REL 228/MGT 228


Business, Ethics, and Society





Prof. Douglas Lamont





WEEK THREE: LECTURE/DISCUSSION





Theme for the week: “Forgive me, O Father, Lord of heaven and earth, for I have sinned . . . [or] I have sinned, O Lord: forgive me. O God, be gracious unto me a sinner.”





Source: The Order of Confession, Eastern Catholic and Eastern Orthodox Churches.





Conscience.





Religious context of conscience. The eastern churches teach us to practice diakrisis (or discernment). Conscience is an innate faculty or capacity for making moral judgments. We have a persuasive conscience that leads us to perform certain actions that are judged by the faculty of discernment to be good. Also we have a dissuasive conscience that leads us to abstain from those actions, behaviors, and attitudes perceived by diakrisis to be evil, wrong, unjust, or inappropriate.





For a discussion of conscience, see the Wisdom of Solomon, St. Paul’s letters to the Romans and the Corinthians, St. Thomas Aquinas, the Russian startsi, St. Maximus the Confessor, and Fr. Stanley Harakas.





The eastern churches prefer an ethical diakonia for CEOs and other top business executives in which those who have no conscience about destroying capital are booted out of their top jobs. Michael Eisner of Disney is an example of a Porky Pig who has taken over $1 billion from the company in salary, bonuses, and stock options and, at the same time, has destroyed capital for the shareholders. For some reason, his conscience failed him.


 


Social context of conscience. A defensible moral judgment must be supportable by a sound moral principle. Moral principles provide the confirming standard for moral judgments. However, different theories exist as the proper standard or right and wrong. Humans are heirs to a rich and complex ethical tradition in which a variety of different moral principles and ethical considerations intertwine and sometimes compete. Shaw, pp. BE, 43-44.





II.  Dispute among scholars of different traditions:





Focus on consequences (consequentialists) or the immediate end. Examples: Focus on making six of the next eight baskets in basketball. Or if Jesus were alive today, which SUV would he purchase? The moral rightness of an action is determined solely by results. Theories: egoism and utilitarianism. Here are some immediate end-results: Kill-ratio in Vietnam. State condemns property for new highway. Rights of minority must be sacrificed for the majority. Andrew Fastow focused on finding a new way to hide poor financial results. This was his immediate end. His dissuasive conscience did not work when he transferred Enron’s losses to his Special Purpose Entities (SPEs)..





Focus on  goal-oriented (teleological from the Greek work for goal, telos) perfection. Examples: Focus on playing basketball as well as Michael Jordan. Or if Jesus were alive today, how do you become more like Christ? Theories from Aristotle and Catholic Social Thought. Here are some firms and executives who were seen as having perfection, but later were found to have clay feet: GE and Jack Welch. ABB (Combustion Engineering) and Percy Barnevik. Halliburton and Dick Cheney. Enron and Kenneth Lay. Sprint and William Esrey. WorldCom and Bernie Ebbers. Martha Stewart focused on keeping her public image perfect that she risked so much ($19 million in a paper loss on her stock assets, Martha Stewart Omnimedia) for so little ($45,000 in a capital gains loss from the drop in the stock price of ImClone). Her persuasive conscience failed her when she should have said “I made a mistake.”.





Focus on duties, obligations, and principles (nonconsequentialists) or duty-oriented (deontological) from the Greek word for duty, deon): Right and wrong are determined by more than the likely consequences of an action. What matters is the nature of the act in question, not just its results. Shaw, BE, p. 45. How do you determine right from wrong? Old or New Testament. Talmud or Church teachings. Holy Koran. And other sacred scriptures. Or all of them together. Kant in his Categorical Imperative says: “Act as if your action becomes the universal law.” Personal question: What kind of world would this be if everyone broke promises at will? Mike Milken and Sam Waskal thought their business actions of stock parking and using insider information in the sale of stock would become universal corporate law; the federal government thought differently. Both Milken and Waskal pleaded guilty and went to jail to protect other family members. Their persuasive and dissuasive consciences failed them.





Moral rights versus social pressures: Pro-Life versus Pro-Choice





Which duty, obligation, right, or principle takes precedence? Do the rights of the mother take precedence over the rights of the fetus? Abortion means killing the unborn child.





Pro-life or the moral choice. The (Latin) Roman Catholic Church, and the Eastern Catholic and Eastern Orthodox Churches affirm the sacredness of life. Their view is that life begins at conception. These churches are against abortion. “Every life is valued by God, however inconvenient, intrusive, burdensome, or worthless it may appear to human eyes.” However, if the unborn child endangers the life of the mother, these Churches and Islam say preserve the life of the mother.





See Psalm 139:13-16. Isaiah 49:1,5. Jeremiah 1:5. St. Paul’s letter to the Galatians. The Didach( or Teaching of the Twelve Apostles. St. Basil the Great. St. John Chrysostom. Osman Bakar, “Islam and Bioethics,” in Orthodox Christians and Muslims, (Holy Cross Press, 1986).





Pro-choice or the social choice. The Roe v. Wade  decision, handed down by the U.S. Supreme Court on January 22, 1973, legalized “abortion on demand” during the first trimester of pregnancy. “The word person as used in the 14th Amendment does not include the unborn.” The conclusion is that a woman’s right to privacy takes precedence over a growing child’s right to life. To put it another way, the mother’s legally sanctioned right to life, liberty, and the pursuit of happiness takes precedence over the child’s right to life at all.





An employee’s decision. If we focus on employment duties that might have devastating consequences, should we give to United Way, an organization that distributes money to Planned Parenthood Clinics for the purpose of carrying out abortions? If we carry out our obligations as an employee and give money to United Way, do we sin in the eyes of the Church? Will our confession wipe out the stain of this sin against the sixth commandment?





The Spanish Catholic Council of Elvira, held in 305-306 CE, excommunicated women who abort their children; these condemned women only can receive the sacraments on their death bed. The Catholic Council in Trullo in 692 CE condemns those who commit or aid those who commit abortion as murderers, and they are excommunicated for ten years. Since the beginning of Christianity, the Catholic and Orthodox Churches recognize life in the womb to be both fully human and personal.





IV.  Time pressure bedevils ethical decision-making: Examples: Challenger disaster. Failure to recall the Pinto.





Incomplete search for information. Negative information is often valued more highly than it is merited. Once information is gathered, time-harried decision makers tend to either abort the decision process altogether or resort to simple and familiar decision rules. Time pressure locks one alternative in as the solution of a problem and decreases the openness to new alternatives. People’s moods influence their choices more than their dispassionate assessment of the alternatives.


Decision defects. Pressured individuals tend not to evaluate alternatives objectively but tend to favor alternatives according to the order in which they are presented, or according to their position in a list of choices. Time pressure generally makes people less rational.


Utilitarian acts are adversely affected by time pressure. Some individuals are prone to “ballistic” decision-making, that is, they make decisions without checking the consequences of their decision. Also these same individuals are less likely to choose alternatives with the highest expected value. In short, individuals well-schooled in utilitarian principles are unable to do the necessary cognitive work to apply them when little time is available.


Kant’s Categorical Imperative. Ethical principles that depend on the social impact of decisions are also undermined. People feeling a sense of urgency tend to totally neglect social or interpersonal cues and become insensitive to others, or they revert to social stereotypes. This undermines Kant’s Categorical Imperative.


Organizational behavior. Positive duties suffer under time pressure. Helping behavior decreases among those under time pressure. Also creative thinking suffers in terms of product innovations and marketing creativity when managers are under time pressure and must decide yes or no in terms of their own self-interest, or utilitarianism.


Groups.  Under intense time pressure groups produce lower quality outputs, interact less frequently, feel more stress, sense that the task was more difficult, are less satisfied with the process. Groups under time pressure intensify efforts to secure consensus. Social pressure (or groupthink) is placed on anyone who disagrees with group decisions. Examples: Bay of Pigs. Vietnam policy. Low status members of groups defer to higher status members, and the latter ignore the former. Decisions become more centralized among higher status members.





Focus on Integrity (Virtue Ethics): Focus more on the integrity of the moral actor than on the moral act itself.





Here are eight steps to sound ethical decision-making in business:





Gather the facts.


Define the ethical issues.


Identify the affected parties.


Identify the consequences.


Identify the obligations.


Consider your character and integrity.


Think creatively about your potential actions.


Check your gut.





VI. Egoism





Egoism. We have no moral duty to assist others. The only moral obligation we have is to ourselves. Always look out for “number one.” Humans are selfish creatures (psychological egoism); truly unselfish acts are therefore impossible. Shaw, BE, pp. 45-49.





Options.


Ethical egoism ignores blatant wrongs. Executives’ ownership stake puts extreme focus on stock options and creates a house of cards in which executives succumb to temptation and greed. Fastow. However, stock options can be a powerful motivational tool for the entire workforce. Microsoft.





Options frenzy: what went wrong? The lure of stock options was an irresistible magnet. Executives became millionaires when they cashed in their stock options. Michael Eisner. They put in 100 hour weeks. Their priorities were skewed. They made sales and cut deals that increased revenue; this number boosted the stock price. With the rising tide of the market, they cashed out. Options motivated them to a selfish, short-term view. They did not create long-term value. Their businesses were a house of cards.





Option-as-carrot assumes that self-interest dictates prudence. Instead, if you can cash out as a millionaire quickly, you take extra risk. Arthur Andersen. The absence of checks and balances by boards, CPAs, and the SEC, permitted various forms of looting. Overreliance on expected option wealth led desperate executives to commit fraud with stock grants, off-balance sheet items, tax shelters, etc. Jenkens & Gilchrist.





Expense stock options. Value them at the date of issue. This becomes compensation similar to wages.





Utilitarian reasoning.





A net positive sum accruing to the company gives a green light to proceed, on grounds the firm is better off economically. This utilitarian analysis falls short of considering all of the relevant costs, including social, familial, emotional, and psychological costs. Among business ethicists, Kant’s rights and Rawl’s justice trumped Bentham and Mills’s utilitarian approach as the Normative Code. Answer the following questions:





Is utilitarianism really workable?


Are some actions wrong, even if they produce good?


Is utilitarianism unjust? See Shaw, BE, pp. 49-56.





XI. Kantian capitalism includes social contract, stakeholder concept, and the business system.





The social contract is to enhance social welfare through satisfying consumer and worker interests, while at the same time remaining within the bounds of justice. Charles Handy. However, some of the assumptions are at variance with what we know about human behavior. Rawls’s calls this a “veil of ignorance.” Corporations must reform themselves, or lose their moral right to exist.





What has moral worth? Is the categorical imperative an adequate test of right? What does it mean to treat people as means? Shaw, BE, pp. 56-73.





 Right actions are the kind permitted by the moral code optimal for society as a whole. Should lawyers be whistle-blowers? Under the Sarbanes-Oxley Act on corporate governance, the US Securities and Exchange Commission must write rules on audit independence, internal controls, off balance-sheet arrangements, tighter use of non-standard accounting, and “noisy” withdrawals by lawyers when evidence of material violation is found. American Bar Association’s Code of Professional Ethics 2000.





Jenkens-Gilchrist. This law firm  reached a $75 million settlement with investors who filed lawsuits accusing it of designing and selling questionable tax shelters. The IRS determined this particular tax shelter, known as Cobra for “currency options bring reward alternatives,” was not legitimate..





X.  Personal views of instructor





Question: Can organizational restructuring and internal controls change human behavior within organizations?





Discussion





Ten years ago the boards of directors of GM, American Express, Kodak, Westinghouse, Apple Computer, IBM and other blue chip firms pushed out their chief executive officers.1993 was the Year of the Sharp Knives. The boards broke the gentlemen’s agreement that poor performance was no reason to kick a chief executive out of office.





In 2003, it looks very much as if the corporate governance revolution of 1993 is back to Square 1. Boards are quicker to punish incompetence, but no more apt to spot criminality. They shut their eyes when the numbers are squishy or even fraudulent. The boards will use stock grants and options to align management’s interest with that of shareholders, yet ignore the temptation the options create for management to drive up stock prices with false promises, take the money and run. Thus the boards got Enron, WorldCom, Tyco International, Adelphia Communications, and many other corporate scandals.





Of course, boards are now made up of more outside directors whose independence is not compromised by personal ties to the chief executive or business ties to the company. Pay and policies (on stock options, etc.) are listed in the proxy statements. Directors now take more seriously their fiduciary duties to regularly evaluate the chief executive.





What went wrong?





First, shareholders were lulled into believing that the growing use of stock options as part of executive pay would align management’s interest with theirs; instead, it tempted executives to push up share prices with accounting tricks. Executives sought to preserve their paper wealth.





Second, there is a growing scarcity of qualified auditors to spot those manipulations. Auditors, such as Arthur Andersen, were some of the best-paid fiction writers.





Third, there is a great lack of qualified directors.





Finally, the booming stock market of the 1990’s had a numbing effect on corporate ethics and shareholder vigilance. If the market goes up, you don’t worry about the pro forma numbers. Investors had no reason to focus on fundamentals, as long as they could count on the greater fool theory.





With the Sarbanes-Oxley legislation open corporate governance isn’t optional or merely a nice thing. It has become a legislated reality.





XI  Cases in Shaw.


The Ford Pinto.


Blood for Sale.





Prof. Douglas Lamont, 2/21/03, revised 3/6/04.
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