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Abstract

For some time people thought that business and ethics constituted 

separate and mutually exclusive realms. Businesses that perpetuate such 

a belief or still hold that “business ethics” is an oxymoron are at risk. 

Indeed,  managers are now being called on to actively promote ethical-

organizational integrity. Th is means understanding the principles that 

defi ne and creating an organizational culture that measurably encourages 

ethical conduct. Th e reason for this shift in paradigm is clear. Ethical-

organizational integrity drives long-term company success and sustainable 

value production, serves to prevent illegal conduct, and best contributes 

to overall social welfare. Th is book provides a brief introduction to and 

general framework for managing for ethical-organizational integrity that 

will be useful to managers and business students alike. 

Keywords
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Introduction
Being a person brings with it serious existential concerns about how we 

ought to live our lives. To ignore these concerns is to live superfi cially 

and without deep meaning, conviction, or integrity. Th e study of ethics 

tries to provide critical insight and guidance regarding how we ought to 

live our lives. More specifi cally, the study of ethics involves determining 

what truly constitutes good, right, and virtuous behavior. Correlatively, 

actually becoming an ethical person means trying to live by the standards 

and ideals at which we rationally arrive and persuading others to do the 

same. In this process several questions inevitably arise. To what extent are 

we obligated to do good for ourselves, others, and society? When seek-

ing that which is good to what extent do we need to respect the rights of 

other persons? What exactly is a virtue and how do we actually promote 

virtuous behavior? What ought we to do when conceptions of the good, 

right, and virtuous confl ict? Grappling with these questions and acting 

on the often challenging implications that answers bring constitutes what 

Plato famously called an examined life and puts one on the path of a life 

truly worth living.

As the unexamined life is not worth living in general, so too it is not 

worth living if we ignore ethics in our professional, business lives. Much 

of our lives are spent at or thinking about our jobs and the decisions we 

make in business aff ect a great number of people not directly involved 

in our more discrete transactions. After all, business is a complex, inter-

related, and exceedingly infl uential social practice where the impact of a 

single decision may have profound consequences. Engaging in business 

without critical regard for the harm we may cause others or the good we 

can produce, the rights we may infringe upon and the obligations we 

ought to respect, and how our conduct aff ects the kind of persons we and 

others ought to be is unbefi tting a life worth living.

Fortunately, there are few who disagree with the belief that we ought 

to be ethical businesspersons. In philosophical, economic, and even man-

agerial theory the general value and importance of business ethics has 

never really been denied. Indeed, the moral philosopher and then econo-

mist Adam Smith predicated capitalism and the rational pursuit of one’s 
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self-interest on the idea that this sort of hedonism best promotes indi-

vidual and social utility. Smith also appealed to the importance of justice 

as a virtue and heralded what he and others deemed the natural rights of 

liberty and property. We ought to leverage our property to help secure 

our own rational and freely chosen preferences and encourage others to 

engage in market relations to do the same for themselves. In this sense 

capitalism and economics have never been value neutral or amoral. Even 

laissez faire free market capitalists, as it will be demonstrated in chapters 1

and 2, believe that business is a practice designed to ultimately promote 

the greater good and demands managerial allegiance to at least a limited 

conception of corporate social responsibility. Economics, business, and 

management theory is built upon a rather sophisticated ethical frame-

work, relying on normative ideals—one ought do that which is good, 

respect that which is right, and act virtuously—to justify and promote a 

complex variety of market transactions.

Despite a great deal of academic accord, thoughts that “business” and 

“ethics” constitute mutually exclusive domains, or more forcefully that 

“business ethics” is an oxymoron, have prevailed. Statements like “Busi-

ness and ethics? Th ere is a contradiction in terms!” may still ring true in 

many circles. It is important to note, however, that these perceptions and 

statements speak to judgments regarding the way things are perceived 

to be and not necessarily to judgments regarding the way things ought 

to be. Philosophers accordingly draw a distinction between empirical or 

descriptive judgments (how things are) and normative judgments (how 

things ought to be). Th is technical, linguistic distinction echoes a degree 

of common sense likely instilled in us since children. Just because everyone 

is doing something, like drugs, stealing, or jumping off  a bridge, does not 

mean that everyone ought to. So, the empirical statement that “business 

ethics is an oxymoron” does not mean that we are saying that “we ought to 

behave unethically in business,” for example, by defrauding shareholders, 

exploiting child labor, deceiving consumers about product safety issues, 

engaging in foreign corrupt practices, etc.

Th e collapses of business giants like Enron, WorldCom, and Tyco 

and the more recent international fi nancial meltdowns have forcefully 

shifted public attention to normative considerations in business. Like 

never before businesses are now called on to change the way things are 
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to better align with the way things ought to be. For managers this means 

working to establish and maintain ethical corporate cultures, inhibiting 

unethical conduct, and positively promoting ethical–organizational 

integrity. Despite a considerable degree of imprecision, “managing for 

ethical-organizational integrity” seems to refl ect at least three interre-

lated assumptions. First, it assumes that having integrity in some way 

contributes to the wholeness or completeness of a person and leads to 

consistency in thought and action over time. Th e second assumption is 

that this wholeness or completeness derives from having a defi ned and 

wholehearted interest in abiding by the right sorts of ethical principles 

and values. When conducting business, persons with integrity do not, so 

to speak, check their ethics at the door, lose their integrity when times are 

tough, and do not merely act in accordance with ethical standards when 

forced or incentivized. Th ird, ethical–organizational integrity is achieved 

by aligning and unifying individual, company, and social ethical stand-

ards and expectations. It is critical to highlight at the outset that manag-

ing for ethical integrity is necessarily transformative.

Transforming a business culture is a diffi  cult task, however, especially 

when unethical conduct represents the status quo. Given this reality, 

why should managers go through the trouble of organizational change? 

Despite more philosophical concerns about a life worth living, shouldn’t 

they simply weather the storm and wait for the business ethics “fad” to 

run its course? Th ere are two very compelling and pragmatic reasons for 

not considering the current concern over business ethics a “fad.” First, 

several governmental and other voluntary compliance based standardi-

zation initiatives are requiring or otherwise encouraging managing for 

ethical–organizational integrity. In the United States, for example, the 

Federal Sentencing Guidelines suggest a particular program for designing 

and implementing ethics programs with the explicit intent of promot-

ing an ethical–organizational culture.1 Th e programmatic suggestions are 

not mandatory. Nevertheless, companies who adhere to these suggestions 

receive lesser punishments when illegal and unethical acts occur. Compa-

nies who fail to adhere to these suggestions often face rather “draconian” 

fi nes.2 In Japan the Ethics Compliance Management System Standard 

(ECS 2000) has been designed with similar aims as the American sys-

tem.3 Additionally, the international members from the Organization for 
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 Economic Cooperation and Development (OECD) place fostering an 

ethical culture at the core of its Guidelines for Multinational Enterprises.4 

In short, there is an increasing linkage between ethical–organizational 

integrity and legal compliance that is becoming codifi ed in national and 

international standards.

Second, the once arcane notion that “business ethics is good business” 

is beginning to receive more mainstream attention, especially in mana-

gerial theory and organizational practice.5 Indeed, ethical–organizational 

integrity is now being seen as crucial for developing and sustaining such 

things as shareholder trust and lower capital costs, customer satisfaction 

and loyalty, effi  cient and productive workforces, employee retention, sup-

ply chain value, and environmental and social capital. While short-term 

corporate performance may sometimes still be enhanced through unethi-

cal means, the long-term fi nancial performance and sustainable value 

production of individual companies, or even whole industries, can be 

critically tied to their underlying level of ethical–organizational integrity.6 

Companies like Adidas, Ford Motor Company, Standard Chartered Bank, 

the National Australian Bank, Novo Nordisk, Henkel, and Electrolux 

contribute to an increasing body of empirical data showing that ethi-

cal companies can consistently outperform industry standards.7 Manag-

ing for ethical–organizational integrity and the correlation of embracing 

sustainable value production is now becoming a competitive necessity. 

For Unilever Group Chief Executive Offi  cer Patrick J. Cescau the notion 

of “doing well by doing good” is clear. “Companies that successfully 

embrace this agenda and integrate it into their businesses and brands will 

thrive. Th ose that fail to do so, or react too late to the dramatic social, 

economic, and environmental changes that are taking place in the world, 

risk becoming corporate casualties.”8

Answering the following questions will give a general indication if 

companies are adequately addressing ethical concerns, are performing as 

well at they could, or are at risk.

• Does the company have an ethics code of conduct?

• Do mission statements include commitments to legal and 

ethical conduct?

• Does this commitment refl ect stakeholder values and rights?
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• Does the company have clear and measurable ethical 

 objectives?

• Are these objectives tied to performance metrics?

• Are ethical requirements present in company policies and 

procedures?

• Are employees aware of ethics and compliance based 

 requirements?

• Does organizational leadership support ethics initiatives?

• Does the company have a culture that positively supports 

ethical behavior?

• Is ethical behavior part of the hiring, fi ring, promotion, and 

demotion process?

• Are there controls in place to monitor and detect unethical 

behavior?

• Are there incentives to promote ethical behavior?

• Does the company have a formal ethics and compliance 

program?

Despite the growing legal and industry acceptance of the  importance 

of managing for ethical–organizational integrity and the increased atten-

tion companies are paying to addressing these sorts of questions, there 

remain two primary challenges. Th e fi rst challenge is largely philosophical 

and has to do with determining the exact ethical principles and values 

to which an organization and its constituents ought to aspire and the 

corresponding obligations they create. Part of the problem, of course, 

is that competing notions of ethics and organizational values can be 

found at play among diff erent discussants of business ethics. In our 

globalized and pluralistic world, we often fi nd that people simply hold 

diff erent and often competing ethical beliefs about that which is good, 

right, and virtuous. Indeed, academics, shareholders, employees, con-

sumers, activists, governments, and their citizens hold diff erent opin-

ions about the ethical rules and obligations that ought to be imposed 

on businesses. Th ese rules and obligations often diff er across companies, 

nations, cultures, and economies and there appears to be no lasting con-

sensus upon what the proper account of ethical values and standards 

is. As such, disagreement about organizational ethical identity abound.
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Even philosophical conversations and debates about the good, right, and 

virtuous have likewise failed to produce any overarching agreement as to 

the complete nature of morality.

Even where there is some general normative consensus, as for 

instance when most would agree to the propositions that “businessper-

sons ought to be socially responsible” and “businesspersons ought not 

to violate basic human rights,” there is still much disagreement as to 

the more positive and concrete duties and practical implications that 

stem from recognizing these sorts of basic judgments. For example, 

the meaning of corporate social responsibility, say regarding climate 

change or sustainability, diff ers in European and American contexts. 

We also fi nd disputes about the exact corporate duties that correspond 

with human rights, say, on such issues regarding whether or not cor-

porations are morally obligated to provide a “living” wage to their 

employees. Th ere are also disputes as to the kind of character traits we 

desire in businesspersons. Should businesspersons be cold and callous 

or more compassionate? As long as these sorts of questions remain 

unanswered, business and organizational ethics will appear ill-defi ned 

and perhaps even inconsistent. Th is lack of clarity and consistency 

can even threaten to undercut the very organizational–ethical integ-

rity and unity managers are expected to foster. Th e problem is exacer-

bated as multinational companies cross various cultural and economic 

boundaries.

In order to deal with the problem of defi ning what business ethics 

means and actually requires we need to develop certain enduring and 

action guiding principles. When invited to engage in a more philosophi-

cal debate about what principles should be used to determine what is 

good, right, and virtuous many businesspersons and students gravitate to 

one of three views. Th e fi rst is associated with ethical relativism. Th e rela-

tivist tends to hold the following beliefs. I) Persons across diff erent cul-

tures and societies hold diff erent ethical beliefs. II) Th ere is no objective 

truth in morality. III) We ought to respect personal and cultural beliefs 

about ethics.9 In a business context, this means that companies ought to 

abide by whatever rules are deemed ethical given prevailing, associative or 

cultural beliefs.



 INTRODUCTION xv

Is this sound reasoning? Th e fi rst statement seems true. Empirical 

studies in business, sociology, and anthropology suggest as much. Diffi  -

culties associated with holding statements II) and III) come to the surface, 

however, when considering certain types of problematic cases. Suppose 

that in some areas of the world cultural or societal beliefs condoned using 

children of particular ethnicities or classes as slaves. While in general cul-

tural toleration may be virtuous, enslaving children on the basis of race or 

class and subjecting them to exploitative working conditions seems to be 

the sort of thing we ought not to respect. In saying as much we are making 

a strong normative claim and suggesting that we should try and compel 

those who engage in such practices to change their ways. Th us relative to 

III) practicing toleration does not entail that we are morally obligated to 

tolerate great forms of injustice.

Regarding II), there do seem to be objective reasons that one can give 

and defend with regards to normative claims. Why is it wrong to enslave a 

child based on ethnicity or class? Well, enslaving another person and dis-

criminating on the basis of ethnicity or class violates what many regard as 

basic human rights concerning equality and equal opportunity. Are there 

not some rights to which all human beings deserve simply by virtue of being 

human? Additionally, children are often deemed “morally innocent” and 

thus it seems wrong to infl ict deliberate and arbitrary harm on them. Th ese 

sorts of reasons provide a much needed basis for moral evaluation and pro-

gress. Much of the work in philosophical ethics seeks to rationally justify, 

clarify, and defend these sorts of objective ethical claims. Furthermore, the 

statements made in II) and III) are logically inconsistent. Belief III) states 

that we ought to respect personal and cultural ethical beliefs (an objective, 

normative, and moral claim) and II) states that there are no objective truths 

in morality (there are no truly objective, normative, and moral claims); both 

cannot be true. As such, the relativist’s position seems to be self-defeating.

While the relativist’s position seems faulty on philosophical grounds 

we also have very good reasons to reject it on practical grounds. Simply 

put, markets require objective normative commitments to work well or 

even to work at all. A free market is predicated on clear normative com-

mitments that include truthful fi nancial reporting, recognizing and pro-

tecting private property, promoting fair competition and antitrust laws, 
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and honoring contracts. Where free markets exist these specifi c moral 

commitments tend to be legally codifi ed and enforced.

Th e second view commonly used to ground business ethics is expressed 

in the belief that “if it’s legal it’s ethical.” Th e obligation that stems from 

this stance is legal compliance. As in the case of the ethical relativist the 

legal compliance based position is likewise problematic. Quite obviously 

there are many examples throughout history where laws were rightfully 

considered unjust, for example, the case of slavery. Th ose fi ghting to abol-

ish slavery and in fact change existing laws were certainly not regarded 

as acting unethically. Th e compliance based position should at least be 

amended to indicate that we are ethically required to follow just law. 

Th is, however, is a necessary, but insuffi  cient condition for ethical 

behavior. Th e simple fact is that the legal code does not and never will 

cover all of our ethical commitments. As ethical decision-making often 

requires contextualization and judgment, ethical obligations simply can-

not be fully codifi ed. Additionally, situations on the ground change and 

the law often lags behind. Consider the case of pharmaceutical clinical 

trials. Th e United States, European Union, and most developed countries 

legally require a patient’s informed consent and a commitment to put the 

subject’s welfare above the promise of scientifi c gain. Suppose that there 

are underdeveloped countries in which there are no such regulations. In 

countries without these regulations would it then be ethical to, say, test an 

unlicensed pharmaceutical on unknowing children in order to determine 

how harmful the drug’s side eff ects are? Despite being legal there again 

are very good reasons to conclude that engaging in such clinical trials is 

unethical and in fact morally repugnant. One certainly does not need 

to be a philosopher or an ethicist to reach this conclusion. In fact, even 

among legal compliance specialists the idea that “if it’s legal it’s ethical” 

no longer rings true.10

Th e third and once widely held view is that a manager’s ethical respon-

sibility is to simply make as much money as they can for their company. 

As stated by the neoclassical and Nobel Prize winning economist Milton 

Friedman, a manager’s only social responsibility is to maximize profi t for 

shareholders.11 Unlike the relativist- and compliance-based positions this 

view is not obviously wrong. In fact, those who support it rightly draw 

attention to the fact that successful companies in a free market greatly 

contribute to social welfare, for example, by creating jobs, attracting 
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 capital, producing a variety of desirable products, and providing a solid 

governmental tax base. Despite this realization, the profi t maximization 

and shareholder-centric managerial model falls short on other grounds 

and structuring an ethical–organizational integrity program around 

its main principles is ill-advised. Substantiating this conclusion will 

take some work and we will further examine Friedman’s claims in each 

respective chapter.

In short, this book is designed to help business and business ethics stu-

dents and managers understand and resolve the problems associated with 

 fi guring out what ethics actually requires and to provide sound principles 

and processes for those interested in managing for ethical–organization 

integrity. We will use the profi t maximization and shareholder centric 

model as a framework and jumping off  point for doing so.

Chapter 1 begins by exploring the thesis that managers require the 

right sort of conceptual framework when managing for ethical–organiza-

tional integrity. We know that in order to be ethical one must do what is 

good. In business this means being responsible to one’s company and also 

being socially responsible. We begin the chapter by more fully describ-

ing the neoclassical framework for business ethics and corporate socially 

responsibility. While we certainly think that by contributing to a strong 

economic base company success best promotes overall social welfare, we 

sharply disagree with the idea that focusing on shareholders and profi t-

ability best accomplishes this end. In fact, adhering to the rather myopic 

neoclassical managerial framework creates more harm than good.

We then explain, develop, and ultimately advocate a stakeholder ori-

ented approach to ethical–organizational management and corporate 

social responsibility. In short, we fi nd that the stakeholder approach pro-

vides a superior framework for understanding and fulfi lling the ethical 

obligations of business and systematically promoting ethical–organiza-

tional integrity and company success. Th e overarching principle behind 

our approach is that driving long-term company success and sustain-

able value production (however defi ned), understanding and trying to 

meet stakeholder expectations, and developing stakeholder capabilities 

are mutually dependent. Furthermore, that there are various metrics, 

including the long-term market value of a fi rm, stakeholder satisfaction 

measures, and newly emerging social and environmental capital metrics, 

that can and do objectively capture managerial performance and prevent 
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managerial opportunism. We then provide a step-by-step procedure for 

doing what is good in business and suggestions for how to deal with con-

fl ict when perceived goods confl ict.

Chapter 2 provides philosophical insight into the nature and extent of 

stakeholder rights and corresponding managerial duties and off ers ways to 

help resolve moral confl ict when rights and duties confl ict. While chapter 1

focuses managerial eff orts on company success, chapter 2 recognizes that 

there are moral limits to pursuing company success. To help better defi ne 

these limits and the specifi c obligations stakeholder rights impose, we 

introduce some more exacting terminology. As most people recognize 

some moral rights have a greater signifi cance than others. We recognize 

as “fundamental rights” those rights that are the weightiest in nature. We 

take it that these rights are inherently valuable, promote something very 

important (individual integrity and the integrity of social practices), are 

under threat, and the duties that they give rise to ought to always be 

respected.12 Human rights, for example, fall under the category of funda-

mental rights. We then recognize “derivative rights” as those rights that 

may protect something of great importance but nevertheless can be justi-

fi ably infringed upon.13 Privacy rights are of this sort and ought only be 

infringed upon when doing so protects some other greater good. Addition-

ally, the term “special obligation” is used to characterize relationships with 

acutely vulnerable and dependent stakeholders and thus demands extra 

managerial attention and care. We have, for example, special obligations 

when marketing potentially unsafe products to children. We also distin-

guish between “positive rights” and “negative rights” to further clarify the 

nature and extent of managerial responsibilities. Th is terminology is then 

used to identify and prioritize the rights of and corresponding obligations 

due to various stakeholders.

Th e fi rst two chapters are more philosophically oriented and try to 

better defi ne and understand what is good and right to do in business. 

Although technical at times, developing a more philosophically rigorous 

outlook and vocabulary is a critical task. Philosophy and normative eth-

ics set the foundations upon which business and other social practices 

are built and it is of utmost importance to start from a solid foundation. 

If we do not get the foundation right we cannot expect to get the prac-

tice of ethics right. Of course, theoretical and philosophical knowledge 
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does not always lead to ethical action. Employees may know very well 

what ethics requires but lack the character or organizational support to 

act on their beliefs. Chapter 3 addresses these concerns by fi rst providing 

some philosophical insight into what constitutes ethical character and 

how character ought to be developed. In the neoclassical model ethical 

character extends from the agential relationship said to exist between 

managers and shareholders. As good agents, managers ought to faithfully, 

loyally, and with great care attend to shareholder expectations. We again 

fi nd the neoclassic account to be too myopic. Th is chapter draws on the 

philosophy of Aristotle to defi ne and explain the character traits befi tting 

a manager’s relationship with various stakeholders, shareholders included.

Th e second part of chapter 3 identifi es the core features of eth-

ics  programs that promote intellectual and moral development. Th ese 

core features are refl ected in the various ethics- and compliance-based 

 integrity programs mentioned above, for example, the U.S. Federal 

 Sentencing Guidelines, ECS 2000, and OECD suggestions. Th is fi nal 

section is the most practical in nature and will stipulate the processes and 

provide  concrete recommendations for creating and sustaining an ethical-

organizational culture.

Along the way we try to substantiate and illustrate the specifi c claims 

we make and the views we endorse. We do not, however, claim to resolve 

all theoretical and practical issues. Both philosophical and practical issues 

and disputes will inevitably remain unanswered. While there will be cer-

tain things a businessperson ought to never do and some things a busi-

nessperson ought to always do, there is no single formula or managerial 

approach that resolves all issues in business and organizational ethics. In 

our account, being ethical and having integrity is not merely about fol-

lowing discrete rules. Being ethical sets in motion attempts to actively 

and continually transform practices, persons, and ways of doing business 

to better refl ect philosophically grounded normative ideals. Like other 

forms of management, managing for ethical–organizational integrity is 

an art that admits many renderings and narratives and is open to revision 

and trial and error. With this in mind, we end each chapter with sets of 

thought-provoking questions that draw attention to current theoretical 

and practical issues and debates. Does stakeholder theory require a sin-

gle value function? How much should we value profi t? Are corporations 



xx INTRODUCTION

persons? Is there a priority of the right over the good? Are shareholder 

rights primary? Which leadership models better promote organizational 

integrity? Th ese are some of the theoretical and practical questions that 

are raised throughout this work.

Th e emphasis on both normative theory and practice will be of value 

to business managers, executives, and students and instructors alike. Busi-

ness professionals may be more interested in the practical implications of 

this book, but will benefi t by understanding the philosophical ground 

upon which these practices are based. Th e book could certainly be used in 

an undergraduate or graduate management class, providing the instruc-

tor and students with a general framework to further examine particular 

business scenarios and cases and develop more concrete business strate-

gies. Likewise, the text provides enough background of the philosophical 

issues to be used in a more traditionally oriented business ethics course, 

in which case the instructor could easily use the framework provided in 

the book to illustrate the practical import of business ethics, while using 

the normative issues raised as the basis for further in-class and more phil-

osophically oriented discussion and debate. For both management and 

business ethics students, this book provides a framework that can also be 

used to analyze a variety of case studies and complements many of the 

accepted business and business ethics textbooks already in the market.

Finally, it should be noted that this text is written in a style that is 

meant to engage managers and students in an accessible and pragmatic 

manner. One of our primary aims in writing this text is to provide an 

overview of business ethics for managers and students of business that 

can readily be used to analyze and respond to ethical issues in manage-

ment. As such, we have tried to limit discussions of purely theoretical 

issues to those absolutely necessary for a working understanding of the 

salient aspects of organizational ethics and we have tried to keep scholarly 

references to a minimum. For readers who are interested in following up 

on the vast array of academic research pertinent to the issues we discuss, 

we provide references for further reading at the end of each chapter that 

provide a good starting point for further research for such interested par-

ties. Likewise, since our aim is to provide a working model for managers 

to use in developing ethical–organizational integrity, we most defi nitely 

promote a particular view of business ethics in this work. As noted above, 
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we do defend this view and contrast it with alternative views where possi-

ble, given the aims and intended audience of the book. However, to cover 

every dispute between the view we advocate and other competing views 

or to detail all of the theoretical positions that have been taken on these 

issues would have resulted in us writing a much diff erent, and more nar-

rowly academically oriented, kind of book. Again, where feasible we note 

where our view signifi cantly diff ers from others and point readers more 

interested in such theoretical debates to some of the relevant literature.

We believe that the approach we advocate here is both theoretically jus-

tifi able and pragmatically eff ective, but above all, we hope to have written 

a work that will provide managers and future managers with a basic under-

standing of the ethical issues inherent in business and one that gives them 

the tools to constructively manage for ethical–organizational integrity.





CHAPTER 1

Doing What Is Good
In the introduction we mentioned that promoting ethical–organizational 

integrity requires doing what is good. Indeed, doing what is good typically 

involves not only caring for one’s self but includes promoting the welfare of 

others or otherwise promoting that which is deemed valuable (e.g., wealth, 

health, learning and education, security, sustenance, self-respect, etc.). Th us 

in business, doing what is good requires more than just advancing private 

managerial interests or one’s career and, in one way or another, involves 

doing what is good for one’s company, and at the same time promoting over-

all social welfare. But, given the fact that managers have limited resources 

and that there are times when individual and company interests and social 

responsibilities confl ict, this is no easy task. We thus require a framework 

and some basic principles for understanding and helping to guide manage-

rial decision-making.

Economists, management theorists, and even philosophers have long 

tried to provide such a framework. Some claim that corporations ought to 

serve a very narrow set of interests and in doing so best promote company 

and social welfare. Others argue that corporations ought to be responsible 

for trying to meet a wider set of ethical objectives and advance various 

social causes. Th e neoclassical managerial framework and articulation of 

the corporate objective function represents a narrower framework and 

one that has greatly infl uenced management theory and practice. Th e 

neoclassical model states that managers do best for themselves, their com-

pany, and best promote overall welfare, by trying to maximize profi ts for 

shareholders. We begin this chapter by presenting some of the central 

arguments that support this conclusion. We then explain why despite the 

critical emphasis on doing what is good by promoting company success 

some of the traditional neoclassical arguments are unsound. Th e second 

part of this chapter develops a wider, stakeholder oriented framework for 
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doing what is good in business, upon which we believe that attempts to 

promote ethical–organizational integrity should be founded.

The Neoclassical Account of Doing Good

Th e neoclassical management framework came to the forefront of more 

recent debates about business ethics in response to demands for increased 

corporate social responsibility (CSR). Public demands for socially respon-

sible business conduct date back as far as corporations have existed. It was 

not until around the 1950s, however, that CSR became an academic dis-

cipline in its own right and not until the 1960s and 1970s that the topic 

received widespread academic, business, and media attention. Although 

the concept has certainly evolved, CSR advocates in the 1960s and 1970s 

argued that businesspersons should behave like responsible citizens and 

look beyond their mere economic interests to support and drive social 

causes, such as fi ghting poverty, economic disparity, and environmental 

degradation.1

Many traditional, neoclassical economists and management theo-

rists found this trend toward a broad conception of CSR quite trou-

bling. As previously mentioned, Milton Friedman off ered a sharp and 

paradigmatic neoclassical response to the call for a wide sense of CSR. 

For Friedman and others “there is one and only one social responsibil-

ity of business—to use its resources and engage in activities designed 

to increase its profi ts so long as it stays within the rules of the game, 

which is to say, engages in open and free competition without decep-

tion or fraud.”2 Friedman thus concludes that managers ought to focus 

their attention on the needs and expectations of company shareholders 

and make decisions that best drive corporate profi tability. Th e neoclassi-

cal criterion for evaluating strategic management initiatives is certainly 

clear and managerial performance is readily measurable using stand-

ard accounting techniques. Simply put, managers who most effi  ciently 

maximize company profi ts are fulfi lling their professional and social 

responsibilities and nothing more is required; doing more than trying 

to maximize profi ts leads to marked ineffi  ciencies and undermines the 

social values that good businesses promote.
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Th e question becomes, what is the relationship between maximiz-

ing profi ts for shareholders and promoting social welfare? Friedman off ers 

several rather sophisticated arguments that support his position. First, Fried-

man agrees with the basic utilitarian principle that we should act to try to 

maximize the greatest good for the greatest number of people. All utilitarians 

agree to as much. Utilitarians diff er, however, on how they defi ne and dis-

tinguish between “good” and “bad.” Classical utilitarians believe that good-

ness is synonymous with pleasure and badness with pain. Th is is not to say, 

however, that we cannot distinguish between both quantitative and qualita-

tive levels of pleasure and pain. John Stuart Mill, for example,  distinguished 

higher from lower order levels of pleasures.3 For human beings, higher order 

levels of pleasure may not be immediately experienced but nevertheless are 

qualitatively better for those who have experienced them. Having a good 

education is a typical example of a higher order pleasure and one that we 

may not appreciate until later in our lives. Conversely, eating a tasty meal 

will produce pleasure that is qualitatively less than experiencing great art. On 

the classical account we are thus morally obligated to bring about states of 

aff airs that maximize pleasure or happiness and minimize privation and pain 

in a more cultivated, but still largely hedonistic sense. 

Other utilitarians build on these arguments to argue that what is truly 

good is the satisfaction of preferences and what is truly bad is the frustra-

tion of preferences. Advocates of preference utilitarianism thus claim that 

one is morally obligated to act if and only if said act best promotes prefer-

ence satisfaction, which may or may not maximize the most qualitative or 

quantitative levels of pleasure or sensual experience.

Th e notion that we ought to maximize happiness and that this is 

somehow related to preference satisfaction plays an important role in 

neoclassical analysis. Th is is a very important point about the neoclas-

sical view, and one that is sometimes overlooked even by its  supporters. 

Friedman and other neoclassical theorists agree that business must pro-

vide for the overall social good in order to be justifi ed as legitimate ele-

ments of a democratic society, which is to say, that they are not claiming 

that business is somehow an amoral activity. However, their claim is that 

the primary way in which businesses contribute to the overall social good 

is by providing the means by which individuals can best maximize their 
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interests collectively. While the particular details of the theory can be 

quite complex, there are really two essential elements to the neoclassical 

argument. Th e fi rst is that individual preferences, which make up the 

collective good on this view, are best maximized if people are allowed 

to pursue their own interests or associate to best pursue shared interests, 

relatively unrestrained. Th e second is that managers have an agential and 

fi duciary obligation to maximize the interests of owners of a company, 

and that extended attempts to engage in CSR undermine this obligation, 

and thus fail to both maximize wealth and effi  ciently distribute resources. 

We will look at both of these claims in turn.

In the tradition of Adam Smith and preference utilitarians, Fried-

man thinks that the greatest good is promoted in free and competitive 

markets where individuals rationally pursue and bargain to fulfi ll their 

own preferences. Individual preferences defi ne the good of the indi-

vidual, and the collective good is merely the sum aggregate of individual 

goods. Free and competitive markets allow individuals to best fulfi ll 

their preferences, since, at least theoretically, such individuals will only 

engage in exchanges that they believe are to their own benefi t (assuming 

they have perfect information and such transactions are transparent). 

More simply, in this view people will only engage in those economic 

transactions that they see as in their own interests, and thus as long 

as there is no deception or fraud, individual preferences will be maxi-

mized overall. Th is does not mean that there will be no losers in the 

free market, but it does imply maximized preference satisfaction. Such 

situations are described as reaching a state of Pareto Effi  ciency, where 

the happiness of one person cannot be increased without the happiness 

of another person being diminished. In other words, any attempt to 

interfere in basic economic transactions to benefi t some other party can 

only come at the cost of violating the preferences of another and overall 

utility is reduced.

Th e managerial role that best aligns with Friedman’s vision of the 

market is clear. In free and competitive markets managers ought to 

try to most effi  ciently get products and services into the hands of the 

consumers that will pay the most for them. Th is satisfi es consump-

tive consumer preferences. Shareholder interest in exchanging their 

capital for the promise of maximized return on their investment both 
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refl ects and fuels this consumption. And, company profi tability cap-

tures whether or not a manager is succeeding in this task. It is impor-

tant to note that for Friedman, successful companies do not merely 

drive product innovations and satisfy consumer preferences. Successful 

and profi table companies attract capital that may otherwise leave the 

market, create and secure jobs and wages, and in turn promote more 

consumption, provide a tax base for governmental activities and ser-

vices, and in the end arguably best contribute to overall social welfare. 

Unsuccessful companies go out of business, thus freeing up any exist-

ing capital to be redeployed more effi  ciently and productively. When 

all play their respective roles societal preference satisfaction is optimally 

maximized. Th e implications of this analysis should not be underesti-

mated. On Friedman’s account businesspersons are not merely morally 

responsible for their own states of aff airs. Th eir actions, omissions, and 

more generally how they attend to their professional responsibilities 

impact societal welfare at large.

In this model, extending managerial decision-making beyond com-

pany profi tability creates more harm than good. Friedman further 

explains that while we ought to be concerned about and try to eliminate 

societal ills, such as poverty, crime, and pollution, managers are simply 

the wrong persons for the job. He points out that managers typically 

have no training or expertise in dealing with social problems and would 

simply be inept stewards of social causes. Furthermore, what would likely 

occur if we demanded that managers champion social causes is that 

they would opportunistically direct scarce company resources to what-

ever social causes or charities that are most dear to them. Th is would 

not ensure that the most pressing social issues would be effi  ciently and 

eff ectively addressed. Th is opportunistic behavior would, however, end 

up increasing agency costs and, while perhaps fulfi lling managerial pref-

erences and best intentions, would detract from social wellbeing.4 Th e 

basic point of this view is that managers are not best suited to this task, 

and that pursuing it would compromise the social obligations for which 

managers are optimally suited, that is, effi  ciently pursuing profi t. Th e 

only acceptable social causes to pursue are those that would provide a 

return on corporate resources, say through positive marketing, above and 

beyond other ventures.
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Friedman also believes that requiring business managers to  champion 

social causes is socially irresponsible because it undermines the very 

foundations of a free society. Friedman writes that extending managerial 

 decision-making to help secure social goods beyond profi t and wealth is 

akin to socialism and the “nonsense” spoken in its name “does clearly harm 

the foundations of a free society.”5 His claim relies on the  assumption that 

there is a direct link between laissez faire oriented free markets and the 

existence, health, and sustainability of democratic institutions. Under-

mine the market, and you subvert political freedoms and liberties. In this 

line of reasoning Friedman is not alone and similar sentiments are echoed 

by large international institutions, some of the trade liberalization policies 

of the World Trade Organization included.

It is important to note that Friedman does not, as some charge, think 

that business and ethics are separate realms or that business ethics is an 

oxymoron.6 Indeed, Friedman fi rmly believes that managers best drive 

company success by focusing their attention squarely on shareholders and 

profi ts and this in turn is objectively good for society. When managers lose 

sight of this objective they are in fact acting unethically and being socially 

irresponsible. Further, Friedman specifi cally claims that businesses ought 

to avoid fraud and deception and obey the normal moral rules of a soci-

ety. Perhaps somewhat problematically, Friedman does not greatly expand 

on what those moral rules are, or why companies are obligated in the 

preference utilitarian view to be bound by them. Th e very simplicity of 

the managerial framework presupposed by the neoclassical view may be 

its greatest strength, but it also may be belied by the complexities, both 

theoretical and empirical, that even its proponents seem to acknowledge 

when discussing the nature and scope of ethical decision-making.

Assessing the Neoclassical Model

Charting the various criticisms and subsequent defenses of neoclassical 

economics are well beyond the scope of this paper. Some argue in favor 

of Friedman’s laissez faire picture of a free market, others claim that such 

a view of what a market ought to look like is neither necessary nor suf-

fi cient for promoting the greatest good.7 Some even question the sound-

ness of preference utilitarianism as an indicator of economic and social 



 DOING WHAT IS GOOD 7

 wellbeing.8 Philosophically, it is even questionable whether preference 

utilitarianism can be consistently and coherently defended. Many ques-

tions of philosophical psychology, decision modeling, and social identity 

can also be raised with regard to the theoretical presuppositions made 

use of in the neoclassical model. While these debates are philosophically 

interesting, we will focus on a major problem that arises when neoclassical 

economic theory is used to frame and guide managerial decision-making.

Th e general observation is that if not in theory, at least in practice, the 

model leads to a form of managerial myopia where opportunities for value 

production are lost and risk is increased. One reason for this is that taking 

profi tability for shareholders as the corporate objective function tends to 

reduce managerial attention to short-term gains, especially when using 

standard accounting reports and balance sheets or earnings per share cal-

culations.9 While necessary for managing day-to-day operations, focusing 

too closely on short-term success does not promote fi nancial sustainability 

and is not forward looking enough to capture longer term positive and 

negative trends and opportunities. Strategically and myopically focusing 

on shareholders, production, and profi tability is now seen as a managerial 

recipe for disaster. Th is reality poses a distinct problem for new CEOs who 

tend to regard their function as solely working for the shareholders.10 Addi-

tionally, the focus on short-term gain has been seen by many as responsible 

for the kinds of extremely poor business decisions that led to the economic 

crises we have recently experienced in fi nancial markets.

To understand why this would be the case one can consider how 

short-term profi tability can negatively impact production processes. As 

described in the quality management literature, production processes 

operate on an input–output basis. For example, marketing departments 

provide input about customer wants and desires in the form of often 

quite advanced marketing and behavioral studies. Research and devel-

opment employees take these inputs and design product specifi cations 

that meet these perceived desires. Industrial engineers take these specifi ca-

tions and set up production lines to ensure that products meet the specs. 

Suppliers provide raw materials that are then transformed per specifi ca-

tions and production plans into products that the customer wants. Share-

holder investment and consumer spending on these products provide 

the  necessary capital and cash fl ow to keep things goings. At each stage 
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of the process inputs are transformed into outputs and value is created, 

for example, a product that meets customer expectations is defi ned as a 

“quality” product. Management systems that effi  ciently understand and 

meet customer expectations are quality management systems. Metrics 

that objectively capture production process performance include such 

things as on-time delivery, productivity, effi  ciency and the amount of 

scrap material produced, and customer satisfaction. Overall processes per-

formance can likewise be captured by various, more encompassing perfor-

mance measures, including profi tability and the more inclusive Balanced 

Scorecard approach. In general, Balanced Scorecards combine various 

fi nancial and nonfi nancial metrics to create immediate and longer-term 

value production by investing in a variety of stakeholders and associated 

processes and metrics.11

While we do not necessarily endorse the Balanced Scorecard, we do 

believe, as most others do, that myopically driving production processes 

toward rather short-term company profi tability goals brings unnecessary 

risk and can lead to very poor decision-making. A paradigmatic example of 

this sort of failure is refl ected in the hallmark Ford Pinto case. In the 1960s 

Ford Motor Company executives committed to producing a subcompact car 

in order to compete with foreign automakers. In order to quickly gain mar-

ket share Ford accelerated production. In his award winning article “Pinto 

Madness” Mark Dowie explains what speeding up production means.

Design, styling, product planning, advance engineering, and 

quality assurance all have fl exible time frames, and engineers can 

pretty much carry these on simultaneously. Tooling, on the other 

hand, has a fi xed time frame of about 18 months. Normally, an 

auto company doesn’t begin tooling until the other processes are 

almost over: you don’t want to make the machines that stamp and 

press and grind metal into the shape of car parts until you know 

all those parts will work well together. But Iacocca’s speed-up meant 

Pinto tooling went on at the same time as product development. So 

when crash tests revealed a serious defect in the gas tank, it was too 

late. Th e tooling was well under way.12

Th e defect Dowie alluded to was that with minimal rear-end impact 

the Pinto would collapse. In many cases this would puncture the gas tank 
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and with a small spark ignite and engulf the car in fl ames causing death 

or serious injury Ford knew of such cases and engaged in cost-benefi t 

analysis to guide their decision-making. Estimating 180 burn deaths (at 

$200,000/death), 180 serious burn injuries (at $67,000/injury), and 

2,100 burned cars (at $700/vehicle) the total liability was $49.5 million. 

Alternatively, to fi x the design fl aw in all of the aff ected vehicles would 

cost $11/vehicle with a total bill of $137 million. In the end Ford’s deci-

sion backfi red and ended up costing the company millions more than 

initially calculated.13 Th e Ford Pinto case is certainly more complex than 

presented here. Nevertheless, for many their focus on gearing production 

processes for short-term gain and with it myopic reliance on cost-benefi t 

analysis lead to “ethical fading,” where maximizing returns eff ectively 

“blinds” good business and ethical decision-making.14 In the Ford Pinto 

case, safety was not deemed profi table and thus received little attention in 

product design, production, and servicing.

Concerning the value of product safety, a very diff erent reaction and 

outcome is often presented in the case of Johnson & Johnson’s voluntary 

recall of Tylenol aspirin in the early 1980s. A criminal had laced Tylenol 

capsules with cyanide, which resulted in several deaths. In the wake of 

these deaths Johnson & Johnson immediately recalled millions of bottles 

of Tylenol estimated at over $100 million in sales. Citing the company’s 

credo, which dates back to the mid-1940s, Johnson & Johnson executives 

explained that product safety takes precedence over all other concerns. 

As explained by Roger Martin of the University of Toronto’s Rotman 

School of Management, for Johnson & Johnson “customers come fi rst, 

and shareholders last … (and) when customer satisfaction is at the top 

of the list shareholders do fi ne.”15 Johnson & Johnson’s long-term out-

look is argued to have maximized and sustained company value produc-

tion. Moving out from specifi c cases, more extensive empirical data has 

for some time demonstrated a positive and strong correlation between a 

company’s commitment to ethics and social responsibility (and not just 

short-term profi tability) and fi nancial performance.16

While it is certainly the case that employees, suppliers, consumers, 

and shareholders remain at the center of long-term value production, 

another problem with myopically focusing on profi ts and shareholders is 

that other relationships tend to be regarded as external to organizational 
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performance. More recent work in stakeholder management rightfully 

views all relationships with a company as possibly contributing to or 

detracting from company success. In stakeholder management literature 

and practice, business is a more accurately described as a very complex 

and embedded social activity involving numerous, extended relation-

ships with communities, media outlets, governments, political groups, 

activists, trade associations, unions, and other constituencies. As stake-

holders are potentially impacted by and impact company success, all of 

these relationships warrant managerial attention. Note that this does not 

mean that stakeholders deserve equal treatment, merely equal considera-

tion. Understanding and being equally responsive to stakeholders opens 

up new opportunities for value creation, helps to identify risks, and 

makes a company more cognizant of and adaptable to changing market 

conditions.17

In this vein, thinking of managers as mere agents for shareholders and 

characterizing them as opportunistic and inept custodians of the social 

good limits company success. While managers and other businesspersons 

may not have the experience and training to successfully deal with some 

social problems, such as crime, poverty, and infl ation, they are certainly in 

a position to best advance other social objectives. Indeed, it is now gener-

ally recognized that entrepreneurially oriented businesses are often in the 

best position to address important social issues, and, in doing so, to create 

value for their own company. Th is does not mean that managers have the 

expertise to positively deal with all or any social problems. Neither does it 

mean, however, that managers are inept, especially when engaging com-

munity, nongovernmental, or not-for-profi t organizational stakeholders 

in public–private partnerships.

Although maligned in the business ethics literature for their handling 

of the Pinto case, Ford Motor Company’s current actions serve as a bench-

mark for how to eff ectively and effi  ciently champion social causes and like-

wise drive company success in ways that are certainly not inept. Calling on 

the words of their founder, Henry Ford, the current ethos at Ford recog-

nizes that “A business that makes nothing but money is a poor business.” 

Additionally, CEO Alan Mulally declares that despite the challenging eco-

nomic times he has “never lost sight of the environmental and the social 
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goals that are key elements of our business strategy. Indeed, our focus on 

those goals was an important factor in our fi nancial recovery. By delivering 

cars that are greener, safer, and smarter, we enhanced our competitive-

ness and built stronger relationships with our customers.” Stemming from 

this commitment to environmental and social goals, some of the causes 

that Ford champions are philanthropic in nature and motivate increased 

employee participation in programs such as Ford Global Week of Caring 

and community building projects. Furthermore the Ford Dreams through 

Education Fund and the League of United Latin American Citizens have 

teamed up to address dropout rates among Latino students across the 

country. In addition to more philanthropic initiatives, Ford endeavors to 

promote social causes in their industry. To this end Ford leverages their 

position as an OEM to work with suppliers, competitors, and nonprofi t 

organizations to make a positive impact in the markets in which they do 

business. Specifi c eff orts include requiring supplier compliance with the 

environmental standard ISO 14000. It also includes working with the 

Automotive Industry Action Group to promote environmental sustaina-

bility and human rights in the Middle East, Mexico, and South America.18

Of course, Ford is not alone in this area. Many other companies are 

proving that doing well as a company and doing what is good are not 

only compatible but in many ways mutually dependent. Sustainability 

expert Chris Laszlo documents similar success stories at such companies as 

DuPont, Lafarge, NatureWorks LLC, and even Wal-Mart.19 We also fi nd 

similar movements in the highly criticized US banking industry where 

fi nancial institutions are beginning to champion sometimes quite advanced 

and innovative fi nancial literacy programs, often in underprivileged com-

munities. Capital One, for example, is engaged in a  public– private part-

nership with the nonprofi t group Consumer Action. Together they have 

launched MoneyWise, which provides free multilingual fi nancial educa-

tional material and curriculum. Additionally, Capital One has set up and 

supervises student run banks in the Bronx, Newark, and Harlem to help 

teach students banking and other money management skills.20

Given these and other examples, Friedman’s inept custodian 

 argument simply does not hold water. While businesses should not 

champion  each and every social cause, they most certainly can off er 
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advice and direction that is within their area of expertise. So, more spe-

cifi cally, Friedman commits the fallacy of overgeneralization, by moving 

from a limited and narrow set of social problems, such as crime, poverty, 

and infl ation, to a universal conclusion about managerial competence.21

Th e fact that managers and their companies have and continually 

do successfully champion social causes also undercuts Friedman’s doom 

and gloom “free society” argument. We have witnessed a variety of 

corporate social initiatives without losing our democratic liberties and 

rights. We have likewise found relatively free markets operating for long 

periods of time within repressive and antidemocratic political regimes. 

As such, the relationship between markets, economics, and political 

institutions is certainly a very complex matter, but there is no real fear 

that extending managerial attention to include social responsibilities 

beyond shareholders and profi tability would undermine free society 

scholars note that Friedman’s free society argument constitutes a falla-

cious appeal to emotions.22

Finally, we should remember that the limited liability corporation 

itself is a social construct, and not a natural kind. Th is fact is often over-

looked in the neoclassical literature which seems to ignore the fact that 

governments grant special privileges to shareholders not possessed by 

other property owners (mainly those of limited liability), precisely to 

encourage desired social ends (the investment of capital, etc.). Since lim-

ited liability itself is a kind of social bargain struck between democratic 

governments and investors, there should be every expectation that corpo-

rations, in turn, can have obligations and duties not possessed by other 

agents. Th at is to say, if corporations fail to serve a larger social purpose 

and contribute to the general good in specifi cally defi ned ways, there is no 

reason to think they should continue to be granted the special privileges 

that they are.

Certainly, the US Supreme Court’s decision regarding Citizens United 

and other decisions tend to recognize corporations as legal persons and 

thus they must be granted the rights that all persons are aff orded, such 

as due process and freedom of speech. While this is philosophically 

 contentious and we think metaphysically unsound (corporations appear 

to be nothing more than a collection of extant contracts), recognizing 

companies as persons should bolster our case. After all, we at least require 
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persons to be Minimally Good Samaritans. Th at is, when persons are in 

a position to promote a great good or to prevent a great harm without 

incurring too much risk or expending too many resources, we think that 

they are morally obligated to do so. If a person, a good swimmer in their 

own right, is walking by a pool and sees a child drowning and decides not 

to save the child because they will then miss a hairstyling appointment, 

we would rightly regard them as exceedingly immoral and perhaps in 

some cases legally culpable. Th e child may not have a right to be saved 

but failing to do so is nevertheless morally reprehensible. In our view, 

corporations as persons would be morally obligated to do what is good in 

similar and analogous circumstances (industrially polluted environments 

disproportionally aff ect poor children).

Aside from ascribing normative commitments on the basis of the Mini-

mally Good Samaritan basis, one could agree with much of what Fried-

man claims holds true on utilitarian grounds, but regard his argument as 

unsound nonetheless. One could agree that we ought to promote the great-

est good for the greatest number of people and that a free and competitive 

market is the best economic system for maximizing overall happiness. One 

could also agree that company success in such a system best promotes social 

welfare. One could even argue, as we will in  chapter 2, that the manager–

shareholder relationship creates very strong and fundamental managerial 

obligations to attend to shareholder needs and expectations. Despite all 

of this, the neoclassical, shareholder centric, and profi t-oriented manage-

rial framework simply does not best promote and capture organizational 

success and failure. As it fails on descriptive and instrumental or strategic 

grounds it likewise fails within a utilitarian,  normative framework.

Perhaps setting up Friedman’s somewhat dated arguments in this way 

is a bit unfair. Indeed, even those who maintain a shareholder, wealth or 

value-oriented conception of the corporate objective function, now reject 

profi tability for shareholders as a sound management perspective. Michael 

Jensen, for example, argues against the Balanced Scorecard approach, but 

recognizes that “short-term profi t maximization at the expense of long-term 

value creation is a sure way to destroy value.”23 

Th is is where “enlightened” stakeholder theory can play an important 

role. We can learn from stakeholder theorists how to lead managers and 

 participants in an  organization to think more generally and creatively about 
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how the organization’s policies treat all important constituencies of the fi rm. 

Th is includes not just the stockholders and fi nancial markets, but employees, 

customers, suppliers, and the community in which the organization exists. 

Indeed, it is a basic principle of enlightened value maximization that we 

cannot maximize the long-term market value of an organization if we ignore 

or mistreat any important constituency.24 For authors like Jensen, profi tabil-

ity is giving way to such longer-term fi nancial metrics as Economic Value 

Added, Market Value Added, Total Market Value, Total Shareholder Return, 

and Shareholder Value Creation. 

Th us adopting the neoclassical economic model as a basis ethical–

organizational integrity is ill conceived, even if fi nancial success remains 

the primary corporate objective. So like many others, we think that 

stakeholder management is better justifi ed on descriptive, strategic, and 

normative grounds and provides a superior framework for understand-

ing, grounding, and promoting ethical–organizational integrity.25 We 

now need to look more closely at what the more enlightened stakeholder 

 management framework requires us to do.

Doing Good—Stakeholder Management

Th e stakeholder management concept dates back at least to Standard Oil 

Chairman of the Board Frank Abrams’ appeal to shareholders that man-

agers ought to be equally responsible for supporting the interests of stock-

holders, employees, customers, communities, and the public at large.26 

Additional developments in the stakeholder concept occurred with the 

development of Russell Ackoff ’s systems approach to management and 

William Dill’s participatory approach to management.27 Th e notion of 

stakeholder management was formalized in the 1980s by RE  Freeman 

with his groundbreaking work on how and why managers ought to iden-

tify and align the interests of a wide range of  individuals and groups 

previously regarded as external to managerial purview.28 Since then, 

stakeholder theorists have overcome some rather entrenched criticisms, 

including claims that stakeholder management is anticapitalistic, cannot 

provide an objective corporate function, and provides an excuse for man-

agerial opportunism.29 Now, the term “stakeholder” is an accepted part of 

the organizational management vernacular in one form or another.
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Two major reasons for this acceptance are as follows. First, eff ective 

stakeholder management is now seen as essential for long term company 

value production and success. William George frames it best when stat-

ing “Serving all your stakeholders is the best way to product long-term 

results and create a growing, prosperous company … there is no confl ict 

between servicing all your stakeholders and providing excellent returns 

for shareholders. In the long term it is impossible to have one without 

the other.”43 Correlatively, eff ective stakeholder management is now seen 

as necessary for maximizing and sustaining overall social welfare, e.g., by 

promoting environmental and social responsibility or otherwise produc-

ing the best consequences for all involved. Th ese points are further drawn 

out and substantiated later in this chapter. 

Th is of course does not mean that all stakeholder management issues 

have been resolved. Th e thousands of books and articles devoted to the 

topic evidence this fact. For example, there are debates about the proper 

normative foundations of stakeholder management. Th e literature in 

this area is as diverse as in moral philosophy itself and virtue,30 Kan-

tian,31 care,32 discourse ethical,33 pragmatic,34 Rawlsian,35 libertarian,36 

and other theoretical approaches abound. Th ere continues to be consid-

erable discussion about proper stakeholder identifi cation and salience.37 

Questions regarding the relationship between fi duciary obligations and 

stakeholder management are still being raised.38 Th ere are also of course 

various opinions on how to best measure managerial performance.39 

Some, like Jensen, think that company success is synonymous with long-

term wealth production. Some think that corporations should be held 

to a triple bottom line, refl ecting fi nancial, environmental, and social 

performance, and some argue for the Balanced Scorecard approach. And, 

although Freeman does not claim to advocate any particular corporate 

objective function, he does claim that managers ought to try to maximize 

value for all stakeholders. Other sources are much better suited to pro-

vide a more comprehensive treatment of the history of the stakeholder 

concept and related theoretical and practical issues, but it is worthwhile 

to note the wide range of variants, issues, and debates surrounding stake-

holder theory.40

As mentioned in the introduction, we do not claim to resolve all 

theoretical and practical issues and we do not believe that there is one 
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fi xed stakeholder management approach that does so. To our mind, 

stakeholder theory is better thought of as a heuristic model, or “narra-

tive” in Freeman’s account, meant to guide practical decision-making, 

than as a complete theoretical formulation.41 We believe it provides a 

metaphor and a model for managers to think about the various nor-

mative and empirical factors relevant to practical decision-making, and 

does so in a way that is better than the alternative models. While not 

intended as a theoretically complete account of or an algorithm for deci-

sion-making, we do believe that it provides a paradigm for the kind of 

informed and deliberative decision-making that Aristotle referred to as 

practical wisdom.42 In short, one’s particular industry, level of economic 

performance, company, and existing organizational culture will deter-

mine the details that fi t your situation. What we will off er are some 

general, guiding stakeholder  management strategies that will conceptu-

ally ground more specifi c stakeholder oriented, ethical–organizational 

integrity eff orts.

Th e fi rst strategy for eff ective stakeholder management begins with  

properly identifying company stakeholders. In the most general sense, 

we defi ne  stakeholders as any individual or group whose claim on a fi rm’s 

activities could promote or inhibit company value creation and ultimately 

company success. Th is aligns with other broad defi nitions and entails 

that a wide range of potential stakeholders will exist for any corporation; 

including, but not limited to, shareholders and other fi nancers, custom-

ers, employees, suppliers, competitors, governments and citizens, and var-

ious community members and groups, under which we will include local 

and global communities, activist and advocacy groups, nongovernmental 

organizations, and the media. Figure 1.1 provides a simple depiction of a 

wide set of company stakeholders.

Figure 1.1 is perhaps oversimplifi ed, as understanding general stake-

holder categories is too abstract to be useful. Within each category 

managers must identify the specifi c stakeholders with which they are dis-

tinctly related. As mentioned above the category of “community” holds 

various constituencies. Additionally, there are various types and levels of 

employees ranging from executives to types of nonexempt workers. Some 

shareholders have long-term commitments to a fi rm and others may be 

short-term traders and some shareholder groups are more powerful than 



 DOING WHAT IS GOOD 17

others. Furthermore, it should be noted that relations with each stake-

holder constituency can be of interest to the media (they may not have 

a claim on a fi rm’s activities but may certainly have an interest in a fi rm’s 

decisions) and lead to either positive or negative publicity. Th us within 

each stakeholder category there are often various types of constituencies 

that make diff erent sorts of specifi c claims on a fi rm.

Th ese claims can and often are economic and transactional in nature. 

Employees exchange their labor and issue a claim with regards to wages. 

Suppliers exchange products or services for payment. Shareholders 

certainly claim a fi nancial return on their investment. Th ere are also 

claims that are more explicitly moral or ethical in nature. For example, 

an employee may claim to deserve a “living” wage in exchange for their 

labor or desire meaningful work. Community members may lay rightful 

claim to their cultural heritage and integrity and demand that certain 

organizational activities that infringe upon their established way of life be 

stopped. Activist groups may claim that organizational activities that lead 

to environmental degradation or global warming are unjust. Th e implica-

tions of looking beyond a transactional and purely economic understand-

ing of relationships will further play out in chapter 3 when we briefl y 

discuss leadership models. Th e point to make here is that stakeholders 

hold claims that cannot and ought not to be merely negotiated away by 

mere economic incentives or threats. Furthermore, we explain in chapter 2

Employees

CommunitiesFinancers

Shareholders

Competitors
Suppliers

Customers

Governments
and citizens

These relations as covered in the media

Company

Figure 1.1. A wide stakeholder view of the fi rm.
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that some stakeholder claims are morally supported by very weighty 

fundamental rights that ought always to be respected. For example, an 

employee’s right to freedom of movement (whether they claim such a 

right or not) ought never to be denied, for example, chaining a worker to 

a machine is never morally acceptable. In any event, the second step is to 

fi ll in the wide stakeholder categories with particular stakeholder groups 

and then to identify the specifi c claims each group is making.

In terms of these stakeholder claims, managers should understand 

that in principle the ability to eff ectively address and meet stakeholder 

expectations is valuable and processes should be established to do so 

(more on what these processes should look like in chapter 3). In terms 

of fi nancial expectations this is quite easy to understand. Failing to meet 

employee salary demands may undercut employee retention rates. Fail-

ing to pay suppliers on time may lead to poor quality. Additionally, 

continually failing to pay out shareholder dividends may limit capital 

investments. All three examples would impact company success and 

compromise long-term value production. In addition to meeting fi nan-

cial claims, there is also opportunity to promote value and company 

 success by understanding and meeting ethical claims. Th e notion of 

social capital can be used to explain this point. At its basis the concept 

of social capital is a simple one. As Francis Fukuyama explains, social 

capital is “a capability that arises from the prevalence of trust in a society 

or in certain parts of it … if people who have to work together in an 

enterprise trust one another because they are all operating according to 

a common set of ethical norms, doing business costs less.”44 Th us doing 

what is perceivably good for stakeholders (addressing and trying to meet 

their fi nancial and nonfi nancial claims) opens up opportunities for sus-

tainable value creation and drives company success. Although certainly 

not exhaustive, Table 1.1 addresses some stakeholder claims and areas for 

potential and measurable value creation.

So, the fi rst stakeholder strategy is to identify stakeholders and the 

claims they make, understanding the potential for short- and long-term 

value creation when said claims are met. While setting up processes to 

identify and try to fulfi ll stakeholder claims is important, it is also impor-

tant to understand that potential for value creation may not be explicitly 

expressed as a claim. In many cases persons or organizations may not 
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be in a position to express that which is truly best for them and in turn 

for one’s company. For example, company suppliers may not explicitly 

desire to design and implement a formal quality management system, but 

doing might signifi cantly improve product quality, cut production costs, 

increase customer satisfaction, and even give them a competitive advan-

tage over other suppliers. Employees working in impoverished areas may 

be satisfi ed with a low wage and voice no other concerns. But improving 

work place health and safety or educating employees will often improve 

their situation and boost company performance. To cite another exam-

ple, a company’s board of directors may be for whatever reason disposed 

(sometimes out of ignorance) to focus on short-term company profi t-

ability. Helping them to understand more sophisticated fi nancial and 

long-term performance metrics and strategies would enable them to make 

better fi nancial decisions. As members of the US based, National Associa-

tion of Corporate Directors, companies like Aetna, the Home Depot, and 

McDonald’s encourage board development in these and other areas.45 In 

short, simply trying to satisfy stakeholder preferences would thus leave 

opportunities for value creation unrealized.

Th e second stakeholder strategy is to do good by trying to promote 

mutual stakeholder capabilities or, in other words, to do good by improv-

ing on what a stakeholder can achieve (e.g., through education, training, 

improvements in quality of life) in order to generate valuable outcomes and 

mutually drive company success. General or potential stakeholders were 

defi ned as any individual or group whose relationship provides opportuni-

ties for value creation or destruction or who may positively or negatively 

impact value and company success. We defi ne mutual stakeholders as 

having a shared or joint interest in company success, such that develop-

ing their capabilities (e.g., for rational decision-making) helps to drive and 

sustain company success. Mutual stakeholders tend to include shareholders, 

employees, suppliers, consumers, and some members of one’s community. 

Some community activist groups, for example, work with companies to 

create better communities, while others may desire to undermine company 

endeavors. Competitors can be mutual stakeholders, but typically only in 

the case of a joint project or under the guise of an industry association. 

As was the case in analyzing stakeholder claims, it is equally impor-

tant to note that developing capabilities requires more than economic 
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incentives and often involves protecting and promoting the basic things 

required for living a fuller and more meaningful life. Th e work of Martha 

Nussbaum and Amartya Sen illustrates and support these facts.46 Again, 

the relationship between business and ethics is further strengthened. While 

the work of Nussbaum and Sen tends to be set at the macro-economic 

level, their ideas readily translate into strategies for organizational success. 

Table 1.2 lists some of the general principles, rationale, and related appli-

cations for promoting stakeholder capabilities in the workplace, down 

supply chains, and across industries and communities.47 

As already mentioned Ford Motor Company works to promote sup-

plier and even competitor capabilities in terms of promoting environ-

mental sustainability and human rights. With regard to environmental 

sustainability Ford actively works with suppliers and industry partners 

to encourage the development and implementation of environmental 

management systems, life-cycle product and tooling analysis, environ-

mental modeling, and various other sustainability management tools. 

Concerning human rights issues, Ford and other companies have worked 

with governments, suppliers, and industry partners to develop, imple-

ment, and enforce standardized codes for acceptable labor practices. 

Ford Motor Company’s Code of Basic Working Conditions is included 

in Appendix A.

Additionally, Capital One tries to promote the fi nancial literacy of its 

customers and community members. In addition to promoting environ-

mental sustainability, Deutsche Bank makes social investments in pro-

moting community arts and music and educational programs and even 

issuing loans with the explicit purpose of improving the quality of life and 

opportunities for those in impoverished areas. Eff orts to promote stake-

holder capabilities are also undertaken in the public sector. Th e Australian 

Public Service Commission (APSC) recognize that capability building is 

central to organizational performance and produced detailed guidelines 

for promoting the learning and development of public sector employees. 

Th eir eff orts centered on the principles illustrated in Figure 1.2 (a more 

detailed checklist off ered by the APSC is included in Appendix B).50

Th e two strategies for eff ective stakeholder management and doing 

what is good in business are to (1) do what is good for stakeholders by 

understanding and meeting their claims and (2) do what is good for 
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mutual stakeholders by developing their capabilities. Obviously, a com-

pany and its managers cannot meet every claim and develop all capabili-

ties and choices need to be made. Deciding between competing choices 

and stakeholder demands brings with it the  potential for confl ict. When 

doing so keep the following suggestions in mind. First, do not ignore a 

stakeholder group and be sure to take some action in terms of (1) and 

(2). Do not fall into “either–or” decision-making, for example, either we 

meet our shareholder claims or our employee claims. Second, prioritize 

claims and capabilities with regard to the potential for short- and long-

term value production and competitive advantage. Tie your expectations 

into standard and more advanced fi nancial metrics and process oriented 

objectives (more on this in chapter 3). Remember that in principle doing 

what is good for stakeholders promotes company success and at the same 

time more positively promotes ethical, social, and environmental respon-

sibility initiatives. Th ird, think creatively and entrepreneurially about 

how to meet claims and develop capabilities. Look to best-in-practices 

benchmarks for guidance. Fourth, establish processes to ensure continual 

improvement (again, more on this in chapter 3) and make sure that your 

Align
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Integrate
learning with HR and

other business processes

Create
a learning

culture

Provide
appropriate

learning options

Manage
learning

effectively

Support
application of

skills in the workplace

6

5
4

3

2
1

Evaluate
learning and
development

Figure 1.2. Principles for promoting learning and development.
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stakeholders know company actions are taken for their benefi t. Even if 

all claims cannot be met and all capabilities developed, doing these four 

things will help to maintain personal and organizational identity when 

there is confl ict or limited resources. Figure 1.3 represents the basics of 

doing what is good for stakeholders.

Conclusion

In the past stakeholder management was criticized on several grounds. A 

detailed analysis of these criticisms can be found elsewhere.51 Some have 

argued that stakeholder management cannot provide a clear and measur-

able corporate objective function and this in turn will lead to managerial 

opportunism. In our model, managerial opportunism can be controlled 

by objectively calculating the degree to which managerial decision-making 

contributes to long-term valuation and competitive advantage (collectively 

comprising company success). While we do not take a stand on what sys-

tem of measurement one ought to use, many are available and objective 

enough to evaluate managerial performance. Stakeholder initiatives as 
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Identify mutual
stakeholders

List areas for
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development

List particular
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Prioritize claims
and capabilities

within each
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expected
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Think creatively and entrepreneurially

Commit to continual improvement

Figure 1.3. Doing what is good for stakeholders.
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suggested in this chapter can be tied to various standard (e.g., quality met-

rics) and emerging performance metrics (e.g., social and environmental 

capital). Others have argued that stakeholder management implies that all 

stakeholders must be treated equally. We agree that stakeholders and their 

claims demand equal consideration, as all stakeholders can impact value 

production. Equal consideration, however, does not imply equal treat-

ment. All things being equal and where no stakeholder group is wholly 

ignored, managers ought to attend to stakeholder claims and develop 

mutual capabilities that better drive sustainable company success.

Finally, a number of critics have suggested that stakeholder manage-

ment requires particular, often democratic or even socialistic, organizational 

structures and forms of corporate governance. We, and others, realize that 

stakeholder management is less a theory and more a fl exible hermeneutic 

or heuristic to describe, interpret, narrate, and explain business relation-

ships. As such, we follow Freeman to the extent we believe that stakeholder 

management permits and endorses the formulation and evaluation of many 

organizational structures; indeed, the more narratives the better.52 Some 

companies may benefi t by traditional, hierarchical models, others may ben-

efi t by open book management styles, and even others by blended forms of 

corporate governance. As not all companies and organizational cultures are 

the same, within the stakeholder framework, capable managers will explore 

various organizational narratives and implement those that work best. In 

this sense, trying to do what is good for stakeholders and concomitantly 

trying to drive long-term company success is an entrepreneurial process 

that requires open, dynamic, and innovative leaders.

In the introduction we mentioned ethical–organizational integrity 

involves doing that which is good. Th at being said, fi guring out exactly 

what ethics requires can be diffi  cult. While we can agree that manag-

ers ought to promote that which is good for their company and overall 

social welfare, exactly how this should be accomplished is open to much 

debate. In the neoclassical managerial model, managers are said to do 

what is good by trying to maximize profi ts for shareholders. While we 

agree in principle that in largely free and competitive markets company 

success does in fact best promote overall social welfare, we also argued 

that the neoclassical managerial model is too myopic, misses opportu-

nities for value creation, and unduly jeopardizes  company health and 
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overall social well being. Alternatively, the stakeholder management 

framework is a far better model for doing what is good in business and 

for society, which includes meeting fi nancial and ethical claims, develop-

ing capabilities, and exhibiting social and environmental responsibility. 

In the next chapter we will look more closely at the nature of stake-

holder claims in light of doing what is right. We will learn that on the 

basis of certain stakeholder holder rights, in the name of doing what is 

good there are things that we always morally obligated to do and things 

that we are morally obligated never to do.

Questions for Further Inquiry

What are some of the philosophical critiques of free market 

economics?

What are some of the normative disputes in stakeholder 

 management?

What are some of the controversies regarding stakeholder 

 identifi cation and salience?

Should companies adopt a Balanced Scorecard approach or 

 singular value calculation metric?

Is there anything wrong with adopting a triple-bottom-line 

(3BL)?

What are some of the best-in-practice CSR initiatives?

Do CSR obligations diff er from country to country? Are any 

legally mandated?

What are some of the common pitfalls associated with CSR 

initiatives?





CHAPTER 2

Rights, Duties, and Other 
Obligations

In the last chapter we stated that one essential aspect for promoting 

 ethical–organizational integrity is trying to do what is good for stake-

holders. More specifi cally, doing what is good means understanding 

and trying to meet stakeholder expectations and developing mutual 

stakeholder capabilities. When done well this is best for one’s career, 

company, and society. In this chapter, we introduce a second essential 

component for promoting ethical–organizational integrity. Th is involves 

understanding and doing what is right. What we will soon realize is that 

while managing for stakeholders and driving company success is good, cer-

tain attempts to do so may violate important rights and thus may not be 

morally justifi ed. For example, the use of exploited child labor ought never 

to be seen as a legitimate value driver. In the most basic sense, all manage-

rial theories acknowledge a duty on the part of management to do what is 

right, which at times could confl ict with that which is perceived as good. 

However, theories disagree over what the concept of rightness includes.

In the fi rst section of this chapter, we illustrate this disagreement by 

fi rst examining the neoclassical theory of the fi rm and how it defi nes 

proper moral conduct. As we explain, in the neoclassical model a manager 

largely discharges the obligation to do the right thing by acting as a good 

agent, respecting shareholder rights, and meeting minimal standards of 

morality. We argue that this view is too myopic and morally unjustifi ed. 

As was the case in our examination of doing what is good, we and oth-

ers think that stakeholder management provides a more useful decision-

making framework, in this case for identifying and prioritizing various 

rights and corresponding obligations. Th e second section of the chapter 

explains important rights-based terminology, which, although somewhat 

technical, will help students and managers work through those diffi  cult 
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situations when rights and other obligations seem to confl ict. Having a 

fi rm philosophical framework for understanding rights will help in this 

endeavor. We then outline some of the prominent rights held by organiza-

tional stakeholders and corresponding managerial duties and obligations.

The Neoclassic Account of Doing Right

In the last chapter we argued that the neoclassical model fails to do what is 

best for company success and overall social welfare. Independent of con-

sequences, however, proponents try to conclude that managers are obli-

gated to maximize profi ts for shareholders by appealing to rights. Again, 

we’ll take Milton Friedman’s analysis as representative of the neoclassi-

cal position and briefl y outline his arguments. Friedman explains that 

shareholders are citizens and already pay income taxes to the government, 

which include profi ts from equity investments. Th ese taxes are collected 

and freely elected representatives can use these monies to promote cer-

tain social goods and programs. Extending managerial responsibility to 

include additional social welfare programs is unfair on principle because 

it amounts to a form of taxation without representation. Shareholders 

turn over their private capital to managerial agents with the explicit pur-

pose of maximizing the return on their investment. In devoting time and 

resources to pursuing their own social objectives managers are in eff ect 

spending someone else’s money. Friedman maintains that such actions 

violate shareholder proprietary rights and fail to fulfi ll a manager’s agen-

tial and fi duciary responsibility to place their principal’s interests ahead 

of all others. Summarizing Friedman’s claims, moving corporate social 

responsibility beyond profi ts is on principle wrong because it would vio-

late shareholder constitutional, proprietary, and fi duciary rights.1

Like his consequentialist based analysis, Friedman’s rights based argu-

ments are also problematic and prove to be unsound. Specifi cally, the claims 

that devoting company resources to social and ethical objectives is tanta-

mount to taxation without representation and violates fi duciary duties and 

proprietary rights lose their force when we reframe the argument using the 

proper terminology. Following a long tradition of organizational manage-

ment theory, managers do not impose taxes on shareholders, but rather 

make expenditures that show up as fi nancial liabilities or costs. And, there 
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is nothing unethical or illegal on principle about increasing liabilities or 

adding costs. In fact, increasing fi nancial liabilities or imposing operating 

costs without direct shareholder approval is an accepted, necessary, and 

desired managerial function. Managers are paid to use their training and 

expertise to allocate resources on a discretionary basis.

Friedman is correct to say, however, that it is unethical to violate a man-

ager’s fi duciary obligations to shareholders. Shareholders turn over capital 

with the faith and trust that managers will direct their investments in order 

to best drive company success and thus promote a healthy return on their 

investment. Fiduciary obligations are specifi cally designed to prevent the 

opportunistic exploitation of this trust. As such, managers must maintain 

transparency, engage in truthful reporting, try to best carry out the duties 

and nominal functions covered in their job description, and eliminate or 

disclose confl icts of interest. Additionally, managers are not allowed to take 

monetary gain at the expense of company success. In short, managers put 

shareholder interests fi rst by placing company success fi rst and honestly 

reporting on the fi nancial status of the fi rm. Correlatively, shareholders 

own their fi nancial stake in a fi rm and may exit the relationship or exert 

their infl uence through a company’s defi ned governance structure if they 

do not think executives are meeting performance expectations.

Yet, while shareholders are entitled certain rights, their claims on 

managerial behavior are not proprietary in nature. Shareholders own their 

stock, but do not necessarily own the company in which they invest, at 

least in the same sense that shareholders and other persons possess their 

own personal property. For example, shareholders do not exercise direct 

control over company assets. Of course, shareholders do have a right to 

company earnings, but on the whole their infl uence on a fi rm is indirect. 

Shareholders can try to infl uence company decision-making vis-à-vis the 

threat of exit or by infl uencing the company’s board of directors. As rec-

ognized by some, Friedman’s proprietary based argument for shareholder 

primacy is seen to be his weakest.2 Th is, of course, is not meant to suggest 

that shareholders as investors (particularly investors that are in a relation-

ship of acute vulnerability and dependence and whose trust is necessary 

to have a functioning market) ought not to be granted special moral con-

siderations. It merely suggests that it is misleading to think that special 

moral considerations stem from fi rm ownership.
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Th us, imposing costs that represent good faith attempts to drive 

company success simply does not constitute opportunistic exploitation, 

does not violate shareholder proprietary rights, and does not amount to 

a form of taxation without representation.3 

Additionally, in the same way that myopically focusing organization 

metrics and strategies on driving profi tability or even value for sharehold-

ers closes off  opportunities for value creation, the same case can be made 

in the case of rights. Th at is, in the worst cases myopically focusing on 

shareholders closes off  the consideration of prima facie rights from other 

stakeholder constituencies, including employees, suppliers, consumers, 

and communities.4 As we will learn, these rights include entitlements as 

fundamental as human rights. Th e Ford Pinto case is an example where a 

corporate culture focused on short-term profi tability limited the consid-

eration of rather basic consumer rights to know the safety risks of unrea-

sonably dangerous vehicles.

As was the case when trying to understand obligations to do what is 

good, a stakeholder oriented approach to rights provides a more inclusive 

and helpful managerial framework for recognizing important rights and 

correlative duties. Th e next section provides some rights-based terminol-

ogy that will help managers better understand the nature and extent of 

stakeholder rights and deal with moral confl ict.

Rights-Based Terminology

While focusing primarily on shareholder rights will not do, expanding 

managerial vision to better consider a larger set of stakeholder rights can 

be diffi  cult. Indeed, the very simplicity of the neoclassical model of mana-

gerial obligation may in large part explain its pragmatic appeal. Moving 

beyond the neoclassical model necessitates acknowledging a diversity of 

potential obligations that managers must face and integrate into their 

decision-making. As even many people who agree with the critique of the 

neoclassical model recognize, providing for managerial principles that do 

so complicates the nature of managerial decision-making.5 However, in 

our view this diffi  culty should not be overemphasized. Indeed, we believe 

that a clear focus on the basic notion of rights is the best way to illuminate 

the proper scope and nature of managerial obligations. Defi ning some 
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key rights-based terms will help make this transition easier, and so we 

turn to this task fi rst.

In the most general sense a right is simply an entitlement to act in 

a certain way (or not to act in a certain way) and/or to be treated in a 

certain manner. Th at is to say, if a person has a right to free speech, then 

that person is entitled to speak freely if they so choose. Likewise, if a 

person has a right to some money owed to her, then she is entitled to be 

paid back. Importantly, every right entails a duty or obligation on the 

part of other persons. So, to use the examples above again, if a person has 

a right to free speech, then others have a duty not to suppress his speech 

and if a person has a right to some money owed to her, then someone 

else has an obligation to pay her the money back. Of course, many of our 

rights and duties are codifi ed in law. In business, shareholder rights and 

managerial obligations are laid down in securities regulations. Employee 

rights to a healthy and safe workplace are defi ned in occupational health 

and safety mandates. Consumers are protected by product liability laws 

and truth in advertising regulations and rights protecting competitors are 

laid out in corporate and antitrust law. Additionally, rights and duties 

are tied to various professional roles and spelled out in various codes of 

ethical conduct.

Rights can be generated from many diff erent kinds of, and often 

overlapping sources. It is thus is important to distinguish between legal 

and political rights, as well as professional rights and moral rights when 

talking about rights in a business context. Legal and political rights and 

duties are grounded in existing laws and practices and tend to focus 

upon issues of compliance. Often legal duties are taken to represent the 

minimal obligations that companies have to respect. Some of the more 

signifi cant protections occur under the guise of civil rights. Civil rights 

tend to legally protect groups from discrimination and promote equal-

ity and equal opportunity. Legislation tends to protect employment dis-

crimination on the basis of age, gender, religion, race, national origin, and 

increasingly sexual preference and gender identity. Th ese sorts of rights 

are codifi ed in the US Bill of Rights, various European Union Treaties, 

the UN Declaration on Human Rights, and the International Covenant 

on Civil and Political Rights. Other legal rights and corresponding duties 

regarding corporate conduct are refl ected in various levels of national and 
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international corporate law, regarding such things as corruption, anti-

trust, environmental responsibilities, health and safety, sales and market-

ing, and product safety.

In addition to rights and duties codifi ed in law, some rights and 

duties arise from our voluntary associations and relationships. For exam-

ple, professional rights and obligations generally stem from the consensus 

of an established body of experts in a fi eld and typically represent the 

considered view of that body as to what those professionals and their 

stakeholders are entitled to in the practice of the profession. Additionally, 

organizations may and ought to defi ne their ethical expectations and cor-

relative rights and duties. Generally such professional and organizational 

rights are codifi ed in some manner and some provisions are provided for 

maintaining professional or organizational adherence to their strictures. 

For instance, while a failure of professional obligation may not result in 

a legal claim against a professional, it might still result in a professional 

sanction of some kind, such as loss of certifi cation. Failing to meet an 

ethical–organizational expectation may result in demotion or termina-

tion. While professional and organizational obligations are generally less 

fully integrated into the judicial system as legal obligations, there is often 

an overlap between these obligations in practice (for instance, profes-

sional boards may be given the legal authority to govern certain aspects 

of professional practice in some fi elds). For example, when joining the 

Sales and Marketing Executives International organization, members are 

expected to acquiesce to the rules of ethical conduct (see Appendix C). 

Other professional associations, including associations of accountants, 

lenders, mortgage realtors, engineers, journalists, information technolo-

gists, computer programmers, and others, adhere to their own ethical 

codes. Th ese codes often extend beyond the letter of the law and expect 

more than mere compliance. Other voluntary obligations arise at more 

personal levels. For example, if I agree to give you a ride home after work 

you have a right to expect me to do so.

Finally, moral rights are generated out of particular moral systems 

and may or may not carry any sort of offi  cial sanction or be generally 

recognized in any substantial manner. While many legal, political, and 

professional rights stem from and refl ect certain concepts of moral rights, 

it is nonetheless true that at least some (and in some areas many) of what 
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are typically referred to as moral rights and duties may not be codifi ed in 

law, or professional affi  liation. For example, libertarian oriented moral 

rights entitle all human beings to liberty and property. All governments 

and political structures, however, do not refl ect these rights. Accordingly, 

moral rights and duties provide a basis for a more robust normative evalu-

ation of actions and practices. Th e types of rights commonly discussed in 

business are identifi ed in Table 2.1.

Of course, the diffi  culty with claims about moral rights and obliga-

tions is that there is no generally accepted agreement on what moral sys-

tem should be universally adopted. Not surprisingly, both ordinary people 

and philosophers have often held lots of diff erent views about what the 

correct moral system is. Nonetheless, we should not let such disagreement 

lead us to question the general signifi cance of rights. Indeed, what is per-

haps more informative than the disagreements is what these diff erent the-

ories can tell us about the importance of rights. In this regard, we would 

accent that while there is no philosophical agreement as to what moral 

system we should adopt, there is general agreement about the impor-

tance of moral rights and duties. Moral claims, at both the practical and 

theoretical level, are rife with talk about rights, and nearly every theory 

acknowledges that we have to account for the signifi cance of this language 

of rights and duties in some manner. Second, we would note that looking 

at diff erent moral systems can provide for a heuristically useful way of 

seeing how diff erent kinds of rights are generated and the various ways in 

which rights manifest themselves. Here, we wish to explore some of the 

basic ways in which these more theoretical issues can be used to ground a 

Table 2.1. Types of Rights and Duties
Legal and political Rights and corresponding duties are derived from a 

particular legal and political system and outline rules for 
minimal compliance

Relational (professional, 
organizational, personal)

Rights and corresponding duties derived from joining a 
professional body or organization or from other voluntary 
relationships (e.g., promising)

Moral Rights and corresponding duties derived from a 
 particular moral system (e.g., deontology, utilitarianism, 
 libertarianism, etc.), which may or may not be refl ected 
in, but provide a means for morally evaluating, legal, 
political, professional, or organizational ethics 
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basic understanding of rights that acknowledges what we take to be some 

basic features of rights and obligations that are generally defensible.

Perhaps the most straightforward justifi cation for and explication of 

our moral rights and obligations is found in what is referred to as deon-

tological or duty based ethics. Deontological theories take rights to form 

the basic moral units that undergird all of our social interaction. Such 

theories typically describe rights as necessary for protecting and fostering 

the inherent worth and dignity of human beings regardless of the contin-

gent  features that distinguish them. As a chief proponent of deontologi-

cal  ethics Immanuel Kant famously stated that one ought never to treat 

another person as a mere means to an end.6 For Kant, persons possess 

the ability to engage in rational and autonomous thought and therefore 

possess inalienable and nontransferable rights. To treat a person as a mere 

means on this view is to treat a person as one would use an object, without 

regard for his or her rational capacity. So, for instance, in Kant’s view lying 

to someone in order to get what we want is wrong precisely because it takes 

away the ability of the person lied to to rationally consent to the endeavor.

Importantly, Kant does not claim that we cannot use people as means 

to our own ends, since we must do so all of the time to achieve our ordi-

nary ends. Instead, he claims that we cannot use them as mere means, 

without any regard for their status as rational persons. Th e diff erence really 

amounts to the diff erence between using someone as a mere thing for our 

own purposes versus engaging in interactions that are based in mutual 

consent and respect for the other. Th e rights of personhood stemming 

from our rational nature on this view necessarily entail the obligation of 

other rational beings to respect this fundamental feature of our person-

hood. Among the corresponding obligations required to properly respect 

another’s right to be treated with dignity and respect are the categorical 

obligations to not deceive other persons or steal from them and the duty 

to continually try to develop and support rationality and autonomy.

While strict deontological theories accent the inherent moral worth of 

persons, other theories attempt to show that rights and duties are also often 

described as necessary for establishing and maintaining the integrity of 

our social practices. Philosophers and social theorists stressing the impor-

tance of social integrity note that without established and respected moral 

rights and duties, social practices tend to undercut trust,  cooperation, and 



 RIGHTS, DUTIES, AND OTHER OBLIGATIONS 37

solidarity and promote deceptive, and often violent, behavior.7 In a free 

market this would threaten the willingness of buyers, investors, and sellers 

to exchange capital and other things that they value. Th e benefi ts of a free 

market require recognizing and promoting certain proper moral rights and 

sentiments, such as respecting the right to private property, liberty, and 

nondeception. Without a respect for these more universal moral rights 

free exchange may give way to morally unscrupulous actions. Indeed, one 

major contributing factor in the most recent fi nancial meltdown was the 

prevalence of fraud and deception. Among other things, this undercut the 

ability of investors to assess risk and consequently froze the fl ow of capital.

Identifying and respecting moral rights and duties is thus necessary 

for establishing and maintaining both individual integrity and that of our 

social practices. Given our analysis in the last chapter this should lead to 

measurable results in terms of driving company success, perhaps most 

explicitly in helping to develop and maximize social capital and trust. 

Even if in individual cases it does not, respecting certain moral rights, 

for example, human rights, ought to take precedence over other obliga-

tions to do what is good and what is right. However, even if we recognize 

the basic importance of rights, there is always the potential for diff erent 

rights and obligations to confl ict in practice. For instance, while often 

many stakeholder rights align with both each other and with other mana-

gerial obligations, inevitably confl ict between various stakeholder rights 

and managerial obligations will occur. Diff erent moral theories tend to 

off er diff erent theoretical models for accounting for and resolving these 

confl icts of various rights and obligations. Here, while avoiding a lengthy 

analysis of the nature of these theoretical discussions, we will provide an 

overview of some of the ways in which talk of rights and duties can be 

further parsed in order to better understand and approach such potential 

confl icts. In our view, providing for such a more exacting rights-based 

terminology allows managers to better prioritize stakeholder rights and 

duties and respond to ethical dilemmas in the workplace.

Fundamental Rights and Duties

As most people recognize that some rights have a greater signifi cance than 

others, we can make an initial distinction between diff erent sorts of rights 
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based upon the “weight” that they carry. In our model, what we recognize 

that “fundamental rights” refer to the rights that are the weightiest in 

nature. We take it that these rights are inherently valuable and that the 

duties that they give rise to ought to receive the highest priority and ought 

always to be respected. Following Th omas Donaldson, we will say that 

fundamental rights: (1) protect something that is vitally important, (2) 

are subject to signifi cant and recurring threats, and (3) fairly distribute 

the economic distribution of the duties they impose.8 Expanding upon 

the third criterion, we fi nd that respecting fundamental rights, driving 

company success, and maximizing value are compatible. But, stated more 

forcefully, we regard the right to exist as a corporation contingent upon 

respecting fundamental rights. As such, if a company cannot be successful 

while at the same time respecting fundamental rights it is fair to impose 

economic burdens or other sanctions that may compromise the economic 

solvency of that company.

Expanding upon the fi rst criterion we further defi ne “vitally impor-

tant” in two ways. Something is vitally important if (a) it is necessary for 

promoting and protecting individual integrity, dignity, and respect or (b) 

if it is regarded as necessary for a crucial social practice to exist or fl our-

ish. Human rights fall under the category of (1a). An abbreviated version 

of the UN Declaration on Human Rights is included in  Appendix D.9

Rights and duties that are necessary to promote and sustain value crea-

tion and accepted market conditions fall under (1b). Th ese rights and 

duties tend to protect private property, liberty, ensure fair competition 

and shareholder trust, contracts, and deter fraud.

Derivative Rights and Duties

Derivative rights and duties are not logically or practically essential for 

individual integrity or the integrity of social practices and may be jus-

tifi ably infringed upon, at times, if they confl ict with other important 

rights or interests. Following noted business ethicists Joseph DesJardins 

and John McCall, derivative rights “depend for their importance on an 

instrumental contribution toward achieving some other good.”10 Even in 

such cases when infringing upon another’s right is justifi able, this does 

not, however, deny the importance of these rights. So, the imposition of 
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derivative rights must in some way balance and suitably protect the con-

fl icting interests involved. Th us in order to protect competing interests 

and rights, infringing upon a derivative right requires signifi cant warrant. 

While such rights might be occasionally waived, they are not to be rou-

tinely ignored.

Privacy is an illustrative example of a derivative right. Privacy rights are 

certainly very important and to a large degree necessary for the develop-

ment of individual autonomy and for sustaining important relationships, 

such as those found in doctor–patient and lawyer–client relationships.11 In 

our public and private lives, however, privacy can be justifi ably infringed 

upon if there is good cause, given competing moral concerns. For instance, 

we might justifi ably breach someone’s privacy in order to protect national 

security or respond to the commission of a serious crime. However, even 

in doing so, we would require a formal degree of warrant in order to justify 

the breach of privacy. In such cases, we need to balance the interests in 

security or public welfare against those of privacy. In our view, violations 

of derivative rights are only justifi ed if there is another signifi cant moral 

imperative that can only be served by violating such a right and the viola-

tion in question is done in the least extensive manner possible.

In business, privacy rights are also regarded as important, both for 

individuals and for the protection of corporate interests. On one hand, 

businesses require information that may otherwise be considered private 

(e.g., employee criminal background, fi nancial status, medical history or 

sensitive consumer information) in order to protect their interest. On the 

other hand, privacy rights may include certain freedoms deemed impor-

tant both inside and outside of the work setting (e.g., freedom of expres-

sion, association, and autonomous identity formation). As in our lives 

out of work, in business privacy rights can likewise be infringed upon if 

there is good cause. For example, an employee’s right to privacy can be 

infringed if the private information sought about the employee is relevant 

to their job performance or perhaps if there is no expectation of privacy 

or implied consent. In such cases employee privacy rights give way to 

the company’s associative right to protect its interests. Infringing privacy 

and other derivative rights can, however, go too far. As the relationship 

between employee public and private life erodes, more fundamental rights 

directly related to human liberty, freedom, and association may begin to 
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be violated. As such, the notion of warrant must be taken seriously and 

the two restrictions placed on justifi able violations of rights taken with 

the utmost seriousness. In particular, there is some debate regarding the 

use of the job relevance standard and the potential for corporate abuse.12

Negative and Positive Duties

As previously mentioned, where there is a right there is a corresponding 

obligation to respect that right and, as such, rights generate duties. It 

is important to note that we can respect rights in diff erent ways. Some 

forms of respect require inaction while other forms of respect require 

action. With this in mind, we can also distinguish negative from positive 

rights and duties. Negative rights and duties require a person to refrain 

from performing some action and do not require additional support or 

aid. For example, I can discharge my obligation to respect another per-

son’s freedom of speech and expression by simply refraining from acts of 

censorship. I am not obliged to agree with the person or take additional 

steps or spend additional resources to protect their speech or come to 

their aid when their right to speak freely is violated. On the other hand, 

positive duties impose affi  rmative obligations to in some way support 

(e.g., provide resources) or come to the aid of another person whose rights 

are being violated. While I as an individual do not have a positive duty 

to protect and support another’s entitlement to speak freely, others cer-

tainly do. In a constitutional democracy, for example, security forces are 

often required to provide support to ensure that the right to free speech 

is protected and to come to the aid of those whose right to free speech is 

violated.

For some time, rights and managerial obligations in business were 

viewed by many as being merely negative in nature. Th e argument was 

that managers needed only to attend to the positive responsibilities of 

shareholders and as long as they did not violate other person’s rights 

to freely pursue their own interests, say by theft or fraud, they had dis-

charged all of their obligations. As mentioned earlier, this amounts to a 

rather myopic view of managerial obligations. In the context of our dis-

cussion, relationships with stakeholders generate both negative and posi-

tive fundamental and derivative rights and duties.
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With regard to fundamental rights, for example, Donaldson argues 

that certain international rights, which hold regardless of the country or 

region in which a company operates, generate some rather clear negative 

and positive obligations. While companies should never directly deprive 

community members of their property rights, they are not necessarily 

obliged to protect or aid community members from local governmen-

tal infringement. Alternatively, the right to nondiscriminatory treatment 

generates both negative and positive obligations. For example, a company 

ought never to discriminate on the basis of race or gender. Companies 

are further obligated to ensure that corporate cultures, policies, and pro-

cedures do not promote discriminatory conduct. Other positive respon-

sibilities requiring additional time, resources, and managerial attention 

include the following: promoting a healthy, safe, and secure workplace, 

providing educational opportunities for underage workers, providing a 

wage that enables employee subsistence, and promoting supply-chain and 

industry wide eff orts to improve the political and civil conditions of host 

countries. Donaldson’s list of nonexhaustive fundamental rights and cor-

responding positive and negative obligations is featured in Table 2.2.13

As an example of positive obligations tied to a derivative right, an 

employer must refrain from infringing upon employee privacy rights 

Table 2.2. Fundamental International Rights and Obligations

Fundamental right

Negative  obligation 
to refrain from 
depriving

Positive  obligation 
to protect

Freedom of physical movement x

Ownership of property x

Freedom from torture x

Fair trial x

Nondiscrimination x X

Physical security x X

Freedom of speech and 
 association

x X

Minimal education x X

Political participation x X

Subsistence x X
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without good reason. Th is requires that some positive action (e.g., relat-

ing the private information sought to reliable performance metrics) 

must be taken to ensure job relevance. Additionally, if a human resource 

department holds sensitive, private employee or even consumer infor-

mation, they are positively obligated to ensure that this information is 

reasonably protected from opportunistic exploitation. Th is might require 

procedural protocols and use of protective, security enhanced informa-

tion  technologies.

As mentioned in chapter 2, rights and positive obligations can also 

arise in certain situations when companies are in a position to promote a 

greater good or prevent harm. Th e obligation to engage in environmen-

tally sustainable business is of this kind. Engaging in sustainable busi-

ness development requires additional resources and if held to be a duty 

would certainly constitute a positive obligation. Authors point out that 

a failure to engage in sustainable business development will lead to grave 

ecological and ethical disasters as the biosphere’s ability to sustain life is 

potentially threatened by such economic activity. Additionally, the harms 

infl icted will hurt those who are both least advantaged and those who are 

least likely to have contributed to large scale environmental degradation 

in the fi rst place. Businesspersons are in a position to eff ectively engage 

in sustainable environmental practices without compromising, and in 

our account even improving, their competitive advantage. In fact, some 

companies are in a unique position to promote change. Th e case of Ford’s 

infl uence on its supply chain is such an example. Accordingly, businesses 

that meet these criteria ought to engage in sustainable business develop-

ment.14 Th e argument is valid and so if these premises are true the fol-

lowing conclusion holds. And, we, perhaps as community stakeholders or 

even armchair activists, have the moral right to expect that businesses will 

move in this direction.15 Failure to do so may not violate the law, but it 

would violate an important positive moral obligation and would require 

very good reasons to do so.

Special Obligations

Additionally, defi ning that which constitutes a special obligation pro-

vides another way to help identify other positive rights and duties. 
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Special obligations are relatively strong moral obligations and as such 

tend to take priority over other positive responsibilities that we may have. 

As the philosopher Robert Goodin explains, special obligations arise out 

of particular relationships in which there is a high degree of vulnerability 

and dependence. Conditions that contribute to a high degree of vulner-

ability and dependence are as follows. (1) Th ere is an asymmetrical bal-

ance of power between the parties in the relationship. (2) One party needs 

the resources, products, or services provided by the relationship to protect 

very important or fundamental interests. (3) Th e party in need can only 

advance their interest vis-à-vis the relationship with the superordinate 

party. (4) Th e superordinate party exercises a high degree of discretion-

ary control over resources and thus over the subordinate party’s interests. 

Th ese conditions can arise naturally or by social convention.16

When particularly acute conditions of vulnerability and dependence 

do arise they typically leave the subordinate or needier party open for 

opportunistic exploitation. Generally speaking, when persons are par-

ticularly vulnerable, there is a special obligation to protect them from 

opportunistic exploitation and to come to their aid when such exploita-

tion exists. Th is obligation is typically grounded within the kind of rela-

tionship that exists between two parties. For instance, relationships that 

generate special obligations include those between parents and children, 

guardians and wards, doctors and their patients, and lawyers and their 

clients. Children, wards, patients, and legal clients are in a position where 

they need special attention and where they must trust that their benefac-

tors are acting in their interests. Likewise, in entering into a relationship 

with these persons, such agents take on special obligations to promote 

and protect their wellbeing.

In business, certain managerial relationships with stakeholders evi-

dence acute degrees of vulnerability and dependence. Th e manager–

shareholder relationship is one of them. Alexei Marcoux describes the 

relationship as follows. Th e agential aspect of shareholder–manager rela-

tionships is limited-access as shareholders turn over limited control of 

their assets to a management team for a specifi c purpose. Th e manage-

ment team possesses the day-to-day relevant knowledge about the health 

of the company, makes decisions about how to allocate resources, and 

controls the fl ow of information to shareholders. Shareholders are not 
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aware of the day-to-day operations of a fi rm and must rely on intermit-

tent, sophisticated, and at times, easily manipulated reports. Due in large 

part to this control and informational asymmetry, shareholder interests 

may be harmed by the opportunistic exploitation of their trust without 

them knowing it. Th is relationship tends to contrast with typical mana-

gerial relationships with other stakeholders (e.g., employees, suppliers, 

consumers, or communities, etc.), where harms are often known when 

they occur and whose relationship is readily severable as soon as harm 

occurs.17 Managers thus have a special, fi duciary responsibility, grounded 

in a special moral obligation, to exercise a degree of honesty, care, and 

loyalty and all things being equal place company success ahead of other 

interests. In this sense, companies that cannot at a particular time design 

and implement a comprehensive and formal environmentally sustainable 

business plan and remain economically solvent or otherwise competitive 

ought not to do so. Th is would not mean, however, that they perhaps 

should not do anything. Obligations to enact less resource dependent 

eff orts to be environmentally responsible would remain.

Th e fi duciary metaphor may be stretched too far if extended to other 

stakeholder relationships and lose legal clarity and force in doing so. Nev-

ertheless, other particularly high degrees of vulnerability and dependence 

do exist between managers and stakeholders, and to such a degree as to 

warrant special obligations. Employees living in abject poverty clearly meet 

the conditions for acute vulnerability and dependence. Th ese employees 

are often underage, malnourished, undereducated or even illiterate, and 

quite desperate for any form of employment. Choosing to work in unfa-

vorable conditions does not eliminate this vulnerability and dependence 

nor does it absolve employers of their moral responsibilities. In fact, this 

vulnerability and dependence leads to such things as physical and psy-

chological abuse, sexual exploitation, unacceptable risks and threats to 

employee health and safety, torturous working conditions, and sustained 

bondage. Th e continued existence of sweatshops attests to these realities.18

Managerial relationships with consumers also refl ect high degrees of 

information vulnerability and dependence. Many products like deriva-

tive bundles and even some mortgages and insurance policies are terribly 

sophisticated and require expert advice. Salespersons purport to act in 

the interest of their customers and, even if not formally recognized as a 
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 fi duciary, are in a position to opportunistically exploit consumer trust. 

Even in areas where there is extensive legislative oversight, consumers 

are unlikely to know about the health risks related to pharmaceuticals 

unless the manufacturer discloses them. Th us manufacturers can be said 

to have a special obligation with regard to product safety issues, regardless 

of whether or not “safety sells.” Likewise, underage consumers are typi-

cally highly vulnerable to marketing and advertising eff orts and given the 

prevalence of ads may not be suffi  ciently protected by parental or other 

consumer advocacy groups. As such, child consumers tend to require a 

higher and more positive degree of managerial care and protection.

Stakeholder Rights and Obligations

As noted above, focusing too exclusively on shareholder rights and cor-

responding duties can narrowly focus managerial vision in a manner that 

impairs the ability to recognize other equally and at times more impor-

tant legal, political, professional, and moral rights. Managing for integ-

rity thus requires expanding managerial vision to consider a wider set 

of stakeholder rights. As mentioned previously, moving in this direction 

can be problematic, especially when stakeholder rights and correspond-

ing obligations confl ict. Th e rights-based terminology just developed will 

help managers work through moral confl ict and prioritize claims. While 

we do not claim that the following steps for addressing stakeholder rights 

and duties will eliminate all controversy, they will certainly provide some 

moral clarity and a helpful framework for continued discourse. Such an 

approach provides suffi  cient means for addressing a wide range of issues 

and problems in a morally defensible manner and responding construc-

tively to the most controversial issues. Further, implementing such an 

approach will help solidify organizational integrity in such a manner as to 

allow management to avoid further dilemmas in the future.

First, managers need to begin by identifying fundamental stakeholder 

rights and corresponding negative and positive duties in their strategic plan-

ning. It is very important to understand that stakeholders may have funda-

mental rights even if they fail to express them. An impoverished worker in 

a developing nation, for example, has inalienable and fundamental human 

rights even if he or she does not try to or are not in a position to leverage them.
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Additionally, managers should also identify those relationships that exhibit 

acute degrees of vulnerability and dependence. Th ese relationships will gen-

erate positive managerial actions to protect stakeholders from exploitation 

and, where necessary, come to their aid. Fundamental duties and special 

obligations should be identifi ed as critical path points that must be met in 

order to morally justify maximizing company value and driving company 

success. Stated diff erently, value ought never to be maximized and company 

success achieved at the expense of violating fundamental rights, duties, and 

special obligations. Th is does not mean that the relative costs of respecting 

fundamental rights and duties should not be calculated. In fact, companies 

should and can respect these rights in very diff erent but effi  cient ways. It 

does mean, however, that fundamental rights and special obligations ought 

to be seen as having an inherent degree of value and thus take priority over 

other rights and interests.

Second, managers should identify and prioritize derivative stakeholder 

claims and corresponding negative and positive rights and duties. Unlike 

fundamental rights and duties, when considering derivative rights and duties 

it is acceptable and appropriate to balance them off  against other goods and 

claims. In particular, that which is good for company success and best pro-

motes value can and ought to guide and shape these considerations. When 

overriding a derivative right, however, managers must take appropriate care 

to justify their decision. Th is justifi cation must balance and do justice to the 

other goods and rights involved. For example, failing to implement a com-

prehensive environmental sustainability program would require justifi cation. 

Where possible, alternatives that allow such rights to be preserved while pur-

suing corporate value must be pursued as well. Finally, managers should also 

be aware that the continued infringement of derivative rights and duties may 

not be justifi ed and may begin to impact more fundamental rights. Th is was 

previously illustrated in the case of employee privacy rights. Th e same case 

can be made in terms of environmental sustainability programs. Continued 

failure to implement more comprehensive sustainability programs may end 

up violating the fundamental rights of persons in developing nations and/

or threaten the earth’s productive capability and thus threaten business as a 

social practice.19 In addition to prioritizing fundamental rights and special 

obligations, certain derivative rights and duties ought to take priority over 

others. Bringing these considerations into stakeholder analysis is critical.
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Once more, we do not deny that identifying and categorizing stake-

holders and prioritizing corresponding fundamental, derivative, and 

corresponding negative, positive, and special obligations can be a diffi  -

cult task. Indeed, an overly simplistic appraisal of stakeholder rights and 

managerial obligations may cause more harm than good. However, in 

the next chapter we provide a management system model that will help 

make this process of identifi cation and analysis more straightforward. In 

the remainder of this chapter, we will describe some of the prominent 

stakeholder rights and corresponding duties. Again, this list is meant to 

be illustrative and not completely exhaustive. Likewise, though we believe 

that the list includes rights and duties that are widely accepted and gener-

ally defensible, we acknowledge that some disagreement may remain with 

regard to particular items.

Identify all
stakeholders

Prioritize claims
and capabilities

within each
stakeholder

group in terms of
expected

contribution to
long-term

company success

Identify mutual
stakeholders

List particular
stakeholder

claims

List areas for
capability

development

Identify fundamental and derivative rights and
corresponding obligations.

Call out fundamental rights and special
responsibilities.

Take action

Do not ignore any stakeholder group

Always respect fundamental rights and duties
Always meet special obligations

Respect derivative rights and duties and justify infringements

Make good on claims that best contribute to company success
Think creatively and entrepreneurially

Commit to continual improvement

Figure 2.1. Doing what is good and what is right.
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Competitors

In general, competitors have a right to expect fair competition and 

managers have negative duties to refrain from actions that undercut 

fair competition. Specifi c rights and duties vary from region to region 

but tend to be legally defi ned in the areas of corporate, antitrust, and 

 anticorruption laws and regulations. Most rules and regulations include 

duties to refrain from such things as price fi xing, pricing lower than 

cost, or creating  artifi cial barriers for market entry in order to force out 

smaller businesses, using bribery or kickbacks to promote competitive 

advantage, and respecting intellectual and other private property rights. 

As the notion of fair competition is fundamental for a market economy 

to exist and fl ourish, we regard these rights as fundamental to busi-

ness practices. At a minimum, these rights and corresponding duties 

generate weighty obligations for legal compliance. Furthermore, joint 

arrangements or partnerships with competitors would create additional 

rights and obligations, particularly the duty to acquiesce to accepted 

rules of association.

Shareholders

Respecting shareholder rights can also be seen as morally fundamen-

tal as shareholder trust and informed risk assessment is regarded as 

practically necessary for capital investiture. As previously noted, mana-

gerial relationships with shareholders, particularly at the executive 

level of management, give rise to degrees of acute vulnerability and 

dependence. Th us managers have special and fundamental obligations 

to shareholders, which at least in part morally ground fi duciary and 

other legal obligations. As stated earlier, to discharge these obligations 

a manager must advance shareholder interests ahead of securing their 

own private interests, provide a fair return on investment, and exer-

cise a degree of loyalty, care, and honesty that is above and beyond 

that found in typical market relationships. Managerial obligations 

to shareholders also include ensuring that others eff ectively and effi  -

ciently fulfi ll their nominal functions and terms of employment per 
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defi ned job descriptions. Additionally, managers must operate with 

the utmost fi scal transparency and truthfully disclose all  confl icts of 

interest and forms of compensation and ensure that others do the 

same. Furthermore, managers must honestly report on company fi nan-

cial performance and promote internal auditor compliance.  Various 

fundamental and special obligations manifest in legal (e.g., English 

common law or equity law) and regulatory governance and accounting 

initiatives. Th ese initiatives include the US Sarbanes–Oxley Act and 

the Principles of Corporate Governance off ered by the Organization 

for Economic Cooperation and Development (OECD). Appendix E 

provides a list of shareholder rights referenced in the OECD principles 

and a summary of the accounting and fi nancial reporting and disclo-

sure requirements under theSarbanes–Oxley Act.20

Employees

Like competitors and shareholders many employee rights and manage-

rial duties are codifi ed in law. Th e extent to which employee rights and 

corresponding managerial duties are recognized and enforced varies 

from region to region and country to country. Regardless of national 

and international variations, however, the fundamental rights and pos-

itive and negative obligations listed in Table 2.2 apply to employees.21 

While these rights and duties may seem obvious for some, situations of 

acute vulnerability and dependence and instances of sweatshop labor 

down company supply chains continue to abound and should receive 

special attention. More specifi cally, to the extent that companies often 

have the knowledge that these abuses are occurring and are often in 

a position to eff ectively and effi  ciently infl uence supplier conduct, 

they (individually and/or as an industry) are morally responsible for 

improving working conditions suffi  cient to meet minimal, fundamen-

tal rights and duties.22

Managers also have the positive obligation to provide employees 

with meaningful work. For Kantians, meaningful work is work that 

allows an employee to exercise some degree of autonomy on the job 

and off ers opportunities for personal development. Along Kantian 
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lines, the obligation to provide meaningful work is viewed as an 

imperfect obligation, or obligation that can be fulfi lled in a variety 

of diff erent manners. In our account, the right meaningful work is a 

derivative right, but one that we ought to nonetheless always strive 

to actualize. Providing meaningful work represents a very important 

obligation, as there is a deep connection between work and individ-

ual dignity and self-respect. Following Kantian reasoning, one ought 

never to treat other persons as mere tools, cogs in a machine, or mere 

means to an end.

Th e Kantian business ethicist and management consultant Nor-

man Bowie endorses the following characteristics of meaningful work.23 

First, meaningful work allows the employee to exercise autonomy on 

the job. Th e nature and extent of autonomous decision-making and 

employee participation will necessarily vary from job to job. Yet, even 

in aline working in a high volume production factory a manager can 

 discharge this obligation by providing the employee with some degree 

of choice regarding the job that they are doing and how best to do it. In 

other more proactive cases managers employ open management styles 

and foster employee ownership and governance structures. Second, 

meaningful work helps to promote an employee’s rational development. 

Managers can provide training opportunities that open up new job 

opportunities and encourage both lateral and upward mobility. Th ird, 

meaningful work does not hinder and even helps to promote employee 

moral development. Managers thus ought to strive to create a positive 

organizational ethical culture and not put employees in positions that 

make it diffi  cult to do the right thing. Fourth, meaningful work pro-

vides a fair wage. Fifth, meaningful work is not paternalistic. A mark 

of paternalistic management is to think that you always know what’s 

best, to micro-manage, and to fail to grant employees the independ-

ent responsibility and authority to make decisions. While some degree 

of paternalism may be necessary, a manager must remember that they 

are managing autonomous human beings and ought not to treat such 

persons as children. In addition to Bowie’s principles we would add that 

meaningful work clearly relates the employee’s work to a higher cause 

(e.g., long-term company success, environmental and social responsibil-

ity, etc.). Figure 2.2 illustrates these principles.
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A scholar and organizational consultant, Bowie highlights successful 

companies who have profi tably embraced the notion of meaningful work. 

Th ese companies include Miller Furniture, Hewlett-Packard, and IBM. 

More recently, Kimberly-Clark, a long-time world leader in consumer tis-

sue products, was recently ranked number in the world’s 25 best multina-

tional companies to work for.24 Th eir commitment to meaningful work is an 

explicit part of their mission and regarded as a key to their sustained success.

At Kimberly-Clark, we thrive because our employees bring pas-

sion and commitment to their work, their teams, their company 

and their world. We provide the opportunity to grow through 

meaningful work and professional development. You will be 

charged with delivering results as part of a diverse team.

Our culture encourages open dialogue and the sharing of ideas, 

and recognizes innovation is the path to personal growth and cor-

porate success. We operate on a fi rst-name basis with a focus on 

always thinking about our customer, building trust, and building 

our talent. We have a strong emphasis on making decisions, con-

tinuously improving our business and processes and a strong aim 

to win on a consistent basis.25

Employees have other moral rights that may be derivative and defensi-

ble (at least in the workplace) but are nevertheless very important as their 

Figure 2.2. Principles of meaningful work.

Promote professional
development

Allow employee to
exercise autonomy

Provide a fair wage

Relate the employee’s
work to a higher cause

Do not be overly
paternalistic

Promote moral
development

Meaningful work
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continued infringement may undercut more fundamental rights and even 

severely impact the ability for value creation. As mentioned these rights 

include the right to privacy and the corresponding managerial obligation 

to ensure that infringements are relevant to job performance.

In other democratic nations citizens have the fundamental right to due 

process, while private employees, at least in the United States, do not have 

due process rights in the workplace and may be hired, fi red,  promoted, 

or demoted at will. Regardless of legal standing, arbitrarily evaluating 

employee potential or actual performance is morally unjustifi able. Along 

Kantian lines, some point out that the employment at will policy (or at 

least making decisions without justifi cation or warrant) reduces a person 

to a mere thing or a mere piece of property. 26 Additionally, as hiring and 

fi ring harms an employee (e.g., in terms of loss of salary and ability to 

fi nd new employment) it is prima facie wrong to do so without justifi ca-

tion or warrant. Furthermore, instances where employees are fi red, hired, 

promoted, or demoted on the basis of their attitudes toward political, 

ethical, and social issues are increasing.27 Th is raises larger concerns about 

free speech and autonomy, may in fact be discriminatory and violate civil 

rights, and also seems to violate the managerial duty to shareholders to 

advance company interests over personal or private beliefs. So, while per-

haps falling short of a formal due process system, managers have the posi-

tive obligation to ensure that decisions regarding hiring, fi ring, demotion, 

and promotion are justifi ed and the reasons for such decisions be shared.

Consumers

Fundamental consumer rights and special managerial obligations tend to 

focus on product safety and truth in advertising. Regarding product safety, 

respective managers are obligated to exercise due care in product design, 

development, and production. Th is includes taking extra care to recog-

nize, detect, and prevent defects that would adversely impact consumer 

health or create and unreasonably dangerous product. Managers also have 

the responsibility to take extra care when consumers are especially vul-

nerable and dependent on the manufacturer for safety information. On 

such occasions safety risks for nondefective products must be clearly and 

truthfully disclosed. Additionally, managers may be morally responsible, 
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if not legally liable, for the misuse of nondefective products provided the 

managerial action knowingly contributes, anticipates, and benefi ts from 

product misuse. Contribution to misuse can occur in the product design, 

sales and marketing, and distribution stages. Tobacco companies, for 

example, that intentionally design addictive products, pitch these prod-

ucts to underage consumers, and lobby for weak  regulation would meet 

the conditions for such failures of obligations. In such cases the notion of 

“social product liability” is said to apply.28

Related to health and safety issues deception in marketing, advertising, 

and sales is particularly egregious. However, even where product safety is not 

an issue, deception, or the intent to get a consumer to act upon a false belief 

can be argued to violate a fundamental right. In general the right to not be 

deceived and to be told the truth is regarded as derivative. Deception may 

be warranted where the deceptive act is necessary to prevent a greater harm, 

where deception is an accepted feature of the practice, say in the game of 

poker, or there is no harm caused, as in the case of a “white lie.” In business, 

however, these conditions do not apply. Deception in sales and marketing 

does not prevent a great harm. While it may be prevalent in some industries, 

deception is not morally accepted as it is in poker. Additionally, consumers 

are regularly harmed by deceptive sales tactics and express their indigna-

tion and loss vis-à-vis lawsuits. It is important to recognize that deception 

circumvents consumer autonomy and their capacity for rational decision-

making. Kantians regard such actions as categorically or fundamentally 

immoral regardless of the consequences. Consequentialists, such as Adam 

Smith, regard the rational pursuit of self-interest as fundamental for market 

effi  ciency and overall social welfare. On both justifi cations, deception in 

marketing, advertising, and sales is fundamentally wrong. And as in the case 

of product safety, the duty to take extra care to protect consumers who are 

especially vulnerable and dependent on deceptive sales tactics constitutes a 

special obligation. Managers thus have fundamental and often special obli-

gations to refrain from deception or otherwise avoid advertising techniques 

that would end up deceiving a reasonable person.29

In addition to fundamental rights, managers have very important 

derivative obligations to consumers. Th e obligations to create a quality 

product and establish systems to promote product quality are prime exam-

ples of such obligations. As defi ned by the International Organization of 
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Standardization, product “quality” is broadly defi ned as a product that 

meets explicit and implicit customer expectations and extends beyond 

safety considerations. Th e widely utilized family of ISO 9000 and related 

standards establishes a framework for eff ectively and effi  ciently assuring 

product quality. Product safety and issues of deception aside, managers 

have the right to sacrifi ce product quality for other more immediate con-

cerns and forgo the sometimes costly process of designing, implementing, 

and maintaining a quality management system. In some situations it may 

be practically impossible to give customers all that they want. Such cases, 

however, should be regarded as managerial failures or at least opportuni-

ties for improvement and actions should be taken to remedy or improve 

the situation. Continued failure to provide quality products will severely 

impact if not permanently destroy a company’s ability to create value. 

Given the importance of value and supply chain management, positive 

managerial obligations may also extend to promote quality management 

system methods and practices in their supply chain.

Suppliers

Contractual obligations to suppliers can be regarded as fundamental, as 

respect for contractual agreements is central to business relations and 

typically legally protected. More controversial are duties to improve sup-

ply chain working conditions and positive work to eliminate sweatshops. 

Company and managerial obligations to do so may stem from the fun-

damental positive obligations to promote secure, healthy, and safe work 

conditions referenced earlier. Does this obligation extend down a com-

pany supply chain? We agree with those who argue that companies do in 

fact have a moral responsibility in this regard. Philosophers tend to iden-

tify two conditions that if met make agents morally responsible for their 

actions. First, the agent must have reasonable knowledge about the harms 

or benefi ts their actions will have. Second, the agent must have suffi  cient 

and reasonable power to take actions that can eff ectively improve the 

situation or help to mitigate harms. In terms of the fi rst condition, any 

reasonable businessperson in the textile, agricultural, and various manu-

facturing sectors understands their supply chain well enough and is (or at 

least ought to be) aware of the realities of sweatshop labor. Additionally, 

while companies are certainly not the sole causes of the conditions that 
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promote sweatshop labor, many are (whether individually or collectively) 

in the position to leverage their power to improve supply chain condi-

tions. Some defi ne this responsibility as a moral right and fundamental 

obligation.30 Others could describe this moral responsibility as a positive 

and special obligation that stems from the company–supplier relationship 

and the acute vulnerability of sweatshop workers. In any event, the obli-

gation to improve working conditions in companies, down supply chains, 

and across industries is morally paramount.

Government

Governments and their agencies and the communities of citizens they repre-

sent are also stakeholders of corporate activities, due to the manner in which 

corporate activities might intersect with governmental activity. For instance, 

pharmaceutical companies often interact with governmental health agencies, 

and the manner in which they cooperate with those agencies can signifi -

cantly aff ect the ability of those agencies to eff ectively carry out their pub-

licly charted goals. Minimally, governmental stakeholders and citizens have 

a right to expect legal compliance and companies have a duty to comply.

Communities

Th e relationship between companies, governments, and communities, 

however, often creates moral obligations beyond legal compliance. While 

the relationships that businesses have with the communities in which they 

operate often lack the status to ground fundamental rights, in our view 

they nonetheless give rise to important derivative rights and, at times, can 

even ground certain other fundamental rights. Certainly, at a minimum, 

businesses have a fundamental negative duty not to violate certain basic 

rights of community members. For instance, if environmental damage 

poses signifi cant physical harms to the community in which a plant oper-

ates, then management has an obligation to end or mitigate such harms 

on the basis of the bodily rights of innocent members of that community 

not to be subjected to physical harm without their consent. Likewise, if 

not legal, moral restrictions on the types of environmental harms that 

companies can impose upon the communities in which they operate can 

be justifi ed on the basis of fundamental property rights. Th us, in our view, 
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managers need to consider the environmental impacts of their company 

activities not just because of the general, though derivative,  obligation 

to promote greater value in society, but also because of the specifi c and 

fundamental obligation not to violate the negative rights of others. While 

we would hope that managers typically can fi nd ways to contribute to 

the development of a greener economy more positively, at a minimum 

they ought not to engage in environmentally derogatory practices that 

substantially harm other community members.

Since many companies also operate in developing countries that 

lack many of the signifi cant public safeguards that communities in 

Western countries provide for their citizens, companies have partic-

ular obligations toward members of these communities. In particu-

lar, Western managers should not ignore the signifi cant potential for 

further destabilizing local communities if they do not carry out their 

operations with a mind toward community development. Of course, 

often companies can, and should, act as a catalyst to improve such 

communities as well, but at a minimum they should adopt the prin-

ciple of “making no worse.” Th e idea behind this principle is that due 

to the particularly vulnerable nature of communities in the develop-

ing world, companies have an obligation, at a minimum, not to make 

communities worse off  than they would have otherwise been (had the 

company not engaged within the community). International devel-

opment poses particular issues, and management should engage in 

relations with local communities on the principle that their relations 

should be mutually benefi cial.

Other signifi cant, though derivative, obligations that managers 

have toward the community stem from the special nature of the rela-

tionship that communities often establish with businesses. For instance, 

many communities provide tax breaks and other incentive packages in 

order to encourage businesses to locate or remain in their area. Compa-

nies that benefi t from such arrangements incur a particular obligation, 

where possible, to act in ways that further benefi t the community in 

which they operate. Aside from direct incentives, businesses benefi t from 

their relationship to the community in other ways as well. For instance, 

 communities help companies attract and retain desirable employees, 

provide necessary social services for employees, and work with companies 
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to provide for the effi  cient planning of infrastructure and other public 

projects. In many ways, companies operate in reciprocal relationships 

with their communities, and as such they take on a special duty to pro-

vide for the good of the community, while still meeting their other basic 

obligations, where possible.

Other Stakeholder Issues

While the main kinds of company stakeholders are examined above, other 

stakeholders can also give rise to corporate obligations. For instance, eth-

nic or cultural groups may become stakeholders in virtue of the impact 

corporative activities may have on their social status. Th e debate over the 

use of Native American images in professional sports is a good exam-

ple of such issues, and aptly raises the issue of how seemingly benign 

activities have the potential to determinately aff ect the social image of 

certain groups. Th e debate over advertising’s eff ect on women is another 

example.31 Many other ethical issues expressed by stakeholders raise other, 

larger issues regarding social justice, such as the fairness of executive com-

pensation and the rich–poor gap.

Our purpose is not to give an exhaustive list of all possible stakehold-

ers here, but to point out that indirect stakeholders may come in various 

forms, and managers have an obligation to be aware of these stakeholders 

and appropriately respond to any obligations toward such stakeholders 

that arise out of their activities. A basic principle of stakeholder analysis 

is that any person or group who can be aff ected by corporate activity is a 

potential stakeholder. Th is does not entail, in the view we are outlining 

here, that businesses are automatically obligated to put all stakeholders 

on the same level. What it does mean is that they should be aware of 

who such potential stakeholders are, how their activities might or might 

not impact them, what range of options—given their primary business 

aims—are available, and how they might maximize overall stakeholder 

value in light of such strategic considerations. Determining what sorts of 

rights and obligations might apply to these various groups, and how to 

balance and prioritize them is an essential part of this process.

Table 2.3 refl ects that previous analysis, but describes various prominent 

stakeholder rights and corresponding obligation in a less technical manner.
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Table 2.3. Summary of Prominent Stakeholder Rights 
and Managerial Obligations

Stakeholder Rights and duties
Competitors Right to expect fair competition (governments and citizens share 

this right)
Always abide by antitrust, anticorruption, and other  corporate 
laws. Companies should have a formal ethics and legal 
 compliance system 

Shareholders Right to a fair return on investment
Always make good on fi duciary responsibilities to act with the 
utmost loyalty, care, and honesty. Put company success ahead 
of confl icting interests (except where other fundamental rights 
are violated). Truthfully disclose fi nancial performance. Take no 
 material gain without consent. Ensure that compensation is valued 
relative to performance. Meet all regulatory requirements. Try to 
promote more positive and representative governance structures 

Employees Fundamental rights (see Table 2.2), right to meaningful work, 
right to privacy
Never deprive employees of fundamental rights and protect 
fundamental rights where warranted, try to promote meaningful 
work, ensure that the private information sought is relevant to 
job performance, ensure that decisions regarding hiring, fi ring, 
promotion, and demotion are related to job performance (duties 
to shareholders require the same) 

Consumers Right to reasonable safe, nondefective products, right to know 
about product safety, right to expect truth in advertising
Always exercise due care in design, production, and packaging, 
disclose all safety risks, never intend to deceive the customer, take 
special care with especially vulnerable and dependent consumers 
(e.g., children or consumers of very sophisticated and complex 
products), strive to implement a formal quality management 
system

Government and 
citizens

Right to legal compliance
Always follow the law

Suppliers Right to expect that contractual terms will be respected, 
 employees have fundamental rights (see Table 2.2)
Always respect contractual terms, negotiate and re-negotiate 
fairly, promote healthy and safe working conditions down the 
supply chain 

Communities Fundamental rights (see Table 2.2), right to healthy and safe 
environments
Never violate fundamental rights, do not make communities 
worse off than they previously would have been, pay reparations 
or offer protection and aid when the company or its partners 
or associates violates fundamental rights, try to best engage in 
 corporate social responsibility initiatives
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Conclusion

Chapters 1 and 2 put us in a better position to understand what we 

ought to be doing as businesspersons and address the fi rst two chal-

lenges identifi ed in the book’s introduction. Chapter 1 specifi es the 

ends that we ought to seek in order to fully do what is good. Chapter 

2 reminds us that in the pursuit of company success and overall social 

welfare we are not simply dealing with abstract stakeholder categories, 

but are dealing with persons and persons have specifi c rights that we 

are obligated to respect. Recognizing the basic principles associated 

with doing what is good and doing what is the right thing represent 

important achievements and will certainly help to promote ethical–

organizational integrity. Nevertheless, this knowledge is worthless if one 

cannot bring these principles to bear in practice. Accordingly, chapter 3

outlines the features of eff ective ethics programs that help to establish and 

maintain an ethical–organizational culture.

Questions for Further Inquiry

Should companies violate the law when it is in their fi nancial 

interest?

Are current forms of executive compensation fair?

Can companies be held legally liable for human rights violations 

down their supply chain?

Should sweatshop employees be paid higher than market 

 conditions demands?

What are some of the best practices with regard to fi ghting 

human rights violations?

Are employee privacy rights being unduly infringed upon?

Is employment at will a fair and morally acceptable standard of 

employment?

Is it fair to hold a company liable for the social ills associated 

with product misuse?





CHAPTER 3

Ethics Programs
In the introduction to this book we identifi ed three general challenges to 

promoting ethical–organizational integrity. Th e fi rst was that while we 

may know that we ought to behave ethically and promote ethical conduct 

there often can be a lack of complete practical or philosophical consen-

sus regarding what is good and right. Th e fi rst two chapters address this 

challenge. Managers do that which is good by driving company success 

vis-à-vis understanding and meeting stakeholder claims, developing and 

leveraging mutual stakeholder capabilities, and in turn promoting long-

term company success and social welfare. We also learned that in pursu-

ing company success there are some things businesspersons ought never 

to do and, likewise, that they ought always to do. Our discussion of fun-

damental rights and special obligations helped to identify such duties. 

Furthermore, we relied on the distinction between derivative rights and 

positive obligations to help identify rights and duties that, all things being 

equal, managers ought to make good on, but could be justifi ably waived 

in light of stronger competing obligations.

Despite the work done in chapters 1 and 2, there is a third challenge 

that stems more from considerations of the nature of decision-making 

and moral psychology than from the nature of moral claims themselves. 

Th e issue here has to do with developing moral character and motivat-

ing ethical conduct. For instance, even if managers possess strong theo-

retical framework for ethics, they will inevitably have to make decisions 

where the best thing to do and the right thing to do may not be entirely 

clear given the constraints of practical decision-making with limited time, 

information, and resources. Alternatively, managers may know very well 

what is good and right for their organization, but lack the organizational 

support or disposition to do it. Th is chapter will address these challenges. 

We begin by drawing on the ancient Greek philosopher Aristotle for some 

insight. We suggest that the goal of ethics programs should be to provide 

a practical framework to implement ethical-organizational integrity that 
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allows individuals to overcome the practical barriers that often impede 

persons from coming to, and acting upon, ethical decisions. We then 

present the central features of eff ective ethics programs. Structuring ethics 

programs with these features in mind will help to eff ectively and mean-

ingfully bring ethics and integrity to bear in practice.

Becoming Ethical

Knowing what ethics requires and becoming an ethical obligations per-

son are challenging even though they are the two essential elements of 

a life worth living. Th e former requires considerable intellectual eff ort, 

while the latter requires building the right sort of character traits. Aristo-

tle was one of the fi rst philosophers to talk about the relationship between 

knowledge, character, and ethics and much of what he said still rings true 

today. Aristotle begins his Nicomachean Ethics with the simple observa-

tion that people desire or aim at that which they perceive as good.1

For most human beings, these goods include having friends and family, 

working and acquiring money, being proud of what we have accomplished 

and having a sense of self-worth, being entertained, humored, and experienc-

ing pleasure, and being on the side of that which is just and right. While each 

of these goods individually contributes to a meaningful life, Aristotle points 

out that a person who truly fl ourishes will in one way or another have all of 

these elements in their lives and, as such, will live their lives to their fullest 

potential.2 Th e good, as compared to individual goods, is a composite in this 

view, which includes the various goods that we aim at as parts of the good life.

Having it all in this sense, however, requires a great deal of balancing 

among competing goods. Consider the following examples. Working and 

earning money is good and is certainly necessary for us to accomplish 

many things in life. Work provides us with a meaning or purpose, and 

even a sense of identity. Money enables us to care for the persons we love 

and pursue our own life plans. However, excessively focusing on work and 

money may inhibit our ability to maintain meaningful relationships with 

family and friends. In some cases the pursuit of money turns into a greed 

that admits of no satisfaction. In such cases, money becomes seen as the 

highest good in its own right, and persons pursue it as if it alone could 

lead to satisfaction. Such a pursuit is disappointing at best, tragic at worst.
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Experiencing bodily pleasure is good as well. We should have time for 

satisfying our more sensual desires and doing so leads to a degree of satis-

faction. However, having a wanton personality and lacking self-control or 

moderation may lead one down the path of addiction. Again, such pursuit 

may lead to a tragic disregard for other goods that ends up depriving one 

of more lasting fulfi llment in life. Having a positive sense of self-worth 

is also good and we should seek to distinguish ourselves from others and 

become great persons. Lacking a sense of humility and an ability to recog-

nize and learn from one’s mistakes, however, may lead to dangerous pride, 

as illustrated by the story of Icarus in Greek Mythology. Additionally, fear 

is a common human experience and when faced courageously helps us to 

prudently identify risks and avoid unnecessary harm. However, excessive 

fear may lead to cowardice and the lack of an appropriate amount of fear 

may lead us to make foolhardy decisions.

So in general, excessive or defi cient dispositions or character traits, 

such as greed, gluttony, wantonness, recklessness, cowardice, vanity, 

insensibility, and irascibility, cause us to lose our balance and undermine 

our ability to truly fl ourish as human beings. Aristotle identifi es excessive 

or defi cient character traits or dispositions as vices.3 In this sense, a vice is 

not just a moral failing, though it might well be that too, but it is also a 

simple failure of excellence. One who indulges in vice has failed to achieve 

the proper balance and inculcate the proper dispositions that would lead 

to a truly good life.

On the other hand, Aristotle describes composed and balanced char-

acter traits or dispositions as virtues. In other words, virtues are the means 

between dispositional extremes.4 For Aristotle, being virtuous is the key 

to human fl ourishing because being virtuous best enables us to ration-

ally assess situations, react appropriately, learn from our mistakes, and 

develop the character necessary to achieve a balanced life. Th is does not 

mean, however, that virtuous persons are always moderate, as the virtue 

of moderation relates specifi cally to experiencing pleasure. Consider the 

example of a general deciding whether or not to go into battle. A good 

general experiences some degree of fear or concern, perhaps about his 

life or the lives of his soldiers. A good general knows the right time to 

engage the enemy and the right time to retreat and is disposed to coura-

geously act on that which is right without internal confl ict. A bad general, 
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however, who is engulfed by fear, might fail to properly engage the enemy 

causing potential harm to the larger cause and, as such, failing to benefi t 

either himself or those who rely upon him. Behaving irrationally, a bad 

general may recklessly move his troops into battle or simply fl ee at the 

fi rst sight of danger.5

To use one more example from Aristotle, we know that money is a 

good that most of us seek, but Aristotle argues that a virtuous person 

should here too follow a mean. While we should seek money to advance 

our own interests, the person of virtue should be liberal or generous with 

their money to others, since the good life is one of community. Th is does 

not mean, however, that a virtuous person gives their money to just any-

one or that everyone needs to give in equal proportions. A virtuous per-

son knows which causes are noble and promotes those kinds of causes. A 

virtuous person thus gives to the right people, at the right time, and in 

the right amount.6 Accordingly, a virtuous person does not seek the mean 

or middle path relative to discrete actions, but cultivates dispositions that 

enable them to reason, act well, and ultimately live a full and meaningful 

life. Th e mean is relative to our dispositional characteristics and attitudes 

and not necessarily to particular acts. While we cannot escape our emo-

tional reactions, we ought not to allow our emotions to cloud our moral 

vision or erratically direct our will. Indeed, our emotional responses must 

be cultivated to serve noble, virtuous, and ethical ends.

Knowing the right thing to do at the right time and in the right 

proportion and actually carrying it out does not always come naturally 

though. For Aristotle good judgment and action well requires a com-

mitment to two things. First, we must be committed to learning and 

developing our cognitive capabilities as well as what Aristotle refers to 

as our intellectual virtues.7 A good general, for example, studies a great 

deal of military history, strategy, and leadership theory. Th is fi ts very well 

with out discussion of capability developmental in chapter 1. Developing 

intellectual capacities and respecting intellectual virtues is, of course, not 

enough. Knowledge itself does not ensure good judgment. Nor does the-

oretical knowledge exhaust all possible situations a person might face and 

contexts in which he or she might act. Intellectual rules and principles 

can provide general guidelines, but no set of rules or principles can cover 

the particular features of all situations. In this sense, there is no  single 
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equation or set of theoretical rules that will tell us what we ought to do in 

any given situation in advance. Likewise, the practical nature of activity 

demands a stance that is not merely theoretical. One cannot, for instance, 

learn to ride a bike simply by knowing all of the mechanics of bicycles 

or aerodynamics. One must, simply put, learn to some extent by riding.

As such, Aristotle refers to the second component necessary for rea-

soning and acting well as a commitment to moral virtue.8 A commitment 

to moral virtue requires habitual action (i.e., the sort of habitual action 

involved in practicing to ride a bike). In addition to learning about war, 

for example, becoming a good general demands practice in the fi eld, so 

to speak. Generals and other soldiers are accordingly trained to act cou-

rageously and prudently in both simulated and actual battlefi eld expe-

rience. In this sense, courage cannot be learned in the classroom and 

learning about leadership does not in itself produce a good leader. During 

their training soldiers will inevitably make mistakes and less than optimal 

decisions, but over time and in the right conditions they will improve 

and develop intellectual and practical wisdom. Culture, organizational 

practices, and other environmental conditions obviously play a major role 

in either promoting or inhibiting virtuous behavior. Good militaries pro-

vide processes and an organizational culture that support intellectual and 

moral improvement and lead soldiers to act with integrity.

As with the development of eff ective generals, becoming a good and 

ethical businessperson requires the same sort of development. Making 

ethical decisions is not easy. In chapters 1 and 2 we provided some tools 

to help identify and prioritize that which is good and that which is right. 

A good businessperson knows the good and right thing to do in a situa-

tion and has the will to do it. Simply recognizing those actions we should 

never do (e.g., exploit children) and those that we always should do (e.g., 

promote company success) is not enough, as there will be situations 

where businesspersons do not know what ethics requires. How exactly 

should we structure our supply chain to eliminate exploitative labor prac-

tices? Given a variety of options how do we best manage stakeholders and 

drive and measure company success? How do we best accomplish such 

tasks given limited resources? All of the intellectual knowledge related to 

strategic management will not provide conclusive answers to these ques-

tions. Neither will theoretical knowledge promote the sort of virtuous 
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dispositions that will prompt a person to act on what they may know is 

good and right. Unfortunately, many businesspersons know what is ethi-

cal and continually fail to act accordingly.9 Ethical businesspersons, like 

good soldiers, require knowledge, practical experience, and the right sort 

of character traits. Additionally, good companies establish processes and 

an organizational culture that support intellectual and moral improve-

ment and lead their stakeholders to act with integrity.

It is also important to note that as virtuous behavior is composite, 

the virtues and vices overlap. Additionally, and as Aristotle notes, it is 

often diffi  cult to precisely defi ne certain virtues. Although not exhaustive, 

Table 3.1 lists characteristic virtues and corresponding vices and provides 

a framework for character development.

BB&T Corporation, a U.S.-based fi nancial holding company, is one 

fi rm that makes explicit reference to Greek philosophy and virtue. BB&T 

starts their value statement with the following preamble and list of impor-

tant Aristotelian inspired virtues.

Th e great Greek philosophers saw values as guides to excellence in 

thinking and action. In this context, values are standards which 

we strive to achieve. Values are practical habits that enable us as 

individuals to live, be successful and achieve happiness. For BB&T, 

our values enable us to achieve our mission and corporate purpose.

To be useful, values must be consciously held and be consistent 

(non-contradictory). Many people have confl icting values which 

prevent them from acting with clarity and self-confi dence.

Th ere are 10 primary values at BB&T. Th ese values are consist-

ent with one another and are integrated. To fully act on one of 

these values, you must also act consistently with the other values. 

Our focus on values grows from our belief that ideas matter and 

that an individual’s character is of critical signifi cance. Values are 

important at BB&T.

1. Reality (or fact based decision-making).

2. Reason (objectivity).

3. Independent thinking.

4. Productivity.
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5. Honesty.

6. Integrity.

7. Justice.

8. Pride.

9. Self-esteem.

10. Teamwork.10

Given this analysis we can say that ethical-organizational integrity 

must include a commitment to developing intellectual and moral vir-

tues. Persons with integrity desire to seek out that which is good and 

right and act accordingly. Organizations that promote ethical integrity 

will provide the structure and training in which such personal integrity 

can be inculcated. Building character and promoting virtue, however, is 

quite diffi  cult. It is often diffi  cult to fi nd the right disposition and deter-

mine the right course to follow. People tend to be too prone to seeking 

immediate satisfaction and lack the vision and discipline to improve their 

situation. And, our institutions and cultures often tend to promote vices 

and ridicule virtues. In the next section, we lay out some of the principles 

behind, and characteristic features of, ethics programs that will help put 

your company on the right track.

Ethics Programs and Ethical–Organizational Integrity

As with many others in the fi eld, we think that ethics programs should be 

structured to take a systematic and process oriented approach to build-

ing ethical–organizational integrity.11 Th is involves designing processes 

for continual moral and intellectual development. While recognizing that 

ethical obligations are distinct from compliance or merely legal obliga-

tions, we nonetheless believe that compliance programs have much to off er 

structurally for those seeking to implement ethical programs for organi-

zational integrity. For one, such programs are already present and widely 

understood within the business community. Second, they also tend to 

focus on how the organization, as a whole, integrates developmental issues.

As such, we suggest adopting the general model for promoting integ-

rity that is suggested in the United States Federal Sentencing Guidelines 

and in quality management system standards. Th e US Federal Sentencing 
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Guidelines were fi rst enacted in 1991 in order to introduce consistency 

into the federal sentencing process and increase the costs for corpora-

tions who engage in “white collar” crimes. Of particular interest for the 

fi eld of business and organizational ethics, chapter 8 suggests a framework 

for structuring and assessing compliance programs and lays out basic 

organizational requirements for promoting good corporate citizenship. 

As opposed to focusing solely on individual culpability, the U.S. Sentenc-

ing Commission recognized that an organization is vicariously liable for 

the actions of its employees and may be indicted and subsequently fi ned 

if a federal crime is committed by those acting on its behalf. Organiza-

tions that failed to establish an eff ective compliance program could face 

penalties that increase base fi nes by up to a factor of four, raising the 

maximum possible fi ne for such corporations to $290,000,000. Th is “car-

rot and stick” approach to corporate sentencing was thus designed to both 

encourage proactive, well-structured, and robust compliance programs 

and severely punish organizational negligence. In order to mitigate fi nes 

and reduce pecuniary risk, an organization must exercise due diligence in 

a systematic eff ort to detect and eliminate criminal conduct.

Th e impact of the Federal Sentencing Guidelines of 1991 on corpo-

rate compliance programs has yielded mixed reviews. Some have argued 

that the Guidelines provide a compelling, fl exible, and useful model for 

introducing and reinforcing legal and ethical conduct.12 Even stronger 

claims suggest that the Guidelines’ 7-step program serves as a model for 

standardizing international programs and proving a theoretical and prac-

tical foundation for teaching and training curriculum.13 Others, however, 

point out that the 1991 Guidelines unduly confl ate legality and ethics, as 

many legal compliance based programs do. Th e upshot of this argument 

is that good corporate citizenship is anemically reduced to following, or at 

least appearing to follow, the letter of the law and thus off ers little incen-

tive to promote well-grounded and substantive organizational change.14

Accordingly, the U.S. Federal Sentencing Guidelines were since 

revised. As commentators recognize, the new recommendations extend 

beyond mere legal compliance and suggest developing a more  inclusive 

and robust notion of ethical–organizational integrity, as previously 

alluded to. In particular, suggestions distinguish legality from  ethics 

and recommend that in addition to compliance managers should 
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 establish processes to engender an overall ethical organizational culture. 

Pursuant to this objective, the expectation is that eff ective ethics and 

compliance programs will at least supplement the punitive deterrence 

of criminal conduct with eff orts to defi ne and integrate core values and 

ethical commitments into organizational processes and positively inspire 

employees to “live up to the company’s ethical ideals.”15

Th e marked improvements over the 1991 guidelines are signifi cant. First 

and foremost, the 2004 Guidelines now draw a strong connection between 

well-defi ned, shared, and culturally embedded organizational values and eth-

ical commitments and lawful conduct. Furthermore, the revised Guidelines 

do not just rely on the standard, compliance based notions of rule defi nition, 

dissemination, detection, and punishment. In a much more positive sense, 

the revised Guidelines recommend incentivizing ethical behavior, encour-

aging active executive leadership and support, and ethics and compliance 

training. Finally, on a point often overlooked or otherwise underempha-

sized, the Guidelines now suggest that large organizations “should encourage 

small organizations (especially those that have, or seek to have, a business 

relationship with the large organization) to implement eff ective compli-

ance and ethics programs.”16 As such, there is a movement to encourage 

ethical–organizational integrity down the supply chain and in eff ect across 

national and cultural boundaries. As many ethical and legal issues require 

global action beyond the doors of locally situated companies (e.g., issues 

concerning sweatshop labor and environmental degradation, pollution, and 

sustainability), this recommendation should not be underestimated. In light 

of marked improvements, the Guidelines’ suggestions for structuring an eth-

ics and compliance program and engendering intra- and interorganizational 

integrity bring a renewed sense of optimism. Th e Federal Sentencing Guide-

lines’ newly revised chapter 8 suggestions are included in Appendix F.

Despite being developed by the U.S. judiciary the Federal Sentencing 

Guidelines provide succinct suggestions that are embraced by  ethical–

organizational integrity initiatives across the globe. Th ey include the 

previously mentioned Ethical Compliance System 2000 and suggestions 

made in the OECD Guidelines for Multinational Organizations. For 

these reasons we fi nd the U.S. Guidelines to have international appeal.

Our approach is also infl uenced by the International Organization 

for Standardization’s quality oriented approach to management systems.17 
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Th is approach relies on certain basic principles. First, that leadership 

 creates an environment where stakeholders are involved in organizational 

change and provides a clear and inclusive vision of the company’s future. 

Second, goals are best achieved when persons and resources are managed 

within clearly established organizational processes. Th ird, that processes 

are regarded as pieces of an overall and clearly defi ned management 

system. Fourth, there is a fi rm commitment to measurable continual 

improvement at the individual, process, and management system level. 

Fifth, that process and the management system are periodically subject to 

the plan-do-measure-improve cycle. Managing for ethical–organizational 

integrity thus requires: (1) inclusive planning, setting, and documenting 

clear expectations and objectives, (2) responsible, accountable, process 

and systems oriented actions, (3) measurement and assessment, where 

unethical and illegal conduct are ultimately viewed as process failures, and 

(4) a fi rm and systematic commitment to becoming ethical.

Th e following provides somewhat standardized and fl exible sugges-

tions for designing, implementing, and maintaining an eff ective ethics 

program with the U.S. Federal Sentencing Guidelines and other similar 

global eff orts, and quality management system principles in mind.

Features of Effective Ethics Programs

Documentation

Documentation plays a very important descriptive and normative role 

when managing for ethical–organizational integrity. In other words, eth-

ics program documentation spells out, at all organizational levels, the 

descriptively relevant information for employees as well as the norma-

tive principles intended to guide the ethical framework of the organiza-

tion. Regardless of the level of specifi city, ethics program documentation 

should be subject to periodic review, should be understood by all employ-

ees, and should be objectively demonstrated in practice. It is also helpful 

to solicit appropriate stakeholder input when documenting ethical expec-

tations, requirements, and goals. Th is requires diff erent types and levels of 

documentation with varying degrees of specifi city.

At the most general level, a company ought to document an ethics 

vision statement. An ethics vision statement should describe the higher 
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normative ideals and standards to which all employees ought to aspire. Th e 

BB&T value statement off ers such a vision. Additionally, the  Johnson & 

Johnson credo, Novartis statement on human rights, and the Texas 

Instruments ethics and values statement provide similar and helpful 

states and are referenced in Appendix G. In general, well-written vision 

 statements will:

• Include a clearly defi ned executive commitment to long-term 

company fi nancial success and ethical and legal conduct. Th is 

commitment should stress that ethical and legal conduct and 

long-term company fi nancial success are mutually dependent.

• Stress the importance of company stakeholders. Th e 

 ethics vision statement should include overarching goals, 

such as  commitments to product quality and safety, 

truth in  advertising, environmental responsibility and 

 sustainability,  recognizing human rights, equal treatment 

and  nondiscrimination, treating stakeholders with respect, 

 promoting meaningful work and capability development, 

developing supply chains,  ensuring legal compliance and fair 

competition,  respecting  privacy rights, and engaging in trans-

parent and truthful  fi nancial reporting.

• Describe character traits that should be evidenced by 

 stakeholders, which should include such virtues as  honesty, 

courage, industriousness, prudence, loyalty, pride in one’s 

work, justice, imagination, creativity and the ability to 

 envision new possibilities, as well as a commitment to 

 individual and organizational excellence.

• Include an executive commitment to establishing and 

 maintaining an ethics program that is geared toward  promoting, 

sustaining, and continually improving the  company’s ethi-

cal–organizational culture. Th ere should also be a commitment 

to promoting ethical conduct and  formalizing ethics programs 

within one’s industry and across one’s  supply chain. As men-

tioned, the Federal Sentencing Guidelines stress 

the importance of larger companies taking the lead on this sort of 

initiative, particularly with regard to supply chain  development.
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• Provide a framework and an executive mandate for  developing 

more specifi c and measurable objectives. As mentioned in the 

next section, each organizational process should have  specifi c 

and measurable objectives related to promoting ethical 

 conduct and preventing unethical conduct.

• Reference other appropriate ethics program documents, 

including ethics based regulations, ethical codes of conduct, 

and other supporting documents.

In addition to an ethics vision statement, management ought to docu-

ment more specifi c ethical codes of conduct. Codes of conduct are more 

precise than an ethics vision statement and thus ought to spell out more 

concrete obligations. Well-written codes will:

• Reiterate the executive commitment to promoting  

ethical–organizational integrity and distinguish ethics from 

mere legal compliance. Employees should be aware that  ethical 

codes of conduct do not exhaust ethics based  requirements 

and will not cover all possible ethical issues, but that they do 

provide an overview of some of the most basic and important 

ethical requirements and commitments of the organization.

• Very clearly and concisely spell out specifi c duties and 

 obligations and highlight fundamental rights, special 

 obligations, and legal compliance duties. Codes of ethical 

 conduct will thus focus more on defi ning and explaining the 

categorical or absolute ethical obligations necessary for minimal 

ethical compliance, as well as the ethical goals and values that 

should guide future development of organizational integrity.

• Specifi cally relate to particular job functions and 

 organizational processes. Th ere should be ethical codes for 

all organizational processes, including sales and marketing, 

fi nance and auditing, production, information technology, 

purchasing and supply chain management, human resources, 

and research and development, or engineering, as appropriate. 

Where appropriate, reference should be made to the standard 

ethics codes of particular relevant professional groups 
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(see Appendix C for the International Code of Ethics for Sales 

and Marketing as an example).

• Use examples to illustrate how to resolve common and 

 recurring ethical issues.

• Be as specifi c as possible when explaining the repercussions 

for noncompliance, including but not limited to such things 

as employee dismissal or devaluing supplier performance. 

Again, these repercussions should be clearly spelled out 

 relative to specifi c processes.

• Direct employees to ethics hotlines, the ethics offi  cer, or other 

means for support if they should encounter an ethical dilemma 

or an ethical issue that extends beyond the scope of the code of 

conduct. Ethical codes should clearly explain when and under 

what conditions whistle blowing is permitted and not permitted.

• Reference other appropriate ethics-based documentation, 

including the ethics vision statement and other appropriate 

procedures, policies, and work instructions.

Finally, ethical expectations should be appropriately documented in 

organizational procedures, work instructions, forms, and other everyday 

documentation. Like ethical codes of conduct, working documents should 

include ethical requirements for each organizational process. For example, 

procedures and associated work instructions regarding how to close a sale 

should include rules about disclosure and nondeception. Additionally, forms 

could be developed to ensure that customers are aware of their rights. Th is, 

for example, is often accomplished in mortgage sales and lending with truth 

and lending disclosures and in providing as well as signing-off  on a borrower’s 

bill of rights. As another example, procedures and instructions for selecting 

and evaluating suppliers should rule out the use of sweatshop labor, along 

with appropriate defi nitions and resources for documenting what constitutes 

sweatshop conditions. Accompanying forms and records should demonstrate 

that such rules are being obeyed. Additionally, procedures regarding informa-

tion technology should convey the moral importance of respecting and pro-

tecting customer and employee privacy rights and include specifi c protocols 

for securing sensitive data. Th is ensures continuity between the ethics vision 

statement, codes of ethical conduct, and everyday procedural activities.
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Organizational Processes

One of the goals of an ethics program is to integrate ethics into every-

day operations. Documenting ethical requirements in a company’s eth-

ics vision statement, codes of ethical conduct, and everyday procedures, 

work instructions, and forms contributes to this end. Other actions on 

organizational processes should include the following.

• Management should periodically document the fl ow of all orga-

nizational processes and identify the stakeholder  interactions, 

expectations, and rights within these  processes. Th e ethics 

vision statement, codes of conduct, and  everyday documenta-

tion should be used to determine ethical  expectations concern-

ing employee and other relevant stakeholder behavior.

• Management should periodically conduct gap analyses to 

identify inconsistencies between documented expectations 

and the way things actually stand. For example, an ethics 

vision statement might claim to promote environmental 

responsibility and sustainability but organizational processes 

may not refl ect this commitment. Th is would indicate a 

gap between normative expectations and empirical conduct. 

 Management should then take steps to correct the situation. 

We will address the issue of corrective action in more detail 

when we discuss continual improvement.

• Management should periodically examine organizational 

processes and take steps toward preventing unethical conduct 

before it occurs. Assessments should be made to address a 

wide variety of possible failures, the seriousness of off ense—a 

violation of fundamental rights and special obligations should 

receive highest priority—the likelihood of unethical conduct 

occurring, and the controls in place, if any, to detect  unethical 

conduct if it does in fact occur. Management should then 

take action to reduce the severity, likelihood of off ense, and/

or increase the means for detection. Where possible,  reducing 

the severity and likelihood are preferable to increasing the 

means of detection alone. Th is approach is similar to Potential 

Failure Mode and Eff ects Analysis in quality circles.18
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• Management should periodically come up with a list of 

tangible and measurable objectives and initiatives  relative 

to each organizational process and assign  responsibility 

and authority for their actualization. Where possible, 

management should try to tie or at least relate ethics based 

objectives and initiatives with fi nancial metrics. Where 

initiatives are ineff ective and when objectives are not met 

management should make an eff ort to correct the  problem. 

Some possible measurable objectives metrics are listed 

below.

 � Improving stakeholder perceptions about corporate ethical 

performance.

 � Reducing ethics based complaints relative to particular 

processes.

 � Seeking compliance with recognized environmental and 

social accountability standards.

 � Promoting supplier compliance with recognized 

 environmental and social accountability standards.

 � Reducing your company’s carbon footprint, environmental 

impacts, and promoting energy effi  ciency.

 � Tracking the number of human rights violations in your 

company and down your supply chain.

 � Limiting the percentage of operations in areas where 

human rights violations are prevalent.

 � Reducing health and safety incidents in your company and 

down your supply chain.

 � Increasing the hours devoted to ethics training and 

 development.

 � Improving social, environmental, intellectual, and human 

capital in your company and down your supply chain.

 � Establishing community involvement projects designed 

to increase social, environmental, intellectual, and human 

capital.

 � Increasing company diversity.

 � Reducing the instances and costs of illegal conduct.
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 � Increasing philanthropic donations.

 � Taking formal and informal actions to promote ethical 

behavior.

As ethics programs are designed to improve character, human 

resources and development departments ought to play a key role in sup-

porting process level initiatives. Th is is why we feel that human “resources” 

requires the additional title of “development.” As such, human resources 

and development should have responsibility and authority to do the 

following.

• Ensure that employees are aware of and understand the ethics 

vision statement, codes of conduct, as well as procedures and 

other documentation. Th is should not simply be done during 

initial hiring and then stowed away in a personnel fi le. Train-

ing programs should thus be regularly conducted. Human 

resources should seek innovative and multimedia forms of 

marketing to get the message out.

• In addition to awareness training, human resources and 

development should help develop the ethical reasoning and 

decision-making capabilities of all employees within an 

organization (from the lowest to the highest levels on the 

organizational chart). Th is will include appropriate forms of 

stakeholder, utilitarian, and rights based decision-making. It 

also means helping to cultivate moral sensitivity, imagination, 

and moral intelligence.19 Developing and applying an ethical 

decision-making procedure will foster and provide a  standard 

against which these sorts of attributes can be measured. Th e 

steps that should be included in such a procedure are as 

 follows.20

 � Gather the facts. How did the problem arise? Be a good 

and thorough detective and obtain all applicable data 

and information. Reference all appropriate organizational 

 documentation, including the ethics vision statement, 

codes of conduct, and procedures.
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 � Identify all stakeholders. Identify all potential and mutual 

stakeholders. Cast a wide net to ensure thorough risk 

analysis.

 � Identify stakeholder claims. Th ink about claims in terms 

of that which is good, right, and virtuous and identify 

 operative normative judgments.

 � Identify short- and long-term consequences. Consider the 

impact of meeting or failing to meet stakeholder claims. Be 

sure to consider short- and long-term impacts. Managerial 

decisions should relate consequences to corporate objectives 

and measures, including impacts on stakeholder satisfaction 

and short- and long-term fi nancial metrics.

 � Identify obligations to stakeholders. Highlight obligations 

grounded in fundamental rights and those that represent 

special obligations. Fundamental rights and conditions of 

acute vulnerability and dependence should be given the 

highest priority; remember that the weakest voice may have 

the strongest moral claim. Also identify derivative claims, 

in particular those that relate to an important good. As 

best as possible defi ne specifi c positive and negative duties 

 relative to each right.

 � Consider your character and integrity. What would a virtuous 

person do? What would you do if you had the courage and 

support? Organizations have provided role models to help 

this aspect of decision-making. One of the more popular 

was at Walt Disney, where when facing a diffi  cult issue 

executives would ask, “What would Walt do?”

 � Th ink creatively about potential actions. Do not limit 

yourself to shareholders and short-term profi tability. 

Try to engage in moral imagination and examine new 

 possibilities.21 Seek out advice and look for best  practices. 

Consult with the ethical offi  cer or ethics board, as 

 appropriate. Try to come up with a plan that best drives 

company success, makes good on fundamental rights and 

obligations, and best satisfi es derivative claims. Where 

derivative claims and other nonfundamental rights cannot 
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be immediately met, think about and try to come up with 

continual improvement measures that would improve the 

likelihood of meeting such claims in the future.

 � Form an argument that supports your decision. Make a 

 decision and provide reasons for your decision. Your 

 decision should be related in the form of an ethical 

 argument. In short, an argument is a set of premises or 

statements that logically lead to a conclusion. Th e premises 

in an ethical argument include certain empirical/descriptive 

premises or statements and include an appeal to a moral 

principle or value. Try to use the moral terminology,

  principles, and values discussed in this book. Th e  following 

is an example of a simple ethical argument. (1) We ought 

never to violate fundamental rights. (1a) Fundamental 

rights protect that which is necessary for human beings 

to have dignity, integrity, and respect. (1b)  Fundamental 

rights include universal human rights. (2) Forcing 

 employees to stand at their workstation for over 12 hours 

without a break is consistent with accepted defi nitions of 

torture. (3) Th e right not to be tortured is a human and 

fundamental right. (4) Th erefore, we ought never to force 

employees to stand for over 12 hours without a break. Th is 

sort of argument would then ethically justify taking specifi c 

actions to prevent this sort of abuse in practice.

• Ensure that ethical and unethical conduct and ethical 

 character are considered in issues of hiring, fi ring, promotion, 

and demotion. Th ere should be performance based rewards 

for ethical conduct and disincentives for unethical conduct. 

Human resources and development should create plans for 

intellectual and moral development.

Continual Improvement

Following Aristotle, becoming an ethical person is an ongoing task that 

involves trial, error, and a commitment to improvement. In business, 

the term “continual improvement” refers to a general and systematic 
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 commitment to improve organizational processes and overall perfor-

mance.22 At times, improvements may be small, incremental changes, 

such as deciding to engage in recycling. At other times, improvement 

eff orts constitute more encompassing process changes, such as shifting 

company mindset to a sustainability paradigm. In any event, the keys to 

continual ethical improvement are to build into organizational practices 

a degree of honest and critical self-refl ection, a tangible commitment to 

eliminating the underlying causes of unethical behavior, and the willing-

ness to act on processes in ways to promote ethical conduct. Th e follow-

ing suggestions for continual improvement will help build and sustain 

an eff ective ethics program.

• Organizations should conduct periodic ethics audits. 

Similar to gap analyses, ethical audits should be designed 

to  determine the degree of compliance to ethics program 

documentation. Audits should also identify opportunities for 

improvement, verify process level and overall eff ectiveness, 

and identify best practices. A formal audit program should 

be established to help defi ne the audit strategy, develop 

checklists, set the audit fl ow, and stipulate auditor training 

requirements. Knowledge about quality management system 

auditing philosophy, methods, and techniques will help to 

develop an eff ective audit program.23

• In addition to audits, organizations should implement 

 anonymous stakeholder feedback systems for reporting 

unethical conduct. Common feedback systems include ethics 

hotlines and forms of stakeholder satisfaction surveys.

• Organizations should implement a formal system for 

 corrective action. Preventive actions are designed to act upon 

processes in order to prevent problems from happening in the 

fi rst place. Corrective actions are designed to act on processes 

to prevent problems from recurring.24 Th is is best accom-

plished by identifying and eliminated the root cause(s) of the 

problem. Th ere are many methods for root cause analysis.25 

Th e most simple, but often eff ective approach is the “5-Whys” 

method. Th is method asks problem solvers to ask why (1) the 
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initial problem occurred, thus determining the  immediate 

and most obvious cause or Why (1). Th e problem solvers 

would then ask Why (1) occurred (thus generating Why 2). 

Th e problem solvers would then ask Why (2) occurred (thus 

generating Why 3), and then would repeat the  questioning 

at least two additional times, as appropriate. Th e end result 

should be a more rigorous and process oriented change. For 

example, a seemingly isolated problem involving  unethical 

and illegal purchasing kickbacks may begin with fi ring the 

purchasing agent. Further investigation may lead to more 

systematic changes in hiring and supplier evaluation processes 

and  practices. Problem solvers would then work to eliminate 

the root cause and take steps to ensure that their actions are 

 eff ective. Audit results, the results from gap analyses, actual 

problems that arise from preventive action analysis, and 

 failures to meet process-related and overall organizational 

objectives all provide opportunities for corrective action.

• Executive managers should conduct comprehensive and 

 periodic reviews of overall ethics program eff ectiveness. 

 During reviews executive management should:

 � Review the ethics vision statement.

 � Review process level objectives and associated 

 measurements.

 � Review the results of audits and gap analyses.

 � Review stakeholder feedback.

 � Review corrective and preventive actions.

 � Identify things gone right and things gone wrong.

 � Determine whether or not the ethics vision statement has 

been realized.

 � Objectively assess the company’s overall ethical– 

organizational culture. Th e previous bullet points will 

serve as inputs when making this assessment. Th ere are 

other psychological and social scientifi c models that 

may be employed when assessing the strength of one’s 

 organizational culture.26
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 � Come up with corrective actions and an enterprise level 

action plan for continual improvement.

 � Report on ethics program performance. Ethics reporting 

will help to demonstrate your commitment to the ethics 

program and will help to measure performance over time. 

Th e nature and extent of the report may vary depending on 

the stakeholder group or groups to which it is addressed. A 

report should be presented to the governing body. A report 

should also be prepared and publicly disseminated to all 

company stakeholders. Th e Global Reporting  Initiative’s 

framework, which focuses on economic, social, and 

 environmental sustainability, provides a useful framework 

for ethics and sustainability reporting.27

Leadership and Discourse

Without question an ethics program will not be eff ective without leader-

ship at all levels of the organization. All employees must in one sense or 

another lead by example. Executive managers and governing authorities 

should openly support the ethics program in word and also by allocating 

the necessary resources to ensure its eff ectiveness. Executive management 

and the board should appoint an ethics offi  cer who has the responsibility 

and the authority to ensure that the program is eff ectively documented, 

implemented, and maintained. Each employee should be aware of ethics 

program requirements, the company’s ethics vision, and demonstrate how 

they actively promote an ethical organization culture.

Th ere are many leadership models that can help to facilitate these 

ends, foster ethical conduct, and align with the suggestions of this book. 

For example, models of cosmopolitan leadership demand, promote, 

and reward inquisitiveness, learning, critical refl ection and deliberation, 

a sense of belonging and purpose, a sense of mutual recognition and 

interdependence, and care.28 Additionally, the transformative leadership 

model stresses the importance of the leader as a mentor who recognizes 

individual importance and uniqueness, promotes intellectual stimula-

tion, conveys an overarching vision or purpose that transcends immedi-

ate, transactional gain, who acts with the utmost integrity, and ultimately 
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serves as a role model for ethical conduct.29 Each model, and perhaps 

many others, helps to align good and eff ective leadership with the ethics, 

values, and principles discussed in this book.

Regardless of which leadership model one chooses, leaders will be in 

situations where they have to maintain integrity during diffi  cult times. As 

mentioned at several points throughout this book ethical dilemmas and 

confl ict will inevitably occur. One way to deal with confl ict is to try and 

exert strategic infl uence and through inducements or threats try to advance 

company interests. Th e philosopher Jurgen Habermas defi nes this sort of 

action as strategic action.30 Th ere is, of course, a place for strategic action 

in business. Th e problem with exerting such an infl uence, however, is that 

when strategic actions come to dominate an organizational culture they 

erode the sense of ethical–organizational integrity outlined here.31 On the 

other hand, Habermas defi nes communicative actions as those attempts to 

reach mutual understanding and coordinate behavior in terms of a collec-

tive assent to the way things ought to be.32 Diff erent from the disposition 

to rely on strategic actions, engaging in communicative actions and work-

ing toward mutual understanding actually builds solidarity and integrity.33

While we should not try to wholly eliminate strategic actions, we 

should try to foster communicative actions. Th e way to do this is through 

discourse. In a debate one party may know very well the position they 

support and do their best to prove their point. Th e goal of a debate is 

to infl uence opinion in the most eff ective way possible, sometimes by 

good, solid argumentation, at other times through purely rhetorical 

means. Conversely, the goal of discourse is learning and understanding. 

Participants do not rely on rhetoric or subterfuge but trade arguments in 

order to fi nd the best reasons for supporting general norms and values 

over others.34 At one level, discursive participants should discuss and seek 

consensus over the guiding values or deep preferences that focus their 

collective way of life. Using our terminology, mutual stakeholders should 

engage or otherwise be represented in a discourse about organizational 

and stakeholder identity and defi ne shared commitments regarding that 

which is good. At another level, all potential stakeholders should engage 

or otherwise be represented in a discourse about that which is right or 

fair. In the end, that which is good and that which is right are not deter-

mined by an ethics offi  cer or corporate social responsibility offi  ce, but 
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arise out of processes driven toward inclusive stakeholder input and col-

lective recognition. In the end, the results of stakeholder discourse should 

appropriately shape the organizational ethics vision and other down-level 

documentation. Several models for incorporating discursive elements in 

business organizations are suggested in the literature.35 Some of the gen-

eral discursive rules to which participants must adhere are as follows.

• A commitment to ethical and moral learning.

• A commitment to recognizing the mutual worth of all 

 participants.

• Willingness to reverse roles and argue and see a position from 

another’s point of view.

• Willingness to give up on one’s position when provided good 

reasons to do so.

• A commitment to represent all stakeholder view and 

 arguments, whether in person or in spirit. Getting all parties 

in one room might be diffi  cult, but their positions nevertheless 

could be authentically championed by other constituents.

• Allowing all parties to speak their views and present their 

 positions without retribution.

• A commitment to speaking truthfully and authentically.

• A commitment to fi nding values and norms that are, or at 

least would likely be, supported by all those who may be 

impacted by their recognition.

• A commitment to translate the recognition of said values and 

norms into practice.

• Without question, discourse is an idealized form of 

 engagement and sometimes diffi  cult to implement in practice. 

Nevertheless, the ability for leaders to engage in discourse, 

refrain from threats and inducements, and develop a shared 

and unifying sense of stakeholder ethical and moral  solidarity 

should be regarded as a central feature of stakeholder 

 management capability.36
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Conclusion

We began this chapter by recognizing intellectual, cognitive, and moti-

vation limitations to managing for ethical–organizational integrity. An 

eff ective ethics program will not eliminate all confl ict or eliminate all 

cases of unethical conduct. An eff ective program will, however, help to 

create a culture that will maintain and reaffi  rm ethical–organizational 

integrity when cases of ethical confl ict or unethical conduct do in fact 

occur. Th is integrity is held fast by a commitment to a systematic and 

process oriented approach to intellectual and moral development. To reit-

erate a crucial point, ethics is not merely about applying discrete rules or 

seeking minimal compliance. Ethics is about transforming ourselves and 

our practices to refl ect higher ideals about that which is ultimately good 

and right.

Questions for Further Research and Discussion

Can you provide concrete examples and best cases of ethics 

 program eff ectiveness?

Why do some ethics programs fail?

What are some of the impediments to promoting an ethical 

organizational culture?

What are some of the impediments to ethical decision-making?

What are some of the variables that determine moral sensitivity, 

awareness, and impact ethical decision-making?

What psychological and social scientifi c models can best assess 

organizational culture?

What leadership models best promote ethical–organizational 

integrity?

Are there any ethical confl ict resolution models that work better 

than others?





Conclusion
For some time people thought that business and ethics constituted 

 separate and mutually exclusive realms. Th ose who hold such a belief 

or still maintain that “business ethics” is somehow an oxymoron do so 

at their own risk. Indeed, the recent failures in the fi nancial industries 

that precipitated the fi nancial crises we are still dealing with illustrate 

the systematic dangers to companies, investors, and the public that stem 

from attempts to engage in business in a moral vacuum. Business presup-

poses a moral foundation and requires an ethical framework if it is to 

serve the very real needs that it is designed to fulfi ll in society. From what 

we have learned, behaving ethically in business and promoting ethical– 

organizational integrity and long-term company success are intimately 

related and mutually dependent.

For those philosophers who have devoted their attention to economics 

and business and society, as well as to astute businesspersons this should 

come as no real surprise. Indeed, the principles and values prescribed by 

the great ethicists are shared by companies who are, so to speak, “built to 

last.”1 While profi t and money may be important goods, ethical philoso-

phers and refl ective businesspersons would argue that the key to success 

in life and in business involves higher standards than those grounded 

in the unrestrained pursuit of immediate interests. Philosophers and the 

top business thinkers are visionaries. Th ey are not satisfi ed with the way 

things are but continually try to envision and actualize the way things 

ought to be. Th eir goals are both big and audacious. Doing well enough 

is fi ne, but we ought to be committed to bringing about states of aff airs 

that best promote and maximize happiness and company success. Th is 

requires innovation, imagination, and creativity. In seeking to best drive 

company success we must likewise be committed to always respecting the 

humanity and dignity of all stakeholders. We should not simply satisfy 

our immediate desires but strive to be virtuous, fl ourish as individuals and 

organizations, and live up to our greatest potential. We must realize that 

living up to these ideals is diffi  cult and requires work, practice, trial and 

error, improvement, and courage. Although diffi  cult, these  commitments 
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will help defi ne a core moral ideology that defi nes who we are and what 

we stand for as an organization of businesspersons. Th ose who align 

themselves with the values and principles defi ned therein are aligned with 

a higher purpose and conviction. While businesses come and go, it is thus 

the ethical value and principles upon which organizations are founded 

that ought to be built to last. And this is the vision that will sustain both 

the future of business and a society that can best promote the goods that 

businesses can provide for persons in those societies.

Th is of course does not mean that managers and other employees 

will not face very diffi  cult situations and encounter ethical dilemmas and 

confl icts. At times the path that best promotes and maximizes long-term 

value will be unclear. At times powerful individuals or stakeholder groups 

may try to infl uence behavior that is perhaps unethical or does not align 

with long-term company success. At times there will be situations where 

leaders may know the right thing to do on principle but fail to understand 

how to best realize it. At other times stakeholders in and outside your 

organization may fail to abide by the most basic moral prohibitions and 

violate fundamental rights and opportunistically exploit the most vulner-

able and dependent. No book, ethical theory, or managerial approach 

will prevent such things from occurring. Optimally dealing with these 

sorts of diffi  cult ethical issues in business requires moral sophistication 

and a fi rm commitment to systematically bringing ethics into manage-

ment systems and organizational processes. Business is not separate from 

ethics, nor does a business ethic merely impose constraints on business 

practices. As stated at various points throughout this work, being ethical 

in business involves trying to transform ourselves, our practices, and our 

organizations to better and continually refl ect higher normative ideals. 

No framework will guarantee business success. What our framework will 

do, however, is to help ensure that whether we succeed or fail in business, 

we do so with integrity.
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Ford Motor Company’s 
Code of Basic Working 

 Conditions

Th is Code of Basic Working Conditions represents the commitment 

of Ford and its worldwide subsidiaries. Th e diverse group of men and 

women who work for Ford are our most important resource. In recog-

nition of their contributions, we have developed policies and programs 

designed to ensure that our employees enjoy the protection aff orded by 

the principles articulated today in this Code. While these principles are 

not new to Ford, they are vitally important to what we stand for as a 

company. Consequently, we have chosen to summarize them here in an 

expression of our global commitment.

While this Code of Conduct serves to detail, specifi cally, our stand-

ards for labor and environmental standards throughout our global opera-

tions, it also stands as a general endorsement of the following human 

rights frameworks and charters:

• Th e UN Universal Declaration of Human Rights

• Th e ILO Tripartite Declaration of Principles concerning 

 Multinational Enterprises and Social Policy

• OECD Guidelines for Multinational Enterprises

• Th e Global Sullivan Principles of Social Responsibility

Th e diverse universe in which Ford operates requires that a Code such as 

this be general in nature. In certain situations, local legal requirements, 

collective bargaining agreements, and agreements freely entered into by 

employees may supersede portions of this Code. Nevertheless, we believe 

this Code affi  rms important, universal values that serve as the cornerstone 

of our relationship with employees.



90 APPENDIX A

Child Labor

We will not use child labor. In no event will we employ any person below 

the age of 15, unless this is part of a government-authorized job training 

or apprenticeship program that would be clearly benefi cial to the persons 

participating.

Compensation

We will promote our employees’ material well-being by providing 

 compensation and benefi ts that are competitive and comply with appli-

cable law.

Forced Labor

We will not use forced labor, regardless of its form. We will not tolerate 

physically abusive disciplinary practices.

Freedom of Association and Collective Bargaining

We recognize and respect our employees’ right to associate freely and 

bargain collectively. We will work constructively with recognized repre-

sentatives to promote the interests of our employees. In locations where 

employees are not represented by unions, we will seek to provide oppor-

tunities for employee concerns to be heard.

Harassment and Discrimination

We will not tolerate harassment or discrimination on the basis of sex, 

race, color, creed, religion, age, ethnic or national origin, marital/parental 

status, pregnancy, disability, sexual orientation, or veteran status.

Health and Safety

We will provide and maintain for all employees a safe and healthy work-

ing environment that meets or exceeds applicable standards for occupa-

tional safety and health.

Work Hours

We will comply with applicable law regulating hours of work.

Community Engagement and Indigenous Populations

We shall consider indigenous peoples among our primary stakeholders in 

all projects we consider undertaking. We will openly and honestly engage 

all recognized members of our stakeholder community who have an inter-

est in our activities.
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Bribery and Corruption

We will under no circumstances tolerate the giving or receiving of undue 

reward to infl uence the behavior of another individual, organization, pol-

itician, or government body, so as to acquire a commercial advantage; this 

extends to all of our regional operations, regardless of whether bribery is 

offi  cially tolerated and condoned.

Environment and Sustainability

We will conduct business in an environmentally friendly and responsible 

manner. We will seek to reduce and minimize the environmental impact 

of all of our operations in the short term, as we seek to become an envi-

ronmentally restorative and truly sustainable company in the long term.

Responsibility and Implementation

We will communicate this Code of Basic Working Conditions to all 

employees. As appropriate under local practice, we will seek the support 

and assistance of unions and employee representatives in this eff ort. We 

will encourage our business partners throughout our value chain to adopt 

and enforce similar policies. We will seek to identify and utilize business 

partners who aspire in the conduct of their business to standards that are 

consistent with this Code.

Employees with a good-faith belief that there may have been a viola-

tion of this Code should report it through established channels, if known, 

or to the Offi  ce of the General Counsel. No retaliatory actions will be 

taken against any employee who makes such a report or cooperates in an 

investigation of such a violation reported by someone else.

Verifi cation

We will, as appropriate, seek the assistance of independent third parties to 

verify our compliance with this Code.





APPENDIX B

APSC Capability Checklist

Principles Elements Checklist
1 Align
learning with the 
business

Agency capability 
requirements

Do learning and development strategies 
and plans refl ect agency capability require-
ments against business outcomes as identi-
fi ed in corporate planning documents?

Are agency capability requirements 
 identifi ed and articulated in people 
management/ workforce plans?

Governance Does the organization have a structured 
and accountable approach to the manage-
ment of learning and development?

Agency culture Are processes in place to map the agency’s 
culture against the desired culture and do 
learning and development plans and strat-
egies refl ect cultural realities and goals?

Funding mecha-
nisms and processes

Are learning and development strategies 
suffi ciently and appropriately funded for 
short- and long-term future needs?

2 Integrate 
learning with HR 
and other business 
processes

Other people man-
agement strategies 
and plans

Are there mechanisms in place to ensure 
that all people management strategies are 
coherent?

People manage-
ment processes

Do employees know and understand the 
agency’s capability requirements?

Are managers and employees aware of 
their roles and responsibilities regard-
ing individual development and career 
management?

Agency core busi-
ness processes

Is learning and development considered a 
legitimate part of day-to-day business?

Are existing business processes and forums 
used to advance learning and development 
goals?

(Continued)
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Principles Elements Checklist
HR  Management 
Information 
 Systems (HRMIS)

Is there a system that provides for the col-
lection and reporting of minimum baseline 
data, which is integrated with agency 
management information systems?

3 Create
a learning culture

Leading by 
 example

Are senior and line managers creating a 
 positive work environment, modelling 
learning for themselves and supporting 
learning and development in the agency?

Active 
 commitment

Is there appropriate promotion, recog-
nition and resourcing of learning and 
development by senior management?

Blurring the lines 
between learning 
and work

Do managers see learning and 
 development as a legitimate and valued 
workplace  activity?

4 Provide 
appropriate learning 
options

Needs-based 
content

Are learning and development options 
based on organizational, business unit and 
individual priorities and needs?

Appropriate 
 interventions

Are learning and development options 
cost-effective, relevant, and action-orient-
ed to facilitate transfer of learning to the 
workplace?

Are learning and development options 
varied, timely, fl exible, collaborative, and 
compatible with individual learning styles 
and adult learning principles?

5 Manage 
learning  effectively

Value for money 
service delivery

Do you know that your learning and 
development function is delivering value 
for money?

Effective 
 stakeholder 
 relationships

Are stakeholder relationships with staff, 
managers, service providers, executive, 
Parliament effective?

Monitoring and 
reporting

Are there systems in place to monitor 
and report on learning and development 
activities?

6 Support 
application of skills 
in the workplace

Supportive work-
place environment

Are mentoring and coaching by  managers 
on the job a part of learning and 
 development in the agency?

Opportunities to 
 apply new skills

Are there incentives in place to ensure 
that line managers encourage and provide 
 opportunities to test and develop new 
skills?

(Continued)
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(Continued)

Principles Elements Checklist
Opportunities to 
disseminate new 
knowledge

Are there support and assistance systems 
available to advise and support managers 
and individuals in identifi ed capability 
areas?

Are staff encouraged to share learning 
in specifi c subject matter/specialist areas 
through knowledge networks?

On-the-job 
 performance 
 evaluation

Do staff and managers translate 
 performance management activities into 
development  action plans?

7 Evaluate 
learning and 
 development

Relevance Do learning and development investments 
 address business, capability and individual 
needs?

Appropriateness Are learning and development invest-
ments appropriate in terms of time, cost, 
quality, and integration with other strate-
gies and practices?

Reaction Are learners satisfi ed with the accessibility 
and quality of learning and development?

Capability  acquired Have learning and development improved 
individual and agency knowledge, skills, 
and competency?

Performance on 
the job

Has learning been transferred to the 
 workplace?

Outcomes Do you assess the outcomes of learning 
and development?
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International Code of Ethics 
for Sales and Marketing

1. I hereby acknowledge my accountability to the organization for 

which I work and to society as a whole to improve sales knowledge 

and practice and to adhere to the highest professional standards in 

my work and personal relationships.

2. My concept of selling includes as its basic principle the sovereignty 

of all consumers in the marketplace and the necessity for mutual 

benefi t to both buyer and seller in all transactions.

3. I shall personally maintain the highest standards of ethical and pro-

fessional conduct in all my business relationships with customers, 

suppliers, colleagues, competitors, governmental agencies, and the 

public.

4. I pledge to protect, support, and promote the principles of con-

sumer choice, competition, and innovation enterprise, consistent 

with relevant legislative public policy standards.

5. I shall not knowingly participate in actions, agreements, or mar-

keting policies or practices which may be detrimental to customers, 

competitors, or established community social or economic policies 

or standards.

6. I shall strive to ensure that products and services are distributed 

through such channels and by such methods as will tend to optimize 

the distributive process by off ering maximum customer value and 

service at minimum cost while providing fair and equitable compen-

sation for all parties.

7. I shall support eff orts to increase productivity or reduce costs of 

production or marketing through standardization or other methods, 

provided these methods do not stifl e innovation or creativity.
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8. I believe prices should refl ect true value in use of the product or 

service to the customer, including the pricing of goods and services 

transferred among operating organizations worldwide.

9. I acknowledge that providing the best economic and social prod-

uct value consistent with cost also includes: (a) recognizing the cus-

tomer’s right to expect safe products with clear instructions for their 

proper use and maintenance; (b) providing easily accessible channels 

for customer complaints; (c) investigating any customer dissatisfac-

tion objectively and taking prompt and appropriate remedial action; 

(d) recognizing and supporting proven public policy objectives such 

as conserving energy and protecting the environment.

10. I pledge my eff orts to assure that all marketing research, advertising, 

and presentations of products, services, or concepts are done clearly, 

truthfully, and in good taste so as not to mislead or off end custom-

ers. I further pledge to assure that all these activities are conducted in 

accordance with the highest standards of each profession and gener-

ally accepted principles of fair competition.

11. I pledge to cooperate fully in furthering the eff orts of all institu-

tions, media, professional associations, and other organizations to 

publicize this creed as widely as possible throughout the world.
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Universal Declaration of 
Human Rights*

Ar  ticle 1.

All human beings are born free and equal in dignity and rights. Th ey are 

endowed with reason and conscience and should act toward one another 

in a spirit of brotherhood.

Ar ticle 2.

Everyone is entitled to all the rights and freedoms set forth in this Decla-

ration, without distinction of any kind, such as race, color, sex, language, 

religion, political or other opinion, national or social origin, property, 

birth or other status. Furthermore, no distinction shall be made on the 

basis of the political, jurisdictional or international status of the country 

or territory to which a person belongs, whether it be independent, trust, 

non-self-governi  ng or under any other limitation of sovereignty.

Ar ticle 3.

Everyone has the right to life, liberty and security of person.

Ar ticle 4.

No one shall be held in slavery or servitude; slavery and the slave trade 

shall be prohibited in all their forms.

Ar ticle 5.

No one shall be subjected to torture or to cruel, inhuman or degrading 

treatment or punishment.

Ar ticle 6.

Everyone has the right to recognition everywhere as a person before the law.

*Source: Courtesy Universal Declaration of Human Rights.
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Ar ticle 7.

All are equal before the law and are entitled without any discrimination to 

equal protection of the law. All are entitled to equal protection against any 

discrimination in violation of this Declaration and against any incitement 

to such discrimination.

Ar   ticle 12.

No one shall be subjected to arbitrary interference with his privacy, fam-

ily, home or correspondence, nor to attacks upon his honor and reputa-

tion. Everyone has the right to the protection of the law against such 

interference or attacks.

Ar   ticle 17.

1. Everyone has the right to own property alone as well as in association 

with others.

2. No one shall be arbitrarily deprived of his property.

Ar ticle 18.

Everyone has the right to freedom of thought, conscience and religion; 

this right includes freedom to change his religion or belief, and freedom, 

either alone or in community with others and in public or private, to 

manifest his religion or belief in teaching, practice, worship and obser-

vance.

Ar ticle 19.

Everyone has the right to freedom of opinion and expression; this right 

includes freedom to hold opinions without interference and to seek, 

receive and impart information and ideas through any media and regard-

less of frontiers.

Ar ticle 20.

1. Everyone has the right to freedom of peaceful assembly and associa-

tion.

2. No one may be compelled to belong to an association.

Ar  ticle 22.

Everyone, as a member of society, has the right to social security and 

is entitled to realization, through national eff ort and international co- 

operation and in accordance with the organization and resources of each 
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State, of the economic, social and cultural rights indispensable for his 

dignity and the free development of his personality.

Ar ticle 23.

1. Everyone has the right to work, to free choice of employment, to just 

and favorable conditions of work and to protection against unem-

ployment.

2. Everyone, without any discrimination, has the right to equal pay for 

equal work.

3. Everyone who works has the right to just and favorable remuneration 

ensuring for himself and his family an existence worthy of human 

dignity, and supplemented, if necessary, by other means of social 

protection.

4. Everyone has the right to form and to join trade unions for the pro-

tection of his interests.

Ar ticle 24.

Everyone has the right to rest and leisure, including reasonable limitation 

of working hours and periodic holidays with pay.

Ar ticle 25.

1. Everyone has the right to a standard of living adequate for the health 

and well-being of himself and of his family, including food, clothing, 

housing and medical care and necessary social services, and the right 

to security in the event of unemployment, sickness, disability, wid-

owhood, old age or other lack of livelihood in circumstances beyond 

his control.

2. Motherhood and childhood are entitled to special care and assis-

tance. All children, whether born in or out of wedlock, shall enjoy 

the same social protection.

Ar ticle 26.

1. Everyone has the right to education.

2. Education shall be directed to the full development of the human 

personality and to the strengthening of respect for human rights and 

fundamental freedoms.
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Shareholder Key Rights as Identifi ed 
by the OECD*

Th e corporate governance framework should protect and facilitate the exercise 

of shareholders’ rights.

A. Basic shareholder rights should include the right to: 1) secure 

methods of ownership registration; 2) convey or transfer shares; 3) obtain 

relevant and material information on the corporation on a timely and 

regular basis; 4) participate and vote in general shareholder meetings; 

5) elect and remove members of the board; and 6) share in the profi ts of 

the corporation.

B. Shareholders should have the right to participate in, and to be suffi  -

ciently informed on, decisions concerning fundamental corporate changes 

such as: 1) amendments to the statutes, or articles of incorporation or sim-

ilar governing documents of the company; 2) the authorization of addi-

tional shares; and 3) extraordinary transactions, including the transfer of 

all or substantially all assets, that in eff ect result in the sale of the company.

C. Shareholders should have the opportunity to participate eff ec-

tively and vote in general shareholder meetings and should be informed 

of the rules, including voting procedures, that govern general shareholder 

 meetings:

1. Shareholders should be furnished with suffi  cient and timely infor-

mation concerning the date, location and agenda of general meet-

ings, as well as full and timely information regarding the issues to be 

decided at the meeting.

2. Shareholders should have the opportunity to ask questions to the 

board, including questions relating to the annual external audit, to 

place items on the agenda of general meetings, and to propose reso-

lutions, subject to reasonable limitations.

*Source: Courtesy Shareholder Key Rights as Identifi ed by the OECD.
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3. Eff ective shareholder participation in key corporate governance deci-

sions, such as the nomination and election of board members, should 

be facilitated. Shareholders should be able to make their views known 

on the remuneration policy for board members and key executives. 

Th e equity component of compensation schemes for board members 

and employees should be subject to shareholder approval.

4. Shareholders should be able to vote in person or in absentia, and 

equal eff ect should be given to votes whether cast in person or in 

absentia.

D. Capital structures and arrangements that enable certain sharehold-

ers to obtain a degree of control disproportionate to their equity owner-

ship should be disclosed.

E. Markets for corporate control should be allowed to function in an 

effi  cient and transparent manner.

1. Th e rules and procedures governing the acquisition of corporate con-

trol in the capital markets, and extraordinary transactions such as 

mergers, and sales of substantial portions of corporate assets, should 

be clearly articulated and disclosed so that investors understand their 

rights and recourse. Transactions should occur at transparent prices 

and under fair conditions that protect the rights of all shareholders 

according to their class.

2. Anti-take-over devices should not be used to shield management and 

the board from accountability.

F. Th e exercise of ownership rights by all shareholders, including insti-

tutional investors, should be facilitated.

1. Institutional investors acting in a fi duciary capacity should disclose 

their overall corporate governance and voting policies with respect to 

their investments, including the procedures that they have in place 

for deciding on the use of their voting rights.

2. Institutional investors acting in a fi duciary capacity should disclose 

how they manage material confl icts of interest that may aff ect the 

exercise of key ownership rights regarding their investments.
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G. Shareholders, including institutional shareholders, should be 

allowed to consult with each other on issues concerning their basic share-

holder rights as defi ned in the Principles, subject to exceptions to prevent 

abuse.

Sarbanes Oxley Summary

Summary of Section 302

Periodic statutory fi nancial reports are to include certifi cations that:

• Th e signing offi  cers have reviewed the report

• Th e report does not contain any material untrue statements or 

material omission or be considered misleading

• Th e fi nancial statements and related information fairly present 

the fi nancial condition and the results in all material respects

• Th e signing offi  cers are responsible for internal controls and 

have evaluated these internal controls within the previous 

ninety days and have reported on their fi ndings

• A list of all defi ciencies in the internal controls and informa-

tion on any fraud that involves employees who are involved 

with internal activities

• Any signifi cant changes in internal controls or related factors 

that could have a negative impact on the internal controls

Organizations may not attempt to avoid these requirements by rein-

corporating their activities or transferring their activities outside of the 

United States.

Summary of Section 401

Financial statements published by issuers are required to be accurate 

and presented in a manner that does not contain incorrect statements or 

admit to state material information. Th ese fi nancial statements shall also 

include all material off -balance sheet liabilities, obligations or transac-

tions. Th e Commission was required to study and report on the extent of 

off -balance transactions resulting transparent reporting. Th e Commission 
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is also required to determine whether generally accepted accounting prin-

cipals or other regulations result in open and meaningful reporting by 

issuers.

Summary of Section 404

Issuers are required to publish information in their annual reports con-

cerning the scope and adequacy of the internal control structure and 

procedures for fi nancial reporting. Th is statement shall also assess the 

eff ectiveness of such internal controls and procedures.

Th e registered accounting fi rm shall, in the same report, attest to and 

report on the assessment on the eff ectiveness of the internal control struc-

ture and procedures for fi nancial reporting.

Summary of Section 409

Issuers are required to disclose to the public, on an urgent basis, informa-

tion on material changes in their fi nancial condition or operations. Th ese 

disclosures are to be presented in terms that are easy to understand sup-

ported by trend and qualitative information of graphic presentations as 

appropriate.

Summary of Section 802

Th is section imposes penalties of fi nes and/or up to 20 years imprison-

ment for altering, destroying, mutilating, concealing, falsifying records, 

documents or tangible objects with the intent to obstruct, impede or 

infl uence a legal investigation. Th is section also imposes penalties of fi nes 

and/or imprisonment up to 10 years on any accountant who knowingly 

and willfully violates the requirements of maintenance of all audit or 

review papers for a period of 5 years.
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U.S. Federal Sentencing 
Guidelines—Chapter 8

§8B2.1. Effective Compliance and Ethics Program

 a. To have an eff ective compliance and ethics program … an organiza-

tion shall—

1. exercise due diligence to prevent and detect criminal conduct; and

2. otherwise promote an organizational culture that encourages ethi-

cal conduct and a commitment to compliance with the law.

Such compliance and ethics program shall be reasonably designed, 

implemented, and enforced so that the program is generally eff ective 

in preventing and detecting criminal conduct. Th e failure to prevent or 

detect the instant off ense does not necessarily mean that the program is 

not generally eff ective in preventing and detecting criminal conduct.

 b. Due diligence and the promotion of an organizational culture that 

encourages ethical conduct and a commitment to compliance with 

the law within the meaning of subsection (a) minimally require the 

following:

1. Th e organization shall establish standards and procedures to pre-

vent and detect criminal conduct.

2. (A) Th e organization’s governing authority shall be knowledge-

able about the content and operation of the compliance and eth-

ics program and shall exercise reasonable oversight with respect to 

the implementation and eff ectiveness of the compliance and ethics 

program.

(B) High-level personnel of the organization shall ensure that the 

organization has an eff ective compliance and ethics program, as 

described in this guideline. Specifi c individual(s) within high-level 
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personnel shall be assigned overall responsibility for the compli-

ance and ethics program.

(C) Specifi c individual(s) within the organization shall be del-

egated day-to-day operational responsibility for the compliance 

and ethics program. Individual(s) with operational responsibility 

shall report periodically to high-level personnel and, as appropri-

ate, to the governing authority, or an appropriate subgroup of 

the governing authority, on the eff ectiveness of the compliance 

and ethics program. To carry out such operational responsibility, 

such individual(s) shall be given adequate resources, appropri-

ate authority, and direct access to the governing authority or an 

appropriate subgroup of the governing authority.

3. Th e organization shall use reasonable eff orts not to include within 

the substantial authority personnel of the organization any indi-

vidual whom the organization knew, or should have known 

through the exercise of due diligence, has engaged in illegal activi-

ties or other conduct inconsistent with an eff ective compliance 

and ethics program.

4. (A) Th e organization shall take reasonable steps to communicate 

periodically and in a practical manner its standards and proce-

dures, and other aspects of the compliance and ethics program, 

to the individuals referred to in subparagraph (B) by conducting 

eff ective training programs and otherwise disseminating informa-

tion appropriate to such individuals’ respective roles and respon-

sibilities.

(B) Th e individuals referred to in subparagraph (A) are the mem-

bers of the governing authority, high-level personnel, substantial 

authority personnel, the organization’s employees, and, as appro-

priate, the organization’s agents.

5. Th e organization shall take reasonable steps—

(A) to ensure that the organization’s compliance and ethics pro-

gram is followed, including monitoring and auditing to detect 

criminal conduct;

(B) to evaluate periodically the eff ectiveness of the organization’s 

compliance and ethics program; and
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(C) to have and publicize a system, which may include mecha-

nisms that allow for anonymity or confi dentiality, whereby the 

organization’s employees and agents may report or seek guidance 

regarding potential or actual criminal conduct without fear of 

retaliation.

6. Th e organization’s compliance and ethics program shall be pro-

moted and enforced consistently throughout the organization 

through (A) appropriate incentives to perform in accordance with 

the compliance and ethics program; and (B) appropriate discipli-

nary measures for engaging in criminal conduct and for failing to 

take reasonable steps to prevent or detect criminal conduct.

7. After criminal conduct has been detected, the organization shall 

take reasonable steps to respond appropriately to the criminal con-

duct and to prevent further similar criminal conduct, including 

making any necessary modifi cations to the organization’s compli-

ance and ethics program.

 c. In implementing subsection (b), the organization shall periodically 

assess the risk of criminal conduct and shall take appropriate steps to 

design, implement, or modify each requirement set forth in subsec-

tion (b) to reduce the risk of criminal conduct identifi ed through 

this process.
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Johnson & Johnson Credo*

We believe our fi rst responsibility is to the doctors, nurses and patients, to 

mothers and fathers and all others who use our products and services. In 

meeting their needs everything we do must be of high quality.

We must constantly strive to reduce our costs in order to maintain 

reasonable prices. Customers’ orders must be serviced promptly and accu-

rately. Our suppliers and distributors must have an opportunity to make 

a fair profi t.

We are responsible to our employees, the men and women who work 

with us throughout the world. Everyone must be considered as an indi-

vidual. We must respect their dignity and recognize their merit. Th ey 

must have a sense of security in their jobs.

Compensation must be fair and adequate, and working conditions 

clean, orderly and safe. We must be mindful of ways to help our employ-

ees fulfi ll their family responsibilities.

Employees must feel free to make suggestions and complaints. Th ere 

must be equal opportunity for employment, development and advance-

ment for those qualifi ed.

We must provide competent management, and their actions must be 

just and ethical.

We are responsible to the communities in which we live and work 

and to the world community as well. We must be good citizens – 

support good works and charities and bear our fair share of taxes. We 

must encourage civic improvements and better health and education.

We must maintain in good order the property we are privileged to 

use, protecting the environment and natural resources.

Our fi nal responsibility is to our stockholders. Business must make a 

sound profi t. We must experiment with new ideas. Research must be car-

ried on, innovative programs developed and mistakes paid for.

*Source: Courtesy Johnson and Johnson Credo.
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New equipment must be purchased, new facilities provided and new 

products launched. Reserves must be created to provide for adverse times. 

When we operate according to these principles, the stockholders should 

realize a fair return.

Novartis Commitment to Human Rights*

At Novartis we believe that respect for human rights is sound business 

practice. As a responsible corporate citizen, we aim to exert an enlight-

ened presence wherever we operate.

Human rights apply to all people throughout the world. Th ey should 

guarantee everyone, everywhere, a life in freedom and dignity.

Novartis considers that upholding human rights is fundamental to 

sustainable social and economic development. We fully support the pro-

tection of such rights as enshrined in the United Nations’ Universal Dec-

laration of Human Rights (UDHR).

Human rights are cross-cutting issues aff ecting all aspects of our 

business, from research and development and clinical trials to market-

ing and the pricing of medicines. In addition to rights, such as labor 

norms, which hold the same relevance for all companies, there are rights 

of particular signifi cance to the pharmaceutical sector, such as the right to 

medical care, sometimes referred to as the right to health. We are engaged 

in partnerships with public and private sector organizations to respond to 

global health challenges by exploring approaches such as tiered pricing, 

donations and capacity-building.

Novartis has a longstanding commitment to human rights. We were 

among the fi rst signatories of the United Nations Global Compact in 

2000. As early as 2003, we were among the few multinational corpora-

tions to have developed a guideline on human rights which sets out our 

commitments and responsibilities in this area.

Novartis was a founding member of the Business Leaders Initiative 

on Human Rights (BLIHR) and has made a major contribution to fur-

thering collective understanding of the role of business in respecting and 

upholding human rights.

*Source: Courtesy Novartis AG.
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As well as ensuring that we are not complicit in human rights viola-

tions, we support human rights by adopting a proactive, “rights-aware” 

approach across all of our businesses. Th rough the think tank work of 

the Novartis Foundation for Sustainable Development, we are helping to 

defi ne the part business can play in promoting human rights in general 

and the right to health in particular.

In addition, since 2006, we have been collaborating with the Danish 

Institute for Human Rights to develop a version of their Human Rights 

Compliance Assessment tool adapted to the pharmaceutical industry. We 

are also involved in pioneering eff orts to apply the concept of a living 

wage across our worldwide operations.

Texas Instruments Ethics and Value Statement*

Ethics is the Cornerstone of TI

Our reputation at TI depends upon all of the decisions we make and all 

the actions we take personally each day. Our values defi ne how we will 

evaluate our decisions and actions and how we will conduct our business. 

We are working in a diffi  cult, demanding, ever-changing business envi-

ronment. Together, we are building a work environment on the founda-

tion of integrity, innovation and commitment.

Together, we are moving our company into a new century one good 

decision at a time. Our high standards have rewarded us with an enviable 

reputation in today’s marketplace: a reputation of integrity, honesty and 

trustworthiness. Th at strong ethical reputation is a vital asset, and each 

of us shares a personal responsibility to protect, preserve and enhance it. 

Our reputation is a strong, but silent partner in all business relationships. 

By understanding and applying the values presented here, each of us can 

say to ourselves and to others, “TI is a good company and one reason is 

that I am a part of it.”

Know what’s right. Value what’s right. Do what’s right.

*Source: Courtesy Texas Instruments.
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Integrity

• We exercise the basic virtues of respect, dignity, kindness, 

courtesy and manners in all work relationships.

• We recognize and avoid behaviors that others may fi nd 

off ensive, including the manner in which we speak and relate 

to one another and the materials we bring into the workplace, 

both printed and electronically.

• We respect the right and obligation of every TIer to resolve 

concerns relating to ethics questions without retribution and 

retaliation.

• We give all TIers the same opportunity to have their 

 questions, issues and situations fairly considered, while 

 understanding that being treated fairly does not always mean 

that we will all be treated the same.

• We trust one another to use sound judgment in our use of TI 

business and information systems.

• We understand that even though TI has the obligation to 

monitor its business information systems activity, we will 

respect privacy by prohibiting random searches of individual 

TIers’ communications.

Innovation

• We recognize that conduct socially and professionally accept-

able in one culture and country may be viewed diff erently.

• We work together with trust to achieve superior results.

• We hire, promote and reward individuals without regard to 

race, color, religion, creed, disability, national origin,  gender, 

gender identity and expression, age, sexual orientation, 

 marital status, or veteran status.

• We encourage open, honest and candid communications.

• We maintain a professional work environment that is both 

satisfying and rewarding.

• We give recognition and credit appropriately and frequently.

• We respect all TIers without regard to their position or level 

within the organization. 
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We understand that working together successfully may 

depend upon our willingness to trust someone else to take the 

lead.

• We strive to win aggressively and do so with the highest 

 standards of ethics.

• We take responsible risks, managing those risks and learning 

from our experiences.

• We promote workplace fl exibility to make TI the employer of 

choice for the most creative and innovative people.

• We seek out new perspectives and ideas through a diverse 

work force.

• We recognize that we succeed or fail together.

Commitment

• We keep our skills current and competitive by taking the 

initiative for our personal development.

• We take full accountability for our actions and responsibility 

for the outcome.

• We protect TI’s reputation for integrity in all business 

 dealings.

• We make a diff erence to our customers, our suppliers, one 

another, our communities and society.

• We set high standards of personal performance and 

 professional growth.

• We take personal pride in what we do.

• We stay committed to results.

• We listen to our customers and meet or exceed their 

 expectations.

• We seek to understand, value and leverage our diverse cultural 

diff erences and perspectives.
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