[ecture 5

Principles of Management

Prepared and Presented by A. Elshelmani



Next Saturday 16 December 2017

* MID-TERM EXAM REVISION.

e We will discuss the exam format.

* We will practice a sample, mock exam.

e Please attend ON TIME. DOOR CLOSES AT 8:30 AM.
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Lecture Objectives

1. Define ethics.
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2. Explain the utilitarian, individualism and moral rights and justice approaches
for evaluating ethical behavior.
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3. Describe how both individual and organizational factors shape ethical
decision making.
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Lecture Objectives:

4. Define ‘corporate social responsibility’ and how to evaluate 1t along
economic, legal, ethical and discretionary criteria/standards.

5. Explain the concept of stakeholder and 1dentify important stakeholders for
organizations.
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First....Two related questions?

1. Should companies direct their attention fully and solely to making

profit?
Y9 LY 0sS le S N AS LAl e s o

2. Companies have a responsibility to their shareholders— to make profit,
but do they have a responsibility to anyone else?
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The Friedman Doctrine:

According to Nobel Prize Economist, Milton Friedman |
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* He believed the only responsibility a company has is
to make long term profit to reward its shareholders
for the risks they took when investing in the
company. The only other responsibility 1s to respect
the “rules of the game.”
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The Friedman Doctrine:

* The manager should have no
authority to spend company funds on
social welfare.
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e If the shareholder 1s interested in
public welfare, they can spend their
money 1n their own private capacity
as individuals.
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Why does Friedman promote this idea?

* Freidman believes 1n the clear
separation between public and
private.
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* Between government and market.

* Social welfare 1s government job.
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. Proﬁt—maximization 1s the markets
job.
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* The government should not intervene
in the market, because this leads to
totalitarianism.
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» [ikewise, the market should not
intervene 1n “public matters™ like

poverty relief, environmental safety,
schooling.



* On the other side, many believe a company has
responsibilities other than profit-maximization.
It has an ethical responsibility to promote the
social good.
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* It is responsible to shareholders, as well as and
customers, and employees, the community,
and the natural environment.
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Why discuss these questions?

* Because...many companies today still only
think about profit-maximization. This ”f
encourages them to think short-term, take un- < : \
ethical actions/decisions with disastrous
consequences.

* There are many examples of ethical disasters in
the business world, and by thinking about them
we can try to avoid them 1n the future.




Ethical Issues in the Business Environment

* We are interested 1n the ethical dilemmas that emerge in a business
environment.
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Example 1: British Petroleum (BP) Oil Spill

* Deepwater Horizon rig explodes and sinks.

* Causes 210 million gallons of o1l to spill into
the gulf of Mexico (500 barrels per day).

* Worst ecological disaster 1n history.

* Causes: favored speed in production over
safety.

* Consequence: 11 Dead, long-term
consequences for marine life, 18.7 billion in
fines.




Example 2: Volkswagen (VW) Emissions Scandal

80 YoU'VE BEEN
CHEATING AND
LYING - AND
EURoPE WilL PAY

* One of the biggest car producers
falsifies emission test results, to avoid
special taxes between 2009-2015.

e Cars did not meet i1nternational
environmental standards. They
omitted 40 times more NOx chemical
gas then allowed.

* Consequence: undeclared pollution
of the environment.
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Grenfell Tower Fire

 Construction company uses cheap
plastic to cover building and make it
“look nice” next to luxury flats.

* Plastic coating 1s highly flammable.

* Not enough fire exits & water
sprinklers not do not work.

* Consequence: hundreds dead.
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Other examples of Unethical behavior in Business Context

e acceptance of bribes. 5 s )l

* Financial fraud. Jll JuisY!
e Tax evasion. < _uall (e el
* Mass layoffs. Jleall my s

* Racial discrimination in the workplace. il

 Emotional abuse of workers. dalzall ¢ s




Why should we discuss ethics in a business
course? 1Y) & CLEBMAY) £ g ga (EBLL Ml

e Because unethical behavior harms. . ..._szai 483A) jall cld paill oY
* the company 48 _nall
* Hurts employees, customers, suppliers, investors etc.
 And harms society in general. ale JS& aaiadll

* Companies understand today that moral practices are
important.



1. Define ethics

* What do we mean by ethics?

* To keep it simple: cthics are principles and values that
govern behavior and decision making for individuals
and groups and make clear what 1s “right” and “wrong.”

* They are guidelines for our every day life, as citizens,
family members, business people etc.
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2. Explain the Utilitarian, Individualism and Moral Rights and
Justice Approaches for Evaluating Ethical Behavior

 How do we know that a decision/action 1s ethical?
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3. The moral-rights approach 42MAY) §giall

4. The justice approach. 4l



Utilitarian Philosophers

e John Stewart Mill

* Jeremy Bentham




Utilitarian Approach dadil) du ydall

* The utilitarian approach determines if an action is morally “right” or “wrong” by
focusing on the outcomes/consequences/the ends of actions—not the means.

(consequentialism).
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* The ethical act 1s one that produces the greatest utility for the greatest number.
e HSY dadie S Biay oAl Cauatl) ga  SMAY] (o yuall

* Maximum utility for the maximum number.

 Utility 1s defined as happiness/joy or benefit for most.



Dangers of the Utilitarian Approach:

 Problem: But what about the
minority?

* Majoritarianism. Tyranny of the
majority.

e What about the individual?




Problems With the Utilitarian Approach: Example

* Company (x) 1s thinking about closing its small factory in USA and moving
to China.

e This action will:

* Make 500 people unemployed in the USA.

* But 1t will allow for major cost-savings and make product cheaper to buy for the
company’s thousands of customers.
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Individualism

Individualism 1s an ethical position that affirms the value of the
individual.

A A il el e 2S5y BDIAT (il ga 4 dgila

Individualism views the interests of the individual above the interests

of the collective and state.
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* According to individualist approach, ethical acts will promote the
individuals best long-term interests.
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* If everyone works to satisfy their own individual needs and
wants, this will create the greater good in the long term.




* Because individuals are looking for
their good 1n the long-term.....in
theory....they will avoid lying,

cheating, and any form of harm to hOne St.

others.



Moral-Rights Approach
* Ethical decisions are those that best maintain the rights of those people
affected by them.

* An ethical business decision/action will not interfere with the rights of
others.

* Can you give some examples of rights that businesses should uphold?



Moral Rights Approach:

* The right to privacy. (Facebook

: Inc.
* The right to safety. (BP) he.)

* The right to health.
(McDonalds)

* The right to freedom of conscience.

* The right to consent. (Snapchat)
* The right to free speech.



Justice/Fairness Approach

* Ethical decisions must be based on standards of equity, fairness and
impartiality.

* The most ethical decisions treat all individuals as equally as possible—if not
treated equally, then they must be treated fairly.
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* E.g. People are paid differently, according to their different levels of work.
* Is this equal? Is 1t fair?
* If the inequality can be justified/defended then it 1s fair.



3. Describe how individual and organizational tactors
shape ethical decision making.

e Individual factors: there are individual factors for ethical and unethical
behavior.

* A problem with an individual manager’s character can lead to stealing,
cheating, lying and other unethical patterns.

* Organizational factors. Unethical decisions can reflect larger organizational
values , beliefs and behavior patterns.



The Individual Manager _sal

* Every manager 1s different.

* Different 1n terms of family background, religious background, personal
needs and interests, personality traits....this leads to different understanding
of “right” and “wrong” (ethical judgement).
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The Individual Manager:

* Self-confidence + independence + honesty +concern with the
common good= ethical behavior.

* This manager 1s at a higher stage of personal moral development.

* A lack of self-confidence +high dependence on others+ trust-

1ssues +concern with individual interest= unethical behavior.
* This manager is at a lower stage of personal moral development.



The Organization 4skiall

* Corporate culture can influence ethical behavior.
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* New employees can be socialized into unethical values already present in the
organization.
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* Behavior is learned through groups, and em}%lqyees can become involved in
uncthical behavior, when they try to please their fellow employees and managers and
imitate their behavior.



Imagine: you join a company and you find....

* Selection and recruitment 1s based on status, family relations, and
favors. (unethical according to the justice/fairness approach).

* The company’s leader’s are only concerned with meeting their
individual, short-term 1nterests, they lie, cheat, and manipulate
employees. (unethical according to the individualism approach)

* There 1s no respect for employee privacy and emails are watched.
(unethical according to the moral rights approach).



* This 1s an unethical organizational culture.

e[t 1nvolves more than individuals...it 1s collective and
ingrained. . .difficult to treat.



4. Define Corporate Social Responsibility.
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Corporate
Social
Responsibility

CSR refers to the “obligation of the organization’s management to
make decisions and take actions that will enhance the public good as

well as the organization.”
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Corporate Social Responsibility

* CSR 1s about improving the social welfare...giving back.

* But different companies have different ideas of what will improve society’s
welfare.



* For Facebook Inc. CSR= Donations to charity.

* Mark Zuckerberg announced in 2015 that 99%
of his personal shares in Facebook will go to
charity:.

Do youcare that the ChanZuckeroerg
Initative isnot & chArly?

* Did they?

* They went to a Limited Liability Company
under his name, which can engage in profit 7
gaining activity and benefit from reduced taxes. .

|t does make me a bit uspicious, yes

* Is this cosmetic or systematic CSR?
NPENS WSO OO 110, ik Zlickerberg has done a good thing

.




Real, Systematic CSR Requires...

* Principled leadership.
P P  Government must be involved.

* Encouragement of ethical reflection in Through law the government can
the company. SJaY) Sl encourage CSR.

* Ethical rules and guidelines for
employee behavior constantly revised.

 An 1nstitutional structure that

encourages honesty and critical
thinking. sall Sail)



5. How Can Corporate Social Responsibility Be Evaluated
Along Economic, Legal, Ethical Criteria/Standards?

* A company’s social responsibilities can be subdivided into 4 key types:
1. Economic responsibilities

2. Legal responsibilities

3. Ethical responsibilities

4. Discretionary responsibilities “4ue b 4 55ue



Carroll Model(1991)

corporate citizen responsibility

Ethical

Be ethical responsibility

Obey the law Legel ==
responsibility

Be profitable Economic

responsibility

Be a good global Philanthropic Do what is desired by

global stakeholders

Do what is expected by
global stakeholders

Do what is required by
global stakeholders

Do what is required by
global capitalism




Economic Responsibilities:

* The first criterion 1s economic
responsibility.

* The business 1s responsible for
producing the goods and services
that society wants, and to
maximize profits for its owners and
shareholders.




Legal Responsibilities:

* All modern societies have laws
and regulations issues by
government.

* Businesses are expected to
achieve their economic roles
within the legal framework.




Ethical Responsibilities

* Ethical responsibility refers to the
need to act with impartiality, respect
the rights of others, and fair
treatment for all.




Discretionary Responsibilities/Philanthropic

 Action that is 100% voluntary.

* Not required by law, and not forced
by economics. 'fl L
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Other examples:

* Apple matches employee donations,
giving $50 million to international
charities

* Pepsi Co. “Food for Good”
programme served over 1.6 million
free meals to mner-city children in

the USA since 2009.




5. Explain the Concept of Stakeholder, and Identity
Important Stakeholders for Organizations.

e Stake 4ax

* “Groups or individuals that are affected by, or have an interest/stake 1n
the company’s operations are called stakeholders.”
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Q. Who are the stakeholders for the Libyan International University?
Can you Identify them?



Stakeholders exist...
e Inside and outside the company. .Aedaiall 7 & o) Jals GULS

* Can effect the company’s operations positively or negatively and vice
versa.
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Libyan International University’s Stakeholders

* Customers/Students (Undergraduate) * Public Policy Makers/Government.

* Employees
* Head of Faculties
* Teaching Staff
» Educational/Training Services Staff * Shareholders
* Administrative Staff
* Technical Support Services (part-

* Donors

time/fulltime contracts). * Creditors
* Alumni « Suppliers
* Competing Universities * Local Community/Area.

* Regulators * The environment.



Questions?



