.

4.0 CONCLUSION

When a company obtains capital through borrowingneyo it also
obtains another governance mechanism. The neeaytanperest and
principle payments disciplines executives to marthgecash flow of the
firm carefully and it also discourages superfluagending. Those
institutions and investors who lend the firm monagcome another
monitor of the firm. Large creditors, such as bankssurance
companies, mutual funds, and pension funds, oftemeldp close
relationships with firms and can be effective morst Individual
investors tend to rely on the recommendations edicrating agencies.

5.0 SUMMARY

The credit agency’s purpose is monitoring debtassio protect public
investors. However, the industry's structure createsituation in which
the agencies interact only a little with the ineestthey are protecting.
Instead debt issuers pay agencies to give a ratiggncies work with

the issuers and the investment bankers to obt&mnmation about the
debt issue. Most of their business relies on theractions with

corporate participants, not with investors. In tpiocess, they gain
access to private information about the firm.

Most of the agencies’ interactions and the feey ttwmrn are with the

firms they rate, not the investors who use thengati This circumstance
can create misaligned incentives

6.0 TUTOR-MARKED ASSIGNMENT

1. In what ways does debts acts as disciplinaryhar@sms?
2. What are the criticisms of the credit agencies?
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1.0 INTRODUCTION

When corporate scandals occur, shareholders aen ofiewed as
innocent and helpless victims. Investors may begmised into two
groups: individual investors, such as you, yourepts, and Microsoft's
Bill Gates, and institutional investors, such asagpen funds, insurance
companies, and mutual funds. Many institutionalestors actually
invest on behalf of many smaller individual investoShareholders,
both individuals and institutions, lose money wleamporate scandals
occur and firms subsequently go bankrupt. Thus tiexe expressed a
desire for more protection and monitoring of tHein. The very desire
for more protection has everyone, from the stockharges to the
government trying to find ways to protect investorowever, one
guestion that begs asking is why cannot sharelwldiso take care of
themselves? That is, why do they not take moreorespility for the
stocks that they own?

People who own homes will often take precautionssé&deguard
themselves against burglary. Various ways to pt@dwome range from
forming a neighbourhood watch, buying a watchdog,nstalling a
security system to simply locking the doors eacphni Of course,
homeowners also rely on the local police to proteetr homes, much
like investors might rely on the government to pobttheir investments,
but the police obviously cannot guarantee that halimes will be
perfectly protected. This is just as true with sf@iders' stocks.

There are valid reasons why individual investors rd pay more
attention to what they own. Most individual shareleos do not own
enough stock in anyone company to be able to infleeits
management. Nor do most shareholders think it wtrdir time and
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effort to do anything. The gains (e.g. stock piicereases) from their
efforts would be shared by all other shareholdersile they alone
would bear the costs.

If shareholders do anything at all, they sell shdhat they are unhappy
with Institutional shareholders that own many dif®& stocks have
some restrictions about what they can own andihiem, exerting some
of their ownership rights may be worthwhile. Furthgiven the large
amounts of stocks that these shareholders own, itteey be able to
affect the decision-making of the firm. Also thetgmial benefits
accrued from their activism may be large enougbetavorth the effort.
Perhaps institutional shareholders can do morescgsfy given the fact
that individuals have entrusted them to investrthmney.

Therefore institutional shareholder activism copllgy an important role
in monitoring management.

This unit discusses investor activism of variouse, including ways
that individual shareholders can exert some inft@eover the firms that
they own. The focus, however, will be on activism ibpstitutional
shareholders. Problems and constraints that itistiai shareholders
currently face are also described.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. explain shareholders activism
. describe institutional shareholder activism
. identify the obstacles to effective shareholdeivats.

3.0 MAIN CONTENT
3.1 What is Shareholder’s Activism?

There is no formal definition of shareholder aciai Loosely speaking,
any time shareholders express their opinions totaryaffect or to
influence a firm they are being active shareholdeks renowned
example in this nation is by name, Asiwaju Akintanéisalu who parted
this world on 2% December, 2007. During his lifetime, he was reférr
to as the doyen of shareholders in the Nigerian®ass environment.

Shareholders who vote their shares submit propdsdie voted on or
attend annual shareholder meetings could certamlgonsidered active.
Even writing a letter to management regarding saspect of the firm's
operations or social policies could be considers@stor activism. We
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discuss the activism by three kinds of shareholdenslividual

shareholders, large shareholders (defined as theroof a large portion
of a firm's shares), and institutional shareholdeédste that these
shareholder types are not mutually exclusive. Eidre individual or
institutional investor can be a large shareholder.

3.1.1 Activities of Individual Shareholders

An individual investor with only a modest number gfares is able to
attend shareholder meetings, submit proposals teobed by at those
meetings and vote at those meetings. Lewis Gilbegenerally credited
with being the first individual shareholder acttvisin 1932, as the
owner of 10 shares of New York's Consolidated Gasngany, he

attended its annual meeting. While at the meetiegwas surprised and
appalled that he was not given a chance to askiiqossAfter all, he

was a part-owner (albeit a small one) of the fiBabsequently, Gilbert
and his brother pushed for reform and, in 1942 SBE€ created a rule to
allow shareholders to submit proposals that coel@ut to a vote.

Today, most shareholder proposals are governaneeted, primarily

attempting to forge an alignment between shareholdews and

managerial actions. For example, proposals mayeaddssues related
to anti-takeover amendments, shareholder votingsrulor board

composition. Having these proposals passed or éveaght to the

attention of the managers, can certainly have enpiaily positive effect

on the firm.

In practice, however, most shareholder proposalbmgted by
individual investors do not pass especially thobat tgo against
management desires and those that involve obtamibgard seat. One
reason is that it is difficult and expensive foreoshareholder to
communicate with all other shareholders, while & €asy for
management to express its opinions and recommendabin submitted
proposals.

In the academic literature, large shareholders (b@hager-owners and
just plain owners) are in fact found to be activenrtors of the firm.
This should not be surprising as they have thenime and the power
to be effective monitors. Think of it this way:tio firms are identical
in every way but one firm has one or two large shalders who own
10 per cent of the firm each, while the other films dispersed
shareholders where no single shareholder owns thare0.1 per cent
of the firm, then which firm might be better mom#d by its
shareholders? Probably, the firm with the largeednalders.
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It is also worth pointing out that the latter hypetical firm probably

resembles many real public firms for at least t@asons. Some public
firms can be so large that it would take a lot ofalth to own a

significant fraction of it. Further, most investarsey not wish to forgo

the benefits of portfolio diversification by invesd so heavily in anyone
particular firm. So while large shareholders aseful monitors, there
may not be a lot of investors who have the capitahe desire to be a
large shareholder.

There is also a possible third reason why manysfidoa not have large
shareholders. While large shareholders are foundbeo effective
monitors, there is not a consensus on whether btheopresence of a
large shareholder leads to higher firm values. Thight be somewhat
surprising but it is possible that there are firthat have a particular
need for large shareholders and some that do rmt.ekample, a
growth-oriented firm that is in an initial stageits life-cycle may need
monitoring by a large shareholder, while a matinra fnay require less
shareholder monitoring. Further, it is simply difflt to isolate the
relation between shareholder activism and firm genfince because so
many other factors are involved. So while the intgmoce of large
shareholders on corporate governance might be wstiqoed, its
importance on firm value is an on-going debate agndmsiness
scholars.

Large shareholders can, of course, be institutioamakstors. In fact,
because institutional investors have access tams sums of money,
we generally think of them as being the large dtotders of public
corporations rather than individuals. However, itnbnal investors
may be limited in their ability to monitor the fitnThis might be why
the relationship between large shareholders amad Value is tenuous.
We discuss these issues next.

3.2 Obstacles to Effective Shareholder Activities

As stated by Bernard S. Black, a Columbia law msde and well-
known advocate of shareholder activism, “Pensiom$uare encouraged
by law to take diversification to ridiculous extres’

Why do these restrictions exist? In general, thélipufears having
single entities with so much power. This means thiatls are limited in
their ability to become a major shareholder of ax®ybrm and thus they
are constrained in their ability to become strorged more influential
owners.

Bernard S. Black and another law professor, MarkRde, have
adamantly argued that legal restrictions stand h@ way of large

208



ENT224 BUSINESS ETHICS

investors engaging in the beneficial oversight afporations. The pair
contends that the legal and regulatory environmprahibits or
discourages institutional investors from becomiog large, from acting
together, and from becoming significant ownersth#&t same time these
investors face tremendous NSE paperwork if thewidh to accumulate
a significant stake in a firm, while also facing favorable tax
ramifications in the process. Meanwhile, only a féaws actually
encourage or make it easier for institutions tetbective owners.

3.3 Powers and Rights of Shareholders

Shareholders are the owners of the company andstafsindividual
and corporate members. As shareholders they hawerpoand rights
which no group or even the company can lawfullyrdepthem. They
relate to the privileges that are appertaininght gtatus of a particular
shareholder.

The rights as entrenched in the statute, memoranainarticles of
association include.

a) Personal or individual rights, which include:

1) The right to vote
2) The right to refuse to consent to an increasshareholding
3) The right to exercise various statutory rights.

Where these individual or personal rights are bredcthe shareholder
has the power to suit in his personal capacitys Thbecause the injury
iIs done to him in his personal capacity and in scabe he does not
require the consent or approval of any other slddeh to institute an
action to protect his right.

SELF ASSESSMENT EXERCISE
Outline the powers and rights of shareholders.
4.0 CONCLUSION

Shareholders rely on other monitors, such as thE, N& protect their
investments but they should also be more vigilhatrtselves. After all,
it is their money and life savings. When sharehal@ee active monitors
of the firms in which they own stocks, their activi is commonly
referred to as “shareholder activism.” Howeversidifficult and rare
for individual investors, like you, to be activedagffectual. Institutional
investors, on the other hand, are large sharelglderthey may be able
to monitor effectively. In fact, institutional ingtors, such as pension
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funds, actually invest on behalf of their plan papants. Therefore, it
could be argued that these investors should beeasiiareholders.

5.0 SUMMARY

There are some institutional investors that do ety try to engage in
shareholder activism. However, for the most padsimnstitutions are
not active shareholders. This situation may exetalbise institutional
investors face incentive problems, conflict of ret dilemmas, and
regulatory constraints. Should we give institutioshareholders more
power? Or is there a downside to them having toohhawnership and
power.

6.0 TUTOR-MARKED ASSIGNMENT

1. What are the problems hindering the effectivaivdies of
shareholders?

2. When are shareholders said to be effe®tiv
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1.0 INTRODUCTION

Mergers and Acquisitions (M&A) are significant addamatic events.
Yet they are relatively commonplace in the corporabrid. In recent
years, the world has experienced some of the laig&\s ever. For
example, UBA and Standard Trust Bank, Platinum Bankl Habib
Bank becoming bank PHB, and various banks mergedigeria
recently in the recently concluded consolidatioareise.

America Online acquired Time Warner in 2001, Pfiaeught Warner-
Lambert in the 2000, Exxon and Mobil merged in 1988d SBC
Communications merged with Ameritech, also in 199hese mergers
among others created some of the largest firmsiwttieir industries.
During the 1990s and 2000s, the UK seems to begitis own merger
wave. Some of these recent large mergers have bexss-border
mergers, such as Vodafone's (O.K.) acquisitioniofTAuch (US.). Less
than one vyear later, Vodafone Air Touch acquiredniMssmann
(Germany).

There are many characteristics associated with M&Aargers can be
characterised by:

. the type

. the valuation of the firms involved;
. the payment

. the new corporate structure; and
. the legal issues

The merger type could be between firms in the samceistry or
different industries, or they could even be vettioargers where a firm
might acquire one of its suppliers. Participantgatiate over what is a
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“fair” price when a firm is trying to acquire anethfirm. Payment can
be made with their cash holdings, borrowed mondieifoknown as

leveraged buyouts (LBOs), and most often with neargated stocks.
What will the new corporate structure look like? 8ill be in charge

and, which managers or business lines will be meti# Government
agencies try to determine if a merger significamédgluces competition,
in which case it may be deemed illegal, and theestballenged, by the
federal government. There is also the general isfgests and benefits
of conducting M&As, to both the firms and to sogieMany business
schools have separate courses that treat M&Asstend-alone topic.

At this point a question that business studentshiregk is, “Why is a
book on corporate governance discussing M&As?” tmrthe 1980s,
there were occasions where “bad” firms were acquiby other
corporations and even (famously) by individual istees, who then
subsequently imposed dramatic changes (such ag fine target firm's
top managers) to improve the acquired firm's pabflity. These kinds
of corporate acquisitions were often resisted bg thArget firm's
management because they were afraid of losing jobs after their
firms were acquired. These kinds of takeovers &ienaeferred to as
“hostile takeovers.” Such hostile takeovers are edones known as *
disciplinary takeovers” because they represent pmeess in which
“bad™ managers and/or “bad” operating proceduras be eliminated
once their firms are taken over.

This unit first provides a brief overview of M&Aslowever, the unit is
not about M&As per sgo students are highly encouraged to read other
corporate finance books if they wish to learn mabeut this exciting
topic. After the brief introduction, we will thenstuss hostile takeovers
in more detail and also characterise the naturehef disciplinary
takeover. Perhaps most importantly, we will disduss firms and their
managers are able to defend against unwanted taleeowe believe
that these takeover defenses (both at the firm kv at country level)
may have severely hindered the disciplinary takeovarket during the
last two years. We then offer some internationatspective on
takeovers.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. define merger and acquisition (M & A)

. describe takeover defences of target firms

. explain the assessment of takeover defences

. explain the international perspective of takeoasrs governance
mechanism.
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3.0 MAIN CONTENT

3.1 A Brief Overview of Mergers and Acquisition 1 & A)

Mergers and acquisitions can occur for a varietyeafsons. Firms can
merge for strategic reasons to improve operatiooal financial
synergies. In 1999, the merger between Exxon anbliiNexl to reduced
oil exploration costs. Firms can merge to diverdfy expanding into
new businesses. The AOL and Time Warner mergerghtotogether
new and old media. (Le. AOL's internet service dnche Warner's
cable (CNN, HBO) and print media (Time, People, 8pblustrated).

Mergers can be both synergistic and diversifyinge Morgan Stanley
and Dean Witter merger brings together an investniwnk that

underwrites securities and a retail brokerage ftlat sells securities. A
diversifying merger can also be extreme in the seihsit two very

different businesses are joined together. Gendeakiic's acquisition of
the television company, NBC, during the 1980s, dagsic example of
an extreme diversifying merger. Corporate diveraiion can make the
combined firm's profits more stable but there isnsodebate about
whether or not diversifying mergers are good farsholders.

Most of the recent mergers have occurred for graavith for increased
market power. Mergers between UBA and StandardstToan be
viewed as market-power enhancing mergers. In reasants, these kinds
of mergers seem to be popular with banks, pharntiae¢s) oil
companies, and telecommunication firms. In a brsadse, we could
classify all of these merger types into one catggirey are synergistic
in nature through the cutting of costs and riskd #tmough economies
of scale.

While we generally view mergers and acquisitiondasg somewhat
different (a merger is often viewed as a combimatd two or more
firms, whereas an acquisition is viewed as one fouying another),
almost all mergers are essentially acquisitionstrese is often an
explicit buyer and seller when two firms are joinedjether. Exxon
Mobil is often thought of as a merger between egumlt in reality
Exxon acquired Mobil; or put another way, Exxonckaver" Mobil.

There is a popular view that smaller firms are moireble and more
focusedthan larger firms in their ability to generate pimfIn addition,
some believe that managers want to take over coegpaimply to
increase their “empire.” This kind of acquisitias often referred to as
“empire building.” If both of these beliefs are @rgand they are both
widely popular beliefs), then takeovers may not dgmod for the
acquiring firms' shareholders.
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3.2 The Target Firm

Most of the time the “target” firm (i.e. the firmelmg acquired or taken
over) will enjoy a share price increase when itguggition is announced
to the public. Why might this be? A firm, or evamiadividual investor,
may be interested in taking over a target firm lbeeathey believe that
that firm is not performing up to its full potertar that it could become
an even better performer under someone else'sotoiiittre acquirer's
goal under these circumstances would be to taketbeefirm and then
to turn it around (i.e. to make it profitable) bwtitng its fixed or
variable costs (either by getting rid of unnecegsaipenses or through
financial synergy with the acquiring firm), improng its operational
efficiency, or by getting rid of its "bad" managers

Sometimes students new to finance might think itotd that a
successful firm would want to acquire an unsuccgs&fm but the
rationale is pretty simple. If a firm or an indivial were to acquire a
successful firm then they would have to pay a lasge for it and the
subsequent net gains after the takeover may béetimHowever, if a
firm or an individual were to acquire an unsucceiséifm then they
would only have to pay a relatively small sum foiTihe subsequent net
gains may be significant if they are able to contle unsuccessful firm
into a successful one. Unfortunately for the acgibecause the stock
market anticipates these subsequent improvemeritgget firms once
they are taken over, the target firms' share pndk immediately
increase when its acquisition is announced. Acgaiaémost always end
up paying a significant premium for target firm&n interesting debate
among academics and among financial experts inrgkng whether or
not the premium paid for target firms is ever fulgcovered. That is,
does the acquisition end up being a positive NPWYjegot for the
acquirer?

Because the acquirer often pays a premium fordtget firm, the target
firm’s shareholders might like it when their firmere taken over.
However, the target firms’ management team may s@pbeing
acquired. Once firms are acquired, many of thgetafirm’s managers
are then subsequently fired so that the acquiraricstall their own
management team into the newly acquired firm. As gan easily
imagine, corporate CEOs and MDs generally do ketlieing fired.

When management balks at a takeover bid from amested acquirer,
the acquirer may then try to take their takeoverdiectly to the target
firm's large shareholders. If they can buy enougdres then they can
effectively take control of the target firm and s$hthe target firm's
management. When an interested acquirer circumybatgarget firm's
management, it is known as a hostile takeover. Weweit can be
argued that whether or not a takeover is "hostgdeih the eye of the
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beholder. For example, many initial hostile acdigas are eventually
approved by the target firm. Also some firms, fegra hostile takeover,
may try to work out a "friendly” deal with a poteitacquirer. In both
of these cases, the firms involved may publiclyesthat their merger
was a friendly one.

3.2.1 The Notion of the Disciplinary Takeover

Most of the time, when a firm takes over anothenfiwe generally do
not think of them as a “disciplinary takeover.” ftable firms can also
be taken over. Even hostile takeovers are not awagwed as
disciplinary takeovers.

However, because some (if not most) firms that tgken over are
poorly performing firms, there are many people (sas academics)
who view takeovers as an important governance nmestma If a
manager is not doing a good job, either because lb&d at managing or
because he is abusing his managerial discretien Ife is using his
power for self-serving ends), then his firm miglket ¢gaken over and he
is subsequently fired. In this sense, the fear pdtential takeover might
represent a powerful disciplinary mechanism to makee that
managers perform to the best of their abilities &mdnake sure that
managerial discretion is controlled. In a studyowkr 250 takeovers
during 1958-1984, it was found that over half oé tlarget firm's top
manager (usually the CEO but sometimes the MD) fwad within two
years of the takeover. These statistics are prygbedpresentative of
today's takeover landscape.

Therefore, in addition to the synergy motive forrgegs mentioned
previously, we could classify a second broad meggegory as the
disciplinary takeover. It is important to note tinargers can be for both
reasons.

However, while takeovers may be viewed as a govemanechanism,
it is not clear that they are an effectiee. That is, we might NOT be
able to rely on them as being an efficient contobuo the corporate
governance system. First, as mentioned above, @uirac may have to

pay too much for a target. Second, takeovers cocddir for the wrong

reasons (e.g. empire building, corporate diveriion). Third, even if

the acquirer is able to pay a "fair" price for egt, the amount usually
is still significant.

While the idea of disciplinary takeovers as a gongece device might
be new to some, it may be a more familiar ideahtsd of us who
remember the "corporate raiders” of the 1980s.théenU.S. corporate
raiders, such as Carl Icahn and T. Boone Pickens well known to
identify firms that could not control their spenginFor example, Carl
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Icahn took over TWA in 1985 and then dramatically €WA's costs.
Corporate raiders are obviousipt seeking a synergistic-type takeover;
their takeovers are clearly of the disciplinary @éy@hese disciplinary
takeovers benefited target firms' shareholders.yTda rid of "bad"
managers and in the process they themselves ajsgedna profit.
However,we would be remiss if we did not mention an altéuea
viewpoint. These corporate raiders were also ssevillains. Because
raiders often cut jobs to control costs, many peopéwed raiders as
heartless cost-cutters who only cared about magkiafits.

Once raiders obtain enough shares of a firm, tlaeyimpose their will

on to them. If a disciplinary takeover is profitabh and of itself (even
in the absence of a synergy motive) and if it issfective governance
mechanism, then the question that begs askinghisdid we not see
more of them? Even when bad firms were taken mvezcent years, a
synergy-oriented reason rather than a pure invegtoreented reason
was usually cited.

There are several possible .reasons. First, sharespnight have been
inflated due to poor governance, thus making dis@py takeovers an

unprofitable venture. Second, disciplinary takeewget rid of managers
whose questionable actions lead to low, not higbcks prices. For

example, if a wealthy individual investor suspetttat a manager is
“cooking the books,” then this individual may bducant to take over

the firm whose stock price may be artificially etiéd as a result of the
manager's questionable acts.

Third and mentioned previously, it costs a lot amay to buy a firm. A

fourth reason, and perhaps the most importantaistoday there are too
many defenses against takeovers. That is, firmsicstall takeover

defenses which may have effectively disabled tlugeghance device
from playing an active role in our corporate gowrce system. These
takeover defenses are discussed next.

SELF ASSESSMENT EXERCISE

Outline the characteristics associated with Mergers Acquisition.
4.0 CONCLUSION

In the U.S, mergers and acquisitions have beenherrise since the
1980s.In the beginning many of these acquisitioosldc have been
termed hostile takeovers, as acquiring firms wenkihg to take over
target firms whose management did not want them fio be bought.
Many of these acquirers believed they could takeeropoorly

performing firms and then convert them into prdfieafirms. In this

way, M&A can be viewed as “disciplinary takeovers.”
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5.0 SUMMARY

The recent mergers we have seen seem to be marsefbon simply
increasing market power. What happened to the glisary takeover?
In response to the hostile takeover activity of 1880s, many firms and
states adopted anti-takeover devices, thereby weakea potentially
powerful corporate governance device. Besides th8, Wakeover
activity is only common in the U.K. However, giverorldwide
collapses in corporate governance around the wdlleke is a good
chance that we may see a new increased worldwid@ s&ivity in the
near future.

6.0 TUTOR-MARKED ASSIGNMENT

Explain why the takeover of firms is usually ternseddisciplinary.
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1.0 INTRODUCTION

The previous units discussed corporate governaooe the perspective
of agency theory. As described in the first ungemcy theory focuses
on the separation of ownership and control. Shadeh® (owners) are
the central point of concern. From this perspectiarporate

governance is mainly about the incentive systerdsnaonitors designed
to protect shareholder interests. The primary gb#he firm is to create
wealth for these shareholders

However, this is not the only perspective from it consider
corporate governance. Many believe that companiesild have a
greater responsibility to society. Proponents ariipa¢ companies have
unique opportunities to improve society. This stakder view of the
firm describes the firm as having many differerdugys with legitimate
interests in the firm's activities. Corporate gangrce is then defined as
the mechanisms that ensure corporations take reldy for directing
their activites in a manner fair to all stakehokle Strategic
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management concepts argue that this is based a@itingepositive
relationships with stakeholders. Through creatifgesé positive
relationships, firms can create sustainable econemaalth.

In particular, agency theory has been an imporfaarspective for
formulating governance rules, laws, and policythre U.S. However,
many other countries have operated under the ided targe
corporations have a greater responsibility in dgci¢ghan just
maximising shareholder wealth. Their governanceesutend to be
influenced to a greater extent by this duty to apa@ded set of
stakeholders

However, do firms have a sense of social respditgbiSome might
say that they do not but others may argue that shewld. We discuss
the stakeholder view of the firm and we also déscproblems with the
view, which make it difficult to use this view tonsure good
governance.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

. describe stakeholders view of the firm

. define governance and stakeholder theory

. explain the criticisms of governance and stakehdlusory
. state the international perspectives of corporditeeaship.

3.0 MAIN CONTENT
3.1 Stakeholder View of the Firm

A company must maintain relationships with sevgralups that affect
or are affected by its decisions. Stakeholderddmmetified as people or
groups with legitimate interests in various aspetftghe company's
activities. Note that stakeholders are defined lgirtinterest in the
corporation, not whether the corporation has angrast in them.
Companies have varying responsibilities to eaclhefr stakeholders.
While some relationships may be more valuable (opartant) than
others, no one group should be able to dominatef @aie others. These
relationships between managers and stakeholdersagerl on a moral
or ethical foundation.

Clearly groups, such as stockholders, employees,caeditors have a
strong interest in the firm. But what other groupght be considered
stakeholders? Figure 1 shows the different typegaips that might be
considered stakeholders of the firm. The primarakesholders
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(sometimes called contractual stakeholders) hawectli contractually
determined relationships. While the stockholdercassidered a very
important stakeholder, other groups are also ingmbrt Company
employees have short-term interests in the firnthenform of pay and
working conditions and long-term interests in toenf of pension and
health care.

Employees often have labour unions to manage te&tionship with
the firm. Creditors, customers, and suppliers diswve legitimate
interests in the organisation. The secondary (fusk) stakeholders are
impacted by the firm's actions but have limitedtcactual connection to
it. Examples of secondary stakeholders may be otspetitors and
environmental activists. Certainly, local commuasti governments, and
all of society may be affected by the company'ssilecs.

The figure shows just one way to categorise thieint stakeholders of
a firm. Other distinctions could be made. For exngroupings can be
based on the various activities of the firm andséhthat they impact. It
can be based on a resource-view, or industry streicor by social and
political affiliations. Or these stakeholders care Ilgrouped by
institutional, economic, and ethical interests. réhis no consensus on
how these stakeholders should be categorised. Howeall the
stakeholder views illustrate a much different pecsiwe than agency
theory companies have responsibilities to groupberotthan to
stockholders.

A stakeholder view of the firm places its execusiva the center of
managing relations with each stakeholder group. Th&nagerial
objective in this view is to maximise sustainabigamisational wealth
(all stakeholders' utilities) by optimising theselationships. Many
companies now have an organisational unit taskéll @@mmunicating
with stakeholders. These units may have camouflagaches like
“corporate communication department” “or “publidaafs department.”
Others use more direct names like “sustainabilityug” or “corporate
social responsibility committee.
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COMPANY

MANAGERS

Fig.1: Company stakeholders

3.1.1 Legal Foundations

The legal underpinnings of the stakeholder viewhef firm stems from
property rights. This may seem ironic becausetitésstockholders who
own the firm. If stockholders are the owners, dd tiey have the
property rights? Not necessarily. The definition mperty can be
expressed as a “bundle” of rights, which may batéch Owners of
property have the right to engage in a limitedodeictivities.

Consider a land-owner; building a home requiresiling permit. The
government agency that grants the permit must fagprove the
building plans. The building must meet adequatetgadnd appearance
criteria. Land is also zoned for specific uses.sehaws and procedures
protect citizens that may go on the property (syafend the landowners
in the area (appearance and use). Although theynatrewners of the
land, these citizens and nearby property ownerstateholders of this
land. They also have rights.

3.1.2 Corporate Social Responsibility

Corporate responsibility refers to fulfilling theesponsibility or the
obligation that a company has toward its stakeheld&/hen we
examine a particular corporate practice, like predirsus environmental
protection, corporate responsibility can help digtiish between a
stakeholder expectation and a corporate obligatien,is the company
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obligated to provide absolute environmental pravecat all costs or is
it obligated to maximise profits for its investasthe cost of damaging
the environment?

Corporate social Responsibilities (CSR) can be rtstded in the term
of corporate responsibility, but with grater streg®on the obligation a
company has to the community, particularly withpexst to charitable
activities and environmental stewardship. Corporaed social

responsibilities are sometimes described as beintacé contract

between business and a community, whereby the comyrmermit the

business to operate within its jurisdiction to atgab for residents and
revenue through taxation.

Lord Holmes and Richard Watts define CSR as thetimaing
commitment by business to behave ethically andritiute to economic
development while improving the quality of life tfe workforce and
their families as well as of the local communitylawociety at large.

From the foregoing, we can see that CSR is all ahow companies
manage the business processes to generate poofitelf and produce
an overall positive impact on the society from venérobtains all the
resources — human, financial, material and othethat aid the
mentioned processes. CSR is concerned with theicputtierest or
societal wellbeing.

The modern evolution of the stakeholder view offtha advocates that
management develop specific relationships with edtalder groups.
Proponents of this view argue that companies hasaxil obligation to
operate in ethically, socially, and environmentalgsponsible ways.
This active approach is referred to as corporam@akaesponsibility
(CSR) or corporate citizenship.

What is a company's responsibility to society? AeciCarroll has
offered a four-part taxonomy of CSR that lendslitée corporate
citizenship from a managerial perspective. A firhogld conduct its
business in a manner that meets its economic, ,legical, and
philanthropy expectations.

Level I: Economic the first and foremost social responsibility of a
firm is economic. The firm must survive by produgin
goods and services at a profit.

Level II: Legal-society expects firms to operate their business
within the legal framework.
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Level IlI: Ethical-these responsibilities are those over and abave th
ones codified in laws and are in line with societafms
and customs. They are expected, though not requied
society even though they may be ill defined. Thosild
include things such as environmental ethic.

Level IV:  Philanthropy-corporate giving is discretionary, although
increasingly desired by stakeholder communities.

The economic responsibilities (Level I) have thghleist priority. A firm
must be efficient and survive over the long temmgiider to be useful to
society.

However, it must execute its business activitiea iegal (level 1) and
ethical (Level 1ll) way. Philanthropy (Level 1V) e least important
priority.

While corporate citizenship might include charityphilanthropy (Level

IVV), the concept focuses more on engagement wikesiolders to

achieve mutual goals (Level Il and Level Ill). Poogents of CSR argue
that the main drivers of the citizenship trend urle the following:

. globalisation, the worldwide expansion of businassl market
economies

. greater power of global firms should fill the adirs formerly
left to Governments

. pressure from assertive social activists

. an increasingly popular environmental movement; and

. a rising desire in the capital markets to punisimgi not meeting

ethical standards.

Some corporations have responded to this trendnbluding CSR-
oriented statements in their corporate values aadsgThese statements
recognise that CSR has value in a code of conducttbics, a
commitment to local communities, an interest in Eyge health and
education, an environmental consciousness, andgmémmn of social
issues (e.g. diversity, social fairness, etc.).

By embracing citizenship goals, advocates claimpa@tions will

insulate themselves from many activist actionsaldisth stakeholder
confidence in management, enhance the firm's r&pnota and

demonstrate an emphasis on prevention rather thaeative actions.
As a result of these perceptions, firms may findt ttheir goodwill

opens doors to new communities and additional sales
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However, social responsibility is a dynamic procdsstems from the
making of decisions balancing the interests osi@keholders. But these
decisions can only be made from an ongoing contierseamong
affected parties. For this to occur over time, gb@wareness must
become an integral part of the corporate cultutbicgl considerations
become central to this process.

3.1.2.1 Major Social Responsibilities to Sharelaers

Ethics affect individual behaviour in the work pdac Social
responsibility is a related concept but it refevstite overall way in
which a business attempts to balance its commitrieenglevant group
and individuals in its social environment. Theseugs and individuals
are often called organisational stakeholders—tlgrseps, individuals,
and organisations that are directly affected by pmactice of an
organisation and therefore, have a stake in itopaance.

Most companies that strive to be responsible tar teakeholders
concentrate first and foremost on five main growpstomer: Investors,
supplier, and local communities where they do kessn They may
select other stakeholders that are particularlgvaatt or important to the
organisation and try to address their needs andataton as well.

Customers: Business that are responsible to their stakehaltimes to
treat them fairly and honesty. They also seek targd fair prices,
honour warranties, meet delivery commitment, arahaétbehind the
guality of the products or services they sell. Téeent consolidation in
banking industry has forced many banks to turnupesor customer
services as a major competitive advantage.

Employees: Businesses that are socially responsible in tHealing

with employees treat workers fairly make them pHrthe team, and
respect their dignity and basic human needs. Intiadd many of the
same firms also go to great lengths to find, hirain, and promote
gualified minorities. A socially responsible orgsation should strive to
become one of the “best organisations to work floNigeria.” This in

turn will attract more individuals who were anxiotes work for such

highly regarded employers.

Investors: To maintain a socially responsible stance towasekstors,

marketers should follow proper accounting procesiur@rovide

appropriate information to shareholders about fmEnperformance,
and mange the organisation to protect shareholdghtsr and

investments. These marketers should be accuratéhangppearance of
impropriety in such sensitive area as insider trgdistock price

manipulation, and the withholding of financial data
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Supplier: Relations With supplier should also be managetth ware.
For example, it might be easy for a large corporatd take advantage
of supplier by imposing unrealistic delivery schiedand reducing profit
margin by constantly pushing for lower and loweic@s. Many firms
now recognise the importance of mutually beneficgartnership
management with supplier. Thus, they keep themriméol about that
future plans, negotiate delivery schedules ancepribat are acceptable
to both firm, and so forth.

Local Communities. Most businesses try to be socially responsible to
their local communities. They may contribute todbprogrammes such
as MTN'’s sponsorship of Osun and lkeji Festival, aively involved

in charitable programmes such as the donations nigdeseveral
companies to charity homes and churches, and strigemply be good
corporate citizen by minimising their negative irapan communities.

3.1.2.2 Arguments for and against Corporate Social
Responsibility

The following arguments have been advanced in uavaf social
involvement of business.

. Business receives its charter from the societyransit respond to
their needs.

. Social involvement discourages additional governmen
regulations and intervention.

. The organisation sells products/services to theiesoc The

society buys them thus enabling business to makétgrand
perpetuate its existence.

. Better social environment benefits both the socastg business.
The society gains through employment opportunigied goods
and services, while business gains in terms ofinggtits
workforces from the society who is also the consumieits
products and services.

. Businesses have great power which should be mateilec@qual
amount of responsibility.

. Internal activities of the enterprises have impattthe external
environment.

. Social responsibility may be in the interest ofcktwlders.

. Social responsibility creates a favourable pubheage.

. The longer a business stays in an environmenthitjeer the

need for it to contribute towards the developmentsuch an
environment.

. Social problems, if allowed to persist, will adetpha affect the
general public, industries and organisations opegatn the
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environment. Therefore, organisations contributeht® solution
of social problems both in their interest and theeriest of the
total society

Argument against Corporate Social Responsibility
These include:
. The primary motive of business is profit maximisati Hence,

social involvement can reduce efficiency in maximgs
organisational profit.

. Since business is not accountable to the sociesyauld not be
involved in social responsibility.

. Business managers lack the social skill to deah wie problem
of the society.

. Business has enough power, additional social ireraknt would
further increase its power and influence beyondtéim

. Since there is no complete support for social wewlent. This
could lead to disagreement among groups with differ
viewpoints.

3.1.2.3 Managing Social Responsibility Programnse

Making a company socially responsible in the f@hse of the socials
response approach takes a carefully organised andged program. In
particularly, manager must take steps to fostesrapanywide sense of
social responsibility.

1. Social responsibility must start at the top &edconsidered as a
factor in strategic planning. Without the support top
management, no programme can succeed. Thus, topgeraent
must embrace a strong stand on social respongihititl develop
a policy statement outlining that commitment.

2. A committee of top managers must develop a gktailing the
level of management support. Some companies sele asi
percentage of their profit for social programmesINVINigeria,
for example, earmarks 1 per cent of pretax earniagsvorthy
projects. Managers must also set specified prestitior instance,
should the firm train the hard-core unemployed wop®rt the
arts?

3. One executive must be in charge of the firm dgeliVhether the

role is created as a separate job or tied to astiegione, the
selected individual must monitor the programme ansure that
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its implementation is consistent with the firm’slipg statement
and strategy plan.

4. The organisation must conduct occasional soaialit i.e., a
systematic analysis of its success in using fuadsiarked for its
social responsibility goals. Consider the case otompany
whose strategic plans calls for spending N10,0@{6arain 200
hardcore unemployed people and to place 180 of thgabs. If,
at the end of the year, the firm spent N9,800,G0ned 210
people, and filled 97 jobs, a social audit will Gom the
programme’s success. But if the programme has dbst
1,500,000, trained only 90 people, and placed @f6lpf them in
jobs, the audit will reveal the programme’s failuBuch failure
should prompt the rethinking of the programme’slengentation
and its priorities.

3.1.2.4 Problems of Implementing Social Respondiby in
Nigeria

Lack of Adequate Funds A large number of organisations in Nigeria
today do not show interest in social responsibilitie to lack of funds
resulting from low profits. Profits are consistgraidversely affected by
increased production cost.

Low Disposable Income:The government places heavy tax on large
firms which are doing well, leaving them with veliftle disposable
revenue. Hence, social responsibility is never ictamed a priority.

Political Instability: The problem of political instability scares
investors. For those who have already invested, tined to want to get
more of the business profit than investing in thelldveing of the

society.

3.1.2.5 Corporate Social Responsibility and Repation Risk

Managers generate reputation gains that improve ompany’s
opportunities to attract resources, enhance itfopeance and build
competitive advantage. Reputation determines hakebblders are
likely to behave towards an organisation. It cafiuence investors’
decisions to hold their shares, consumers’ andlg&uppwillingness to
buy from or sell to it, the extent and nature @&dia and pressure group
attention, potential recruits’ eagerness to joiant existing employees’
motivation to stay.
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Therefore, the interaction between company andehbtkers can
increase or reduce its reputation capital and tbereaffect the risk of
threats and the opportunity platform.

Risk to reputation can arise from the following:

. Financial performance: The financial results indicate whether
the company strategy is competitive and investoescanfident
that their investment will continue to reap returns

. Corporate governance and quality managementDisplaying
good corporate governance is a major contributorefmutation
and to market valuation. And this is a reflectidrtlee quality of
the leadership.

. Social, ethical and environmental performancesCompanies
should pursue socially-oriented aims, ranging ftbm protection
of the environment as well as the workers’ rights,order to
make the economical rule fit the social one.

. Employees and culture: Shareholders in an organisation’s
human capital is leading them to demand informadiorihe kind
of people employed in the organisation, their ditgr their
skills, their training programmes, their motivatiand attitude to
their employees, their remuneration, etc.

. Marketing, innovation and customer relations By new
processes and innovative goods the company can tamain
competitive advantage and by customer satisfaciiod good
faith in all agreements they have the opporturatgngintain it.

. Regulatory compliance and litigation Not complying with
relevant laws and regulations is one of the masksrifor both
small and large companies: the violation of theslaw internal
corporate regulations can imply serious losses el as bad
consequences for company image.

. Communications and crisis management profit as some
companies are introducing early warning systemsgeatify and
manage events which may lead to crises, so coreepilicies,
and pertinent communication actions can be takeforde
reputation is damaged.
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3.1.2.6  Corporate Social Responsibility and Stainability
Report

Recent years have witnessed a remarkable resurggneeademic,
professional and corporate interest in the areaaafial and ethical
accounting, auditing and reporting (SEAAR). Onekstg common
feature of the myriad of initiatives taking pladesl in an apparent
concern to address the information needs of orgtarsal stakeholders
via the promotion of dialogue and engagement.

Against the background of critique on the negatisecial and
environmental implications of globalisation, muétional enterprises
have become active in reporting on activities utadken to prevent
these externalities of international trade and petidn.

The sustained nature of sustainability reportingaccompanied by
regulatory requirements and government encouragsmé&he number
of reports that includes social (and sometimes fatgmcial) issues has
increased considerably. The more traditional tqmeosthe environment,
corporate philanthropy and employees, are now veageimuch more
attention than the broader external societal issues

Three phases can be identified in the developmef€8R reporting”.
The first, dating from the early 1970s, was seerbéocomposed of
advertisements and annual reports that focusedanoemental issues
but were not linked to corporate performance.

The second phase, in the late 1980s, was chassderby the
introduction of social audits, which examined therfprmance of
companies in the areas of social responsibility hwiespect to
communities, employees, customers, suppliers aveistars. The third
phase, dating from the late 1990s, saw the strength of social
auditing through the introduction of externally sanhd verified
standards.

3.2 Governance and Stakeholder Theory

Can stakeholder theory play a role in corporateegmance? In the
agency theory view of the firm, governance is aladigining managerial
incentives and providing monitoring of managemeshdviour. In the
stakeholder view of the firm, how can managementfdreed to
internalise the welfare of stakeholders?

Managerial incentives can be provided by rewardiragmagement on the
basis of some measure of the welfare of the stdétet® This process
requires clear objectives and performance measunsméefining
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acceptable, multiple missions suitable to all stak#er groups can be
tricky. Another key problem to be overcome is wieeth measure of
stakeholder welfare is available. It is harder teasure the firm's
performance to its employees, customers, etc., tbastockholders.
There is no accounting measure (like earnings) ankat value measure
(like stock price) of the impact of past and cutneranagerial decisions
on stakeholder welfare. The result is that aligmmanagerial incentives
with multiple stakeholder groups and measuring alvgverformance
can become a noisy and chaotic process.

To date, there is no consensus on how to measdresgort on changes
in stakeholder welfare. Ideas that have supporéees the Balanced
Scorecard approach and the “triple bottom line. Ba&anced Scorecard
measures performance in four perspectives: custonmaernal
processes, employee learning and growth, and fiaksaccess. Triple
bottom line accounting expands the traditional camypreporting
framework to take into account financial, enviromta¢, and social
outcomes. While both systems are used by some coeganeither has
been generally adopted.

Regardless of the overall measurement of outcorosganisational
theory states that the firm will only value CSR Ilgod the company
executive exhibits strong leadership in instillicmyporate responsibility
within the company’s culture. The values of thetwd influence the
processes by which the company will try to sol@@blem. Executives
signal which values are important through both eygé incentives and
through organisational structure.

The primary means is that of setting the critepa fecruitment and
promotion. CSR goals are best executed when ingiig¢mployees
have promotion criteria incentives tied to thosealgo A secondary
means are the design of organisational structudepancedures that are
aligned with the values. Mission statements, whetect CSR goals
and organisational units tasked with interactinghwstakeholders, are
examples of structural means of promoting cultuakies. The values
set at the top of the company filter down throughibhe organisation.
Therefore, leadership in corporate responsibilisy dritical to its
adoption by a firm.

3.2.1 Criticisms of Shareholder Theory

The researchers and practitioners of the stakehwvide of the firm use
the concepts in different ways and often use cdrdtaery evidence and
arguments to support the theory. For example, sam&racterise
stakeholder theory as a descriptive theory. Itseduto describe what
firms are doing and how they are doing it. Othess stakeholder theory
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from an instrumental perspective. This approaclvigdes principles and
practices that should be implemented to achieve afarid) certain
results. They portent that if corporate performaresults A, B, and C
are desired, then the firm' should implement stedsland practices X,
Y, and Z. Lastly, the stakeholder view is .usedttvocate how firms
should behave based on ethical and philosophiacatiples. Advocates
of corporate social responsibility or corporateizemship use this
normative approach.

Is the stakeholder view correct? Should we viewmsir from a

stakeholder perspective? If so, then how can weatipealise it?
Because the stakeholder view is not a well-defitedry, it is difficult

to assess. As an example, consider one of the pristakeholders,
employees. Providing employees with high qualityaltie care seems
consistent with the tenets of the stakeholder vawthe firm. The

descriptive approach might ask how many companres paoviding

guality health care. The instrumental approach dde interested in
how the providing of quality health care impacts tlim's stock returns
and operating performance. The normative approablocates that
firms should provide quality health care becauss the moral thing to
do. However, none of these provide the chance temoor reject the
validity of the stakeholder view.

Since the stakeholder view of the firm is diffictdtempirically validate

or reject, can it be philosophically criticised?eBvcritics of corporate
citizenship agree that companies should act regdpgnand should be
seen doing so. After all, this is often good fosibess. However, that is
different than aggressively pursuing the corposaieial responsibility

doctrine advocated today. Indeed, critics argue tleviating too far

from the profit-maximising role of companies woubd harmful to

society.

The critics' argument stems from the experiencedbhanomic progress
comes from profit-related activities. The primamler of business in
society is to act as a vehicle for economic devalemt. In a market-
oriented economic system, economic progress resutsm
entrepreneurial opportunities and competitive presss Successfully
introduced new or improved products enhance praflige increasing
the quality of life in society. Competition forcbsisiness to continually
work to provide goods and services more effectivalyd more
efficiently.

When managers have to take into account a widegeraf goals and
involve themselves in stakeholder engagement #esyihigher costs
and impaired business performance is likely tookell When trying to
serve "many masters,"” managers often become inieein achieving

231



ENT224 BUSINESS ETHICS

any of the goals. Indeed, more exacting enviroriteleand social
standards will bring more regulation. Overregulati@xacts an
enormous cost on society in the form of limitingrgeetition, narrowing
opportunities, and worsening economic performahicgtory shows that
when the economy is intentionally focused on sogedls, such as
employment, production, etc., society becomes waffe The poor
economic performance of the former Soviet Unionp&uand China
(before its more recent move toward a market-b&sshomy) shows
this.

3.3 International Perspectives

Corporate citizenship has different historical soiot different regions of
the world and therefore is viewed with differentrquectives. For
example, CSR in the U.S. derived from the -conflisttween
stockholder-focused managers and social actividiss unenthusiastic
relationship between companies and some activistpy created a
negative attitude towards stakeholder theory inbiliness community.
Over the past few decades, many U.S. business grbape slowly
began to embrace CSR ideas. In the UK and Eurappprate citizen-
ship has been viewed less negatively and is cuyrenitmore holistic
concept. In India, the lack of government efficasythe provision of
social welfare has caused corporations to steptheorole of helping
society. Stakeholder concern is integrated withm firm and is based
on family values.

A stakeholder view of the firm is also reflected many laws

internationally. In the U.K., company directors anandated to include
the interests of employees in decision making (Camgs Act). In

Germany, employee representation is required onabnthe two-tier

boards (co-determination laws). The European Uniparmits

corporations to take into account the interesteraployees, creditors,
customers, and potential investors (harmonisatvs). In Japan, after
the World War IlI, corporations were tasked with teeponsibility for

rebuilding the Japanese economy. The same wasairiorea after its

Korean War in the 1950s. Korean companies thatsiedwon exporting
were even given tax breaks to help them bring abpito Korea.

SELF ASSESSMENT EXERCISE

1. Do you think corporations should have a respmityi to society
in general? Explain.
2. Let's say companies should be good citizens. Haw this be

measured? How can it be enforced?

232



ENT224 BUSINESS ETHICS

4.0 CONCLUSION

The stakeholder view of the firm does not focugtm maximisation of
shareholder wealth but rather an optimisation oé tbustainable
economic wealth of all stakeholders. Stockholdeenployees,
customers, communities, and the environment atesprae examples of
stakeholders. Their legitimate interest in the fiamises from the
perspective that these stakeholders have propgtysrin the firm.
Corporate stakeholder relationships have diffett@storical roots in
different regions of the world and therefore arewed with different
perspectives.

5.0 SUMMARY

The modern evolution of the stakeholder view of fiven, called
corporate social responsibility or corporate citl@p, advocates that
companies have a social obligation to operate hicaity, socially, and
environmentally responsible ways. By embracingzeitship goals,
corporations may insulate themselves from actasions, enhance the
firm's reputation, and find that their goodwill oe doors to new
communities and additional sales. Therefore, a esewfs corporate
citizenship potentially represents another wayftech business people's
behaviours and actions. In this sense, it can hsidered a monitor. But
Is the corporate social responsibility concept gdod society? It is
difficult to do well while doing good. A company rcdail in its social
goals and still succeed as a business but it cdanas a business and
still succeed in its social goals. laddition, how do we create a
governance system based on this sense of citizghshi

6.0 TUTOR-MARKED ASSIGNMENT

1. Does your country subscribe to an agency viethestakeholder
view of the firm? Explain.
2. What is your overall opinion of the role of yatountry's firms in

your country? Is it good for the long run? Whatesra (profits,
environment, etc.) should be applied?
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