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General Introduction

The course, Business Ethics, examines the roléhafsein business. The primary
assumption in this course is that ethics plays maportant role in business. It
presupposes that for business to effectively fitdilsocio-economic functions, its
activities must be mediated by core ethical prilegpThe course starts with an
analysis of business. The first part of the fiesttire focuses on an examination of
the idea of business with the objective of distisging business from other
economic activities that are not business in thetstense. The second part of the
first lecture examines the idea of business etiicgder to specify what it is and
what it is not. Here, we would also highlight tmepiortance of business ethics in

contemporary society.

The focus of the second lecture is on some otthieal issues that are central to
business and the specific contexts in which theseess arise. Some of these are
honesty, fairness, advertising, and organisatioetionships. The third lecture
examines the meaning of profit. Our focus on prgfiborne out of the fact that
profit is construed as a primary motivation and @fdousiness. As such, it is
important that we clarify what it is and what itnet, as well as the extent to which

it can be justified.

The fourth lecture investigates the idea of a cafon. Here, our focus would be
on the question of whether or not a corporation lcave moral responsibilities.
The fifth chapter is a follow up on the fourth ckap It investigates the notion of
corporate social responsibilities and tries to Hpethe reasons why it is

meaningful to affirm that a corporation has someiadaesponsibilities. It would
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also discuss some of the social responsibilitiesrporation may meaningfully be
construed to have.

The sixth lecture is on the stakeholder theoryeHe&e examine who corporations
are responsible to. The broad category of the geoplentities that a corporate
entity may be responsible to are called the stdkens The stakeholder theory
identifies who a stakeholder is and why they matteany discourse on the social
responsibility of corporations. The seventh lectexamines the idea of corporate
citizenship. Three perspectives on corporateasiship are discussed: the limited,

equivalent and extended views.

The eighth lecture is on the idea of corporate guece. Here, we shall examine
the nature, significance and scope of corporateeg@ance, as well threats to
effective corporate governance. The ethics of dlbbainess is our concern in the
ninth lecture. Our objective here is simply to ddsethe nature of global business
In contemporary society and the moral principles #ire important in the arena of
global business. The tenth lecture discussesattimgestment. It defines what

ethical investment is and why it is advocated intemporary society.

On the whole, these lectures would facilitate adeunstanding of what business
ethics is, specific ethical issues in business aigb equip students with
appropriate skills to address ethical challengebenarena of business. By the end
of this course, students would have a better utalaigg of the unique position
business occupies in the quest for socio-econoewveldpment in contemporary

society.



LECTURE ONE

Business and Business Ethics

I ntroduction

This lecture focuses on a clarification of the natof business and business ethics.
It begins with an account of business in orderistirtyuish it from other economic
activities. The second section presents an accolrtusiness ethics so as to
specify its nature and basic objectives. Busindbg® has grown into a very
important discourse in contemporary society becaifighe centrality of business
not just in national economies but also in the glakconomy. Indeed, business
organisations now constitute an important compowértoth national economies
and the global economy because of the withdrawathef state from direct
economic activities through the processes of pgeadbn, commercialisation, and

economic liberalization.

Objectives

The goal of this lecture is to facilitate a cleadarstanding of the ideas of business
and business ethics. At the end of this lecture,avee expected to have a clear
understanding of:

1. What business is .

2. What business ethics is

3. The history of business ethics



Pre-Test
1. Define business.
2. What is the nature of business ethics?

3. Why is it important to study business ethics?

CONTENT

Business

Generally speaking, the word business might apimebe ambiguous as it may be
used to connote anything that concerns a pers@ompalty or which he or she has
an interest in. It might also mean an importanttemabr issue that has to be
attended to. However, in its strict economic sebssjness may be defined as any
economic activity that involves the production @lidery of goods and services
for the purpose of generating a surplus within tbefines of law and perhaps
morality. There is a general presupposition thatghmary objective of business is
profit. However, the term, business, may also bgleyed in reference to an
organisation that produces and sells goods or wprolides a service with the

objective of generating profit.

It is important to note that in its strict economisage, it is not all organisations
that are concerned with the production and distidinuof goods or services that
may be correctly described as business organisatiime hall mark of business
organisations is generally agreed to be the pramlueind distribution of goods or

services for the primary purpose of making a prdfience, philanthropic (non-
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profit making) organisations as well as governmlerda non-governmental
organisations that produce goods or render sentizethe public without the
objective of making profit cannot be regarded asirmsses in the strict sense.

Business Ethics

Ethics, simply, is a study and philosophy of hunsanduct with emphasis on the
determination of what is right or wrong about huntamducts, human character,
or social institutions. It is a study of the natafemorals and of specific moral

choices. In ethics, we critically study the prples and rules that govern human
conducts in ordinary life as well as in other mepecialised contexts. It is also
concerned with the construction and justificatiéreihical standards which specify

those moral rules and principles people shouldaromiwvith

Business ethics deals with questions on the mad@ability of specific business
practices or procedures. To do this effectivelyfjuadamental focus of business
ethics is the examination of moral rules and pples that guide actions,
procedures and decisions in the arena of busiifiesese rules and principles define
what is morally right or wrong in the domain of mess. They share designed to
guide investors, customers, interest groups, emggl®yand other stakeholders in

their decision making.

However, in determining the kind of ethical deasidhat are morally acceptable
in business and the kind of ethical standards watshould conform with in

business, it is important that two issues are adyetonsidered. The first is the
issue of profit, which is requisite for the sunlivd business. The second is the
need to carefully balance the direct needs of lessirwith the general needs of

society. This frequently requires trade-offs or poomises.
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Why Study Business Ethics?
The following are some of the important reasongterstudy of business ethics:

1. There is a distinction to be made between evergdaigal issues and ethical
Issues in business. For instance, some importardlnssues do not arise in
business while they remain central to our perstwves, and vice-versa. The
impact of industrial production on the environmenan example of a moral
iIssue in business that would not ordinarily arise¢he personal life of an
individual, and which requires special moral coesidions other than what
can be adequately addressed in ordinary morality.

2. Just being a good person in your personal viewjnigagound personal
ethics may not be sufficient to handle the kine@thiical issues that arise in a
business organisation.

3. Many people have limited business experience hidenly find themselves
making decisions about product quality, advertisingricing, sales
techniques, living practices and pollution contr@irdinary moral values
learnt from family, religion or schools may be iffsuient to provide
specific guidelines for making appropriate moratidiens in business.

4. Ethical infractions continue to occur in businedglany business
organisations and their employees confess thatéhggge in practices that
are immoral and illegal. Indeed, unethical busirprastices is very rampant.
A study of business ethics provides an avenue anee why this is so and
also provide a means by which unethical businesxtipes may be
prevented by business managers, regulators andstkeholders.

5. Unethical and fraudulent business conducts haveerg tigh cost and
grievous effects on society. The case of the glamnomic crisis is

indicative of the fact that business malpracticagehthe potential to inflict
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great harm on individuals, communities, the enviment and the world at
large.

6. The power and influence of business in societyrgatgr than ever before,
and evidence suggests that many people are unbaay this development.
A study of business ethics would help to understahg the influence of
business in society is on the increase, why peapteuneasy about this
development, what are the implications of the iasmeg influence of
business in society , and how the unease abountheasing influence of
business might be addressed.

7. The pressure being placed on business to be etligalts various
stakeholders are increasingly becoming more completense and
challenging. A study of business ethics providesasenue to understand
these challenges and how they can effectively ie me

8. Business ethics would improve ethical decision mgkby equipping
business managers with requisite understanding skilts to correctly
identify, analyse and resolve ethical problemsusiiess.

9. Business ethics provides the tools and skills mreguio assess the benefits
and challenges associated with different ways afagang ethics in business
organisations.

10. A study of business ethics provides an understgndif business that
transcends the understanding provided by the imadit framework of
business studies. It also presents us with theroputy to acquire relevant
knowledge of contemporary society in a way that M@guip us to be more

effective in doing business in contemporary society



The Development of Business Ethics

Prior to the 1960’s, the focus of business ethias o ensure that workers were
fairly paid and that businesses did not increageptiices of their products to a
level that would be intolerable or harmful to theemge consumer. It was also
during this period that issues of civil rights a/ironmental responsibilities were
introduced into ethical issues for business to eskir At this early stage of
business ethics, much of the issues (fair wagbsulapractices, and the morality

of capitalism) were discussed from theological pecsives.

From the 1960’s, primary attention shifted to sbéssues in business. These
included questions of environmental pollution armhsumer rights (rights to
safety, information and choice). It was in the 1878owever, that business ethics
began to develop as a distinct academic field. ngyshe framework of some
religious principles that could be applied in besis, the idea of corporate social
responsibility was developed. For instance, thigiels precept that truth should
always be told was employed in support of the dehfanhonesty in business. By
this time, philosophers had entered the discoafdeusiness ethics, employing
basic ethical principles and theories, as welll@bgophical analysis to structure
the discipline of business ethics. Issues thatrecarominent during this period
include bribery, deceptive advertising, product esgf and of course,

environmental pollution.

By the 1980’s business ethics, as an academic ptirsei became firmly

consolidated. Several centres and academic instikibegan to offer courses in
business ethics. It also became a prominent cormfemany leading companies.
From the 1990's till date, emphasis in businedsicetinclude such issues as free

trade and self regulation of businesses. During theriod, there has been a
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transition from legally based ethical initiatives ¢ulturally and integrity based
initiatives that make ethics a part of core orgatmsal culture.

Conclusion
This lecture concentrated on the clarification ¢ ideas of business and
business ethics. Business has been defined ascampraic activity that
involves the production or delivery of goods and/ees for the purpose of
generating profit within the confines of law andtmgs morality. Business
ethics has been identified as a field of study tfestls with an examinatign
of questions on the moral acceptability of specbigsiness practices or
procedures. We also identified ten reasons fodystg business ethigs

before giving an outline of the development of hass ethics as an

academic discipline.

Post-Test

1. What is the essential distinction between busiesk other economic
activities?

2. Is the study of business ethics important in coptary society? Give
at least five reasons in support of your answer.

3. Briefly outline the history of business ethics asagaademic field.

References

Emmett Barcalow. 1994.Moral Philosophy. California: Wadsworth
Publishing Company.

11



Andrew Crane and Dirk Matten. 200Business Ethics. Oxford: University
Press.

John C. Maxwell. 2003There Is No Such Thing As Business Ethics. USA:
Warner Business Books.

Laura Pincus Hartman. 1998Perspectives in Business Ethics. Chicago:
[rwin/McGraw-Hill Company.

12



LECTURE TWO

Ethical Issuesin Business

Introduction

Ethical issues usually generate from human de@sioractions that are capable of
producing some benefits or harm for people in dpci®ften, ethical issues are
presented in situations in which specifiable indinals or people need to make a
choice among alternative actions. It is the impilares of such choices in terms of
the benefits or harm that are produced by thermdegermine their moral value.
When the implications are harmful, the choices emusequent actions are said to
be bad or wrong, and they are deemed as good larwigen the implications are

beneficial.

Just as ethical issues arise for individuals inrtbedinary life, they also arise for

groups of people and for institutions. Ethical ssalso arise in various contexts of
life. One of such is the different professions tipabple engage in, and this
includes business. Indeed, the arena of businesemis a lot of situations that
generate ethical issues. One of which is a sitnatiowhich there is a conflict

between the personal moral values of an individnal the objectives of a business
organization. Another is a situation in which aihass decision tends to impact

positively or negatively on society.

Many of the ethical issues in business may bordecanflict of interest, honesty
and fairness, communication, and relationships iwithusiness organisations or
between business entities and society, or the @mvient. We shall briefly discuss
each of these classifications in the course oflddture. However, it is important

to note that it is very dangerous to fail to redegnrelevant ethical issues in
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business given the widespread perception that éssirs like a game in which
ordinary moral rules may be inappropriate. Undés tiuise a lot of businesses
engage in activities that are illegal and ethicailyestionable in the bid to

maximise profit or other specific organisationaatyo

One of the prerequisites for being able to idenafyd effectively address the
ethical implications of business decisions andvims is be well grounded in
business ethics. This may be complemented withultat®ns with colleagues in
business in order to identify what is morally adebpe on any given issue in
business. The assumption here is that an activatyis generally approved of by
many practitioners in business would very likelydikical. Besides, an issue that
could withstand open and objective assessmentsrdaypg within and outside a

business organisation would, most probably, be yosaceptable.

Objectives

The goal of this lecture is to identify and disgusggeneral terms, some of the key
ethical issues and the contexts in which they andeusiness. At the end of this
lecture, candidates are expected to have a clerstanding of:

1. What an ethical issue is.

2. The kind of ethical issues that arise in businesd the contexts that

generate them.

Pre-Test
1. What is an ethical issue.
2. ldentify two ethical issues in business and dis¢hescontext within which

they arise.
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CONTENT

Foundation of Ethical Issuesin Business

Many ethical issues in business arise from a adrifietween the personal interest
of business managers and those of business; betilveenterests of employees
and those of business owners; between the intefrésisiness and society at large;
between the interest of business and their cusemme@thers may be generated
from a tension between the ethical values and fisetiEbusiness owners on one
hand and their employees, customers or societemneml on the other hand. For
example, the fact that people operate some ethiaaks and principles in their
personal life that may be incompatible with thdsat thold sway in business may
generate some ethical issues. In this regard, @ictonf interest would arise when
an employee is under pressure to choose betweeasr hisr own personal ethical
values and those of the business organisation heherworks for. A typical
example may be with regards to whether or not anbas should offer a bribe or
any other form of gratification to a government@él in an attempt to influence a
legislation in favour of the business. Another eglarmay be related to a decision
to advertise a product in a way that is considéodae quite effective by a business
but which an employee or perhaps some memberseopdblic consider to be

deceptive.

We shall now discuss some areas of business wtiecalassues may arise.

Honesty and Fairness
Honesty refers to the moral virtue of being truthdind trustworthy. An honest
person may also be described as a person of itytedfairness is the moral virtue

of being just, impartial and equitable in dealinggh others in society. Decision
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makers in diverse domains of life, including bussare expected to be honest and
fair in their business decision making and acegiti

At the very least, business organisations and n&asagre required to abide by
relevant laws and regulations. They are expecte@ftain from any decision or
action that would be harmful to their employeesstomers, clients, the general
public, and even their competitors. All businesaligs are expected to be based
on and should also aim to enhance the moral vifaiesess, justice and trust. It is
in this regard that they are expected to avoid fomyn of misrepresentation,
deception or coercion. Without these moral virtubgsiness would lack the
environment required for it to thrive and make prof a sustainable way. Indeed,
business exchange would be rendered impossibleowtitkrust, integrity and
fairness. For example, customers must be ableust producers and marketers,

just as there must be sufficient trust betweendendnd borrowers.

Communication

Communication refers to the transmission of infarora and the sharing of
meaning. A prominent way communication can genesttiecal issues relates to
the content of the information about a productewise as well as the means of
transmitting such information to prospective oruattcustomers or clients. The
relevant information may be about the safety of radpct, its efficacy, the
condition under which it is produced or the meahsto production. False or
deceptive communication through advertisement isngportant ethical issue in
business. It may constitute a significant ethicalbpem that can make or mar a
business. This is because it destroys the trastdinstomers or clients have in a

business organisation.
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False or deceptive communication in business imduéxaggerated claims,
concealment of relevant and important informati@md outright lying. For
instance, the substantiated claim that your brdnd @roduct, for example, a car,
IS superior to its competitors may be mere exagigeraMatters of labelling can
also produce ethical issues. For example, prodsies may be labelled as small,
medium or large in a way that buyers are deceipeditatheir actual sizes and the

significant variation in sizes.

Organisational Relationships

Organisational relationship consists of how memlmEra business organisation
relate with one another on one hand, and with kiklers on the other.
Stakeholders include customers or clients, suppk&d members of the general
public that may be affected by or affect the operst of the business entity.
Within business organisations, employees are nyoraljuired to maintain the
confidence of their employers, fulfil their obligats and responsibilities, and
avoid putting undue pressure on others in ways thight encourage them to
behave unethically. Between business entitiesc@tligsues may relate to piracy
and patent rights. These relate to the right thatific businesses have to produce
and sell certain products for a given period oftim

In business, we have a number of categories oicyants, which include owners,
employees and customers. There are also a numlhenaifonal areas that include
management, marketing and sales, accounting aadd# and public relations.
Each of these category of participants and funaticareas have some ethical

issues peculiar to them. We shall now discuss sufrtigese.
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Owners

Virtually all businesses start with the vision of mdividual or group of owners

who pool their resources together to provide soo@lgr service. These owners
may also be the managers of the business or nagied® employ professionals
for this purpose. It contemporary society, it isesgial for business owners to
understand the ethical issues that are relevanhd business. A neglect or
ignorance of such ethical issues may result infnass losses or outright failure of
the business. These issues may include those pegdb workers remuneration,

work conditions, quality of products, impact of ithactivities on the environment

and pricing.

Finance

Owners of business have the responsibility to plevhe finance required for the
operations of business. This sometimes neces#iat®wners of business borrow
from available sources such as friends associatdsmancial institutions. They
may also decide to take on additional owners ark$tolders in order to expand a
business’s capital base. How finance is raisedutal fa business can generate
ethical and legal issues. Ethical issues could ladsgenerated from how a business
reports its financial position to its stakeholddiisese include current and potential

investors, government agencies and other intereséedber of the public.

Employees
Employees in a business often need to make desisiod even carry out tasks

they consider to be unethical on the ground they #tonflict with their personal
moral standpoint even though they may enhance tprBbr instance, many
employees in tobacco and alcohol manufacturing cones believe that the

products of the business entities they work forethacally questionable because
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of their harmful effects. They however continuework in such places either
because there are no available alternatives oubedae jobs are well paying.

Management
Business managers have both an ethical and a tegpbnsibility to manage

business in the best interest of the owners ofniegsi These responsibilities may
sometimes conflict with the personal interests ahpbctives of the managers in
terms of security of jobs or remuneration. It iscapossible for there to be reasons
to call into question the loyalty of managers te drganization for which they are
working given the understanding that the primabjeotive of management is to
facilitate the attainment of a company’s objectikeough effective organisation,
direction, planning and controlling of the actiggiof employees. In performing its
statutory roles in a business organisation, managershould pay attention to
ethical issues that relate to employee disciplhmeglth and safety, and code of
ethics among others in the work place.

Consumers

No business entity can survive without the patrenafjcustomers. As such, a
major goal of business is to satisfy its customérss requires that business finds
out what customers want and need, both in the sirmitlong term, create the

necessary goods or services and make them aceesstbem.

Marketing
All marketing activities focus on customers, poi@niand actual, and more

specifically, how to satisfy them. They involve fmging to the awareness of
customers their need for given products and alskingahese products accessible

to them. Marketers begin with the conduct of redeao gather information about
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what consumers want, then they arrange for theldewrent/ manufacture of such
products, price the products, promote and disteilloém to where consumers want
to buy them. Ethical issues often arise over prodatety, pricing of products, and
the appropriateness of distribution channels.

Accounting
Accountants in recent times are under increasiegsure in terms of time, fees,

and financial advice from clients, and also inssesh competition from

professional colleagues. They are also always rupiassure to follow rules and
interpret data correctly. These require that actamia follow the prescription of
their profession’ code of ethics, which largelyide$ their responsibilities to their
clients and the general public. This code alsongsfithe legitimate scope of an

accountant’s activities and the nature of serviiesr she can morally provide.

Conclusion
This lecture discussed in a broad way the natudef@ams of ethical issues
in business. We identified the foundation of ethisaues in business to be
conflict of interest between business and emplgybasiness and clients,
and business and the general public. These etissales, generally
speaking, border on the issues of honesty andefsstnrcommunication and
relationships within a business or between it aa#teholders. We devoted
some attention to some of the category of partidgp@and functional areg

that have some ethical issues peculiar to them.
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Post-Test

1. What is an ethical issue?

2. Discuss the foundation of ethical challenges inrmss.

3. ldentify three of the functional areas of businessvhich ethical issues
arise and discuss how ethical issues could be ge&mkin each of the

areas identified .
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LECTURE THREE

The Meaning of Profit

Introduction

Business has been defined as any activity thatvegahe production or delivery
of goods or services within the confines of law analrality, and with a primary
objective of generating a surplus, otherwise calpedfit. Hence, many people
would agree that the primary purpose of businegs igenerate profit. As such,
when moral questions are raised about profit, tlgesstions are really about the
very essence of business itself. Indeed, a loiebfate revolve around the issue of
profit, and some of the questions raised relateghéonature of profit and its

justification .

A reason for the high level of interest in the matand justification of profit is that
many of the solutions to ethical problems in bussnaffect profit. Some of these
problems include pollution, adequate workers wagede work environment,
honest advertising and production of safe and dergiroducts. Another
consideration is that when profit is placed agaaiber social considerations such
as the wages of workers, profit is always at adliaatage. This is because for
many people, the intangible elements that mayfyuptiofit do not have as much
importance as other immediate, basic, tangible seemingly pressing needs of
other claimants in society. These would includedfienfor workers, clean air for

all, and workers and consumers safety.
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Objectives

Our objective in this lecture is to examine theaiadd profit in business in a way
that its true nature is clarified and its justifioa explained. At the end of this
lecture, candidates are expected to have a goaetstadding of:

1. What profit is .

2. The extent to which it is justifiable as the primabjective of business.

Pre-Test
1. What is profit?
2. Discuss the major justification of profit in busss.

CONTENT

The Nature and Justification of Profit

Of a truth, issues pertaining to the nature antification of profit are interrelated.
With regard to its nature, profit tends to be ogstimated by an average person as
businesses are often assumed to be making motie thiaof they actually make. It
is easily assumed that any difference betweenribe pf a good or service and its
actual value is profit. Each time an average peffeafs short-changed in the
market place, he or she assumes that profit isSrgparhen as a matter of fact this

might be due to poor management or inefficient pobidn or marketing.

A common conception of profit is that it is whatleft of the gross receipt after all
expenses have been paid in a business. It isutipdus or gain from legitimate
business activities. As such, it must be earneal fmir and reasonable way. Thus,
any surplus gained through lottery winnings or f@annot be correctly construed
as profit. This idea of profit allows critics tokafor what justifies profit in the
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sense of what makes it reasonable and fair, anét whs a payment for. With

regards to whether or not payment should be madewntwkers’ wages, raw

materials, tax or other marketing or running cadtbusiness, there is usually not
much of a debate. These are easily seen as latgticosts to be passed on
legitimately as part of the running cost of bussmddowever, when it comes to
profit, construed as difference remaining after @dists have been deducted,
guestions are asked regarding what it is paymenhtow it is actually earned, and

why it is truly deserved.

In response to the above queries, it appears rabkoto define profit as what is
left-over after all tangible, specifiable and qufable costs have been paid.
Hence, it is considered to be the reward for sartengible factors that are crucial
to business. These would include risk, entrepreakeareativity, initiative and the

deferment of the use of one’s resources.

In addition to the above, profit may possibly bstified on the ground that the
desire for profit is a manifestation of a univerdakire of all humans (investors,
workers, suppliers, consumers) to acquire more tbaa already has. This
argument assumes that if the drive for profit isiraversal and innate human
attribute, it is beyond ethical scrutiny and maraticism. However, this line of

thought ignores the fact that morality in ordinéfg and also in business requires
that innate drives are either suppressed or tradscefor people to act in morally
acceptable ways. Consequently, the attempt tdyusgtiofit on the basis of the fact
that the desire for it is innate and universal lohamans fails to provide any

cogent justification for profit.

24



Some businesses might want to justify their prgyitsaying that the fact that they
are recording profit is proof that profit is jus#l and also indicative of the
integrity, utility and moral goodness of their messs. This position is presupposed
in the typical question that “how can our businbesdoing so well if it is not
good”? A major flaw of this standpoint is that @nomits the fallacy of circularity.

It presupposes the very claim that is in need stifjaation.

Another approach that may be adopted in the quesgtrdvide justification for
profit is to make a distinction between the goathe economic system, which is
primarily to enhance the economy as well as theradvavellbeing of all
stakeholders in an economy, and the goal of busiwésch is generally construed
as maximising profit for the owners of businesse Hoal of maximising profit is
considered to be justified if it is consistent waéthd enhances the attainment of the

economic and overall wellbeing of all in society.

In connection with the above, it may be assumed ftivaprofit to be justified it

must fulfil a number of preconditions, first of whiis that it must be legitimately
earned and reasonable within the context of busiresivities. The challenge
however is that of how to conceptualise what issoeable and legitimate for
business in its quest for profit. A possible way donceptualise profit that is
reasonable and legitimate for business is to twgitit what the market can bear.
The argument is that profit is reasonable, legitenand therefore justified to the
extent that the market can bear it and customerdquat. If it were not reasonable
and legitimate, customers would not pay for it. ent is maintained that profit is
determined by the interplay of the forces of demand supply in the market

place. A problem with this position, however, it there are occasions when
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customers do not have much choice but to pay fdaiceproducts at excessively
high price. Situations of scarcity provides a gezdmple of this.

Another precondition considered to constitute #fjaation of profit is the specific
contribution of business or owners of businesgtdifpgeneration. In this regard, it
Is expected that profit would be proportional te tontribution of owners to the
generation of profit. The argument may be extenethe claim that businesses
and their owners have a moral conscience by viofuehich they would always
respect the rule of proportionality and ensure prafit remains within the limits
of proportionality. A problem here is that therene guarantee that business
owners would always respect the demands of the afl@roportionality as many
of them are known to exploit customers as oftethag can get away with it. This
is especially so because the key operational giman the market place is that
businesses should attempt to sell at the highessilpie price while customers
should try to buy at the lowest possible price.siBes, there is also the challenge
of how to determine what profit is proportional ttee contribution of business

owners.

Conclusion

We have discussed issues pertaining to do naturguatification of profit.
The nature of profit has been conceptualised ad vehkeft of the gross
receipt after all expenses have been paid in mé&ss It is the surplus or
gain from legitimate business activities. A numbérapproaches for the

justification of profit have been presented irstl@cture. These include an

appeal to what the market can bear, the interpfaye forces of demand

and supply, what is reasonable and fair, as welhasmoral integrity of
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business owners. A number of problems with thé&ete to justify profit

have also been discussed.

Post-Test
1. Define what profit is ?
2. Outline two attempts to justify profit and spedheir problems.

3. What is the precise relationship between profit lansiness?

References

Andrew Crane and Dirk Matten. 200Business Ethics. Oxford: University
Press.

John C. Maxwell. 2003There Is No Such Thing As Business Ethics. New
York: Warner Business Books.

Laura Pincus Hartman. 1998Perspectives in Business Ethics. Chicago:
Irwin/McGraw-Hill Company.

27



LECTURE FOUR:

What isa Corporation?

Introduction

One of the issues central to business ethics ipocate social responsibility.

However, before we can adequately discuss thig iaad ascertain whether or not
it would be proper to assign any form of sociapmssibility to corporate entities,

it is essential that we clarify what a corporatienAt least, it is fairly obvious that

corporations are not the same as individual persohkence, before we can
properly identify the kinds of responsibilities porations might have, we need to

define, in very clear terms, what they are and ey exist.
Objectives

Our objective in this lecture is to clarify whatrporations are and the kind of
entities that may be rightly referred to as corpors. We would also determine
whether or not corporations can, properly speaki@ye social responsibilities.
At the end of this lecture, candidates are expetctédve a good understanding of:

1. What a corporation is.

2. The essential features of a corporation.

3. The debate on the possibility of corporate entitfess/ing corporate

responsibilities.

Pre-Test
1. What is a corporation?

2. ldentify the key features of a corporation.
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3. Can a corporation have social responsibility?

CONTENT

What isa Corporation?

In global economy, the corporation is the most a@mt form of business entity.

While a corporation is a business entity, not lalisiness entities are corporations,
and not all corporations are profit making businessties. For instance, some
charitable organisations and universities havestaeis of corporations but are also
not-for-profit-businesses. Given the above, itngportant that we note that our

primary concern is with corporate entities thatestablished for profit.

Essential Featuresof a Corporation

Two of the essential features of a corporation eygal in defining it are its legal
status and ownership of assets. From the legapgetise, a distinction is made
between the corporation itself on one hand andetlhvaso work in it, manage it,
invest in it, or receive its products and servioasthe other hand. The former is
described as a separate entity that is indeperadahe latter. It is in this regard
that corporations are considered to have perpsticession in the sense that they
can survive the death of any individual invesemnployee, or customer.

With regards to ownership of assets, it is the a@on itself, as an entity, that
owns assets and not its shareholders or managarsn#tance, the factories,
buildings, equipments and vehicles of Coca-Colatlageproperties of Coca-Cola
and not of its shareholders. All that shareholdsve are shares in the company
that entitles them to a dividend and a say in sdewsions affecting how and who

administers the company. Other features of a catjpm include:
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1. They are regarded as artificial persons by the lawhis regard, they are
seen as having rights and responsibilities in $pcjast as any individual
citizen has.

2. Corporations are notionally owned by shareholderg Btill exist
independently of them. It is in this sense thabaration is said to own its
own assets, and its shareholders cannot be hgldnsble for its debts or
any damage caused by the corporation.

3. The managers of a corporation have a fiduciaryarsipility to protect the
investments of the shareholders. Hence, the marexgesh a corporation is
expected to hold the investments of shareholdenrsigt and to, at all times,

act in their best interest.

The above suggests that corporations have cegaponsibilities, but it does not
yet establish that they have moral responsibilitiésnce, it is necessary that we
clarify further, the nature of the responsibilitteat corporations have.

The question of corporate moral responsibility

A question that comes up in the discourse on #weisif a corporation is whether
or not they can be rightly said to have any moeaponsibility for the rightness or
wrongness of its actions. There are argumentsetefiiect that corporations can be
held to be morally responsible for their actionswéver, they are all premised on
the fact that apart from being legally independentporations also have agency

independent of their members.

There are two principal arguments in support of #gency independence of
corporations. The first appeals to the fact tharafrom individuals that take

decisions within a corporate entity, every corporahas its own internal decision
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making structure which directs corporate decisiohne with predetermined goals.
Given this structure, when the various elements cdrporation act together, most
of the corporation’s actions cannot be assignedttibuted to any individual
decision or action. Hence, no individual can bedaly held responsible for any
corporate action. The internal decision makingcitie of any corporation can be
seen in its organisation chart as well as in ital@shed corporate policies that
determine the company’s actions far beyond therittion of any given policy.
The important point being made here is that compmra normally have an
organised framework of decision making which, hying down an explicit or
implicit purpose for decisions, transcends the &ark of responsibility of any

individual.

The second line of argument in support of the agemzependence of
corporations in addition to the above is that allhpanies have a set of beliefs and
values that specify what is generally regarded ight ror wrong within a
corporation. This set of values and beliefs is km@s organisational culture. It has
a very strong influence on the ethical decisionimgkand behaviour of
individuals within a corporate entity. Hence, masfythe actions, decisions and
issues for which corporations receive moral prasdlame are traceable to the

company’s culture.

Given the above, we can conclude that corporatltmge some level of moral
responsibility beyond the responsibility that indivals constituting the
corporation. Indeed, apart from the fact that #gal system of many developed
countries treat corporations as legal or artificérsons that have legal
responsibilities, they are also considered by masyhaving moral agency that

shapes the decisions made by those in the corporati
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Conclusion

In this lecture, we have discussed what a corpmras and identified its key

features to include its legal status and ownersifigssets. The fact th

corporations have agency independent of their mesries been identified

as a premise that establishes that they can bdyrighld to be morally

responsible for their decisions and actions.

at

Post-Test
1. Identify the essential features of a corporation.
2. Justify the view that corporations can be held nhhpnesponsible for

their decisions and actions.
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LECTURE FIVE

Cor porate Social Responsibility

Introduction

With an understanding of what a corporation is twat have gained from the

previous chapter, we are now in a better posittoaxamine one of the key issues
in business ethics. This is the question of whetrenot corporate entities have
any social responsibility. However, it would be gfal to adopt the method of

analysis to answer this question. This involvesakireg down a complex concept
to its simplest components so as to clarify itsualcimeaning, significance and
implications. Hence, a separate understandingeoidéa of a corporation and that
of social responsibility would enhance an undeditapn of the more complex

notion of corporate social responsibility.
Objectives

The objective of this lecture is to examine the aidef corporate social
responsibility in a way that would clarify whatniteans to say that a business has
some social responsibilities and the precise nailitiee social responsibilities that
corporate entities have. By the time we conclude tbcture, we expect that
candidates would have a clear understanding of:

1. The meaning of corporate social responsibility.

2. The nature of the social responsibilities that besses have.

3. The major forms of social responsibilities gengradicognised in the study

of business ethics.
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Pre-Test
1. Define the notion of social responsibility.
2. Discuss any two reasons why corporations haveksponsibilities.
3. ldentify any three forms of corporate social resploifities

CONTENT

What isa social Responsibility?

Generally speaking, a social responsibility is @ydinat one has, either as an
individual or a corporate entity in society, to eresthat social wellbeing is not
hindered but enhanced. More specifically, it coeaan intelligent, unbiased and
selfless concern for the wellbeing of society whasures that individuals or
corporate bodies restrain from those activities @@ harmful to society as a

whole or any of its segments.

Corporate Social Responsibility

Given the understanding that a corporation is anless entity that has a primary
objective to make profit, has a legal status andassets, and the idea that social
responsibility connotes an intelligent and objestoncern for the welfare of
society which prevents one from any behaviour thay be harmful to society, the
idea of corporate social responsibility may be dbsed as the obligation that
business entities have to refrain from any actithgt may be harmful to society or

any of its sections as they strive to make or maarprofit.

The Question of Corporate Social Responsibility
Milton Friedman is perhaps the most ardent cufiche idea that corporations

have any social responsibility. In his article, €ltSocial Responsibility of
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Business is to Increase its Profits”, Friedman adyuehemently against the view
that corporations have any social responsibilitydoel profit making for their
shareholders. His position is premised on threia paints:

The first is that only humans have a moral respmiityi for their actions. His

argument here is that because corporations ar@uroans they do not have any
moral responsibility for their actions as autonosantities. He explains further
that since corporations are set up by individuahan beings, they are the only

ones who can be individually responsible for thitoas of the corporation.

Friedman’s second premise is that as long as aowarpn abide by the legal
provisions of the society in which it operates, thely responsibility of the
managers of the corporation is to make profit. Téithe primary reason for which
the corporation came into existence and for whiwh mmanagers are employed.
Pursuing any other objective would amount to a dyalr of their special
responsibility to shareholders and a form of tifrefin shareholder’'s money.

Third is that social issues and problems are tbegarconcern of the state and not
corporate managers. Friedman contends that cogpananagers should not and
cannot decide what is in the best interest of $pci@ his opinion, this is the
prerogative of government as corporate managersia@tker trained to set and
achieve social goals nor are they employed or ettt do so.

Corporations Do Have Social Responsibilities
It is generally accepted that corporations haveasoesponsibilities beyond profit
making. Indeed, there are several arguments toefifiest even though many of

them are from the perspective of the enlightenéfdrderest of corporations. They
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are largely to the effect that corporations shoaidl actually take on social
responsibilities because it is in their self- ie&rto do so. The following are some
of the reasons why corporations take on socialomesipilities:

1. Businesses that are socially
responsible are likely to attract more customergenthose that are socially
irresponsible may experience undesirable consurmrna. For example,
they may have their goods and services boycotiedustomers..

2. Corporate social responsibility
Is a way of making a positive and long term invesibthat would facilitate
the evolution of a more educated, more equitabte safer society. Such a
society would provide a better social environmeithiw which corporate
entities would be better positioned to pursuertb@iporate interests.

3. Better, more skilled employees
are likely to be attracted to corporations that @asidered to be socially
responsible. Employees are also more likely todbleet more committed to
corporations that are socially responsible thary theuld be to those that
are not.

4. Being socially responsible
would facilitate corporate independence as thereldvbe the reduced need
for governments to legislate in corporate matters.

5. Corporations, through their
activities, generate social problems and as sugk hasocial responsibility
to resolve such problems and also prevent otheéalgmoblems arising from
them. One of such problems is the problem of enwivental pollution
caused by many manufacturing industries.

6. In  contemporary  society,

corporate entities wield tremendous socio-econoama socio-political
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influence and also have great resources at thgnodal. They should use all
these responsibly in ways that would enhance saeHéare.

Corporate activities have social
impacts on all stakeholders through the provisind distribution of goods
and services, employment of workers, payment oésaypublication of
financial statements, and other corporate actidss.such, corporations
cannot escape responsibilities for the social &ffed their actions, be it
positive, negative or neutral.

Corporate entities benefit from
society in the sense that the latter provides thdgom as well as all the
resources required by former to function. This isg®a duty on corporate
entities to take into account the interest of drger society as they embark

upon their profit making activities.

However, critics of the idea of corporate sociap@nsibility contend that when

corporations act in ways that are socially resgmasout of enlightened self

interest , such actions are not truly acts of $wesponsibility but acts designed to

enhance their profit carried out under the guisearporate social responsibility.

But, in reality, what actually matters is the matien of the corporate entity

engaged in an act that is being contested as omseaml responsibility and not

whether or not it enhances corporate profit. Thedrtant question is whether

desire to make profit or to be socially responsiblthe main motivation behind an

act. If it is the latter, the fact that it results profit would just be a happy

coincidence that does not deny the act the stdtcrporate responsibility.

Formsof Corporate Social Responsibilities
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What appears to be the most accepted model of @gaeocial responsibility is
the ‘four-part model proposed by Archie Carroll. Eenstrues corporate social
responsibility as a complex concept that has fasertial components, levels or
aspects that are interrelated: economic; legal;icath and philanthropic
responsibilities. These levels of responsibiliaes usually presented in such a way
that corporations are expected to satisfy all einthin order to be truly socially

responsible. They are discussed below:

Economic responsibilityBusinesses are set up basically to generate foofiteir
owners, provide good-quality products for theirtongers or clients, and also well
paying jobs for employees. Achieving these objadiwonstitutes the basic
economic responsibility of businesses, and it esdktent to which this economic
responsibility is fulfilled that a business could &aid to be a properly functioning
and viable economic unit. Besides, the economipaesibilities of generating a
profit, providing good-quality products, and wellypng jobs is considered as the
basis for all other forms of responsibilities.

Legal responsibility The legal responsibility of corporations placesoafigation

on them to carry out all their activities in accande with the law or all the legal
requirements of the society in which they operHtes in this regard that they are
expected to play the game of business accordinthéorules of the game of
business. Law, in this regard, may be rightly carest as the codification of the
moral values of society. Hence, abiding by themeguisite for further reasoning

about social responsibilities.

Ethical responsibility: Ethical responsibilities are the obligations thatporate

entities have to do what is right, just, and faner when there are no legal
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requirements that they should do so. They condishase general expectations
that society have towards corporate entities. Thesgdude for example

maintaining a safe environment.

Philanthropic responsibility: The Greek word, philanthropy, means the love of
fellow humans. Hence, philanthropic responsibgitaf a corporation include all
that it can do to improve the quality of life of ikmployees, local community and
society in general. This responsibility includestable donations, support for
local schools, sponsoring social events such asts@and arts, and building
recreational facilities for employees and their if@a or even the local
community. Generally, it includes all those thinlgat are desired of corporations
but which they are not required to do. As suchs ttategory of responsibilities
appear to be the least important of the four categoof corporate social

responsibilities.

The four-part model of corporate social responigybis quite pragmatic in the
sense that while it structures the different doogsponsibilities into various
segments, it acknowledges and gives premium to démands placed on
businesses to be profitable and legal. Howevena# a limitation of specifying
how a conflict between any two or more of thesspoasibilities should be
resolved. For instance, what should a businesanisgtion do when the
responsibility to be efficient and profitable clhets with that of providing secure

jobs for employees.

Corporate Social Responsiveness
The idea of corporate social responsiveness focasethe strategic aspects of

corporate social responsibility that deals with hmwporations actively respond to
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social concerns, expectations and pressures.digsribed as the action phase of
corporate social responsibility which articulates ttapacity of a corporation to
respond to social demands and pressures. In thadeArchie Carroll presents
four strategies of social responsiveness. Theypuatiened below:

Reaction: corporations may deny having any responsibility $ocial issues by

arguing that these are the responsibilities of guvent.

Defence: this involves the admittance of responsibility Btithe same time doing
only the least that appears to be required. Hemgocations engage in superficial

public relations rather than positive action.

Accommodation:here, the corporation accepts social responsdsileind does its

best to do what is demanded of it by relevant gsangsociety.

Proaction: the corporate entity anticipates what society maxgect of it in future
and on the basis of this does more than what igietly expected. In this regard, it

goes beyond current industry norms.

Corporate Social Performance

Usually, the economic performance of corporatiomsassessed and measured. In
the same way, there is a growing demand that sosiial performance should be
evaluated and measured. This demand gave riseetadéa of corporate social
performance which focuses on the assessment oéxtemt to which corporate
entities meet up with their social responsibiliti€@onald Wood in this regard

provides a model for measuring the social perfogaasf corporations in terms of
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social responsiveness and the outcomes of corpbedtaviour. These outcomes
may be seen in three basic areas:

Social policies: these are the obvious and clearly defined corpquatieies stating

a company’s values, beliefs, and goals with re¢@arts social environment.

Social programmesthese include the actual programmes, activitiesasmes,

and tools employed to achieve the social policfess @rporate entity.

Social impact:the social impact of a corporation can be assdsgéabking at the
actual changes it has recorded through its implésdgorogrammes within a given

time frame.

Conclusion

This lecture discussed the idea of corporate saegponsibility. It bega

| =]

with an outline of Milton Friedman’s denial of thetion of corporate socia
responsibility before examining some of the keysog® why corporations
take on different forms of social responsibilitié¥e also discussed four
basic forms of social responsibilities: economiegdl, ethical and
philanthropic. The notions of corporate social Fsiveness and corporate
social performance were also discussed as offshobtthe notion of

corporate social responsibility.

Post-Test
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1. Discuss the major reasons for Milton Friedman’sialeof the idea of
corporate social responsibility.

2. List any five of the reasons why corporations tage social
responsibilities.

3. Delineate the major forms or levels of corporate@aaesponsibility.

4. Discuss the idea of corporate responsiveness amdotlr strategies it
may involve.

5. What is corporate social performance and the thma@r area it may be

assessed?
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LECTURE SIX

Stakeholder Theory

Introduction

The last lecture focused on the idea of corporateakresponsibility which deals

with what corporations are responsible for, howhsiegsponsibilities arise and how
they can be met. This chapter examines who coliposaare responsible to. The
broad category of the people or entities that pa@te entity may be responsible
to are called the stakeholders, and the stakehdldeory identifies who a

stakeholder is and why they matter in any discoorséhe social responsibility of

corporations.
Objectives

The objective of this lecture is to examine thé&ealwlder theory. At the end of this
lecture, candidates are expected to understarfoltbeing:

1. Who a stakeholder is.

2. Why stakeholders are important.

3. Different forms of stakeholder theory

Pre-Test

1. Define who the stakeholders of a corporation are.
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2. What is the relevance of stakeholders to the idkeacasporate social
responsibility.

CONTENT

The stakeholder Approach

While the idea corporate social responsibility @agh focuses on corporations
and their social responsibilities, the stakeholdpproach concentrates on the
different groups to which corporations have socegponsibilities. The basic
premise upon which the stakeholders approach redtsat corporations are not
and should not be managed in the interest of #i@reholders alone. Rather, there
are an array of groups that have justifiable gg&s in corporations apart from the
shareholders. These groups are described as tkehstders in a corporation.
Hence, a stakeholder in a corporation may be defagany individual or group
that can be affected or that can influence theviigtor accomplishment of the
goals of an organisation.

The stakeholder approach thrives on two basic jplies the principle of

corporate rights and the principle of corporateseff The first maintains that a
corporate entity has an obligation not to violake trights of any group or
individual in society. The second affirms that agdions are responsible for the
effect of their actions on other members of soci€ywen these principles, a
stakeholder in a corporation is any individual coup that either benefits from or
Is harmed in any way by the corporation. Alterngliyy a stakeholder may be any
individual or group whose rights may be violatedr should be recognised and

respected by a corporation.
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From the above, it is fairly obvious that the staiders of corporations may differ
from corporation to corporation. Indeed, they maxere differ for the same
corporation in different situations or periods, for different tasks or projects.
However, in a general sense, the stakeholdersaoiroration would include its
owners (shareholders), employees, customers, suppEnd any other category of
people who can affect or be affected negativelpasitively by the corporation.
The relationship between a corporate entity andtakeholders is usually two-
dimensional in the sense that just as a corpordias obligations towards its
stakeholders, the stakeholders may also have sdmligations towards the
corporation, their own stakeholders and other $takiers of the corporation in

guestion.

Importance of Stakeholders

There are at least two reasons why corporations Bame responsibilities towards
their stakeholders. The first is from the legalgpexctive, which holds that, legally
speaking, other groups beyond shareholders haeauirge or legitimate stake in a
corporation. For instance, corporations enter ietgally binding contracts with
employees, contractors, suppliers. Besides, theran icontemporary society a
network of laws that makes it obvious that a widayof groups can lay claim to
some rights on the corporation. From the econormispective, the economic well
being of a number of people are affected by thelitimm of a corporation, and this
should be given adequate consideration by the catipa. These may include
employees, customers or clients, shop keepers\argovernment that needs the
tax paid by corporations to run and provide soaalenities for the general

citizenry.
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Given the importance of stakeholders, corporatibegpnd their fiduciary duty to
protect and enhance the interest of their sharehgldlso have a responsibility to
protect and enhance the interest of other stakelmldn a significant sense, the
long-term survival and prosperity of corporatiorpend on how they attend to the
interest of stakeholders.

Types of Stakeholder Theory

The following are the different forms of the stailkeler theory that have emerged:

Normative stakeholder theorythis attempts to articulate the reasons why

corporations should give adequate attention tartegests of their stakeholders.

Instrumental stakeholder theorythis theory tries to determine whether or not, and
the extent to which, it is beneficial for a corpaya to give attention to the

interests of its stakeholders.

Descriptive stakeholder theoryhe focus here is to determine whether or not, and
how corporations actually attend to the intereftb@r stakeholders.

Conclusion

L4

This lecture discussed the stakeholder theory.idAfetified the stakeholder
as any individual or group that may be affectedatiggly or positively by
the activities or decisions of a corporation. Ie ttourse of the lecture, we
discussed the principles of rights and corporatecef upon which the

stakeholder theory thrives. Also discussed is mgoirtance of stakeholders

from both the legal and economic perspectives befeg identified three
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basic forms of the stakeholder theory.

Post-Test

1. Who is a stakeholder?

2. Discuss the principles of rights and corporate atfia relation to the
stakeholder theory.

3. ldentify the three types of stakeholder theory.
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LECTURE SEVEN

Corporate Citizenship

Introduction

During the middle of the 1990’s, the concept ofptwate citizenship evolved as a
new means of examining the social responsibilitycofporations. It emerged in
response to the perception that the concepts ofptrate social responsibility”,

“corporate social performance” and “ corporate abcesponsiveness” do not

adequately address the social responsibilitiescibigiorate entities have.
Objectives

The primary goal of this lecture is to examine ttiea of corporate citizenship.
Candidates are expected to understand the following

1. Why the concept of corporate citizenship emerged.

2. What the concept of corporate citizenship means.

3. The place of the notion of corporate citizenshipthe study of business

ethics.

Pre-Test
1. What is the difference in the concepts of corpo@teenship, corporate
social responsibility, corporate social performarered corporate social

responsiveness?
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2. Define the idea of corporate citizenship.

CONTENT
Reasonsfor the ldea of Corporate Citizenship
There are a number of reasons why the idea of catgaitizenship evolved in the

study of business ethics. Some of these are higkligbelow:

1. Business practitioners have never been comfortaiite some of the key
terms used in business ethics. For instance, time tBusiness ethics” is
treated with suspicion as if it suggests that bessnis originally devoid of
ethics or that business and ethics are opposed.

2. Similar to the above, there is the suggestion thatnotion of corporate
social responsibility is introduced into busineisas to remind business of
something it should do which it, hitherto, has igreb More specifically, it
suggests that it reproaches business for failing fulfil its social
responsibilities.

3. Concepts such as corporate social responsibilitgrparate social
performance and corporate social responsiveness wioduced into the
study of business ethics by academics. Hence, thene treated with
suspicion by business practitioners and this madddifficult for such
concepts to gain legitimacy and total acceptandkarbusiness arena.

4. The concept of corporate citizenship became necegpeen the fact after
the emergence of newly founded, reorganised ontaker states in Eastern

Europe, questions were raised over the role ohbas and government in
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society and in the political organisation of thavngolitical communities.
Likewise, issues were raised about the need tofirled@nd reallocate
values, rights and duties in the new political camities.

5. With the process of globalisation and the cognabsien of the powers of
the state, the idea of national citizenship is b@ng weak and this has
raised questions over how citizenship should bendédfat the global level.
Besides, with the increasing relevance of corpoeattities at the global
level, and their recognition as an important playethe global arena, the
discourse on global citizenship is often engagedaghith the discourse on

the idea of global corporate citizenship.

The Meaning of Corporate Citizenship
There are three distinct perspectives on the mganincorporate citizenship.
These are the limited, equivalent and extendedppetwes. We shall now

examine each of these in turn.

The Limited Perspective of Corporate Citizenship

This perspective of corporate citizenship is emetbyto identify the

responsibilities and roles of a corporation inlitsal community. Here, the local
community is focused on as the main stakeholdea obrporation. It is in this
regard that being a good corporate citizen is offentified with the fulfilment of

philanthropic responsibilities that may be consdens a discretionary activity
beyond what is expected of business. The limitedvvof corporate citizenship
involves giving back to society and it is based tba understanding that the

corporation has first received from society.

The Equivalent Perspective of Corporate Citizenship
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This conception of corporate citizenship is justugaate on the idea of corporate
social responsibility. It defines corporate citigeip as the extent to which
business entities fulfil their economic, legal, ie#th and discretionary
responsibilities expected from or imposed on theynrélevant stakeholders.
Although, from an academic viewpoint, this definitiof corporate citizenship is
not very helpful as it appears to be conceptuallyfusing, it is still well accepted

and prominently employed by business practitioners.

The Extended View of Corporate Citizenship

This view on corporate social responsibility begmith an understanding of the
idea of citizenship that is dominant in most of theustrialised societies which is
based on the liberal tradition. Here, citizenstspdefined in terms of a set of
individual rights that may be categorised into ¢hre

» Social rights that provide an individual with thibdrty to participate in
society. These include right to education, heathca other forms of social
welfare. They may also be referred to as positights since they specify
entitlements from third parties.

» Civil rights which protect individuals from abusasd interference by third
parties, especial government. These may includbtsigo own private
property, freedom of speech and the rights to emgadree markets. They
are usually described as negative rights because photect individuals
from the interference of stronger powers.

» Political rights include the rights to vote or beted for. This generally
speaking, enable the individual to take part inphecess of collective will
formation beyond the sphere of his or her own griva

Given that it is the responsibility of governmemt @phold these rights for
individual citizens, at its face value, the ideacofporate citizenship is difficult to
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understand. This is especially so because sodigbalitical rights cannot be easily
regarded as the entitlements for a corporation.elwiess, corporations may be
regarded as citizens, not because they have emtitlis like any real citizen, but
because they are powerful public actors that havesponsibility to respect the
rights of real citizens. Besides, the failure ofvgament to fulfil some of its

statutory functions and the increase in corporategn show that corporate entities

have, in reality, taken on a definite politicaleah society.

As such, corporations take on citizenship at thatpat which government fail to
be the only counterpart of citizenship. In thisaelj corporations may be said to
have partly taken over governmental functions ispeet of the protection,
facilitation and promotion of citizen’s rights. @sder the examples below:

» Social rights: in developing countries where gowsents cannot or do not
want to address the welfare of citizens effectiyelyrporations have taken
up the responsibility of providing good working éamwment, ensuring that
workers get a living wage, provision of schoolsdial facilities and other
social amenities under the name of corporate cisizgp.

» Civil rights: given the increasing influence of porations in contemporary
society, they can exert pressure on governmentiie Up to their
responsibilities in the protection of the civil g of citizens. In this regard,
many oil corporations operating in the Niger Daiggion of Nigeria are
found wanting in the roles they play in the resimic of the rights of the
indigenous people in the area.

» Political rights: while there has been an incregsapathy in elections in
many countries, individuals appear to be more mgllio engage in political
actions against corporations rather than governmdhis has made
corporations more vulnerable to political pressures
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On the basis of an understanding of the emergingsrof businesses in the
administration of social, civil and political rightthe extended view of corporate
citizenship maintains that corporate citizenshigbeut the corporate function of
administering the citizenship rights for individsaSocial rights are administered
for citizens through the provision or non-provisiohsocial amenities or services.
Civil rights are administered through the enablinotg of either capacitating or
restraining citizen’s civil rights. From the perspee of political rights,

corporations are now an additional avenue througiciwindividuals can exercise

their political rights.

Corporate citizenship may be the result of a vaont self interest driven
corporate initiative or may be public pressure enivAlthough, many corporations
claim that they do not want take up any politicale in society, they are often

constrained to do so due to pressure from actigistait of necessity.

An Evaluation of the Idea of Corporate Citizenship
The important question here is to determine if ithea of corporate citizenship
provides a new and useful way of approaching bgsieghics in comparison to the
idea of corporate social responsibility, stakeholteory or any other relevant
theory. While it appears that the limited and egleat perspectives do not quite
add anything new to our understanding of busirethgs, the extended view
seems to add new things. These include the follgwin
» It illuminates better, the political role of corpmions and clearly articulates
the demand for corporate accountability.
* It helps us to understand better some of the aigdie presented by the on-
going process of globalisation.
» |t provides a more critical view on the social rofebusiness .
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* |t outlines new goal for business ethics with regato the rights of

citizenship, which include rights to equality, ara safe and c

environment .

lean

Conclusion

This lecture discussed the factors necessitatiagettolution of the idea ¢
corporate citizenship as well as three perspectmesits meaning; th
limited, equivalent and the extended. The extended has been identifie

that view that brings a new perspective into bussrethics.

f

({2

d

Post-Test

1. Discuss the factors underpinning the evolutionh& tdea of corporate
citizenship.

2. ldentify the various views on the idea of corpo@teenship.

3. Which of the views on corporate citizenship do ymnsider to be the
most significant. Give reasons for your position.
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LECTURE EIGHT

Corporate Governance

Introduction

There has been a global clamour for improvementcaonporate governance
structure. A reason for this is the collapse of dogporate entities as Enron in the
United States of America due to large scale fraudroitted by their directors and
auditors. Indeed, many of the corporations in retiemes are found to engage in
acts of mismanagement and decisions that are iaima the interests of the
stakeholders and survival of the corporate entit\s believed that the installation
of sound corporate governance would result in cangsabeing diligently directed
by their boards and management. When one thinkstatmyporate governance,
one has in mind a corporate body whose stakehofitersupposedly guided by a
set of rules and regulations that ensures that inglesindividual is able to
dominate the activities of the corporate entity #mat it is properly and efficiently

administered.

Objectives
After studying this chapter, readers will be aloleld the following:
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1. Explain the concept of corporate governance.

2. Describe the nature, significance and scope ofaratp governance.
3. Identify threats to effective corporate governance

4. Evaluate the theoretical framework of corporateggnance.

Pre-Test
1. Define what corporate governance is.
2. Discuss the significance and scope of corporatemance.

3. ldentify some of the threats of effective corporgweernance.

CONTENT
M eaning of Cor porate Gover nance
The expression “corporate governance” refers toseteof mechanisms through
which outside investors are protected from expein by insiders in
corporation. According to the Oxford Advanced Lesai® Dictionary of Current
English, 7" Edition, the word ‘expropriation’ means:

(a)Government or an authority officially taking awayvate property from its

owner for public use.

(b) Taking somebody’s property and using it withoutnpigsion.

Expropriation takes several and different dimensivhich include the following:
(a)Outright theft or wrongful conversion of assets.
(b) Approving excessive executive compensation packdgeh erodes the
cash resources of the corporation and corruptligless top management.
(c) Entrenchment of inept management team which lamkss and runs the

corporate body ineffectively.
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(e) Committing hard-earned resources on uhtive ventures which
benefit only a privileged few.

Corporate governance deals with the ways suppbérsnance to corporations
assure themselves of getting a return on theirstmvents. They make sure that
managers do not misappropriate the capital or inuesbad projects. Hence,
corporate governance is understood primarily asgb&bout the prevention of the
kind of theft that can be executed by either thenagament or board or both of

them.

Nature, Scope, Significance and Threatsto Good Cor por ate Gover nance

Nature

(a) It encompasses efficient and effective asset n&nagt in consonance
with the ambit of regulatory, compliance and ms&nagement principles.

(b) Good corporate governance shows the commitmembaogagement to
adhere to sound and appropriate conduct.

(c) It promotes the commercial life and piagdility of a firm.

(d) Good corporate governance ensures the compliamtterdorcement of
best corporate practices.

(e)Good corporate governance facilitates sound andramgbusiness
procedures, processes and policies. These mitiggte and bring about
optimal operational activities.

(f) It facilitates internal audit monitoring and evaioa of the internal controls
which are designed to mitigate all kinds of risks.

Scope of Cor porate governance
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Corporate governance covers the areas of compliante the corporate and

company law, code of best practices and ethicahaprisk management so as to
safeguard assets from expropriation and the ias@l and maintenance of
internal audit functions in their helper and apgahroles.

Significance
The following are some of the reasons why corpagateernance is important:

(a) It facilitates the production of quality goods ahd supply of efficient
and economic services at the least possible cost.

(b) Good governance is the system by which corporatoasnanaged. It
means the obligation to ensure appropriate anduadecssontrols over a
corporation’s operations so as to achieve the Kggctives set in an
ever changing environment.

(c) Itis a scientifically outlined way of generating@mpetitive and
reasonable return on investment for the sharehmlder

(d) It serves as an effective means of preventing fraoigporate
failure and collapse. Indeed, the collapse of lagporations such as
Enron in the United States of America and Polly Pand Maxwell
Communications in the United Kingdom was attribuiethe large scale
fraud perpetrated by their directors and auditors.

(e) Effective corporate governance enables an estafdishto evolve
business excellence. It is capable of enhancingdboampetence and
teamwork which will result in much improved bengfito the

shareholders.

Threatsto Effective Corporate Governance
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Inadequate information about members of board andanagement In most
corporations, shareholders have information aboaitbbards and members of top
management, as well as about the general affaitseotompany only at Annual
General Meetings that are poorly attended. Besiosrmation distributed are

substantially window dressed.

Insincerity on the part of members of board and nmagement Directors and
management staff who are entrusted with the runaintipe affairs of businesses
usually see standards put in place to enhance @ggovernance as a set of rules

to be circumvented.

Ignorance on the part of stakeholderstakeholders are often ignorant of their
statutory corporate rights and responsibilitiesisTienders them more vulnerable
to expropriation and other forms of exploitatiomdéed, the existence of a body of
well informed and educated stakeholders would erdnanrporate governance.

M eans of Enhancing Cor por ate Gover nance

The following some of the ways corporate governaiméd be enhanced:

Recognition and codification of the roles and resmibilities of boards and
management: Corporations should facilitate the efficient disolpe of the
responsibilities and duties of directors and mansgd by law. This can be
achieved by ensuring that appropriate rules andlaggns are put in place to
guide directors and management on how to run catpaffairs. It would also be
necessary for adequate arrangement to be madeuoeathat laid down rules and

regulations are followed.
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The nature and structure of the board’he board should consist of distinguished
individuals from diverse backgrounds. The boardukhto be structured in such a
way that it can achieve three ends which are sthtesi

(a)Proper understanding of, and ability to effectivatidress the matters of
the company.
(b) Effective review and appraisal of the output of agement.

(c) Exercise of incisive and unbiased judgment.

Independence of the Boardthe board should consist of individuals with
independent status and minds. They should be imdep¢ of management and
free of all business and other relationships wicimhld or be perceived to interfere
with the exercise of independent judgment with rdgato the affairs of the

corporation.

Well articulated Code of conductthe indexes of moral behaviour within the
corporation should be well defined, published aratinmery should also be set up
to ensure that they are followed by all the direstacop management, and

employees.

Verification of financial reports Each corporate entity should have a structure to
independently verify and preserve the sanctityhefits financial reporting. Hence,
there is a need for a formidable structure of nenveédd authorization to ensure that
there are truthfulness and accuracy in publishédrmmation on the company’s

financial position.
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Publication of relevant information about the compg shareholders should have
free, undiscriminating and timely access to all assary information on the
company’s operations . This includes its finanpiasition, governance, ownership
structure and performance. Such information shdd@dactual and presented in

unambiguous and standardized formats.

Respect for Shareholder's Rightdhe shareholder’s rights should be respected
and facilitated effectively. A company ought to ewer its shareholders by
effectively communicating with them and makingatg for them to attend general

meetings.

Effective system of risk managemermjood corporate governance requires a good
theoretical framework which recognises and managgks effectively. This is
essential for the survival of a corporation, esalgciin the face of the global
economic crisis. This calls for the tools of idén#tion, assessment, monitoring
and managing all kinds of risks relating to produtt marketing, financing, and

inflation.

Adequate remunerationcompanies should evolve adequate remuneratiocig®l
that would encourage and maintain competent andvatetd employees, top
management and directors, in the bid to achievereegd performance. To this
end, it is important for corporate entities to chgatate the relationship between
performance and remuneration. Additionally, thegqyoWhich underlies executive

remuneration should be understood by investors.
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Corporate social responsibilitycorporations owe a number of legal, social and
moral obligations to non-shareholder stakeholdect s employees, communities

and customers or clients. These obligations shioeilddequately met.

Agency Problemsin Corporate Gover nance
Agency problems which emanate in relation to ca@governance are many and

diverse. They include the following:

(a) Divergence in the private interests of the agehtas company, such as
board members and top management, and those obtperate entity.
When the individual interests of agents are cowttar those of the
corporate body, there is goal incongruity, misaggilon of resources,
lack of trust, possible fruitless litigations, inigly to earn a fair reward
on the capital employed and complete corporatartail

(b) Many corporate boards rather than perform thetusiey roles, focus on
board room’ politics, thereby derailing from theiavowed
responsibilities. Others are not sufficiently infard about the nature of
the business of the company. Some board membens s their
positions as mere status symbols.

(c) There is also the problem of inappropriate relatiop between boards
and top management. Sometimes, there may be aeprobf over-
bearing boards that do not give their chief exeeutfficers enough
room to function effectively. Alternatively, somhbief executive officers
and top management are uncooperative with the bodlekre is also the
instances in which directors are mere cronies ef ¢hief executive
officer. Such directors cannot serve as watchdogsgcan they perform

their oversight functions.
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(d) The task of selecting new board members is somsten&gusted on the
chief executive officers who tend to select pedbpé¢ they can trust. The
consequence is that such board members are nottalgerform the
statutory functions of performance evaluation, calirand criticism that
chief executive officers need to function effeclyve

Corporate Governancein Nigeria.
As a means of obtaining good governance in Nigén&a,Securities and Exchange
Commission and the Corporate Affairs Commissioitined a seventeen member
committee in June 2000. Membership of the committae across regulatory
bodies, personalities and disciplines. The terntefgfrence of the committee were
to :
(a) Identify lapses in the current corporate goveregmactices in
Nigeria, with respect to public companies.
(b) Examine practices in other jurisdictions with awito adopting
international best practices in corporate goveraandigeria.
(c) Make recommendations on appropriate changes éfféeted in the
current corporate governance practices.

(d) Examine other issues which relate to corporaieemance in Nigeria.

The committee came up with a draft code of corgogaivernance on 12 July,
2001. The final report focused on Code of Best titr@g on Corporate Governance
in Nigeria and was approved by the Boards of theufges and Exchange
Commission, being the regulatory authority of thapital market, and the

Corporate Affairs Commission being the regulatontharity of companies in
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Nigeria. The code primarily centred on directorsowdre in charge of corporate
organisations, and also on the responsibilitiestbér stakeholders, shareholders

and professional bodies.

The Code of Best Practices (2003)
The code identified three key-players in the impdatation process and
prescribed the functions and responsibilities rheof them. These are the boards

of directors, shareholders and audit committees.

Boards of Directors

Their functions and responsibilities are highlighbelow:

(a)Responsibilities of Board of Directors:

() The board of directors should be in firm control tbie affairs of the
company in a lawful, efficient and effective manneuch that the
organisation may increasingly improve on its vatusation.

(i)  The board should, with due regard to stakeholdatstests, ensure that
the value created is shared among the interestategpauch as the

shareholders and employees.

(b) Functions of a Board of Directors:
These should include, but not limited to, the failog:
(i) Strategic planning.
(ii) Selection, performance appraisal and pensation of senior executive
members.
(iif) Succession planning.
(iv) Communicating with the shareholders.

(v) Ensuring the integrity of financial cools and reports.
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(vi) Ensuring that ethical standards are maintasedi that the company
complies with the laws of Nigeria.

(vi)The chairman of the board has the primary oesibility is to ensure
effective operation of the board and as magpossible distance himself
from the day-to-day running of the comparhjich is the primary
responsibility of the chief executive offi@nd management team.

(viii) The board is the main custodian of tleeporation’s accountability.

(iX) It moderates the conflicting interesfdhe stakeholders.

(c) Composition of Board of Directors: The board shobkl composed in a
way that ensures the diversity of experience, withcompromising
compatibility, integrity, and independence. Membefsthe board should
possess the following attributes:

(i)  Uprightness in character

(i)  Distinctive competencies

(i)  Knowledge on board matters

(iv)  Entrepreneurial bias

(iv) Sense of accountability, integrity, commitment lte task of corporate

and institutional building

In addition to the above,

(v) The position of the chairman and chief executivicef should be
separated and held by different persons.

(vi) There should be a strong non-executive independeattor as vice
chairman of the board, where the position of thairohan and chief
executive officer are combined in one individual.

(d)Managing the Affairs of the Board:
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()

(i)

(iii)

(iv)

The board should meet regularly, at least once iquarter, with
sufficient notices and a formal or agenda of deéibens, so as to
maintain effective control over the company, theeaive and
management.

There should be an agreed procedure for directrd necessary,
take independent professional advice. The costisfshould be borne
by the company, in furtherance of their duties.

All directors should have access to the advice semdices of the
company secretary who should be appointed by threrdband is
responsible for ensuring that corporate procedaresfollowed and
that applicable rules and regulations are compiét. His removal
should be decided by the board only.

All the directors should have access to the adwice services of
other professionals in the areas where such assestaill improve the
quality of their contributions to the overall daois making process.

(e)The Position of Non-Executive Directors

(i)

(i)

(iii)

Non-executive directors should bring independedgjoent to bear
on issues such as integrity, performance, resoume@agement,
making key appointments and maintenance of etstealdards.
Shareholders’ approval is required where diretgsrice contracts
are to exceed three years.

Other than their fees and allowances, non-execulirertors should
not be dependent on the company for their inconmeyTshould be
independent and not be involved in any businesdioelship with the

company as this could encumber their independeiginent.

67



(iv)

(V)

(vi)

(vii)

(viii)

Non-executive directors should neither participatehe company’s
share option scheme nor be pensionable by the cogmpa

An appointment as non-executive director shoulddrea specified
period and re-appointment should be a product otelent
performance.

The entire board should decide the appointment®ofexecutive
directors. These should be done through a welhddfi formal
selection process.

Skills mix of executive non-directors should reflékse range of the
competencies needs of the company.

Proper company and board orientation should bertadden by newly
appointed directors and, where necessary, fornaaing aimed at
making them effective in the discharge of theinekishould be given

at company cost.

() The Role of Executive Directors

()

(i)

There should be full and clear disclosure of doect total
emolument, those of the chairman and highest pegdtdr, including
pension contributions, stock options, where thaiegs are in excess
of N500,000.00.

Executive directors should not play any active rake the

determination of their remuneration,.

(e)Compensation of Board Members

(i)

The remuneration of executive directors should bmtfixed in the

shareholders’ meeting, but by the board.
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(i)

(iii)

The remuneration should be recommended by the ppate
committees, wholly or mainly composed of non-
executive/independent directors and chaired by a-executive
director.

Directors’ emolument and those of the chairman taedhighest paid
director should be disclosed. The same holds fcksbptions and

any pension contribution; and future service cantira

() Reporting and Control

(i)

(ii)

(iii)

(iv)

(V)

(vi)

(vii)

It is the duty of the board to present a balanadedsonable and

transparent assessment of the company’s position.

In financial and non-financial reporting, thereais overriding need to
promote transparency.

It is the primary responsibility of the board tosare efficient and

effective internal control system.

The board should ensure that objective and prafeabrelationship is

maintained with external auditors.

External auditors should not be involved in bussnedationship with

the company.

There should be an audit committee of at leasethom-executive
directors who have written terms of reference whagal clearly with
its authority and duties.

A report on the effectiveness of the company’sesyisof internal

control should be presented by the directors iratireual report.

The Role of Shareholders and Shareholders’ ReyidsPrivileges:
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()

(i)

(iii)

(iv)

(v)

(Vi)

(vii)

(viii)

(ix)

The company, through the directors, should enthaeshareholders’
and general rights are protected every time.

It should be the responsibility of the sharehddder elect directors
and approve the terms and conditions of their thrsbip positions.
The venue of the annual general meeting shouldabefudly chosen
such that shareholders could attend and vote ant b
disenfranchised as a result of distance and cost.

Before the annual general meeting, notices shaaildispatched

at least 21 working days, with such details as ahreports, audited
financial statements and other information that loanable the
shareholders to vote properly on any issue.

A separate resolution should be proposed by tlaedoat the general
meeting on each substantive issue in such a waythibg could be
voted for in an organized manner.

The board has to ensure that decisions reachée general meetings
are implemented.

There should to be at least one director on thedot@a represent
minority shareholders.

Unless they are in a competing business or havélictsrof interest
that warrant their exclusion, shareholders holdimye than 20% of
the total issued share capital of the company shduve a
representative on the board.

The board should ensure equal treatment of alkesiodders, such that
none is given preferential treatment or superiaeas to information

or any other material privilege.

70



(x) The annual general meeting should be recognizetidoypoard as the
most potent avenue to communicate with the shadeh®l and
encourage their participation.

The Rights and Privileges of Institutional Investor

() Shareholder activism by institutional or organizeshareholders’
group should not be discouraged by the board.
(i) Institutional and non-institutional shader with larger holdings
should act and influence the standarcbgborate governance positively,
thereby ensuring the optimization ofkseteolders’ value.
(i) Information made available to institutiainshareholders should also be
made available to other shareholdetiBeasame time and in such a manner

as to ensure that neither group enpogferential treatment.

The Place of Audit Committee

(i) Audit committees should be established by pames, with the
primary idea of raising the standardarporate governance.

(i) The committee should not be under tHeiance of any dominant
personality on the main board, neither shouidtérfere with the executive
management.

(il) Audit committees should not act asarier between external auditors and
the executive directors or encourthgemain board to abdicate
responsibilities in reviewing and appng the financial statements.

(iv) Audit committees should be made uptadrsg, independent and

knowledgeable personalities fromatint backgrounds.
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Composition of an Audit Committee
() An audit committee should be establisheddooadance with
Section 330 (3) of the Companies and Allied Matt&ées, Cap. C20,

LFN 2004, with not more than one executive diréctor

(i) A majority of the non-executive members segvon the committee
should be independent of the gamy in terms of management or
business, or other relationshipich could materially interfere with
the exercise of their indeperndgedgment as committee members.

(ii) A non-executive director nomindtby members of an audit committee
should serve as the chairman.

(iv) Membership of an audit committee should be for »edi tenure,
however, any member is eligible for re-election.

(v) The secretary of the audit committee should be tbhenpany

secretary, auditor or such other person nominagatidocommittee.

Conclusion
This lecture discussed the idea corporate goveealicbegan with g

1354

clarification of the meaning of corporate goverramefore examining the
nature, scope, significance and threats to googotate governance. We

o

also discussed efforts to institutionalise corpomgovernance in Nigeria.
Three key-players in the implementation of corpmrgbvernance were
identified and their prescribed functions and resailities were discussed.

These are the boards of directors, shareholderawaditicommittees.

Post-Test
1. Discuss the nature and significance of corporategm@nce.
2. Examine any five means of enhancing corporate gavere.
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3. Discuss the essential functions of the Board oke@wors with regards to
corporate governance.
4. Outline the agency problems that may arise in comme with corporate

governance.
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LECTURE NINE

Globalisation and Business Ethics

Introduction

The word, globalization, is one of the catchworas dontemporary times.
However, there is no unanimous perspective on it &ject to an intense debate
regarding its meaning and desirability. Within mess circles, there seems to be
much enthusiasm about globalization as it is believo facilitate economic
growth, global welfare, democracy and global pe@uethe other hand, it has also
been criticised as being characterised by the ifippsof Western, especially
American, cultural values on other cultural valuggecific reference is often made
to the imposition of democracy and capitalism i tholitical and economic

sectors.

Objectives
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The objective of this lecture is three-fold:

1. To clarify the idea of globalisation.

2. To explain the relevance of globalisation to busiethics.

3. To discuss some ethical challenges of global bssine

Pre-Test

1.
2.

Define what globalisation is.
In what ways does the process of globalisationcafthe practice of

business?
Identify some of the ethical threats that globaitsa confronts business

with.

CONTENT

The meaning of globalisation

The process of globalisation is subject to mangrpretations, which is borne out

of the fact that it is quite complex as it involvaesny features. These include the

following:

Internalisation of trade activities. This consistan increase in the level of
cross-border trade transactions.

Market liberalisation. A distinct feature of glolsadtion is trade
liberalisation and various forms of market deregjoia

Universalisation of goods, services, lifestylasq pattern of consumption.
This involves the distribution of goods and sersibeyond the confines of

national boundaries.
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» Westernisation of the world. This is one of the ongpoints of criticism
against globalisation. It is perceived to resulthe imposition of Western
cultural values and ideals on other cultural valaed ideals.

However, the features highlighted above excluddeast two other important
components of globalisation that have facilitatesl ¢ther four features highlighted
above: the technological and political componektsdern technology, especially
in the area of communication and transportatiordi¢ratelevision, telephone,
internet and air travel), has made it possiblepople to connect and interact in
spite of wide geographical gulf among them. Todhg, people we do business
with or even relate with as friends do not needdoin the same geographical

location with us.

The existence of political borders have hinderedbgl connections between
people. However, these borders are being eroded cwmvto the process of
liberalisation. Indeed, technological advancememtl @éhe erosion of political
borders have greatly facilitated proliferation apgaterritorial interconnections. It
is for this reason that globalisation is constrdedalso involve a process of
deterritorisation or the erosion of the territorsis for economic, political and
social relationships and processes.

Business Ethics and Globalisation

There are at least three important areas in whiehprocess of globalisation is
important for business. These are the areas aireyltaw and accountability. We
would now examine each of these in turn.

Culture
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Due to the process of globalisation, business iestiincreasingly engage in
overseas market. This brings them in contact withv,nvaried and at times
contradictory cultural demands and ethical stargla the face of such cultural
and ethical standards, moral standards and culrafaés that were hitherto taken
for granted are queried when business concernsgengaforeign markets. For
instance, the attitude to such issues as childulalgeender relations and laying off
of employees differ significantly from Africa, AsiMiddle East to Europe and
USA. While child labour is tolerated in Africa agia, it is close to a sacrilege

and very unethical in Western Europe and USA.

Hence, it is important that corporations are wellormed about the culture
prevalent in the regions where they wish to engagleusiness activities as this
would to a large extent define their level of swesce For instance, a sausage or
alcoholic beverage factory would not be very weleaman area dominated by a
Muslim population. Likewise, the kind of advertisemd that would gain
acceptance in the more liberal societies of Eurapd America, for instance,
would be rejected in the more conservative so@etfédsia and the Middle East.

Law

As economic and business transactions become indepe of certain political
territories, they are liberated from the controtlo# specific national governments.
As soon as a corporation leaves its home territorg locates its activities to
another country, the legal framework within whighwould have to operate
changes. Hence, business managers operating gholt@ arena cannot depend on
the legal framework of their home country when dex on what is proper or

improper for business to do.
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Besides, by the nature of deterritorialised busessmanagers cannot simply rely
the legal framework of any given national governtmand consequently would
have to depend more on the ethics of business. &jlehes often remarked that
because global business is usually beyond the aoaofrnational government,
there is an increased demand for business ethiis.sEems to confirm the view
that business ethics begins where the law endsw®y of example, it seems
obvious that global financial markets and suchassas internet pornography are

not easily subject to the control of any natioratgrnment.

Accountability

Corporations are not just the dominant actordhendlobal arena, many of them
have grown to be more economically powerful thamynaational governments.
While national governments are accountable to thiizens, the managers of
these increasingly powerful corporations are onlgcoantable to their
shareholders. What this shows is that the morealfjked a corporation is, the less
governments can control it, and the less they pem ¢o the democratic control of

the people that are affected by their operations.

Nonetheless, the clamour for democratic accourityalof the global corporations,
usually called multinational corporations (MNCsashincreased with the increase
in their economic power and relevance in contemydrmes. Indeed, the process

of globalisation leads to a growing demand for ooape accountability.

Key Forces Behind Globalisation of Business
There are at least four factors that drive the gge®f business globalisation:
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Convergence of markets:this connotes the fact that corporations
increasingly sell their products across the word #is brings them into
competition with other corporations in or from atleeuntries.

Global competition: this implies that corporate competitors come from
different cultures with different perceptions angectations of business and
of the nature of competition. This global competitihave significant
impacts on the local economy within which it takésce.

Cost advantageithe pursuit of lower cost of production has ledngna
corporations from USA and Europe to take the sefnchlternative sources
of raw materials, product’s component, and evensite for the production
of their products to less developed countries, @afg in Asia.

Government influencethe final decision of where to locate productidr,s
as well as where to source for product’'s componentsaw materials is
largely influenced by government policies on sustues as standards of

working practices and health, safety and envirorirpestection.

As a result of the globalisation of business, tHeae been a radical reshaping of

ethical considerations and problems that arise fgtwbal business transactions as

opposed to those that arise from a purely locahless. This reshaping can be seen

in the following ways:

Different ways of transacting businessthen a business entity comes into
contact with overseas business associates, it coteesontact with diverse
ways of thinking about and evaluating business lamsiness ethics. This
reveals that some business practices that are Ignacaieptable at home may
be questionable in a different cultural environmanid vice versa. Some of

the important ethical issues that a corporationraipey in the global arena
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would have to be aware of include gift giving, lemp, and corruption as
different countries have different perceptions od attitudes to these issues.
Impacts on indigenous businesseshe exposure of small indigenous
businesses to the competition of major multinatiaoaporations (MNCSs)
tend to severely threaten the businesses of timeefoand can even lead to
their extinction. Alternatively, it can serve as ampetus for innovation,
better products, lower prices and economic growtihe competition is
between more or less equal competitors. The itapbethical questions to
ask here relate to the fairness of competition \@hdther or not there is a
need to protect indigenous companies as unfair etitign between MNCs
and small indigenous companies can threaten thdityaof the entire local
industry and possibly lead to other social and enooa decay.

Differing labour and environmental standardsas MNCs from Western
societies source for product components througplgughains, a prominent
ethical question they would have to contend witlatess to the labour and
environmental conditions under which their supgliesperate. This is
especially so because lower costs are often al@agsmpanied with poor
labour conditions, less environmental protectiomd dower attention to
health and safety protection. Hence, sourcing prtsduor products
components from lower-cost countries may raise ialugthical questions
about workers remuneration, conditions of senacel child labour .
Extended chain of responsibilityhitherto, it might have been acceptable to
argue that the ethics of a firm’'s supplier has mgttio do with the firm or
that the way a firm’s activities affect its compets is none its business.
However, given that business is no longer conduai¢itin the confines of
national communities with definite legal provisioaad generally agreed
upon rules and regulations for conducting busingss,now important for
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corporations to consider their ethical respongiegi more broadly. This
need is described as the extended chain of redplaysi

Conclusion
This lecture focused on some of the major waysn®ssi and business ethics
have been affected by the process of globalisaie. started with an
examination of the meaning and features of gloaatia before discussin

three areas in which the process of globalisatsoimportant for busines

v

These are the areas of culture, law and accoumyabiVe also discussed
four factors that drive the process of businesdajlsation. These are
convergence of market; global competition; costamti@ge; and government
influence.Some of the important ethical issues that are geegmwithin the

context of global business were also discussed.

Post-Test
1. What is globalisation and how does it affect thecpice of business.
2. discuss the significance of globalisation for basm
3. Discuss factors that drive the process of globadisiusiness
4. Examine some of the ethical issues that are gestevathin the context of
global business.
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LECTURE TEN

Ethical Investment

Introduction

Ethical investment is also known as socially resjlae investing, sustainable
investing, socially conscious investing, and gremmesting. It may be traced back
to the decision of the Religious Society of Friei@siakers) in 1758 to prohibit
their members from participating in the slave tratfeleed, many of the best
known applications of ethical investment are religly inspired, with the

underlining principle that investors should avoidfid business transactions and

any sinful company that produce harmful items saglyuns, tobacco and alcohol.
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However, the modern dispensation of ethical investrrevolved in the 1960’s
when socially concerned investors sought to addedsisal issues pertaining to
civil rights, labour rights and equality of womeBy the late 1990’'s ethical
investments became defined in terms of environntigrgastainable development.
Today, ethical investors also focus on the rigtitxdigenous people around the
world that are affected by unethical business mrestalong with other social
concerns. These include healthy working environméit wages, and product

safety.

Objectives

The objective of this lecture includes the follogin
1. A clarification of the idea of ethical investment.
2. An identification of the criteria for ethical invig®g.

3. A discussion of types of ethical funds.

Pre-Test
1. What is ethical investment?

2. Highlight the general criteria for ethical investmhe

CONTENT

The meaning of ethical investment
Ethical investment refers to any business strathgy seeks to balance financial
return with social good. It refers to business pcas that seek to avoid harm by

screening companies to be included in an investrpentfolio. By doing this
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ethical investors promote environmental stewardshgnsumer protection, and
human rights. In the spirit of ethical investmerbsisinesses that are avoided
include those that are involved in alcohol, tobacgambling, arms and

ammunition, and pornography.

Ethical investment is becoming increasingly proming contemporary society
with the general public getting increasingly comesl about corporate
accountability. Hence, many shareholders todayudelethical considerations in
their investment decisions. They look for profimlmvestments that, at the same
time, accords with stipulated ethical standards.view of the above, ethical
investment may be defined as involving employindiicatl, social, and

environmental criteria in the selection and managy@rof investment portfolios.

Investing Strategies

Ethical investors employ several strategies to mese both financial returns and

social good. These may be broadly categorised tintg negative screening or

criteria and positive screening or criteria. Agaoim the moral reasons for ethical
investment, it is also reasonable from the findng&spective. For instance, the
risk associated with the possible boycott of prasloc environmental disasters can
affect the performance of shares, consequently mgalathical companies’ less

risky investments. In addition, the likely succassl acceptance of ethical products
make them to be potentially more profitable thaathizal products.

Negative screeningthis excludes some companies from investment ceraion

on the basis of some undesired features which nlaghtertain ethical, social or
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environmental criteria. Negative screening, forregbe, lead many investors to
avoid tobacco companies. Other negative critewa ekcluding companies from
investment include:

» Alcoholic beverages production and retail
* Animal rights violation

* Child labour

 Companies operating in or trading with oppressived ayrannical
governments

» Environmentally hazardous processes or products

* Weapons

* Pornography

* Nuclear power

» Genetic engineering

* Poor employment policies and practices.

Positive Screeningthis involves making investments in companies belieto
have a number positive features or social impadalldws investors to positively
express their values regarding corporate behavasures such as social justice,
environmental protection, sustainable developnteoime of these positive criteria
include the following:

» Ethical employment practices

» Public transportation

» Conservation and environmental protection

» Community development practices

* Green technologies
In practice, however, the choice of the properdatto adopt and the companies
to invest in may not be clear-cut or easy to maker instance , you find some
electronic companies producing components for Hoaldeappliances and also for
weapons. Also, banks may provide funds for differémds of industries,
including those that do not comply with the ethigalues and expectations of the

investor.
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Types of Ethical Funds
There are two basic types of ethical funds: malk@tfunds and deliberative funds.

Market-led funds:these are the funds that choose companies to invest the
basis of the indication of the market. These fumplsrate by gathering information
about the ethical performance of companies fromouarresearches. However,
given individuals may not agree with the indicatminthe market with regards to
the ethical status of companies. For instance, enimg considered to be ethical
by certain researches or the market may not badsmnesl as truly ethical by some
individual investors.

Deliberative funds:deliberative funds make their investment decisionsthe
basis of their own ethical criteria. To do thiseetively, fund managers need to
regularly research into and assess the practicesmpanies. Indeed, deliberative
funds tend to provide investors with detailed ethariteria while market-led funds

merely provide a list of companies regarded asakly the market.

Conclusion
In this lecture, we focused on the idea of ethicaéstment which has been
construed to involve employing ethical, social, @m¢ironmental criteria in
the selection and management of investment payfoNVe also examined
some of the major criteria for ethical investmenliich have been broadly
categorised into two: the negative and the posidniteria. Two major types
of ethical funds have also been discussed, theetitelt ethical funds and
the deliberative market funds.
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Post-Test
1. What is ethical investment and why is it becomingydar today?
2. Discuss the two basic forms of criteria for ethicalestment and identify
the basic problem with them .
3. Examine the major types of ethical funds.
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