MGMT 560: Business Ethics

Section 1: Study Guide


	Define, provide Strengths & Weaknesses, apply to a Situation

	Principal-Agent Relationship

Winans Case
	· The principal authorizes the agent to act on his/her behalf

· Principal – any person who has the legal capacity to perform an act

· Agent – any person capable of acting for the principal.  The agent is obligated to:

· Obey instructions given by the principal

· Act within the scope of authorization 

· Faithfully carry out duties - avoid conflicts of interest

· Strengths: where trust exists, P benefits from A’s skill - A from compensation

· Weaknesses: relies on trust and integrity of parties

	Fiduciary Duty

Lake Pleasant Body Case
	· The confidence & responsibility entrusted to the Agent by the Principal.

· Fiduciaries – have a legal responsibility of loyalty, due diligence, trust

· Make informed decisions

· Make decisions after sufficient deliberation

· Excuse themselves in issues involving a potential conflict of interest

· Directors have the following obligation: 

· Duty of loyalty - act in what they believe is the best interest of the corporation

· Duty of Care – act with the same care that a reasonably prudent person would.

· Ethical Basis – keeping your word

· Utilitarianism –universalize the rule that you should keep your word

· Social Contract – get us out of the “cave” based on trust

	Market and Ethics
	· Some feel that the “invisible” had of the market is the most effective force to keep corporations acting w/in socially responsible bounds 

· The market is inadequate - people can’t bring market pressure on a corporation b/c

· They don’t know IF they are being “injured” by a corporation

· They don’t know WHERE to apply market pressure on a corporation

· They don’t know HOW to apply pressure

· They don’t know WHAT the corporation will do as a result of their actions

	Law and Ethics
	· Some feel that wherever the market is inadequate to control a corporation, the law can shore it up – but there are problems

· Time lag problem

· Corporations play a role in making the law

· Individuals find it difficult to enforce the law against a corporation

· Laws do not prove that corporate social responsibility is unnecessary – only what rules are necessary to spell out to keep a corporation within bounds.

	Subjectivism
	· Decisions made by consulting your own conscience – no absolute right/wrong

· What’s right for me is right for me, what’s right for you is right for you

· Weaknesses - Its all subjective – inconsistent – none of us is infallable

	Cultural Relativism
	· Morals are rooted in the experience, beliefs and behaviors of a particular culture

· There is not objective standard to judge one societal code as better than another

· Strengths –

· Highlights dangers of an absolute rational standard 

· Stresses prejudices of society

· Weaknesses – 

· Conclusion does not follow from premise – people’s beliefs are different from absolute truths – just because people think the world is flat doesn’t’ mean it is

· We cannot say right or wrong is based solely on customs

	Cost-Benefit Analysis

Pinto Case
	· The act should not be taken unless the benefit outweighs the costs

· Must identify a comparable scale to compare alternatives

·  Strengths

· Commonly used measure – relatively simple to make complex decisions

· Based on Utilitarianism (with the strengths and weaknesses thereof)

· Weaknesses

· How do you assign a measure to things with special value (i.e. pristine stream)

· Immoral to assign a measure to a human life

· Willingness to Pay is a bad measure because people want more to give something up than they would pay to get something


	Sex Discrimination

Mismanaged Ms. Case
	· Civil Rights Act of 1964 prohibits discrimination on the basis of sex – 2 theories

· Disparate Treatment – plaintiff must prove that employment/benefit was denied

· Disparate Impact –prove a statistically significant disproportion in effect of an act

· Bona Fide Occupational Qualification (BFOQ) – a legitimate reason to hire certain types of people 

· Weaknesses

· Sex discrimination is hard to prove – employer can prove non-discriminatory grounds for the decision or BFOQ


	Sex Harassment

Mismanaged Ms. Case
	· Civil Rights Act of 1964 is the basis for sexual harassment claims

· Quid Pro Quo Harassment – requesting sex in exchange for job rewards/benefits

· Hostile Environment – unwelcome sexual advances, verbal/physical conduct

· Two elements must be shown to constitute harassment

· Must be unwelcome

· Must contain one of the following three factors:

· Submission is a term or condition of employment
· Submission or rejection of an advance is used as a basis for decisions
· Conduct interferes with work or creates a intimidating/ hostile environment

· Weaknesses

· Sex discrimination is hard to prove– employer can prove non-discriminatory grounds for the decision or BFOQ

	Stakeholders

Poletown Case (GM)
	· Groups and individuals that can affect or are affected by an organization 

· Effects include economic/technical/social/political/managerial

	Enterprise Strategy
	· Identifies the relationship of the firm with society.  “What should/do we stand for?” 

· Integrates social responsibility and business issues into effective management.

· Avoids self-deception between values we espouse and those we enforce

· Foundation for articulation of enterprise level strategy

· Stakeholder Analysis – who are the groups that can affect or are affected by org

· Value Analysis – understanding the dominant values of the organization

· Social Issue Analysis – understanding the social context of the organization

· Generic Strategies

· Specific Stakeholder Strategy – max benefits to small set of stakeholders

· Stockholder Strategy – max benefits to stockholders / max value of firm

· Utilitarian Strategy – max benefits to all stakeholders/stockholders/society

· Rawlsian Strategy – act to raise the level of the worst-off stakeholder

· Harmony Strategy – act to maintain social harmony & gain consensus from society – comes from communitarianism (value community above self)

	Corporate Social Responsibility

	Friedman
	· Businesses should concentrate on making profit – that’s what they are for.  

· Intertwining any social context with business is preaching socialism.

· Only people have moral responsibilities – companies don’t.

· CEO is an agent to the owners and should strive to make as much money while conforming to the rule of law and ethical custom
· CEO should not spend $ on social issues – give it to the shareholders to decide 

· Stakeholders expect CEO’s to make corporate decisions, not social ones

	Dayton
	· Symbiotic relationship between businesses and society - businesses should seek to benefit society, which in turn will benefit them

· Businesses are here at the goodwill of the people, so they should give back to society
· Four constituents include employees, customers, shareholders, and the community 
· Long-range profit is the means and measure of service to these groups and its what binds all these constituents together. 

	Norris
	· Unmet social needs damage profits

· Government can not handle social problems – we need incentives for corporations to manage these problems (corporations are better equipped to do it).

· Egoistic theory with a flavor of social justice.


	RIGHTS & DUTIES

(Provide more basic touchstones for judgment beyond results or motives)

	Intuitionism

W.D. Ross
	· We know from birth what’s right and wrong

· Right and wrong is determined through individual reason and intuition and is determined by seven  “prima facie” duties (things that tend to be our duty, and can be overridden given circumstances) – vs. absolute duties (things that are always right)

· Weaknesses 

· Why can’t we agree on what’s right - Can lead to inconsistent conclusions

· No rationale for why there are 7 prima facie duties

	Humanism

William Frankena
	· Right and wrong is determined through what provides goodwill to others – “Love thy neighbor as thyself”

	Devine Command

Judeo-Christian/Islamic
	· Right or wrong is determined by God’s will as expressed thru nature/revelation

· Weaknesses 

· We can’t agree on one religion or its proper interpretation

· If God commanded dishonesty, injustice, cruelty, would that make them right?

	TELEOLOGICAL

(Ends, Outcomes)

	Egoism

Thomas Hobbes 
	· Act in your own self interest – human nature makes it impossible to do otherwise

· Psychological Egoism – (descriptive – how we behave) 

· People always act in their own self interest – there are no unselfish/altruistic acts

· People who appear unselfish are only doing what they really want to do

· Unselfish acts produce a feeling of self-satisfaction, so they’re not unselfish

· Ethical Egoism – (normative – how we ought to behave) 

· We have a duty to act in our own best interest over the long run (not short term)

· Each of us is uniquely placed to pursue our own wants

· Acting in others interests is offensive intrusion and degrades others

· Strengths

· Theoretical simplicity – you know what you want

· Appears irrefutable – just do what is in your own self interest 

· Weaknesses

· Assigns greater importance to the interests of one person with no factual basis for assigning this importance, so the theory is arbitrary 

· No moral issue can be consistently resolved one way or another via egoism

· Can lead to logical inconsistencies when two people must do conflicting things


	Utilitarianism

Jeremy Bentham

John Stuart Mill
	· Classical Utilitarianism (Act Utilitarianism)

· Actions are judged right or wrong based solely on consequences

· Consequences are evaluated by the amount of happiness that it results in 

· In evaluating happiness, nobody’s happiness is more important than anyone else

· Rule Utilitarianism 

· What general rules of conduct tend to promote the greatest happiness

· Principle of Utility – chose actions with best consequences – not based on divinity

· Greatest Happiness Principle – act to seek the greatest happiness for the greatest #

· Weaknesses

· Justice – allow unjust actions to befall to some to benefit the many

· Rights – allows individual rights to be violated to produce favorable outcomes 

· Backward Looking – only considers future outcomes – ignores past commitments

· Too Demanding – makes charity obligatory vs. supererogatory

· Impartiality – makes family/friends equally important as strangers

· How do you define “good”?

· If what feels good determines what is right = hedonism

	Dualism

Henry Sidgwick
	· Utilitarianism is an essential pillar, but an must also include elements of egoism

· Look at options and chose the best option using a cost benefit analysis – the benefit can be to yourself or to others

· Dualism can be applied to a subset of the world using cost-benefit analysis


	DENOTOLOGICAL

(Motives behind actions, Processes – not worried about outcomes)

	Existentialism

Jean-Paul Satre
	· If it feels right, do it (regardless of the outcome) – values freewill & authenticity
· Weaknesses – 

· Provides no guidance / anchor other than “to thine own self be true”

· Bad outcomes from good acts are ok

	Contractarianism / 

Social Contract

John Rawls
	· What are the set of rules we establish in order to improve our lives – rules based on the fairness of the rule to the referent

· Right or wrong is established by following the rules (even if the outcome is bad)

· Rules allow us to escape the “state of nature” - Remember the “cave” example 

· Strengths

· Rules are necessary for moral living

· Weaknesses

· Not based on the real world – involves fictitious examples

· Rules of fairness become laws, but laws aren’t always correct.  Sometimes Civil Disobedience is justified because the rules/laws are wrong.  

· Least common denominator deserves fairness– they are not explained in theory

	Kant’s Ethics

Immanuel Kant
	· Morality is a matter of following absolute moral rules that can become a universalized and followed w/o exception.  Based on Categorical Imperatives:

· Categorical Imperatives - you ought to do this, period - become absolute moral rules and are universal because every rational being must accept them 

· Hypothetical Imperatives - you ought to do this, if you want that (not universal)

· Humans have intrinsic worth because of the ability to reason (rational agents) - humans should be treated as ends, not a means (animals are not rational and can be treated as a means) 
· Retributivism – “An eye for an eye, a tooth for a tooth” – punishing people

· Jeremy Bentham – punishment is wrong because there is suffering without any compensating gain in happiness

· Utilitarianism – punishment benefits society, but rehabilitating is better

· Kant – rehabilitation is wrong because we should treat humans as rational beings who can be held accountable for their actions – their actions show the way they feel others should be treated, so they can be treated the same 

· Weaknesses

· There are exceptions to the categorical imperatives (i.e. lying to save life)

· There are weaknesses to categorical imperatives (i.e. refusing to help the poor)


	Allison Conceptual Models

	
	Model 1

Rational Actor
	Model 2

Organizational Processes
	Model 3

Individual Politics

	Unit of 

Analysis
	Organization as a whole

(or a representative of the org)
	Subunits of an Organization
	Individuals  (Interplay/Bargaining)

	Behavioral 

Assumptions
	Rational Behavior
	Bounded Rationality

(limited rationality, 

bounded by SOPs)
	Rational – kind of

(covers a wide range or rational/irrational behavior)

	Information Assumptions
	Certainty (?)
	Uncertainty
	Uncertainty

	Behavior
	Cost – Benefit

Max benefit for the org 

(organizational egoism)
	Rules or SOPs

Schemas, Satisficing
	Power, Positions

Chance, Situation



Teleologically based (Utilitarianism)
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