
Learning Goals

1. Explain the concepts of business ethics and social responsibility.

2. Describe the factors that influence business ethics.

3. List the stages in the development of ethical standards.

4. Identify common ethical dilemmas in the workplace.

5. Discuss how organizations shape ethical behavior.

6. Relate the ways government regulation affects business ethics and social
responsibility.

7. Describe how businesses’ social responsibility is measured.

8. Summarize the responsibilities of business to the general public,
customers, and employees.

9. Explain why investors and the financial community are concerned with
business ethics and social responsibility.

C H A P T E R  2  

Achieving Business
Success by Demonstrating
Ethical Behavior and
Social Responsibility
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Decades ago, before being
“green” was popular, Yvon
Chouinard was climbing

mountains. He didn’t just climb them; he
loved them. He loved the surrounding
country, the water and air that fed it. Like
many climbers of the era, he needed to
make a living to support his passion, so he
started a company called the Great Pacific
Iron Works. The company manufactured
and sold climbing gear based on
Chouinard’s own designs. Along the way,
the company began developing a line of
outdoor clothing. But handling two entirely
different lines of goods—climbing gear and
clothing—began to get complicated, so
Chouinard sold off the hardware business
to his employees and kept the clothing por-
tion. The hardware company became Black
Diamond, well known for reliable climbing
gear. The “softwear” company became
Patagonia. The rest is a story of golden
fleece.

Nearly everyone in cold weather cli-
mates wears fleece, that soft, cozy fabric
made of recycled plastic—and made popu-
lar by Patagonia. Because it’s made of plas-
tic, it does melt if you get too close to a
campfire’s flames, but stay away from fire
and it should last forever. But those aren’t
necessarily the most important qualities of
Patagonia’s jackets, vests, and pants. Per-
haps what’s more important are the values
of the firm’s founder: Chouinard’s unwaver-
ing belief in Patagonia’s responsibility to
consumers and to the environment. Since
1985, the firm has donated 10 percent of
its annual profits to grassroots environmen-
tal groups. The company works constantly
to reduce any pollution created in the man-
ufacture of its goods, uses recycled poly-
ester whenever possible, and now relies on
organic cotton rather than conventional
cotton, which is grown with pesticides.
Company managers continually search for
ways to reduce waste. Some items in the
children’s clothing line are made from
scraps left over when the fabric has been
cut for larger, adult-sized items. Patagonia
even uses “processed chlorine-free post-
consumer paper, tree-free paper, and soy-
based inks whenever possible for printing

our catalogs and other materials.” Recently,
the company held an international confer-
ence for its suppliers, including zipper mak-
ers and fabric processors, to look for ways

each company could change its processes
to reduce environmental impact. Chouinard
is an avid fisherman, so he also uses his
firm’s public relations clout to lead the fight
to dismantle hydroelectric dams in regions
where environmentalists have shown them
to be destructive to such wildlife as spawn-
ing salmon. 

None of these efforts is simple—or
cheap. In fact, many of these practices cost
the company more than if it operated con-
ventionally. “To get organically grown cot-
ton, I have to deal directly with the
farmers,” notes Chouinard, “and there’s
only one cotton crop a year. In some cases,
I’ve had to cosign loans to keep them in
business. When we started doing this, we
lost about 20 percent of our sales. Now the
stuff sells better than before, and I’ll tell you
why. A designer who begins with a bale of

cotton takes his task seriously. He makes
something more worthwhile.”

Some people might call Chouinard an
extremist, but others look to him as a

leader in ethical and socially responsible
business practices. He understands that if
businesspeople don’t save the planet, there
won’t be any planet on which to do busi-
ness. “Businesspeople who focus on profits
wind up in the hole,” Chouinard warns.
“For me, profit is what happens when you
do everything else right. A good cast will
catch a fish.” Does his green approach
work? Chouinard and his wife Malinda no
longer have to live under the benches in
their shop in order to save rent—the com-
pany reached $180 million in sales in a re-
cent year, and he admits that he is rich. But
he has never lost sight of what’s right: the
importance of a clear-running stream or the
magnificence of the clean air on top of a
mountain.1

Patagonia Deserves a Pat on the Back
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CHAPTER OVERVIEW
As we discuss in Chapter 1, the underlying aim of most businesses is to serve cus-

tomers at a profit. But most companies, like Patagonia, try to do more than that,

looking for ways to give back to customers, society, and the environment. When

does a company’s self-interest conflict with society’s and customers’ well-being? And

must the goal of seeking profits conflict with upholding high principles of right and

wrong? In response to the second question, a growing number of businesses of all

sizes are answering no. 

CONCERN FOR ETHICAL AND SOCIETAL ISSUES

An organization that wants to prosper over the long term cannot do so without con-

sidering business ethics, the standards of conduct and moral values governing ac-

tions and decisions in the work environment. Businesses also must take into account

a wide range of social issues, including how a decision will affect the environment,

employees, and customers. These issues are at the heart of social responsibility, the

philosophies, policies, procedures, and actions directed toward the enhancement of

society’s welfare as a primary objective. In short, businesses must find the delicate

balance between doing what is right and doing what is profitable.

For 3M Co., maintaining that balance has required the company to discontinue a

widely used product in response to concerns about its safety. The product, Scotch-

gard fabric protector, seemed to be a godsend. Fabric coated with Scotchgard repels

water and oils so effectively that it resists stains, so it is

easy to keep clean. Besides coating carpets and furniture

around the world, Scotchgard was used on candy wrappers

and pet food packaging. The company believed the prod-

uct’s main ingredient—a form of fluorine called POSF,

which the body converts to perfluorooctane sulfate, or

PFOS—was harmless. However, in 1997 3M was testing a

technology for analyzing blood samples and discovered

traces of PFOS in samples from around the United States,

even samples drawn from locations far from 3M factories. 

So 3M commissioned research in which massive doses of

PFOS were given to laboratory animals. The exposure re-

sulted in death for the animals or their offspring. The com-

pany also sponsored research on the spread of PFOS in the

environment, finding traces of the chemical as far away as

the Pacific Ocean and the Baltic region of Eastern Europe.

The enduring nature, widespread presence, and theoretical

toxicity of PFOS generated concern among top-ranking

3M executives. By law, they could have waited for the EPA

to act. Instead, they decided to discontinue sales of PFOS-

related products, although they had been generating half a

billion dollars’ worth of annual revenues.2

In business, as in life, deciding what is right or wrong in

a given situation does not always involve a clear-cut choice.

Businesses have many responsibilities— to customers, to

employees, to investors, and to society as a whole. Some-

times conflicts arise in trying to serve the needs of separate

constituencies. At 3M, the decision to discontinue making

PFOS-related products affects not only the firm’s profits

and the environment, but 3M’s workers and customers as

well. About 1,500 employees are involved in making the products in Alabama, Min-

nesota, and Belgium. Discontinuing the products places those jobs at risk, at least

2-4 I BUSINESS IN A GLOBAL ENVIRONMENT

For years, 3M’s highly profitable
brand, Scotchgard, was used to
protect against stains on furniture,
carpets, and other products.
Recently, the firm’s management
discovered that the product’s main
ingredient, which the body can
convert to PFOS, is potentially
dangerous. In 2000, 3M decided to
discontinue production of
Scotchgard. Even though the action
affects sales, as well as 3M
employees and customers,
management decided that the risk
to the environment and society was
too great to take any other action.
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over the short term. And one of the product lines, fire-fighting foams, is critical to

society. So, the company is phasing out that product line more gradually than

Scotchgard. In addition, 3M is working hard to develop alternative products that

break down over time.

As Figure 2.1 indicates, four main forces shape business ethics and social re-

sponsibility: individual, organizational, legal, and societal forces. Rather than

operating in a vacuum, each of the forces interacts with the other three, and the

interactions powerfully affect both the strength and direction of each influence.

The ethical values of executives and individual employees at all levels can in-

fluence the decisions and actions a business takes. At 3M, the decision to dis-

continue production of Scotchguard involved the highest levels of management,

with input from the company’s scientists. When the scientists began reporting

the results of animal tests, this information drew the attention of 3M’s chief ex-

ecutive, who had them repeat the presentation to the company’s top managers.

Throughout your own business career, you will encounter many situations in

which you will need to weigh right and wrong before making a decision or tak-

ing action. So, we begin our discussion of business ethics by focusing on indi-

vidual ethics.

Business ethics are also shaped by the ethical climate within an organization.

Codes of conduct and ethical standards play increasingly significant roles in busi-

nesses in which doing the right thing is both supported and applauded. At 3M, the

decision to stop making Scotchgard was a matter of policy. In the words of 3M ex-

ecutive director Katherine E. Reed, “We believe that our responsibility for materials

continues . . . into disposal. It’s a concept we call life-cycle management.”3 This

chapter demonstrates how a firm can create a framework to encourage—and even

demand—high standards of ethical behavior and social responsibility from its

employees.

It is clear, though, that not all companies successfully set and meet the ethical

standards of firms such as 3M. To protect the public, federal, state, and local gov-

ernments have enacted laws to regulate business practices. Many of these laws are

examined in this chapter. The chapter also considers the complex question of just

what business owes to society and how societal forces mold the actions of busi-

nesses. Finally, it examines the influence of business ethics and social responsibility

on global business.

INDIVIDUAL BUSINESS ETHICS

In today’s business environment, individuals can make the difference in ethical ex-

pectations and behavior. As executives, managers, and employees demonstrate their

personal ethical principles—or lack of ethical principles— the expectations and ac-

tions of those who work for and with them can change.

What is the current status of individual business ethics in the United States? Al-

though ethical behavior can be difficult to track or even define in all circumstances,

evidence suggests that some individuals act unethically or illegally on the job. A re-

cent poll of U.S. employees found that 30 percent knew of or suspected unethical be-

havior in their companies. In another poll, the main types of unethical behavior

observed by employees were lying, withholding information, abusing or intimidating

employees, inaccurately reporting the amount of time worked, and discrimination.

Each year U.S. organizations lose more than $400 billion to fraud, or $9 per day per

employee. The smallest companies typically experienced the highest-cost abuses of

ethics.4

Technology seems to have expanded the range and impact of unethical behavior.

For example, anyone with computer access to data has the potential to steal or ma-

nipulate the data or to shut down the system, even from

a remote location. Often, the people who hack into a

➤ business ethics standards of business conduct and moral values.

BUSINESS DIRECTORY

They Said It
“There’s no incompatibility
between doing the right thing
and making money.”

WILLIAM FORD

CHAIRMAN, FORD MOTOR CO.

FIGURE 2.1
Forces Shaping Business Ethics and
Social Responsibility

OrganizationalIndividual

SocietalLegal
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company’s computers are employees, and some observers consider employee attacks

to be the most expensive. Also, insiders are estimated to have committed two-thirds

of the thefts of intellectual property, such as patented or copyrighted information.5

Computer technology also helps people at one company attack another. Steven

Cade, whose business, La Jolla Club Golf Co., specializes in child-sized golf clubs,

recently admitted to using the Internet to spread deceptive messages about a much

larger competitor, Callaway Golf Co. Cade admitted he used 27 screen names to

post these messages.6

Nearly every employee, at every level, wrestles with ethical questions at some

point or another. Some rationalize questionable behavior by saying, “Everybody’s

doing it.” Others act unethically because they feel pressured on their jobs or have to

meet performance quotas. Yet, some avoid unethical acts that don’t mesh with their

personal values and morals. To help you understand the differences in the ways in-

dividuals arrive at ethical choices, the next section focuses on how personal ethics

and morals develop.

Development of Individual Ethics

Individuals typically develop ethical standards in the three stages shown in Figure

2.2: the preconventional, conventional, and postconventional stages. In the precon-

ventional stage, individuals primarily consider their own needs and desires in mak-

ing decisions. They obey external rules only because they are afraid of punishment

or hope to receive rewards if they comply.

In the second stage, the conventional stage, individuals are aware of and act in re-

sponse to their duty to others, including their obligations to their family members,

coworkers, and organizations. The expectations of these groups influence how they

choose between what is acceptable and unacceptable in certain situations. Self-

interest, however, continues to play a role in decisions.

The postconventional stage, the final stage, represents the highest level of ethical

and moral behavior. The individual is able to move beyond mere self-interest and

duty and take the larger needs of society into account as well. He or she has devel-

oped personal ethical principles for determining what is right and can apply those

principles in a wide variety of situations.

An individual’s stage in moral and ethical development is determined by a huge

number of factors. Experiences help to shape responses to different situations. A per-

son’s family, educational, cultural, and religious backgrounds can also play a role.

Individuals can also have different styles of deciding ethical dilemmas, no matter

what their stage of moral development. 

To help you understand and prepare for the ethical dilemmas you may confront

in your career, let’s take a closer look at some of the factors involved in solving eth-

ical questions on the job.

On-the-Job Ethical Dilemmas

In the fast-paced world of business, you will sometimes be called to weigh the ethics

of decisions that can affect not just your own future but possibly the futures of your

fellow workers, your company, and its customers. As already noted, it’s not always

easy to distinguish between what is right and wrong in many business situations, es-

pecially when the needs and concerns of various parties conflict.

Consider the situation faced by decision makers at pharmaceutical companies and

the U.S. agency that regulates them, the Food and Drug Administration (FDA). They

have to weigh the risks of releasing a new drug before thorough testing is complete

against the benefits lost by not making a new drug available as soon as possible. One

way FDA administrators have handled the dilemma is by setting standards that are

relatively easy and quick to measure. A drug that lowers blood pressure or choles-

terol levels receives approval on the assumption that it also reduces heart attacks and

deaths. Once the FDA approves a drug, should the producers conduct follow-up

2-6 I BUSINESS IN A GLOBAL ENVIRONMENT

FIGURE 2.2
Stages of Moral and Ethical
Development

Stage 3: Postconventional

Indiviual follows personal
principles for resolving ethical
dilemmas. He or she considers
personal, group, and societal
interests.

Stage 2: Conventional

Indiviual considers the interests
and expectations of others in
making decisions. Rules are
followed because it is a part of
belonging to the group.

Stage 1: Preconventional

Indiviual is mainly looking out for
his or her own interests. Rules
are followed only out of fear of
punishment or hope of reward.
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tests? In some cases, the companies’ decision makers are saying no. Although com-

monly prescribed drugs have been shown to reduce high blood pressure, the compa-

nies have not conducted regular follow-up studies to determine their impact on

disease and death. Why? If every drug were tested for its ultimate effects on health,

bringing a new medicine to market could take years longer, and the extra expense

might make companies avoid developing some potentially beneficial products. In ad-

dition, ethics demands that researchers not withhold a treatment when one is avail-

able, so conducting follow-up tests can be difficult. So, decision makers at the FDA

and drug companies must weigh practical economic and scientific constraints to

make what are literally life-and-death decisions.7

As these examples illustrate, solving ethical dilemmas is not easy. In many cases,

each possible decision can have unpleasant consequences and positive benefits that

must be evaluated. The ethical dilemmas that confront managers of drug companies

are just one example of many different types of ethical questions encountered in the

workplace. Figure 2.3 identifies four of the most common ethical challenges that

businesspeople face: conflict of interest, honesty and integrity, loyalty versus truth,

and whistle-blowing.

Conflict of Interest A conflict of interest exists when a businessperson is faced with

a situation in which an action benefiting one person or group has the potential to

harm another. Conflicts of interest may pose ethical challenges when they involve the

businessperson’s own interests and someone to whom he or she has a duty, or when

they involve two parties to whom the businessperson has a duty. The “Clicks and

Mortar” box discusses the conflicts of interest that entrepreneurial students and

their faculty face with business start-ups on campus. Lawyers, business consultants,

or advertising agencies would face a conflict of interest if they represented two com-

peting companies: A strategy that would most benefit one of the client companies

might harm the other client. Similarly, a real estate agent faces an ethical conflict if

he or she represents both the buyer and seller in a transaction. In general, the buyer

benefits from a low price, and the seller benefits from a high price. Handling the sit-

uation responsibly may be possible, but it would also be difficult. A conflict may

also exist between someone’s personal interests and those of an organization or its

customers. An offer of gifts or bribes for special treatment creates a situation in

which the buyer, but not necessarily his or her company, may benefit personally.

Ethical ways to handle conflicts of interest include (1) avoiding and (2) disclosing

them. Some companies have policies against taking on clients who are competitors

of existing clients. Most businesses and government agencies have written policies

prohibiting employees from accepting gifts or specifying a maximum value of, say,

$50. Or a member of a board of directors or committee might abstain from voting

on a decision in which he or she has a personal interest. In other situations, people

state their potential conflict of interest so that the people affected can decide whether

they need to get information or help from another source.

Honesty and Integrity Employers highly value honesty and integrity. An employee

who is honest can be counted on to tell the truth. An em-

ployee with integrity goes beyond truthfulness. Integrity

involves adhering to deeply felt ethical principles in

business situations. It includes doing what you say you

Conflict
of Interest

1.

Honesty
and Integrity

2.

Loyalty
versus Truth

3.

Whistle-Blowing

4.

FIGURE 2.3
Common Business Ethical
Challenges

➤ conflict of interest situation in which a business decision may be
influenced by the potential for personal gain.

BUSINESS DIRECTORY
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will do and accepting responsibility for mistakes. Behaving with honesty and integrity

inspires trust, and as a result, it can help build long-term relationships with cus-

tomers, employers, suppliers, and the public. Employees, in turn, want their managers

and the company as a whole to treat them honestly and with integrity.

Unfortunately, violations of honesty and integrity are widespread. Some people

misrepresent their academic credentials and previous work experience on their

résumés or job applications. Others steal from their employers by taking home sup-

plies or products without permission or by carrying out personal business during the

time they are being paid to work. Many employees lie in order to protect themselves

from punishment or to make their performance look better than it really is. Fol-

lowing the merger of CUC International and HFS to form a company called Cen-

dant, managers from HFS discovered that the top managers at CUC had for years

been reporting incorrect financial data about the company, claiming $500 million in

profits that were purely fictional. CUC’s former head, Walter Forbes, said he didn’t

know about the misbehavior and wasn’t responsible for it. He resigned in exchange

for a severance package worth $47.5 million. Others have challenged Forbes’s state-

ments of ignorance, and Cendant has taken Forbes to court in an attempt to force

him to repay the entire amount.8

Loyalty Versus Truth Businesspeople expect their employees to be loyal and to act in

the best interests of the company. When the truth about a company is not favorable,
2-8

Campus Dot-Coms: A New College Conflict?

Background. Maybe you know someone who has started a dot-
com from a dorm room; maybe you’ve thought about it yourself. Bob
Gibbons, a senior at Cornell University started BClick Network out
of a house he shared with ten other people. Binoy Agarwal helped
found OneWeb Solutions while he was a junior at the University of
Tulsa. One study found that more than 60 percent of young people
between the ages of 18 and 29 want to start their own business.
Campus seems like the perfect place for such a venture. Students
have access to state-of-the-art technology and even start-up funds
from investors who come to campuses looking for the right dot.com
to back. Some students no longer think they need diplomas for
business careers. They’re in a hurry. “It seems like suicide to wait
until graduating,” explains Bob Gibbons of BClick. “You have the re-
sources of the university, and it’s the ideal place to do it.”

What Happened? The advantages of starting businesses in col-
lege have created some conflict-of-interest problems. Should stu-
dents be allowed to use on-campus residences and their college or
university computers in pursuit of personal commercial enterprise?
Students welcome input from faculty advisers, but should the same
faculty be allowed to invest in these companies or sit on their
boards of directors? “The knowledge students are getting is very
valuable and can be quickly applied to new businesses worth mil-
lions of dollars. That raises whole new issues as to the role that
faculty should play,” says Michael Rappa, a technology manage-
ment professor at North Carolina State University.

The Response. Massachusetts Institute of Technology (MIT) re-
cently issued explicit guidelines for faculty involvement in student
businesses to avoid conflict of interest. Faculty members of the
Wharton School at the University of Pennsylvania must get ap-
proval from the university before joining student firms. But many
students and professors resist regulation because the reward can

be so great. At MIT, a professor and
doctoral student helped found Akamai Tech-
nologies, an Internet content delivery service, which
raised $234 million in its initial public offering six months after open-
ing. Students like to forge alliances with professors because it
gives them credibility with investors. Notes David Schmittlein,
deputy dean at Wharton, “It’s an issue schools are going to have to
deal with, because entrepreneurship is very important for students.
More flexible rules for managing relationships with students and
faculty are developing.”

Today and Counting. What do these e-business entrepreneurs have
to say about their college experience? “I don’t think I’ve gotten as
much out of college as I could have, but being a part of a company
is a great educational experience in and of itself,” says Chris
Spencer, the founder and chief technology officer of Sentrisys-
tems.com, which protects Web-based transactions. “You’re tossed
into the lion’s den. You have to deal with the real world.”

QUESTIONS FOR CRITICAL THINKING
1. Do you think campus-based Internet start-ups create a conflict

of interest? Why or why not?
2. Write your own guidelines for the college or university you at-

tend, outlining what you believe should be ethical behavior be-
tween a student entrepreneur and faculty or other school
employees with regard to a business venture. Be sure to include
the responsibilities of both sides.

Sources: Marla Dickerson, “A New Way of Doing Business,” Los Angeles
Times, accessed at www.fasttrac.org., September 18, 2000; Sonya Colberg,
“University of Tulsa Student Is Crazy about Business,” World’s Own Service,
May 7, 2000, accessed from the OneWeb Solutions Web site,
www.onewebsolutions.com/article3.asp; Stephanie Armour, “Net Firms
Soar on Campus,” USA Today, April 12, 2000, pp. 1B, 2B.

Clicks and Mortar
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however, an ethical conflict can arise. Individuals may have to decide between loy-

alty to the company and truthfulness in business relationships. Individuals resolve

such dilemmas in various ways. Some people place the highest value on loyalty, even

at the expense of truth. Others avoid volunteering negative information but answer

truthfully if someone asks them a specific question. People may emphasize truthful-

ness and actively disclose negative information, especially if the cost of silence is

high, as in the case of operating a malfunctioning aircraft or selling tainted medicine.

During the last decade, Texaco strongly defended itself against charges of racial dis-

crimination. But a company executive secretly taped high-level meetings conducted

to discuss the lawsuit, capturing on the tape a variety of damning statements of peo-

ple using racial slurs and considering making evidence “disappear.” The executive

who taped the meetings then provided them to the New York Times and to the

lawyers for the people suing Texaco.9

Whistle-Blowing When an individual does encounter unethical or illegal actions at

work, the person must decide what action to take. Sometimes it is possible to resolve

the problem by working through channels within the organizations in order to cor-

rect the problem. If that fails, the person should weigh the potential damages to the

greater public good. If the damage is significant, a person who places ethical stan-

dards above personal well-being may conclude that the only solution is to blow the

whistle. Whistle-blowing is an employee’s disclosure to the media or government au-

thorities of illegal, immoral, or unethical practices of the organization. In recent

years, several motion pictures, including The Insider (tobacco industry) and Erin
Brockovich (ground-water contamination by power companies), contained plots

centering on whistle-blowing. The Texaco manager who taped meetings and sent the

tapes to the New York Times was engaging in this practice.

A whistle-blower must weigh a number of issues in deciding whether to come for-

ward. Resolving an ethical problem within the organization is more loyal and can be

more effective, assuming higher-level managers cooperate. A company that values

ethics will try to correct a problem, and staying at a company that does not value

ethics may not be worthwhile. In some cases, however, people resort to whistle-

blowing because they believe the unethical behavior is causing significant damage

that outweighs the risk that the company will retaliate against the whistle-blower.

State and federal laws protect whistle-blowers in certain situations, such as reports

of discrimination, but they may still experience dramatic retribution for their ac-

tions. That is probably why the executive who blew the whistle at Texaco chose to

do so anonymously.

Obviously, whistle-blowing and other ethical issues arise relatively infrequently in

firms with strong organizational climates of ethical behavior. The next section ex-

amines how a business can develop an environment that discourages unethical be-

havior among individuals.

HOW ORGANIZATIONS SHAPE ETHICAL CONDUCT

No individual makes decisions in a vacuum. Choices are strongly influenced by the

standards of conduct established within the organizations where people work. Most

ethical lapses in business reflect the values of the firms’ corporate cultures.

As shown in Figure 2.4, development of a corporate culture to support business

ethics happens on four levels: ethical awareness, ethical reasoning, ethical action,

and ethical leadership. If any of these four factors is missing, the ethical climate in an

organization will weaken.10

Ethical Awareness

The foundation of an ethical climate is ethical aware-

ness. As we have already seen, ethical dilemmas occur ➤ whistle-blowing employee’s disclosure to the media or government
authorities of illegal, immoral, or unethical practices of the organization.

BUSINESS DIRECTORY
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frequently in the workplace. Employees, however, need help in

identifying ethical problems when they occur. Workers also

need guidance about how the firm expects them to respond.

One way for a firm to provide this support is to develop a

code of conduct, a formal statement that defines how the orga-

nization expects and requires employees to resolve ethical ques-

tions. In a recent survey of employees, eight out of ten said

their company had a written set of ethical standards.11 At the

most basic level, a code of conduct may simply specify ground

rules for acceptable behavior, such as identifying the laws and

regulations that employees must obey. Other companies, how-

ever, use their codes of conduct to identify key corporate values

and provide frameworks that guide employees as they resolve

moral and ethical dilemmas.

Canada-based Nortel Networks, an international telecom-

munications giant, uses a code of conduct to define its values and help employees put

them into practice. The code of conduct defines seven core values that Nortel re-

quires as the basis for becoming known as a company of integrity. The code also de-

fines standards for conduct among employees and between employees and the

company’s shareholders, customers, suppliers, and communities. Employees are ex-

pected to treat one another with respect, including respect for individual and cultural

differences, protect the company’s assets, and fulfill whatever commitments they

make. The code of conduct also states that each employee is responsible for behav-

ing consistently with its standards and for reporting possible violations of the code.

Nortel provides each employee with a copy of this code of conduct and also posts it

on its Web site.12

Ethical Reasoning

Although a code of conduct can provide an overall framework, it cannot detail a so-

lution for every ethical situation. Recall that some ethical questions do not have clear

black-and-white answers, as in the situation described in Case 2.2, involving Nap-

ster and MP3, at the end of the chapter. Many ethical dilemmas involve gray areas

that may require individuals to sort through several options and related conse-

quences. Businesses must provide the tools employees need to evaluate these options

and arrive at suitable decisions.

Many firms have instituted ethics training programs. More than 50 percent of the

employees surveyed in one study reported that their companies provide training in

the subject. Lockheed Martin Corp. has developed a training program in the form of

interactive lessons that employees can access online. The sessions include cases per-

formed by actors, plus tests in the form of multiple-choice questions. They cover a

variety of business-related topics, from security to sexual harassment. The company

also keeps tabs on which employees have completed which training sessions. In ad-

dition, Lockheed Martin uses a game called the Ethics Challenge, in which the play-

ers use cards and tokens to read about and resolve ethical quandaries based on

real-life situations. The Experiential Exercise at the end of the chapter contains a

small portion of the Ethics Challenge game. Everyone in the company, from hourly

workers to the chairman, is required to play the Ethics Challenge once per year.13 Al-

though some observers debate whether ethics can actually be taught, this training

can give employees an opportunity to practice applying ethical values to hypotheti-

cal situations as a prelude to applying the same standards to real-world situations. 

Ethical Action

Codes of conduct and ethics training help employees to recognize and reason

through ethical problems. However, firms must also provide structures and ap-
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proaches that allow decisions to be turned into ethical actions. Texas Instruments

gives its employees a reference card to help them make ethical decisions on the job.

The card, the size of a standard business card, lists the following guidelines:

● Does it comply with our values? ● If you know it’s wrong, don’t do it!

● If you do it, will you feel bad? ● If you’re not sure, ask.

● How will it look in the newspaper? ● Keep asking until you get an answer.14

Goals set for the business as a whole and for individual departments and employ-

ees can affect ethical behavior. A firm whose managers set unrealistic goals for em-

ployee performance may find an increase in cheating, lying, and other misdeeds, as

employees attempt to protect themselves. In today’s Internet economy, the high value

placed on speed can create a climate in which ethical behavior is sometimes chal-

lenged. Ethical decisions often require careful and quiet thought, and such thought

seems to be nearly impossible in a business that is moving at warp speed.

Some companies encourage ethical action by providing support for employees

faced with dilemmas. One common tool is an employee hotline, a telephone number

that employees can call, often anonymously, for advice or to report unethical behav-

ior they have witnessed. Nortel Networks, for example, operates a Business Ethics

Advice Line. Employees from around the world can contact the advice line via phone

or e-mail to ask for advice in applying the code of conduct in specific situations.

Some companies also create ethics officers, individuals responsible for guiding em-

ployees through ethical minefields.

Ethical Leadership

Executives must not only talk about ethical behavior

but also demonstrate it in their actions, especially in

extreme or emergency situations, such as that faced by

Ford and Firestone, described in the “Solving an

Ethical Controversy” box. This principle requires

Before You Accept a Job, Review Your Potential Employer’s
Code of Ethics

Business Tool Kit

How far would you go to satisfy your employer? If working for an
ethical and socially responsible firm is important to you, look be-
fore you leap. Here are seven questions to help you evaluate how
well a potential employer’s ethical values mesh with your own:

YES NO

1. Does the company have a written code of
ethics?

2. Does the company contribute to or sponsor
activities of charities or other not-for-profit
organizations?

3. Does the company publish a written em-
ployee handbook that specifies guidelines
for handling issues such as discrimination,
sexual harassment, and employee miscon-
duct?

4. Do you feel comfortable with the ethical,
moral, and social responsibilities associ-
ated with the company’s products?

5. Does the company set realistic growth and
profitability goals for its employees?

6. Is the company conscientious about mini-
mizing its impact on the environment?
Does it have recycling programs in place?
How does it handle pollution and waste
from manufacturing or other production
processes?

7. Do senior executives appear to set strong
ethical standards for themselves and the
business?

If you can answer “Yes” to five or more of these questions,
chances are you will find yourself working for an ethical and so-
cially responsible firm.

➤ code of conduct formal statement that defines how the organization
expects and requires employees to resolve ethical questions.

BUSINESS DIRECTORY
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employees to be personally committed to the company’s

core values and be willing to base their actions on them.

Employees questioned about ethical leadership said they

saw more ethical behavior in organizations where supervi-

sors “set a good example of ethical business behavior.”

Among employees in companies where supervisors mod-

eled such behavior, only 25 percent reported observing

ethical misbehavior in the preceding year. That number

was 72 percent among those who believed their super-

visors did not set a good example. Employees in compa-

nies with ethical role models also reported higher levels of

satisfaction.15 Consistent with these findings, another

large-scale study found that when employees think their

employer’s ethics program was designed primarily to pro-

tect upper management from being blamed for miscon-

duct, the program actually promotes unethical behavior.16

However, ethical leadership should also go one step fur-

ther and charge each employee at every level with the re-

sponsibility to be an ethical leader. Everyone should be

aware of transgressions and be willing to defend the organization’s standards. The

Nortel Networks guidelines specifically communicate these responsibilities. The

company tells employees, “You have a responsibility to ask questions when you have

doubts about the ethical implications of any given situation or proposed course of

action” and “You have a responsibility to report any concerns about business prac-

tices within the corporation that may violate this Code of Business Conduct.”17 As

noted earlier, Nortel also provides employees with the tools for carrying out these

responsibilities.

Unfortunately, not all organizations are able to build this solid framework of

business ethics. Because the damage from ethical misconduct can powerfully affect a

firm’s stakeholders—customers, investors, employees, and the public—pressure is

exerted on businesses to act in acceptable ways. The next section examines the legal

and governmental forces that are designed to safeguard society’s interests when

businesses fail at self-regulation.

CONTROLLING BUSINESS BEHAVIOR THROUGH
GOVERNMENT REGULATION

Although few would disagree that businesses should act ethically and responsibly, it

is clear that not all companies behave this way. When businesses fail to regulate their

own actions, consumers and other businesses can suffer serious consequences. Be-

cause of this threat, federal, state, and local governments sometimes step in to regu-

late business activity. Governments pass laws limiting undesirable actions or

requiring desirable actions. They also may offer various incentives for socially desir-

able behavior. The Canadian government has a program called Reno$ense, which

helps store managers set up displays for home improvement and energy-efficient

products in a way that encourages shoppers to make their homes more environmen-

tally friendly. The government makes the promotional materials available to stores

at no charge.18

Many of the major federal laws affecting business are listed in Table 2.1. Legal

protections for employee safety and equal employment opportunities are covered

later in this chapter. Many of the laws that affect specific industries or individuals

are described in other chapters. For example, legislation affecting international busi-

ness operations is discussed in Chapter 3. Laws designed to assist small businesses

are examined in Chapter 4. Laws related to formation and operation of labor unions

are described in Chapter 7. Finally, legislation related to banking and the securities

markets is discussed in Chapters 14 and 15.

2-12 I BUSINESS IN A GLOBAL ENVIRONMENT

Bridgestone/Firestone recently
recalled 6.5 million ATXk and
Wilderness tires used on popular
pickup trucks and SUVs, including
the Ford Explorer shown here. The
tire recall, due to defects that cause
the tires to peel and shred, followed
reports of over 200 deaths that were
attributed to the problem. The recall
raised ethical questions at both
Bridgestone/Firestone and Ford
Motor Co.
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The history of government regulation in the United States can be divided into

three phases: regulation of competition, consumer protection, and deregulation. Be-

cause an understanding of the political and legal environment in which business de-

cisions are made is closely linked to ethics and social responsibility, the following

sections examine how each of these regulatory phases has shaped, and still influ-

ences, the business landscape.

Regulation of Competition

As Chapter 1 shows, competition is the cornerstone of a private enterprise economy.

During the late 19th and early 20th centuries, however, government became con-

cerned that power in many industries was too concentrated in the hands of small

numbers of companies. These huge firms not only stifled competition, but also had

little incentive to act ethically. In response, the federal government began to inter-

vene to regulate competition and commercial activities.

Some industries, such as electric utilities, became regulated. Throughout most of

this century, government regulations allowed only one power company in a given

Under Pressure: Ford and Firestone Face Recall Crisis

For the leaders of Ford Motor Co. and Bridgestone/Firestone Inc.,
the summer of 2000 probably felt like facing a firestorm. The Na-
tional Highway Traffic Safety Administration (NHTSA) had been in-
vestigating several models of Firestone tires after receiving nearly
800 complaints that the tires were defective, and it determined that
more than 100 deaths had been caused by the tires peeling and
shredding. The tires had been used on Ford’s popular Explorer as
well as other sport utility vehicles. Within hours of the release of
the NHTSA report, a recall plan was announced. Yet the two com-
panies’ troubles were only beginning. At the very heart of the crisis
lay the issue of ethical leadership. Although neither firm covered it-
self with glory as reports from around the globe surfaced that both
companies had been aware of the problems as early as 1996, most
media coverage gave the edge to Ford’s handling of the situation,
preferring to lay blame at Firestone’s feet. But Firestone had its
own way of dealing with the problem—its Japanese CEO resigned,
and its new U.S. CEO took the helm to deal with the crisis.

Did Ford display greater ethical leadership than Firestone during
the tire recall crisis?

PRO
1. Ford responded much more quickly to the problem than did Fire-

stone. When Ford initially asked Firestone to recall the tires
manufactured at its Venezuelan plant, the tiremaker declined.

2. Ford displayed much greater openness to the public about the
tire disaster than did Firestone. Executives made themselves
available to the media—including CEO Jac Nasser’s televised
statements.

3. Ford also made itself available to consumers, including estab-
lishing a hot line and Web site where consumers could ask
questions and get information pertaining to their own situation.

CON
1. Bridgestone/Firestone demonstrated openness by allowing

Ford to release confidential records of a computer analysis that
used raw data from the tiremaker to determine which tire mod-
els were defective. 

2. When it became apparent that the recall was going to take too
long and more consumers would be at risk, Bridgestone/Fire-
stone stepped up production at its Japanese plants to speed up
the recall and the delivery of replacement tires.

3. Although Firestone announced its own tire replacement plan,
Ford moved ahead by authorizing replacement with competi-
tors’ tires, which would be paid for by Bridgestone/Firestone.
“Bottom line: Firestone will be paying to put people in other
people’s tires,” said one Detroit tire wholesaler.

SUMMARY
Determining the degree of responsibility of participants in a com-
plicated crisis, especially one that involves loss of lives, is itself a
complicated process. In this case, confusion reigned for a long
time. At the grassroots level, consumers couldn’t get their tires re-
placed fast enough; and dealers often didn’t even know which tires
were on the recall list and which weren’t. But each company had a
golden opportunity to demonstrate ethical leadership, which, re-
gardless of the outcome of the crisis, could only strengthen its re-
lationship with consumers, consumer groups, and society in
general.

Sources:  “New Man, Same Agenda,” ABCNews.com, October 11, 2000,
abcnews.go.com; Irene M. Kunii and Dean Foust, “Crisis Management:
‘They Just Don’t Have a Clue How to Handle This,’ ” Business Week,
September 18, 2000, p. 43; “NHTSA Investigating Failure of Firestone Brand
Tires,” Cnn.com, August 3, 2000, www.cnn.com.

SOLVING AN ETHICAL
C O N T R O V E R S Y
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TABLE 2.1 Major Federal Laws Affecting Business

Date Law Description

A. Laws to Maintain a Competitive Environment
1890 Sherman Antitrust Act Prohibits restraint of trade and monopolization; delineates a competitive marketing

system as national policy.
1914 Clayton Act Strengthens the Sherman Act by restricting such practices as price discrimination,

exclusive dealing, tying contracts, and interlocking boards of directors where the effect
“may be to substantially lessen competition or tend to create a monopoly.”

1914 Federal Trade Commission Prohibits unfair methods of competition; established the Federal Trade Commission,
Act an administrative agency that investigates business practices and enforces the FTC Act.

1938 Wheeler-Lea Act Amended the FTC Act to further outlaw unfair practices and give the FTC jurisdiction over
false and misleading advertising.

1950 Celler-Kefauver Antimerger Amended the Clayton Act to include major asset purchases that decrease competition in
Act an industry.

B. Laws to Regulate Competition
1936 Robinson-Patman Act Prohibits price discrimination in sales to wholesalers, retailers, or other producers;

prohibits selling at unreasonably low prices to eliminate competition.
1993 North American Free Trade International trade agreement between Canada, Mexico, and the United States designed

Agreement (NAFTA) to facilitate trade by removing tariffs and other trade barriers among the three nations.

C. Laws to Protect Consumers
1906 Federal Food and Drug Act Prohibits adulteration and misbranding of foods and drugs involved in interstate

commerce; strengthened by the Food, Drug, and Cosmetic Act (1938) and the Kefauver-
Harris Drug Amendment (1962).

1958 National Traffic and Safety Act Provides for the creation of safety standards for automobiles and tires; strengthened by
the Transportation Recall Enhancement, Accountability, and Documentation (TREAD) Act
of 2000 to include stronger manufacturer reporting requirements, rollover testing, and
penalties for misleading information on auto defects that cause death or injury.

1966 Fair Packaging and Requires disclosure of product identification, name and address of manufacturer or
Labeling Act distributor, and information on the quality of contents.

1967 Federal Cigarette Labeling Requires written health warnings on cigarette packages.
and Advertising Act

1968 Consumer Credit Protection Truth-in-lending law requiring disclosure of annual interest rates on loans and
Act credit purchases.

1970 Fair Credit Reporting Act Gives individuals access to their credit records and allows them to change incorrect
information.

1970 National Environmental Established the Environmental Protection Agency to deal with various types of pollution
Policy Act and organizations that create pollution.

1971 Public Health Cigarette Prohibits tobacco advertising on radio and television. 1999 settlement between the
Smoking Act tobacco industry and the state attorneys general resulted in a $246 billion settlement for

use in covering health-care costs of smokers and to fund antismoking promotions in
addition to further advertising restrictions.

1972 Consumer Product Safety Created the Consumer Product Safety Commission with authority to specify safety
Act standards for most products.

1975 Equal Credit Opportunity Bans discrimination in lending practices based on sex, marital status, race, national
Act origin, religion, age, or receipt of payments from public-assistance programs.

1990 Nutrition Labeling and Requires food manufacturers and processors to provide detailed nutritional information
Education Act on the labels of most foods.

1990 Children’s Television Act Limits the amount of advertising to be shown during children’s television programs: up
to 10.5 minutes per hour on weekends and 12.0 minutes per hour on weekdays.

1990 Americans with Disabilities Protects the rights of people with disabilities; makes discrimination against the disabled
Act (ADA) illegal in public accommodations, transportation, and telecommunications.

1999 Deceptive Mail Prevention Requires that direct mail from sweepstakes operators clearly state that no purchase is
and Enforcement Act necessary to win or to improve the chances of winning; prohibits such mailings from

saying the recipient is a winner unless the person has won a prize.

D. Laws to Deregulate Specific Industries
1978 Airline Deregulation Act Permits commercial airlines to set fares and choose new routes.
1980 Motor Carrier Act and Significantly deregulates the trucking and railroad industries by permitting them to

Staggers Rail Act negotiate rates and services.
1996 Telecommunications Act Significantly deregulates the telecommunications industry by removing barriers to

competition in local and long-distance phone and cable television markets.
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market. Regulators reasoned that the large capital investment required to construct

electric transmission lines made this type of regulation appropriate. In a regulated
industry, competition is either limited or eliminated, and close government control is

substituted for free competition. In most cases, regulated industries are those closely

tied to the public interest and for which competition would be wasteful or excessive.

The second form of government regulation, enactment of statutes, has led to both

state and federal laws that affect competition and various commercial practices.

More than a century ago, the federal government began to regulate competition with

the Sherman Antitrust Act of 1890. This act prohibits any contract or conspiracy

that tends toward restraint of trade. It also declares illegal any action that monopo-

lizes or attempts to monopolize any part of commerce.

Another major federal law, the Clayton Act of 1914, forbids such trade restraints

as tying contracts, interlocking directorates, and certain anticompetitive stock ac-

quisitions. A tying contract requires the exclusive dealer for a manufacturer’s prod-

ucts to carry other, perhaps unwanted products in inventory. In interlocking

directorates, competing companies have identical or overlapping boards of directors.

The Clayton Act also forbids any purchase of another company’s stock that reduces

competition.

Both the Sherman Act and the Clayton Act are enforced by the Antitrust Division

of the U.S. Department of Justice. Violators are subject to not only criminal fines or

imprisonment but also civil damage suits by competitors or other parties. In some

cases, the government allows the accused firm to enter into a consent order, under

which it agrees voluntarily to cease the conduct that the government alleges is inap-

propriate. The Celler-Kefauver Antimerger Act (1950) amended the Clayton Act to

prohibit major asset purchases that decrease competition in an industry. For exam-

ple, the Justice Department stopped the planned acquisition of Sprint by WorldCom,

a deal that would have combined the second- and third-largest providers of long-

distance phone service in the United States. The government acted out of concern

that the acquisition would stifle competition in the long-distance and Internet mar-

ketplaces. Companies sometimes address such concerns by selling off parts of their

business to preserve competition.19

The Federal Trade Commission Act of 1914 banned unfair competitive practices

and set up the Federal Trade Commission (FTC) to administer various statutes that

apply to business. The powers and investigative capacities of the FTC have grown

rapidly over the years; today, it is the major federal regulatory and enforcement

agency to oversee competitive practices. The FTC can sue violators or enter into con-

sent orders with those that agree to cease questionable practices. The FTC recently

won a case against Toys ‘R’ Us. The court found that Toys ‘R’ Us had entered into

agreements with toy manufacturers so that each would limit the products it distrib-

uted to discount stores, knowing that the other companies would do the same. By

coordinating these agreements among an industry’s major competitors, Toys ‘R’ Us

kept its advantage in selling low-price toys but violated the FTC Act.20

In recent years, FTC investigators have been examining the details of industry ac-

tivities and proposed mergers to look for possible anticompetitive behavior, including

long-term implications and the impact on specific groups of customers. When Arco

and BP Amoco planned a merger, the agency found that the combined companies

would monopolize oil production on Alaska’s North Slope, enabling them to charge

unfairly high prices to oil refineries on the West Coast.

During the Great Depression of the 1930s, other laws aimed at protecting com-

petitors were enacted when independent merchants felt the need for legal protection

against competition from larger chain stores. A major federal law enacted during

this period, the Robinson-Patman Act, sought to protect smaller competitors against

low prices charges by larger competitors in an attempt to force them out of business.

This text covers many other specific business practices

regulated by government in other sections and in Ap-

pendix C, “The Legal Framework for Business.”
➤ regulated industry industry in which competition is either limited or

eliminated, and government monitoring substitutes for market controls.

BUSINESS DIRECTORY
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Consumer Protection

Although the objective of consumer protection underlies most business-oriented

laws—including the Sherman Act and the Clayton Act—many of the major

consumer-oriented laws have been enacted during the past 40 years. Federal and

state legislation plays a major role in regulating product safety. The Consumer Prod-

uct Safety Act of 1972 created a powerful regulatory agency called the Consumer

Product Safety Commission (CPSC). The agency has the authority to ban products

without court hearings, order recalls or redesigns of products, and inspect produc-

tion facilities, and it can charge managers of negligent companies with criminal of-

fenses. Other federal laws, such as the Poison Prevention Packaging Act of 1970, set

guidelines for product labels of manufacturers in various industries. In addition, the

dramatic rise in product liability lawsuits over the past two decades has pushed busi-

nesses in all industries to pay greater attention to customer safety issues.

Another area of consumer protection involves giving consumers full and accurate

information. Laws such as the Fair Packaging and Labeling Act and the Consumer

Credit Protection Act require that companies provide specific information about

their products, from vitamins to auto loans. The FTC investigates complaints of

fraudulent offers. Its Bureau of Consumer Protection offers consumers a toll-free

phone number (1-877–FTC-HELP) and a form on its Web site (www.ftc.gov) where

consumers can report fraudulent offers. Their reports go into a database that is

available to law enforcement officials in the United States and Canada.21 A later sec-

tion takes a closer look at consumer protection issues in the context of businesses’

social responsibilities to customers.

Deregulation

During the closing years of the 20th century, deregulation, the movement toward

eliminating legal restraints on competition in various industries, began to signifi-

cantly reshape the legal environment for many industries. Considerable controversy

continues to surround the government’s role in regulating business and the benefits

of allowing industries to compete without intense government control.

During this phase, the federal government has worked to increase competition in

a number of industries, including telecommunications, utilities, transportation, and

banking, by discontinuing many regulations and permitting new firms to enter these

markets and allowing existing businesses to expand their service offerings to new

markets. The trend toward deregulation started in 1978 with the Airline Deregu-

lation Act, which encouraged competition among airlines by allowing them to set

their own rates and to add or abandon routes based on profitability.

Critics of deregulation often point out negative effects of the trend. Some say that

deregulation may lead to increasing prices as competitors are eliminated. Others sug-

gest that firms may sacrifice safety in the name of competition. All of these issues are

legitimate concerns.

The latest industry undergoing deregulation is the electric utility industry. With

198 investor-owned utilities in the United States, it is also the largest industry to be

deregulated so far. California became the first state to open electricity sales com-

pletely to free competition. Consumers and businesses can now choose to buy from

several different electricity suppliers, and the suppliers can specialize in transmitting

electricity to substations, distributing it to customers, or handling marketing and

billing activities. Other state regulatory agencies are beginning to follow California’s

lead. Supporters claim that deregulation will slash the price of electricity and force

companies to view their customers as more than a name on a bill. Critics say that

savings are likely to be small and warn that not all suppliers will be equally reliable.

Customers seem to be wary of deregulation. After California spent $90 million to

advertise that consumers can choose their power company, 85 percent of consumers

said they were aware of that choice, but only 1 percent had elected to change from

2-16 I BUSINESS IN A GLOBAL ENVIRONMENT
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their existing utility. And in 2000, when a prolonged heat wave combined with soar-

ing prices of natural gas used to fuel most power-generating facilities, some Califor-

nia consumers saw their electricity bills spike 240 percent, which unleashed a

backlash against utility deregulation.22

Government Regulation of Cyberspace

The Internet remains a frontier for regulation. Regulation of Web-based business is

difficult, because the Internet is a borderless market. For it to function as a global

marketplace, governments must work together to develop a stable economic and

legal environment in which firms can operate freely, regardless of jurisdiction. Poli-

cies such as regulation of content, encryption (coding) of sensitive information, and

protection of electronic payments cannot be decided separately by each country.

Reaching an internationally agreed-upon system for Internet communication and

transactions will take years. In the meantime, governments, businesses, and Internet

users are facing issues that require immediate attention. Particular areas of concern

arise because the Internet makes it easy to spread information, regardless of its ac-

curacy. As the number of Internet users grows, so too do the instances of online

fraud. In 1999, ten times as many complaints were filed with the FTC as in 1997.

Many come from people who try to buy online but never receive products they have

paid for. Others overpay for items at online auctions because people post an item for

sale and then use other aliases to post phony high-price bids. Some of them even use

aliases to post flattering “reviews” of their own trustworthiness, further luring in-

nocent buyers into the trap. The anonymity of the Internet also poses problems for

sellers, because it provides a whole new set of tricks for buyers with stolen credit

card numbers. As Internet usage and related problems continue to grow, the FTC has

stepped up its policing of cyberspace. The agency has assigned 80 staff members to

full-time duty on issues related to Internet commerce, including fraud.23

Consumers are becoming more concerned about guarding their privacy. In a re-

cent survey, three out of every five Web users have decided to avoid using at least one

financial Web site because of concern about how personal data would be used, and

nearly two of every three have refused to give data to a financial Web site because

they thought it was unnecessary or too personal. In this climate of consumer concern

and lax industry self-regulation, the likelihood of consumer protection laws is

growing.24

Congress has already tried to protect the privacy of children. The Children’s On-

line Privacy Protection Act required Web sites to post privacy policies and collect

verifiable consent from parents before they collect personally identifiable informa-

tion from children under age 13 years. The law required that parents be able to re-

view information about their children and delete it if they desired. But the law was

attacked as a violation of the First Amendment right to free speech. In 2000, a fed-

eral appeals court ruled the law was unconstitutional, and the government is re-

viewing its options.25 Chapter 5 looks more closely at the issues surrounding Internet

commerce. 

ACTING RESPONSIBLY TO SATISFY SOCIETY

A second major issue affecting business is the question of social responsibility. In a

general sense, social responsibility is management’s acceptance of the obligation to

consider profit, consumer satisfaction, and societal well-

being of equal value in evaluating the firm’s perfor-

mance. It is the recognition that business must be

concerned with the qualitative dimensions of con-

sumer, employee, and societal benefits as well as the

quantitative measures of sales and profits, by which

➤ deregulation regulatory trend toward elimination of legal restraints on
competition. 

➤ social responsibility management’s acceptance of the obligation to
consider profit, consumer satisfaction, and societal well-being of equal
value in evaluating the firm’s performance.

BUSINESS DIRECTORY
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“At the end of the day, success is
knowing that I helped better
someone’s life.”
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business performance is traditionally measured. Businesses may

exercise social responsibility because such behavior is required by

law, because it enhances the company’s image, or because man-

agement believes it is the ethical course of action.

Historically, a company’s social performance has been mea-

sured by its contribution to the overall economy and the employ-

ment opportunities it provides. Variables such as wage payments

often serve to indicate social performance. Although profits and

employment remain important, today many factors contribute to

an assessment of a firm’s social performance, including providing

equal employment opportunities; respecting the cultural diversity

of employees; responding to environmental concerns; providing

a safe, healthy workplace; and producing safe, high-quality

products.

A business is also judged by its interactions with the commu-

nity. To demonstrate their social responsibility, many corporations

highlight charitable contributions and community service in their

annual reports and on their Web site. Among them:

• Anheuser-Busch collaborates with community groups to

prevent alcohol abuse, drunk driving, and underage drink-

ing. As Figure 2.5 shows, the company encourages sellers of

alcoholic beverages to enforce laws against selling alcohol to

minors. It also provides advertising and financial support

for programs that educate parents and students about re-

sponsible drinking.26

• Procter & Gamble contributes millions of dollars through the Procter & Gam-

ble Fund, corporate contributions, product donations, individual facilities’

gifts, and other types of giving. The company donates products to America’s

Second Harvest, a network of food banks. It donates to universities and re-

search organizations patents that do not fit the company’s strategic plans but

may offer commercial potential, thereby providing revenue to the organizations

that apply the patents.27

Some firms measure social performance by conducting social audits, formal pro-

cedures that identify and evaluate all company activities that relate to social issues

such as conservation, employment practices, environmental protection, and philan-

thropy. The social audit informs management about how well the company is per-

forming in these areas. Based on this information, management may take steps to

revise current programs or develop new ones.

Outside groups may conduct their own evaluations of businesses. Various envi-

ronmental, religious, and public interest groups have created standards of corporate

performance. Reports on many of these evaluations are available to the general pub-

lic. The Council on Economic Priorities produces publications such as The Better
World Investment Guide, which recommends basing investment decisions on com-

panies’ track records on various social issues, including environmental impact, nu-

clear weapons contracts, community outreach, and advancement of women and

minorities. Other groups publicize their evaluations and include critiques of the so-

cial responsibility performance of firms. The Center for Science in the Public Inter-

est evaluates the healthfulness of the food marketed to consumers.28

Many firms find that consumers evaluate their social track records in retail stores

through their purchase decisions. Some consumer groups organize boycotts of com-

panies they find to be socially irresponsible. In a boycott, consumers refuse to buy a

company’s goods or services. Mail Abuse Prevention System (MAPS) offers a new

twist on the old-fashioned boycott: a service that blocks incoming mail from com-

panies that it believes have sent spam. The company compiles the Real-Time Black-
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FIGURE 2.5
Anheuser-Busch: Encouraging
Responsible Sales of Alcoholic
Beverages
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hole List, a list of reported spammers, and for those who subscribe, it

deletes mail from those sources or returns it to the sender. Bouncing the

messages back not only spares the receiver, it can also swamp the

sender’s Web site so that it effectively shuts down during the onslaught.

Companies that place online marketing messages treat MAPS with kid

gloves. MessageMedia, for example, says it has refused to work with

clients who do not adhere to MAPS guidelines, because a misstep by one

of its clients could land MessageMedia on the list.29

As Figure 2.6 shows, the social responsibilities of business can be clas-

sified according to its relationships to the general public, customers, em-

ployees, and investors and other members of the financial community.

Many of these relationships extend beyond national borders.

Responsibilities to the General Public

The responsibilities of business to the general public include dealing with public

health issues, protecting the environment, and developing the quality of the work-

force. Additionally, many would argue that businesses have responsibilities to sup-

port charitable and social causes and organizations that work toward the greater

public good. In other words, they should give back to the communities in which they

earn profits. Such efforts are called corporate philanthropy. Figure 2.7 summarizes

these four responsibilities, which are discussed in the sections that follow.

Public Health Issues One of the most complex issues facing business as it addresses

its ethical and social responsibilities to the general public revolves around public

FIGURE 2.6
Responsibilities of Business
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health. Central to this debate is the question of what businesses should do about

products that are inherently dangerous, like tobacco, alcohol, and handguns. To-

bacco products represent a major health risk, contributing to heart disease, stroke,

and cancer among smokers. Families and coworkers of smokers share this danger as

well, since their exposure to secondhand smoke increases their risks for cancer,

asthma, and respiratory infections. Recently, courts have agreed with this assessment

of smoking as a health risk, and tobacco companies have been assessed heavy fines

to compensate for their actions. In 1998, Philip Morris and three other tobacco

companies agreed to a $206 billion settlement with 46 states. Two years later, a

Florida jury ordered the tobacco industry to pay $145 billion in punitive damages to

Florida smokers who had developed illnesses associated with long-term smoking.

Philip Morris, whose products represent one of every two cigarettes sold in the

United States, was ordered to pay about half the entire amount. Faced with prospect

of even more legal action, Philip Morris and other tobacco companies have spent

tens of millions of dollars on socially responsible activities and causes, such as youth

smoking prevention programs, food banks, and medical assistance in developing

countries. But not everyone is buying the sincerity of the tobacco industry’s attempts

at social responsibility. Even though Philip Morris ranks among the highest contrib-

utors to charitable events, it also ranks near the bottom in surveys of consumer atti-

tudes toward individual businesses. “With their charitable donations, they’re trying

to divert attention away from the harm that they’re doing,” says Matt Myers, pres-

ident of Campaign for Tobacco-Free Kids. “In essence, they’re trying to buy forgive-

ness for the harm their product causes and their ongoing wrongful behaviors.”30

Substance abuse, including alcohol abuse, is another serious public health prob-

lem worldwide. Motor vehicle accidents are a major killer, and drunk drivers cause

many serious crashes. Alcohol abuse has also been linked to serious diseases such as

cirrhosis of the liver. Other risks to public health and safety come from fatty foods,

television violence, and motorcycles.

Of particular concern is the impact of such products on

vulnerable groups. Alcohol ads appeal to teenagers. Absolut

vodka ads have even become collector’s items for many

teens, raising concerns that the company is encouraging un-

derage drinking. Many consumers view alcohol advertising,

whether aimed at adults or young people, as socially irre-

sponsible. Some brewers have tried to counter these views by

sponsoring advertising campaigns that promote moderation.

Businesses also face challenges when dealing with the

consequences of diseases like AIDS, which is especially dan-

gerous because, on average, five years pass between a per-

son’s first exposure to HIV, the virus that causes AIDS, and

actual development of the disease. During this period, peo-

ple may not show any symptoms, and they probably don’t

even know they have the virus, but they are still carriers

who can transmit the disease to others. This large pool of

unknown carriers contributes greatly to the rapid spread of

the disease.

The onslaught of AIDS has forced companies to educate

their workers about how to deal with employees and cus-

tomers who have the deadly disease. Health care for AIDS

patients can be incredibly expensive, straining the ability of

small companies to pay for health care coverage. Do com-

panies have the right to test potential employees for the

AIDS virus and avoid this expense? Some people believe

that this screening would violate the rights of job applicants;

others feel that a firm has a responsibility not to place AIDS

patients in jobs where they could infect members of the gen-
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Even though Absolut runs its award-
winning ads in magazines with adult
(21 and older) readerships, it is
virtually impossible to screen
underage readers from such ads.
This ad, which appeared in
Traditional Home, was placed in a
magazine whose readers are more
likely to be 21 and older. However,
millions of underaged people are
faithful readers of the publication.
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eral public. These are difficult questions. In resolving them, a business must balance

the rights of individuals against the rights of society in general.

Protecting the Environment Businesses consume huge amounts of energy, which in-

creases the use of fossil fuels like coal and oil for energy production. This activity in-

troduces carbon dioxide and sulfur into the earth’s atmosphere, substances that

many scientists believe will result in dramatic climate changes over the next century.

Meanwhile, the sulfur from fossil fuels combines with water vapor in the air to form

sulfuric acid. The acid rain that results can kill fish and trees and pollute ground wa-

ter. Wind can carry the sulfur around the entire globe. Sulfur from factories in the

United States is damaging Canadian forests, and pollution from London smoke-

stacks has been found in the forests and lakes of Scandinavia. Other production and

manufacturing methods leave behind large quantities of waste materials that can fur-

ther pollute the environment and fill already bulging landfills.

For many managers, finding ways to minimize the pollution and other environ-

mental damage caused by their products or operating processes has become an im-

portant economic, legal, and social issue. The solution can be difficult. Ford Motor

Co. recently issued a Corporate Citizenship Report in which it admitted that its

sport utility vehicles (SUVs) are environmentally harmful as well as dangerous to au-

tomobile drivers involved in accidents with them. However, the vehicles are also

highly profitable and any automaker without an SUV in its product line is rushing to

add one. So while Ford is trying to develop more socially responsible products, it in-

tends to continue making and selling SUVs.31

Despite Ford’s experience, companies are finding they can be environmentally

friendly and profitable, too. Over the past quarter century, 3M has reduced emis-

sions of hazardous wastes, mainly by finding alternatives to toxic solvents. The

changes have saved the company hundreds of millions of dollars. And the $3.1 mil-

lion Dow Chemical has spent to reduce toxic emissions at its Midland, Michigan,

plant actually result in savings of $5.4 million a year. These kinds of savings come

from sources like greater efficiency, reduced operating costs, and less money spent on

complying with regulations.32 The logic of this approach is plain to Peter Senge, who

chairs the Society for Organizational Learning. According to Senge, nature produces

no waste—every creature’s waste products provide food for something else—but in

modern America, business uses 200 times each person’s body weight to make prod-

ucts, and 99 percent of that weight eventually becomes waste.33

Another solution is recycling—reprocessing used materials for reuse. Recycling

can sometimes provide much of the raw material that manufacturers need, thereby

conserving the world’s natural resources and reducing the need for landfills. Several

industries are developing ways to use recycled materials. One innovative solution

comes from Interface, which makes commercial carpeting. Rather than merely sell-

ing carpet for a business customer to throw away after it wears out, the company

rents the carpet. When the customer is finished using it, Interface removes and re-

places it; then it recycles the old carpet.34

Many consumers have more favorable impressions of environmentally conscious

businesses; in fact, they often prefer to buy from such firms. To target these customers,

companies often use green marketing, a marketing strategy that promotes environ-

mentally safe products and production methods. McDonald’s formed an Animals’

Welfare Advisory Council, which brings together scientists and animal rights leaders

to review the conditions of the animals raised to supply the restaurant chain. McDon-

ald’s now requires its egg suppliers to provide better living conditions for its chickens.

The fast-food chain’s requirements include increasing the amount of living space from

40 square inches to 72 square inches per chicken and abandoning the practice of with-

holding food for 5–14 days to increase egg production. Company spokesman Walt

Riker told a newspaper reporter, “We are doing this because we feel the social re-

sponsibility to enhance animal welfare.” Animal rights

organizations applauded the move, while pointing out

➤ recycling reprocessing of used materials for reuse.

BUSINESS DIRECTORY
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that the changes still leave chickens too

little room to move around or spread

their wings. Such efforts may be a prac-

tical one for a global company. The Eu-

ropean Union is already beginning to

require the changes that McDonald’s

announced, and the U.S. Department

of Agriculture is considering similar

measures. Still, by taking these actions,

McDonald’s is positioning itself as a

company that cares about animal

welfare.35

A business cannot simply claim that

its goods or services are environmentally

friendly. In 1992, the FTC issued guide-

lines for businesses to follow in making

environmental claims. A firm must be able to prove that any environmental claim

made about a good or service has been substantiated with reliable scientific evidence.

In addition, as shown in Figure 2.8, the FTC has given specific directions about how

various environmental terms may be used in advertising and marketing.

Environmental concerns can lead to new technologies. The Toyota Prius and

Honda Insight automobiles combine high-efficiency gasoline engines with electric

motors into a hybrid car that generates less pollution than a standard gasoline-

powered automobile. Each company has launched the cars by producing a few thou-

sand and limiting their distribution until sales results indicate consumer interest.

Toyota began selling the Prius on its Web site only. With the huge increase in gaso-

line prices, consumers have expressed considerable interest in these hybrid cars, and

other automakers have announced plans to develop their own models. Furthermore,

automakers expect the demand for hybrid cars to exceed that for electric-only vehi-

cles, because they recharge themselves, rather than requiring that the driver park

them for a while to recharge the battery.36

Sometimes the new technologies themselves raise controversy. An example is

genetic engineering, a type of biotechnology that involves altering crops or other liv-

ing things by inserting genes that provide them with a de-

sirable characteristic, such as nutritional value or

resistance to pesticides. One of the most controversial of

these genetically modified (GM) crops has been corn engi-

neered to make Bacillus thuringiensis (Bt), a type of bacte-

ria that acts as a natural insecticide. The potential value of

such a crop is that it reduces the need for chemical pesti-

cides. Critics warn that it could be an ecological disaster. If

most corn makes Bt, caterpillars could become resistant to

it, requiring more pesticide use in the long run. In addi-

tion, some research has suggested that exposure to the

corn is deadly to monarch butterfly caterpillars. Critics

also fear that introducing genes from one type of plant

into another—for example, daffodil genes have been used

to add beta-carotene to rice—may create products with

hidden allergens that could trigger a dangerous allergic re-

action in susceptible people.

Some consumers, especially in Europe, have resisted

buying GM foods. Both U.S. and foreign farmers are un-

certain whether to adopt the technology, because con-

sumer resistance could make the crops worthless in the

marketplace. Already, some food processors are willing to

pay premium prices for food that has not been genetically
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FIGURE 2.8
FTC Guidelines for Environmental
Claims in Green Marketing

If a business says a product is... The product or package must...

Biodegradable break down and return to nature in a
reasonably short period of time.

Ozone Safe/Ozone Friendly must not contain any ozone-depleting
ingredient.

Recyclable be entirely reusable as new materials in
the manufacture or assenbly of a new
product or package.

Refillable be included in a system for the collection
and return of the package for refill. If
consumers have to find a way to refill it
themselves, it is not refillable.

Prius, Toyota’s new hybrid vehicle,
captures the energy produced during
normal decleration and converts it
back into power. As the ad states,
“When it sees red, it charges”—
when you put on the brakes. The
hybrid car drives away under
electric power, saving fuel and gas
money, and releases up to 90 percent
fewer emissions.
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engineered. Frito-Lay asked its corn suppliers to plant only unmodified seeds, and

Wild Oats Market and Whole Foods Market are eliminating GM ingredients from

their store brands. An agreement negotiated under the United Nations Convention

on Biodiversity allows countries to ban imports of GM seeds, animals, and crops

and to require labels on living GM goods, such as animals and whole grains, saying

that they may contain GM organisms. Taco Bell recently recalled its taco shells dis-

tributed through supermarkets due to concerns about adverse consumer reactions

when it discovered that GM corn had been used. Still, biotech food has become part

of American agriculture. About one-third of the corn and almost half the soybeans

currently grown in the United States have been genetically engineered to either in-

clude an insecticide or resist herbicides used to kill weeds around the crops. The

companies that provide these technologies are hoping that sentiment will become

more favorable when food producers begin offering products engineered to provide

health benefits, such as eggs with reduced cholesterol.37

Developing the Quality of the Workforce In the past, a nation’s wealth has often

been based on its money, production equipment, and natural resources. A country’s

true wealth, however, lies in its people. An educated, skilled workforce provides the

intellectual know-how required to develop new technology, improve productivity,

and compete in the global marketplace. It is becoming increasingly clear that in or-

der to remain competitive, U.S. business must assume more responsibility for en-

hancing the quality of its workforce.

In developed economies like that of the United States, most new jobs require

college-educated workers. Companies find it more economical to hire overseas work-

ers for low-skilled tasks, because wages are lower in developing nations. With de-

mand greatest for workers with advanced skills, the difference between the

highest-paid and lowest-paid workers has been increasing. Among full-time workers

in the United States, the top 10 percent earn an average of

$1,200 per week, compared with just $275 for the average

worker in the bottom 10 percent. Twenty years ago, a college

graduate on average earned 38 percent more than someone

with only a high school diploma, but today the college grad-

uate earns 71 percent more.38 Clearly, education is essential

to the well-being of the workforce. Businesses must encour-

age students to stay in school, continue their education, and

sharpen their skills. Companies must also encourage em-

ployees to learn new skills and remain competitive.

Organizations also face enormous responsibilities for

helping women, members of various cultural groups, and

those who are physically challenged to contribute fully to

the economy. Failure to do so is not only a waste of more

than half the nation’s workforce but also devastating to a

firm’s public image. Socially responsible firms advertise and

act on their commitment to a diverse workforce. They may

post jobs on a Web site like HotJobs.com, which links with

wemedia.com, a Web site serving the interests of people with

disabilities. Figure 2.9 describes the partnership between

HotJobs.com and wemedia.com, which gives people with

disabilities access to the best jobs to pursue their potential.

Through a commitment to developing employee diversity,

Texaco has successfully rebounded from a racial discrimina-

tion lawsuit. When information that the company’s top

managers had engaged in racist behavior became public, the

company was embarrassed, and its stock price tumbled.

Texaco quickly agreed to settle the lawsuit and crafted a

plan to place more value on diversity among employees.

FIGURE 2.9
Wemedia.com and HotJobs.com:
Partnering to Encourage Hiring
People with Disabilities
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Recruiting methods were revised to reach a more diverse pool of applicants, and

scholarship programs were launched to develop talented minorities interested in key

careers like the physical sciences and international business. The company set spe-

cific goals for hiring and promoting qualified minority employees, and to achieve

those goals, it included women and minorities on human resource committees and

established mentoring programs. Within three years, Texaco had increased its re-

cruiting of minorities to more than four of every ten new hires, and its promotions

of minorities accounted for one out of every five promotions.

Corporate Philanthropy As Chapter 1 points out, not-for-profit organizations play

an important role in society by serving the public good. They provide the human re-

sources that enhance the quality of life in communities around the world. To fulfill

this mission, many not-for-profit organizations rely on financial contributions from

the business community. Firms respond by donating billions of dollars each year to

not-for-profit organizations. This corporate philanthropy includes cash contributions,

donations of equipment and products, and supporting the volunteer efforts of com-

pany employees. Recipients include cultural organizations, adopt-a-school pro-

grams, community development agencies, and housing and job training programs.

Corporate philanthropy can have many positive benefits beyond the purely altru-

istic rewards of giving, such as higher employee morale, enhanced image, and im-

proved customer relationships. Procter & Gamble’s donation of its unneeded patents

to research programs provides motivation to the company’s own research and devel-

opment staff. They can see that their efforts will bear fruit, even if the patents do not

directly benefit the company. In addition, by supporting research and educational in-

stitutions, P&G is helping to develop a future pool of researchers, some of whom

may work for or with the company. In an effort to maximize the benefits of corporate

giving in an era of downsizing, businesses have become more selective of the causes

and charities they choose to support. Many seek to align their marketing efforts with

their charitable giving. For example, many companies make contributions to the

Olympics and create advertising that features the company’s sponsorship. This is

known as cause marketing. It is discussed in more detail in Chapter 9.

Another form of corporate philanthropy is volunteerism. In their roles as corpo-

rate citizens, thousands of businesses encourage their employees to contribute their

efforts to projects as diverse as Habitat for Humanity, the United Way, and Red

Cross blood drives. In addition to making tangible contributions to the well-being of

fellow citizens, such programs generate considerable public support and goodwill for

the companies and their employees. In some cases, the volunteer efforts occur mostly

during off-hours for employees. In other instances, the firm permits its workforce to

volunteer during regular working hours. Nortel Networks offers a combination of

grants, use of company facilities, and limited time off work for volunteers in the lo-

cations where it has facilities, from Atlanta to Paris to Beijing. Community involve-

ment for each city is coordinated by an employee who makes sure the

efforts are in line with company guidelines.39

Responsibilities to Customers

Businesspeople share a social and ethical responsibility to treat their

customers fairly and act in a manner that is not harmful to them. Con-

sumer advocate and recent presidential candidate Ralph Nader first pi-

oneered this idea in the late 1960s. Since then, consumerism—the

public demand that a business consider the wants and needs of its cus-

tomers in making decisions—has gained widespread acceptance. Con-

sumerism is based on the belief that consumers have certain rights. The

most frequently quoted statement of consumer rights was made by

President John F. Kennedy in 1962. Figure 2.10 summarizes these con-

sumer rights. Numerous state and federal laws have been implemented

since then to protect these rights.
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FIGURE 2.10
Consumer Rights
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The Right to Be Safe Contemporary businesspeople

must recognize obligations, both moral and legal, to

ensure the safe operation of their products. Con-

sumers should feel assured that the goods and ser-

vices they purchase will not cause injuries in normal

use. Product liability refers to the responsibility of

manufacturers for injuries and damages caused by

their products. Products that lead to injuries, either

directly or indirectly, can have disastrous conse-

quences for their makers. The problems with Bridge-

stone’s Firestone tires provide a dramatic example,

as discussed in the “Solving an Ethical Controversy”

box earlier.

Many companies put their products through rig-

orous testing to avoid safety problems. Still, testing

alone cannot foresee every eventuality. Companies

must try to consider all possibilities and provide ade-

quate warning of potential dangers. When a product

does pose a threat to customer safety, a responsible

manufacturer responds quickly to either correct the

problem or recall the dangerous product. For exam-

ple, when consumers found bits of an aluminum soft-

drink can in their Campbell’s vegetable beef soup,

the company recalled the product, publishing the

product details so consumers could know whether

their soup might have been affected. Campbell’s then

investigated and determined that a soft-drink can ap-

parently had been embedded in a load of carrots or

potatoes that went through a dicing machine. The

company prints a toll-free telephone number on its

soup cans, which helps consumers to report problems quickly when they arise, as

well as to ask questions about products.40

The Right to Be Informed Consumers should have access to enough education and

product information to make responsible buying decisions. In their efforts to promote

and sell their goods and services, companies can easily neglect consumers’ right to be

fully informed. False advertising is a violation of the Wheeler-Lea Act. In addition, the

FTC and other federal and state agencies have established rules and regulations that

govern advertising truthfulness. These rules prohibit businesses from making unsub-

stantiated claims about the performance or superiority of their goods or services.

They also require businesses to avoid misleading consumers. Businesses that fail to

comply face scrutiny from the FTC and consumer protection organizations. In one

case, the FTC responded to complaints by filing charges against Star Publishing

Group, which under the name National Consumer Services placed want ads promis-

ing as much as $800 per week for starting a home-based business. Consumers who

called the toll-free number in the ad reached a recording selling a guide to start a busi-

ness that the recording falsely implied would involve government work.

The FDA, which sets standards for advertising conducted by drug manufacturers,

recently eased restrictions for prescription drug advertising on television. In print

ads, drug makers are required to spell out potential side effects and the proper

uses of prescription drugs. Because of the requirement to disclose this information,

prescription drug television advertising was limited. Now, however, the FDA says

drug ads on radio and television can directly promote a prescription drug’s benefits

if they provide a quick way for consumers to learn about

side effects, such as displaying a toll-free number or In-

ternet address. The FDA also monitors “dietary sup-

plements,” including vitamins and herbs. These ➤ corporate philanthropy act of an organization giving something back to
the communities in which it earns profits.

BUSINESS DIRECTORY

Nestlé, one of the world’s leading
baby food makers, promotes the
safety of its Alsoy soy formula for
babies allergic to milk. At the same
time, it responsibly urges mothers to
“Remember, breastmilk is the ideal
food for babies. Talk to your doctor
about your feeding choices.” At its
Web site, www.verybestbaby.com,
parents can find safety information
on such topics as “Baby Proofing
Your Home,” “Safety around the
House,” and “Baby and the Family
Pet.”
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products may make claims about their general effect on health but may not claim to

cure a disease, unless the company has presented the FDA with research and received

the agency’s approval. For example, a product may say it helps the body maintain a

healthy immune system, but not that it fights colds.

The responsibility of business to preserve consumers’ right to be informed extends

beyond avoiding misleading advertising. All communications with customers—from

salespeople’s comments to warranties and invoices—must be controlled to clearly

and accurately inform customers. Most packaged-goods firms, personal computer

makers, and other makers of products bought for personal use by consumers include

toll-free customer service numbers on their product labels, so that consumers can get

answers when they have questions about a product.

To protect their customers and avoid claims of insufficient disclosure, businesses

often include warnings on products. As Figure 2.11 shows, sometimes these warn-

ings go far beyond what a reasonable consumer would expect.

The Right to Choose Consumers should have the right to choose which goods and

services they need and want to purchase. Socially responsible firms attempt to pre-

serve this right, even if they reduce their own sales and profits in the process. Other

companies are not as ethical about protecting a consumer’s right to choose, though.

Some credit card companies have a policy of charging higher rates to customers who

ask to close their accounts. FleetBoston Financial charges 26.99 percent on the re-

maining balances of consumers who have canceled their accounts. The company

says the higher rate is fair, because customers who close their accounts are less likely

to keep up with their payments.41 Consumers do not always realize they can protect

themselves by paying off the card before they cancel the account.

Since the long-distance telephone industry has been deregulated, some customers

have also been the victims of fraud. Several unscrupulous long-distance carriers have

duped customers into switching their service through an unsavory practice called
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Never use hair dryer
while sleeping.

This towel has been tested to withstand
significantly strong winds. But please be
advised that during a hurricane or other
severe weather conditions, this product

should not be used to secure yourself
or anything of value.
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Caution: Do not
spray in eyes.

Do not drive with
sunshield in place.

FIGURE 2.11
Wacky Warning Labels The number
of product liability lawsuits has
skyrocketed since the 1990s. To protect
themselves, businesses have become
more careful about including warnings on
products. However, some companies may
go overboard, as demonstrated by these
actual product warning labels.
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slamming. The firms get customers to sign contest-entry forms that contain less-

than-obvious wording saying they agree to be switched. In other cases, long-distance

companies have switched customers without their consent after making telemarket-

ing calls to them.

The Right to Be Heard Consumers should be able to express legitimate complaints

to appropriate parties. Many companies expend considerable effort to ensure full

hearings for consumer complaints. The eBay auction Web site assists buyers and sell-

ers who believe they were victimized in transactions conducted through the site. It

deploys a 200-employee team to work with users and law enforcement agencies to

combat fraud. The company provides all users with insurance coverage of up to

$200 per transaction, with a $25 deductible. It operates a feedback forum, where it

encourages users to rate one another. The auction site operates a software program

that tracks individuals’ bidding performance, looking for patterns associated with

fraudulent behavior. And when it receives complaints of fraud, eBay forwards them

to the FTC. So, although eBay cannot prevent all instances of fraud, it does provide

an environment in which buyers and sellers feel protected.42

Responsibilities to Employees

As Chapter 1 explains, one of the most important business resources is the organi-

zation’s workforce. Companies that are able to attract skilled and knowledgeable

employees are better able to meet the challenges of competing globally. In return,

businesses have wide-ranging responsibilities to their employees, both here and

abroad, as discussed in the “Clicks and Mortar” box. These include workplace

safety, quality of life issues, avoiding discrimination, and preventing sexual harass-

ment and sexism.

Workplace Safety A century ago, few businesses paid much attention to the safety

of their workers. In fact, most business owners viewed employees as mere cogs in the

production process. Workers—many young children—toiled in frequently dangerous

conditions. In 1911, 146 people, mostly young girls, died in a fire at the Triangle

Shirtwaist Factory in New York City. Contributing to the massive loss of life were

the sweatshop working conditions at the factory, including overcrowding, blocked

exits, and a lack of fire escapes. The horrifying tragedy forced businesses to begin to

recognize their responsibility for their workers’ safety.

The safety and health of workers while on the job is now an

important business responsibility. The Occupational Safety and

Health Administration (OSHA) is the main federal regulatory

force in setting workplace safety and health standards. These

mandates range from broad guidelines on storing hazardous ma-

terials to specific standards for worker safety in industries like

construction, manufacturing, and mining. OSHA tracks and in-

vestigates workplace accidents and has the authority to fine em-

ployers who are found liable for injuries and deaths that occur

on the job. As Figure 2.12 shows, workplace injuries and ill-

nesses declined during the 1980s and 1990s. Even though rates

of injury and illness are lower in service industries than in goods-

producing industries, the four industries with highest injury rates

are all service providers: restaurants, hospitals, nursing homes,

and retail stores. Most reports to OSHA involve injuries, most of

which involve disorders arising from making the same motion

over and over, such as carpal tunnel syndrome.43

Although businesses occasionally complain about having to

comply with too many OSHA regulations, ultimately manage-

ment must set standards and implement programs to ensure that

FIGURE 2.12
Rates of Workplace Injuries and
Illnesses
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workers are safe in the workplace. The Jewel supermarket chain shows employees

training videos about safe practices. The videos teach about fire safety, germs trans-

mitted in blood, and actions to take if the store is robbed. The store makes special

efforts to protect teenage employees. They are expected to read and sign a statement

that they will not use any machinery, including the elevator, lift equipment, or meat

slicers. Use of power equipment is limited by law to employees 18 years of age or

older, and those employees must undergo training before the store permits them to

use the equipment. Laws also extend extra protection to teenage workers by limiting

the number of hours they work and the number of trips they may make away from

their primary place of employment each day. Protection of young workers is espe-

cially significant because almost one workplace injury in three involves employees

with less than a year’s experience.44

Quality of Life Issues Balancing work and family is becoming harder for many em-

ployees. They find themselves squeezed between working long hours and handling

child-care problems, caring for elderly parents, and solving other family crises. A

“sandwich generation” of households, those caring for two generations—their chil-

dren and their aging parents—has arisen. As the population ages, the share of Amer-

ican households providing informal care to a relative or friend age 50 years or older

is expected to double—from one household in five in the mid-1990s to more than

two in five in the early years of the 21st century. At the same time, as married

The Gap Is Sew Responsible

Background. When you pull on your t-shirt and jeans in the morn-
ing, you probably don’t think much about where they were made or
who made them. But clothing companies such as the Gap, with
suppliers located all over the world, have to think about it. Although
the company does not own any factories overseas, it contracts
with facilities in more than 50 countries, and it wants to maintain
good working conditions in those factories. So the Gap has a writ-
ten Code of Vendor Conduct and has a global network of employ-
ees to monitor factory compliance. The code covers areas such as
discrimination, forced labor, child labor, wages and hours, working
conditions, and housing. Monitoring teams visit the Gap’s facilities
every three months to conduct detailed safety inspections, review
payroll records, and interview workers. The teams use diverse ex-
perts—attorneys, industrial safety experts, and representatives
from human rights organizations. Before a factory can become part
of the Gap operations, it must be inspected and evaluated. If the
factory does not pass the review, it is rejected. If the factory does
pass, its managers must sign a binding agreement to follow the
Code of Conduct.

What Happened? Even with such an extensive program, the Gap
has faced problems. In 1999, the organization was named, along
with eighteen other companies, in a class-action lawsuit about
working conditions in a factory in the Northern Marianas Islands.
To complicate matters further, the Gap was accused of misleading
consumers by placing “Made in the U.S.A.” labels on clothing that
was made in the Marianas Islands factory. 

The Response. Since the Marianas Islands are actually a U.S. ter-
ritory, the Gap is required by law to use the U.S.A. label for clothes
manufactured there. So it wasn’t trying to mislead the public. Sev-

eral of the companies mentioned in the
class-action suit did settle, but the Gap
maintained its innocence and decided to defend itself in the
lawsuit.

Today and Counting. Millions of Gap customers continue to make
the Gap and its other units—Old Navy and Banana Republic—an
American institution. In fact, Old Navy has become so popular that
some Gap customers have shifted their alliance to the lower-
priced, hipper Old Navy. But the Gap isn’t about to fold its khakis
anytime soon. “Whatever their [problems] are, I would be hesitant
to bet against them,” notes one industry analyst. “It’s one of the few
companies to endure for a generation. It’s thrived, evolved, and led
the industry.”

QUESTIONS FOR CRITICAL THINKING
1. Access the Gap’s Code of Vendor Conduct at its Web site

(www.gapinc.com/about/global-manuf/code_overview/code.
htm). The code covers many areas of responsibility to employ-
ees. What areas of responsibility to society in general might it
also address?

2. The Gap has “thrived, evolved, and led the industry.” Do you
think that one of the reasons the company has endured is be-
cause of its attitude toward ethics and social responsibility?
Why or why not? 

Sources: “About Gap Inc.” and “Code of Vendor Conduct,” The Gap corpo-
rate Web site, www.gapinc.com, accessed October 16, 2000; The Gap Web
site, www.gap.com, accessed September 11, 2000; Paul Sloan, “Is That
Gordon Gekko at the Gap?” U.S. News & World Report, April 24, 2000, p. 46;
Stacy Perman, “Mend That Gap,” Time, February 14, 2000, pp. 60–62.

Clicks and Mortar
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women spend more time working outside the home, they have an average of 22

fewer hours per week to spend on family.45 The employees juggling work with life’s

other demands aren’t just working mothers. Childless couples, single people, and

men all express frustration with the pressures of balancing work with family and

personal needs. 

Helping workers find solutions to these quality of life issues has become an im-

portant concern of many businesses, but finding answers isn’t always easy. Some

companies offer flexible work arrangements to support employees. Other firms of-

fer benefits such as subsidized child care or on-site education and shopping to assist

workers trying to balance work and family.

Another solution has been to offer family leave to employees who need to deal

with family matters. Under the Family and Medical Leave Act of 1993, businesses

with 50 or more employees must provide unpaid leave annually for any employee

who wants time off for the birth or adoption of a child, to become a foster parent,

or to care for a seriously ill relative or spouse. The law requires that employers grant

up to 12 weeks of leave each year. This unpaid leave also applies to an employee

who has a serious illness. Workers must meet certain eligibility requirements. Em-

ployers must continue to provide health benefits during the leave and guarantee that

employees will return to equivalent jobs. The issue of who is entitled to health ben-

efits can also create a dilemma as companies struggle to balance the needs of their

employees against the staggering costs of health care.

The Family and Medical Leave Act gives employees the right to take time off, but

because the leave is unpaid, many workers find that they cannot afford to use this

right. Some states have considered addressing this problem by offering unemployment

compensation to parents who take time off to care for a newly born or adopted child.

The U.S. Labor Department recently issued a ruling authorizing states to experiment

with this type of unemployment compensation as part of their unemployment insur-

ance programs. States that elect to participate in this experiment can authorize partial

wage replacement to parents who take approved leave. In contrast to the scope of the

Family Medical and Leave Act, this benefit applies only to births or adoptions in states

that elect to provide the benefits. Also, in states where it is available, the unemploy-

ment compensation would be available to employees at companies of any size, so long

as they meet the state’s eligibility requirements for unemployment compensation. The

Labor Department plans to evaluate whether parents who receive the benefits are

more likely to remain in the workforce over the long run.46

Ensuring Equal Opportunity on the Job Businesspeople face many challenges man-

aging an increasingly diverse workforce in the 21st century. By 2050, ethnic minori-

ties and immigrants will make up nearly half of the U.S. workforce. Technological

advances are expanding the ways people with physical disabilities can contribute in

the workplace. Businesses also need to find ways to responsibly recruit and manage

older workers and workers with varying lifestyles. In addition, beginning with Lotus

Development Corp. in 1982, companies have begun to extend benefits equally to

employees, regardless of sexual orientation. In particular, that means the company

offers benefits like health insurance to unmarried domestic partners if it offers them

to spouses of married couples. Companies that now offer these gender-neutral bene-

fits include Boeing, Citigroup, Disney, General Mills, and Prudential.47 This treat-

ment reflects the view that all employee groups deserve the right to work in an

environment that is nondiscriminatory.

To a great extent, efforts at managing diversity are regulated by law. The Civil

Rights Act (1964) outlawed many kinds of discriminatory practices, and Title VII of

the act specifically prohibits discrimination in employment. As shown in Table 2.2,

other nondiscrimination laws include the Equal Pay Act (1963), the Age Discrimi-

nation in Employment Act (1967), the Equal Employment Opportunity Act (1972),

the Pregnancy Discrimination Act (1978), the Civil Rights Act of 1991, and numer-

ous executive orders. The Americans with Disabilities Act (1990) protects the rights
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of physically challenged people. The Vietnam Era Veterans Readjustment Act (1974)

protects the employment of veterans of the Vietnam war.

Perhaps the next round of protection will extend to the level of genetics. As sci-

entists make progress in decoding the human genome, some people worry that em-

ployers will discriminate based on genetic characteristics, such as a gene that

predisposes a person to cancer or some other costly disease. In fact, the executive

branch of the federal government is now prohibited from discriminating on the ba-

sis of genetic information. When he signed the order, former President Clinton stated

that he hoped it would serve as a challenge to businesses and other government

agencies to adopt similar policies.48

The Equal Employment Opportunity Commission (EEOC) was created to increase

job opportunities for women and minorities and to help end discrimination based on

race, color, religion, disability, gender, or national origin in any personnel action. To

enforce fair-employment laws, it investigates charges of discrimination and harass-

ment and files suit against violators. The EEOC can also help employers set up pro-

grams to increase job opportunities for women, minorities, people with disabilities,

and persons in other protected categories. 

Fair treatment of employees is more than a matter of complying with EEOC reg-

ulations, however. Like white male employees, women and people of color want op-

portunities to excel and rewards for excellence. They also want to be treated with

respect. Yet in a survey of minority executives, nearly half said they had been the

butt of a racial or cultural “joke” at work, and almost two-thirds said they had ob-

served a racial double standard in the way jobs are assigned.49 A minority employee

who misses out on a plum assignment may miss out on the big raise that goes with

it. As the employee’s salary grows more slowly, managers may eventually begin to

2-30 I BUSINESS IN A GLOBAL ENVIRONMENT

Table 2.2 Laws Designed to Ensure Equal Opportunity

Law Key Provisions

Title VII of the Civil Rights Act of Prohibits discrimination in hiring, promotion, compensation, training, or dismissal on the basis
1964 (as amended by the Equal of race, color, religion, sex, or national origin.
Employment Opportunity Act of
1972)

Age Discrimination in Employment Prohibits discrimination in employment against anyone aged 40 years or over in hiring,
Act of 1968 (as amended) promotion, compensation, training, or dismissal.

Equal Pay Act of 1963 Requires equal pay for men and women working for the same firm in jobs that require equal
skill, effort, and responsibility.

Vocational Rehabilitation Act Requires government contractors and subcontractors to take affirmative action to employ and
of 1973 promote qualified disabled workers. Coverage now extends to all federal employees.

Coverage has been broadened by the passage of similar laws in more than 20 states and,
through court rulings, to include persons with communicable diseases, including AIDS.

Vietnam Era Veterans Requires government contractors and subcontractors to take affirmative action to employ and
Readjustment Act of 1974 retain disabled veterans. Coverage now extends to all federal employees and has been

broadened by the passage of similar laws in more than 20 states.
Pregnancy Discrimination Act Requires employers to treat pregnant women and new mothers the same as other employees

of 1978 for all employment-related purposes, including receipt of benefits under company benefit
programs.

Americans with Disabilities Act Makes discrimination against the disabled illegal in public accommodations, transportation,
of 1990 and telecommunications; stiffens employer penalties for intentional discrimination on the

basis of an employee’s disability.
Civil Rights Act of 1991 Makes it easier for workers to sue their employers for alleged discrimination. Enables victims

of sexual discrimination to collect punitive damages; includes employment decisions and on-
the-job issues such as sexual harassment, unfair promotions, and unfair dismissal. The
employer must prove that it did not engage in discrimination.

Family and Medical Leave Act Requires all businesses with 50 or more employees to provide up to 12 weeks of unpaid
of 1993 leave annually to employees who have had a child or are adopting a child, or are becoming

foster parents, who are caring for a seriously ill relative or spouse, or who are themselves
seriously ill. Workers must meet certain eligibility requirements.
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use the size of the salary as an indicator that the employee contributes less to the or-

ganization. Chapter 7 takes a closer look at diversity and employment discrimina-

tion issues as part of a discussion of human resource management.

Sexual Harassment and Sexism Every employer has a responsibility to ensure that

all workers are treated fairly and are safe from sexual harassment. Sexual harassment
refers to unwelcome and inappropriate actions of a sexual nature in the workplace.

It is a form of sex discrimination that violates the Civil Rights Act of 1964, which

gives both men and women the right to file lawsuits for intentional sexual harass-

ment. More than 15,000 sexual harassment complaints are filed with the EEOC

each year, of which about 12 percent are filed by men. Thousands of other cases are

either handled internally by companies or never reported.

Two types of sexual harassment exist. The first type occurs when an employee is

pressured to comply with unwelcome advances and requests for sexual favors in re-

turn for job security, promotions, and raises. The second type results from a hostile

work environment in which an employee feels hassled or degraded because of un-

welcome flirting, lewd comments, or obscene jokes. The courts have ruled that al-

lowing sexually oriented materials like pinup calendars and pornographic magazines

at the workplace can create a hostile atmosphere that interferes with an employee’s

ability to do the job. Employers are also legally responsible to protect employees

from sexual harassment from customers and clients. The EEOC’s Web site informs

employers and employees of criteria for identifying sexual harassment and how it

should be handled in the workplace.

Preventing sexual harassment can be difficult because it involves regulating the

conduct of individual employees. Ford Motor Co. unsuccessfully tried to end sexual

harassment in Chicago-area factories over the course of several years. Beginning in

1994, female workers reported to the EEOC that they had been subjected to offen-

sive language, name-calling, and unwanted touching by coworkers and supervisors.

After a two-year investigation, the EEOC agreed and reached a settlement with

Ford. Then a group of women in another Ford factory complained of similar mis-

treatment. Ford sent its head of manufacturing to the facility to announce zero tol-

erance of sexual harassment and detail the type of behavior that the company

expected. The company fired 10 employees and took disciplinary actions against

others. Nevertheless, a group of women complained that the problems continued,

and the EEOC again supported their complaints, even finding that offensive materi-

als had been posted in the building. After months of negotiations, Ford agreed to

spend $7.5 million to compensate the victims and $10 million to train employees

and managers in appropriate behavior. The company also agreed to triple the num-

ber of female supervisors in the factories and to make prevention of sexual harass-

ment a requirement for granting raises and promotions to plant managers.

To avoid sexual harassment problems, many firms have established policies and

employee education programs aimed at preventing such violations. An effective ha-

rassment prevention program should include the following measures:

● Issuing a specific policy statement prohibiting sexual harassment

● Developing a complaint procedure for employees to follow

● Creating a work atmosphere that encourages sexually harassed staffers to come

forward

● Investigating and resolving complaints quickly, and taking disciplinary action

against harassers

Unless all of these components are supported by top management, sexual harass-

ment is difficult to eliminate.

Sexual harass ment is often part of the broader prob-

lem of sexism—discrimination against members of

either sex, but primarily affecting women. Some
➤ sexual harassment inappropriate actions of a sexual nature in the

workplace.

BUSINESS DIRECTORY
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examples of sexism are blatant, as when a woman earns less than a male colleague

in the same job or when a male employee gains a promotion over a better-qualified

female. More subtle instances might be failure to introduce the only female in a

work group to a client or giving women less important or less challenging work as-

signments.

One important sexism issue concerns equal pay for equal work. On average, U.S.

women earn 77 cents for every dollar earned by men. In the course of a working life-

time, this disparity adds up to a gap of $420,000. This data actually represent a

slight closing of the pay gap between men and women. As recently as 1979, women’s

earnings were only 63 percent of men’s. The percentage of women who hold man-

agerial and professional positions has grown to 49 percent, compared with 41 per-

cent in 1983, but that trend has not necessarily reduced the pay gap. In many of

these jobs, the difference between men’s and women’s pay is actually wider than av-

erage. Female doctors earn just 62 cents for every dollar earned by male doctors, and

female financial managers earn 61 cents for every dollar earned by male financial

planners. In general, women and men start with similar salaries, and the differences

develop over time, with men typically paid more than women who have comparable

experience.50

Responsibilities to Investors and the Financial Community

Although a fundamental goal of any business is to make a profit for its shareholders,

investors and the financial community demand that businesses behave ethically as

well as legally. When firms fail in this responsibility, thousands of investors and con-

sumers can suffer. The Coca-Cola Co. saw its share price tumble following problems

with product safety and fair employment practices. In Belgium, 42 children were

hospitalized when they complained of dizziness and nausea after drinking Coke. The

company investigated, admitted the product didn’t smell right, but insisted it would

not cause illness. A public relations executive said, “[Coke] may make you feel sick,

but it is not harmful.” Only after the Belgian government ordered Coke products to

be removed from stores did the company’s chief executive visit Belgium to apologize.

At headquarters, the social responsibility problems took the form of a lawsuit alleg-

ing racial discrimination. Although the company had a reputation for fostering di-

versity, it tarnished its image by making management changes that effectively

demoted the company’s top black executive, Carl Ware. Ware announced his retire-

ment, and the company recovered from that public relations disaster only after its

new chief executive, Douglas Daft, lured Ware back with an offer to run a new divi-

sion. During these problems, the firm’s stock price dropped 27 percent.51

State and federal government agencies are responsible for protecting investors

from financial misdeeds. At the federal level, the Securities and Exchange Commis-

sion (SEC) investigates suspicions that publicly traded firms engaged in unethical or

illegal behavior. For example, it investigates accusations that a business is using faulty

accounting practices to inaccurately portray its financial resources and profits to in-

vestors. In 2000, the SEC adopted a rule requiring that publicly traded companies

make announcements of major information to the general public, rather than first dis-

closing the information to selected major investors.52 The agency also operates an Of-

fice of Internet Enforcement to target fraud in online trading and online sales of stock

by unlicensed sellers. Chapter 13 discusses accounting practices further.

Besides honesty, social responsibility to investors includes providing for highly

qualified management talent to run the company successfully. Before listing a com-

pany on its exchange, the New York Stock Exchange requires that it have an audit

committee that includes at least three independent directors, at least one of them hav-

ing expertise in financial management. But the trend among dot-com businesses has

so far been to limit the size of the board of directors and to include few outside di-

rectors (qualified persons who are not company employees). The justification is that

this helps the company act faster. A recent study of 39 Internet companies revealed

2-32 I BUSINESS IN A GLOBAL ENVIRONMENT
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that their boards of directors are smaller, have

fewer outside directors, and have smaller audit

and compensation committees than non–dot-

com firms of similar size. A typical board of di-

rectors of a dot-com might have two or three

company managers, two members from venture

capital firms that supplied the company’s fund-

ing, and two directors from outside the com-

pany. So far, high stock prices for dot-com

businesses have let managers remain confident

that their boards have the necessary talent.

However, as the market is weeding out all but

the strongest Internet firms, many dot-com

managers may wish they had brought more ex-

perienced people on board, and investors could

be left poorer because of their failure to do so.53

WHAT’S AHEAD

The decisions and actions of businesspeople are

often influenced by outside forces such as the

legal environment and society’s expectations

about business responsibility. Firms also are affected by the economic environments

in which they operate. The next chapter discusses the broad economic issues that in-

fluence businesses around the world. Our discussion will focus on how factors such

as supply and demand, unemployment, inflation, and government monetary policies

pose both challenges and opportunities for firms seeking to compete in the global

marketplace.

Chapter 3 also focuses on the global dimensions of business. We will review the

key concepts of doing business internationally and examine how nations can posi-

tion themselves to benefit from the global economy. Then, we will describe the spe-

cific methods used by individual businesses to expand beyond their national

boarders and compete successfully in the global market.

DID YOU KNOW?
• The Internet reduces the demand for paper by up to 2.7 million tons

every year, resulting in an annual reduction of 10 million tons of
carbon dioxide.

• A global survey of managers showed the environment as the number-
one issue for the early years of the 21st century.

• Singapore has strict laws against littering, spitting, and the
importation of chewing gum.

• Fifteen percent of the population of highly industrialized nations is
over age 65 years, compared with less than 5 percent for the typical
developing nation.

• A Tokyo hotel was reported to have posted the following sign in guest
rooms: “It is forbidden to steal hotel towels. If you are not a person to
do such a thing, please do not read this notice.”

• The government of Benin recently legalized voodoo as a religion in
that West African country.

• Although Chinese companies generate huge sales abroad, they have
made several unfortunate brand-name choices for products intended
for export to the United States. High on the Chinese list of “What Not
to Name a Product” are Fang Fang lipstick, White Elephant batteries,
and Pansy men’s underwear.

➤ ACHIEVEMENT CHECK SUMMARY

Reread the learning goals that follow and consider the

questions for each goal. Answering these questions will

reinforce the most important concepts in the chapter and

allow you to check how well you have achieved these

learning goals. Where a blank appears before a question,

answer with T or F. Otherwise, circle the letter of the cor-

rect answer. An answer key to these questions is found at

the end of this chapter.

Learning Goal 2.1 Explain the concepts of business ethics and
social responsibility.

1. Social responsibility is management’s consid-

eration of both the economic and societal effects of its

decisions.

2. Business ethics are standards of conduct and

moral values applied in business decision-making.

3. Most managers express their support of social

responsibility and ethical conduct even though they be-

lieve that they cost more than they create in business

value.

Learning Goal 2.2 Describe the factors that influence business
ethics. 

1. Business ethics are influenced by both the eth-

ical values of the organization and those of individuals

who work for the business.

2. Personal experience, peer pressure, family and

cultural influences, and religious standards all combine to

determine individual ethics.

3. Employees with strong individual ethics who

work at a firm with high ethical values are not likely to

encounter conflicts of interest.
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Learning Goal 2.3 List the stages in the development of ethical
standards.

1. In the preconventional stage, individuals give

primary consideration to the needs and desires of their

employer in developing their ethical standards.

2. Fear of punishment or hope of reward are the

primary motivators in prompting employees to obey exter-

nal rules in the conventional stage.

3. In the final, postconventional stage, the indi-

vidual moves beyond self-interest and duty to include the

broader needs of society.

Learning Goal 2.4 Identify common ethical dilemmas in the
workplace.

1. Almost every organization prohibits its em-

ployees from accepting gifts from suppliers because such

activities create a conflict of interest.

2. Bribery is both a legal and an ethical violation

in the United States and most other developed nations.

3. Due to the high personal and professional

costs involved, most employees consider whistle-blowing

to be a final resort as a response to misconduct in the

workplace.

Learning Goal 2.5. Discuss how organizations shape ethical
behavior.

1. Developing codes of conduct that define orga-

nizational expectations from its employees is an effective

means of shaping ethical behavior.

2. Most organizations have stopped using role-

playing and other ethical training exercises due to their

time requirements, high cost, and lack of evidence that

such training exercises work.

3. Developing a corporate culture to support

business ethics occurs in the following order on four lev-

els: ethical awareness, ethical reasoning, ethical leader-

ship, and ethical action.

Learning Goal 2.6 Relate the ways government regulation af-
fects business ethics and social responsibility.

1. The history of government regulation of busi-

ness activities in the U.S. can be divided into three phases:

regulation of competition, consumer protection, and

deregulation.

2. The number of regulated industries like

telecommunications, utilities, transportation, and bank-

ing in which competition was either limited or eliminated

has been greatly reduced since the 1990s by a growing

trend toward deregulation.

3. Two unethical practices on the Internet have

become such a problem that governments have begun to

regulate commerce in cyberspace: fraud and invasion of

privacy.

Learning Goal 2.7 Describe how businesses’ social responsibil-
ity is measured.

1. The current measures of a firm’s social perfor-

mance are its contribution to the overall economy and the

employment opportunities it provides.

2. Some firms measure social performance by

conducting social audits, that focus on social issues such

as conservation, employment practices, environmental

protection, and philanthropy.

3. Outside public interest agencies, including en-

vironmental, religious, and public-interest groups, have

developed their own standards of corporate performance

and distributed their assessments to the media.

Learning Goal 2.8 Summarize the responsibilities of business
to the general public, customers, and employees.

1. The responsibilities of business to the general

public include protecting the public health and the envi-

ronment, developing the quality of the work force, and

supporting charitable and social causes in the communi-

ties in which they earn profits. 

2. President Kennedy’s statement of consumer

rights is a good summary of the responsibilities of busi-

ness to consumers: the rights to be safe, to be treated with

respect when they shop, to return unused merchandise,

and to be heard. 

3. Businesses have no specific obligation to their

employees regarding issues such as workplace safety,

quality of life, equal opportunity, and prevention of sex-

ual harassment other than to obey the law since all of

these are protected by local, state, and federal laws and

special agencies.

Learning Goal 2.9 Explain why investors and the financial com-
munity are concerned with business ethics and social respon-
sibility.

1. Since investors are risk takers, managers face

no ethical requirements to protect investor interests.

2. The Federal Trade Commission is the govern-

ment agency responsible for ensuring that publicly traded

businesses use accounting practices that accurately por-

tray its financial resources and profits so that investors

can rely on them in making investment decisions.

3. Investors who believe that managers have not

dealt honestly with them have legal recourse.
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Key Terms Quiz

Directions. Match the following “Business Terms You Need to Know” with the correct definition from those listed on

the right. You may check your mastery of these business terms by comparing your answers with the Solution to Key

Terms Quiz listed on page 2-38.

business ethics 2-4
conflict of interest 2-7
whistle-blowing 2-9
code of conduct 2-10

regulated industry 2-15
deregulation 2-16
social responsibility 2-17

recycling 2-21
corporate philanthropy 2-24
sexual harassment 2-31

1. formal statement defining how the organization expects and requires employ-

ees to resolve ethical conflicts.

2. regulatory trend toward elimination of legal restraints on competition.

3. management’s acceptance of the obligation to consider profit, consumer

satisfaction, and societal well-being of equal value in evaluating the firm’s

performance.

4. act of an organization giving something back to the communities in which it

earns profits.

5. situation where a business decision may be influenced by the potential for per-

sonal gain.

6. study of the relationship between living things and their environment.

7. industry in which competition is either limited or eliminated, and government

monitoring substitutes for market controls.

8. giving employees a leave of absence from work in order to deal with major fam-

ily matters.

9. an employee’s disclosure to the media or government authorities of illegal, im-

moral, or unethical practices of the organization.

10. inappropriate actions of a sexual nature in the workplace.

11. elimination of legal restraints of competition.

12. standards of business conduct and moral values.

13. reprocessing of used materials for reuse.

Other  Important  Business Terms

integrity 2-7
social audit 2-18
boycott 2-18
pollution 2-21

green marketing 2-21
genetic engineering 2-22
consumerism 2-24
product liability 2-25

family leave 2-29
Equal Employment Opportunity

Commission (EEOC) 2-30
sexism 2-31

➤ REVIEW QUESTIONS

1. What do the terms business ethics and social respon-
sibility mean? Cite an example of each. What are the

four main forces that shape business ethics and social

responsibility?

2. Identify and describe briefly the three stages in which

individuals typically develop ethical standards. What

are some of the factors that determine the stage of

moral and ethical development an individual occu-

pies at any given time?
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3. What are the four most common ethical challenges

that businesspeople face? Give a brief example of

each.

4. What are the four levels of development of a corpo-

rate culture to support business ethics? Describe each

briefly.

5. How do organizational goals affect ethical behavior?

How might these goals interfere with ethical leader-

ship? Give an example.

6. How does government regulate both competition and

specific business practices? Describe specific regula-

tions with which businesspeople should be familiar.

What is deregulation? What are its advantages and

disadvantages?

7. What basic consumer rights does the consumerism

movement try to ensure? How has consumerism im-

proved the contemporary business environment?

8. What is a cookie? How does it work? What are some

of the pros and cons of using cookies in Internet busi-

nesses?

9. What are some of the major factors that contribute to

the assessment of a company’s social performance? 

10. Identify the major benefits of corporate philanthropy.

➤ Questions for Critical Thinking

1. Write your own personal code of ethics, detailing your

feelings about ethical challenges such as lying to pro-

tect an employer or coworker, favoring one client over

another, misrepresenting credentials to an employer or

client, and using the Internet for personal purposes

while at work. What role will your personal ethics

play in deciding your choice of career and acceptance

of a job?

2. “Everybody exaggerates when it comes to selling prod-

ucts, and customers ought to take that with a grain of

salt,” said one advertising executive recently in re-

sponse to a complaint filed by the Better Business Bu-

reau about misleading advertising. “Don’t we all have

a brain, and can’t we all think a little bit, too?” Do

you agree with this statement? Why or why not?

3. Imagine that you work for a company that makes out-

door clothing, such as L.L. Bean, Timberland, or

Patagonia. Write a memo describing at least four spe-

cific ways in which your company could practice cor-

porate philanthropy. 

4. Imagine that you are the human resources director for

a company that is trying to establish and document its

responsibilities to its employees. Choose one of the

responsibilities described in the chapter—such as

workplace safety—and write a memo describing spe-

cific steps your company will take to fulfill that

responsibility. 

5. Suppose that you own a small firm with 12 employees.

One of them tells you in confidence that he has just

learned that he is HIV positive, which may lead to

AIDS. You know that health-care costs for AIDS pa-

tients can be disastrously high, and this expense could

drastically raise the health insurance premiums that

your other employees must pay. What are your re-

sponsibilities to this employee? To the rest of your

staff? Explain.

➤ Experient ial  Exercise

Background: Lockheed Martin, with more than 147,000

employees worldwide and 2002 sales surpassing $25 bil-

lion, is one of the world’s premier systems engineering

and technology companies. Lockheed Martin has caught

the attention of The New York Times, CNN, The Wash-
ington Post, and even People Magazine for its innovative

ethics awareness training program featuring characters

from the popular comic strip Dilbert. The Dilbert charac-

ters not only brand the program but also provide a hu-

mor spot to break up the learning.

The Ethics Challenge is a highly interactive board game in

which teams of employees compete by figuring out how

to respond to realistic scenarios. Each scenario presents

an ethical dilemma, along with a range of responses. As

teams discuss the cases, they hear other people’s opinions

and experiences and gain firsthand experience in applying

the company’s ethical decision-making model.

Ethical Decision Making Model
1. Evaluate information

2. Consider how your decision might affect stakeholders

(employees, customers, communities, shareholders,

suppliers)

3. Consider what ethical values are relevant to the situa-

tion (honesty, integrity, respect, trust, responsibility,

citizenship)

4. Determine the best course of action that takes into ac-

count relevant values and stakeholders’ interests

Directions: Either work alone or as a member of a group

to complete this exercise.

1. Use the Lockheed Martin’s Ethical Decision Making

Model to help you select the best option in the two

case files following. In addition to answers designated

A, B, C, and D, each case includes a Dogbert answer,

which is worth zero points, since it usually is the

worst thing you could possibly do. Some answers are

better than others and will rate point values between

0 and 5. 

2. After circling your answers for both case files, read

the “Leader’s Comments” section at the end of this

exercise to find the rationale for each potential answer

and find the points assigned to each response.
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CASE FILE NUMBER: 29
Category: Quality Assurance
Target Audience: Program/project managers
Setting the Standard: Integrity

You are the manager of a program that is behind sched-

ule, over budget, and of questionable quality. You feel

you should stop the program, rethink it, and put all the

proper processes in place to successfully complete deliv-

ery. Your boss has ordered you to pull out all stops and

deliver the equipment. You feel quality is likely to suffer

using this approach. You should:

Potential Answers:
A. Listen to your boss—put maximum pressure on the

team to deliver.

B. Go to the company Ethics Officer and tell him about

your boss’s approach.

C. Go back to your boss and let him know you are not

comfortable with his approach, because it may mean

delivering a substandard product.

D. Organize a corrective-action team to identify ways to

improve quality and still meet schedule.

Dogbert: Have a slogan about quality printed on coffee

mugs.

CASE FILE NUMBER: 50
Category: Use of Company Resources
Target Audience: All employees
Setting the Standard: Responsibility

A coworker tells you that a supervisor has been using his

recently hired administrative assistant to type his term pa-

pers for evening college courses that he is taking. The as-

sistant is required to do the typing on the job at the

expense of other job-related tasks. But she has not offi-

cially complained, except to the coworker, because she

fears retribution from her supervisor if she does protest.

Since you are not a supervisor, can you do anything to

help in this situation?

Potential Answers:

A. Yes—tell the coworker that what she has described is

a violation of the corporation’s code of ethics and that

she should report it to her manager; but don’t get in-

volved yourself.

B. NO—this is only secondhand information; you are

not affected by the supervisor’s behavior; and it is not

your job to interfere in the private matters of a super-

visor. Do nothing, or you may become the target of

retribution yourself.

C. Yes—immediately confirm the situation with the ad-

ministrative assistant; then report the conduct directly

to her supervisor’s manager for further action.

D. Yes—take the information you have to the company

Ethics Officer for further action.

Dogbert: Yes, suggest she submit his term papers as your

department’s contribution to the company newsletter.

Source: Lockheed Martin’s The Ethics Challenge, All

New 1998 Version.

➤ Nothing but Net

1. Social responsibility of business. Every year Business
Ethics magazine compiles its list of the 100 best cor-

porate citizens. Visit the magazine’s Web site and read

the profiles of a few of the companies from their list.

Prepare a brief report outlining the criteria used by

Business Ethics and why these companies made the

list.

www.business-ethics.com/afew.htm

2. Protecting the environment. Many companies are in

the forefront of the environmental protection move-

ment. Visit one company that you believe is committed

to environmentally-friendly business practices. Write

a report on that company’s efforts. Some examples

include:

www.ford.com/default.asp?pageid=103

www.johnsonandjohnson.com/who_is_jnj/

www.patagonia.com/enviro

3. Community involvement. Part of being a good corpo-

rate citizen is being involved in the community. One

example of community involvement is education. Two

companies that are heavily involved in efforts to

improve education are Dow Chemical and Microsoft

(mainly through the Bill and Melinda Gates Founda-

tion). Visit each company’s Web site and make a list of

what each company is trying to do to improve educa-

tion. Overall, how effective do you believe firms can

be at improving the quality of education?

www.dow.com/about/corp/social/social.htm (click on

education)

www.gatesfoundations.org (or

www.microsoft.com/company)

Note: Internet Web addresses change frequently. If you
don’t find the exact sites listed, you may need to access
the organization’s or company’s home page and search
from there.

➤ Case 2 .1 Napster  and MP3

Nineteen-year-old Shawn Fanning thought he had a great

idea: Offer free software to anyone who wanted it. The

software allowed users to download music from their

computers and send it to friends via the Internet. In other

words, music buffs wouldn’t have to actually buy their

favorite tunes. But that meant recording artists, song-

writers, and record labels wouldn’t get their cuts. Shawn

boo32265_ch02.qxd  12/15/00  3:47 PM  Page 37



Fanning wasn’t worried about the music industry. He

went online with his site, called Napster.

Within a few months, 20 million users had down-

loaded half a billion songs, and the Recording Industry

Association of America had filed suit against Napster in

California, claiming that the company’s “primary func-

tion is to enable and encourage copyright violations.”

Fanning insisted that his company was a “mere conduit”

for music exchange; Napster itself did not sell or distrib-

ute any music. His supporters accused the music industry

of being resistant to new technology, but many music

artists, such as Hootie & the Blowfish and Alanis Mor-

rissette, joined forces against Napster. “When our music

is available online,” they argued, “our rights should be

respected.” Ultimately, the San Francisco federal district

court ruled against Napster, effectively shutting the site

down. But Fanning’s attorney made the point that be-

cause of technology, this battle is not over. “If they were

to shut [this type of company] down in America, it would

move to Canada or somewhere else,” he predicted.

“There’s a reason they call it the World Wide Web—it’s

literally worldwide.”

Napster isn’t the only online music site with problems.

In 1997, Michael Robertson began promoting his new

company, MP3, which offered a format for Internet mu-

sic listening that made copying a breeze. The site’s soft-

ware allows users to listen to songs located in a “music

locker” on the MP3’s servers. Listeners must log on and

stick compact discs into their PCs to prove that they al-

ready own the music. It took a while for the recording

companies to pounce, but when they did, it was with a

vengeance. They argued that the lockers had been set up

illegally and sued MP3 for copyright infringement. A fed-

eral judge agreed, temporarily shutting down the site. But

MP3 reappeared. Robertson settled with BMG Entertain-

ment and Warner Music, and talks with Universal, Sony,

and EMI began. Robertson was looking for ways to work

with the recording companies, not against them. The al-

liance was risky. It would probably cost MP3 $100 mil-

lion in damages, and some of Robertson’s 15 million

customers would likely be turned off by it. But Robertson

understood that he needed to change his tune for his com-

pany to survive: His new goal was to “become the cable

TV network of the music business.” In a major setback

several months later, a federal judge ordered MP3 to pay

$250 million in damages to Universal. The judge said that

he wanted to send a strong message to companies like

MP3 and Napster that “may have a misconception that,

because their technology is novel, they are somehow im-

mune from the ordinary applications of laws in the

United States.” Not surprisingly, Robertson vowed to ap-

peal. “We believe that everyone should have the right to

listen to the music they purchase, even if it’s on the Inter-

net,” he said. A professor of intellectual property law at

the University of California suggests that the music in-

dustry move away from such lawsuits and instead look

toward new technology and ways to distribute digital mu-

sic. “They can’t just make digital music go away by suing

everyone who’s involved in it,” he observes. “The de-

mand is too great.”

QUESTIONS FOR CRITICAL THINKING
1. Do you think that the founders of Napster and MP3 be-

haved ethically? Why or why not? Identify any gray areas

you perceive in the dilemmas faced by these companies. Try

to come up with at least one possible solution to the extreme

actions of either shutting these companies down or letting

them operate without guidelines.

2. How does ethical leadership come into play at these two

companies? How might it affect the future of each company?

Sources: Stephanie Stoughton, “Online Site Fined Millions for Music

Use,” The Boston Globe, September 7, 2000, pp. C1, C7; Adam

Cohen, “Taps for Napster?” Time, July 31, 2000, pp. 34–35; Fred

Vogelstein, “Record Labels’ New Best Friend: MP3,” U.S. News &
World Report, July 3, 2000, pp. 36–45; Amy Kover, “Who’s Afraid of

This Kid?” Fortune, March 20, 2000, pp. 129–130.

➤ Video Case 2 .2 Equal  Exchange 

Equal Exchange is a New England–based coffee company.

It purchases directly from farmer cooperatives in ten

Latin American and Asian countries, guaranteeing a min-

imum price to producers, providing financing, and pro-

moting sustainable production methods. Its innovative

relationships with suppliers and its cooperative fair trade

principles earned Equal Exchange a Business Ethics

award in 2000. The written case appears in Appendix D,

and a video developed exclusively for Contemporary
Business is also available.

➤ Solut ions to  Achievement
Check Summary

L.G. 1: 1, T; 2, T; 3, F. L.G. 2: 1, T; 2, T; 3, F. L.G. 3: 1,

F; 2, F; 3, T. L.G. 4: 1, F; 2, F; 3, T. L.G. 5: 1, T; 2, F:

3, T. L.G. 6: 1, T; 2, T; 3, T. L.G. 7: 1, F; 2, T; 3, T. L.G.
8: 1, T; 2, F, 3, F; L.G. 9: 1, F; 2, F; 3, T.

Solut ions to  Key Terms Quiz
Business ethics 12; conflict of interest 5; whistle-blowing

9; code of conduct 1; regulated industry 7; deregulation

2; social responsibility 3; recycling 13; corporate philan-

thropy 4; sexual harassment 10.
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