Business Ethics

ETHICAL HYPOTHETICALS

Life produces many difficult decisions and dilemmas, but most of the ethical
challenges faced by people occur within the sphere of the business
organisation, says Julian Clarke. Julian recently won the Accountancy Ireland
Award for the best article published in the magazine during 1997.

Ethics in Business

The vast majority of those engaged in
business would regard themselves as
fundamentally honest. Yet with ever in-
creasing competitive pressures it becomes
more tempting to cross legal or ethical
lines, particularly if the risk of exposure is
presumed minimal.

Whilst this era of globalisation and
improved communications has created
many business opportunities, it has also
been evidenced by exposure of much
corporate wrongdoing.

The effect of scandals
Financial scandals have contributed to a
general belief that white-collar or corporate
crime pays. The perception seems to be:
« the risk of capture is slim
= guilt is extremely difficult to prove and
» the penalties appear slight, particularly
compared with the significant rewards.

Erosion of trust

One result of this has been-an erosion of
trust in the whole business sector and those
involved in it. Members of professions such
as accountants and lawyers have not been
above implication.

There is less respect for a legal system
which appears to permit corporate dis-
honesty to be lightly punished, if at all.

Nor is it just the business sector that
suffers. Belief in government and the public
sector is damaged when positions of public
trust are seen to be used for private
advantage.

Media

'‘Ordinary' crime is certainly more capable
of being easily reported and may be of
broader appeal to the public.

The risk of litigation means the media
may have to be surer of their facts, requiring
substantial research, before exposing cor-
porate wrongdoing. One wonders whether
corporate crime has increased or is just being
reported by a more vigilant media?

Balanced attitude to scandals

Scandals, or rather their exposure by the
media, serve a useful purpose if they result
in public pressure for an improvement in
standards.

Yet the irony is that publicising the
larger excesses may give the public the
impression that corporate wrongdoing is
the norm rather than the exception in
business and is so widespread that nothing

can be done about it.

Media coverage of scandals may offer
greater scope for sensational reporting, yet
business ethics are also about smaller scale
acts of 'dishonesty' or 'deception’ which
receive little media attention. Indeed many
wrongdoings in business would be too
minor to warrant exposure in the media.

CASE | - FINANCIAL INSTITUTION

Consider the case reported in the media
earlier this year of dealers who knowingly
sold loss-making "derivatives” to clients.

The financial institution in question
apparently took the calculated decision to
offload its losses to unsuspecting clients in
the belief that few would sue and fewer
still would win their cases.

The institution knew that taking a legal
case would require clients to publicise the
enormity of their losses thus effecting
investor confidence and share price.

Many points arise from the unethical
practices in this case, not least the
following:

Success goals

Success goals of our 'modern’ society are
increasingly based on financial gain with
the result that conscience and moral values
may be subordinated to financial success.

One author has commented:

"Failure seems to be regarded as the one un-
pardonable crime, success as the all-redeeming
virtue, the acquisition of wealth as the single
worthy aim of life. The hair-raising revelations
of skullduggery and grandscale thievery merely
incite others to surpass them by yet bolder
outrages and more corrupt organisations”.

Yet Charles Francis Adams wrote this
over a hundred years ago. 'Derivatives' may
be a recent phenomenon,but self-interest
certainly isn't!

Tip of the iceberg

Reported irregularities and frauds are
probably just the tip of the iceberg. Many
are either never discovered or never re-
ported because of the effect of adverse
publicity.

Within the Law
Whilst the act of selling the derivatives to
their clients may have been unethical, it
may or may not have been illegal.

This would seem to illustrate that
actions in business can be:

» legal and ethical
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+ legal and unethical

* jllegal and unethical
Remaining within the law may be no
guarantee of ethical behaviour whilst
dishonest acts in business may not be
crimes at all.

As one wit remarked: "It's strange that
people should take up crime when there are so
many legal ways to be dishonest".

“Everyone is doing it”

Does unacceptable behaviour become
more acceptable (or less unacceptable!) just
because it is becoming more prevalent?
Could the dealers' behaviour be condoned
just because they knew their competitors
were also offloading loss making deriva-
tives to their clients?

Organisational Culture

The 'culture' of the organisation can be
very dominant. In some organisations the
bottom-line result is the sole concern
whilst in others the means of achieving
the ends are also emphasised. The bottom
line would appear to have been the sole
criteria for 'our' derivatives institution.

Getting caught

The culture of some organisations may
even regard illegal conduct as sound com-
mercial practice. The crime can appear not
to have been the wrongdoing itself - but
getting caught.

"Gorporate" wrongdoing?
A corporation may be a separate legal
entity, but decisions and actions are made
by its management and staff.

Certain firms or even entire industries
may get a bad name, but in reality corpor-
ate wrongdoing is perpetrated by the
actions of individuals who work for the
organisation. Maybe the problem lies with
the ethics of the individuals themselves.

“Business" Ethics?

Would actions acceptable to someone in
business be unacceptable in that same
person's private or family life?

If so, does the use of the term "business
ethics" imply ethics in "business” are differ-
ent from ethics outside business?

Or maybe it refers to the ethics of the
individuals who happen to work in
"business".

Personal Integrity
The foundation for poor "business ethics"
is likely to be doubtful "personal ethics".

A common denominator in reading
about disgraced high profile "entrepren-
eurs" seems to be that they appear to have
had little or no scruples.

It is difficult to trust someone's com-
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mitment to ethics in business if one has
reservations about their personal integrity.

Many corporate criminals may not
believe they have done anything wrong. As
the dealer imprisoned for insider dealing
asked "what other kind is there?"

Honest Profits
One could ask is it possible to-be highly
profitable and always honest? Those who

not only behave ethically and legally but.

also strive to appear to be doing so may be
at a commercial disadvantage.

“Slightly” unethical

Are extra profits earned by being 'slightly’
unethical? Tt seems many opportunities
present themselves to those who are pre-
pared. to be at least a 'little unethical'.
Perhaps people don't become dishonest
overnight ~ it may be a gradual process
which involves being deceitful for corporate
or self advancement. Maybe the more often

one crosses the ethical line, the more often

wrong decisions are either ordered or
carried out, the more the conscience
becomes dimmed to ethical concerns.

It is easy to criticise others but be less
critical about ourselves, How do we ration-
alise and accept our own wrong behaviour?

Perhaps we judge others by their words
and deeds, but judge ourselves only on our
intentions and aspirations, which may in
turn differ from our actual words and deeds.

CASE Il - DOING THE RIGHT THING

A company was nearing it's final decision
on whether or not to proceed with a multi-
million pound matter. Tom was preparing
figures using a financial model for the
Board of Directors and submitted them
without discussing them with his
colleagues. Dick, one of his team, then
noticed a minor error in one of Tom's
spreadsheets. The error had a massive
impact on the end result - the Board could
conceivably take the opposite decision
were it aware of the 'real' figures.

Dick drew the matter to Tom's attent-
ion. Tom knew the error could cost the
company millions but knew he would lose
face if he mentioned it to the Board.

He decided not to lose face. Dick didn't
know whether to mention the matter to
anyone else. He decided to remain loyal to
Tom and say nothing when Tom refused to
mention the error to his superiors.

Fortunately the Board decided not to
proceed with the matter. Tom said he

would involve Dick more so the situation
would be less likely to arise again.

However, a few months later Tom's
superior, Harriet, was reviewing Tom's
figures for the Board on another matter
and noticed some errors. Harriet asked
Dick to amend the figures and in doing so
he noticed even more errors than those
spotted by Harriet.

Tom, however, insisted that Dxck only
amend the errors noticed by Harriet. He
didn't want to lose face with Harriet by ad-
mitting further errors so he told Dick his
amendments were wrong and proceeded to
knowingly submit wrong figures to the
Board.

Dick again had a difficult decision to
make. He had tried to reason with Tom on
a number of occasions, but nothing had
changed. Should he remain loyal to Tom?
He previously had a great deal of respect
for Tom and didn't want to hurt him per-
sonally. But he had now seen too many
instances where Tom had put himself first,
without consideration for the interests of
either his team or the company. Dick now
doubted Tom's personal integrity and no
longer trusted his judgement.

Should the Board's ultimate decision
have any impact on Dick's dilemma? Would
his conscience be easier if he said nothing
and the financial impact transpired to be
insignificant? Or was it a point of principle
irrespective of what the Board decided?

He felt a responsibility to do the right
thing by the company. But how?

Turn to whom?

Unfortunately most employees have few
avenues to turn to for advice when faced
with difficult ethical decisions or dilemmas.
This can place considerable personal strain
on the individuals and often their families.
Many believe they cannot risk their jobs by

objecting. Those who do object may find

their promotional opportunities limited.
Often they cannot turn to their boss for
advice because frequently the request to do
something wrong comes from their superior.
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Whistieblowing -
For many it is easier to go along with a
wrong decision or action than report the
wrongdoer. Society tends not to approve of
people who tell tales on others. Indeed,
some of the greatest atrocities in history
happened when no-one had the courage to
speak out against the wrongdoing.

Does it make a difference if the wrong-
doer is personally known or not? Or if the
effect of the wrongdoing is minor rather
than major?

The effect of whistleblowing can be
severe on the whistleblower, the wrong-
doer, or both. Is it possible to blow the
whistle without naming names? Is it really
worth putting one's job in jeopardy?

It may be easier to try and reason with
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the wrongdoer and hope a change in
direction will result. If so there may be
little need to report anything. But to
whom does ultimate loyalty lie? To boss,
company, its owners or oneself? The
dilemma seems to be a conflict between
wanting to be loyal to someone and
wanting to correct wrongdoing. It seems
loyalty to the person frequently prevails.

CASE Ili - ETHICAL MANAGEMENT

Mutt and Jeff work for the same company.
Mutt's family and friends think he is a
wonderful guy who has quickly risen
through the ranks to senior management.
Jeff is a bright young graduate who reports
to Mutt.
Jeff thought highly of his boss but after
a while realised that Mutt's rapid rise to
senior management level was achieved by:
» deliberately withholding information
from colleagues
= taking credit for others’ work
» denying colleagues the opportunity to
contribute
s over or understating facts and figures
» spreading rumours about colleagues
« rarely praising or encouraging his staff
s ignoring staff development
# putting down the performance of
others.....et al.

Dignity & respect

In his youthful naivety Jeff had thought
that being co-operative and trying to do
the right thing for the organisation would
be the secret to success. He thought that
treating others with the dignity and respect
with which he would like to be treated
himself would be the way in business.

Mutt might have risen rapidly up the
corporate ladder, yet he couldn't under-
stand why he wasn't respected by his
colleagues and staff.

Jeff now realised that those bosses in
the firm who were respected by the staff
weren't just respected because they were
the boss but rather because they warranted
respect by being themselves considerate of
their staffs' interests and needs.

Doubts

Now Jeff began to wonder if he wanted to
get on in the organisation should he start
doing the same as Mutt. He mightn't have
thought such practices right but it did
seem to be the way to progress in business.

Deceit
Business ethics may be viewed at different
levels. Grand scale corporate wrongdoing
may hit the national headlines but would
still not be particularly prevalent in business.
The other end of the scale which would
rarely be 'exposed' by the media is the less
obvious deceit of colleagues, customers and
competitors. Unlike large scale crime, these
‘minor’ €xamples of unethical behaviour
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