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CHAPTER 1

WHAT IS ETHICS?


Stories about “unethical” behavior in business abound. The recent scandals permeating the financial services, savings and loan, and other industries have caused a growing concern about ethics in the workplace. Success often appears to be measured in only dollars. The claim that “greed is good” seems to reflect the behavior of many people in our society. Indeed, the desire to possess more and more seems pervasive—and business, like other institutions, reflects the values, beliefs, and personal goals of our society.


Time, Newsweek, the Wall Street Journal, and countless other magazines and newspapers have called attention to unethical practices, bemoaning the “sleaze, scandals, and hypocrisy” undermining our moral bearings. In short, there is a great deal of concern about ethics in general, and business ethics in particular. This reading will examine what ethics is and how people decide what is “right” and “wrong.”


The word ethics has a number of meanings. Merriam-Webster’s Collegiate Dictionary gives several definitions of ethics, including:

● the discipline dealing with what is good and bad and with moral duty and obligation

● a set of moral principles or values

● a theory or system of moral values

● the principles of conduct governing an individual or a group.


Ethics, in all of these definitions, is concerned with right or wrong behavior. This reading focuses on the discipline or study of ethics.

1. THE DISCIPLINE OF ETHICS


This discipline consists of the examination and evaluation of actions, social practices, institutions, and systems to determine whether and why they are good or bad, right or wrong, and whether they should be promoted or reformed—in short, whether particular actions, practices, or systems are moral or immoral. For example, ethics examines whether capital punishment is morally acceptable and why. The discipline of ethics could be used to examine and evaluate the practice of capital punishment, asking what it involves and on what grounds it should be continued or discontinued, for the ultimate purpose of encouraging or discouraging the practice. The examination would continue by asking on what grounds one could justify such an action or practice, perhaps using a general principle of retribution (“a life for a life”). These justifications would then be examined and evaluated to see if they are acceptable.


The subject matter of ethics as a discipline is human actions. However, ethics does not merely observe or explain human actions; that would be the function of psychological, sociological, or anthropological disciplines. Ethics is more than descriptive; it is prescriptive—that is, it is used to evaluate human actions and recommend or disapprove of them. Ethics is what philosophers call a practical discipline. It is a futile activity unless it eventually leads to actions in accord with those evaluations. How to determine whether an action is right or wrong is a complicated issue that will be discussed later. For now, suffice it to say that everyone has a set of ethical or moral beliefs. (We use the terms ethics and morals and the words opinions and beliefs synonymously.) For example, almost everyone has an opinion or belief about the moral acceptability or unacceptability of euthanasia, abortion, capital punishment, adultery, lying, stealing, cheating, and the like. Each of these is a moral belief. If you were to write down what you believe about each of these actions or practices, that would constitute part of your moral system, or your ethic. Furthermore, most individuals agree about many of their beliefs. But there are areas of disagreement where some of a person’s beliefs might conflict with another person’s.


In that case, who is right? Is it possible that both are right? To see if and how it can be determined whose belief is correct requires a closer look at what a moral belief is.

1.1 Moral Beliefs


A moral belief is a judgment about whether certain human actions, practices, institutions, or systems are right or wrong. Any belief has several constituent parts, much like an indicative sentence in grammar. A belief is about something, which is called the subject. The second part of any belief, the predicate, is what one thinks or says about the subject; in the case of a moral belief, it is how one evaluates the subject. For example, if one believes euthanasia is acceptable, the subject is “euthanasia” and the predicate is “acceptable.” Other thoughts one might have about euthanasia—for example, that it will save money for the family of the terminally ill patient, that it is accomplished swiftly and painlessly by massive overdoses of morphine—are predicates that do not evaluate the act; they give some sort of description of the act.

1.2 Actions, Social Practices, Institutions, and Systems


We need to say more about the subject matter of ethics. The primary subject matter of moral beliefs is actions, but it also includes practices, institutions, and systems. An action in this context is an activity or behavior that is deliberate—resulting from careful consideration and performed by choice. An action is something one intended to do, requiring one to look into the future with a project or plan in mind and act accordingly, or to look into the past at some commitment or plan made then and deciding to act in accord with it. Those things about which one deliberates are those over which one has control and for which one is held responsible. People do not hold animals (other than humans) responsible for their actions, because they do not believe nonhuman animals do things “deliberately” in the same way humans can and do. Humans, then, are capable of conscious, deliberate actions, and those actions are the subject matter of some moral beliefs.


Still, we do not have the time to evaluate every action. Some actions resemble others, having the same characteristics; for example, taking the life of a terminally ill patient to relieve her pain is similar to taking the life of another terminally ill patient to relieve his pain. We tend to call such actions having a shared characteristic practices; we also tend to evaluate such practices. However, not all evaluations are ethical evaluations. Or put another way, not everything we say or think about an action is an ethical evaluation, an ethical predicate.


For example, one can think that eating shrimp with one’s fingers is acceptable, but eating mashed potatoes with one’s fingers is not. One can think that wearing a red striped tie with a polka dot shirt is not acceptable. These are not ethical evaluations, even though the evaluations involve using value predicates. Such evaluations constitute rules of etiquette or fashion; but beliefs about what ties one should wear are not moral rules. So the actions examined in ethics are those that affect other people and ourselves positively or negatively in some serious way.


Besides actions, ethics can examine and evaluate social practices, institutions, and systems. What is the difference? Actions are individual activities, such as John stealing my money. A social practice would be a class of individual actions, and these are often the subject of our ethical beliefs. Thus, we could say, “Stealing is wrong.” Here, we talk of the general practice of stealing, of which John’s stealing is but an instance. Insider trading is a general practice. John’s action of using insider information to buy stock is an individual action, which is an instance of that practice. Thus, sometimes our ethical beliefs are evaluations of the individual action, and sometimes we evaluate the general practice. Sometimes, we go even further and ethically evaluate an institution. When we evaluate our schools or hospitals and how they work, we are evaluating institutions. We also evaluate systems. For example, our economic system is a form of capitalism that stresses making a profit. Some believe that capitalism is a corrupt system for this reason. Therefore, in business, ethics can examine and evaluate actions and practices, at both the institutional and individual levels.


To summarize, ethical beliefs are evaluations of actions, practices, institutions, or systems. We evaluate such actions by saying they are “right,” “wrong,” “good,” “bad,” “should be done,” “shouldn’t be done,” “ought to be done,” “ought to be avoided,” “our duty,” or “an obligation.” There are actions which we have called ethical actions to distinguish them from such actions as what we wear or how we eat. Still, as we have seen, those life and death actions can be studied in a manner other than that of the ethicist. For example, one can study capital punishment to show whether or to what extent it is unacceptable as a social practice. That would be the chief task of the ethicist. However, one could view capital punishment from a whole host of other perspectives, which would not evaluate it. Those are called empirical approaches. Thus one could study the correlation between capital punishment and the rate of capital offenses. One could study the costs of capital punishment and compare it to the cost of life imprisonment. One could study which societies utilize capital punishment and which do not, or study which forms capital punishment takes in different societies. One could study why certain people are attracted to capital punishment and why others are not. One could speculate whether capital punishment is more congenial to a socialist society or a democratic one. All of these approaches are descriptive empirical approaches to a practice thought to have ethical import. But, to say capital punishment costs more than life imprisonment, or that certain tribes believed in “An eye for an eye, a tooth for a tooth, and a life for a life,” or that the desire for capital punishment arises out of an instinctual lust for death is to make assertions about a practice that is in the domain of ethical subject matter without approaching it from the point of view of the ethicist. Thus we can have different disciplinary perspectives about moral matters.

1.3 Why Study Ethics in Business?


Why should a manager get involved in this study of ethics? Doesn’t a manager already have a set of moral beliefs that he already follows? Certainly, but there are still several reasons for studying ethics.


First, some beliefs might be inadequate because they are simple beliefs about complex issues or are outdated. The study of ethics might help a person analyze these complex issues or help adapt old beliefs to changing times. For example, managers at one time thought it was acceptable to fire someone for little or no justifiable reason. Ethical reflection and examination now shows that this practice is questionable. It is generally accepted that, although managers have obligations to stockholders not to retain unneeded employees, they still have some obligations to employees, even terminated ones. Another example involves the principle of caveat emptor (“Let the buyer beware”). At one time, this principle was acceptable; but now it is generally believed that, in a great number of cases, the manufacturer has the obligation to inform the buyer of any defects. Caveat emptor has become caveat vendor (“Let the seller beware”). So ethical reflection can make managers more knowledgeable and conscientious in moral matters.


Second, in some situations, it might be difficult to determine what to do. In this case, ethics can provide insights into why certain courses of action are desirable. Studying ethics allows one to apply ethical principles to actions. This is the skill of determining what to do and when to do it. When determining what to do in a specific situation, one not only needs to evaluate the situation in the light of ethical rules and principles; one needs to look over the situation and see just exactly what the ethical issues are. Just as an engineer learns the principles of construction in order to apply them to certain activities, and a manager learns the principles of good management in order to apply them to day-to-day operations, one learns the principles of ethical behavior in order to apply them to actions and practices. Furthermore, engineers learn the principles of physics and managers learn the principles of management in order to analyze situations to anticipate problems and test solutions. Similarly, one can study ethics to be aware of the ethical problems that exist and the principles that can be used in determining how those problems might be resolved.

 
A caution is in order at this point. Just as some people excel at baseball or golf without knowing the principles of a good swing, some people can act ethically without knowing the principles of ethics, or without knowing why an action is ethically “right.” But just as most people can improve their golf game by learning the principles of the sport, it follows that they should be able to improve the ethical dimension of their behavior by studying why certain actions and practices are correct. Besides, even the best baseball players or golfers periodically develop a glitch in their swings; they can be helped by an analysis of the problem and suggestions of remedies that apply the principles of a sound swing.


A final reason for studying ethics is to understand. Plato said that beliefs without understanding are like birds that can fly away with every shift in the wind. If our ethical beliefs do not rest on something, they are like those birds; we are likely to change our minds depending on the prevailing winds. To a large extent, we are our set of beliefs. Since those beliefs define what we take to be worthwhile and valuable, it is important that they rest on a sound foundation and that we know what that foundation is. Our goals in life implicitly reflect what we value and what we think is worth living and working for. Socrates suggested the unexamined life is not worth living. If our ethics is a large part of our life, then we ought to examine those beliefs that rule us and guide us. What reasons do we have for believing this or that? Are they good and sufficient reasons? Ethics as the analysis and evaluation of moral beliefs is precisely that discipline which examines those reasons for our beliefs.

2. ETHICS IN BUSINESS


There is an old saying that one unfortunately still hears: “There’s no such thing as business ethics.” There is also a more sophisticated version that says, “Business ethics, that’s an oxymoron, a contradiction in terms, sort of like military intelligence or jumbo shrimp.” Generally these quips elicit a nervous laugh. The nervousness is probably due to the fact that they are outmoded.


Consider what the repercussions would be if a businessperson really believed there was no such thing as business ethics. Does that mean he is dishonest in his dealings with you? Does that mean he is likely to give you a faulty product if he can get away with it and make more profit? If he really believes what he says, aren’t you a fool to do business with him? Doesn’t the fact that he thinks there is no ethical behavior in business indicate that he is really just an unscrupulous person? The saying is old and has outworn its welcome. Business ethics is an idea whose time has come. Furthermore, more often than not good ethics is good business, and if at rare times good ethics is not good business—that is, will not lead to profit—then shouldn’t the pursuit of profit defer to what is right?


In this section, we will attempt to illustrate two points: first, that being ethical can and usually does have good consequences for business in general and the insurance industry in particular, and second, that the primary purpose of business is to benefit society, not as has been held by some just to make a profit. Thomas G. Labrecque has this to say about the first point:

Although behaving ethically should be an end in itself, there also are valid business reasons for doing what’s right. If you look closely at examples of unethical business behavior, you discover two things: the company derives only short-term advantages from its actions, and over the longer term, skimping on quality or service doesn’t pay. It’s not good business.

Consider the food company which, a few years ago, came under fire for selling a sweet-flavored and colored drink labeled as pure apple juice. Whatever short-term profits it gained in passing off the cheaper drink as fruit juice, the damage to a good company’s reputation was far more costly in the long run.

Another example is the Lockheed Corporation, whose aircraft have served this country in times of war and peace. Yet, some people remember it for a long-ago bribery scandal, and the company has had to spend years fighting the adverse publicity generated by the case.

On the other hand, Johnson & Johnson immediately took its pain reliever, Tylenol, off the market when faced with claims of product tampering. J&J knew the decision would be costly in dollars, but refused to put a price tag on its integrity. Some thought their sales could never recover, but the company ended up reinforcing its strong market leadership.

Consider also the picture that Archie Carroll paints of the immoral manager:

If management is actively opposed to what is regarded as ethical, the clear implication is that management knows right from wrong and chooses to do wrong. Thus, it is motivated by greed. Its goals are profitability and organizational success at almost any price. Immoral management does not care about others’ claims to be treated fairly or justly.


In short, most times, unethical behavior will have a negative effect on the business. Now as David Vogel is careful to point out, ethics and profit don’t always go hand in hand, and sometimes management will have to make a choice between what’s right and what’s profitable, but by and large it is more prudent to be ethical than not, and we would hope that at those times when the right choice is the non-profitable one, business would choose the right. Let’s now look at how this maxim that good ethics is good business applies to the insurance industry in particular.


Certainly an insurance company has a responsibility to the stockholders or policyholders to make some profit or increase the value of the holdings, but aren’t there limits on profit making? And doesn’t an insurance company have other responsibilities besides concern for the bottom line? To be sure, no company can stay in existence without paying attention to the bottom line, but in the insurance industry there are other concerns as well. To begin with, the very existence of an insurance company comes about to provide a service and benefit to its subscribers—security and help in time of need. The insurance industry is a service industry. Hence, shortchanging customers and charging them too much violates the very purpose of the organization. Furthermore, to shortchange customers for short-term gain will only erode the good name of the company. How many of us use a repairman because of his good name? How many of us refer restaurants, service stations, and even insurance companies because they treat customers well?


Furthermore, if a company treats its clients or customers well and fairly, not only might sales increase, but there will be positive effects on the employees of the company. As Carroll said, if a company is concerned with profit and success at any cost, then its motive is greed. Employees know when a company is greedy, and that greed, that uncaring search for profit, must erode the morale and the loyalty of employees. Such an attitude on the part of the company must be counterproductive, for, if the company is seen as putting the customer second, behind profit, where will it put the employees?


Being ethical has a more subtle benefit for managers than for the other employers. Kenneth Lux points out:

From the self-interest doctrine we inherit the picture of the businessman or woman as only greedy. This is exemplified by Dickens’ portrayal of Scrooge, which is just one among scores of such portraits. But the real story may be rather different. The book that is the foundation of modern management theory, The Human Side of Enterprise, by Douglas McGregor (1960), recognized the virtues of the businessperson, as well as the economic value of those virtues. All contemporary business texts (which are distinguished, ironically, from economic texts) of any influence reflect the same humanistic values that McGregor recognized and advocated.


The benefit, then, is that in an ethical company the manager will be allowed to let his humanism show. Most of us learned to disapprove of Scrooge. It is regrettable that an emphasis on profit driven by greed would make us dampen our moral sensibilities and become like the Scrooge we despise. Our society, with its emphasis on business ethics, is telling us that we don’t have to, that the cynical phrase justifying inhuman behavior, “That’s just business,” is no longer acceptable. The manager, if ethical behavior can override the greed of business, does not need to live in two worlds—the one of his humanistic ethical life, the other of his ruthless business life. He does not need to check his ethics at the door when he comes into work.


So the consequences of ethical behavior could be seen to be fourfold: long-term profits for the company, personal integrity and satisfaction for the management, honesty and loyalty from the employees, and confidence and satisfaction from the customers.


In effect, the idea whose time has come is the idea that corporations should behave ethically. We have just shown that behaving ethically can have good consequences. But even if the consequences of behaving ethically aren’t always profitable and beneficial, it can be argued that in those cases businesses have responsibilities over and above making a profit. But to assert that is to run counter to a popular belief that the sole purpose of business is to make a profit, the belief that defends some behavior simply on the grounds that “that’s business.” But just what is the social responsibility of business?

2.1 The Social Responsibility of Business


Business, as we know it in the world today, is a social institution that developed according to a certain perception which saw it as fundamentally concerned with making a profit. That perception is stated by Milton Friedman in his now-classic utterance, “The primary and only responsibility of business is to make a profit.” So business’ purpose was seen to be the generation of products and services for the sake of profit. Friedman based his notion of the primary function of business as profit making on the teaching of Adam Smith, as presented in his eighteenth-century classic The Wealth of Nations. In that book, Smith sets up the model of the self-interested maximizer, the person concerned with increasing his own utility. Smith sees humans as motivated by self-interest. He notes, “It is not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard to their own interest.” Smith maintains and concludes that, self-interested pursuit will make commerce flourish. He adds to that the further belief that, if each businessperson pursues only his interest, then, as if “led by an invisible hand,” the entire society will be better off.


Friedman claims that has happened. The success of our economic system, which governs how business works—that is, which encourages business to single-mindedly pursue profit—is attributable to the fact that, when we let business worry about nothing but profit, competition is created, more goods are produced, and the entire society enjoys a higher standard of living and hence is better off. As a matter of fact, two flaws in Friedman’s position have become apparent. First, it is not always true that exclusively following one’s own interest will make people better off. The invisible hand sometimes doesn’t work. Second, Friedman mixes up the purpose of the institution of business with what motivates one to do business. Let’s consider this second point.


My motive for doing an action is not necessarily the same as the purpose of the action. For example, the purpose of giving to charity is to help the poor. But I might not be in the least bit interested in helping the poor when I give to charity. I might give to charity simply to impress my friends. So there is an “outside” social view of the purpose of charity and an “inside” personal view of my motive for the charity. If giving to charity not only fulfills my duty but rewards me as well, I’ll be more inclined to give to charity. But whether or not I am inclined to give to charity does not take away the reason for charity. Similarly, the purpose of business is not to benefit me, primarily. It is not to make a profit. If doing business rewards me with a profit, I will be inclined to get into it, but the purpose of business—why society allowed it to be set up or allowed it to exist in its profit-oriented form—was so that it would provide goods and services.


It is important to understand clearly the purpose of something or activity, for if we know its purpose, we have a standard by which we can judge it. Thus, just as we judge a knife as good or bad by whether it fulfills its purpose, so we can judge a business by whether it fulfills its purpose. If the purpose of business is to make a profit, then a good business is one whose bottom line is healthy, and keeping a healthy profit becomes paramount. But if the purpose of business is to provide goods and services (and, from society’s point of view, why else would society allow business to exist?), then making a profit is not the “primary and only” concern of business, as Friedman says. Making a profit might be a necessary condition for business, and it is certainly a motive for doing business, but it is not business’ purpose. A good business, then, is one that provides a good service while making a profit.


A more adequate view of business—a view that is becoming more prevalent—is as an institution that society has allowed to develop, whose primary purpose is to provide goods and services for society. Indeed, society bans some businesses precisely because their products are seen as detrimental to society—for example, the production and distribution of heroin or cocaine. It is certainly true that we might go into business to make money, but that is our motive for doing business, not the purpose of the business. Friedman’s mistake is to attempt to justify profit making by turning a personal motive into a societal purpose.


Contemporary views of business ethics, then, view business from society’s point of view, and society sees the function or purpose of business to be the providing of goods and services. But beyond that, recent thinking has shown that, if we look at any business as a kind of citizen or person, other responsibilities arise. A corporation is a legal person empowered by law to do things that affect others. Recent business ethicists have argued that, if this is the case, it is necessary to view businesses as persons. That means that businesses, through their owners or their managers, enter into relationships with individuals and groups, relationships that carry responsibilities with them.


Philosophers like Edward Freeman have called these constituencies that businesses relate to stakeholders, because they have a stake in the business’ behavior and success or failure. The stakeholders include such people and groups as the community where the business is located, the employees of the business and their families, the customers, other businesses, and of course the shareholders or owners. Clearly, the shareholders are not the only stakeholders. So, a business, in doing business, gets involved in relationships, which become the basis of ethical obligations that the

business has toward those stakeholders and that the stakeholders have toward the business.


If we apply that to insurance companies, what can we say about their responsibilities? Insurance companies have a specific function, a commitment that society has licensed—providing certain goods and services. They provide freedom from worry and fear. They provide security. Thus, one of their purposes is to attempt to alleviate harm, and any practice that violates this purpose would contradict the very essence of the insurance company. Doing something that would harm customers in the name of profit would be contrary to the purpose of being an insurer.


It should be clear that, if it is the responsibility of an insurance company to provide the kind of service we just described, there is a limit on the profit it can make. It is the function of ethics to examine how to determine those limits, and to determine what are the ethical responsibilities of the company, its managers, and employees. We need, then, to look more closely at what it means to be ethical.

