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Preface

For many years, the Josephson Institute conducted a nationwide survey of high
school students and found that 51% to 65% admitted to some form of academic
dishonesty, whether turning in downloaded or unsourced papers or copying a
classmate’s answers during an exam. Interestingly, the figure could be somewhat
higher because the work in surveying the students found that the definition of
cheating was not always clear. When the Josephson researchers asked the high
school students if they had copied another’s homework, 76% said that they had
but did not consider it cheating. “Teamwork” was their label for this practice. The
International Center for Academic Integrity (ICAI) is dedicated to the work of
educating college students about the importance of academic integrity and how to
prevent cheating. Scholars at ICAI meetings have found that while the number of
students who self-report cheating is going down, the number of cheating incidents
reported by faculty is increasing. The late professor Donald McCabe of Rutgers
spent his academic career researching cheating by college students and found that
it grew from 11% in 1963 to 49% in 1993 to 75% in 2006." Another study puts the
level at 85%.> Professor McCabe also found that MBAs have the highest rate of self-
reported academic dishonesty (57%) of all graduate disciplines. During the COVID
pandemic, cheating became pandemic. As one expert phrased it, “Cheating became
habitual”® This headline on another cheating scandal is ironic and not particularly
encouraging, “Dartmouth Suspends 64 Students for Cheating in ‘Sports, Ethics, and
Religion’ Course

All the studies and data indicate that there remains a disconnect between
conduct and an understanding of what ethics is. The Josephson Institute also found
that the high school students who report that they cheat feel very comfortable about
their behavior, with 95% saying they are satisfied with their character and ethics.
Perhaps we have begun to believe that cheating is not an ethical issue.

Research indicates that if students cheat in high school, they will bring the
practices into college. And if they cheat in college, they will bring those practices
into the workplace. A look at some of the events in business since the publication
of the ninth edition of this book tells us that we are not quite there yet in terms
of helping businesspeople understand when they are in the midst of an ethical
dilemma and how those dilemmas should be resolved. Following the collapses of
Enron and WorldCom, and the ethical lapses at Tyco and Adelphia, we entered the
Sarbanes—Oxley era, with fundamental changes in the way we were doing business
and audits. However, we did not make it even five years before we found ourselves

The International Center for Academic Integrity (ICAI) study was conducted by the late
professor Donald McCabe on a regular basis over the years. This survey had 4,500 student
respondents. For more information on Professor McCabe and his work on academic integrity
and ICAI, go to https://academicintegrity.org.

2Corey Ciochetti, “The Uncheatable Class,” Proceedings, Academy of Legal Studies in
Business, August 2013 (unpublished paper).

3Julie Norgon, “Cheating Is the Norm in Some Virtual Classes,” Wall Street Journal,
December 23, 2020, p. A12.

“National Review, February 9, 2015, p. 12.

Never trust the people you cheat with.
They will throw you under the bus.

—Marianne M. Jennings

Mayhbe if you did ethics, you would not
have to do so much compliance.

—Marianne M. Jennings

| diverted the auditor while the others
created the ledger the auditor wanted
to back up the trades for securities
we said we owned. When it came
hot off the office printer, they cooled
it in the refrigerator and the tossed it
around the office like a medicine ball
to give it a well-worn look that an
ordinary ledger would have.

—Former Madoff Securities employee
on how they fooled the auditors
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in the midst of the collapse of the housing market and revelations about shoddy,
undisclosed lending practices for home mortgages. When mortgagors defaulted
on those risky loans, the derivative securities based on mortgage pools crashed in
value. The end result was a dramatic drop in the stock market and a recession. As
the reforms enacted by the Dodd-Frank bill (Wall Street Reform and Consumer
Protection Act) were being implemented, we learned that British banks were fixing
the LIBOR interest rate, and Bernie Madoff pulled off an 18-year, $50 billion Ponzi
scheme. From 2015 through 2017, we witnessed the auto industry’s ethical lapses.
GM paid a billion-dollar fine for its failure to disclose the problems with its engine
switch, a defect that caused the cars to stop suddenly and resulted in fatalities when
those sudden stops came on freeways. Volkswagen had installed software in its
diesel cars that allowed the company to cheat on emissions levels, a scandal that cost
the company $35 billion in fines, penalties, and damages. Employees at Wells Fargo
created 3.5 million fake accounts so that they could meet their quarterly goals for
new business. WeWork (We) tried to go public, but when its financial statements
were scrutinized, the company nearly collapsed instead of issuing a public stock
offering. When Hollywood producer Harvey Weinstein’s sexual harassment
behavior became public, CEOs, television anchors, actors, and Olympic trainers and
physicians faced litigation from “Me Too” victims. Not a news day passes without
some story about a business and its ethical lapses.

Beyond the business events that result in new regulations, fines, and prison
time, there are the day-to-day ethical breaches that capture media headlines and
cause continuing concerns about the ethical culture of business. There are the
questions about television reality shows: Was the storage locker a setup, or were
those things really in there? Why were graduates not told about the cheaper options
available for repaying their student loans? Did Subway really cut us short with an
11-inch sub sandwich when we thought we were buying a footlong? The world of
sports brought us such questions as: Is it really cheating if everyone does the same
thing? Horse racing saw the 2021 Kentucky Derby winner, Medina Spirit, lose his
title because postrace drug tests found a prohibited substance. Even parents were
caught paying large amounts to coaches, proctors, and fake nonprofits to get their
children admitted into Ivy League schools.

From analysts not offering their true feelings about a company’s stock to
the factory workers not safely producing a peanut base for cookies and crackers,
pressure often got in the way of ethical clarity in business decisions. Those pressures
then translated into ethical lapses that involved everything from emissions
falsification to earnings management that crosses over into cooking the books
and fraud. Weak product designs and product defects often emerge as deliberate
actions documented by a chain of memos or emails that reflect employee concerns
about product safety. College sports, baseball, and politics all have had their ethical
issues. The cycles between major ethical and financial collapses seem to be growing
shorter. Businesses do exist to make a profit, but business ethics exists to set
parameters for earning that profit. Business ethics is also a key element of business
decision processes and strategies. The cases in this book teach us that the long-term
perspective, not ethical shortcuts, serves businesses better in that profit role.

This book of readings and cases explores ethical parameters and their
importance. This book teaches, through detailed study of the people and companies,
that business conducted without ethics is a nonsustainable competitive model. Ethical
shortcuts translate into a short-term existence. Initially, these shortcuts produce
a phenomenon such as those seen with banks crypto currency, mortgage lenders,
auto manufacturers, and even nutritional supplement producers. In some cases, the
companies’ conduct was self-destructive. For a time, they were at the top of their
games—flummoxing their competitors on how they were able to do what they were
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doing, and so profitably. But then that magnificent force of truth finds its way to
the surface, and the company that does not factor in the ethics of its decisions and
conduct finds itself falling to the earth like a meteor’s flash. Long-term personal and
business success demand ethics. This edition takes a look at everything from horse
racing, to the world of college sports, to cheating to get good grades, to the downfall
of so many. This book connects the moral sentiments of markets with the wealth of
nations. Business without ethics is self-destructive.

New to This Edition

A Slightly New Structure and Approach to Address the
Chronic Repetition of the Ethical Lapses

We've been down this road before, and the historic patterns are now emerging for
study and insight. In 1986, before Ivan Boesky was a household name and Michael
Douglas was Gordon Gekko in Wall Street, I began teaching a business ethics course
in the MBA program in the College of Business at Arizona State University. The
course was an elective. I had trouble making the minimum enrollments. However,
two things changed my enrollments and my fate. First, the American Association of
Collegiate Schools of Business (AACSB) changed the curriculum for graduate and
undergraduate business degree programs and required coverage of ethics. The other
event was a series of events. Indictments, convictions, and guilty pleas by major
companies and their officers—from E. E. Hutton to Union Carbide, to Beech-Nut, to
Exxon—brought national attention to the need to incorporate values in American
businesses and instill them in business leaders.

Whether out of fear, curiosity, or the need for reaccreditation, business schools
and students began to embrace the concept of studying business ethics. My course
went from a little-known elective to the final required course in the MBA program.
In the years since, the interest in business ethics has only increased. Following junk
bonds and insider trading, we rolled into the savings and loan collapses. Once we
had that straightened out, we rolled into Enron, WorldCom, HealthSouth, Tyco, and
Adelphia. We even lost Martha Stewart along the way. We were quite sure—what
with all the Sarbanes-Oxley changes and demands on boards, CEO, CFOs, and
auditors—that we were through with that level of misconduct. We were, however,
wrong. New Century Financial, one of the first of the subprime lenders to collapse,
found one angry bankruptcy trustee. The trustee’s report concluded that he found
astonishing the acquiescence of the auditor to the client’s refusal to write down the
bad loans in what he called “the post-Enron era” The Lehman Brothers bankruptcy
trustee found a letter from a risk officer at the investment banker who tried to warn
the CEO and CFO that the firm’s financial reports violated its code of ethics. The
trustee also found that the risk officer had been fired.

Three decades plus after Boesky, we have the GM engine-switch case, which
reads very much like the Pinto exploding case tank of the 1970s, and wonder,
“Do they not see the ethical and legal issues? Do they just not know that they are
crossing these lines? Do they see the patterns from business history?” The good
thing about repetitive patterns is that we gain insight into the paths, the reasoning,
and the pressures of those involved. The key is to bring out those patterns and train
our new business leaders to recognize them and, most importantly, to stop the
train of self-destruction those patterns set off. This edition is reorganized to offer
greater insights, knowledge, and perspective on these patterns for a new generation
of leaders. Today, nearly 100% of the Fortune 500 companies have a code of ethics.
We are up to over 75% of companies having some form of ethics training. But we
are not quite there until our business leaders grasp the perspective of ethics and
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its relationship to economics, organizational behavior, company culture, reputation,
and financial performance. This edition is structured to walk us through all aspects
and types of ethical dilemmas and how we can cope with the pressures that often
deprive us of good ethical analysis.

Unit 1: Ethical Theory, Philosophical
Foundations, Our Reasoning Flaws, Types
of Ethical Dilemmas, and You

Unit 1 addresses the following questions: What is this ethics thing? How do I
manage to work philosophy into my decision processes? How do I find solutions
to ethical dilemmas? How do I know when I am really analyzing as opposed to
rationalizing or succumbing to pressure? This unit begins with introspection, a
right-out-of-the-blocks focus on developing a credo—a way of helping us think
about ethical issues in advance and decide what we would and would not do in a
situation. If we think about issues in advance, then when the pressure hits, we at
least have the cognitive dissonance for realizing that we did see the issues differently
when we were not under so much pressure.

The cases and readings in Units 1 and 2 have been realigned to place personal
ethics in Unit 1 along with all of the topics and skills needed for analysis. The
students have a solid foundation before heading into Unit 2 and its transition to the
business cases.

Unit 2: Solving Ethical Dilemmas
in Business

Once we have focused on our ethical standards and ourselves, we move into analysis
of ethical issues in business. This unit offers the introspection of this question: Are
my personal ethical standards different when I am at work? Should they be? Why are
they different? Further, the magnitude of the mistakes that businesspeople continue
to make, despite all the warnings from ongoing debacles, did not indicate that these
were close calls. Something had gone awry in their ethics training in business school
for them to drift so far from virtue. I continue to emphasize in teaching, consulting,
and writing that helping students and businesspeople see that personal ethics and
business ethics are one and the same and that principle is critical to making ethics
a part of business culture. Virtue is the goal for most of us in all aspects of our lives.
Whether we commit to fidelity in a personal relationship or honesty in going back
into the store to pay for the laundry detergent that we forgot was on the bottom of
our grocery cart, we show virtue. Ethics in business is no different, and we need not
behave differently at work than we do in that grocery store parking lot as we make
the decision to be honest and fair with the store owner. Substitute a shareholder and
the disclosure of option dates and true costs, and we have our laundry detergent
example with a stock market twist.

This unit also focuses on the patterns that interfere with good ethical analysis
in business, such as pressure, hubris, and a singular focus on moral relativism, as
opposed to a deeper look at the consequences of reliance on that model. This unit
allows us to switch back and forth from personal dilemmas to business dilemmas
so that we are able to see that the ethical issues are the same in our personal lives
as they are in business—only the fact patterns change. We can see that honesty is
important, whether studying the complexities of an offshore oil rig construction
or the redesign of a commercial jet or answering the simple questions about how
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we are reporting and recording what our daily fitness trackers say. Instructors
and students gain the ability to reduce the most complex of financial cases to the
common denominators found in returning that laundry detergent to the store—Is
this honest? Is this fair? With this understanding of the common denominators,
we are free to focus on the psychology of our decision processes rather than on
the details of the underlying transactions. The obligation of good faith in dealing
with each other does not change simply because we are buying a CDO rather than
Tide. This unit also includes the overarching theme of the book over all of its
editions: plenty of real-life examples from newspapers, business journals, and my
experiences as a consultant and board member. Knowing that other instructors and
students needed examples, I have turned my experiences into cases and coupled
them with the most memorable readings in the field to provide a training and
thought-provoking experience on business ethics.

Unit 3: Business, Stakeholders, Social
Responsibility, and Sustainability

Unit 3 offers us the bigger perspective—once we slog through the decision processes
of fraud, embezzlement, puffing résumés, and cheating on our travel expenses,
we move to discussion and understanding of the role of business in society. The
cases in this unit are broken into an introduction that covers economics, social
responsibility, and business, including the historical perspectives on corporate
social responsibility. A second section focuses on applying social responsibility
and stakeholder theory with cases on Fannie Mae’s collapse and pharmaceutical
pricing. A third section of this unit focuses on leadership, stakeholders,
and the regulatory cycle. Cases in this unit focus on the role of business
in pharmaceutical pricing, Fannie Mae and moral hazards, wages, cancel culture,
and environmental and sustainability issues. A final section focuses on the
government as a stakeholder.

Unit 4: Ethics and Company Culture

Unit 4 is the psychology section that tackles companies’ ethical lapses, with the
realization that beyond individual ethical lapses (as with one bad apple), there are
barrel factors that must be addressed to prevent future ethical lapses. This unit,
through the finance cases and the weaving in of corporate governance, explores
those barrel factors with the recognition that beyond individual lapses, there are
company, industry, and societal norms that do cause companies and individuals
to move that line away from ethical standards to “everybody does it” here at the
company, in our industry, and in society. The cases here explore how incentives,
organizational behavior practices and processes, reporting mechanisms, industry
practices, and societal norms contribute to poor ethical analysis, decisions, and self-
destructive behavior. Recognizing and addressing those barrel issues is the theme
of Unit 4.

Culture is universal, and in this unit you will find cases involving the
government’s launch of the Space Shuttle despite warnings about the effects of
freezing temperatures on the rocket boosters, publicly traded companies, and the
ethical lapses of nonprofit organizations. The Wells Fargo case is now included
as an example of how a culture can drive employees to just “make stuff up” to
meet their sales quotas. The psychology of organizations and employee decision
making in organizations does not change because they work in a nonprofit or
government agency. Nonprofit employees have the pressures of raising funds.
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Pressure, compensation systems, cultural factors, and governance issues all play a
role in culture and ethical lapses. Government employees experience the pressure
of dealing with the powerful as wel as the prospect of losing their jobs. The Atlanta
Public School system experienced nearly a decade of administrators and teachers
falsifying children’s test scores. The issues these employees and organizations face
are the same as those in for-profit businesses. The principles of ethics are universally
applicable to all organizations.

Unit 5: Ethics and Contracts

This unit has a special focus on the ethics of contracts, from advertising through
negotiations to performance. Issues related to Johnny Depp’s battles with his lawyers,
Kardashian tweets, pension promises, and Scarlett Johansson’s revenue disputes with
Disney illustrate the battles over legal vs. ethical. The ethical challenges in contract
formation and performance, again, cross all sectors, so this unit has nonprofit and
government examples integrated as well.

Unit 6: Ethics in International Business

This unit helps students understand the need for better and deeper ethical analysis
of the issues in international business and the importance of analyzing the countries
and their ethical standards prior to doing business there. The section addresses
the risks and costs of ethical lapses and succumbing to local standards as opposed
to establishing company standards prior to those pressure points that occur in
international competition. Case studies in international business are rich with the
actions taken and the sheer extent of corruption, including a look at the bribery
involving FIFA and the Foreign Corrupt Practices Act and GlaxoSmithKline’s
bribery of physicians in China. New to this edition are cases on the effects of
COVID on supply chains and the NBA’ relationship with China.

Unit 7: Ethics, Business Operations,
and Rights

This revised unit draws together all the cases on workplace issues that affect
employees and managers: from safety to conflicts, to privacy, to diversity, to the lost
art of confrontation about employee conduct. This section on confrontation is the
one for understanding how ethics bumps into production demands, technology,
profits, and privacy, including a new case about Theranos and its collapse due to
fraud. Also new is a case on Carlos Ghosn, the former CEO of Nissan, and his
use of company resources. From honesty in letters of recommendations to felony
convictions to office romances, all matters that affect employers and employees are
now in one unit.

Unit 8: Ethics and Products

Unit 8 includes all the issues related to product development, sales, safety, and
advertising. From Elon Musk “puffing” about going private to the tricky language
on fuel in rental contracts, this section focuses on the ethical issues that involve the
how, what, and where of sales of products. The issues of social responsibility and
products are found here in cases that address everything from Johnson & Johnson’s
COVID-19 vaccine to the PG&E transmission lines and resulting fires. There are
issues of risk in trying to be safe and necessarily deep analysis when human life is
at stake.
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Unit 9: Ethics and Competition

Unit 9 has the luxury of focusing entirely on competition. This unit has expanded
coverage of the ever-growing concerns about covenants not to compete and
employee breaches of those covenants. The nooks and crannies in Thomas™ English
muffins are a competitive edge. Even the Hallmark Channel had to deal with the issue
of talent poaching when it faced competition from another channel with Christmas
movies. The saga of the competitors selling guardrails to governmental highway
builders is updated and expanded because the litigation revealed the fierceness of
competition in this industry. The societal issues of possible infringement at Costco
of Tiffany engagement rings are emphasized as students analyze cases that illustrate
the costs of not honoring intellectual property rights.

What's New and What's Back

The tenth edition continues the features students and instructors embraced in
the first nine editions, including both short and long cases, discussion questions,
hypothetical situations, and up-to-the-moment current, ongoing, and real ethical
dilemmas. Some of the long-standing favorites remain by popular demand—such
as the Enron case and Union Carbide in Bhopal—with their timeless lessons in
doing the right thing.

Compare & Contrast

The tenth edition continues the new training tool introduced in the previous edition
to help businesspeople who are working their way through an ethical dilemma.
Following the discussion questions for many of the cases, the “Compare & Contrast”
questions continue. These questions provide an example of a company making a
decision different from the one made by management in the case at hand. For example,
in the Tylenol case (Case 8.6—an “oldie but goodie” that has been updated for this
edition to include the company’s problems with metal flecks in its infant products
and the issues with COVID-19 vaccines), students find a question that highlights this
company’s past conduct in comparison with its conduct in a current situation in which
the FDA has accused the company of surreptitiously buying up tainted product in
order to avoid a recall. There is a contrast between its recall of a product in the 1980s,
which was so rapid and received so much acclaim, and its behavior in this event. Why
do some companies choose one path, whereas others succumb to pressure? What was
different about their decision-making processes? What did they see that the other
companies and their leaders did not take into account?

This feature is a response to those who worry that students are not given
examples of “good companies” The problem with touting goodness is that it is
impossible to know everything a company is or is not doing. For example, Fannie
Mae was named the most ethical company in America for two years running. Yet,
it had to do a $7 billion restatement of earnings and is struggling as a shored-up
government entity. BP was an environmental darling for nearly a decade for its
responsible environmental programs. However, the explosions at its Deepwater
Horizon well and Texas City refinery along with the Alaska pipeline failure illustrate
cultural problems within the company. There is a risk in learning of goodness if
that goodness is superficial or limited. Studying individual scenarios of contrasting
behavior is the learning tool, not the touting of a single company that can always have
a lapse. There are no saints in this journey, and keeping the text credible requires a
recognition of that limitation but uses it to emphasize the vigilance we all need, as
individuals and in business, to avoid lapses and progress in moral development.
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Ethics in Action

This new feature provides a shorter follow-up hypothetical or a deeper thought
question about the case to further develop analytical skills. For example, in Unit 1,
students can tackle a situation in which a mother “boundary hops” to get her
children into a better public school system and ends up with a criminal charge. In
Unit 2, we have a situation in which employees are manipulating the numbers on
their fitness trackers to reach the goals that will give them lower health insurance
payments. Unit 3 discusses the boycott of Major League Baseball’s All-Star Game in
Atlanta because of its new voting laws. Unit 4 asks students to determine whether
they would give up their paychecks by quitting their job at a company when the
company’s practices are troubling to them.

This feature is found in each unit and provides a brief, thought-provoking
example for reflection and analysis.

Why Didn’t They Say Something?

This new feature provides a question about a case or example that asks students to
explore how they would feel if the same circumstances if they were an employee
who saw an ethical or legal issue and said nothing. Exploration of their feelings,
reactions, and concerns helps them understand how easy it can be to “just let it
go” when you are in the midst of an ethical issue. This feature provides training
for spotting ethical issues and learning how they can grow into organizational
problems.

History Repeats: Ethical Lessons Not Learned

This feature weaves in another example or refers back to an earlier case in a different
unit to show the repeating patterns in organizations that get into ethical difficulty.
This tool helps develop application skills, as students use what they have learned from
examples and case studies to recognize signs, symptoms, and patterns when they are
living in an unfolding ethical dilemma as opposed to studying one in which they
know the outcome. For example, since the time of the Penn State case that involved
sexual molestation of children on campus, two others major institutions (Michigan
State and Ohio State) have had eerily similar conduct on their campuses. Sometimes
simply studying history of ethical and legal lapses provides as way to self-correct.

Famous Lines from Art & Literature

There are so many quotes, lines from movies and literature that apply to ethics or to
a particular case. Those quotes and lines are tools in learning because they help us
to remember the concepts you are studying. This new feature provides short, pithy
thoughts, quotes, or a few lines of dialogue to show the presence of ethical dilemmas
all around us. In addition, we see how many times characters see the ethical issues
or offer bottom-line assessments in difficult situations but hesitate to act or simply
ignore the issue.

COVID-19 Cases and Discussion

The issues of the pandemic, vaccines, and masks are sprinkled throughout this edition.
There is the nursing home death rate manipulation issue in New York and the issues
with vaccines. In Unit 1, there is the example of how people cut in line to get classified
for the first group to obtain vaccines. In Unit 5, there is the issue of not paying your
rent because of COVID-19 when you were not affected economically but rather
benefited from eviction protections. The pandemic brought out our true character, as
we grappled with personal risk and learned that we could game the system.
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Key Terms

New to this edition is a list of key terms from the cases and readings. The list is
found at the end of each unit and the terms are defined in the glossary.

Learning Objectives

New to this edition is a summary overview of the key learning points of each unit.
Provided at the beginning of each unit, the objectives summarize the skills and
knowledge students should acquire in studying the unit.

Finding and Studying the Cases
and Readings

The tenth edition continues the classic readings in business ethics that provide
insight into the importance of ethics in business and how to resolve ethical dilemmas.
The tenth edition also continues to include integrated readings throughout the book
to provide substantive thoughts on the particular areas covered in each section.
The organizational structure and indexes, continued from the ninth edition, make
topics, companies, people, and products easy to locate. A case can be located using
the table of contents, the alphabetical index, the topical index, the people index, or
the product index, which lists both products and companies by name. There is also
an index for business disciplines grouping the cases and readings by accounting,
management, and the other disciplines in colleges of business. A case can also be
located using the “Ethical Common Denominator Chart,” which is explained below.

How to Use the “Ethical Common
Denominators across Business
Topics Chart”

The Ethical Common Denominators across Business Topics chart, or simply the
ECD chart, is a tool that appears along with the book’s indexes and can be used to
help students understand the point that facts change, but ethical dilemmas remain
the same. This chart provides some ease for that slight discomfort some instructors
have with the financial cases and helps students understand that underlying every
ethical dilemma are common patterns. The topic area could be finance or marketing,
but the categories of ethical issues, the psychological forces, and organizational
pressures remain the same. And the ECD shows the common thread in all topic
areas of the need for solid ethical analysis.

The ECD chart provides instructors with the opportunity to structure their
courses in a way that is comfortable for them. All an instructor needs to know
is a general business term; that term can then be referenced in the ECD chart in
various ways for instruction, according to instructor preference, needs, and time
constraints. The chart groups the cases by the usual business and ethics topics. If,
for example, you wanted to cover the environmental cases all in one fell swoop,
simply go to “environmentalism” or “sustainability” to find the cases and readings
listed there. However, if you were looking for a variety of fact patterns to teach,
for example, the role of pressure in ethical decision making, you could look under
that topic and find the BP case (also an environmental case) as well as the financial
factors in the Enron case. If you wanted students to see what pressure can do in
the area of contracts, you can use the Wells Fargo case to show how employees
make “sales” when incentivized to do so. Students will learn that pressure affects
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all aspects of business operations. Adam Smith and his theories on markets appear
in Section 9, but there is no reason this reading could not be shifted back to the
coverage of the philosophical foundations.

An instructor can mix in cases from all the units in covering ethical analysis.
The ECD includes a case from each unit under “Ethical Analysis,” because you can
pick and choose what topics to cover as you teach how to analyze ethical issues.
The ECD chart allows you to introduce that broad exposure to the pervasiveness
of ethical issues early in your course, or you can simply use the cases in that unit
and go on to topical areas. The chart also allows you to break up the finance cases
into areas of discussion on psychology, culture, organizational behavior, hubris, and
pressure. You need not focus on the structure of CDOs and secondary instruments
markets to understand the culture at Lehman and how its culture led its sales force
and managers down a path that proved to be self-destructive. Likewise, you can
mix in a Ponzi scheme in a nonprofit to help students understand how similar the
cases are in the issues missed as those running the organizations pursued a business
model that could not be sustained over time. The case on the gifts to the governor
of Virginia teaches students about conflicts, but it would fit well in Unit 1 as you ask
students to analyze the subtle missteps that lead to larger ethical issues. The ECD
chart allows a mix-and-match approach or a straight topical approach—both of
which allow us to see that the facts change, but good ethical analysis applies, always.

Supplements

Additional instructor resources for this product are available online. Instructor
assets include an Instructor’s Manual, PowerPoint® slides, and a test bank powered
by Cognero®. Sign up or sign in at www.cengage.com to search for and access this
product and its online resources.
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a growth industry.

Kris Tabor and I have been working together since 1986. This 36-year
partnership has been delightful and critical to all my work. There is no better eye
for detail when it comes to manuscripts and page proofs. She knows how valuable a
role she plays each time I send this email response to one of her corrections, “How
on earth did you catch that?”

I am grateful to my late parents for the values they inculcated in me. Their
ethical perspective was an inspiration; a comfort; and, in many cases, the final
say in my decision-making processes. I am especially grateful to my father for
the continual research on and quest for examples of ethical and not-so-ethical
behavior in action that he provided throughout his life. I am grateful for my family’s
understanding and support. I am most grateful for the reminder their very presence
gives me of what is truly important. In a world that measures success by “stuff”
acquired, they have given me the peace that comes from devotion, decisions, and
actions grounded in a personal credo of “others first” This road less taken offers
so many rich intangibles that we can, with that treasure trove, take or leave “the
stuff” My hope is that those who use this book gain and use the same perspective
on “stuft”

Marianne M. Jennings

Professor Emeritus of Legal and Ethical Studies in Business
W. P. Carey School of Business

Arizona State University

marianne.jennings@asu.edu
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Ethical Theory, Philosophical
Foundations, Our Reasoning Flaws,
Types of Ethical Dilemmas, and You

In the 21st century will occur
something worse than the great wars,
namely, the total eclipse of all values.

The pain the human beast will feel
when he realizes he can believe in ...
nothing ... will be worse than any he

has felt before.

—Nietzsche

[ would disguise myself in my nice
white-girl clothes and go to the salad
bar and ask for a new plate as if | had

already paid. I'm not proud of it, but I'm
desperate. It's survival of the fittest.

Erin Gilmer, attorney and advocate for
those with disabilities, on how she got
food when she was broke.!

Cheating can become habitual. With
kids, you're trying to develop good
habits so they can apply them to later
situations in life.2

Professor Steven Mintz
California Polytechnic University

Learning Objectives

e Explain what we mean by “ethics.”

e List the categories of ethical dilemmas and give examples of each.

* Discuss the sequential process for analyzing ethical dilemmas.

* Describe the psychological tools we use to justify unethical conduct.

* Discuss the philosophical schools of thought on ethics and give examples of
the application of their theories to ethical dilemmas.

e Provide examples of questions to apply in resolving ethical dilemmas.

e Apply the ethical schools of thought and questions to the cases and questions
in the chapter to develop answers to the ethical dilemmas presented.

Before we begin the study of business ethics, we should do some introspection:
What does ethics mean to you personally? The purpose of this unit is to provide
you with an introspective look at yourself and your views on ethics before we bring
the business component to you and ethics.

This unit explains four things: What ethics are, the types of ethical dilemmas,
our ethical reasoning flaws, and how to resolve ethical dilemmas. The materials in
this unit serve as the foundation for the study of issues in business ethics.

'Clay Risen, “Erin Gilmer, 38, Lawyer and Disability Rights Activist,” New York Times, July 19,
2021, p. Bé.

2Julie Jargon, “Cheating Is the Norm in Some Virtual Classes,” Wall Street Journal, December 23,
2020, A12.
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Section

Understanding Ourselves and
Ethical Lapses

Reading 1.1

You, That First Step, the Slippery Slope,
and a Credo

Watch That First Step Because You Are Starting a Slippery
Slope Descent!

We tend to look at folks who get into ethical and legal trouble and say, “I know I
would never behave like that” For example, you would look at an executive who
embezzled almost $280,000 from an employer and conclude, “I know I could not
steal that much money from anyone.” You probably would not, but you are making
your evaluation based on the final total — the full $280,000. You did. Not see the
tiny steps that led to that amount and the eventual downfall. In all likelihood, the
executive began the years-long embezzlements by accidentally using a company
American Express card to pay for the airline tickets for a family ski trip. We do not
notice the mistake until the last minute when leaving for the trip and conclude,
“I will just take care of it when I return from vacation” Upon return, work re-entry
was difficult and the error continued to go unnoticed. Then began of use the card
for more personal charges, charges that increased in number and size.

There are neurological studies that indicate brain activity changes when ethical
lapses become a way of life. Dr. Tali Sharot of the University College of London
found that the more comfortable we get with unethical choices, the easier it is
for our brain to accept what we are doing. “At first, even a little lie provokes a big
response in brain regions associated with emotion, such as the amygdala and insula.
The tenth time you lie, even if you lie the same amount, the response is not that
high. So while lying goes up over time, the response in your brain goes down.”?
Dr. Sharot is describing the infamous “slippery slope.” Once we begin unethical
behavior, the unscientific concept of the slippery slope, which is moving downward
at an increasing pace with our unethical choices, is now known in science through
studies of brain activity. We keep going, and even grow our deceptions because our
brains get comfortable with our actions.

The proverbial slope does become more slippery. Professor Dan Ariely of
Duke University found that folks who knowingly wore fake designer sunglasses
were more than twice as likely to cheat on an unrelated task given to them as those

3Neil Garrett, Stephanie C Lazzaro, Dan Ariely, Tali Sharot, “The Brain Adapts
to Dishonesty,” Nature Neuroscience (2016), https://www.sciencedaily.com/
releases/2016/10/161024134012.htm.
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Famous Lines from Art and Literature _

“It's a simple plan.”

In Scott Smith's book A Simple Plan, the lead character, Hank; his brother,
Jacob; and a friend, Lou come upon a small plane buried in the rural snowdrifts
of Ohio. Upon opening the plane’s door, they find the decomposing body of the
pilot and a duffel bag full of $100 bills in $10,000-dollar packets—$3 million total.
Initially, Hank tells his brother and Lou not to touch the money so that the police
can conduct a proper investigation, but then a plan is hatched. Lou and Jacob
want to keep one packet of the money and ask Hank what's wrong with doing
that. Hank scolds them and says, “For starters, it's stealing.” Hank reminds them
that with so much money involved, someone would be looking for it and would
know that they had taken a packet. Hank also reminds them that even if he
didn’t take a packet, he would be an accomplice if Jacob and Lou did.

Lou then proposes a solution: take it all. Hank wisely warns the two that
they could not spend it because everyone in their small town would know.
So, Lou proposes a “simple plan.” They will sit on the money for a while,
and when the investigation is over and things have cooled down, they can
move away and live on their shares of the money. Again, Hank reminds them
that it is stealing. But Jacob calls it by a different name: lost treasure. Hank
succumbs. Such an easy thing, a simple plan.

But the initial decision was flawed. Whatever its soft label, their decision
to walk away with the duffel bag was indeed taking something that did not
belong to them. From there, the characters begin a game of whack-a-mole.
With each twist and turn, they have to cross another line to cover up their
seizure of the duffel bag. There is a lie to the sheriff and the problem of a
neighbor seeing them near the plane, and more problems come at them each
day. Each new problem requires a resolution that involves more dastardly
choices. The characters keep slipping, eventually committing murder.

who were not wearing the fake sunglasses.* Once we have made peace with trademark
infringement, we are willing to cross other lines. We just get comfortable with each step.

Ethical Reasoning Lost in the Pressure of Doing Our Jobs

Perhaps the most important part of studying ethics is studying how and why very
smart and capable people made the poor ethical choices that they did. As you
study, try to avoid judgment or feeling superior to those who have made mistakes;
real learning about ethics and ethical lapses comes with understanding how easily
those ethical missteps can happen. They happen through flaws in our analyses and
gradual declines in disciplined reasoning processes. Sometimes those processes are
lost in the pressures we feel to meet our goals, numbers, or performance metrics.
Doing what we do to meet our job assignments can allow us to feel justified in our
actions. For example, reasonable minds can differ on depreciation formulas. And
you may make a change in your company’s depreciation formula that makes your
financial performance for the quarter more favorable. But just like the executive’s

“Dan Ariely home page, http://web.mit.edu/ariely/www/MIT. Accessed July 20, 2010.
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Why Didn't They Say Something? 1.1 [N

The Travel Expense That Got Away

The executive's assistant was responsible for submitting the receipts for the
executive's company travel and reconciling what was on the card statement
vs. what was on the receipts. The paperwork and verification then went

to Accounts Payable. The receipts submitted for the air tickets were for a
destination different from all the other trips the executive took that month

for business. There were no hotel bills at the resort even though they had
flown there. There was no documentation about who the executive met with,
any meetings attended, or receipts for meals. At that moment, there were
questions the assistant could have raised.

1. Why did they not raise those questions?

2. What goes through your mind when you see someone at work or in your
classes do something unethical?

credit-card use, once we cross a line, it becomes easier to keep going. Changing the
depreciation formulas becomes a way of life and rises to such a level that you touch
down in accounting fraud. “I would never commit accounting fraud” is easy to say.
Could you be persuaded to change depreciation formulas “just this one time”? That
initial small question, with reasonable minds differing, is the point at which we
need to understand the implications of what we are doing. That focus on that first
step is a critical part of ethical analysis.

Famous Lines from Art and Literature _

“Watch that first step. It's a doozy.” Ned Ryerson to Phil Connors (Bill Murray)
in the film, Ground Hog Day.

Framing Ethical Issues Carefully and Using
Business History

When facing an ethical dilemma, you need a process for analysis and reasoning, one
that finds you looking at ethical issues more deeply instead of through the prism of
emotions, desires, and financial and time pressures. To understand how to think more
deeply about all your ethical choices you will study not just ethics; you will be studying
business history. And you will also be studying you. Try to relate your vulnerabilities
to those involved in the cases, questions, and “What would you do?” problems.
Remember as you read these cases that you are reading about bright, capable, and
educated individuals who made mistakes. The mistakes often seem clear when you
study them in hindsight. But the ethical analyses of those who made those mistakes
were flawed at the initial decision point because of the way they framed the issue.
They framed their ethical analysis within the pressures they felt, a lack of complete and
accurate information (that they may or may not have wanted) or, sometimes, the stuft
of Greek tragedies, hubris. You will collect examples, stories of companies and their
ethical collapses, and the realities of the consequences ethical missteps bring. That
knowledge will help you spot those decision points and flaws in framing and reasoning.

Copyright 2024 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Unit1 Ethical Theory, Philosophical Foundations, Our Reasoning Flaws, Types of Ethical Dilemmas, and You

As you study the cases in this unit and the others that follow, try not to be too
hard on the human subjects. Learn from them and try to discover the flaws in their
ethical analyses. Where were their decision points? What did they miss? What flaws
were there in their analyses?

Boundary-Hopping for a Better Education

Kelley Williams-Bolar was a single mother in 2011, living in Akron, and trying
to earn her degree at the University of Akron. Her two daughters were
attending Akron School District public schools where the test scores were
low, and the facilities were crumbling. Ms. Williams-Bolar’s father lived in
the Copley-Fairlawn School District. The Copley-Fairlawn School District met
all 26 of Ohio’s educational standards. The Akron School District met only
four of those standards.

Ms. Williams-Bolar's girls spent time with their grandfather, Edward
Williams. Ms. Williams-Bolar decided to list her father's address as her
and her girls’ address and got them into the Copley-Fairlawn District.

Ms. Williams-Bolar's father took them to school each day.

Copley-Fairlawn hired a private investigator to follow Ms. Williams-Bolar
and her girls and found that she was “boundary-hopping” or “district-
hopping,” a felony in Ohio. She and her father were both charged. They went
to trial because they did not believe they were guilty. They did not believe
that they had done anything wrong and did not know that what they were
doing was a crime. The jury in Edward Williams's trial could not reach a
verdict. Ms. Williams-Bolar was convicted of several charges and received
two five-year sentences. Her sentence was suspended to 10 days. The judge
said that the sentence was necessary to stop others thinking of defrauding
the system.® Governor John Kasich did grant her partial clemency, reducing
her felony convictions to misdemeanors.

How do you react emotionally to the decision Ms. Williams-Bolar faced?
What pressures was Ms. Williams-Bolar facing?

What did she miss in making her decision to use her father’s address?
What factors would make her believe that what she did was necessary?

o A W N =2

What questions did she fail to ask herself before filling in those
addresses?

6. Does it matter that the Akron schools were not delivering on their
promises about improving the schools?

7. Was there another way to solve the school-quality issue?

SAnnie Lowry, “Her Only Crime Was Helping Her Kids,” The Atlantic, September 13,
2019, https://www.theatlantic.com/ideas/archive/2019/09/her-only-crime-was-helping-
her-kid/597979/.
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An Initial Step Toward Ethical Clarity

One step that can give us greater clarity when we face ethical dilemmas is a credo.
A credo is different from a code of ethics and does not consist of the virtues that
companies usually list in a code of ethics, for example, “We are always honest;
we follow the laws” The credo demands more because it sets the parameters for
those virtues. A credo is virtue in action. A credo defines you and your ethical
boundaries.

You get your personal credo through introspection using two questions:

1. Who are you? Many people define themselves by their titles, the size
of their offices, or the number of people who report to them. Some
define themselves through the trappings of success, such as how much
money they have or make, the type of cars they drive, their clothes, and
all things tangible and material. A credo requires you to find a way to
describe yourself in terms or qualities that are part of you, no matter
what happens to you financially, professionally, or in your career. For
example, one good answer to “Who are you?” might be that you are kind
and fair, showing Solomon-like virtues (see p. 20) to others around you.
List the qualities you value and have and could keep regardless of all the
outer and tangible trappings.

Jimmy Dunne III was the only partner who survived the near
destruction of his financial firm, Sandler O’Neill, when the World Trade
Center collapsed on September 11, 2001. Only 17 of Sandler O’Neill’s
83 employees survived the tower’s collapse. Mr. Dunne has been tireless
in raising money for the families of the employees who lost their lives
that day. When asked by Fortune magazine why he works so hard to
provide for the families of those employees, Mr. Dunne responded,
“Fifteen years from now, my son will meet the son or daughter of one
of our people who died that day, and I will be judged on what that kid
tells my son about what Sandler O’Neill did for his family”® As of 2021,
Sandler O’Neill had paid the college tuitions of 54 children (there were
71 total) of the employees who died on September 11, 2001.” When
asked in 2021 why he made the decision to help the children of the
firm’s employees (in addition to providing health insurance for their
families for five years), Mr. Dunne said, “Because we believed that what
we did would echo for a hundred years in the families of our people,
their kids and their grandkids. Because how we conducted ourselves
in those first few hours and days would define who we really were and
what we were about.”8

Mr. Dunne’s personal credo focuses on both the long-term
reputation of his firm and the impact his choices can have on his
children’s reputations.’

Katrina Booker, “After September 11: Starting Over,” Fortune, September 11, 2015,
http://fortune.com/2015/09/11/september-11-sandler-oneill/.

7"Bank That Lost Dozens of Employees on 9/11 Has Sent 54 of Their Kids to College,”
http://www.huffingtonpost.com/entry/bank-pays-tuition-children-employees-september-
11_us_55f97183e4b0e333e54bfe?5. Huffington Post, September 17, 2015.

8Aaron Lee, “Bank That Lost 66 Workers on 9/11 has Paid for All Their Kids to Go to
College,” Good News Network, September 11, 2021, at Lost 66 Workers on 9/11 has Paid
for All Their Kids too, https://www.goodnewsnetwork.org/bank-that-lost-66-workers-on-911-
has-paid-for-kids-college/.

°In 2020, Sandler O'Neill merged with Piper Jaffray and became Piper, Sandler, O'Neill.
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2. The second part of your credo consists of answering these questions:
What are the things that you would never do to get a job? To keep a job?
To earn a bonus? To win a contract or gain a client? The answers to these
questions result in a list, one that you should be keeping as you read
the cases and study the individual businesspeople who made mistakes.
Perhaps the title of your list could be “Things I Would Never Do to Be
Successful,” “Things I Would Never Do to Be Promoted,” or even “Things
I Would Never Do to Make Money” One scientist reflected on the most
important line that he would never cross, and after you have studied a
few of the product liability cases, you will come to understand why this
boundary was important to him, “I would never change the results of a
study to get funding or promise anyone favorable results from my work
in exchange for funding” A worker at a refinery wrote this as his credo:
“I would never compromise safety to stay on schedule or get my bonus.”
An auditor in a state auditor general’s office wrote, “I would never sign
a document that I know contains false information” The credo is a list,
gleaned from reading about the experiences of others, that gives us
perpetual guidance even before specific ethical dilemmas arise.

Using the Credo in Decisions About Ethics

A woman who had been a lawyer for 30 years reflected on her career and realized
that she had conducted her professional life in line with two admonitions a senior
partner had given to her on her first day as a young associate and new hire in a law
firm. The senior partner came into her office and said, “I want you to remember two
things: Don’t ever lie to a client. Don't ever lie to the FBI.” She recalled wondering
most of that first day, “What kind of firm am I working for that these are the only
two rules? I would never lie to a client. I would never lie to the FBI” Within the first
month of her career, she came to understand the senior partner’s wisdom, as well as
the fact that she had a credo. During that first month, a client called and wondered
how far along she was on his project that she had been assigned. She had not even
begun the project; the file was still on her credenza, not having even made it to her
desk for review. Human tendency and business practice when you are asked about
a longer term project that remains a nonstarter is to want to say, “Fine. Making
progress. Coming along. I have it right here. Under control.” However, because of
the credo parameters, she did not want to lie to the client. She told the truth, “T have
not started the project yet, but I have two clear days next week that I will set aside
to really get at it—could I call you then?” The client stayed with her and the firm.

Famous Lines from Art and Literature _

Polonius’s immortal advice to his son, Laertes, in Shakespeare’s Hamlet:
“To thine own self be true” (Hamlet, Act |, Scene lll).

Many of us quote Polonius without really asking, “What does that mean?”

A credo puts the meat on the lofty philosophy. A credo takes us from eloquent
Shakespearean advice to daily action. The credo is a personal application of

the lessons in the cases. You will spot the lack of definitive lines in these case
studies and begin to understand how the decision processes of those involved
were flawed because the thinking was short sighted. The goal of developing your
credo is to help you think more carefully, deeply, and fully about ethical issues.
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She also noted that she came up short on her billable hours that first month,
a problem for a new associate in a law firm who is expected to meet billable hour
goals. She considered adding a few minutes here and there to clients’ bills, but then
reasoned, “That would be lying to a client!” She stopped herself over what might have
been rationalized away as, “Oh, it’s such a little thing!” She then had a government
agent (not FBI) visit her to ask questions because the agent was doing a background
check on a classmate who had applied for a government job. She was not a reference
for the classmate. However, during the course of a national security background
check, investigators ask references for names of others who may know the individual
as a way of getting unscreened sources. She recalled thinking that she should paint
the best picture possible about the classmate, even though she referred to him and his
behavior as “sketchy” during their law school years. “Instead,” she explained, “I just
told the truth”

As she reflected on her decades-long career she noted, “I can’t tell you how many
times those two simple rules given to me that first day have saved me from mistakes”
That’s what a credo does for you. You no longer shift with the winds as you make
ethical choices. You have set general parameters for what you will and will not do. The
lawyer will not have to worry about whether she should exaggerate her experience to a
new client. That would be lying to a client, and she has already made the decision not
to do that. The lawyer would never withhold a settlement offer from a client because
that would be lying to the client. So many decisions we cannot anticipate are made
through a thoughtful credo that predefined our ethical lines.

Discussion Questions

Explain the role that “How do I want to be remembered?” plays in developing your
credo. Discuss the difference between these two attempts at developing a credo:

1. T'will always try to do the right thing.

2. I will never be dishonest with my spouse.

Customs Doesn’t Need to Know

Granite Parts had a sales incentive program for its wholesalers located around
the world. Those wholesalers who sold more than 10,000 units would win Apple’s
most expensive iPad. Jeremy's supervisor asked him to handle shipping out

the iPads to the wholesalers who qualified, a large number that Granite had

not anticipated. His supervisor instructed Jeremy, “Just describe what we're
sending as the cheapestiPad Apple makes on the shipping form. That will save
us import tariffs and fees.” Jeremy will be required to sign the shipment form for
the international carrier. The customs form has the following warning above the
signature line, “You must truthfully declare the value of all goods being shipped.
Undervaluation and other Customs Act offenses may lead to seizure and/or
prosecution in a court of law and/or penalties that usually exceed the amount of
duties and taxes payable for accurate declarations.” Jeremy has just started his
job with the company and is anxious to please his supervisor.

1. Provide Jeremy with some advice using examples of a credo.
2. What would you have done in Jeremy's circumstances?
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