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SECTION 1.1: INTRODUCTION TO BUSINESS ETHICS
1.1.1 MEANING OF ETHICS

Ethics is a subject of social science that is related with moral principles and

social values.
1.1.2 BUSINESS ETHICS

'‘Business Ethics' can be termed as a study of proper business policies and
practices regarding potentially controversial issues, such as corporate governance,
insider trading, bribery, discrimination, corporate social responsibility, and fiduciary

responsibilities.

. g EthiCS (Moral
Business Business principles, standards,

Eth iCS (Any Commercial and guiéelines of
activity) behaving and
conducting of an
activity

Source: https://khatabook.com/blog/business-ethics/

1.1.3 DEFINITION OF BUSINESS ETHICS

According to Crane, "Business ethics is the study of business situations,

activities, and decisions where issues of right and wrong are addressed."

Baumhart defines, "The ethics of business is the ethics of responsibility. The

business man must promise that he will not harm knowingly."
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1.1.4 NATURE OF BUSINESS ETHICS

« Code of Conduct - Business ethics is actually a form of codes of conduct.

It lets us know what to do and what not to do. Businesses must follow this

code of conduct.

. Based on Moral and Social Values - Business ethics is a subject that

is based on moral and social values. It offers some moral and social principles

(rules) for conducting a business.

. Protection to Social Groups - Business ethics protect various social

groups including consumers, employees, small businesspersons,

government, shareholders, creditors, etc.

o Offers a Basic Framework - Business ethics is the basic framework for

doing business properly. It constructs the social, cultural, legal, economic, and

other limits in which a business must operate.

« Voluntary - Business ethics is meant to be voluntary. It should be self-

practiced and must not be enforced by law.

« Requires Education & Guidance - Businessmen should get proper

education and guidance about business ethics. Trade Associations and

Chambers of Commerce should be active enough in this matter.

« Relative Term - Business ethics is a relative term. It changes from one

business to another and from one country to another.

. New Concept— Business ethics is a relatively newer concept.

Developed countries have more exposure to business ethics, while poor and
developing countries are relatively backward in applying the principles of
business ethics.
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1.1.5 ROLE AND IMPORTANCE OF BUSINESS ETHICS

1. Leadership and management of the company: The leadership and
management of a company set the atmosphere of operations in the company.
Their philosophy is adopted by the employees of the company right to the very
bottom rung. Creating an ethical and trustworthy environment helps in
attracting and retaining valuable talent. It also keeps the working atmosphere
healthy so that everyone can thrive in it. Employees get a sense of

accomplishment from the work that they do.

2. Employees and teams: Ethical practices build more trust and cohesion

amongst employees of the company. This greatly affects their productivity.

And in turn, greatly improves the company’s profits.

3. Community and Investors: Research shows that a company known for
its good practices is always favored by consumers above other cheaper
competitors. Consumers find business known for their good practices to be
trustworthy. Investors, one of the key components in the running of a
business, are greatly influenced by a company’s image and their ethics. It is a
common phenomenon that whenever a company comes in the limelight for

mal-practices, market shares are the first to plummet.
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4. Corporate Social Responsibility: A part of good business ethics, CSR
has been found to greatly benefit a company’s profits and shares. CSR is an
exhaustive and effective business practice, a key feature of all sustainable

and successful business models around the globe.

1.1.6 IMPORTANCE OF BUSINESS ETHICS

e Trust Building: Business ethics is the key to building trust with customers,
employees and partners as proved by blue chip companies like Apple and
Amazon. When people know that a company values honesty and fairness,
they are more likely to engage with it. Trust leads to loyal customers who

return time and time again

e Legal Compliance: Ethics in business helps companies stay within the

boundaries of the law, a practice upheld by giants like Google and Amazon.
This is crucial to avoid legal troubles that can harm a companies' reputation
and bottom line. Compliance with regulations is an integral part of business
ethics

o Positive Reputation: Companies with a strong commitment to business
ethics often have a positive reputation. This can make customers choose your
products or services over competitors. A good reputation attracts customers
and helps a company thrive. A great example of this can be seen in

companies like Coca-Cola and Toyota

e Employee Retention: Treating employees ethically is vital for retaining

talent. Workers who feel respected and valued are more likely to stay with a
company. High employee turnover can be costly and disruptive, which makes

business ethics a smart investment.

e Long-Term Success. Companies focused on business ethics are often

more likely to achieve long-term success. While cutting corners might provide
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short-term gains, it usually leads to problems down the road. Ethical decisions

may take longer but create a strong foundation for the future.

e Customer Loyalty: When a company is known for its ethical practices, it
can win the loyalty of customers, much like the loyalty Mcdonalds’s and
Johnson & Johnson enjoy. People prefer to support businesses that align with
their values. This loyalty can be a powerful force in sustaining and growing a

company

e Risk Mitigation: Business ethics can help minimise risks. Ethical decisions

are less likely to lead to costly mistakes. Avoiding unethical practices can

prevent fines, lawsuits and other financial risks

e Investor Confidence: Investors often look at a company's ethics when

deciding where to invest their money. Businesses with a strong ethical track

record are more likely to attract investors, enabling them to grow and expand.

e Sustainable Practices: Business ethics can promote sustainability.
Ethical businesses like Tesla consider the environment, the well-being of their
communities and their impact on society. Sustainable practices are not only

ethical but also increasingly demanded by consumers.

e Innovation and Creativity: Ethical businesses tend to foster an
environment of trust and respect just like innovative tech leaders Adobe and
Intel. In such an atmosphere, employees are more likely to think creatively

and come up with innovative solutions, driving company growth

Let’s Sum Up

Dear Learners, in this first section, we have seen the meaning and definitions of
Business ethics refers to the moral principles guiding the behavior of organizations in
their interactions with stakeholders. It's dynamic and comprehensive, balancing
interests and evolving with societal norms. Ethical business practices are crucial for

enhancing reputation, managing risks, fostering employee and customer loyalty,
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ensuring legal compliance, and promoting long-term sustainability and social
responsibility. In essence, business ethics is about doing what's right for both the

company and society as a whole.

Check Your Progress — Quiz-1

1. What does business ethics refer to?
a) Making as much profit as possible
b) Following only legal guidelines
c) Moral principles guiding business behavior
d) Ignoring the impact on stakeholders
2. Why is it important for businesses to consider ethics?
a) Ethics are optional in business
b) Ethics help maximize profit
c) Ethics ensure fair treatment of stakeholders
d) Ethics hinder business growth
3. Which term describes the ever-changing aspect of business ethics?
a) Static
b) Dynamic
c) Fixed
d) Unpredictable

4. What does the comprehensive nature of business ethics imply?
a) It only focuses on legal compliance
b) It covers a wide range of issues beyond legal requirements
c) Itignores the impact on stakeholders
d) It only considers profit maximization
5. What does business ethics help companies enhance?
a) Reputation and risks
b) Profit and power
c) Revenues and regulations
d) Relationships and responsibility
6. Why is it important for companies to foster employee loyalty?
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a) To increase employee turnover
b) To maintain a positive work environment
c) To decrease productivity

d) To ignore employee needs

SECTION 1.2: VALUES IN BUSINESS

1.2.1 VALUES IN BUSINESS

1. Integrity
The value of integrity often informs ethical decision-making. In other
words, companies that display integrity make ethical decisions even if
experiencing tremendous pressure to go a different way
2. Fairness
Ethical behavior and ethical decisions in business should also include
fairness. This means treating each individual as an equal, no matter a
person’s position within the company. An organization that champions
fairness promotes workplace diversity, encouraging people of different
backgrounds
3. Leadership
All companies have bosses and managers, but that doesn’t mean they
have leaders who follow ethical standards and ethical principles. Ethical
business practices are easier to follow when one of the core values is
leadership. Just because someone is in a position of power does not mean
they're a leader. True leadership displays all the ethical values of an
organization, setting an example for everyone to follow
4. Honesty
Honesty and integrity are closely related to personal ethical standards.
This means leading with the intention of not deceiving or misleading others.

Oftentimes, this means avoiding overstatements and misrepresentations.
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5. Accountability
Another one of the core ethical standards for behavior is
accountability. Stories of companies and executives doing everything they
can to avoid accountability are all too common.
6. Teamwork
The ethical core value of teamwork doesn'’t just entail people working
toward a common goal. It deals with respect and concern for other group
members. Strong teams brainstorm with each other, collaborate, and support
one another in achieving goals, which leads to greater ethics, productivity,
progress, and innovation.
7. Charity/Kindness

Companies can also demonstrate their commitment to ethical
standards and morals through their charity work. Charity shows kindness to
the community and the world at large. It also shows dedication to a cause
bigger than the organization itself.

8. Loyalty

Loyal companies act to earn customer loyalty through great ethics
every day. That usually means providing high-quality products and excellent
customer service. At a time when cyber security concerns grow by the day, it
also means showing they can protect personal information from those with ill

intent.
1.2.2 CAUSES OF UNETHICAL BEHAVIOUR

Misleading communications

e Advertising a product/service feature that does not exist;
e Making misleading claims to clients or suppliers;
¢ Omitting facts so that the inferences about a product/service are different from

reality;
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Exploiting, without making any explicit or implied claims, an existing false
belief about the performance of a product/service;

Creating unrealistic expectations with deceptive marketing practices;

Raising prices temporarily to subsequently apply a pseudo-
promotion/discount;

Overpricing products and services.

Fraudulent behavior

Evading taxes;

Bribing other companies or governmental agencies;

Fabricating or manipulating quality reports and safety tests;

Violating or ignoring environmental regulations;

Doing business with third parties that do not follow local and international
regulations (human rights, for example);

Sharing false information with regulators;

Endangering clients by keep selling a faulty product or service.

Anti-competitive activity

10

Price fixing (discussing and fixing prices to be charged to consumers with
competitors);

Bid rigging (discussing and biasing bids for a contract by, for example,
winning contracts in turns, withdrawing bids, or making unreasonably high
bids for a competitor to win);

Market sharing (agreeing with competitors the markets and customers that
each one tackles);

Information sharing that might reduce the competition (price, stock, market,
and plans, for example);

Abusing a dominant market position by selling at a loss to drive competition
out;

Agreeing with competitors to limit production with the intention of raising

prices.
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Production deviance

» Dragging out work to get overtime payment;

e Claiming more overtime hours than you worked;

* Making mistakes at work on purpose;

e Dragging out work to miss important deadlines;

* Purposely leaving work unfinished so that someone else has to finish it;

e Distracting colleagues instead of working;

e Complaining about unimportant issues at work;

e Being nasty to clients;

e Covering up mistakes with lies;

e Pretending not to know how to do something to avoid a reasonable work
request;

* Failing to keep up to date records of your input (for example, your text edits,

lines of code added to an app, changes in a machine configuration).
Withdrawal

e Taking excessive personal time for lunch, breaks, and other personal deeds;

* Daydreaming excessively;

e Pretending to be unwell (call in sick just to take a day off, for example);

e Taking an unreasonable time to do a job;

¢ Working on personal matters during normal work time;

e Coming late to work or finishing the day early consistently and without
reasonable justification;

e Playing online or computer games while at work;

* Being aware of a colleague’s unethical behavior and failing to address the

issue (gather evidence, talk with the person, report the issue, for example).
Knowledge Hiding

« Playing dumb: Pretending that you are not very knowledgeable about
something, that you do not understand the question posed, or that you know

nothing about the requested information;
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« Evasive hiding: Sharing knowledge other than the one requested, sharing
incorrect or incomplete information, agreeing to help but never actually doing
it, providing misleading promises of future assistance;

« Rationalized hiding: Justifying one’s knowledge hiding with deceptive

regulations, supervisors’ rules, and confidentiality concerns.
Property deviance and sabotage

» Taking property from the organization without permission;

e Wasting organizational property (materials, services, and supplies, for
example);

e Damaging, on purpose, the organization’s equipment, services, or property;

* Placing, on purpose, false or inaccurate information to derail decision-making
in the organization;

e Destroying or falsifying important organizational documents;

» Falsifying receipts to get reimbursements of nonexistent expenses;

e Using personal receipts to get reimbursed for business expenses;

* Helping others to take property from the organization.
Political deviance

* Showing favoritism to people who are important for personal goals;

e Gossiping and undermining others to gain personal advantage;

* Creating personal connections with others to push them to work beyond job
description;

* Giving or accepting gifts in exchange for special treatment;

* Exploiting peers’ networks for personal gain;

e Competing with colleagues instead of working collaboratively;

* Claiming credit for a colleague’s work;

e Putting forth less effort than colleagues.
Ostracism

e Ignoring or avoiding a colleague at work;
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e Shutting out a colleague during conversations;

* Not replying to a colleague’s greetings, phone-calls, or emails;
e Giving the silent treatment to a colleague;

* Acting as if a colleague is not present in the room;

* Refusing to talk to a colleague at work;

e Leaving a room when a colleague comes in;

e Ignoring a colleague’s inputs in a work debate/meeting.
Interpersonal deviance

e Making fun of, embarrassing, or making hurtful comments to a colleague;
e Cursing at or being rude to a colleague;

e Playing unwanted and mean pranks to a colleague;

* Making mean gender, ethnic, or religious comments to a colleague;
e Littering a colleague’s workspace;

e Starting or feeding harmful rumors about a colleague;

e Blaming a colleague for personal mistakes;

e Starting unreasonable arguments with a colleague;

¢ Making a colleague’s life difficult at work;

* Undermining the efforts of a colleague;

e Putting down a colleague;

e Pushing a colleague to discuss personal issues.
Aggression

e Hitting a colleague at work;

e Physically or psychologically threatening a colleague;

e Insulting a colleague at work;

e Making obscene gestures to a colleague;

e Engaging in threatening eye contact (aggressive staring, for example);
e Destroying the private property of a colleague;

e Sabotaging the organizational resources a colleague needs to work;

e Purposefully breaking your colleague’s working tools;

e Failing to alert a colleague of an immediate danger;
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e Endangering a colleague at work.
Bullying/mobbing

e Consistently ignoring, humiliating, or ridiculing a colleague at work;

* Making, on a systematic way, offensive remarks and unfounded allegations
about a colleague;

* Repeatedly reminding and criticizing a colleague’s past mistakes and errors at
work;

e Unfairly accusing or blaming a colleague for something that went wrong at
work;

e Persistently pointing out that a colleague is, in your view, incompetent and
should quit his/her job;

* Excessively monitoring a colleague’s work;

e Pressuring someone, directly or indirectly, to withhold their rights (such as
travel expenses, sick leave);

* Allocating an unreasonable amount of work to a colleague at work, or setting
unreachable deadlines and performance expectations;

* Consistently discharging personal frustrations on a colleague.
Abusive leadership

* Yelling at supervisees;

¢ Ridiculing, blaming, making negative comments, being rude, and putting
supervisees down;

¢ Influencing supervisees through threats and intimidation;

e Humiliating supervisees when they fail to reach a desired standard;

e Treating supervisees as competitors or inferiors rather than
colleagues/partners;

* Encouraging or pressing supervisees to engage in unethical behavior — to
take longer brakes or to falsify reports, for example;

e Lying and breaking promises made to supervisees;

* Isolating supervisees by not allowing contact with others or by blocking

access to important information;
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e Intentionally providing inaccurate or false information to supervisees;
* Ignoring and diminishing the inputs of supervisees;

¢ Undermining supervisees’ efforts at work.
Alcohol and drug use/abuse

e Using illegal drugs at work;

* Using legal or recreational drugs that severely limit productivity and ability to
work;

* Being unable to perform normally due to alcohol or drug hangover;

e Consuming alcohol on the job.
Unsafe behavior

* Neglecting to follow safety instructions;
* Failing to read safety instructions/manuals;
e Endangering yourself, coworkers, or customers by ignoring safety procedures;

* Discussing confidential information with unauthorized people.

Examples of Unethical Business Practices

e Huawei
Huawei has been in the limelight for copying the design of Apple’s
iPhone. From mirroring its form factor to camera placement style, it has
constantly reproduced iPhone models. It even designed screws similar to the

ones in iPhone devices.
e United Airlines

United Airlines has received massive backlash for dragging a
passenger off an overbooked flight. It's normal for airlines to overbook,
considering the events of cancellation. But the rash handling of the situation,

instead of being cordial, was uncalled for.
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e Wells Fargo

Wells Fargo has been found involved in creating 2+ million
unauthorized customer accounts. The employees did so to hit their sales
guotas. Pressure from the supervisors, with hourly tracking, led them to take

this unethical route.
e Toyota

Toyota ignored passengers’ safety even when the management knew
about the fault in their vehicles. Instead of solving issues with the faulty
brakes and pedals, they tried covering up their mess by attributing it to human

error.
e Coca-Cola

Coca-Cola has been blamed for its unethical behavior in multiple
areas. These accusations involve concerns about environmental impacts,
poor working conditions, and severe abuse of human rights. Its products, too,
have remained questionable regarding health concerns.

1.2.3 CONSEQUENCES OF BUSINESSES ACTING UNETHICALLY:

1. Damages Company Credibility

When the lack of ethical behavior comes out in public, the business loses

credibility. The customers, business partners, and employers may break ties.
2.Increases The Number Of Legal Issues

Businesses that operate without proper ethics often have to pay a hefty fine.
In case of severe unethical behavior, executives might even face criminal charges

and possible jail time.

16 Periyar University — CDOE| Self - Learning Material


https://www.npr.org/sections/thetwo-way/2016/09/08/493130449/wells-fargo-to-pay-around-190-million-over-fake-accounts-that-sparked-bonuses
https://www.npr.org/sections/thetwo-way/2016/09/08/493130449/wells-fargo-to-pay-around-190-million-over-fake-accounts-that-sparked-bonuses
https://abcnews.go.com/Blotter/toyota-pay-12b-hiding-deadly-unintended-acceleration/story?id=22972214
https://harbert.auburn.edu/binaries/documents/center-for-ethical-organizational-cultures/cases/coca-cola.pdf
https://harbert.auburn.edu/binaries/documents/center-for-ethical-organizational-cultures/cases/coca-cola.pdf

CDOE -ODL M.COM - SEMESTER II BUSINESS ETHICS AND CORPORATE SUSTAINABILITY

3. Disrupts Employee Relations

When executives portray a lack of business ethics, it leads to stress among
employees. They can no longer trust anyone in their workplace, thus affecting their

daily operations.

1.2.4 CAUSES OF UNETHICAL BEHAVIOUR IN BUSINESSES

1. Poor Leadership

Employees incorporate the ethics of top-level managers of the organization.
When leaders deviate from ethical business practices, everyone finds unethical
behavior rational. Poor, unethical leadership projects the image that ethics don’t

matter.
2. Personal Greed

In many cases, an ethical dilemma arises due to money. The reason might be
to minimize taxes, cut production costs, or pocket extra income in return for
something. While it's perfectly legal to save money, it's wrong to prefer money over

ethics.
3. Unclear Company Policies

Company policies usually outline what’s ethical and what’s unethical. When
the policies are unclear, vague, or inconsistent, ethics aren’'t rightly enforced.

Individual differences over ethics are bound to happen.

1.2.5 How to Prevent Unethical Business Practices

Following are the different ways you can avoid unethical behavior in your

organization.
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1. Establish Clear Guidelines

A documented code of conduct specifies the type of conduct and behavior
expected in the workplace. It provides an overview of what's acceptable and what’s

not.
2. Build a Transparent Culture

An open company culture with transparent communication ensures that

everyone knows what is going on all the time. It also gives employees the confidence

to call out any wrongdoing.
3. Monitor Employee Behavior

A review system by employees for employees will ensure that the established
codes are being followed. Regular reporting and auditing will discourage employees

from being unethical.
4. Appreciate the Right Behaviour

When you value the hard work of your workers, you'll notice higher ethics in

the workplace. Better treatment of employees instills loyalty in them.
5. Lead by Example

When the top management and executives behave responsibly, employees
walk in the same direction. It inspires the staff at all levers to be ethical in all regards.

1.2.6 ETHICAL ISSUES

Ethical issues in business occur when a decision, activity or scenario conflicts
with the organization’s or societies ethical standards. Both organizations and
individuals can become involved in ethical issues since others may question their
actions from a moral viewpoint. Complex ethical issues include diversity, compliance,
governance and empathetic decision-making that align with the organization’s core

values.
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1. Discrimination and harassment

Two of the most significant ethical issues that HR professionals and
managers face are discrimination and harassment. The consequences of
discrimination and harassment in the workplace can negatively impact the finances
and reputation of the organization. Many countries have anti-discrimination laws to

protect employees from unfair treatment. Some anti-discrimination areas include:

Age: Organizations and internal policies cannot discriminate against employees

who are older.

Disability: To prevent disability discrimination, it's important to accommodate and

provide equal treatment for employees with mental or physical disabilities.

Equal pay: Equal pay focuses on ensuring that all employees receive equal

compensation for similar work, regardless of religion, gender or race.

Pregnancy: Pregnant employees have a right not to be discriminated against on

account of their pregnancy.

Race: Employees should receive equal treatment, regardless of ethnicity or race.

Religion: Employees' religious beliefs should not affect how anyone within the

organization treats them.

Sex and gender: An employee's sex and gender identity should not influence

their treatment while working at an organization.

As an HR professional or senior manager, you can educate employees on
these issues and encourage a positive work culture to fight discrimination. All
employees require an understanding of the disciplinary consequences of
discriminative behaviour. You can make an effort to hire people with different

backgrounds, characteristics and nationalities to ensure a diverse workforce. It's also
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crucial to consider factors such as age, religion and culture when developing internal

policies to be more aware and flexible regarding employees' needs.

2. Workplace health and safety

All employees have a right to a safe working environment and work
conditions. Some of the most common employee safety considerations include:

Fall protection: This involves measures to protect employees against falls, such

as guard rails.

Hazard communication: Identify any harmful substances employees work with

and communicate how to handle these hazardous materials safely.

Scaffolding: The HR department in construction or maintenance organizations is

obliged to guide employees about the maximum weight numbers structures can
handle.

Respiratory protection: |If relevant, provide guidelines about emergency

procedures and the standards applicable to the use of respiratory equipment.

Lockout, tag out: This involves specifying the control procedures for dangerous

machines and hazardous energy sources, such as gas and oil.

Industrial trucks: It's important to ensure that the required safety standards for

trucks are in place to protect employees.

Ladders: Before using ladders, employees must be given an understanding of the

weight that the ladder can support.

Electrical wiring methods: Create procedures for electrical and wiring tasks.

For example, these guidelines can specify how employees can create a circuit to

reduce electromagnetic interference.
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Machine guarding: It's important to provide operation guarding instructions for

items such as guillotine cutters, power presses, shears and other devices where

applicable.

General electrical regulations: Developing general electrical

regulations for employees is critical for safety in work environments that require

the frequent use of electrical equipment. For example, employees should never

place conductors or equipment in damp or wet locations.

Health and safety guidelines don't only cover physical harm to employees. It's
also important to consider psychosocial risks, work-related stress and mental health
issues. Factors such as high work demands, job insecurity, effort-reward imbalance

and low levels of autonomy can contribute to health-related behavioural risks.

3. Whistle-blowing or social media rants

Using social media has become widespread, making employees' online
conduct a critical consideration in their employment status. The consequences of
punishing employees for inappropriate social media posts remains an ethical issue,
and the implications of a negative social media post may influence the treatment of
the employee. When an employee's social media posts result in a loss of business or
give the organization a negative reputation, you may decide to fire them.

This is why it's helpful to specify inappropriate social media behaviour in
company policies to ensure employees know what to avoid. As an HR professional
or management figure, you cannot penalise employees who become whistle-blowers
to regulators or authorities. This is also the case for employees who raise awareness
of workplace violations online unless it reduces the amount of business the

organization receives.
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4. Ethics in accounting practices

Laws require organizations to maintain accurate bookkeeping practices.
Unethical accounting practices are a serious issue, especially for publicly traded
companies. The legislation specifies financial report requirements aimed at
protecting shareholders and consumers. All organizations have to keep accurate
financial records and pay taxes to attract investment and business partners
regardless of the size of the company.

5. Corporate espionage and nondisclosure

Many organizations are at risk that current and former employees may steal
information, such as client data, for use by competitors. Stealing an organization's
intellectual property or illegally distributing private client information constitutes
corporate espionage. This is why it can be helpful to require mandatory
nondisclosure agreements. As an HR professional or manager, you may also wish to
set strict financial penalties for violations to discourage these types of ethical

violations.

6. Technology and privacy practices

Developments in an organization's technological security capabilities may
pose privacy concerns for both employees and clients. You can monitor employees'
activity on their work computers and devices provided by the company. As a
manager or HR professional, you can use this method of electronic surveillance to

ensure productivity and efficiency if it doesn't violate the employee's privacy.

Electronic surveillance includes monitoring Internet connections and tracking
keystrokes, content or time spent using the keyboard. When implementing these
types of surveillance, you can act ethically by being transparent about it with
employees. To ensure that employee surveillance doesn't become an ethical issue,
it's helpful to encourage all levels of employees to consider the benefits of the

surveillance system.

22 Periyar University — CDOE| Self - Learning Material



CDOE -ODL M.COM - SEMESTER II BUSINESS ETHICS AND CORPORATE SUSTAINABILITY

7. Nepotism or favouritism

As a hiring manager or HR professional, you may want to employ an
acquaintance or family member because of your connection to them. Even if you
adhere to recruitment policies to ensure a fair process, some employees may still
consider this as nepotism or favouritism. Favouritism occurs when managers treat
some employees better than others for no professional reason. This can reduce
productivity and job satisfaction in other employees, which may negatively impact the

entire organization.

8. Environmental responsibility

Many organizations are increasing corporate social responsibility activities.
You can help create policies that ensure the organization you work for acts in a
responsible way towards employees, the community and the environment. If you
work for a large company in the oil or farming sectors, you have a more significant
corporate social responsibility because of the organization's significant impact on the
environment. If you work for a smaller organization, you may wish to reduce the

company's impact on air and water quality.

Let’s Sum Up

In business, values serve as guiding principles that shape decision-making
and behavior. These values reflect an organization's beliefs and commitments,
influencing how it operates and interacts with stakeholders. However, unethical
behavior can arise from various causes, including individual moral lapses, pressure
to meet targets, or a lack of clear ethical guidelines within the organization. Ethical
issues, such as conflicts of interest or environmental concerns, present complex
challenges that require careful consideration and resolution. By promoting ethical
values and addressing the root causes of unethical behavior, businesses can foster
integrity, trust, and sustainability in their operations, contributing to a positive impact

on society and the economy
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Check Your Progress -QUIZ-1

1. What role do values play in business?
a) They have no impact on decision-making.
b) They shape decision-making and behavior.
c) They hinder organizational progress.
d) They are irrelevant in business contexts.

2. What are some causes of unethical behavior in business?

a) Lack of resources

b) Personal moral lapses, organizational pressures, and ambiguous ethical
guidelines

c) Strict adherence to regulations

d) Clear communication channels

3. What are ethical issues commonly faced by businesses?

a) Technological advancements
b) Environmental concerns, conflicts of interest
c) Employee benefits
d) Marketing strategies
4. What might be a cause of unethical behavior related to organizational

pressures?

a) Encouraging ethical decision-making among employees
b) Providing clear ethical guidelines
c) Setting unrealistic sales targets
d) Promoting transparency in business operations
5. Which of the following is an example of an ethical issue in business?
a) Employee dress code policy
b) Stock market fluctuations
c) Environmental pollution by a manufacturing plant

d) Technological innovation in product design
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1.3 Unit Summary

Business Ethics: Understanding Right and Wrong in Business

In this unit, we explored the fundamental concepts of business ethics, aiming
to provide students with a comprehensive understanding of ethical behavior in the
business world. Business ethics refers to the moral principles and values that guide
the behavior of individuals and organizations in their interactions with stakeholders. It
goes beyond mere legal compliance, emphasizing the importance of doing what is
morally right. Business ethics is dynamic and comprehensive, evolving with societal
norms and encompassing a wide range of issues beyond legal requirements. It
involves balancing various interests to ensure morally acceptable conduct in
business dealings. Business ethics plays a crucial role in enhancing organizational
reputation, managing risks, fostering employee and customer loyalty, and promoting
long-term sustainability and social responsibility. Ethical values are integral to
establishing trust and credibility in business relationships. Unethical behavior in
business can stem from various factors, including individual moral shortcomings,
organizational culture and incentives, and societal pressures. Understanding these

causes is essential for preventing and addressing unethical conduct.

Businesses often face complex ethical dilemmas and challenges in areas
such as marketing, finance, human resources, and environmental sustainability.
Developing critical thinking skills and ethical decision-making frameworks is essential
for navigating these issues responsibly. By studying business ethics, learners gain
the knowledge and skills necessary to navigate the complexities of the business
world while upholding moral principles and values. They learn to recognize ethical
dilemmas, make informed decisions, and contribute to creating a more ethical and

sustainable business environment.
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1.4 Glossary

Social Values These are beliefs or norms accepted by society as a
whole, influencing how people interact with each other

and what is considered acceptable behavior.

Bribery This involves offering, giving, receiving, or soliciting
something of value to influence the actions of an

individual or entity in a position of power or trust.

Fiduciary This refers to a relationship of trust and confidence,
especially between a trustee and a beneficiary, where the
trustee is legally obligated to act in the best interests of

the beneficiary.

Mitigation This involves taking actions to reduce or alleviate the
severity, impact, or risk of a problem, issue, or negative

outcome.

Employee Retention | This refers to strategies and efforts by employers to keep
their employees satisfied, engaged, and committed to the

organization for a longer period of time.

Sustainable This refers to practices or actions that meet present
needs without compromising the ability of future
generations to meet their own needs, ensuring the long-
term health and well-being of society and the

environment.

1.5 Self-Assessment

Essay type questions
1. Define business ethics and explain its significance in contemporary
business environments.
2. How does a business ethic contribute to the overall success and
sustainability of organizations?

3. Discuss the nature of business ethics
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Explore the importance of business ethics in shaping organizational culture.
Investigate the causes of unethical behavior in business.

What factors contribute to individuals or organizations engaging in unethical
practices?

Examine ethical issues commonly faced by businesses today?

Discuss the ethical implications of corporate social responsibility (CSR)
initiatives.

1.6 Case Study

1 Enron Scandal

In the early 2000s, Enron, once a leading energy company, collapsed due to
accounting fraud and unethical practices. Executives engaged in deceptive
accounting methods to inflate the company's financial performance, leading to
massive losses for shareholders and employees. This case highlights the
importance of integrity, transparency, and accountability in business

operations.

Volkswagen Emissions Scandal (Nature of Business Ethics)

Volkswagen was involved in a scandal where it installed software in its diesel
vehicles to manipulate emissions tests, deceiving regulators and consumers
about the true environmental impact of its cars. This case underscores the
ethical considerations in product design, environmental responsibility, and

corporate integrity.

The Body Shop (Role and Importance of Business Ethics and Values in
Business)

The Body Shop, a cosmetics company founded by Anita Roddick,
emphasized ethical sourcing, environmental sustainability, and social
responsibility in its business practices. By prioritizing these values, The Body
Shop built a strong brand reputation and attracted socially conscious

consumers, demonstrating the business benefits of ethical conduct.
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1.7 Task

Discuss the following points:

e The ethical dilemmas faced by managers in balancing business

interests and ethical responsibilities.

e Strategies for promoting ethical decision-making within organizations.

1.9 References and Suggested Readings
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ETHICAL DECISION MAKING IN BUSINESS

UNIT II: ETHICAL THEORIES
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SECTION 2.1: ETHICAL DECISION MAKING
2.1.1 MEANING OF ETHICAL DECISION MAKING

Ethical decision making is the process of evaluating and choosing actions that
align with ethical principles and values. It involves considering the potential
consequences of different choices and determining which course of action is morally
right or morally acceptable. Ethical decision making is essential in both personal and
professional contexts, but it holds particular significance in business, where
decisions can have wide-ranging impacts on stakeholders, including customers,

employees, investors, and the community at large.
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DEFINITION OF ETHICAL DECISION-MAKING

Josephson Institute of Ethics: Ethical decision-making involves "applying
principles of fairness, justice, and integrity to the problems and challenges faced in

our personal and professional lives."

Laura Pincus Hartman and Joseph R. DesJardins: In their book "Business
Ethics: Decision-Making for Personal Integrity & Social Responsibility," they define
ethical decision-making as "the process of making choices among alternative

courses of action, where each choice has different moral implications."

Michael Josephson: According to Josephson, ethical decision-making is "the
process of choosing among alternatives in a manner consistent with one's values

and in compliance with applicable norms of behavior."
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Kenneth E.Goodpaster: Goodpaster defines ethical decision-making as "the
thoughtful consideration of individual and collective moral duties and obligations in

light of principles, norms, and values that govern the relevant moral community."

2.1.2 THE PROCESS OF ETHICAL DECISION MAKING

Identifying the Ethical Issue: The first step in ethical decision making is

recognizing that a decision involves ethical considerations. This may involve
identifying conflicts between competing interests, recognizing moral dilemmas, or

acknowledging situations where values or principles are at stake.

Gathering Information: Once the ethical issue is identified, decision makers

gather relevant information to fully understand the situation. This may include
examining facts, assessing risks, considering alternative courses of action, and

consulting with relevant stakeholders.

Considering Ethical Principles and Values: Decision makers evaluate the
ethical implications of each option based on ethical principles and values. Common
ethical principles include honesty, integrity, fairness, respect for others, and
responsibility. Decision makers may also consider the organization’s code of ethics,

industry standards, and legal requirements.

Weighing Consequences: Decision makers assess the potential

consequences of each option, both positive and negative, for various stakeholders.
This involves considering short-term and long-term impacts, as well as the potential

for unintended consequences.

Making a Decision: Based on the information gathered and ethical
considerations weighed, decision makers choose the course of action that they

believe is morally right or most aligned with ethical principles and values.

Implementing the Decision: Once a decision is made, it is implemented
effectively and ethically. This may involve communicating the decision to relevant
stakeholders, ensuring transparency and accountability, and monitoring the

outcomes to assess the effectiveness of the decision.
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Reflecting and Learning: After the decision is implemented, decision makers
reflect on the process and outcomes to learn from the experience. This may involve
evaluating the decision-making process, identifying areas for improvement, and

incorporating lessons learned into future decision making.

Ethical decision making is not always straightforward, and decision makers
may encounter challenges, conflicts, and uncertainties along the way. However, by
following a systematic approach to ethical decision making and prioritizing ethical
principles and values, individuals and organizations can make choices that promote
integrity, trust, and ethical behavior. Additionally, fostering a culture of ethical
decision making within organizations can help create an environment where ethical

considerations are valued, and ethical behavior is encouraged and supported.

2.1.3 IMPORTANCE OF ETHICAL DECISION MAKING IN BUSINESS

Maintaining Ethical Standards: Ethical decision making ensures that
businesses uphold their ethical standards and principles in all aspects of operations.
It serves as a mechanism for translating abstract ethical values into concrete actions
and behaviors, guiding individuals and organizations to act in accordance with moral

principles such as honesty, integrity, fairness, and respect.

Building Trust and Reputation: Ethical decision making is essential for
building and maintaining trust and credibility with stakeholders, including customers,
employees, investors, and the community. When businesses demonstrate a
commitment to ethical behavior and decision making, they enhance trust with
stakeholders, leading to stronger relationships, positive reputation, and long-term

SUcCcCessS.

Mitigating Risks: Ethical decision making helps mitigate ethical risks associated
with legal violations, regulatory non-compliance, and reputational damage. By
considering the ethical implications of actions and decisions, businesses can identify
and address potential risks early on, minimizing the likelihood of legal disputes,

financial losses, and damage to their reputation.
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Enhancing Employee Morale and Engagement: Ethical decision making
fosters a positive work environment where employees feel valued, respected, and
motivated. When employees perceive their organization as ethical and principled,
they are more likely to be engaged, committed, and loyal. This leads to higher
employee morale, lower turnover rates, and increased productivity, ultimately

contributing to organizational success.

Improving Stakeholder Relations: Ethical decision making strengthens
relationships with stakeholders by demonstrating a commitment to fairness,
transparency, and accountability. When businesses prioritize ethical considerations
in decision making, they build trust and credibility with stakeholders, leading to

stronger partnerships, greater stakeholder satisfaction, and enhanced reputation.

Fostering Innovation and Creativity: Ethical decision making encourages
innovation and creativity by promoting an environment where diverse perspectives
are valued, conflicts are resolved ethically, and ethical dilemmas are approached
constructively. When employees feel empowered to voice their opinions and ideas
without fear of retaliation, they are more likely to contribute innovative solutions to

complex problems.

Ensuring Long-Term Sustainability: Ethical decision making is essential for
the long-term sustainability and success of businesses. By considering the broader
impacts of their actions on society, the environment, and future generations,
businesses can contribute to sustainable development and create value for all
stakeholders over the long term. Ethical decision making helps businesses navigate
changing societal expectations, emerging ethical issues, and evolving regulatory
landscapes, ensuring their continued relevance and resilience in a dynamic business

environment.
2.1.4 COMMON DILEMMAS AND PROBLEMS FACED IN BUSINESS

Common dilemmas and problems faced in business settings encompass a
wide range of challenges that organizations encounter in their day-to-day operations.
These dilemmas and problems often arise due to competing interests, ethical

considerations, resource constraints, and external factors. Understanding and
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addressing these common dilemmas and problems is essential for businesses to
navigate challenges effectively and achieve their objectives. Here are some
examples and explanations of common dilemmas and problems faced in business

settings:

Resource Allocation: Businesses often face dilemmas when allocating limited
resources, such as budget, time, and manpower, among competing priorities and
projects. For example, deciding how to allocate funds between marketing, research
and development, and operational expenses can be challenging, especially when

resources are scarce.

Ethical Dilemmas: Ethical dilemmas arise when businesses encounter situations
where there is a conflict between moral principles or values. For example, a
business may face an ethical dilemma when deciding whether to prioritize profit
maximization or social responsibility, or when balancing the interests of different

stakeholders, such as customers, employees, and shareholders.

Strategic Decisions: Strategic dilemmas involve decisions about long-term
strategies, market positioning, product development, and expansion plans. For
example, businesses may face dilemmas when deciding whether to enter new
markets, launch new products, or invest in research and development, as these
decisions involve risks and uncertainties that can impact the organization's future

Success.

Risk Management: Businesses encounter dilemmas when assessing and
managing risks associated with business operations, investments, and strategic
initiatives. For example, deciding how much risk to take when investing in new
technologies, entering new markets, or expanding operations requires careful

consideration of potential rewards and consequences.

Human Resources: Human resource dilemmas involve decisions about hiring,
firing, performance management, and employee development. For example,
businesses may face dilemmas when deciding whether to hire new employees,
promote from within, or outsource certain functions, as these decisions can have

implications for employee morale, engagement, and productivity.
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Customer Relations: Businesses encounter dilemmas when managing
customer relationships, addressing complaints, and meeting customer expectations.
For example, deciding how to handle customer complaints, refunds, or product
recalls requires balancing the interests of customers with the need to maintain

profitability and reputation.

Supply Chain Management: Supply chain dilemmas involve decisions about
sourcing, procurement, inventory management, and logistics. For example,
businesses may face dilemmas when deciding whether to source materials from
suppliers with questionable labor practices or environmental records, as these
decisions can impact the organization's reputation and social responsibility.

Regulatory Compliance: Businesses encounter dilemmas when navigating complex
regulatory requirements and compliance obligations. For example, deciding how to
interpret and comply with laws and regulations governing data privacy,
environmental protection, or consumer rights can be challenging, especially when

regulations are ambiguous or subject to interpretation.

Let’s Sum Up

Ethical decision-making in business is a crucial process that involves
evaluating choices based on moral principles and values to ensure integrity and
responsible conduct. Its significance lies in fostering trust with stakeholders,
maintaining a positive reputation, and complying with laws and regulations while
promoting employee morale and engagement. Understanding decision-making
processes, which encompass identifying issues, gathering information, analyzing
alternatives, making choices, and evaluating outcomes, is essential for integrating
ethical considerations at each stage. However, business settings often encounter
common dilemmas, including conflicts of interest, pressure to meet financial targets,
ethical dilemmas regarding honesty and fairness, and challenges related to
environmental sustainability and corporate governance, highlighting the need for
robust ethical frameworks and practices to navigate these complexities effectively.
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Check Your Progress - Quiz-1

1.What is the primary goal of ethical decision-making in business?

a) Maximizing profits

b) Ensuring compliance with regulations
¢) Upholding moral principles and values
d) Minimizing costs

2.Which ethical theory emphasizes the consequences of actions in determining

morality?

a) Deontology
b) Virtue ethics
c) Utilitarianism

d) Ethical egoism

3.What role does ethical decision-making play in building trust with stakeholders?

a) Itis irrelevant to building trust
b) It contributes to building trust and credibility
c) It leads to conflicts with stakeholders

d) It undermines organizational goals

4.Which stage of the decision-making process involves evaluating different options

based on their ethical implications?

a) ldentifying issues
b) Gathering information
c) Analyzing alternatives

d) Making choices

5.What is a common ethical dilemma faced by businesses involving conflicts of

interest?

37

a) Pressure to meet financial targets
b) Ensuring transparency in reporting
c) Promoting employee diversity

d) Implementing environmentally sustainable practices
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SECTION 2.2: ETHICAL THEORIES
2.2.1 MEANING OF ETHICAL THEORIES

Ethical theories" refers to systematic frameworks or approaches that provide
principles, guidelines, and concepts for understanding, analyzing, and evaluating
moral dilemmas and ethical issues. Ethical theories aim to address fundamental
guestions about what makes actions right or wrong, good or bad, and to provide a

basis for moral reasoning and decision-making.

2.2.2 Key Components of Ethical Theories:

Normative Ethics: Ethical theories are part of normative ethics, which is

concerned with establishing norms or standards of behavior and evaluating actions
as morally right or wrong. Normative ethics seeks to answer questions about how

individuals ought to act and what principles or rules should guide their behavior.

Metaethics: Ethical theories also engage with metaethics, which explores the

nature, origin, and meaning of ethical principles and values. Metaethical questions
include whether ethical truths are objective or subjective, whether moral judgments
are based on facts or opinions, and whether moral principles have universal or

relative validity.

Applied Ethics: Ethical theories inform applied ethics, which deals with specific
moral issues and dilemmas in particular domains, such as business ethics, medical
ethics, environmental ethics, and social justice. Applied ethics applies ethical
theories to practical situations and contexts, guiding decision-making and behavior in

real-world scenarios.

2.2.3 Common Ethical Theories:

Utilitarianism: Utilitarianism is a consequentialist ethical theory that focuses on

maximizing overall happiness or utility for the greatest number of people. According

to utilitarianism, the moral rightness or wrongness of actions is determined by their
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consequences, with the greatest good for the greatest number being the guiding

principle.

Deontology: Deontology is a non-consequentialist ethical theory that emphasizes

moral duties, principles, and rights. According to deontology, certain actions are
inherently right or wrong regardless of their consequences, and individuals have
moral obligations to act in accordance with universal principles, such as honesty,

fairness, and respect for human dignity.

Virtue Ethics: Virtue ethics focuses on the character traits or virtues that

contribute to moral excellence and flourishing. According to virtue ethics, ethical
behavior arises from cultivating virtuous character traits, such as honesty, integrity,
courage, compassion, and wisdom, rather than following rules or maximizing

outcomes.

Ethical Egoism: Ethical egoism is a consequentialist ethical theory that asserts

individuals should act in their own self-interest, maximizing their own well-being or
happiness. According to ethical egoism, individuals have a moral obligation to
prioritize their own interests above those of others, leading to actions that promote

self-interest and personal advantage.

Ethical Relativism: Ethical relativism is a met ethical theory that holds that

ethical truths and principles are relative to individual beliefs, cultural norms, and
societal conventions. According to ethical relativism, there are no absolute moral

standards or universal ethical principles that apply to all people in all situations.
2.2.4 Significance of Ethical Theories:

Guidance for Decision Making: Ethical theories provide frameworks for
evaluating ethical dilemmas and making ethical decisions by offering principles,

rules, and guidelines for determining what is morally right or wrong.

Promotion of Ethical Conduct: Ethical theories promote ethical conduct by
providing moral norms and standards that guide behavior and actions in various

contexts, fostering integrity, fairness, and respect for others.
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Resolution of Ethical Conflicts: Ethical theories help resolve ethical conflicts
and moral disagreements by offering principles and criteria for weighing competing

values, interests, and obligations.

Justification of Ethical Conduct: Ethical theories provide justifications for
ethical conduct by offering moral reasoning and arguments that support ethical

principles and values in specific situations.

Application to Real-World Issues: Ethical theories inform applied ethics and

guide decision-making and behavior in real-world contexts, such as business,

medicine, law, politics, and social justice.

2.2.5 Importance of Ethical Theories in Business

Provide direction for ethical decisions: Ethical theories offer frameworks
and principles to guide decision-making and resolve ethical dilemmas in businesses.

They help determine what actions are right and wrong.

Establish firm's values: Ethical theories inform and shape the core values that

businesses adopt and adhere to. They outline what kinds of practices and behaviors

the firm promotes.

Justify ethical policies and codes: Ethical theories provide the underlying
justification for firms to develop and execute ethical policies, codes of conduct, and

compliance programs.

Offer criteria for evaluating practices: Ethical theories act as benchmarks

or standards against which businesses can measure and assess their products,

processes, and behaviors to assess ethical quality.

Promote good reputation: Ethical theories help firms operate and behave in

ethically sound ways that earn trust, loyalty, and a positive reputation with

stakeholders.

Mitigate legal and financial risks: Obeying principles from ethical theories

help mitigate legal risks, scandals, and financial losses due to evil rules.
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Improve organizational culture: Ethical theories support growing an ethical
culture and environment within firms where moral values shape daily operations and

decision-making.
2.2.6 ETHICAL THEORIES IN BUSINESS DECISION MAKING

Guidance for Ethical Evaluation: Ethical theories offer normative principles
and standards against which business decisions can be evaluated. By providing
criteria for determining what is morally right or wrong, ethical theories help
businesses assess the ethical implications of their actions and make decisions that

align with ethical principles and values.

Resolution of Ethical Dilemmas: Business decision making often involves
ethical dilemmas, where there is a conflict between competing values, interests, or
obligations. Ethical theories provide frameworks for resolving these dilemmas by
offering principles, rules, and guidelines for weighing and prioritizing ethical
considerations and determining the most ethically defensible course of action.

Promotion of Ethical Conduct: Ethical theories promote ethical conduct by
guiding businesses in adhering to moral principles, values, and norms. By applying
ethical theories, businesses can foster a culture of integrity, honesty, fairness, and
respect within the organization, leading to ethical behavior and responsible decision

making at all levels.

Enhancement of Stakeholder Trust: Ethical decision making based on
ethical theories helps build and maintain trust and credibility with stakeholders,
including customers, employees, investors, suppliers, and the community. When
businesses demonstrate a commitment to ethical principles and values, stakeholders
are more likely to trust and support the organization, leading to stronger relationships

and greater stakeholder loyalty.

Mitigation of Ethical Risks: Ethical theories help identify and mitigate ethical

risks associated with business operations, practices, and decisions. By considering

the ethical implications of actions, businesses can anticipate and address potential
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ethical challenges before they escalate into crises or scandals, reducing the

likelihood of legal liabilities, financial losses, and reputational damage.

Compliance with Ethical Standards: Ethical theories provide a basis for

understanding and complying with ethical standards, codes of conduct, and
regulatory requirements. By applying ethical theories, businesses can ensure that
their actions and decisions meet ethical standards and expectations, aligning with

legal and industry norms and avoiding ethical violations.

Promotion of Social Responsibility: Ethical theories emphasize the
importance of considering the broader impacts of business decisions on society, the
environment, and stakeholders. By applying ethical theories, businesses can
integrate social responsibility into their decision-making processes, contributing to

sustainable development, environmental stewardship, and social welfare.

Development of Ethical Leaders: Ethical theories help develop ethical
leadership capabilities by providing frameworks for ethical reasoning, decision
making, and behavior. By applying ethical theories, leaders can role model ethical
conduct, inspire ethical behavior among employees, and create a culture of ethical

leadership within the organization.
2.2.7 ETHICAL DILEMMA

An ethical dilemma (ethical paradox or moral dilemma) is a problem in the
decision making process between two possible options, neither of which is
absolutely acceptable from an ethical perspective. Although we face many ethical
and moral problems in our lives, most of them come with relatively straightforward
solutions.

The biggest challenge of an ethical dilemma is that it does not offer an obvious
solution that would comply with ethics al norms. Throughout the history of humanity,
people have faced such dilemmas, and philosophers aimed and worked to find
solutions to them.
The following approaches to solve an ethical dilemma were deduced:

» Refute the paradox (dilemma): The situation must be carefully analyzed. In

some cases, the existence of the dilemma can be logically refuted.
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» Value theory approach: Choose the alternative that offers the greater good or
the lesser evil.
» Find alternative solutions: In some cases, the problem can be reconsidered,

and new alternative solutions may arise. Examples

Some examples of ethical dilemma include:

» Taking credit for others’ work
» Offering a client a worse product for your own profit
» Utilizing inside knowledge for your own profit

Ethical Dilemmas in Business

Ethical dilemmas are especially significant in professional life, as they
frequently occur in the workplace. Some companies and professional organizations
(e.g., CFA) adhere to their own codes of conduct and ethical standards. Violation of

the standards may lead to disciplinary sanctions.

Almost every aspect of business can become a possible ground for ethical
dilemmas. It may include relationships with co-workers, management, clients, and

business partners.

People’s inability to determine the optimal solution to such dilemmas in a
professional setting may result in serious consequences for businesses and
organizations. The situation may be common in companies that value results the

most.

In order to solve ethical problems, companies and organizations should
develop strict ethical standards for their employees. Every company must
demonstrate its concerns regarding the ethical norms within the organization. In

addition, companies may provide ethical training for their employees.
NOMINAL DILEMMA

A classic dilemma is a choice between two or more alternatives, in which the

outcomes are equally undesirable, or equally favorable. It does not typically involve a
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moral or ethical crisis, but the person or character's everyday life may change as a

result of their decision.

Ethical theories and examples.

In deontological theory, for example, employees behave in a moral way
because they are obligated to do so while on the work premises, and utilitarianism,
for example, is when a person digs a borehole to benefit a water-scarce

environment.

Rights theory is where a company provides equal service to people of all
races, and care theory is where people behave ethically in a manner to provide their

duty of care to others.

Morality theory is where people behave ethically such as declaring all sales
and profits because it is the right thing to do. An example of virtue theory is when a
person treats a customer ethically because it is in their character to do so. Justice
theory is when a person has been wronged by the state; they should be

compensated for the wrongdoing.

Let’s Sum Up

In the realm of business ethics, traditional ethical theories such as
Utilitarianism, Ethical Egoism, and the Ethics of Duties offer frameworks for guiding
decision-making and behavior. Utilitarianism, rooted in the principle of maximizing
overall happiness or utility, guides businesses to evaluate actions based on their
consequences and choose those that produce the greatest benefit for the greatest
number of stakeholders. Ethical Egoism, in contrast, prioritizes individual self-interest
and advocates for actions that maximize personal gain, potentially leading
businesses to pursue profit and success at the expense of others. On the other
hand, the Ethics of Duties, or deontological ethics, emphasizes moral duties and
principles that are binding regardless of outcomes, urging businesses to prioritize
honesty, fairness, and respect for human dignity in their operations. While
Utilitarianism focuses on outcomes and Ethical Egoism prioritizes self-interest, the

Ethics of Duties underscores the importance of moral integrity and consistency in
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business practices, providing guidance for navigating ethical dilemmas and

promoting responsible conduct within organizations

45

Check Your Progress - QUIZ -2

According to Utilitarianism, the morally right action in business is the one that:
a) Maximizes individual self-interest
b) Maximizes overall happiness or utility
c) Upholds moral duties and principles

d) Prioritizes honesty and integrity

. Ethical Egoism suggests that businesses should primarily:

a) Maximize profits for shareholders
b) Pursue actions that benefit the greatest number of stakeholders
c) Prioritize their own self-interest and well-being
d) Uphold moral duties and obligations
The Ethics of Duties (Deontology) in business emphasizes:
a) Maximizing overall happiness or utility
b) Prioritizing individual self-interest
¢) Upholding moral duties and principles regardless of consequences
d) Promoting transparency and accountability in business practices
A company decides to implement a cost-cutting measure that results in layoffs to
maximize profits. This decision aligns most closely with which ethical theory?
a) Utilitarianism
b) Ethical Egoism
c) Ethics of Duties
d) Virtue Ethics

. Which ethical theory would most likely support a company's decision to prioritize

fair treatment of employees and customers, even if it leads to short-term financial
losses?

a) Utilitarianism

b) Ethical Egoism
c) Ethics of Duties
d) Contractarianism
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SECTION 2.3: THEORIES OF BUSINESS ETHICS
2.3.1THEORIES OF BUSINESS ETHICS

What are the ethical theories?

Ethical theories are statements or accounts of what moral standing or
responsibility people should ascribe to. They seek to suggest ethical directions

people should consider when making ethics-based decisions.

Utilitarianism: Actions that produce the greatest benefit and least harm for most
people are deemed ethical according to this view. The focus is on creating top
overall utility and value. However, utilitarianism is blamed for potentially missing the
interests of people and minority groups in favour of the greatest good for the greatest
number. It also provides no clear advice for how to weigh other groups' interests.
Utilitarianism can also incentivize unethical shortcuts that produce maximum

aggregate benefits.

Rights-Based Ethics: This perspective argues that businesses must respect all
stakeholders' basic human rights and dignity, especially employees. Workers have
rights to fair treatment, safe working conditions, adequate pay, and privacy that
businesses should uphold. The focus is on respecting fundamental rights. But some
argue it is unclear whether firms truly have moral obligations beyond economic and
legal ones. Rights-based ethics also provides an vague framework as it does not

consider the interests of other stakeholders beyond rights-holders.

Justice and Fairness: Firms should distribute costs, benefits, opportunities, and
risks fairly among all stakeholder groups according to their respective claims and
merits. Workers should be compensated and enabled based on performance and
merit, not factors like nepotism or bias. The focus is on just and fair procedures and
outcomes. However, critics note there are various concepts of justice, and it is
unclear which feeds the best framework for business ethics. There are also debates

about which stakeholders deserve respect in distributional justice.
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Virtue Ethics: Businesses should develop and cultivate moral virtues like
honesty, integrity, care, and trustworthiness within and among employees. Ethical
decisions then flow from having a virtuous disposition. The focus is on building good
moral character. But some argue it is unclear how firms versus people can develop
virtues. There is debate about which virtues are most relevant and important for
businesses. Virtue ethics also provides limited guidance on specific decisions and

policies.

A more adequate approach to business ethics would likely be

stated below.

» Consider the interests of multiple stakeholder groups in a balanced way

» Combine insights from diverse moral theories like utilitarianism, deontology,
virtue ethics, and more

» Account for moral obligations to multiple stakeholders beyond just
shareholders or employees

» Provide practical guidance for specific business decisions and policies

» Recognize ethics as an ongoing process of deliberation, not rigid rules or
formulas

» While limited in scope, the traditional theories highlight crucial moral
considerations that can inform a more holistic and pluralistic approach to
business ethics.

2.3.2 TRADITIONAL ETHICAL THEORIES

Traditional ethical theories provide frameworks for understanding and
evaluating moral principles and decision-making. These theories have evolved over
centuries and continue to shape ethical discussions and practices. Let’s explore
some of the key traditional ethical theories that have influenced ethical thinking and

analysis.
Deontological Ethics

Deontological ethics, often associated with philosopher Immanuel Kant,
emphasizes the inherent moral duties and obligations that individuals have.

According to this theory, the morality of an action is determined by its adherence to
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universal principles and rules, regardless of the consequences. It focuses on the
intent behind an action rather than its outcomes. Deontological ethics emphasizes
principles such as honesty, respect for autonomy, justice, and the categorical
imperative, which states that individuals should act according to principles that they

would want to be universally followed.

Teleology — Based on the writings of Aristotle (384-322 BC), the theory of
teleology provides one with a two-step approach to determining the right course of
action: first, determine the proper end and then decide the means for achieving it. In
other words, achieving the purpose or end justifies the means for achieving it.
Deontology — The German philosopher Immanuel Kant (1724-1804) believed that
decisions or choices should be based on moral principles that can be applied
universally. He gives paramount status to moral rules. The correctness of a
decision or choice is investigated by asking the question “why?” and discovering the
implied moral principles involved. Once an individual has chosen to accept moral
principles, that person needs to obey and apply them at all times and in all cases. A
weakness associated with this theory is the lack of concern for the consequences of

actions.

It is also known as consequentialism, evaluates the morality of an action
based on its outcomes or consequences. The central idea is that the rightness or
wrongness of an action is determined by the amount of overall good or utility it
produces. Utilitarianism, a well-known teleological theory associated with
philosophers like Jeremy Bentham and John Stuart Mill, emphasizes maximizing
overall happiness or pleasure while minimizing pain or suffering. Teleological ethics
considers the consequences of an action for all affected parties and seeks to

achieve the greatest net benefit.
Utilitarianism — John Stuart Mill (1806-1873),

John Stuart Mill viewed as one of the chief architects of utilitarianism, argued
that the correctness of actions should be judged by their consequences (i.e., whether
the act produces the greatest good for the greatest number of people). Two
problems are generally associated with the use of this philosophy: first, how one

person defines good may differ significantly from that of another; and second, it is
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difficult to predetermine all of the consequences of a given action. In spite of these
two concerns, this ethical approach to decision making can provide the teacher with

the motivation to examine which consequences of actions should be considered.

Virtue Ethics

Virtue ethics focuses on developing and embodying virtuous character traits
to guide ethical behavior. Rather than focusing on specific actions or consequences,
virtue ethics emphasizes the cultivation of virtues such as honesty, compassion,
courage, and integrity. It prioritizes the development of virtuous individuals who
consistently act in accordance with moral virtues. Theories like Aristotle’s virtue
ethics propose that the ultimate goal is to cultivate virtues that lead to eudaimonia or

human flourishing.
Natural Law Ethics

Natural law ethics posits that there are inherent moral principles based on
nature or the natural order. It suggests that these principles can be discovered
through reason and are binding on all individuals. Natural law ethics often involves
the belief that there are objective moral truths that govern human behavior. It
emphasizes principles such as preserving life, avoiding harm, pursuing knowledge,

and maintaining social order.
Ethical Egoism

Ethical egoism is a theory that asserts that individuals should act in their self-
interest and maximize their own well-being. It suggests that ethical behavior is driven
by personal desires, interests, and benefits. Ethical egoism argues that individuals
are morally justified in pursuing their own happiness and that actions that promote
self-interest can align with ethical principles.

Divine Command Theory

Divine command theory posits that ethical principles are derived from religious
beliefs and the commands of a higher power or divine being. It asserts that what is
morally right or wrong is determined by the will of a supreme being or religious texts.

Divine command theory suggests that moral obligations are based on the divine
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authority and that individuals should follow the commands or teachings of their

religious faith.

2.3.3 ETHICAL EGOISM

Ethical egoism is the normative theory that the promotion of one's own good is
in accordance with morality. In the strong version, it is held that it is always moral to
promote one's own good, and it is never moral not to promote it. Ethical egoism is
the moral doctrine that everyone ought to act to promote his or her own interests
exclusively. In contrast to psychological egoism, ethical egoism makes a claim about

how people should behave rather than how they actually behave.

In an imaginary construction of a world inhabited by a single being, it is
possible that the pursuit of morality is the same as the pursuit of self-interest in that
what is good for the agent is the same as what is in the agent’s interests. Arguably,
there could never arise an occasion when the agent ought not to pursue self-interest
in favour of another morality, unless he produces an alternative ethical system in

which he ought to renounce his values in favour of an imaginary self, .

In addition, opponents argue that even in a world inhabited by a single being,
duties would still apply; (Kantian) duties are those actions that reason dictates ought
to be pursued regardless of any gain, or loss to self or others. Further, the
deontologist asserts the application of yet another moral sphere which ought to be
pursued, namely, that of impartial duties. The problem with complicating the
creature’s world with impartial duties, however, is in defining an impartial task in a

purely subjective world.

If we move away from the imaginary construct of a single being’s world,
ethical egoism comes under fire from more pertinent arguments. In complying with
ethical egoism, the individual aims at her own greatest good. Ignoring a definition of
the good for the present, it may justly be argued that pursuing one’s own greatest
good can conflict with another’s pursuit, thus creating a situation of conflict. There
are situations when two people’s greatest goods — the subjectively perceived
working of their own self-interest — will conflict, and, a solution to such dilemmas is a

necessary element of any theory attempting to provide an ethical system.
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The ethical egoist contends that her theory, in fact, has resolutions to the
conflict. The first resolution proceeds from a state of nature examination. If, in the
wilderness, two people simultaneously come across the only source of drinkable
water a potential dilemma arises if both make a simultaneous claim to it. With no
recourse to arbitration they must either accept an equal share of the water, which

would comply with rational egoism.

However, ethical egoism does not have to logically result in a Darwinian
struggle between the strong and the weak in which strength determines moral
rectitude to resources or values. Indeed, the “realist” position may strike one as
philosophically inadequate as that of psychological egoism, although popularly

attractive.

On the other hand, the ethical egoist can argue less benevolently, that in case
one man reaches the desired resource first, he would then be able to take rightful
control and possession of it — the second person cannot possess any right to it,
except insofar as he may trade with its present owner. Of course, charitable
considerations may motivate the owner to secure a share for the second comer, and
economic considerations may prompt both to trade in those products that each can

better produce or acquire:.

A second conflict-resolution stems from critics’ fears that ethical egoists could
logically pursue their interests at the cost of others. Specifically, a critic may contend
that personal gain logically cannot be in one’s best interest if it entails doing harm to
another: doing harm to another would be to accept the principle that doing harm to
another is ethical (that is, one would be equating “doing harm” with “one’s own best
interests”), whereas, reflection shows that principle to be illogical on universalistic
criteria. cooperation with others is a more successful approach to improving one’s
interests. Though interaction can either be violent or peaceful, an ethical egoist

rejects violence as undermining the pursuit of self-interest.

A third conflict-resolution entails the insertion of rights as a standard. This
resolution incorporates the conclusions of the first two resolutions by stating that
there is an ethical framework that can logically be extrapolated from ethical egoism.

However, the logical extrapolation is philosophically difficult (and, hence, intriguing)
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because ethical egoism is the theory that the promotion of one’s own self-interest is
in accordance with morality whereas rights incorporate boundaries to behaviour that
reason or experience has shown to be contrary to the pursuit of self-interest. then,

once substantiated, connecting them to the pursuit of an individual’s greatest good.
2.3.4 UTILITARIANISM THEORY

Utilitarianism is an ethical theory that determines right from wrong by focusing
on outcomes. It is a form of consequentialism. Utilitarianism holds that the most
ethical choice is the one that will produce the greatest good for the greatest number.

Quantitative Utilitarianism

Quantitative utilitarianism, or Benthamite utilitarianism, is a branch of
utilitarianism that was developed out of the work of Jeremy Bentham (1747-1832) —
an English philosopher, economist, political scientist, legal scholar, and social
reformer. Quantitative utilitarianism is concerned with aggregate utility maximization
(i.e., maximizing the overall happiness of everyone) and uses a hedonic calculus to

determine the rightness or wrongness of actions.

Bentham’s fundamental axiom states that, “It is the greatest happiness of the
greatest number that is the measure of right and wrong.” The concept of hedonic
calculus (also known as felicific calculus) was developed by Bentham in his 1789

text, “Introduction to the Principles of Morals and Legislation.”

According to quantitative utilitarianism, every action results in some amount of
“pleasure” and some amount of “pain” for an individual. Hedonic calculus aggregates
the individual “pleasures” and “pains” on the basis of their intensity, duration,

certainty, propinquity, fecundity, purity, and extent. Qualitative Utilitarianism

Qualitative utilitarianism is a branch of utilitarianism that arose from the work
of John Stuart Mill (1806-1873) — an English philosopher, civil servant, and politician.
Qualitative utilitarianism rejected hedonic calculus and categorized “pleasures” and

“pains” in a more qualitative manner.

Mill argued that certain “pleasures” and “pains” were of greater consequence
than others, even if there was no quantifiable proof of their increased importance. He
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argued that “higher pleasures” could only be recognized by those who have

experienced them.
Criticisms of Utilitarianism

1. Human happiness is impossible to quantify this is one of the primary criticisms of
quantitative utilitarianism. Human perception of the same experience varies
greatly among individuals. That fact does not allow for a consistent quantifying
process. In addition, all ethical systems stemming from consequentialism (the
belief that actions are judged on the basis of their consequences) are limited by
the ability to guess at the future consequences of present actions.

2. The motives behind actions are ignored Consider two individuals, A and B, who
donate $100 and $1,000, respectively, to a charity. Suppose individual A
donated the money because he wanted to help the charity and individual B made
the donation so that he could improve his own standing in society. Utilitarianism
would consider individual B’s donation to be superior to individual A’s donation,

despite the fact that it was made with an ulterior, and less noble, motive.
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2.3.5 NORMATIVE THEORIES
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The three leading normative theories of business ethics are the stockholder
theory, the stakeholder theory and the social contract theory. Currently the
stockholder theory is somewhat out of favour with many members of the business

ethics community.

Stockholder Theory

The stockholder theory also known as the shareholder theory is normative. This
theory is also popular by the name Friedman doctrine as it was proposed by an
economist named Milton Friedman. According to this theory, it says that a business
firm’s responsibility is towards its shareholders. Hence the objective of such a firm
should be to maximize the returns obtained by the shareholders. Many believe that
the stockholder theory is the oldest perception as far as business ethics is

concerned.

A business’s objective is always to perform and achieve the business objective.
Therefore a business person’s responsibility should be to manage the business in a
manner so that the purpose is accomplished. Similarly, the management and the
employees associated with the business should conduct in a manner so that the

business purpose is achieved.
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According to the stockholder theory, the activities of business owners or
management are limited when it comes to spending resources to meet the
stockholder’s interests. If the stockholder theory did not exist the stockholders would

have ruled over social responsibilities.

Stakeholder Theory

This theory of business ethics mentions that managers require paying attention to
the important stakeholders in a business and also the stakeholder relationships.
According to this theory, the stakeholders in a business should be allowed to take
business decisions. Another important point regarding this theory is that the
relationship between the managers and the stakeholders should be based on

normative commitments and morals.

Therefore, observations suggest that the stakeholder theory emphasizes the
interconnected relationships that exist between the suppliers, customers, investors,
employees, communities, and other entities whosoever have a stake in the entity.
The theory also states that an organization must create value for the stakeholders
and not just the shareholders.

Social Contract Theory

The social contract theory says that an individual’s moral and political obligations
are very much dependent on an agreement or a contract among them. The contract
helps the individuals entering into a contract to form a society in which they reside.
When seen from a business perspective it implies that if entities enter into a
business then they do so by entering into a contract which serves as the agreement
between the business parties. In Ireland, this normative theory of business ethics is

very much adhered to while doing business.

The principal purpose that normative ethical theories serve is to articulate and
advocate an ethical code, i.e., to provide justifiable and reliable principles to

determine what is moral (and immoral) behavior.

Normative theory involves arriving at moral standards that regulate right and

wrong conduct. In a sense, it is a search for an ideal litmus test of proper behaviour.
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The Golden Rule is an example of a normative theory that establishes a single
principle against which we judge all actions. Other normative theories focus on a set

of foundational principles, or a set of good character traits.

Normative theories seek to provide action-guides; procedures for answering the

practical question (What ought | to do?”).

The key assumption in normative theory is that there is only one ultimate criterion

of moral conduct, whether it is a single rule or a set of principles.

Normative ethical theories are classified into three main groups teleological,

deontological and virtue ethics theories.

These types of theories differ in how they determine the moral worth of an action

— whether an action is morally right or wrong, permissible or impermissible.
Teleological Ethics

Teleology finds its etymology in the Greek word ‘telos’ which means “end” and
logos, “science”. The teleological approach is also called “consequentialism”. It
determines the moral worth of any action by the consequences or outcomes of that
action. An action is good if its consequences are good; an action is wrong if its
consequences are bad. Hence, for judging an action morally, we have to consider its
actual or likely results. Ethical egoism and utilitarianism are teleological. Teleological
moral theories locate moral goodness in the consequences of our behavior and not
the behavior itself. According to teleological (or consequentialist) moral theory, all
rational human actions are teleological in the sense that we reason about the means

of achieving certain ends. Moral behavior, therefore, is goal-directed.

Example: From a teleological standpoint, stealing could not be judged inherently
right or wrong independent of the context and the foreseeable consequences.
Suppose one is contemplating stealing a loaf of bread from the neighborhood
grocery store. Many moral theorists would argue that morality requires an analysis of
my motives (or intent) that brought about that behavior.
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However, from a teleological perspective, motives really have nothing to do with the
rightness or wrongness of the act. What really matters lies in the potential pains and
pleasures associated with the short-term and long-term consequences.

If thief’'s children were starving, and if stealing a loaf of bread would immediately

prevent them from starving, then the act might be called moral.

The classic example of teleological ethics is utilitarianism.

Utilitarianism as Teleological Ethics

Utilitarianism requires a moral agent to foresee the consequences of his
action. In any given situation, he has to consider the available alternative courses of
action and select that course which will result in the maximum utility or the minimum
uselessness. The modern form of the consequentialist theory of utilitarianism derives
from 19th century British philosophers such as Jeremy Bentham and John Stuart
Mill. Rather than maximise individual welfare, utilitarianism focuses on collective
welfare and it identifies goodness with the greatest amount of good for the greatest
number of people: the 'greatest happiness principle'. So maximising benefits for the
greatest number of people involves net assessments of benefit: utility is the net
result of ‘benefits’ and 'disbenefits' - or costs. Utility has entered modern economics
as a key quantitative concept. The concept of trade-offs is specifically embraced and
social and environmental cost-benefit analyses are explicit utilitarian tools for
assessing the goodness of an action. A simple balance sheet of costs and benefits
can be drawn up to assess the overall utility of a decision.

Deontology

The term deontology finds its etymology in the Greek word “Deon”, meaning
‘duty,” or ‘obligation,” or ‘that which is necessary, hence moral necessity’. The
deontological approach rejects that the moral worth of any action depends on its
consequences. Deontological approach to ethics holds that moral agents have to
rigorously fulfil their moral duties or obligations unmindful of the consequences.
Moral agents have to honour human rights and meet moral obligations even at the
cost of an optimal outcome. Deontology argues that the moral worth of an action

does not depend on its consequences, but that a different criterion should be used. A
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deontological moral theory might hold that character assassination is wrong and

inhuman, even if it produces good consequences.

Example: In early nineteenth-century America, many members of the anti-slavery
movement argued that slavery was wrong, even though slaveholders and southern

American society in general, economically benefited from it.

The slaveholders were also able to condition the slaves to the point where
they actually enjoyed living under slavery. From a teleological perspective, slavery
might appear to be an ideal economic institution. Everybody is satisfied and happy!

A deontologist, however, would argue that even if the American government
conducted a detailed cost/benefit analysis of slavery and decided that it created

more pleasure in society than pain (good for majority), it would still be wrong.

Hence, slavery is wrong, not because of its negative consequences, but because it
violates an absolute moral rule. According to this theory, some actions are morally
obligatory irrespective of their consequences. Historically, the most influential
deontological theory of morality was developed by the German philosopher
IMMANUEL KANT THEORY (1724-1804).

Categorical Imperative of Kant

Immanuel Kant did not agree with what he had heard of Utilitarianism and
thought that morality rarely had anything to do with happiness. Kant holds that the
moral life does not have any place for feeling, emotion or sentience.A moral life is a
rational life. He started by asking what it is that distinguishes a moral action from a
non-moral action one. He concluded that a moral action is one which is done from a
sense of duty, rather than following inclinations or doing what we want. Kant grants
purity to only one feeling and that is faith in the moral law. But this is not actually
emotion. He looks upon every emotion as immoral. Kant’'s deontology enlightens the
concept of categorical imperative. It is a moral law that is unconditional or absolute
for all agents, the validity or claim of which does not depend on any ulterior motive or
end. For Kant, the only thing that is unqualifiedly good in this world is a good-will, the
will to follow the moral law regardless of profit or law to ourselves. For him, there is

only one such categorical imperative, which he formulated in various ways. “Act only
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according to that maxim (rule) by which you can at the same time will that it should
become a universal law”. It implies that what is right for one person becomes right for
all and what is wrong for one is wrong for all. If you cannot universalize your action in

order to make it right for all, then it is wrong for you too.
Virtue Ethics

Virtue ethics shifts the analytical emphasis away from rule-based decision-
making (of deontological ethics) or of the consequences of an action (eg in

utilitarianism) towards the ethics of individuals and the ethics of human character.

Example: A teleologist would argue that giving to a charity maximises well-being in
society, and a deontologist would argue that we have a duty to help others, a virtue
ethicist would point to the fact that helping others displays desirable virtues such as

being charitable or benevolent.

Other desirable virtues include honesty, courage, friendship, mercy, loyalty,
modesty, patience, and so on. The opposite of virtues are vices.
Virtue ethics offers a better motive for the action one does than the duty-based
ethics.

Saving a life of someone only out of the sense of duty seems to lack a better
motivation like compassion and kindness, which can be expected only from a person
who has developed these virtues in him/her.

It is also important to note that duty-based ethics somehow neglects some of
the essential aspects of moral life, namely the emphasis of being a good person

leading a virtuous life.
2.3.6 HOWEVER IT IS CRITICISED FOR BELOW REASONS:

It lacks moral principles and ethics without specific principles cannot guide us
in deciding the moral choice of an action.

> Ignoring Individual Rights: Critics argue that utilitarianism can lead to
the violation of individual rights and liberties if doing so produces the greatest

overall happiness. For example, in extreme cases, utilitarianism might justify
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sacrificing the rights of a minority to benefit the majority, which raises
concerns about fairness and justice.

> Difficulty in Measuring Utility: Determining and comparing the overall
happiness or utility generated by different actions can be challenging, as
happiness is subjective and difficult to quantify. Critics contend that the
concept of utility is vague and open to interpretation, making it problematic as
a basis for ethical decision-making.

> Potential for Injustice: Utilitarianism may prioritize outcomes over
considerations of justice, fairness, and equality. Critics argue that this focus
on maximizing overall utility can justify morally questionable actions, such as
harming innocent individuals or discriminating against certain groups, if doing
so is deemed to produce the greatest net benefit.

> Ignoring Individual Autonomy: Utilitarianism may overlook the
importance of individual autonomy and personal integrity by emphasizing
outcomes over the intentions or motives behind actions. Critics argue that this
approach fails to respect individuals' rights to make their own choices and live
according to their own values, even if doing so does not maximize overall
happiness.

> Inability to Resolve Conflicting Preferences: Utilitarianism
struggles to address situations where individuals have conflicting preferences
or interests. Critics argue that the theory may overlook the complexity of moral
decision-making and fail to provide clear guidance in situations where there is
no obvious choice that maximizes overall utility.

> Potential for Exploitation: Utilitarianism may justify actions that exploit
certain individuals or groups if doing so benefits the majority. Critics argue
that this can lead to the marginalization or oppression of vulnerable
populations and perpetuate social inequalities in pursuit of maximizing overall

happiness.

For example: When someone steals money, what would be a morally right act in
dealing with that person?

There is a lack of moral judgment in virtue ethics. A person may be virtuous

but he/she may still not be able to distinguish right action from wrong action
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especially if he/she is not knowledgeable in a particular field.There can be situations

in which virtues enter into conflict with one another.

For example:If a person comes across a dilemma situation of his/her friend brought
to trial and he/she is a witness.If the person tells the truth, which means he/she is
dishonest, his/her friend will end up in prison for a few years.If the person wants to
save his/her friend to show loyalty to his/her friendship, he/ she will necessarily tell a
lie which implies that he/she is dishonest.Which of these two virtues, honesty and

loyalty, is to be pursued in this situation?
Aristotle’s Virtues

Aristotle is one of the founders of the Virtue Ethics in Greece. He says that the
human person is a rational animal. Human person has got the ability to reason out
which serves as the essential characteristics and functions of the human being. This
essential characteristic of being rational leads to achieve a particular goal or end
which Aristotle calls virtue.

Virtues are of two types. They are intellectual virtues and moral virtues.

Intellectual virtues are that which can be taught and learnt. Prudence is one such

virtue. We can easily learn from others as to how to be prudent.

Moral virtues can be achieved by repeatedly doing an action that becomes a
habit. These cultivated habits lead to achieving ultimate happiness.

Aristotle also says that virtue is a golden mean, that which lies in the middle of
the two extremes. For example, courage as a moral virtue lies between the two
extremes namely cowardice and fool-hardiness.

Four important virtues, according to Aristotle, are Wisdom, Prudence, Temperance

and Fortitude (courage).
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2.3.7 DISTANCE BETWEEN DEONTOLOGICAL THEORIES AND
TELEOLOGICAL THEORIES

DEONTOLOGICAL THEORIES

TELEOLOGICAL THEORIES

The focus is on moral duties
(what is right) rather than on an
action's consequences (what is
good).

Considerations about moral
duties are more important than
considerations  about  moral
value.

Since the focus is on moral
duties, the individual's intentions
have a substantial role in a
situation's moral evaluation and
consequences that arise through
the individual's actions have no
relevance.

There is no one specifiable
relation between good and right.

Concepts about moral value
(i.e., what is good) are definable
in reference to concepts about
moral duties (i.e., what is right).

The right is prior to the good.

An action's goodness (or
value) depends upon the
action's rightness.

It is the individual's moral
status that is important.

The statement 'x is a moral
individual' means 'x did what
was right with the right intention'.

Deontological ethics stresses
that reason, intuition or moral
sense reveals what is right.

There are some acts that are
moral or immoral in themselves.

Moral duties have a negative

The focus is on an action's
consequences (what is good)
rather than on moral duties
(what is right).

Considerations about moral
value are more important than
considerations about moral
duties.

Since the focus is on moral
value, the consequences that an
individual's  actions  produce
have a substantial role in a
situation's moral evaluation and
the individual's intentions have
no relevance.

There is a specifiable relation
between good and right.

Concepts about moral duties
(i.e., what is right) are definable
in reference to concepts about
moral value (i.e., what is good).

The good is prior to the right.

An action's
depends upon the
goodness (or value).

rightness
action's

It is the action's moral status
that is important.

The statement 'x is a moral
action' means 'x produces at
least as good consequences as
all other possible actions'.

Teleological theories argue
that experience, rather than
reason, reveals what is good.

There are no actions that are
moral or immoral in themselves.
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formulation.

Other's personal interests or
happiness have no relevance in
one's moral considerations or
evaluations, one's own moral
duties have precedence over all
other considerations.

To do what is moral (i.e.,
right) requires that one observe
one's moral duties, possess the
right intentions and avoid those

Moral duties have a positive
formulation.

One must give equal and
impartial consideration to others
interests and happiness, as well
as one's own, in all moral
considerations and evaluations.

To do what is moral (i.e.,
good) requires that one acts so
as to maximize the happiness
that one's action produces.

actions that are immoral in
themselves.

Consequentialist ethical theories (teleological) explain that acts of corruption

by bureaucrats are not ethical in nature.

The emphasis should be on what is the foundation and at the same time the
principle in action to determine whether an act is right or wrong and rational choice of
individuals who are always consistent in determining wrongdoing and right actions.
This principle as an individual choice of the underlying activity is to act ethically,

properly and well.

In Kantian theory, "deontology" is oriented to the moral basis in doing acts of

good, moral for the authorities.

Deontology criticizes acts of corruption. It can reduce honesty, justice, and

virtue, undermining the legitimacy of a regime.

Deontological ethical issues that can be identified are associated with
honesty, justice and virtue high public officials for the application of ethical principles

in public administration.

The "virtue ethics" can be applied during administration to avoid any bad
behavior in power, because virtue ethics offer several categories of underlying

rejection of bad actions or behavior of officials who abuse their authority.
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Patterns of mal-governance and corruption need to be eradicated using

dynamic, participatory society, social control and supervision.

Such Corrupt practices in the public administration can be reduced if there is
an official state of integrity, virtue and conscience of the government to end the bad

deeds.
2.3.8 Importance of Normative Theories of Business Ethics

In a business, there are identified certain norms and standards for conduct. If
these norms are absent then no business would have run smoothly. The various
normative theories of business ethics only attempt to set the norms and conducts.
The application of the different normative theories and the standards to practical
moral issues is the concern of business ethics. In Ireland and the rest of the world,
there are several business houses and all of them require adhering to these three
normative theories of business ethics. By doing so business entities can smoothly

run a business.

Normative theories are essential in various fields, including ethics, philosophy,

law, and social sciences, for several reasons:

> Establishing Standards and Values: Normative theories help
establish standards, values, and principles that guide human behavior and
decision-making. They provide a framework for evaluating actions and
behaviors as right or wrong, good or bad, based on moral, ethical, or social
considerations.

> Ethical Guidance: In ethics, normative theories provide guidance on how
individuals and societies ought to behave. They offer principles for
determining moral duties, rights, and obligations, helping people make ethical
choices in complex situations.

> Legal and Political Systems: Normative theories play a crucial role in
shaping legal and political systems. They underpin laws, regulations, and
governance structures by providing a basis for determining what is just, fair,

and legitimate in society.
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> Social Cohesion and Order: Normative theories contribute to social
cohesion and order by promoting shared values and norms within
communities. They help establish common expectations for behavior,
reducing conflict and promoting cooperation among individuals and groups.

> Promoting Justice and Equality: Many normative theories focus on
promoting justice, equality, and fairness in society. By advocating for the
rights and well-being of all individuals, these theories help address social
injustices and inequalities.

> Critical Reflection and Debate: Normative theories encourage critical
reflection and debate about fundamental moral, ethical, and social issues.
They provide a framework for analyzing and evaluating different perspectives,
fostering intellectual inquiry and dialogue.

> Informing Policy and Practice: Normative theories inform the
development of policies, practices, and interventions aimed at addressing
societal challenges. They help policymakers and practitioners consider ethical
implications and moral responsibilities in their decision-making processes.

> Cultural and Historical Context: Normative theories are influenced by
cultural and historical contexts, reflecting the values, beliefs, and traditions of
societies over time. Understanding these theories helps individuals
comprehend the cultural and moral frameworks that shape human behavior.

> Personal and Professional Development: Normative theories
contribute to personal and professional development by fostering moral
reasoning, empathy, and ethical awareness. They encourage individuals to
reflect on their values and principles, guiding their actions and choices in both
personal and professional contexts.

> Promoting Human Flourishing: Ultimately, normative theories aim to
promote human flourishing and well-being by guiding individuals and societies
toward ethical, just, and meaningful lives. They emphasize the importance of

virtues, character development, and the pursuit of the common good.

Normative theories are important because they provide a foundation for
ethical decision-making, shape legal and political systems, promote social cohesion

and justice, foster critical reflection and debate, inform policy and practice, reflect
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cultural and historical contexts, contribute to personal and professional development,

and ultimately, aim to enhance human flourishing and well-being.

2.3.9 Lawrence Kohlberg’s Theory Model

Kohlberg's moral development stages are a six-stage theory of how children
learn and develop a sense of morality. According to this theory, which was first
proposed in the early 1960s by developmental psychologist Lawrence Kohlberg,

children pass through six distinct stages as they mature

. Conditions A-Z
. Therapy

. Living Well

. Relationships

. Psychology

Verywell / Bailey Mariner

. Definition
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Kohlberg's theory of moral development is a theory that focuses on how
children develop morality and moral reasoning. Kohlberg's theory suggests that
moral development occurs in a series of six stages and that moral logic is primarily

focused on seeking and maintaining justice.

Here we discuss how Kohlberg developed his theory of moral development
and the six stages he identified as part of this process. We also share some critiques
of Kohlberg's theory, many of which suggest that it may be biased based on the

limited demographics of the subjects studied. Moral Development
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Moral development is the process by which people develop the distinction
between right and wrong (morality) and engage in reasoning between the two (moral

reasoning).

How do people develop morality? This question has fascinated parents,
religious leaders, and philosophers for ages, but moral development has also
become a hotbuttonissue in psychology and education. Do parental or societal
influences play a greater role in moral development? Do all kids develop morality in

similar ways?

American psychologist Lawrence Kohlberg developed one of the best-known
theories exploring some of these basic questions. His work modified and expanded
upon Jean Piaget's previous work but was more cantered on explaining how children

develop moral reasoning.

Kohlberg extended Piaget's theory, proposing that moral development is a
continual process that occurs throughout the lifespan. Kohlberg's theory outlines six

stages of moral development within three different levels.

In recent years, Kohlberg's theory has been criticized as being Western-
centric with a bias toward men (he primarily used male research subjects) and for
having a narrow worldview based on upper-middle-class value systems and

perspectives.
2.3.10 How Kohlberg Developed His Theory

Kohlberg based his theory on a series of moral dilemmas presented to his
study subjects. Participants were also interviewed to determine the reasoning behind

their judgments in each scenario.

One example was "Heinz Steals the Drug." In this scenario, a woman has
cancer and her doctors believe only one drug might save her. This drug had been
discovered by a local pharmacist and he was able to make it for $200 per dose and
sell it for $2,000 per dose. The woman's husband, Heinz, could only raise $1,000 to

buy the drug.
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He tried to negotiate with the pharmacist for a lower price or to be extended
credit to pay for it over time. But the pharmacist refused to sell it for any less or to
accept partial payments. Rebuffed, Heinz instead broke into the pharmacy and stole
the drug to save his wife. Kohlberg asked, "Should the husband have done that?"

Stages of Moral Development

Kohlberg's theory is broken down into three primary levels. At each level of
moral development, there are two stages. Similar to how Piaget believed that not all
people reach the highest levels of cognitive development, Kohlberg believed not

everyone progresses to the highest stages of moral development.

Levels of Moral Age Stages Included in This Level of Development Preconvention O
to9

» Stage 1: Obedience and punishment Morality

» Stage 2: Individualism and exchange Conventional Morality Early
adolescence

» Stage 3: Developing good interpersonal to adulthood relationships

» Stage 4: Maintaining social order Post conventional Some adults; rare

» Stage 5: Social contract and individual Morality rights

» stage 6: Universal principles

Level 1. Preconvention Morality

Preconvention morality is the earliest period of moral development. It lasts until
around the age of 9. At this age, children's decisions are primarily shaped by the
expectations of adults and the consequences of breaking the rules. There are two

stages within this level:

> Stage 1 (Obedience and Punishment): The earliest stages of moral
development, obedience and punishment are especially common in young
children, but adults are also capable of expressing this type of reasoning.
According to Kohlberg, people at this stage see rules as fixed and absolute.
Obeying the rules is important because it is a way to avoid punishment.

> Stage 2 (Individualism and Exchange): At the individualism and

exchange stage of moral development, children account for individual points
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of view and judge actions based on how they serve individual needs. In the
Heinz dilemma, children argued that the best course of action was the choice
that best served Heinz's needs. Reciprocity is possible at this point in moral

development, but only if it serves one's own interests.

Level 2. Conventional Morality

The next period of moral development is marked by the acceptance of social
rules regarding what is good and moral. During this time, adolescents and adults
internalize the moral standards they have learned from their role models and from

society.

This period also focuses on the acceptance of authority and conforming to the

norms of the group. There are two stages at this level of morality:

> Stage 3 (Developing Good Interpersonal Relationships): Often
referred to as the "good boy-good girl* orientation, this stage of the
interpersonal relationship of moral development is for used on living up to
social expectations and roles.6 There is an emphasis on conformity, being
"nice," and consideration of how choices influence relationships.

> Stage 4 (Maintaining Social Order): This stage is focused on ensuring
that social order is maintained. At this stage of moral development, people
begin to consider society as a whole when making judgments. The focus is on
maintaining law and order by following the rules, doing one’s duty, and

respecting authority.
Level 3. Post conventional Morality

At this level of moral development, people develop an understanding of

abstract principles of morality. The two stages at this level are:

> Stage 5 (Social Contract and Individual Rights): The ideas of a
social contract and individual rights cause people in the next stage to begin to
account for the differing values, opinions, and beliefs of other people. Rules of
law are important for maintaining a society, but members of the society should

agree upon these standards.
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> Stage 6 (Universal Principles): Kohlberg's final level of moral
reasoning is based on universal ethical principles and abstract reasoning. At
this stage, people follow these internalized principles of justice, even if they

conflict with laws and rules.

Kohlberg believed that only a relatively small percentage of people ever reach the
post-conventional stages (around 10 to 15%). One analysis found that while stages
one to four could be seen as universal in populations throughout the world, the fifth

and sixth stages were extremely rare in all populations.
2.3.11 Applications for Kohlberg's Theory

Understanding Kohlberg's theory of moral development is important in that it
can help parents guide their children as they develop their moral character. Parents
with younger children might work on rule abeyance, for instance, whereas they might

teach older children about social expectations.

Teachers and other educators can also apply Kohlberg's theory in the
classroom, providing additional moral guidance. A kindergarten teacher could help
enhance moral development by setting clear rules for the classroom, and the

consequences for violating them. This helps kids at stage one of moral development.

A teacher in high school might focus more on the development that occurs in
stage three (developing good interpersonal relationships) and stage four
(maintaining social order). This could be accomplished by having the students take
part in setting the rules to be followed in the classroom, giving them a better idea of

the reasoning behind these rules.
2.3.12 Criticisms for Kohlberg's Theory of Moral Development

Kohlberg's theory played an important role in the development of moral
psychology. While the theory has been highly influential, aspects of the theory have

been critiqued for a number of reasons:

» Moral reasoning does not equal moral behaviour:

Kohlberg's theory is concerned with moral thinking, but there is a big

70 Periyar University — CDOE| Self - Learning Material



CDOE -ODL M.COM - SEMESTER II BUSINESS ETHICS AND CORPORATE SUSTAINABILITY

difference between knowing what we ought to do versus our actual actions.
Moral reasoning, therefore, may not lead to moral behaviour.

> Overemphasizes justice: Critics have pointed out that Kohlberg's theory
of moral development overemphasizes the concept of justice when making
moral choices. Factors such as compassion, caring, and other interpersonal
feelings may play an important part in moral reasoning.

> Cultural bias: Individualist cultures emphasize personal rights,
while collectivist cultures stress the importance of society and community.
Eastern, collectivist cultures may have different moral outlooks that Kohlberg's
theory does not take into account.

> Age bias: Most of his subjects were children under the age of 16 who
obviously had no experience with marriage. The Heinz dilemma may have
been too abstract for these children to understand, and a scenario more
applicable to their everyday concerns might have led to different results.

> Gender bias: Kohlberg's critics, including Carol Gilligan, have suggested
that Kohlberg's theory was gender-based since all of the subjects in his
sample were male. Kohlberg believed that women tended to remain at the
third level of moral development because they place a stronger emphasis on

things such as social relationships and the welfare of others.

Gilligan instead suggested that Kohlberg's theory overemphasizes concepts such as
justice and does not adequately address moral reasoning founded on the principles

and ethics of caring and concern for others.
2.3.13 OTHER THEORIES OF MORAL DEVELOPMENT

Kohlberg isn't the only psychologist to theorize how we develop morally.
There are several other theories of moral development. Piaget's Theory of Moral
Development

Kohlberg's theory is an expansion of Piaget's theory of moral development.

Piaget described a three-stage process of moral development:

> Stage 1: The child is more concerned with developing and mastering their

motor and social skills, with no general concern about morality.
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> Stage 2: The child develops unconditional respect both for authority figures
and the rules in existence.
> Stage 3: The child start to see rules as being arbitrary, also considering an

actor's intentions when judging whether an act or behaviour is moral or

immoral.

Kohlberg expanded on this theory to include more stages in the process.
Additionally, Kohlberg believed that the final stage is rarely achieved by individuals

whereas Piaget's stages of moral development are common to all.
2.3.14 Moral Foundations Theory

Proposed by Jonathan Haidt, Craig Joseph, and Jesse Graham, the moral
foundations theory is based on three morality principles:

1. Intuition develops before strategic reasoning. Put another way, our reaction
comes first, which is then followed by rationalization.

2. Morality involves more than harm and fairness. Contained within this second
principle are a variety of considerations related to morality. It includes: care
vs. harm, liberty vs. oppression, fairness vs. cheating, loyalty vs. betrayal,
authority vs. subversion, and sanctity vs. degradation.

3. Morality can both bind groups and blind individuals. When people are part of a
group, they will tend to adopt that group's same value systems. They may

also sacrifice their own morals for the group's benefit.

While Kohlberg's theory is primarily focused on help vs. harm, moral foundations
theory encompasses several more dimensions of morality. However, this theory also
fails to explain the "rules" people use when determining what is best for society.

Normative Theories of Moral Behaviour

Several other theories exist that attempt to explain the development of
morality, specifically in relation to social justice. Some fall into the category of
transcendental institutionalize, which involves trying to create "perfect justice.”

Others are realization-focused, concentrating more on removing injustices.

One theory falling into the second category is social choice theory. Social

choice theory is a collection of models that seek to explain how individuals can use
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their input (their preferences) to impact society as a whole. An example of this is

voting, which allows the majority to decide what is "right" and "wrong."

Let’s Sum Up

Normative theories of business ethics offer frameworks for evaluating
organizational ethical responsibilities and behaviors. Stakeholder theory advocates
for considering the interests of all stakeholders, encompassing employees,
customers, suppliers, communities, and shareholders, highlighting broader societal
impacts beyond financial gains. Conversely, stockholder theory asserts that a
business's primary obligation is to maximize shareholder wealth, often prioritizing
shareholders over other stakeholders. Lawrence Kohlberg's theory of moral
development suggests individuals progress from self-interest to universal moral
principles, influencing ethical decision-making in business. These theories provide
diverse perspectives on business ethics, guiding organizations in addressing
complex ethical dilemmas while balancing stakeholder interests and societal

impacts.

Check Your Progress - QUIZ - 3

1. According to stakeholder theory, businesses should prioritize the interests of:
a) Shareholders only
b) Customers only
c) All stakeholders, including employees, customers, suppliers, and communities
d) Government regulators only
2. Stockholder theory asserts that the primary responsibility of a business is to:
a) Maximize shareholder wealth
b) Maximize employee satisfaction
c) Maximize customer loyalty
d) Maximize social responsibility
3. Lawrence Kohlberg's theory of moral development suggests that individuals
progress through stages of moral reasoning, starting from:
a) A focus on universal moral principles
b) A focus on self-interest and avoiding punishment

c) A focus on maintaining social order and following rules
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d) A focus on societal expectations and approval
4. Which theory emphasizes the consideration of broader societal impacts beyond
financial returns in business decision-making?
a) Stakeholder theory
b) Stockholder theory
c) Kohlberg's theory of moral development
d) Utilitarianism
5. According to stockholder theory, who are the primary stakeholders of a
business?

a) Employees
b) Customers
c) Shareholders
d) Suppliers

2.4 Unit Summary

Ethical decision-making involves evaluating choices based on moral principles
and values to determine the most morally acceptable course of action. It
encompasses addressing common dilemmas and problems faced in business
settings and applying ethical theories to guide decision-making. Traditional ethical
theories, such as Utilitarianism, Ethical Egoism, and Ethics of Duties (Deontology),
offer frameworks for assessing actions based on consequences, self-interest, or
moral duties, respectively. Normative theories of business ethics, including
Stakeholder Theory and Stockholder Theory, provide perspectives on the ethical
responsibilities of organizations, with Stakeholder Theory emphasizing consideration
for all stakeholders and Stockholder Theory prioritizing shareholder wealth.
Lawrence Kohlberg’s Theory of Moral Development suggests that individuals
progress through stages of moral reasoning, influencing ethical decision-making in
business contexts. These concepts collectively inform ethical decision-making
processes in business, guiding organizations in navigating moral dilemmas and

promoting responsible conduct.
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2.5 Glossary

Normative Relating to norms, standards, or values that prescribe how

things should be or how people ought to behave, serving

as guidelines for moral or ethical conduct.

Normal Dilemmas Facing everyday challenges and making choices, including
ethical decisions, when there are multiple options or

conflicting interests.

Ethical Theories Using ethical frameworks or principles to guide decision-
making in business situations, considering factors like

fairness, honesty, and the welfare of stakeholders.

Utilitarianism Making decisions based on what will bring the most
happiness or benefit to the greatest number of people.

Ethical Egoism Believing that individuals should act in their own self-

interest, prioritizing their own benefit over others'.

Ethics of Duties Following moral rules or principles, regardless of the

consequences, and fulfilling one's moral obligations.

Stakeholder Theory | Recognizing that businesses have obligations to various
groups, such as employees, customers, and the

community, not just shareholders.

Stockholder Theory | Arguing that businesses should primarily focus on
maximizing profits and shareholder wealth, even if it

means ignoring the interests of other stakeholders.

Social Cohesion Refers to the degree of connectedness and solidarity
within a society, fostering a sense of belonging, trust, and
cooperation among its members, which contributes to

social stability and well-being.

Deontology A moral theory that emphasizes adhering to moral duties
and principles, regardless of the consequences, focusing
on obligations, rules, and universal moral laws to guide

ethical decision-making.
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2.6 Self — Assessment Questions
Essay type questions

1. Discuss the process of ethical decision-making in business

2. Highlighting the key steps involved and the importance of considering ethical
theories in this process.

3. Explore the common dilemmas and problems faced by businesses in ethical
decision-making, providing examples and discussing strategies for addressing
these challenges.

4. Compare and contrast Utilitarianism, Ethical Egoism, and Ethics of Duties as
traditional ethical theories.

5. Analyse how each theory can be applied in business contexts and evaluate
their strengths and limitations.

6. Evaluate the normative theories of business ethics, including Stakeholder
Theory and Stockholder Theory.

7. Discuss the underlying principles of each theory and their implications for
organizational decision-making and stakeholder management.

8. Explain Lawrence Kohlberg’'s Theory of Moral Development and its relevance

to ethical decision-making in business.

1.7 Case Study

1. Ethical Decision Making

Tesla, a leading electric car manufacturer, discovers a safety flaw in its Autopilot

system that could potentially lead to accidents. The company must decide whether to
immediately disclose the issue to customers, which could damage its reputation and
lead to financial losses, or delay disclosure while working on a fix, risking the safety

of users.

Decision Making (Normal Dilemmas and Problems)

Toyota, a renowned automobile manufacturer, faces a dilemma when instructed by
upper management to cut costs by reducing safety measures in its manufacturing
plants. The manager must decide whether to prioritize meeting financial targets,
potentially endangering the safety of workers, or advocating for maintaining safety

standards, risking conflict with superiors.
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Application of Ethical Theories in Business

Pfizer, a major pharmaceutical company, is considering expanding its operations to a
developing country with lax regulations on clinical trials and drug approvals
Utilitarianism would consider the potential economic benefits of the expansion, such
as improved access to healthcare, while also evaluating the ethical implications of
conducting trials in an environment with potentially inadequate oversight. Ethical
Egoism might prioritize the company's financial interests, while Ethics of Duties
would focus on ensuring that clinical trials adhere to ethical standards and protect

the well-being of participants.

Traditional Ethical Theories

Volkswagen, a prominent automobile manufacturer, faces a moral dilemma when
deciding whether to recall vehicles with emissions-cheating software that violates
environmental regulations. Utilitarianism might support recalling the vehicles to
minimize environmental harm and restore public trust, while Ethical Egoism might
prioritize minimizing financial losses for the company and avoiding damage to its
reputation. Ethics of Duties would emphasize the moral obligation to rectify the

wrongdoing and ensure compliance with environmental standards.

Normative Theories of Business Ethics

Ford, a leading automobile manufacturer, is under pressure to recall vehicles
with defective Takata airbags that have led to several injuries and fatalities.
Stakeholder Theory would consider the interests of all stakeholders, including
customers, employees, suppliers, and shareholders, in making the decision to recall
the vehicles. Stockholder Theory might prioritize minimizing financial losses and

protecting shareholder value, potentially delaying or avoiding the recall.

Lawrence Kohlberg’s Theory Model Development

General Motors (GM), a major automobile manufacturer, must decide whether to
report a supplier for using child labor in its manufacturing facilities. According to
Kohlberg's theory, the manager's decision-making process may progress from a
focus on avoiding punishment or seeking rewards to considering universal ethical

principles, such as respect for human rights and dignity, in evaluating the
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consequences of reporting the supplier's unethical practices.

1.7 Task

Discuss the following points:

e To propose your own solution to the dilemma, integrating insights

from the different ethical theories discussed

e Apply at least two traditional ethical theories to evaluate the actions of

the business organization.
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MORAL ISSUES IN BUSINESS

Unit Il: Moral Issues in Business

Moral Issues in Business — Importance of moral issues and reasoning — Whistle
Blowing — Kinds of Whistle Blowing — Ethical issues in functional areas of business.
Marketing and Advertising — Truth in Advertising- Manipulation — Coercion —Trade
Secrets — Corporate disclosure-Insider trading. Finance — Fairness’ and efficiency in
Financial Market — Greenmail-Golden Parachute. HR: Workers Rights and Duties —
Work place Safety — Sexual Harassment — Equal Employment Opportunity —
Preferential hiring. Environmental Protection — Safety and acceptable risk —
Environmental Harm, Pollution and its Control — Product Safety and Corporate
Liability
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SECTION 3.1: INTRODUCTION TO MORAL ISSUES IN
BUSINESS

3.1.1. MORAL ISSUES IN BUSINESS

Moral issues in business refers to ethical concerns and dilemmas that arise in
the context of commercial activities and organizational decision-making. These
issues revolve around questions of right and wrong, fairness, responsibility, and

accountability within the business environment.

3.1.2 WHAT ARE THE MOST COMMON ETHICAL ISSUES IN
BUSINESS?

Before exploring specific issues, it's helpful to understand the most prevalent

types of ethical issues in business:

Accounting fraud — Companies falsifying financial statements and accounting

records to appear more profitable.

Discrimination and harassment — Unfair treatment of employees based on

protected characteristics.

Health and safety — Failure to protect employee wellbeing.

Conflicts of interest— Executives acting in their own self-interest rather than

their company’s.

Insider trading— Company executives trading shares based on non-public

information.
Cyber security- Failure to protect consumer and employee data from breaches.

With these broad categories in mind, let’s explore the 8 biggest ethical issues facing

businesses today.
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1. Unethical Accounting Practices

One of the most common ethical issues in business is using unethical
accounting practices to inflate financial results. Well-known examples include
companies like Enron, WorldCom, and Tyco, which manipulated earnings and

falsified financial statements.

Unethical accounting threatens the integrity of financial markets. It misleads

shareholders, regulators, and the public about a company’s financial health.

According to the Global Business Ethics Survey, accountants face the most

pressure to compromise ethical standards. Tactics companies use include:

e Recording revenue prematurely before completing sales
e Underreporting expenses to inflate profit

e Failing to disclose relevant information in financial statements

The infamous accounting firm Arthur Andersen was charged with obstruction of
justice for shredding Enron-related documents. This highlights the widespread nature

of unethical accounting.

To deter these issues, companies need robust ethics policies and training. Initiatives
like the Sarbanes-Oxley Act also aim to protect consumers by mandating stricter

financial reporting requirements.
2. Discrimination and Harassment

Workplace discrimination and harassment remain prevalent ethical issues.
According to the Equal Employment Opportunity Commission (EEOC), sexual
harassment charges increased by 13.6% in 2021.

Forms of discrimination and harassment include:

Age: Organizations and internal policies cannot discriminate against employees

who are older.
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Disability: To prevent disability discrimination, it's important to accommodate and

provide equal treatment for employees with mental or physical disabilities.

Equal pay: Equal pay focuses on ensuring that all employees receive equal

compensation for similar work, regardless of religion, gender or race.

Pregnancy: Pregnant employees have a right not to be discriminated against on

account of their pregnancy.

Race:. Employees should receive equal treatment, regardless of ethnicity or race.

Religion: Employees' religious beliefs should not affect how anyone within the

organization treats them.

Sex and gender: An employee's sex and gender identity should not influence

their treatment while working at an organization.

Sexual harassment — Unwelcome sexual advances or contact. Discrimination
lawsuits can damage a company’s reputation and bottom line. The best way to deter
discrimination is to have clear policies, train managers, and maintain an ethical

culture where misconduct is not tolerated.

As an HR professional or senior manager, you can educate employees on these
issues and encourage a positive work culture to fight discrimination. All employees
require an understanding of the disciplinary consequences of discriminative
behaviour. You can make an effort to hire people with different backgrounds,
characteristics and nationalities to ensure a diverse workforce. It's also crucial to
consider factors such as age, religion and culture when developing internal policies

to be more aware and flexible regarding employees' needs.
3. Health and Safety Violations

Failure to protect employee health and safety is both unethical and illegal.
However, many organizations fall short when it comes to protecting their workforce.

According to the International Labour Organization, over 374 million occupational

accidents and work-related diseases occur annually. Common issues include:
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e Inadequate training: Failure to train workers on hazards.

e Faulty equipment: Using defective or unsafe machinery.

e Poor ergonomics: Bad office setups that cause repetitive strain.
e Long hours: Scheduling excessive overtime.

e Stress: Subjecting workers to unmanageable workloads.

e Violence: Failing to protect staff from hostile individuals.

o Fall protection: This involves measures to protect employees against falls,
such as guard rails.

e Hazard communication: Identify any harmful substances employees
work with and communicate how to handle these hazardous materials safely.

o Scaffolding: The HR department in construction or maintenance

organizations is obliged to guide employees about the maximum weight

numbers structures can handle.

e Respiratory protection: If relevant, provide guidelines about emergency
procedures and the standards applicable to the use of respiratory equipment.

e Lockout, tag out: This involves specifying the control procedures for
dangerous machines and hazardous energy sources, such as gas and oil.

e Industrial trucks: It's important to ensure that the required safety
standards for trucks are in place to protect employees.

e Ladders: Before using ladders, employees must be given an understanding
of the weight that the ladder can support.

o Electrical wiring methods: Create procedures for electrical and wiring
tasks. For example, these guidelines can specify how employees can create a
circuit to reduce electromagnetic interference.

e Machine guarding: It's important to provide operation guarding
instructions for items such as guillotine cutters, power presses, shears and
other devices where applicable.

e General electrical regulations: Developing general electrical
regulations for employees is critical for safety in work environments that
require the frequent use of electrical equipment. For example, employees

should never place conductors or equipment in damp or wet locations.
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Health and safety guidelines not only cover physical harm to employees. It's also
important to consider psychosocial risks, work-related stress and mental health
issues. Factors such as high work demands, job insecurity, effort-reward
imbalance and low levels of autonomy can contribute to health-related
behavioural risks. Protecting workers involves thoroughly assessing risks,
involving staff in decisions, and having robust reporting procedures. Companies

also need to promote well-being by tackling issues like work-related stress.
4. Conflicts of Interest

A conflict of interest arises when a company executive prioritizes their
interests above their duty to the business. For example, approving contracts with
family members or investing in competitors.

According to a Deloitte survey, 42% of executives have observed conflicts of interest

in their company. Examples include:

e Self-dealing — Channelling business opportunities to themselves or
family/friends.
e Gifts — Accepting lavish gifts that may influence decision-making.
e Outside employment — Working for competitors or suppliers.
e Inside information — Personally profiting from non-public knowledge.
Companies need robust policies requiring executives to disclose potential conflicts of

interest. However, the culture also needs to promote ethical behavior from the top

down.
5. Insider Trading

Insider trading is an unethical and illegal practice where executives trade
shares based on confidential company information that could impact stock prices.
For example, executives selling large amounts of stock knowing an upcoming
negative earnings report will cause the share price to plummet. This disadvantages

everyday investors without access to such information.
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Tactics to deter insider trading include:

e Blackout periods - Preventing executives trading shares close to major
announcements.

e« Reporting requirements - Mandating executives disclose share
transactions.

e Monitoring - Using software to detect illegal trading patterns. In the U.S.,
the security Exchange commission (SEC) pursues insider trading cases
vigorously. Penalties range from fines to imprisonment. However, insider

trading remains an ongoing challenge to eradicate fully.
6. Unethical Use of Technology and Data

Technology raises new ethical challenges around privacy, surveillance, and

cyber security.

e Monitoring employees via camera, computer monitoring, or tracking devices.
e Collecting excessive personal data without consent.
e Failing to disclose data breaches.

e Using Al unethically by amplifying biases.

Employees have a right to privacy, even while using company-owned devices.
However, technology lets employers monitor virtually all online activity, blurring
ethical lines.

Companies should have clear workplace privacy policies and be transparent
about any monitoring. Data collection also needs to follow privacy laws and

cybersecurity best practices.
7. Whistle-blowing or social media rants

Using social media has become widespread, making employees' online
conduct a critical consideration in their employment status. The consequences of
punishing employees for inappropriate social media posts remains an ethical issue,

and the implications of a negative social media post may influence the treatment of
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the employee. When an employee's social media posts result in a loss of business or

give the organization a negative reputation, you may decide to fire them.

This is why it's helpful to specify inappropriate social media behaviour in
company policies to ensure employees know what to avoid. As an HR professional
or management figure, you cannot penalize employees who become whistle-blowers
to regulators or authorities. This is also the case for employees who raise awareness
of workplace violations online unless it reduces the amount of business the

organization receives.

8. Nepotism or favoritism

As a hiring manager or HR professional, you may want to employ an
acquaintance or family member because of your connection to them. Even if you
adhere to recruitment policies to ensure a fair process, some employees may still
consider this as nepotism or favouritism. Favouritism occurs when managers treat
some employees better than others for no professional reason. This can reduce
productivity and job satisfaction in other employees,

9. Environmental Pollution

Environmental responsibility is a key ethical obligation for modern companies.
However, many organizations still engage in practices harmful to the environment,

including:

o Air/water pollution — Releasing toxic emissions or waste.
e Unsustainable sourcing — Using materials that damage ecosystems.
e \Waste — Producing excessive, unrecycled waste.

o Carbon emissions — Failure to limit CO2 and greenhouse gases.

Environmental harm can occur directly through company operations or indirectly
via supply chains. Either way, organizations have a moral duty to minimize
ecological damage. Strategies include investing in clean technologies, sustainable
sourcing, auditing suppliers, and offsetting carbon emissions. Many consumers now

demand brands embrace corporate social responsibility.
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10. Bribery and Corruption

Bribery involves offering incentives, such as cash or gifts, to influence
behavior unethically. For example, bribing overseas officials to award contracts or

circumvent regulations.

Corruption is the abuse of power to gain an unfair advantage, often through

bribery or extortion.

Transparency International says over 25% of firms worldwide experience
public sector bribery. Corruption damages economic development and facilitates

crime and human rights abuses.

Anti-bribery laws like the Foreign Corrupt Practices Act impose severe
penalties. However, companies must go beyond basic legal compliance and institute

ethical cultures intolerant of bribery.
3.1.3 How Can Businesses Manage Ethical Issues?

Unethical behavior can never be eliminated. However, companies can take steps

to deter issues proactively rather than reacting once problems emerge:

e Institute a strong code of ethics and ensure it permeates decision-making at
all levels.

e Provide regular ethics training to employees and suppliers.

e Implement anonymous reporting mechanisms like hotlines to flag issues early.

e Maintain transparency around business operations and practices.

e Establish diverse and independent board oversight committees.

e Incorporate ethics into performance reviews and compensation decisions.

e Conduct regular audits to identify any emerging risks or red flags.

e Promote an ethical culture where choosing the right path is valued over

profits.
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3.1.5 STEPS IN THE MORAL REASONING MODEL

1. First step in the Moral Reasoning Model is to gather the facts. Some moral
dilemmas can be resolved just by clarifying facts of the case in question. but
in more complex cases, gathering the facts is the indispensable first step
before any ethical analysis and reflection of the case. In examining a case,
we want to know the available facts at hand, as well as any facts presently
not known but that need to be determined. We must ask not only “what do we
know?” in order to generate an intelligent, ethical decision.

2. Second step is determining the ethical issues. The moral issues should be
correctly stated in terms of competing interests. It is these conflicting interest
that practically make for a moral dilemma. The issues must be presented in a
P vs. Q format to reflect the interest that are colliding in a specific moral
dilemma. For instance many ethical decisions, especially at the end of a
patient’s life, can be stated in terms of patient autonomy (or someone’s right
to make his/her decision about medical care) vs. the sanctity of life (the duty
to preserve life).

3. Third step is identifying the principles that have a bearing on the case. In any
moral dilemma, there are sure moral values or principles that are vital to the
rival positions being taken. It is very significant to recognize these principles,
and in some cases, to decide whether some principles are to be weighted
more heavily than others.

4. Forth step is listing the alternatives. This step involves coming up with the
various alternative courses of action as part of the creative thinking included
in resolving a moral dilemma. Though there will be some alternatives which
you will rule out without much thought, in general , the more alternatives that
are listed, the better the chance that your list will include some high-quality
ones. Also, you may come up with some very creative alternatives that you
had not considered before.

5. Fifth is comparing the alternatives with the principles. This step involves
eliminating alternatives according to the moral principles that have a bearing
on the case. In many cases, the case will be resolved at this point, since the
principles will remove all alternatives except one. The purpose of this

comparison is to determine is not forthcoming, then the next step in the
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model should be considered. Some of the alternatives, at the least, may be
rejected by this step of comparison.

6. Sixth step is weighing the consequences. If the principles do not produce a
clear decision, then a consideration of the consequences of the remaining
available alternatives is in order. both positive and negative consequences
are to be considered. They should be informally weighted since some
positive consequences are more beneficial than others, and some negative
consequences are more detrimental than others.

7. The last but not the least step is making a decision. Since deliberation ought
not to go on forever, a decision must be made at some point. It must be
realized that one common element to moral dilemmas is that there are no
easy and painless solutions to them. Normally, the decision that is made is
one that possesses the least number of problems or negative consequences,

not one that is devoid of them.
3.1.6 Meaning of Whistle Blowing

Whistle-blowing is the act of telling the authorities or the public that the

organization you are working for is doing something immoral or illegal.
3.1.7 Whistleblower

A whistleblower is a person who comes forward and shares his/her knowledge
on any wrongdoing which he/she thinks is happening in the whole organization or in
a specific department. A whistleblower could be an employee, contractor, or a
supplier who becomes aware of any illegal activities, which could be in the form of

fraud, corruption, etc.

The Whistle Blowers Protection Act, 2011 lays down the complete framework
to investigate alleged cases of wrongdoing.

To protect whistleblowers from losing their job or getting mistreated there are
specific laws. Most companies have a separate policy which clearly states how to

report such an incident.
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A whistleblower can file a lawsuit or register a complaint with higher
authorities which will trigger a criminal investigation against the company or any

individual department.
3.1.8 Kinds of Whistle Blowing

Internal whistle blowing - The most common form of whistle blowing is

internal, where an employee reports wrongdoing to another party within the
organization. This process may be outlined in your employer’s whistle blowing policy.
For the report to be handled effectively by your employer, it's essential to consult and

comply with this policy.

External whistle blowing- Whistle blowing externally involves reporting the
incident to sources outside the organization such as a relevant prescribed body.
When doing so, employees must reasonably believe that the malpractice falls within
the remit of the organization they are reporting to, for example, health and safety

complaints can be made to the Health and Safety Executive.

Cyber whistle blowing- This form of whistle blowing has evolved alongside the
increased risk of security and storage of data online. These types of whistleblowing
cases can involve security breaches, unsecure practices, encryption deficiencies,

and being hacked.

It's important to note that discovering wrongdoings in certain fields of work require
specific channels and procedures. If you’re unsure of which route to take, our

experts are here to advise you to ensure your report is managed effectively.

Let’s Sum Up

In the realm of business, moral issues are of paramount importance as they
dictate the ethical conduct and integrity of organizations. Moral reasoning involves
the process of evaluating and making decisions based on ethical principles and
values. One crucial aspect of ethical conduct in business is whistle-blowing, which
refers to the act of reporting unethical or illegal activities within an organization to

external authorities or the public. Whistle-blowing plays a vital role in promoting
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transparency, accountability, and ethical behavior in business, but it can also present

challenges and risks for the whistle-blower.

Check Your Progress - QUIZ -1

1. What is the significance of moral reasoning in business?
a) It ensures compliance with legal regulations.
b) It promotes ethical conduct and integrity.
c) It maximizes profits for shareholders.
d) It minimizes risks associated with business operations.
2. Whistle-blowing in business refers to:
a) Keeping unethical activities within the organization.
b) Reporting unethical or illegal activities externally.
c) lgnoring unethical behavior to avoid conflict.
d) Promoting unethical behavior for personal gain.
3. What is one of the primary benefits of whistle-blowing?
a) Protection of wrongdoers within the organization.
b) Promotion of a culture of secrecy and dishonesty.
c) Enhancement of transparency and accountability.
d) Discouragement of ethical behavior among employees.
4. Which of the following is an example of internal whistle-blowing?
a) Reporting unethical behavior to a regulatory agency.
b) Bringing unethical practices to the attention of the company's
compliance department
c) Sharing confidential company information with competitors.
d) Disclosing unethical conduct to the media.
5. What is the primary motivation behind whistle-blowing?
a) Personal gain and recognition.
b) Protecting the interests of shareholders.
c) Promoting transparency and accountability.
d) Undermining the reputation of the organization.
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SECTION 3.2: ETHICAL ISSUES IN FUNCTIONAL
AREAS OF BUSINESS

3.2.1Ethical issues in functional areas of business

Ethical issues in the workplace are defined as instances in which a moral
guandary arises and must be resolved within an organization. Unethical accounting,
harassment, health and safety, technology, privacy, social media, and discrimination

are the five primary types of ethical issues in the workplace.

Ethical issues, generally speaking, border on the issues of honesty and fairness,
communication and relationships within a business or between it and stakeholders.
Here we devoted some attention to some of the category of participants and ethical

issues in business functional areas that are relevant to business.

1. Ethical Issues in Finance: Owners of business have the responsibility to
provide the finance required for the operations of business. This sometimes
necessitate that owners of business borrow from available sources such as
friends associates or financial institutions. They may also decide to take on
additional owners or stockholders in order to expand a business’s capital base..
Ethical issues could also be generated from how a business reports its financial
position to its stakeholders..

2. Ethical Issues Among Employees: Employees in a business often need
to make decisions and even carry out tasks they consider to be unethical on the
ground that they conflict with their personal moral standpoint even though they
may enhance profit

3. Ethical Issues among Owners: Virtually all businesses start with the
vision of an individual or group of owners who pool their resources together to
provide some good or service. These owners may also be the managers of the
business or may decide to employ professionals for this purpose.

It contemporary society, it is essential for business owners to understand the
ethical issues that are relevant to their business.

4. Ethical Issues in Management: Business managers have both an ethical

and a legal responsibility to manage business in the best interest of the owners
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of business. These responsibilities may sometimes conflict with the personal
interests and objectives of the managers in terms of security of jobs or
remuneration.

5. Consumers: No business entity can survive without the patronage of

customers. As such, a major goal of business is to satisfy its customers.

This requires that business finds out what customers want and need, both in the
short and long term, create the necessary goods or services and make them
accessible to them

6. Ethical Issues In Marketing: All marketing activities focus on customers,
potential and actual, and more specifically, how to satisfy them. They involve
bringing to the awareness of customers their need for given products and also
making these products accessible to them.

Ethical issues often arise over product safety, pricing of products, and the
appropriateness of distribution channels.

7. Ethical Issues in Accounting: Accountants in recent times are under
increasing pressure in terms of time, fees, and financial advice from clients, and
also increased competition from professional colleagues. They are also always
under pressure to follow rules and interpret data correctly. These require that
accountants follow the prescription of their profession’ code of ethics, which

largely defines their responsibilities to their clients and the general public

3.2.2 Ethical Issues in Marketing

1. False Advertising

Advertising is considered to be misleading if it misrepresents the value, uses,
or outcomes of a product, utilizing inaccurate information in its content to gain
buyers' interest. Although false advertising may be successful in drawing customers
into the early stages of a sales funnel, it ultimately proves extremely harmful to
consumer trust and influences long-term negative brand perception when shoppers

inevitably feel disappointed and deceived.

In addition, false advertising can also prove extremely costly for companies
should they be held legally accountable for this unethical practice. Energy drink giant

Red Bull provides a teachable example of this. In 2014, the brand was sued for

95 Periyar University — CDOE| Self - Learning Material



CDOE -0ODL M.COM - SEMESTER II BUSINESS ETHICS AND CORPORATE SUSTAINABILITY

some $13m for purporting that its canned drink gave consumers better concentration
and reaction speeds, in addition to more energy — claims that were not adequately

supported by compelling research and evidence.
2. Selective Marketing

The practice of customer segmentation can become immoral if it results in
selective marketing, a term that describes the exclusion of particular types of
consumers, most commonly determined by their sexual orientation, ethnicity, weight,
or physical mobility.

This selective marketing discourages demand among so-called 'undesirable’
consumers who are considered to be unprofitable or damaging to the brand's image,
by making them feel unwanted and unwelcome, whether through lack of inclusion in
marketing campaign representation, restricted customer targeting, or deliberate

limitations of product ranges.
3. Unethical Data Collection

Market research is incredibly valuable for businesses throughout all stages of
their operations; utilizing accurate consumer data in the composition and execution
of market strategies can greatly boost the effectiveness and ROI of promotional

activities. Data collection must be conducted ethically.
4. Stereotyping

Business owners should be aware that adopting stereotypes in marketing and
advertising campaigns is not only controversial, but also borders on unethical in
many instances. This stereotyping often targets extremely broad consumer groups
based on their gender, age, or ethnicity, assuming that their behaviour, preferences,

means, and needs are alike due to singular common characteristics.
5. Negative Advertising

Although every business is vying for consumer preference and loyalty over
competitor brands, conducting advertising in such a way as to highlight the negative

aspects of a contender's offering is unethical. This negative advertising, often
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described as 'smear tactics', seeks to discredit a competitor's image in order to

elevate your own reputation among consumers.
6. Pricing Strategies

There are many unethical policies that may influence your company's pricing
strategies, too, each of which leave the consumer disadvantaged in some way in
exchange for greater brand profits.

Price Gouging

Among these is price gouging. This defines the business practice of
unreasonably inflating your prices during a period of particularly high demand,
knowing that many buyers will have no choice but to make purchases at a premium.
Increased demand may be driven by national emergencies — such as the panic
buying of household goods noted during the first stages of 2020's COVID-19
pandemic — or natural disasters, such as elevated sales of building and repair

services following floods, earthquakes, or hurricanes.

Instead of greedily profiting from consumers' disadvantaged, often temporary,
circumstances, you can instead pledge to support charities that aim to do good in the
affected communities with a portion of the revenue gained. Such actions in a time of
need will ensure positive brand perception and consumer appreciation that will

endure for many years to come.
Predatory Pricing

Predatory pricing is another unethical policy that sees businesses promote

products at extremely low prices in order to unfairly beat out the competition..
Bait and Switch

Finally, bait and switch is a questionable pricing strategy that involves
misleading consumers by initially advertising low prices to gain their consideration,
then revealing that the promoted products are not available so as to push more

expensive items to fulfil their needs instead.
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3.2.3 Truth in Advertising

When the Federal Trade Commission finds a case of fraud perpetrated on
consumers, the agency files actions in federal district court for immediate and
permanent orders to stop scams; prevent fraudsters from perpetrating scams in the
future; freeze their assets; and get compensation for victims. When consumers see
or hear an advertisement, whether it's on the Internet, radio or television, or
anywhere else, federal law says that ad must be truthful, not misleading, and, when
appropriate, backed by scientific evidence. The FTC enforces these truth-in
advertising laws, and it applies the same standards no matter where an ad appears
— in newspapers and magazines, online, in the mail, or on billboards or buses. The
FTC looks especially closely at advertising claims that can affect consumers’ health
or their pocketbooks — claims about food, over-the-counter drugs, dietary
supplements, alcohol, and tobacco and on conduct related to high-tech products and
the Internet. The FTC also monitors and writes reports about ad industry practices
regarding the marketing of alcohol and tobacco. During the recent corona virus
(COVID-19) pandemic, the FTC has been sending warning letters to companies that
may be violating the FTC Act, to warn them that their conduct is likely unlawful and
that they can face serious legal consequences, such as a federal lawsuit, if they do

not immediately stop.

Is advertising manipulative?

Here are a few tricks of the trade that motivate consumer behaviour:

o Simplicity: Research shows that as our choices increase, so do our levels

of anxiety and dissatisfaction. Advertisers simplify complex issues, often as

either/or scenarios, to make decision-making less daunting.
e Emotion: Advertisements appeal to emotion rather than reason.

Promotional material for a sleeping medication might show friends enjoying
dinner together or a father engaged in family activities rather than focusing on

the product itself. Ads are designed to remove thinking from the equation.
o Colour: Colour substantially influences immediate consumer judgments.

Advertisers will use specific colour strategies to shape brand perceptions and
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purchasing behaviours (i.e., Apple using white to convey clean, simple
design).

e Deals: People are more emotionally invested in avoiding loss than earning
reward. Flash deals and pseudo-urgency ads tap into our loss aversion and
fear of missing out.

e« Basic human needs: Advertisers appeal to basic human needs (such as
food or sex) to trigger consumer cravings. Clever tricks like substituting glue
for milk in cereal commercials, adding dish soap to soda for surface bubbles,
or meticulously gluing sesame seeds to a hamburger bun make products
appear more appetizing and drive feelings of unmet needs.

e Symbolism: Advertisers use symbolic codes to establish brand
connections to certain values or identity systems. A laundry detergent label
might feature a smiling baby wrapped up in a soft blanket to encourage

product associations with safety/love/good parenting.
3.2.4 Meaning of Ethical issues of coercion.

When coercion is used, a primary ethical challenge is to assess the balance
between promoting good (beneficence) and inflicting harm (malfeasance).

Trade Secrets

A trade secret is a formula, process, device, or other business information that
is kept confidential to maintain an advantage over competitors. A trade secret is, in
short, secret information. This information may include a process, formula, pattern,
program, device, method, technique, or compilation. For many companies, lists of
suppliers, costs, margins, and customers are all trade secrets. Soft drink recipes, the
Big Mac’s special sauce, and even the combination of wood that is used in the
burning process to make Budweiser beer are all trade secrets. Additionally, Google’s

algorithm for conducting web searches is a trade secret.
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3.2.5 What is ethical issues of disclosure?

The ethical basis for the disclosure of information to patients and their families
following an adverse event are the principles of being truthful, open and honest,

respecting patient autonomy and putting the welfare of the patient first.
Insider Trading

Insider trading involves trading in a public company's stock or other securities
by someone with non-public, material information about the company. Insider
transactions are legal if the insider makes a trade and reports it to the Securities and
Exchange Commission, but insider trading is illegal when the material information is

still non-public..
Examples of Insider Trading

Insider trading is nothing new—it has been going on for as long as stock
markets have existed. However, there are some notable recent examples worth

mentioning.
Martha Stewart

Directors of companies are not the only people who have the potential to be
convicted of insider trading. Stewart sold close to 4,000 shares of bio pharmaceutical
company ImClone Systems based on information from Peter Bacanovic, a broker at
Merrill Lynch. Bacanovic's tip came after ImClone Systems chief executive officer
(CEO), Samuel Waksal, sold all his company shares. This came around the time
ImClone was waiting on the Food and Drug Administration (FDA) for a decision on

its cancer treatment,
Erbitux.

Shortly after these sales, the FDA rejected ImClone's drug, causing shares to
fall 16% in one day. The early sale by Stewart saved her a loss of $45,673.
However, the sale was made based on a tip she received about Waksal selling his
shares, which was not public information. After a 2004 trial, Stewart was charged

with lesser crimes of obstruction of a proceeding, conspiracy, and making false
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statements to federal investigators. Stewart served five months in a federal

corrections facility.

Amazon

In September 2017, former Amazon.com Inc. (AMZN) financial analyst Brett
Kennedy was charged with insider trading. Authorities said Kennedy gave fellow
University of Washington alumni Maziar Rezakhani information on Amazon's 2015
first-quarter earnings before the release. Rezakhani paid Kennedy $10,000 for the
information. In a related case, the SEC said Rezakhani made $115,997 trading

Amazon shares based on the tip from Kennedy.

3.2.6 GREENMAIL

The term "greenmail” is derived from the combination of "green" (representing
money) and "blackmail." It implies that the hostile shareholder is essentially
blackmailing the company by threatening a takeover, and the company pays a

premium (green) to prevent this hostile action.

Greenmail is considered controversial and unethical by some because it
rewards hostile investors for their threats and can result in a waste of corporate
resources. Critics argue that it is a form of manipulation that prioritizes short-term
interests over the long-term sustainability of the company and the interests of

shareholders as a whole.

Definition of Greenmail

Greenmail is the practice of buying enough shares in a company to threaten a
hostile takeover so that the target company will instead repurchase its shares at a
premium. Regarding mergers and acquisitions, the company makes a greenmail

payment as a defensive measure to stop the takeover bid.
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3.2.7 How Does Greenmail Work?

There are four basic steps to committing Greenmail:
An investor or company “raider” acquires a large stake in a company by

purchasing shares from the open market.

The investor or company threatens a hostile takeover but offers to sell the
shares back to the target company at a premium price (above market value). The
raider also promises to leave the target company alone upon the target company
repurchasing the shares. The target company uses shareholder money to pay the
ransom. The target company’s value is reduced, and the greenmailed walks away

with a significant amount of profit.
3.2.8 Challenges Faced by Target Companies in a Greenmail

Greenmail, which is a challenging situation for target companies, presents two
choices:

Do nothing and allow their company to be taken over

Pay a high premium to avoid a hostile takeover
Often, target companies will purchase back the shares at a premium to prevent a
hostile takeover.

Legality of Greenmail

Due to the wave of greenmails in the 1980s, several states in the US adopted
statutes that prohibit companies from paying greenmail.

3.2.9 Arguments in Favor of Greenmail

Greenmail is a controversial anti-takeover tactic that involves a company
buying back its own shares from an outside investor who has acquired a significant
stake in the company. While some critics argue that greenmail is a form of corporate
extortion that benefits only a few shareholders, there are several arguments in favor

of this tactic.
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1. Protection of Shareholder Interests

One of the main arguments in favor of greenmail is that it helps protect the
interests of the company's shareholders. When an outsider acquires a significant
stake in a company, it can potentially gain control of the company and make
decisions that are not in the best interests of the shareholders. By buying back its
own shares at a premium price, the company can prevent the outsider from gaining

control and protect the interests of its shareholders.

For example, in 1986, the Walt Disney Company faced a hostile takeover
attempt by corporate raider Saul Steinberg. Steinberg had acquired a 11.1% stake in
Disney and was planning to take control of the company. However, Disney's CEO,
Michael Eisner, decided to buy back the shares at a premium price, effectively

ending the takeover attempt and protecting the interests of Disney's shareholders.
2. Avoidance of Value Destruction

Another argument in favor of greenmail is that it can help avoid value
destruction. When an outsider acquires a significant stake in a company, it can
potentially force the company to make decisions that prioritize short-term gains over
long-term growth and value creation. This can lead to value destruction in the long
run. By buying back its own shares at a premium price, the company can avoid this

scenario and focus on long-term growth and value creation.

For example, in 1988, the Goodyear Tire and Rubber Company faced a
hostile takeover attempt by British financier James Goldsmith. Goldsmith had
acquired a 11.5% stake in Goodyear and was planning to break up the company and
sell its assets for a quick profit. However, Goodyear's management decided to buy
back the shares at a premium price, effectively ending the takeover attempt and
allowing the company to focus on long-term growth and value creation.

3. Preservation of Corporate Culture

A third argument in favor of greenmail is that it can help preserve the
corporate culture of the company. When an outsider acquires a significant stake in a

company, it can potentially change the culture and values of the company, leading to
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a loss of identity and purpose. By buying back its own shares at a premium price, the
company can prevent this from happening and preserve its corporate culture and

values.

For example, in 1989, the Campbell Soup Company faced a hostile takeover
attempt by corporate raider Paul Bilzerian. Bilzerian had acquired a 9.2% stake in
Campbell Soup and was planning to sell off the company's assets and brands.
However, Campbell's management decided to buy back the shares at a premium
price, effectively ending the takeover attempt and preserving the company's

corporate culture and values.

While greenmail is a controversial anti-takeover tactic, there are several
arguments in favor of it. By protecting shareholder interests, avoiding value
destruction, and preserving corporate culture, greenmail can be an effective way for
companies to defend themselves against hostile takeover attempts and ensure long-
term growth and value creation. However, it is important for companies to carefully
consider the potential costs and benefits of greenmail and to use it only as a last

resort.
3.2.10 Arguments against Greenmail

Greenmail, although seen as a viable anti-takeover tactic in the corporate
landscape, has also faced criticism from various stakeholders. Some of the

arguments against greenmail include:

1. Short-term gain: Greenmail primarily benefits the shareholders who sell

their shares back to the company at a premium price. However, this gains are often

short-term and do not provide long-term value to the company.

2. Misuse of company funds: Greenmail involves using company funds

to buy back shares at a premium price, which can be seen as a misuse of funds that
could have been used for other purposes such as investment in research and

development, expansion, or paying off debts.
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3. Anti-competitive: Greenmail can be seen as anti-competitive as it

discourages potential acquirers from pursuing a takeover bid, thereby limiting

competition in the market.

4. Unfair to other shareholders: Greenmail can be seen as unfair to

other shareholders who do not have the opportunity to sell their shares back at a
premium price. This can create resentment among shareholders and damage the

company's reputation.

5. Lack of accountability: Greenmail can be seen as a way for

management to avoid accountability for poor performance by using company funds

to buy back shares and prevent a takeover bid.

Despite these arguments against greenmail, some stakeholders still see it as a
necessary tactic to protect the company from hostile takeovers. However, there are

alternative tactics that can be used instead of greenmail, such as:

1. Poison pills: poison pills are measures taken by a company to make itself

less attractive to potential acquirers, such as issuing new shares at a discounted
price to existing shareholders, thereby diluting the value of the acquirer's shares.

2. Golden parachutes: Golden parachutes are agreements between a

company and its executives that provide them with significant compensation in the

event of a takeover, thereby incentivizing them to resist takeover bids.

3. Negotiation: Negotiation can be an effective way to address concerns of
potential acquirers and reach a mutually beneficial agreement.

Overall, while greenmail may seem like a quick fix to prevent a hostile takeover, it
can have negative consequences for the company's reputation and long-term value.
Alternative tactics such as poison pills, golden parachutes, and negotiation should be

considered before resorting to greenmail.
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3.2.11 Legal Implications of Greenmail

Greenmail is a controversial anti-takeover tactic that involves a company
buying back its own shares at a premium price from a potential acquirer who has
been accumulating them. While it may seem like a win-win situation for both parties,

there are legal implications to consider.
1. Securities Law Violations

Greenmail can be viewed as a violation of securities law. The Securities and
Exchange Commission (SEC) has regulations in place to prevent insider trading,
which is the use of non-public information to buy or sell securities. By buying back
shares at a premium price, the company is essentially paying off the potential
acquirer to abandon their takeover attempt. This can be seen as an unfair

advantage, and could result in legal action.
2. Shareholder Lawsuits

Shareholders who are not in favor of greenmail may file lawsuits against the
company, claiming that the company is not acting in their best interest. This can be
especially true if the company uses funds that could be used for other purposes,
such as research and development or dividends, to buy back shares at a premium
price. Shareholders may also feel that the company is not allowing for fair market

competition.
3. Hostile Takeover Defenses

Greenmail is often used as a defense against a hostile takeover. However,
some states have laws in place that limit the use of anti-takeover defenses, including
greenmail. For example, in Delaware, a company must have a valid business
purpose for buying back shares at a premium price. If the company cannot prove a
valid business purpose, the court may view the greenmail as a breach of fiduciary

duty.
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4. Reputation Damage

Greenmail can also damage a company’s reputation. Shareholders may view
the tactic as a sign of weakness, and potential acquirers may be discouraged from
attempting takeover in the future. This can be especially true if the company has a
history of using greenmail or other anti-takeover defenses.

5. Alternative Options

There are alternative options to greenmail that companies can consider. One
option is to negotiate with the potential acquirer to come to a mutually beneficial
agreement. Another option is to seek out other potential acquirers who may be more
favorable to the company’s goals and objectives. Companies can also implement
long-term strategies to prevent hostile takeovers, such as improving corporate

governance and shareholder communication.

While greenmail may seem like a quick and easy solution to a potential
takeover, it can have serious legal and reputational implications. Companies should
consider all options and seek legal advice before implementing any anti-takeover
defenses. Ultimately, the best defense against a hostile takeover is to have a strong

and well-run company that is attractive to shareholders and potential acquirers alike.
For example:

A New York statute prohibits a New York corporation from purchasing back
more than 10% of its own stock from a shareholder at a higher price than market

value (unless approved in a majority vote by shareholders).

Statutes in Ohio and Pennsylvania require investors who use greenmail to
remove all profits they earn. In addition, under Section 5881 of the Internal Revenue
Code, a 50% excise tax is payable from the profit generated from a greenmail.

However, since the practice is not well-defined, the excise tax is easily avoided.
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Famous Example of Greenmail

One famous example involved Goodyear Company and Sir James
Goldsmith. In 1986, Sir James Goldsmith held an 11.5% stake (at an average of
$42.20 per share) in Goodyear Company and threatened to take over the company
for $4.7 billion ($49 per share). In response, Goodyear agreed to repurchase the
existing shares from Sir James for $49.50 per share ($620.7 million) contingent that
Sir James refrain from purchasing any Goodyear stock for 5 years. In the end, Sir

James made about $93 million in profit.

Additionally, to prevent another takeover attempt in the future, Goodyear offered to
repurchase 40 million shares, with 109 million shares outstanding, at $50 per share,
in an open offer to all shareholders. Ultimately, the purchase of 40 million shares

cost Goodyear $2.6 billion.
3.2.12 What Is a Golden Parachute?

A golden parachute consists of substantial benefits given to top executives if
the company is taken over by another firm, and the executives are terminated as a
result of the merger or takeover. Golden parachutes are contracts with key
executives and can be used as a type of anti-takeover measure, often collectively
referred to as poison pills, taken by a firm to discourage an unwanted takeover

attempt. Benefits may include stock options, cash bonuses, and generous severance

pay.

Golden parachutes are thus named as such because they are intended to provide a

soft landing for employees of certain levels who lose their jobs.
How Golden Parachutes Work

Golden parachute clauses can be used to define the lucrative benefits that an
employee would receive if they are terminated. The term often relates to the
terminations of top executives that result from a takeover or merger. Golden
parachutes may include severance pay in the form of cash, a special bonus, stock

options, or vesting of previously-awarded compensation. The employment contract
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contains explicit language detailing the conditions under which the silver parachute

clause will become valid.

In addition to monetary awards, other examples of opulent parachute benefits
include:

Continued enrolment in company pension plans

» Vesting of all retirement benefits
» Paid health and dental insurance

» Compensation for legal fees

Instances of these and other exclusive advantages have drawn criticism from
shareholders and the public. As a result, the post-financial crisis era has seen many
companies review their executive-level compensation policies and devise hew ways
to link executive performance to corporate success. In many cases, their goal has
been to determine whether such packages were in the best interests of the firm and

its investors.
Examples of Golden Parachutes

Meg Whitman, chief executive officer (CEO) of Hewlett-Packard Enterprise,
stood to receive almost $91 million if the company was acquired under her control.
She was also promised more than $51 million in compensation if she was

terminated. She received a total of $35.6 million after the company was pared down.

1 Staples and Office Depot were exploring a merger until a federal court blocked it
in May 2016. Had they merged, the CEO of Office Depot would have collected

$39 million under the terms of his golden parachute.
2 Dell merged with storage giant EMC in 2016.

3 Per the terms of his golden parachute, EMC's CEO received $27 million in
compensation.

Human resources meaning

Human resources (HR) is responsible for screening, recruiting, and training

employees, as well as implementing employee processes. In effect, HR departments
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are specifically responsible for managing a company's entire employee experience,
from the moment an individual applies to a position to when they begin working

there, and, finally, when they leave it.

Let’s Sum Up

Ethical issues permeate various functional areas of business, including
marketing, advertising, and finance. In marketing and advertising, ethical concerns
revolve around truthfulness in advertising, avoiding manipulation and coercion of
consumers, protecting trade secrets, and ensuring corporate disclosure. In finance,
ethical considerations include promoting fairness and efficiency in financial markets,
addressing practices like greenmail and golden parachutes, and preventing insider

trading.

Check Your Progress - QUIZ -1

1. Which ethical issue pertains to ensuring that advertisements accurately
represent products or services?
a) Manipulation
b) Coercion
c) Truth in Advertising
d) Trade Secrets
2. What is the term used to describe the unethical practice of using deceptive
tactics to influence consumer behavior?
a) Insider trading
b) Greenmail
c) Coercion
d) Manipulation
3. Which ethical concern involves the unauthorized use or disclosure of
confidential business information?
a) Fairness in Financial Markets
b) Trade Secrets
c) Corporate Disclosure
d) Golden Parachute
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4. What ethical principle emphasizes the importance of transparency and
openness in corporate communication?
a) Truth in Advertising
b) Corporate Disclosure
c) Fairness in Financial Markets
d) Insider Trading
5. Which unethical practice involves exploiting confidential information for
personal gain in financial markets?
a) Greenmail
b) Coercion
c) Insider Trading
d) Golden Parachute

SECTION 3.3: EMPLOYEE RIGHTS

3.3.1 Employee Rights
Break Time

Every employee has the right to get a break time of at least one hour in the
day. Some companies let employees sleep for 1.5 hours. We often forget our mental
health in the middle of office work. Such breaks help the effortlessly working
employees to regain their power. The main logic behind this is to let employees

recoup their physical and mental strength.
Fixed Working Hours

Usually, every company has fixed working hours between 8 to 10.5 hours in a
day. These hours might be in shifts, flexible, or inflexible. So, any employee working
for more than the predefined hours will be considered overtime hours. In this case,
the employee can get paid an extra amount of compensation for the extra hours he

has committed to the company.
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Safe and Healthy Work Environment

Demanding for a healthy and safe work culture is the right of every employee
according to the Indian Laws. Offering a safe work culture is the responsibility of the

company’s HR. Also, arranging for emergency equip

Medical Claim Facility

The organization generally provides medical claim facilities to their employees
if some Mis happening or accident occurs within the organization. It is solely the
shared responsibility to ensure that the office environment is safe and free of such
threats. Mint must be installed within the organization.

Saying No to work on Holidays

Employees hold all rights to refuse to work on the paid holidays. Nobody from
the company can force him to open his laptop and start working from home on the
paid holidays. The employee needs to take care of the fact that he needs to be at

the top of his performance and can take a sigh of relief on his paid holidays
Availability of Company Resources

The company must provide all the resources required to get the job done.
Managing a laptop, note-pad, office bag, cell phones, and other necessities specific
to the job profile must be handed over by the company itself. Hence, it is the
responsibility of HR to take care of such things. Without any force from the office

people.

Paid Leaves

The minimum number of 12 leaves annually is the right of every employee. He

can easily claim it from the HR person of the company respectively.
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3.3.2 WORKER’S DUTIES

Deal with politeness

Disciplining the employees, such as giving them a written warning or
suspending them, it is essential not to lower your standards to the level of the others.
It doesn’t matter if the employee is being harsh, arrogant, rude, or even insulting; you

should stay calm and be under control.
Build a Give and take Relationship

As per a Survey done in Mumbai, India, 65% of the employees said they are
more likely to take their responsibilities seriously when respected by their employers,
seniors, or bosses. And respect is reciprocal; when an employer doesn’t show it,

there are chances the employee won’t show it either.

Discipline is the key If discipline is the primary concern, and if you think through
discipline, you can lead employee rights and responsibilities properly, then it should
be clearly outlined in writing. It should be handed to the employee as soon he is
hired.

Warn Every Disrespectful Behavior

For the effective functioning of an organization, the Employer must handle
every disrespectful employee. This also involves any activities which may cause
damage to the reputation of the organization. Ignoring such behavior will only

encourage the employee to keep doing it, which is reflected in their work.
WORKPLACE SAFETY

Workplace safety is a process that seeks to eliminate or reduce risks of injury
or illness to employees. The chief aim of workplace safety is to protect an
organization's most valuable asset—its people. Workplace safety is achieved
through a variety of methods, including policies, procedures and specific hazard

control techniques.
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Policies and procedures are devised and integrated into the organization's
overall management and administrative processes. They usually involve specific job
task procedures established for working with or around equipment, hazardous
environments or other forms of high-hazard conditions. Safety procedures and
policies include accountability requirements to ensure that prescribed practices are

followed.

Safety professionals apply a well-recognized hierarchy of measures to
eliminate or control specific workplace hazards. The measures are applied as part of

an orderly decision-making process, as follows:

Substitution: Can the existing process, material or equipment be replaced with a

less hazardous process, material or equipment?

Isolation: Can barriers or limits be placed between people and the hazard? This

could be physical barriers, time separation or distance.

Ventilation: Can the potential hazardous airborne substances be ventilated

through dilution or capture?

Administrative controls: Can the hazards be effectively mitigated through
specialized operating practices? Examples include restricting access to certain high
hazard areas to authorized personnel only, adjusting work schedules or adopting

preventive maintenance programs to address potential equipment breakdown.

Personal protective equipment. If the preceding methods are not sufficient or
feasible, can personal protective equipment be provided (e.g., safety glasses,
gloves, hard hats, hearing protection, safety footwear, respirators)

3.3.4 Meaning of Sexual Harassment

Sexual harassment on the basis of any prohibited ground under human rights
legislation (for example, sex, sexual orientation, gender identity or expression) is a
violation of the legislation. Depending on the severity of the conduct, it may also be a

criminal code offence and the basis for a claim at common law. Individuals who
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complain about harassment are protected against retaliation, threats or reprisals for

filing a complaint, asserting a complaint or testifying about harassment.
Workplace Sexual Harassment

There are two types of workplace sexual harassment. The first type is called
“hostile work environment” sexual harassment, and the second is called “quid pro

quo
Hostile work environment sexual harassment can happen in two

ways:

1. Someone you work with makes you the target of unwelcome sexually
suggestive or demeaning comments, repeated and unwelcome requests for
dates, offensive gestures, offensive touching, jokes or pranks, intimidating
behaviours, or pornographic materials. This behaviour is directed at you because
of your gender status (because you are a woman, a man, or transgender). These

offenses must be severe and/or pervasive.

2. The other way hostile work environment harassment occurs is if your
employer provides less favourable conditions of employment to you than to your

different-sex co-workers simply because of your gender status.

Many things are considered when a court or government agency decides
what is and isn’t workplace sexual harassment. Workplace sexual harassment may
be hard to prove in court or to the EEOC if what happened was:

Casual jokes or individual and isolated incidents (unless they are very serious,

threatening or very offensive.)

Unreported harassment by a co-worker. A “co-worker” is someone who is not
an owner, manager or supervisor at your workplace. This is why reporting the
harassment as soon as possible is important. It will then be your employer’s
responsibility to deal with the harassment and make it stop.

| Am Being Sexually Harassed at Work. What Should | Do?

Tell your harasser to stop. If you do not feel safe or comfortable doing this, do

your best to make it clear to the harasser that the offensive behaviour is unwelcome.
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Report the harassment to management and ask that something be done to stop it.
Report the harassment to a person with decision-making authority. If your employer
has workplace sexual harassment complaint procedures, follow them. Try to make
your complaint in writing. If possible, have a trusted witness present when you make

your complaint.
What Must My Employer Do?

Your employer must train all employees, managers and agents on what
workplace sexual harassment is and how the employer will deal with reports of
sexual harassment. Your employer must have policies and procedures to prevent
workplace sexual harassment and monitor and enforce those rules. It is not enough
to just have policies and procedures. They must be shared with employees and

enforced by the employer.

Your employer must have clear reporting procedures so that you can easily

report workplace sexual harassment.

Your employer must thoroughly and promptly investigate reports of workplace
sexual harassment. Your employer must do something to stop workplace sexual

harassment quickly and effectively, and make sure it doesn’t happen again.
3.3.5 What Are the Laws Against Workplace Sexual Harassment.

Workplace sexual harassment is illegal under federal and state laws against
employment discrimination. It is also illegal under some city ordinances (for example,
in Seattle, Spokane, and Tacoma). Here is a short summary of the federal and state

laws against discrimination.
Federal Law

Title VII (seven) of the Civil Rights Act of 1964 outlaws discrimination in
employment on the basis of sex, race and other grounds. Sexual harassment is
considered sex discrimination. Title VIl is enforced by the EEOC (U.S. Equal
Employment Opportunity Commission). The law applies to employers with 15 or

more employees, employment agencies, and most unions.
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State Law

The Washington State Law against Discrimination (RCW 49.60) also outlaws
sex discrimination in employment. Sexual harassment is considered sex
discrimination. The law applies to employers who have at least 8 employees. Under
the state Law against Discrimination, workers may sue in state court or file a

complaint with the Washington State Human Rights Commission.
3.3.6 Equal Employment Opportunity (EEO)

Equal Employment Opportunity is the concept of equal opportunity in an

organization to achieve or maintain fair employment.

The core EEO definition (or equal opportunity for employment) is that all
employees should be fairly treated when regarded in different decisions on

employment, such as hiring, promotion, termination, compensation, etc.

Within the context of the EEO definition, 'same opportunities’ or ‘equal
opportunity' refers to the fact that employers may not use certain grounds for hiring

or rejecting candidate or taking any other employment decision.
3.3.7 PRINCIPLE OF EEO

EEO or Equal Employment Opportunity is the principle that everyone has
equal way to pursue a job that is based on merit regardless of characteristics such
as race, sex or sexual orientation. Equal Opportunity for Employment (EEO) law
makes it illegally possible for employers to discriminate under certain features. That
means employees are entitled to free themselves from race, colour, religion, national

origin and gender discrimination.

Any potential employee, who protects his interests during all decisions on
employment, shall have a right to equal opportunities or EEO. This includes:

Hiring and recruitment

e Compensation and pay scale

e Termination
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e Employment requests

e Benefits, bonus and incentives

e Conditions of employment

e Demotions

e Promotions/Transfers

¢ Disciplinary measures

¢ Attendance and leave management

e Dressing and appearance

3.3.8 Advantages/Merits of Equal Employment Opportunity.

1. Improves overall recruitment funnel

An open and transparent recruitment process may be established
when the organization undertakes the concept of equal employment
opportunity in HRM. If potential employees know the unfair decisions relating
to the recruitment procedure, they apply to better prospects during such a

venture.

2. Boosts customer satisfaction

The clients of an organization are firmly assured when employees
contribute well to the organization's success, as it lays down sound guidance
to ensure a safer and friendly workplace for all. A workplace that promotes
employee well-being may achieve further milestones and produce excellent
results that ultimately lead to better service to clients, thus increasing

customer retention and satisfaction.

3. Promotes employee engagement

The EEO law allows employees to interact openly and communicate
without discrimination between peers regarding race, gender, religion or

hierarchy. It does not only promote respect for colleagues, but it also creates
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an open and friendly culture that supports and encourages the work of

colleagues, and adds value to the organization's diversity.

3.3.9 Disadvantages of Equal Employment opportunity.

1. In many organizations, equal employment opportunity has been considered
inadequate to simply remove barriers to the workplace, given the long history
of discrimination.

2. Many companies require highly specialized skills that certain groups of people
might possess. Even without intentional discrimination, this can cause a

decrease in diversity.

3. There are many people who suffer some stereotyping of gender, race, sexual
orientation and nationality. It is often necessary to consciously see past

events and judge people fairly.

4. This is not only an issue of keeping up — it is important for you to create an
environment that helps people thrive in dynamic and comfortable working

situations.
3.3.10 Importance of Equal Employment opportunity.

The EEO principle helps employees to feel treated equally and fairly. This
greatly promotes other factors in HRM, such as employee engagement, improved
performance, customer satisfaction, etc. The country-level authorities often found it
essential to inspect the workforce of organizations to ensure diversity, in order to
encourage and even mandate equal opportunities. EEO is important because it sets

out how people treat themselves at work.
3.3.11 Meaning of preferential hiring

In general preferential hiring involves giving preferential treatment to minority
job candidates in making hiring decisions. Reasons for Supporting or Opposing.
Preferential Hiring. Preferential hiring is the most controversial case of affirmative

actions. It is controversial for a number of reasons.
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3.3.12 THE CONCEPT OF PREFERENTIAL HIRING:

1. Background and Rationale:

Preferential hiring arises from the recognition of systemic barriers and
discrimination that certain groups, such as minorities, women, individuals with
disabilities, or veterans, may face in the labor market.The rationale behind
preferential hiring is to level the playing field by providing targeted support and

opportunities to underrepresented or disadvantaged groups.
2. Legal and Regulatory Framework:

In many countries, laws and regulations exist to prohibit discrimination based
on characteristics such as race, gender, age, disability, or veteran status. Affirmative
action programs, which may include preferential hiring policies, aim to address past
discrimination and promote diversity and inclusion in the workforce. However, the
legality and scope of preferential hiring vary depending on local laws and
regulations, and there may be debate and controversy surrounding its

implementation.
3. Implementation and Practices:
Preferential hiring can take various forms, including:

e Setting hiring targets or quotas for underrepresented groups.

e Providing training, mentoring, or support programs to help candidates from
underrepresented backgrounds.

e Offering scholarships, internships, or apprenticeships targeted at specific
groups.

e Using diversity recruitment strategies to attract a more diverse pool of
candidates.

Employers may prioritize candidates from underrepresented groups during the

recruitment and selection process, taking into account factors such as qualifications,

experience, and cultural fit.
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4. Ethical Considerations:

Proponents of preferential hiring argue that it promotes social justice,
enhances diversity, and enriches organizational culture and performance.
Critics may argue that preferential hiring can be discriminatory against other groups,
undermine merit-based principles, and create resentment or backlash among

employees.

Ethical considerations include balancing the goals of promoting diversity and
inclusion with the principles of fairness, meritocracy, and equal opportunity for all

candidates.
5. Impact and Effectiveness:

Research on the effectiveness of preferential hiring programs is mixed, with
some studies suggesting positive outcomes in terms of increased representation and
diversity, while others raise concerns about unintended consequences or lack of

impact.

The success of preferential hiring initiatives often depends on factors such as
organizational commitment, program design, accountability mechanisms, and

broader societal attitudes towards diversity and inclusion.

Let’s Sum Up

In the realm of Human Resources (HR), ethical issues revolve around
workers' rights and duties, workplace safety, sexual harassment prevention, equal
employment opportunity (EEO), and preferential hiring practices. Workers have the
right to fair treatment, safe working conditions, and protection from discrimination
and harassment. HR departments play a crucial role in upholding these rights and
ensuring compliance with laws and regulations related to EEO and workplace safety.
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Check Your Progress — QUIZ -1

. What is a primary responsibility of HR departments concerning workers'

rights?
a) Ensuring preferential treatment for certain employees.
b) Providing equal employment opportunities to all workers.
c) Maximizing profits for the organization.

d) Ignoring workplace safety concerns.

. What ethical issue pertains to creating a work environment free from physical

hazards and risks?
a) Sexual Harassment
b) Preferential Hiring
c) Workplace Safety
d) Equal Employment Opportunity

. Which term describes the practice of giving special consideration to certain

individuals or groups in the hiring process?
a) Sexual Harassment
b) Preferential Hiring
c) Equal Employment Opportunity
d) Workers' Rights

. What is the term used to describe unwelcome sexual advances, requests for

sexual favors, or other verbal or physical conduct of a sexual nature in the
workplace?

a) Equal Employment Opportunity

b) Sexual Harassment

c) Workplace Safety

d) Preferential Hiring

. What principle advocates for treating all individuals equally in the workplace

regardless of factors such as race, gender, or age?

a) Workers' Rights

b) Sexual Harassment Prevention
c) Equal Employment Opportunity
d) Workplace Safety
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SECTION 3.4: ENVIRONMENTAL PROTECTION

3.4.1 Meaning of Environmental protection

Environmental protection is the practice of protecting the natural environment
by individuals, groups and governments. Its objectives are to conserve natural
resources and the existing natural environment and, where it is possible, to repair

damage and reverse trends.
ACCEPTABLE RISK

The term "acceptable risk" describes the likelihood of an event whose
probability of occurrence is small, whose consequences are so slight, or whose
benefits (perceived or real) are so great, that individuals or groups in society are

willing to take or be subjected to the risk that the event might occur.
3.4.2 THE CONCEPT OF ACCEPTABLE RISK

It evolved partly from the realization that absolute safety is generally an
unachievable goal, and that even very low exposures to certain toxic substances

may confer some level of risk.

The notion of virtual safety corresponding to an acceptable level of risk
emerged as a risk management objective in cases where such exposures could not

be completely or cost-effectively eliminated.

Two proxy measures have been used to determine acceptable risk

levels.

The revealed-preference approach assumes that society, through trial and
error, has achieved a nearly optimal, and thus acceptable, balance of risks and
benefits. The expressed-preference approach uses opinion surveys and public

consultations to obtain information about risk levels warranting mitigation action.

Although regulatory authorities are reluctant to define a precise level of
acceptable risk, lifetime risks in the order of one in a million have been discussed in

regulatory applications of the acceptable risk concept.
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This level of risk is considered to be de minimise, an abbreviation of the legal
concept de minimums non curatlex (the law does not concern itself with trifles).
Attempts have also been made to establish benchmarks, such as the risk of being hit

by lightning, to help interpret such small risks..
3.4.3 Environmental Safety

Environmental safety is defined by the guidance, policies, and practices
enforced in order to ensure that the surrounding environment is free from hazards
that will warrant the safety and well-being of workers and employees, residents near
industrial operations, as well as the prevention of accidental environmental damage.

The surrounding areas include industrial facilities, work areas, and laboratories.

Environmental safety is a crucial issue for any industrial activity as negligence
and non-compliance heighten the risk resulting in injuries, illnesses, and accidental

environmental releases.

With the aim to ensure safe and healthy working conditions for working
employees, the United States Congress has passed the Occupational Health and
Safety Act (OSHA) of 1970,

OSHA is responsible for ensuring that workplace safety and health programs

are implemented, and employers abide by its regulations.

OSHA sets safety and health programs whereby facilities and establishments
must prepare its Environment Health and Safety (EHS) program, provide necessary
training to its employees and staff, conduct inspections, tests, monitoring, and audits,

and create a filing and record-keeping system for these activities.

OSHA is responsible for establishing and enforcing federal and state
inspectors. OSHA organizes public education and consultation forums and seminars

as well as the provision of safety information materials availability.

Environmental safety is usually divided into three subcategories: Occupational
safety and Health Programs, Environmental Control, and Chemical Safety.
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Environmental control is another aspect of environmental safety that deals
with the management and proper disposal of pollutants and other sources of threat
to the environment. Environmental controls include engineering and administrative
control solutions to minimize hazard exposure through inhalation, skin and eye

contact, ingestion, and injection.

The following are some examples of general environmental

controls for facilities:

e Safety colour codes for pipes and cans

e Marking hazards

e Provision of safety signs (Danger, Caution, and Instruction signs)
e Lockout/Tag-out (LO/TO)

e Provision of sanitation facilities

In managing workplace hazards, the following are processes for controlling
exposure that poses health and safety risks. The hierarchy of control is ranked from

the highest reliability and efficiency to the lowest.

Elimination of the hazard- total elimination of the hazard is the most preferred

and effective solution to control risks and hazards.

Substitution — reduce manual exertion on tools with power tools, reduce heavy

items with light ones, substitute a harmful chemical with another chemical that is less

or not hazardous e.g., no lead paint, natural pesticides, water detergent solutions

Engineering controls- design of systems or modification of an existing layout or

process that will reduce exposure to hazards

Process controls- electric motors over diesel engines, wet method drilling over

dry method, automation and remote control

Isolation or enclosure—- physical barriers that keep the risk and the worker

away from coming into contact with each other
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Ventilation — removes or dilutes air contaminants to avoid its dispersion at

workstations

Administrative controls— work practices and standard operating procedures

that can alter how and when the work is done.

Access restriction,

Scheduled machinery maintenance,

Job rotation to limit exposure

Personal hygiene

Personal Protective Equipment (PPE) — PPE is the last line of defense but
must not be the only method to reduce exposure. PPE includes eye protection, face

shields, footwear, and gloves.

Chemical safety is another environmental safety concern that primarily
focuses on ensuring that hazardous chemicals are properly stored, used, and
disposed of. Businesses must be aware of the chemical safety regulations, as it not
only saves lives and preserves the environment, but also prevents regulatory

penalties and fines for non-compliance.

Chemical Hazards and Toxic Substances

. Toxins

. Acute-short term toxins

. Chronic-long term toxins

. Irritants-chemicals that cause irritation of the skin and eyes

. Sensitizers-changes proteins

. Tumorogen-causes tumour growth

. Mutagen-substances capable of altering genes with generational impact

. Teratogen-alter foetuses, non-generational impact

© 00 N o g A~ W N PP

. Reactive chemicals-chemicals that react violently upon contact

> Corrosives Acids Bases Combustible or Flammable materials

» Combustible-solid, liquid, and gas
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» Flammable=solid, liquid, and gas

» Pyrophoric-gases capable of instantaneous ignition
3.4.4 MEANING OF ENVIRONMENTAL HARM

Environmental harm is a serious impact, or potentially serious impact on an
environmental value defined under the EP Act. This includes environmental nuisance

(eg. odour, some types of noise etc).

3.4.5 Types of Environmental Harm:

Pollution: The release of harmful substances or pollutants into the air, water, or
soil, leading to contamination and adverse effects on ecosystems and human health.
Examples include air pollution from industrial emissions, water pollution from

chemical runoff, and soil pollution from improper waste disposal.

Habitat Destruction: The destruction or alteration of natural habitats, such as
forests, wetlands, and coral reefs, due to activities such as deforestation,
urbanization, and land development. Habitat destruction can result in the loss of

biodiversity, disruption of ecosystems, and loss of ecosystem services.

Loss of Biodiversity: The decline or extinction of plant and animal species due
to habitat destruction, pollution, climate change, invasive species, and other human-
induced factors. Loss of biodiversity can have cascading effects on ecosystems,
including reduced resilience to environmental change and loss of ecosystem

functions and services.

Climate Change: The long-term alteration of global or regional climate patterns

due to human activities, particularly the emission of greenhouse gases such as
carbon dioxide (CO2), methane (CH4), and nitrous oxide (N20). Climate change can
lead to rising temperatures, changes in precipitation patterns, sea-level rise, and
increased frequency and intensity of extreme weather events, with widespread

impacts on ecosystems, economies, and human societies.

Resource Depletion: The overexploitation or depletion of natural resources,

including fossil fuels, minerals, water, and timber, beyond sustainable levels.
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Resource depletion can lead to environmental degradation, habitat destruction, and
conflicts over scarce resources, as well as economic and social consequences for

communities dependent on these resources.

3.4.6 Causes of Environmental Harm:

Industrial Activities: Manufacturing, mining, energy production, and other

industrial activities often generate pollution, waste, and emissions that can harm the

environment.

Agriculture: Intensive farming practices, including the use of chemical fertilizers

and pesticides, deforestation for agricultural land, and livestock production, can

contribute to soil erosion, water pollution, and loss of biodiversity.

Urbanization and Infrastructure Development: Urban sprawl,

infrastructure development, and construction projects can lead to habitat destruction,

fragmentation of ecosystems, and increased pollution and resource consumption.

Transportation: The use of fossil fuels in transportation, including cars, trucks,
ships, and airplanes, contributes to air pollution, greenhouse gas emissions, and

habitat destruction through infrastructure development.

Consumerism and Waste: Consumption patterns, resource-intensive lifestyles,
and the generation of waste and discarded products contribute to environmental

harm through pollution, resource depletion, and waste disposal issues.

3.4.7 Impacts of Environmental Harm:

Ecosystem Degradation: Environmental harm can disrupt ecosystems, alter

habitats, and threaten biodiversity, leading to the loss of species, decline in

ecosystem services, and reduced resilience to environmental change.

Public Health: Pollution and environmental degradation can have adverse effects

on human health, including respiratory diseases, waterborne illnesses, exposure to

toxic chemicals, and increased vulnerability to climate-related hazards.
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Economic Costs: Environmental harm can impose significant economic costs on

societies, including the loss of ecosystem services, damage to infrastructure,
healthcare costs associated with pollution-related ilinesses, and loss of livelihoods in

affected communities.

Social Inequities: Environmental harm often disproportionately affects

vulnerable populations, including low-income communities, indigenous peoples, and
marginalized groups, exacerbating social inequalities and disparities in access to

resources and environmental amenities.

3.4.8 Mitigation and Prevention:

Environmental Regulations: Implementing and enforcing environmental laws

and regulations to control pollution, protect natural habitats, and promote sustainable

resource management.

Technological Solutions: Developing and deploying clean technologies,

renewable energy sources, and eco-friendly practices to reduce pollution, resource

consumption, and greenhouse gas emissions.

Conservation and Restoration: Protecting and restoring natural habitats,

ecosystems, and biodiversity through conservation efforts, reforestation, habitat

restoration projects, and protected area management.

Sustainable Practices: Adopting sustainable practices and lifestyles, including

sustainable agriculture, green building design, energy efficiency, waste reduction,

and recycling, to minimize environmental harm and promote long-term sustainability.

Public Awareness and Education: Increasing public awareness and

understanding of environmental issues, promoting environmental literacy, and
fostering individual and collective action to address environmental challenges and

promote sustainable development
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3.4.9 PRODUCT SAFETY AND LIABILITY

As people become increasingly dependent on the use of engineered products,

product safety and liability become issues of worldwide importance.

In many countries, however, there are no strong traditions promoting safety
standards in the technical design and testing of consumer products, nor are there
methods of legal redress when such standards are not met.

The ethics of product safety and liability is thus reasonably addressed by
treating the United States as a leading case study, with the inclusion of some
supplementary references to related developments in other countries. U.S.
Perspective

According to figures from the Internet site of the U.S. Consumer Product
Safety Commission (CPSC), consumer products are annually responsible for more
than 22,000 deaths and 29 million injuries (more than two deaths and 3,000 injuries
per hour) at a total annual cost (including property damage) of more than $700

billion.
3.4.10 Product Safety, Liability, and Engineering Ethics

During the same period as the Carson and Nader books, professional
engineering societies began to take more seriously the role of engineers and the
engineering profession as stewards of product safety. All contemporary codes of
engineering ethics state that engineers have a responsibility to protect the public
safety, health, and welfare, and most codes state that this duty should be held

paramount.
Product Safety:

Product safety refers to the assurance that a product will not cause harm or pose
unreasonable risks to consumers when used as intended or reasonably foreseeable.
Ensuring product safety is a critical responsibility for manufacturers, designers, and
sellers, as it protects consumers from potential hazards and contributes to public

health and well-being.
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3.4.11 Key Aspects of Product Safety:

e Risk Assessment: Manufacturers and designers must conduct thorough
risk assessments to identify potential hazards associated with their products.
This includes analyzing product components, materials, and potential failure
modes.

e Compliance with Standards and Regulations: Products must
comply with relevant safety standards and regulations established by
government agencies, industry organizations, and international bodies. These
standards address specific safety requirements for different product
categories and industries.

e Testing and Certification: Products may undergo testing by
independent laboratories to verify compliance with safety standards and
regulations. Certification marks or labels indicate that a product has met
specific safety criteria and has been independently tested and verified.

e Warning Labels and Instructions: Products should include clear and
conspicuous warning labels and instructions to inform consumers about
potential risks and safe use practices. This helps minimize the likelihood of

accidents or misuse that could lead to injury or harm.

Continuous Monitoring and Improvement: Manufacturers should implement
processes for monitoring product safety throughout the product lifecycle, including
post-market surveillance, feedback mechanisms, and product recalls if safety issues
are identified. Continuous improvement efforts aim to address emerging risks and
enhance product safety over time.

Product Liability:

Product liability refers to the legal responsibility of manufacturers, designers,
sellers, and distributors for injuries or damages caused by defective products. When
a product defect leads to harm, injured parties may pursue legal action to seek
compensation for their losses, including medical expenses, lost income, pain and

suffering, and property damage.
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3.4.12 Types of Product Defects:

e Design Defects: Design defects occur when a flaw or error in the
product's design makes it unreasonably dangerous for its intended use.
Design defects affect all units of the product and may result in widespread
liability.

e« Manufacturing Defects: Manufacturing defects occur during the
production process and result in individual units of a product being defective
or non-conforming to the intended design. Manufacturing defects are typically
isolated incidents and may lead to liability for the manufacturer.

e« Marketing Defects: Marketing defects involve failures in providing
adequate warnings, instructions, or information about the product's risks and
safe use. Marketing defects can lead to liability for sellers, distributors, or
other parties involved in the product's marketing and distribution.

3.4.14 Legal Principles of Product Liability:

e Strict Liability: In many jurisdictions, product liability is based on the
principle of strict liability, which holds manufacturers and sellers responsible
for injuries caused by defective products, regardless of fault or negligence.
Strict liability shifts the burden of proof to the defendant to demonstrate that
the product was not defective or that the plaintiff's injury was not caused by
the defect.

e Negligence: In addition to strict liability, product liability claims may also be
based on theories of negligence, where plaintiffs must demonstrate that the
defendant breached a duty of care owed to the plaintiff and that this breach
caused the plaintiff's injuries.

e Breach of Warranty: Product liability claims may also allege breach of
express or implied warranties, where manufacturers or sellers fail to fulfill
promises or guarantees regarding the safety or performance of the product.

Breach of warranty claims typically arise under contract law.
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Engineering Ethics:

Engineering ethics encompasses the moral principles, values, and
professional responsibilities that guide the conduct of engineers in their practice.
Engineers have a duty to uphold ethical standards and prioritize the safety, health,
and welfare of the public in their work. Engineering ethics addresses issues related
to professional integrity, responsibility, accountability, and the ethical implications of

engineering decisions and actions.

3.4.15 Key Principles of Engineering Ethics:

o Safety and Public Welfare: Engineers have a paramount duty to protect
the safety, health, and welfare of the public in their professional activities. This
includes ensuring the safety and reliability of engineering designs, products,
and systems.

e Honesty and Integrity: Engineers must act with honesty, integrity, and
transparency in all aspects of their work. This includes providing accurate and
truthful information, disclosing conflicts of interest, and avoiding deceptive or
misleading practices.

e Professional Competence: Engineers have a duty to maintain high
standards of professional competence and to continually enhance their
knowledge and skills through education, training, and professional
development. Competence is essential for ensuring the quality and integrity of
engineering work.

e Ethical Decision-Making: Engineers should consider the ethical
implications of their decisions and actions and strive to make ethically sound
choices that prioritize the public interest and uphold ethical principles. This
may involve weighing competing interests, identifying potential risks and
consequences, and seeking input from stakeholders.

e Social Responsibility: Engineers have a responsibility to consider the
broader social, environmental, and ethical implications of their work and to
contribute to the advancement of the common good. This includes promoting
sustainability, diversity, equity, and social justice in engineering practice.
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3.4.16 Applications to Product Safety and Liability:

e Engineers play a critical role in ensuring the safety and reliability of products
and systems through the application of sound engineering principles,
standards, and practices.

e Engineers must adhere to ethical principles and professional standards in

their work to minimize the risk of product defects, failures, and liability.

e Ethical considerations, such as prioritizing safety, honesty, and public welfare,
should guide engineering decisions throughout the product lifecycle, from
design and development to manufacturing, testing, and post-market

surveillance.

Let’s Sum Up

Environmental protection is a critical ethical consideration for businesses,
encompassing safety and acceptable risk management, prevention of environmental
harm and pollution, control measures, product safety, and corporate liability.
Businesses have a responsibility to minimize their environmental footprint, mitigate
pollution, ensure product safety, and uphold corporate accountability for

environmental impacts.

Check Your Progress - QUIZ -1

1. What ethical principle emphasizes the responsibility of businesses to minimize
their environmental impact?
a) Safety and Acceptable Risk
b) Environmental Protection
c) Corporate Liability
d) Product Safety
2. Which term describes the process of managing risks to ensure a safe working
environment while accepting certain unavoidable risks?
a) Environmental Harm
b) Pollution Control
c) Safety and Acceptable Risk
d) Product Liability
3. What is the term used to describe actions that harm the environment, such as

pollution or habitat destruction?
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a) Corporate Liability
b) Environmental Harm
c) Product Safety
d) Pollution Control
4. What ethical issue pertains to the responsibility of businesses to prevent and
mitigate pollution?
a) Environmental Protection
b) Safety and Acceptable Risk
c) Corporate Liability
d) Product Safety
5. Which term refers to the legal and moral responsibility of corporations for their
environmental impacts?
a) Environmental Harm
b) Pollution Control
c) Corporate Liability
d) Product Safety

3.5 Unit Summary

Moral issues permeate every facet of business, from marketing and finance to
human resources and environmental protection. Understanding and addressing
these issues is crucial for maintaining ethical conduct and integrity within
organizations. Key areas of concern include truth in advertising, prevention of
manipulation and coercion, protection of trade secrets, corporate disclosure, fairness
and efficiency in financial markets, workplace safety, sexual harassment prevention,
equal employment opportunity, product safety, and corporate liability for
environmental harm. Whistle-blowing also plays a significant role in uncovering

unethical practices and promoting transparency.
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3.6 Glossary

Moral Reasoning The process of evaluating and making decisions based

on ethical principles and values.

Whistle-blowing The act of reporting unethical or illegal activities within an

organization to external authorities or the public.

Whistle-blower An individual who exposes unethical or illegal activities

within an organization.

Manipulation The unethical practice of using deceptive or misleading
tactics to influence consumer behavior or market

outcomes.

Coercion The use of force or undue pressure to compel individuals
to act against their will, often in marketing or sales

contexts.

Trade Secrets Confidential and proprietary information that provides a
competitive advantage to a business and is protected

from unauthorized use or disclosure.

Corporate Disclosure | The practice of providing timely and accurate information
about a company's financial performance, operations,

and risks to stakeholders.

Greenmail The unethical practice of a company repurchasing its
stock from a hostile bidder at a premium to avoid a
takeover.

Golden Parachute A compensation package that provides generous benefits
to executives in the event of termination following a

corporate merger or acquisition.

EEO Equal Employment Opportunity is the principle
advocating for fair treatment and equal opportunities in
employment, regardless of factors such as race, gender,

age, or disability.

Preferential Hiring The practice of giving special consideration or preference
to certain individuals or groups in the hiring process,

often to address historical inequalities or promote
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diversity and inclusion.

Safety and | The practice of managing risks to ensure a safe working
Acceptable Risk environment while acknowledging and mitigating certain

unavoidable risks.

Environmental Harm | Actions or activities that cause damage to the
environment, including pollution, habitat destruction, and

resource depletion.

3.6 Self — Assessment Questions

Essay type Questions:

1. Discuss the ethical implications of truth in advertising and the consequences
of misleading marketing practices on consumers and businesses.

2. Evaluate the role of whistle-blowing in uncovering unethical behavior in
different functional areas of business and its impact on organizational culture
and reputation.

3. Analyze the ethical dilemmas associated with insider trading and corporate
disclosure, and discuss the importance of transparency and fairness in
financial markets.

4. Explore the challenges and responsibilities of HR departments in ensuring
workplace safety, preventing sexual harassment, and promoting equal
employment opportunity.

5. Assess the ethical considerations surrounding environmental protection for

environmental harm.

1.7 Case Study

Johnson & Johnson Tylenol Poisoning Incident

Ensuring consumer safety and transparency in product management: In
1982, seven people in the Chicago area died after consuming Extra-Strength
Tylenol capsules laced with cyanide. The tampering incident led to widespread
panic and prompted Johnson & Johnson to issue a nationwide recall of all Tylenol
products, costing the company millions of dollars. They recalling 31 million bottles

of Tylenol, cooperating with law enforcement agencies, and implementing tamper-
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resistant packaging. The company prioritized public safety over short-term
financial losses, setting a benchmark for crisis management and corporate

responsibility.

Ethical sourcing and corporate social responsibility

Starbucks faced criticism for sourcing coffee beans from countries with poor labor
conditions and environmental degradation. Critics accused the company of
exploiting workers and contributing to deforestation in regions where coffee is
grown.

Starbucks responded by implementing ethical sourcing initiatives, including Fair
Trade certification, sustainable farming practices, and partnerships with local
communities. The company committed to paying fair prices to farmers, promoting
environmental stewardship, and improving working conditions throughout its

supply chain.

Uber's Toxic Workplace Culture

Uber, a leading ride-sharing company, faced allegations of fostering a toxic
workplace culture characterized by harassment, discrimination, and unethical
business practices. Former employees accused the company of prioritizing growth
and profits over employee well-being and ethical conduct.

Uber conducted internal investigations, terminated employees involved in
misconduct, and implemented reforms to address cultural deficiencies. The
company hired new leadership, revised policies on diversity and inclusion, and
launched initiatives to promote ethical behavior and accountability among

employees.

BP Deepwater Horizon Oil Spill: Environmental stewardship
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In 2010, the Deepwater Horizon oil rig, operated by BP, exploded in the Gulf of
Mexico, causing one of the largest environmental disasters in history. The oil spill
resulted in extensive ecological damage, loss of life, and economic harm to coastal
communities.

BP faced public outcry and legal repercussions for its role in the oil spill. The
company committed billions of dollars to clean-up efforts, compensation for
affected parties, and investments in renewable energy projects. BP also
implemented stricter safety protocols and enhanced oversight to prevent similar

incidents in the future.

1.8 Task

» Analyze the situations, identify key ethical issues, and propose solutions
in different functional areas of business
> Play a role as employees, managers, or stakeholders facing ethical

dilemmas in various business scenarios.
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NAVIGATING CORPORATE SUSTAINABILITY AND
SUSTAINABLE DEVELOPMENT

Unit IV: Corporate Sustainability

Corporate Sustainability - Concepts of sustainability - Social, Environmental and

Economic dimensions -Sustainability in a business context. Principles of

Sustainable Development: History and emergence of the concept of Sustainable

Development - Definitions, Environmental issues and crisis, Resource

degradation, Greenhouse  gases, Desertification, Social  insecurity,

Industrialization, Globalization and Environment.
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SECTION 4.1: NAVIGATING CORPORATE
SUSTAINABILITY

4.1.1 What is Corporate Sustainability?

Source-globe-net.com
CORPORATE SUSTAINABILITY ’
What is Corporate Sustainability?

Innovation , Capital Efficiency , Risk Management ,Margin
Improvement , Growth Enhancement , Total Shareholder Return
®

Jobs Creation , Skills
Enhancement , Local
Economic Impaets ,
Social Investments ,
Business Ethics,
Security

Resource Efficiency ,
Product Stewardship ,

Management,
Products to Services

SUSTAINABILITY

Diversity, Human
Rights , Community
QOutreach , Indigenous @
Communities, Labour

Relations

Clean Air, Water, and
Land Emissions

-4 Reductions , Zero
Waste , Releases and
Spills , Biodiversity

[ ]
Safety and Health Environmental Regulations Global Climate Change

Access to Potable Water Crisis Management Environmental Justice

Source: https://www.pinterest.com/pin/corporate-sustainability--
220113500530760443/

Corporate sustainability is about more than just protecting the environment,
although that is core to this approach. A sustainable business is one that works in
step with societal and environmental goals, rather than at odds with them. Corporate
sustainability is a business strategy for long-term growth that works in harmony with

people and the planet.

Corporate sustainability can be viewed as a new and evolving corporate
management paradigm. The term ‘paradigm’ is used deliberately, in that corporate
sustainability is an alternative to the traditional growth and profit-maximization model.
While corporate sustainability recognizes that corporate growth and profitability are
important, it also requires the corporation to pursue societal goals, specifically those
relating to sustainable development — environmental protection, social justice and

equity, and economic development.
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4.1.2 CONCEPT OF CORPORATE SUSTAINABILITY

e Sustainable Development
e Corporate Social Responsibility
e Stakeholder Theory

e Corporate Accountability Theory.
1) Sustainable Development

Sustainable development is a broad, dialectical concept that balances the
need for economic growth with environmental protection and social equity. The term
was first popularized in 1987, in Our Common Future, a book published by the World
Commission for Environment and Development (WCED). The WCED described
sustainable development as development that met the needs of present generations
without compromising the ability of future generations to meet their needs. Or, as
described in the book, it is “a process of change in which the exploitation of
resources, the direction of investments, the orientation of technological development,
and institutional change are all in harmony and enhance both current and future
potential to meet human needs and aspirations.” Sustainable development is a broad
concept in that it combines economics, social justice, environmental science and
management, business management, politics and law. It is a dialectical concept in
that, like justice, democracy, fairness, and other important societal concepts, it defies
a concise analytical definition, although one can often point to examples that

illustrate its principles.

In Our Common Future, (Oxford University Press, 1987) the WCED
recognized that the achievement of sustainable development could not be simply left
to government regulators and policy makers. It recognized that industry had a
significant role to play. The authors argued that while corporations have always been
the engines for economic development, they needed to be more proactive in
balancing this drive with social equity and environmental protection, partly because
they have been the cause of some of the unsustainable conditions, but also because

they have access to the resources necessary to address the problems.
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Industry’s response to the WCED’s call came in stages as everyone wrestled
with what sustainable development in action should look like. The first serious sign of
support came from the International Chamber of Commerce when it issued its
Business Charter for Sustainable Development in 1990. This was followed in 1992
by the book Changing Course, by Stephen Schmidheiny and the Business Council
for Sustainable Development (now the World Business Council for Sustainable
Development; MIT Press, 1992). Both publications focused on the role of
corporations in sustainable development, and the authors argued that supporting
sustainable development was as much an economic necessity as it was an
environmental and social necessity. Since then, many business leaders and
corporations have come forward to show their support for the principles of
sustainable development.

The contribution of sustainable development to corporate sustainability is
twofold. First, it helps set out the areas that companies should focus on:
environmental, social, and economic performance. Second, it provides a common
societal goal for corporations, governments, and civil society to work toward:
ecological, social, and economic sustainability. However, sustainable development
by itself does not provide the necessary arguments for why companies should care
about these issues. Those arguments come from corporate social responsibility and
stakeholder theory.

2) Corporate social responsibility

Like sustainable development, corporate social responsibility (CSR) is also a
broad, dialectical concept. In the most general terms, CSR deals with the role of
business in society. Its basic premise is that corporate managers have an ethical
obligation to consider and address the needs of society, not just to act solely in the
interests of the shareholders or their own self-interest. In many ways CSR can be
considered a debate, and what is usually in question is not whether corporate
managers have an obligation to consider the needs of society, but the extent to

which they should consider these needs.

As a concept, CSR has been around much longer than sustainable

development or the other concepts discussed in this paper. A 1973 article by
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Nicholas Ebserstadt traced the history of CSR back to ancient Greece, when
governing bodies set out rules of conduct for businessmen and merchants
(Managing Corporate Social Responsibility, Little, Brown and Company, 1977). The
role of business in society has been debated ever since. According to Archie B.
Carroll, one of the most prolific authors on CSR, the modern era of CSR began with
the publication of the book Social Responsibilities of the Businessman by Howard
Bowen in 1953. Since then, many authors have written on the topic. For the first few
decades after 1953, the main focus of these writings was whether corporate
managers had an ethical responsibility to consider the needs of society. By 1980 it
was generally agreed that corporate managers did have this ethical responsibility,

and the focus changed to what CSR looked like in practice.

The arguments in favour of corporate managers having an ethical

responsibility to society draw from four philosophical theories:
Social contract theory.

The central tenet of social contract theory is that society consists of a series of
explicit and implicit contracts between individuals, organizations, and institutions.
These contracts evolved so that exchanges could be made between parties in an
environment of trust and harmony. According to social contract theory, corporations,
as organizations, enter into these contracts with other members of society, and
receive resources, goods, and societal approval to operate in exchange for good

behaviour.
Social justice theory.

Social justice theory, which is a variation (and sometimes a contrasting view)
of social contract theory, focuses on fairness and distributive justice— how, and
according to what principles, society’s goods (here meaning wealth, power, and
other intangibles) are distributed amongst the members of society. Proponents of
social justice theory argue that a fair society is one in which the needs of all
members of society are considered, not just those with power and wealth. As a
result, corporate managers need to consider how these goods can be most

appropriately distributed in society.
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Rights theory. Rights theory, not surprisingly, is concerned with the meaning of
rights, including basic human rights and property rights. One argument in rights
theory is that property rights should not override human rights. From a CSR
perspective, this would mean that while shareholders of a corporation have certain
property rights, this does not give them licence to override the basic human rights of
employees, local community members, and other stakeholders.

Deontological theory. Deontological theory deals with the belief that everyone,
including corporate managers, has a moral duty to treat everyone else with respect,
including listening and considering their needs. This is sometimes referred to as the
“Golden Rule.”

CSR contributes to corporate sustainability by providing ethical arguments as
to why corporate managers should work toward sustainable development: If society
in general believes that sustainable development is a worthwhile goal, corporations

have an ethical obligation to help society move in that direction.
3) Stakeholder theory

Stakeholder theory, which is short for stakeholder theory of the firm, is a
relatively modern concept. It was first popularized by R. Edward Freeman in his 1984
book Strategic Management: A Stakeholder Approach (Pitman Books, Boston, Mass,
1984). Freeman defined a stakeholder as “any group or individual who can affect or
is affected by the achievement of the organization’s objectives.” The basic premise
of stakeholder theory is that the stronger your relationships are with other external
parties, the easier it will be to meet your corporate business objectives; the worse
your relationships, the harder it will be. Strong relationships with stakeholders are
those based on trust, respect, and cooperation. Unlike CSR, which is largely a
philosophical concept, stakeholder theory was originally, and is still primarily, a
strategic management concept. The goal of stakeholder theory is to help
corporations strengthen relationships with external groups in order to develop a

competitive advantage.

One of the first challenges for companies is to identify their stakeholders.

There appears to be general agreement among companies that certain groups are
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stakeholders — shareholders and investors, employees, customers, and suppliers.
Beyond these, however, it becomes more challenging because there are no clear
criteria for defining stakeholders. Most authors agree that if the term ‘stakeholder’ is
to be meaningful, there must be some way of separating stakeholders from non-
stakeholders. Some authors have suggested that stakeholders are those that have a
stake in the company’s activities — something at risk. Other authors have suggested
that if you consider the global impacts of industry — such as climate change or
cultural changes due to marketing and advertising — everyone is a stakeholder. The

issue of qualifying criteria for stakeholder status is currently being debated.

Assuming that the main stakeholders have been identified, the next challenge
for corporate managers is to develop strategies for dealing with them. This is a
challenge because different stakeholder groups can, and often do, have different
goals, priorities, and demands. Shareholders and investors want optimum return on
their investments; employees want safe workplaces, competitive salaries and job
security; customers want quality goods and services at fair prices; local communities
want community investment; regulators want full compliance with applicable
regulations. However, there is a general acknowledgement that the goals of
economic stability, environmental protection, and social justice are common across
many stakeholder groups. Few groups would argue against these goals, although
they may debate the level of priority or urgency.

The contribution of stakeholder theory to the corporate sustainability is the
addition of business arguments as to why companies should work toward
sustainable development. Stakeholder theory suggests that it is in the company’s
own best economic interest to work in this direction because doing so will strengthen
its relationship with stakeholders, which in turn will help the company meet its

business objectives.
4) Corporate Accountability

The fourth and final concept underlying corporate sustainability is corporate
accountability. Accountability is the legal or ethical responsibility to provide an
account or reckoning of the actions for which one is held responsible. Accountability

differs from responsibility in that the latter refers to one’s duty to act in a certain way,
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whereas accountability refers to one’s duty to explain, justify, or report on his or her

actions.

In the corporate world, there are many different accountability relationships,
but the relevant one in the context of this paper is the relationship between corporate
management and shareholders. This relationship is based on the fiduciary model,
which in turn is based on agency theory and agency law, wherein corporate
management is the ‘agent’ and the shareholders the ‘principal’. This relationship can
be viewed as a contract in which the principal entrusts the agent with capital and the
agent is responsible for using that capital in the principal’s best interest. The agent is
also held accountable by the principal for how that capital is used and the return on

the investment.

Corporate accountability need not be restricted to the traditional fiduciary
model, nor only to the relationship between corporate management and
shareholders. Companies enter into contracts (both explicit and implicit) with other
stakeholder groups as a matter of everyday business, and these contractual
arrangements can serve as the basis for accountability relationships. For example,
companies that receive environmental permits and approvals from regulators to
operate facilities are often held accountable by the regulators for whether the terms
of the approval are being met. Proponents of social contract theory often argue that
corporations are given a ‘license to operate’ by society in exchange for good
behaviour, and as such the corporations should be accountable to society for their

performance.

The contribution of corporate accountability theory to corporate sustainability
is that it helps define the nature of the relationship between corporate managers and
the rest of society. It also sets out the arguments as to why companies should report
on their environmental, social, and economic performance, not just financial
performance. In 1997, John Elkington of the UK consultancy, Sustain Ability, called
this type of accounting on environmental, social, and economic performance as

‘triple bottom line’ reporting.

Corporate sustainability is a new and evolving corporate management

paradigm. Although the concept acknowledges the need for profitability, it differs
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from the traditional growth and profit-maximization model in that it places a much
greater emphasis on environmental, social, and economic performance, and the

public reporting on this performance.

Corporate sustainability borrows elements from four other concepts.
Sustainable development sets out the performance areas that companies should
focus on, and also contributes the vision and societal goals that the corporation
should work toward, namely environmental protection, social justice and equity, and
economic development. Corporate social responsibility contributes ethical arguments
and stakeholder theory provides business arguments as to why corporations should
work towards these goals. Corporate accountability provides the rationale as to why

companies should report to society on their performance in these areas.

Not all companies currently subscribe to the principles of corporate
sustainability, and it is unlikely that all will, at least not voluntarily. However, a
significant number of companies have made public commitments to environmental
protection, social justice and equity, and economic development. Their number
continues to grow. This trend will be reinforced if shareholders and other
stakeholders support and reward companies that conduct their operations in the

spirit of sustainability.
4.1.3 HISTORY OF CORPORATE SUSTAINABILITY

The history of corporate sustainability can be traced back to the early 20th
century, but its evolution accelerated significantly in the latter part of the century and

into the 21st century. Here's a brief overview of key milestones:
Early Roots (19th and Early 20th Century):

The concept of corporate social responsibility (CSR) emerged in the late 19th
century, with some companies recognizing their responsibilities beyond profit
maximization. In the early 20th century, visionaries like Robert Owen and Henry Ford
implemented progressive practices such as workers' welfare programs and profit-

sharing initiatives.
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Environmental Movement (1960s-1970s):

The environmental movement gained momentum in the 1960s and 1970s,
spurred by events like the publication of Rachel Carson's “Silent Spring” and the first
Earth Day in 1970.

This era saw the establishment of environmental regulations, such as the U.S.
Clean Air Act and Clean Water Act, which compelled companies to address pollution

and environmental degradation.
Rise of Corporate Environmentalism (1980s-1990s):

In the 1980s and 1990s, corporations began to acknowledge the importance
of environmental sustainability, driven partly by pressure from stakeholders and

regulatory requirements.

Companies like Interface, a carpet manufacturer, led the way in implementing

sustainable practices and setting ambitious environmental goals.
Globalization and Supply Chain Sustainability (2000s):

With the rise of globalization, companies faced scrutiny over their supply
chains, leading to increased focus on labor rights, ethical sourcing, and supply chain

transparency.

Initiatives such as the UN Global Compact and the establishment of
sustainability reporting standards (e.g., GRI) encouraged companies to disclose their

environmental and social impacts.
Mainstream Adoption (2010s-present):

Sustainability became more mainstream in the 2010s, with an increasing
number of companies integrating sustainability into their core business strategies.
Investors began to recognize the financial relevance of sustainability factors, leading
to the rise of sustainable investing and ESG (environmental, social, and governance)

criteria.
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Companies faced growing pressure from consumers, employees, and
investors to demonstrate commitment to sustainability, driving further adoption of

sustainable practices.

Throughout this history, corporate sustainability has evolved from a niche
concern to a strategic imperative for businesses worldwide. Companies are now
recognizing the interconnectedness of environmental, social, and economic factors
and the importance of addressing sustainability challenges to ensure long-term

success and resilience.

4.1.4 EVOLUTION OF CORPORATE SUSTAINABILITY

Contribution to

Discipline Underlying Concept Corporate Sustainability
|__Economics — Boundaries of the
Sustainable subject matter and
[ Ecology = Development description of a common |
[ Social " > societal goal
Ethical arguments as
Corporate to why corporations
Moral Philosophy Social should work towards —
Responsibility sustainability goals
' ‘Corporate
Sustainability”
Business arguments as
trat ic M. . Stakeholder to why corporations
= Theory should work towards
sustainability goals
Ethical arguments
Busi 1 Corporate as to why companies
Accountability Theory shouldreport on
sustainability performance

2 Evolution of corporate sustainability (Source: IVEY business journal, 2003)

Source: https://www.researchgate.net/figure/The-Evolution-of-Corporate-
Sustainability_figl 360264357

Early Stages: Historically, businesses primarily focused on maximizing profits

without much consideration for environmental or social impacts.

Rise of environment awareness: Growing concerns about climate change,

resources depletion and pollution have prompted companies to adopt more

sustainable practices to mitigate their ecological footprint.

Social Responsibility Movement: Increased scrutiny from consumers,

investors, and regulators has pushed companies to address social issues such as

labor rights, community development, and ethical sourcing.
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Integration into Business Strategy: Many companies now view

sustainability as a core part of their business strategy, recognizing the potential for

long-term growth and competitive advantage through responsible practices.

4.1.5 PROS AND CONS OF CORPORATE SUSTAINABILITY
Pros of Corporate Sustainability

Risk Mitigation: Sustainable practices can help companies mitigate risks

associated with environmental regulations, resource scarcity, and social unrest, thus

safeguarding long-term viability.

Cost Savings: Implementing energy efficiency measures, waste reduction

initiatives, and sustainable sourcing can lead to significant cost savings over time.

Enhanced Reputation: Embracing sustainability can enhance a company's

reputation among consumers, investors, employees, and other stakeholders, leading
to increased brand loyalty and trust.

Innovation Opportunities: Pursuing sustainability often drives innovation, as

companies develop new products, processes, and business models to address

environmental and social challenges.

Cons of Corporate Sustainability

Initial Costs: Transitioning to sustainable practices may require significant upfront

investment in technology, infrastructure, and employee training, which can strain

financial resources in the short term.

Complexity and Compliance: Navigating the complex landscape of

environmental regulations, certifications, and standards can be challenging for

companies, particularly those operating in multiple jurisdictions.

Supply Chain Risks: Companies face risks related to the sustainability

performance of their suppliers, including issues such as labor violations,
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deforestation, and human rights abuses, which can tarnish their reputation and lead

to supply chain disruptions.

Greenwashing: Some companies engage in greenwashing, where they

exaggerate or misrepresent their environmental or social efforts to appeal to

consumers or investors without implementing meaningful change.

Overall, while corporate sustainability presents challenges, the potential benefits in
terms of risk reduction, cost savings, and reputation enhancement often outweigh

the drawbacks, making it a strategic imperative for businesses in the modern era.
4.1.6 PILLARS OF SUSTAINABILITY

A popular method of considering the sustainability state of mind is the triple

bottom line approach. The three bottom lines, or pillars, are:

1. Economic Sustainability
2. Social Sustainability

3. Environmental Sustainability
Economic Sustainability

Economic sustainability takes into account the social and ecological
consequences of economic activity. It incorporates new paradigms like circular
economy, cradle to grave etc. Additionally, economic sustainability also means that
human communities across the globe are able to maintain their independence and
have access to the resources that they require, financial and other, to meet their

needs.
Social Sustainability

A socially sustainable society is one in which all members have equal rights,
all share equitably in societal benefits, and all participate equally in the decision-
making process. Universal human rights and basic necessities are attainable by all
people, who have access to enough resources in order to keep their families and

communities healthy and secure.
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Environmental Sustainability

Ecological integrity is maintained, all of earth’s environmental systems are
kept in balance while natural resources within them are consumed by humans at a

rate where they are able to replenish themselves.

Let’s Sum Up

Corporate sustainability entails creating long-term stakeholder value by
addressing the interconnected economic, environmental, and social dimensions. The
social dimension focuses on fostering fair labor practices, human rights, community
engagement, diversity, and safety standards. In the environmental dimension,
companies strive to reduce their carbon footprint, conserve resources, minimize
pollution, and adopt sustainable practices. The economic dimension evaluates
financial performance, innovation, risk management, and contribution to economic
development. Together, these dimensions form the triple bottom line framework,
guiding businesses to operate in a manner that balances profit generation with
environmental and social responsibility, ultimately contributing to a sustainable

future.

Check Your Progress-QUIZ -1

1. What does the social dimension of corporate sustainability primarily focus on?
A) Maximizing profits
B) Reducing environmental impact
C) Enhancing community engagement
D) Increasing shareholder dividends
2. Which of the following is NOT a component of the environmental dimension of
corporate sustainability?
A) Carbon footprint reduction
B) Resource conservation
C) Labor rights protection
D) Pollution minimization
3. The economic dimension of corporate sustainability includes which of the
following?

A) Increasing pollution levels
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B) Maximizing short-term profits
C) Supporting economic development
D) Ignoring supply chain risks
4. Which framework is commonly used to assess corporate sustainability,
considering social, environmental, and economic dimensions?
A) Single bottom line
B) Double bottom line
C) Triple bottom line
D) Quadruple bottom line

SECTION 4.2: SUSTAINABILITY IN BUSINESS
4.2.1 SUSTAINABILITY IN BUSINESS DEFINED

Sustainability in business refers to a company's strategy to reduce negative
environmental impact resulting from their operations in a particular market. An
organization’s sustainability practices are typically analyzed against environmental,

social, and governance (ESG) metrics.

Enwirommant @ Econamic valus
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Source: https://www.mdpi.com/2071-1050/12/20/8420

Examples of sustainability in business:

e Improving energy management efficiency using alternative power sources and

carbon accounting

e Deploying infrastructure that reduces GHG emissions, preserves water

resources and eliminates waste
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e Operating dynamic and efficient supply chains to empower a circular
economy, encourage reuse, design out waste, promote sustainable
consumption and protect natural resources

e Enabling sustainable development by assessing risks and improving
resiliency while adhering to external regulations and development goals

Sustainable Development

It means to take monetary advantage which can assist with increasing the
living expectation of the current age without influencing the requirement for a group
of people yet to come. It means preserving assets without influencing their amount
and quality. The primary point of manageable advancement is to adjust among the
populace, different assets, different parts of climate, and advancement.

4.2.2 PRINCIPLES OF SUSTAINABLE DEVELOPMENT

The five principles of sustainable development include the following:

e Conservation of ecosystem and environment.
e Conservation of the biodiversity of the planet
e Sustainable development of the society

e Conservation of the human resources

e Population control and management

A few standards of reasonable improvement are as per the following:
Protection of Ecosystem

A definitive point of feasible improvement is to ration the earth. It is to make
the biological framework sturdy. Conservation of earthbound and amphibian
biological systems is vital for this reason. With regard to biological system support
limit, Human exercises should be conscious of the help limit of biological systems
and guarantee the perennially of environments. Biodiversity conservation Biological
variety offers endless benefits and should be saved to serve the present and people

in the future.
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Feasible Development of Society

The supportability of society relies upon the accessibility of a sound home, an
adjusted diet, satisfactory well-being administration, work, and quality training.
Assuming that these components are created and opened up to individuals in the

public eye, it turns into an economic society.
Wellbeing and personal satisfaction:

Individuals, human well-being, and work on personal satisfaction are the focus
of practical advancement concerns. Individuals are entitled to a solid and useful life
together as one with nature. Well-being effects of the shale gas industry are

generally revealed in different nations, uncommonly US.

Social value and fortitude:improvement should be embraced in a feeling of

intraand intergenerational value and social morals and fortitude.

No between generational values:Residents living near wells are now

exploited by the business. Absence of fortitude among neighbors

No intra-generational value:Ocean is intended for a time of 25 years.
Notwithstanding, the ecological outcomes stay for some years. Properties close to

the shale business won’t have any incentive for the group of people yet to come.
Protection of Biodiversity

Rationing every one of the living creatures in the world is vital. Individuals
ought to figure out how to moderate normal assets to safeguard living creatures.
Supportable advancement centresaround it. Public and global projects for the
protection of biodiversity ought to be directed. There should be coordination among

the projects.
Population Control

Individuals keep up with their life by using the restricted means and assets found on

the earth. Because of populace development, human necessities like food, clothing,
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lodging, and so forth builds, and the means and assets accessible on the planet

can’t be expanded to meet the necessities.
Natural Protection

To accomplish maintainable turn of events, natural security should comprise
an essential piece of the improvement interaction. Natural insurance is positively not
an essential part of the shale gas improvement since it is related to the creation of

natural issues:

e Air contamination.
e Water defilement.
e Squander the executives.

e Shale gas creation declines the interest in sustainable power sources.
Preservation of Human Resource

Individuals can assume an essential part in the usage and preservation of the
climate. The information and expertise on the minding of the earth ought to be

created.
Expansion in Peoples’ Participation

Economical advancement can’t be kept up with actually. A joint exertion of
each and every individual is crucial. To decipher the idea of reasonable
advancement right into it, public cooperation ought to be expanded. In this way,
inspirational perspectives of the public ought to be created in each program of

reasonable turn of events.
Protection of Cultural legacy

Practical advancement has underscored the preservation of social customs,
customs, strict spots, and social legacy is the significant commitment of the general
public, however odd notions ought to be kept away. To ration protection upholds the

economical turn of events.
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Included inside Carrying Capacity of Earth

Improvement work should be inside the conveying limit of the earth.
Individuals can’t get those whole things that they expect from the earth right away.
The earth has restricted assets. The restricted means and assets on the earth can’t

be enough for the limitless method for individuals.
Mindful creation and utilization

Creation and utilization designs should be changed altogether to make the
creation and utilization more feasible and then some socially and naturally mindful,
specifically through an eco-efficient approach that evades squandering and

advances the utilization of assets.

Drinking enormous measures of water causing different types of contamination: air

contamination, light contamination, polluting water undermining the ground.
Avoidance and Precaution

Within the sight of a known gamble, preventive, alleviating, and restorative
moves should be initiated, with need given to activities at the source. Whenever
there are dangers of genuine or irreversible harm, the absence of full logical
conviction should not be utilized as an explanation for delaying the reception of

compelling measures to forestall ecological debasement.
4.2.3 HISTORY OF SUSTAINABILITY DEVELOPMENT

The concept of sustainable development formed the basis of the United
Nations Conference on Environment and Development held in Rio de Janeiro in
1992. The summit marked the first international attempt to draw up action plans and
strategies for moving towards a more sustainable pattern of development. It was
attended by over 100 Heads of State and representatives from 178 national
governments. The Summit was also attended by representatives from a range of
other organizations representing civil society. Sustainable development was the
solution to the problems of environmental degradation discussed by the Brundt land

Commission in the 1987 report Our Common Future.
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The remit of the Brundt land Report was to investigate the numerous concerns
that had been raised in previous decades, namely, that human activity was having
severe and negative impacts on the planet, and that patterns of growth and
development would be unsustainable if they continued unchecked. Key works that
highlighted this thinking included Rachel Carson's Silent Spring (1962), Garret
Hardin's Tragedy of the Commons (1968), the Blueprint for Survival by the Ecologist
magazine (1972) and the Club of Rome's Limits to Growth report (1972).

The concept of sustainable development received its first major international
recognition in 1972 at the UN Conference on the Human Environment held in
Stockholm. The term was not referred to explicitly, but nevertheless the international
community agreed to the notion - now fundamental to sustainable development - that
both development and the environment, hitherto addressed as separate issues,

could be managed in a mutually beneficial way.

The term was popularized 15 years later in Our Common Future, the report of
the World Commission on Environment and Development, which included what is
deemed the 'classic' definition of sustainable development: "development which
meets the needs of the present without compromising the ability of future

generations to meet their own needs".

It was not until the Rio Summit, however, that major world leaders recognised
sustainable development as the major challenge it remains today.

More recently, the World Summit on Sustainable Development was held in
Johannesburg in 2002, attended by 191 national governments, UN agencies,
multilateral financial institutions and other major groups to assess progress since
Rio..

4.2.4 CONCEPT OF SUSTAINABLE DEVELOPMENT

Sustainable Development is a concept that at its core is revolutionary, yet
unfortunately incredibly difficult to pragmatically define. The history behind
sustainable development is one that does not stretch far. Tensions that can be found

within the concept of sustainable development are numerous, ranging from its
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ambiguous and vague definition, to the failure of attaining a universal pragmatic and

operational framework.

The concept of sustainable development is one that arguably is multi-
disciplinary, complex, and systematic, yet defining the concept is without a doubt a
great task. Sustainable development was a term first coined in 1980, when the intent
of the concept was merely basic. It was in the World Conservation Strategy, a union
between three prominent environmental non-governmental organizations IUCN,
WWEF, and UNEP, where sustainable development took on the meaning of
‘conserving the earth’s natural resources’ Sustainable development was thus merely
seen on quite a basic level, at the time of its coinage. Not even a decade later, did

the definition take on much more of a multi-disciplinary approach

The greatest problem with the concept of sustainable development is the
sheer amount of definitions that are available. Unfortunately, a clear definition of
sustainable development has still not been devised. Although the Brundtland
Report’s definition is widely-quoted, one can see exactly where it fails. When
relooking at the definition “sustainable development is development that meets the
needs of the present without compromising the ability of future generations to meet

their own needs”

Sustainable development has the potential of being a groundbreaking concept
that can revolutionize the way nations act on a national level, and more so on an
international level. Unfortunately though, due to its multi-disciplinary nature,
idealoriented goals, and flexible interpretations, a clear definition of the concept has
yet to be found. Moreover, its vague interpretation and ambiguity further add to the
tensions found within this concept, as any country could state they are following
sustainable development policies. The challenge ahead is firstly to devise a concise
definition, and secondly to pragmatically be able to apply it to any nation across the
world. Due to sustainable development’s potential of further dividing the North and
South dialogue, every country must make the necessary changes to their own
policies in order to provide for a cleaner, safer, and more efficient environment,

economy, and society.
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4.2.5 Environmental Issues

DEFORESIATION

WATER PI]I.LUTII]N GREENHOUSE GAS EMISSIDNS

Source: https://www.pinterest.com/ideas/posters-on-
sustainability/958409898962/

Environmental issues are defined as harmful effects to Earth and its natural
systems due to the actions of humans. Although climate change can also occur from

natural causes, human behaviour has led to an increase in greenhouse emissions
Climate Change

Climate change is a great concern in today’s scenario. This problem has
surfaced in the last few decades. Greenhouse gases are the major cause of climate
change. Environmental changes have several destructive impacts such as the

melting of glaciers, change in seasons, epidemics, etc.

Global Warming

The burning of fossil fuels, emissions from automobiles and
chlorofluorocarbons add to the greenhouse gases in the atmosphere. This has led to
an increase in the earth’s temperature causing environmental changes. This

increase in temperature across the globe is known as global warming.
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Ozone Layer Depletion

The ozone layer is a layer of concentrated ozone gas. It protects us from the
sun’s harmful ultraviolet rays. This very important layer is being destroyed by CFCs
(chlorofluorocarbons), which are used in industries and everyday life (e.g. aerosol

cans).

The chlorine in these compounds destroys the ozone layer. The hole in the
ozone layer leaves humans and wildlife exposed to harmful UV rays resulting in

several skin diseases including cancer.
Water Pollution

The introduction of harmful substances into rivers, oceans, lakes and ponds,
which changes the physical, chemical or biological condition of the water is called

water pollution. The polluted water lacks oxygen and therefore the organisms die.
Air Pollution

Air pollution is the result of emissions from industries, automobiles, and the
increasing use of fossil fuels. The gaseous emissions have added to an increase in
the temperature of the earth. Not only this, but it had also increased the risk of

diseases among individuals.
Solid Waste Management

Solid-waste management is defined as the discipline associated with the
generation, storage, collection, transfer and transport, processing, and disposal of

solid waste in a manner that it does not have a harmful effect on the environment.

Deforestation

Deforestation is the depletion of trees and forests at an alarming rate. The
trees provide us with oxygen, and several raw materials and also maintain the
temperature of the earth. Due to the depletion of trees for commercial purposes,

there has been a drastic change in the earth’s climate.
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Overpopulation

The earth’s population is increasing drastically. It is estimated to be more than
seven billion. The increasing population has led to a shortage of resources. If this
continues, it will be very difficult to sustain such a huge population. The other
environmental issues including pollution, waste management, deforestation, climate

change and global warming are all associated with overpopulation.

4.2.6 SOLUTIONS TO ENVIRONMENTAL ISSUES

Following are some of the most common solutions to the environmental issue:

» Replace disposal items with reusable items.

» The use of paper should be avoided.

« Conserve water and electricity.

« Support environmental friendly practices.

« Recycle waste to conserve natural resources.

+ Environmental issues are a warning of the upcoming disaster. If these issues

are not controlled, there will soon be no life on earth.
Resource degradation:

Resources found in nature have energy as a result of their being out of
equilibrium with the environment, and the degradation of natural resources is a type

of environmental damage.
Natural Resources

Natural resources are the natural materials or substances that are available
on Earth in raw form without any human effort or intervention. Some of these
resources include air, water, sunlight, oil, stone, gas, minerals, metals, etc. These
resources are of utmost importance for human survival.

Natural resources are materials that occur naturally in nature and are useful to

humans for their various needs such as food, clothing, building, etc.
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Based on their availability, natural resources can be divided into 2

categories —

Renewable resources are available in abundance and can be used again.

For example water, wind, etc.

Non-Renewable resources cannot be used again and are limited in

abundance. For example minerals, fossil fuels, etc.

The degradation of natural resources is a cause of concern as they are of utmost

importance to us for our daily needs.
Degradation of Natural Resources

Resources available in nature are consumed by the population on ear tat a
very fast rate. This causes the resources to decrease or deplete at a fast rate too.

With the ever-growing demand for these resources due to the increasing population,
it is becoming increasingly important to replenish the resources to meet these
demands. But the rate of consumption is much faster than the rate of replacement.
This leads to the degradation of natural resources or deterioration of the available

resources.
4.2.7 CAUSES OF NATURAL RESOURCE DEGRADATION

The causes of degradation of natural resource degradation are as follows:
Land and Soil Degradation

The topmost layer of soil on earth called the topsoil is the most fertile and full
of nutrients, it is generally 2 to 8 inches deep. This topsoil is continuously being
exposed to bad irrigation and farming practices which degrade the quality of the
topsoil and leech the nutrients out of it making it lose its flora, fauna and wildlife. This

leads to soil erosion and desertification of once-fertile land.
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Soil Erosion

The practices responsible for the degradation of natural resource — topsoil are

as follows:

e Excessive use of pesticides and fertilizers destroys the microorganisms in

the soil responsible for replenishing soil nutrition.

e Poor irrigation practices lead to water logging and an increase in soll
salinity.
e Lack of crop rotation.

e Over-cultivation to meet the growing demand for food for the increasing

population.

e Unrestricted grazing with an increase in animal husbandry to meet food

demands.
e Leakage from landfills used for dumping industrial and domestic waste.

e Deforestation as a result of an increase in demand for the land requirement

for agriculture and urbanization.

e Mining is done to extract minerals from the earth. With an increase in
demand and improvement in mining technology, there is a higher rate of
extraction causing the depletion of minerals. Apart from this, mining causes
irreversible damage to a much larger area surrounding the mining site
disturbing the ecology through greenhouse gases, loss of flora and fauna and

land erosion.
Water Degradation

The degradation of natural resources of water like oceans, rivers and lakes
have all been degraded by the pollutants being released into these water bodies
from industrial and domestic waste. This is also affecting the life and sustenance of

sea creatures and plants alike.
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Atmospheric Degradation

The massive air pollution caused by vehicles, industries and other human activities
has degraded the air quality in the atmosphere. Global warming and the depletion of

the ozone layer are one of the major consequences of air pollution.
Other Causes of Natural Resource Degradation Pollution

In addition to the pollution of land, water and air, there are other types of pollution
like noise pollution and light pollution which are causing the degradation of the

earth’s environment and its resources.
Overpopulation

The world population is about to reach 8 billion in the year 2023. With the
population explosion, the available natural resources are being consumed at an
irreplaceable rate. Another major effect of an increase in population is the increase in
the amount of contamination of land, air and water, which is leading to crashing
ecosystems and vanishing flora and fauna. Hence, overpopulation is one of the
major contributors to the degradation of natural resources.

Overconsumption and Wastage

The irresponsible overconsumption and wastage of natural resources like
minerals, water, oil, etc. are depleting the resources at a rate faster than the

restoration of the same.

Natural Causes

« Natural calamities like earthquakes, tsunamis, hurricanes, wildfires, etc.

damage natural resources and affect plant and animal life.
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4.2.8 EFFECTS OF RESOURCE DEGRADATION

The effects of the degradation of natural resources are

Desertification — As a result of deforestation and soil erosion, many fertile lands

once thrived with plants and wildlife are now barren and have turned into deserts.

Water Scarcity— The increase in contamination of water bodies due to human

activities is resulting in acute water shortages, which may even lead to world wars.

Loss of Biodiversity — Cumulative effect of climate change, deforestation,
overpopulation and pollution has caused great damage to biodiversity in the form of

huge losses of plant and animal life, also leading to the extinction of several species.

Climate Change and Ozone Layer Depletion- The degradation of natural
resources is leading to global warming and climate change all across the globe. The
ozone layer responsible for protecting the earth from harmful ultraviolet rays of the

sun is fast depleting with the effect of air pollution.

Loss for the Tourism Industry— The degradation of natural resources due to

several types of contamination is leading to loss of greenery and biodiversity,

causing a huge dent in the tourism industry.

Economic Impact- The cost of restoration projects in place for replenishment

and restoration of natural resource degradation has a great economic impact.
4.2.8 REMEDIAL MEASURES TO STOP RESOURCE DEGRADATION
Some of the measures to prevent the degradation of natural resources are as follows

% Stop deforestation and promote the planting of more trees.
% Improve irrigation and agricultural practices.

% Stop overconsumption by reducing over-cultivation, mining, fishing and other

such practices.

% Government Regulations and policies should be created to save precious

natural resources and restore biodiversity.
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+« Punish and penalize industries contributing to pollution.

«» Efforts to Reduce Consumption of natural resources.

7

% Recycle, Reuse and Reduce waste generation.

Let’s Sum Up

Sustainability in a business context refers to the integration of environmental,
social, and economic considerations into the company's operations and decision-
making processes to ensure long-term success while minimizing negative impacts
on the planet and society. The concept of sustainable development emerged as a
response to growing concerns over environmental degradation, social inequality, and
economic instability. It aims to meet the needs of the present without compromising
the ability of future generations to meet their own needs. Sustainable development
principles emphasize intergenerational equity, environmental stewardship, social

responsibility, and economic viability.

Check Your Progress - QUIZ - 2

1. What does sustainability in a business context primarily aim to achieve?
A) Maximizing short-term profits
B) Integrating environmental, social, and economic considerations
C) Ignoring negative impacts on society
D) Promoting environmental degradation

2. What is the main goal of sustainable development?
A) Meeting the needs of the present without compromising the ability of
future generations to meet their own needs
B) Maximizing profits at any cost
C) Exploiting natural resources without restriction
D) Ignoring social inequality

3. Which of the following is NOT a principle of sustainable development?
A) Intergenerational equity
B) Environmental stewardship
C) Short-term profitability
D) Economic viability

4. What does the concept of sustainable development emphasize?
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A) Environmental degradation

B) Social inequality

C) Economic instability

D) Balancing present needs with future generations' needs

SECTION 4.3: GREEN HOUSE GASES
4.3.1 GREEN HOUSE GASES.

Greenhouse gas, any gas that has the property of absorbing infrared radiation
(net heat energy) emitted from Earth’s surface and reradiating it back to Earth’s
surface, thus contributing to the greenhouse effect. Carbon dioxide, methane, and
water vapour are the most important greenhouse gases. (To a lesser extent, surface-
level ozone, nitrous oxides, and fluorinated gases also trap infrared radiation.)

Greenhouse gases have a profound effect on the energy

The effect of each greenhouse gas on Earth’s climate depends on its
chemical nature and its relative concentration in the atmosphere. Some gases have
a high capacity for absorbing infrared radiation or occur in significant quantities,
whereas others have considerably lower capacities for absorption or occur only in
trace amounts. Radioactive forcing, as defined by the Intergovernmental Panel on
Climate Change (IPCC), is a measure of the influence a given greenhouse gas or
other climatic factor (such as solar irradiance or albedo) has on the amount of

radiant energy impinging upon Earth’s surface.

4.3.2 Major greenhouse gases

Water vapour

Water vapour is the most potent greenhouse gas in Earth’s atmosphere, but
its behaviour is fundamentally different from that of the other greenhouse gases. The
primary role of water vapour is not as a direct agent of radioactive forcing but rather
as a climate feedback—that is, as a response within the climate system that

influences the system’s continued activity.
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Methane

Global mean radioactive forcing Since 1750 the concentration of carbon
dioxide and other greenhouse gases has increased in Earth's atmosphere. As a
result of these and other factors, Earth's atmosphere retains more heat than in the
past.

Methane (CH4) is the second most important greenhouse gas. CH4 is
more potent than CO2 because the radioactive forcing produced per molecule is
greater. In addition, the infrared window is less saturated in the range of
wavelengths of radiation absorbed by CH4, so more molecules may fill in the
region. However, CH4 exists in far lower concentrations than CO2 in the
atmosphere, and its concentrations by volume in the atmosphere are generally
measured in parts per billion (ppb) rather than ppm. CH4 also has a considerably
shorter residence time in the atmosphere than CO2 (the residence time for CH4 is
roughly 10 years, compared with hundreds of years for CO2).

CORBON DIOXIDE

The most significant greenhouse gas. Natural sources of atmospheric CO2
include out gassing from volcanoes, the combustion and natural decay of organic
matter, and respiration by aerobic (oxygen-using) organisms. These sources are
balanced, on average, by a set of physical, chemical, or biological processes, called
“sinks,” that tend to remove CO2 from the atmosphere. Significant natural sinks
include terrestrial vegetation, which takes up CO2 during photosynthesis. A number
of oceanic processes also act as carbon sinks. One such process, the “solubility
pump,” involves the descent of surface seawater containing dissolved CO2. Another
process, the “biological pump,” involves the uptake of dissolved CO2 by marine
vegetation and phytoplankton (small, free-floating, photosynthetic organisms) living
in the upper ocean or by other marine organisms that use CO2 to build skeletons
and other structures made of calcium carbonate (CaCO3). As these organisms
expire and fall to the ocean floor, their carbon is transported downward and
eventually buried at depth. A long-term balance between these natural sources and

sinks leads to the background, or natural, level of CO2 in the atmosphere.
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DESERTIFICATION

Desertification is the process by which vegetation in dry lands i.e. arid and
semiarid lands, such as grasslands or scrublands, decreases and eventually

disappears.

Desertification Causes

e Vergrazing

e Deforestation

e Farming Practices

e Urbanization and other types of land development
e Climate Change

e Stripping the land of resources

e Natural Disasters

Desertification Impacts

* Farming becomes difficult or even impossible in the area
* Flooding chances are more

* Hunger — because of no farming

» Poor quality of water

» Overpopulation

* Poverty as a result of the above

4.3.3 STEPS TO REDUCE DESERTIFICATION

1. Focus on Water management. Rainwater harvest must be done, water that

can be reused must not be left out as waste
2. Reforestation and tree regeneration

3. Buttressing the soil through the use of sand fences, shelter belts, woodlots
and windbreaks

4. Better and hyper-fertilization of soil through planting
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5. The residue from pruned trees can be used to provide mulching for fields thus

increasing soil water retention and reducing evaporation
4.3.4 SOCIAL INSECURITY

Social insecurity typically involves a lack of confidence in one's own ability to
do well and succeed in social settings. Like other forms, social insecurity is mostly a
creation of the person's anxiety about what could happen in the future, rather than

what has happened in the past

4.3.5 TYPES OF INSECURITY

There are many types of insecurity, which can include:
Body Image Issues

Thinking that one’s body is physically unattractive. This includes the fear of
gaining weight or not being attractive enough to find a partner (in some cases). Most
people who have this type of insecurity tend to be overly preoccupied with their

appearance and lack self-love.
Relationship Insecurity

When one fears being alone or not having a partner in the future. This can be
very common among people who have had bad experiences with dating and
relationships, but it is also related to self-esteem problems. Some relationship
insecure people tend to seek out dates even when they know that certain partners

are wrong for them.
Work Insecurity

This type of insecurity is common among people who are afraid of being laid
off or fired from their job. They may feel like they are not good enough for the job or

that they will be replaced at any moment. This can lead to a lot of stress and anxiety.

173 Periyar University — CDOE| Self - Learning Material



CDOE -ODL M.COM - SEMESTER II BUSINESS ETHICS AND CORPORATE SUSTAINABILITY

Social Comparison Insecurity

This insecurity is based on the fear of being judged by others. People who
have this type of insecurity often compare themselves to others and feel like they

come up short. This can lead to a lot of unhappiness and low self-esteem.
Intellectual Insecurity

This insecurity is based on the fear of not being smart or clever enough.
People with this type of insecurity often doubt their intelligence and feel like they are

not good at anything.
Degrees of Insecurity

Insecurity can be a full-blown disorder or it may just be something that we all
experience from time to time. Insecurities usually become more severe as one
struggles with them over an extended period and they do not seek out help for their

problem.
4.3.6 CAUSES OF INSECURITY

There are many different causes of insecurity, which can include:
Traumatic Life Events

Experiencing traumatic life events can lead to insecurity. These can include
losing a loved one, going through a divorce, or witnessing violence in the streets
(i.e., seeing someone get robbed). All of these experiences make us question our
safety and how long we will live for. They also force us to re-evaluate what is

important to us in life.
Poor Self-Esteem and Self-Image

People who have poor self-esteem and do not love themselves often seek
validation. When they go out into the world, they are constantly seeking compliments

from others to feel good about themselves. This leads them to compare themselves
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to other people in an unhealthy way. They may also be afraid of being judged by

others when they are in social situations.
Fear of Rejection

People who fear rejection often do not take risks because they are afraid of
being rejected. This can include asking someone out on a date, applying for a job, or
starting a new business. They may also be fearful of what people will think of them if

they do something wrong.
Negative Life Experiences

Negative experiences that we go through can cause us to become insecure.
This includes bullying at school, struggling with a mental health disorder, or dealing
with addiction problems. These events make us believe that the world is not safe and
people are out to get us. They also force us to re-evaluate what is important in life,

which can cause us to become more focused on our own needs.
Negative Self-Talk

Many people have negative thoughts that go through their heads over and
over again, repeating the same story about themselves day after day. This is called
“self-talk.” Insecure people tend to be very hard on themselves because of this self-
talk. They may believe that they are not good enough or that they will never be

successful.
Fear of Abandonment

People who fear abandonment often do not trust others because they believe
that people will eventually leave them. This fear often comes from childhood

experiences when a caregiver or family member did not stick around.
Dysfunctional Families

People who come from dysfunctional families are more likely to be insecure in
adulthood. This is because they may have never learned how to trust and rely on

others, which can lead to a lot of trust issues in relationships.
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Bullying

People who are bullied often develop insecurity as a way to cope with the
abuse. They may feel like they are not good enough or that there is something wrong

with them. This can lead to low self-esteem and social anxiety.
Comparison to Others

Insecure people often compare themselves to other people in an unhealthy
way. They may also be afraid of being judged by others when they are in social

situations.

4.3.7 ROLE OF SOCIAL MEDIA IN SPREADING INSECURITIES

Social Media Insecurity

Social media can be a great tool for staying connected with friends and family,
but it can also be a breeding ground for insecurities. When we are constantly

exposed to the highlight reels of other people’s lives, it is easy to start feeling inferior.

In some cases, social media can make us feel insecure about our own lives.
For example, we might feel insecure about our lack of a social media presence or

the number of likes that we get on each post.

In other cases, it can make us feel bad because none of our posts are getting
any attention. In either case, it is important to remember that social media is not a
representation of real-life! Just because someone has a lot of followers or they are
always posting about their amazing life, doesn’t mean that they are any happier than
you are.

4.3.8 EFFECTS OF INSECURITIES
Effects of Insecurity on Social Life

Insecurity can harm your social life. Insecure people may not be able to form
healthy relationships or hold down jobs due to their insecurities. Some people

become so consumed by their feelings of inadequacy that they stop trying new
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things and stay at home most of the time, which makes it harder for them to make

friends.
Effects of Insecurity on Work Life

If left untreated, insecurity can prevent you from succeeding in the workplace.
Insecure people often feel like they do not deserve to be successful or that luck is
what got them their job in the first place. This leads them to avoid opportunities at
work and put off promotions. They may also be less productive due to the stress and

anxiety that comes along with insecurity.
Effects of Insecurity on Relationships

Insecurity can harm relationships as well. Insecure people often fear
abandonment and they tend to be very needy. This can lead to arguments and fights
with partners, as well as a lot of drama. Insecure people also often have trust issues,
which can make it difficult to form lasting relationships.

How Insecurities Can Be a Big Turn Off

Insecurity can be a big turn-off for potential partners. Insecure people tend to
be very needy and often have low self-esteem. They may also be preoccupied with
their appearance, which can make them seem superficial. In addition, insecure

people often complain about their life and/or have a negative attitude.
Effects of Insecurities on Mental Health

Insecurity can be a symptom of mental health disorders, such as depression
and anxiety. People who suffer from insecurities often have poor self-esteem and
low confidence. They may also feel depressed or anxious because they do not trust

others and/or believe that people will eventually leave them.
Effects of Insecurities on Physical Health

Insecurity can also harm physical health. Insecure people often experience a
lot of stress and anxiety. It can lead to health problems such as headaches,

stomachaches, and even heart disease.
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Insecurities as a Defence Mechanism

Insecurities can also be a defence mechanism. For example, if we feel like we
are being ignored by our partners, we may start to feel insecure and become
needier. This can be harmful because it can push the other person away and make

them less likely to want to spend time with us.

Insecurities can also be a defence mechanism against getting hurt. For
example, if we have been hurt in the past by someone we care about, we may start
to feel insecure around them and become less trusting. In this case, our insecurity is

protecting us from getting hurt again.
Industrialization

Industrialization is a transformation away from an agricultural- or resource-

based economy, toward an economy based on mechanized manufacturing.

Industrialization is usually associated with a greater average income and
improved living standards. Industrialization is usually associated with a greater

average income and improved living standards..
Globalization

Globalization is a term used to describe how trade and technology have made
the world into a more connected and interdependent place. Globalization also
captures in its scope the economic and social changes that have come about as a

result.
Environment meaning

Environment can be defined as a sum total of all the living and non-living elements
and their effects that influence human life. While all living or biotic elements are
animals, plants, forests, fisheries, and birds, non-living or a biotic elements include

water, land, sunlight, rocks, and air
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Environment functions

1. Provides the supply of resources:The environment offers resources for

production It includes both renewable and non-renewable resources. Examples:

Wood for furniture, soil, land, etc.

2. Sustains life:The environment includes the sun, soil, water, and air, which

are essential for human life. It sustains life by providing genetic and
biodiversity.
3. Assimilates waste: Production and consumption activities generate

waste this occurs mostly in the form of garbage. The environment helps in

getting rid of the garbage.

4. Enhances the quality of life:The environment enhances the quality of life.
Human beings enjoy the beauty of nature that includes rivers, mountains,

deserts, etc.

Let’s Sum Up

Greenhouse gases, desertification, social insecurity, industrialization, and
globalization are interconnected factors that significantly impact the environment.
Greenhouse gases, such as carbon dioxide and methane, contribute to global
warming and climate change by trapping heat in the Earth's atmosphere.
Desertification, the degradation of land in arid, semi-arid, and dry sub-humid areas,
results from various factors including climate change, deforestation, and
unsustainable land use practices. Social insecurity arises from environmental
degradation, resource scarcity, and inequitable distribution of resources, leading to
conflicts over land, water, and other essential resources. Industrialization, while
driving economic growth, often leads to increased pollution, resource depletion, and
environmental degradation if not managed sustainably. Globalization, the
interconnectedness of economies and societies worldwide, can exacerbate
environmental problems through increased consumption, production, and
transportation activities. Addressing these challenges requires holistic approaches

that prioritize sustainability, equity, and environmental stewardship.
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Check Your Progress - QUIZ -3

1. Which of the following contributes to global warming by trapping heat in the

Earth's atmosphere?
A) Desertification
B) Social insecurity
C) Greenhouse gases
D) Industrialization
2. What is desertification primarily caused by?
A) Climate change
B) Social insecurity
C) Globalization
D) Industrialization
3. Social insecurity often results from:
A) Increased globalization

B) Sustainable land use practices

C) Environmental degradation

D) Reduced industrialization

4. Industrialization may lead to environmental degradation through:

A) Decreased pollution

B) Resource conservation

C) Increased pollution

D) Sustainable practices

4.4 Unit Summary

Corporate sustainability encompasses the integration of environmental, social,

and economic dimensions into business practices, aiming for long-term value

creation while mitigating negative impacts. This holistic approach addresses

pressing environmental issues such as resource degradation, greenhouse gas

emissions, and desertification, while also considering social challenges like

insecurity and the consequences of rapid industrialization and globalization.

Sustainable development principles, rooted in the concept's historical emergence,

emphasize the need to balance present needs with future generations' well-being.
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Understanding these concepts and their interconnections is crucial for businesses to

effectively address environmental crises and promote sustainable practices.

4.5 Glossary

Corporate Sustainability The integration of environmental, social, and
economic  considerations into  business
practices to ensure long-term value creation
while minimizing negative impacts on society

and the environment.

Sustainable Development: Development that meets the needs of the
present without compromising the ability of
future generations to meet their own needs,
balancing economic growth, social equity, and

environmental protection.

Environmental Issues and Crisis Challenges and emergencies arising from
environmental degradation, pollution, resource
depletion, climate change, and biodiversity
loss.

Resource Degradation The deterioration of natural resources,
including land, water, forests, and biodiversity,
due to overuse, pollution, or unsustainable

practices.

Greenhouse Gases Gases in the Earth's atmosphere, such as
carbon dioxide, methane, and nitrous oxide,
that trap heat and contribute to global warming

and climate change.

Desertification The process by which fertile land becomes
desert, typically as a result of drought,
deforestation, overgrazing, or inappropriate

agricultural practices.

Social Insecurity Conditions of instability, vulnerability, and
conflict within societies, often stemming from

poverty, inequality, resource scarcity, and
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environmental degradation.

Industrialization The process of transforming an economy from
primarily agricultural to manufacturing and
industrial activities, typically accompanied by

urbanization and technological advancements.

Intergenerational Equity Fairness and justice in the distribution of
resources and opportunities between present
and future generations, a key principle of
sustainable development.

4.6 Self — Assessment Questions

Essay Type Questions

1. Discuss the significance of corporate sustainability in today's business
landscape,

2. Highlighting corporate sustainability relevance to environmental, social, and
economic dimensions.

3. Analyze the historical evolution of the concept of sustainable development
and its emergence as a guiding principle for global sustainability efforts.

4. Assess the environmental issues and crises facing the world today, focusing
on challenges

5. Explore the social implications of environmental degradation, including the
rise of social insecurity and conflicts over scarce resources.

6. Evaluate the role of industrialization and globalization in exacerbating
environmental challenges.
Discuss potential strategies for mitigating their negative impacts.

8. How can businesses effectively integrate sustainability principles into their
operations to address environmental issues while remaining economically

viable?
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9. Discuss the concept of intergenerational equity within the context of
sustainable development, highlighting its importance for ensuring a

sustainable future for all.
4.7 Case Study

Tesla Inc.: Revolutionizing Sustainable Transportation

Tesla Inc. is a leading electric vehicle (EV) manufacturer known for its commitment
to sustainability. This case study examines Tesla's efforts to promote sustainable
transportation by producing electric cars, investing in renewable energy solutions
like solar panels and energy storage, and advancing autonomous driving
technology to reduce carbon emissions and combat climate change.

Unilever: Sustainable Living Plan

Unilever, a global consumer goods company, has implemented its Sustainable
Living Plan to address environmental and social challenges across its value chain.
This case study explores Unilever's initiatives to reduce carbon footprint, promote
responsible sourcing, improve water and waste management, and enhance the

livelihoods of smallholder farmers through sustainable agriculture practices.

Patagonia: A Model for Environmental Stewardship

Outdoor clothing retailer Patagonia is renowned for its commitment to
environmental sustainability and corporate responsibility. This case study
examines Patagonia's initiatives to minimize its environmental impact, including
using recycled materials in product design, advocating for environmental

protection policies, and donating a portion of its profits to environmental causes.

IKEA: Circular Economy and Sustainable Practices

IKEA, the Swedish furniture retailer, has embraced the circular economy model to
promote sustainability and resource efficiency. This case study explores IKEA's
efforts to design products for longevity, implement take-back and recycling
programs, and invest in renewable energy to reduce greenhouse gas emissions

and promote a more sustainable business model.

Interface Inc.: Mission Zero

Interface Inc., a global manufacturer of modular carpet tiles, launched its Mission
Zero initiative with the goal of achieving zero environmental footprint by 2020. This

case study highlights Interface's journey towards sustainability, including reducing
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greenhouse gas emissions, eliminating waste to landfill, and promoting sustainable

sourcing practices in its supply chain.

4.8 Task

> Design a corporate sustainability strategy for a manufacturing company that
addresses environmental, social, and economic dimensions while ensuring
long-term profitability.

» Develop a sustainability reporting framework for a retail business to
transparently communicate its environmental and social performance to

stakeholders.
» Evaluate the environmental footprint of a transportation company and
propose measures to reduce greenhouse gas emissions and promote

sustainable transportation practices
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SECTION 5.1: NAVIGATING SUSTAINABILITY REPORTING
5.1.1 MEANING OF SUSTAINABILITY REPORTING

Sustainability reporting refers to the process of disclosing environmental,
social, and governance (ESG) information by organizations to stakeholders,
including investors, customers, employees, regulators, and the public. The purpose
of sustainability reporting is to provide transparent and comprehensive information
about an organization's sustainability performance, practices, impacts, and
initiatives. This information enables stakeholders to assess the organization's
commitment to sustainable development, responsible business practices, and the
management of ESG risks and opportunities. Sustainability reporting typically
includes a wide range of data, metrics, narratives, and analyses related to
environmental stewardship, social responsibility, ethical governance, and long-term
value creation. It may take the form of standalone sustainability reports, integrated
reports that combine financial and non-financial information, or disclosures within
annual reports, websites, and other communication channels. Overall, sustainability
reporting plays a crucial role in promoting transparency, accountability, and informed
decision-making, driving positive change towards a more sustainable and equitable

world.

Sustainability reporting has no set format, but broadly involves disclosure of a
company's environmental, social, and governance (ESG) goals and communicating
the company's progress and efforts to reach those goals. Along with ESG initiatives,

sustainability reporting includes financial elements.
5.1.2 ELEMENTS OF SUSTAINABILITY REPORTING

There are several elements of sustainability reporting that you need to

consider when preparing a sustainability or ESG report.
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THE ELEMENTS OF
SUSTAINABILITY
REPORTING

A O

Source: https://www.elizabethjoss.com/wp-content/uploads/2023/07/Elements-of-

Sustainability-Reporting.png
The Elements of Sustainability Reporting

The 3 key elements that make up the ESG acronym
include: Environment, Social, and Governance, and these elements form the
framework of any sustainability report. In fact, they can serve as a strong outline for

your report, helping group ideas and content and directing your ESG narrative.

Below I'll break down each of the elements of sustainability reporting and
what you can include within each section (note - these key elements can serve as a
framework, but you also should include various other sections in your publication,
such as a section dedicated to policies, or even a section at the end that deals with
acronyms used throughout the report).

THE THREE ELEMENTS OF SUSTAINABILITY REPORTING

1. Governance
The first element is governance. This section should detail your company’s:

e Approach to sustainability.
e Internal assessments.
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« External research.

o Materiality assessment highlighting stakeholders’ concerns about
sustainability and ESG topics.

e Stance on ESG matters and sustainability strategy, as well as ambitions
and goals.

e Sustainability roadmap, compliance, and measurement efforts, along with
external sustainability initiatives and how they align with internal
regulations and frameworks.

e Internal controls, policies, and procedures governing leadership, board
composition, sustainability committee responsibility, and whistleblower
programs.

« Shareholder rights, audits, committee structures, efforts to combat

corruption, and sustainable investments for the future.

2. Environment

Next is the environmental element, which focuses on the initiatives and projects
your company pursues to create a better planet. This section may include details of

your company’s:

e Impact on the environment and vice versa.

e Efforts towards carbon neutrality, water reduction, waste management,
and other environmental aspects.

e Dedication to address environmental topics such as:

» Climate change

» Carbon emissions

> Biodiversity

» Air pollution

» Sustainable resources in the supply chain.
3. Social

The social element, represented by the ‘S’ in ESG, is concerned with:

« Fair and equal wages.

« Employee engagement.
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« Creating an open and transparent work environment.

« Diversity, equity, and inclusion (DEI) efforts.

e Awards your company has received on social-related topics.

o Community involvement or outreach projects.

o Labour standards, human rights, data protection, privacy, and gender-

related initiatives.

By covering the 3 above mentioned elements of sustainability reporting in
your upcoming publications, you can provide a comprehensive overview of your

company’s commitment to the ESG topics within a structured ESG framework.

5.1.3 SUSTAINABILITY REPORTING IS CRUCIAL IN TODAY'S
LANDSCAPE FOR SEVERAL REASONS:

Transparency and Accountability: Sustainability reporting fosters
transparency by providing stakeholders with clear and comprehensive information
about an organization's environmental, social, and governance (ESG) performance.
This transparency holds organizations accountable for their actions and encourages

responsible behavior.

Risk Management: Sustainability reporting helps organizations identify and

manage ESG risks that could impact their long-term viability and reputation. By
assessing and disclosing risks related to climate change, supply chain integrity, labor
practices, and community relations, organizations can better prepare for potential

challenges and mitigate negative impacts.

Investor Confidence: Investors increasingly consider ESG factors when making

investment decisions. Sustainability reporting allows organizations to demonstrate
their commitment to sustainable practices, which can enhance investor confidence,

attract socially responsible investors, and access capital more easily.

Brand Reputation: Sustainability reporting contributes to building a positive

brand reputation by showcasing an organization's commitment to environmental

stewardship, social responsibility, and ethical governance. Companies that prioritize
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sustainability are often viewed more favorably by customers, employees, and other

stakeholders, leading to increased trust and loyalty.

Competitive Advantage: Sustainability reporting can provide organizations with
a competitive advantage in the marketplace. By differentiating themselves through
sustainable practices, products, and services, organizations can attract customers,

talent, and business partners who value sustainability.

Regulatory Compliance: Many jurisdictions require organizations to report on
their sustainability performance as part of regulatory compliance. Sustainability
reporting helps organizations meet legal obligations, stay informed about evolving

regulations, and avoid potential fines or penalties for non-compliance.

Stakeholder Engagement: Sustainability reporting facilitates dialogue and
engagement with stakeholders, including customers, employees, communities,
NGOs, and governments. By soliciting feedback, responding to concerns, and
involving stakeholders in decision-making processes, organizations can build

stronger relationships and address emerging issues more effectively.

Long-Term Value Creation: Ultimately, sustainability reporting contributes to
long-term value creation by aligning organizational goals with the broader interests
of society and the environment. By integrating sustainability into business strategies,
operations, and decision-making processes, organizations can create positive social
and environmental impacts while also generating financial returns and ensuring their

continued success in a rapidly changing world.
5.1.4 INVESTOR-BASED SUSTAINABILITY REPORTING

Investor-based sustainability reporting focuses on providing investors with
comprehensive information about a company's environmental, social, and
governance (ESG) performance and its potential impact on financial performance

and long-term value creation. Here's how sustainability reporting relates to investors:
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Risk Management and Long-Term Performance:

Sustainability reporting helps investors assess the material ESG risks and
opportunities facing a company, such as climate change, supply chain disruptions,
regulatory changes, and social controversies. By evaluating these risks, investors
can make more informed decisions about the company's long-term financial

performance and resilience.
ESG Integration in Investment Decisions:

Many investors are integrating ESG factors into their investment analysis and
decision-making processes. Sustainability reporting provides investors with relevant
ESG data and metrics to evaluate a company's sustainability performance and
compare it with industry peers. This enables investors to identify companies that are

better positioned to manage ESG risks and capitalize on sustainability opportunities.
Stakeholder Engagement and Transparency:

Sustainability reporting enhances transparency and accountability by
providing investors with insights into a company's ESG practices, policies, and
performance indicators. By disclosing relevant ESG information, companies can
build trust with investors and demonstrate their commitment to responsible business

practices.
Enhanced Reporting Standards and Frameworks:

Investors rely on established reporting standards and frameworks, such as
the Global Reporting Initiative (GRI), the Sustainability Accounting Standards Board
(SASB), and the Task Force on Climate-related Financial Disclosures (TCFD), to
guide their analysis of sustainability reports. These frameworks help standardize
ESG reporting and enable investors to compare ESG performance across

companies and industries.
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Engagement and Advocacy:

Sustainability reporting provides investors with insights into a company's
sustainability strategy, goals, and performance, which can inform engagement and
dialogue with company management. Investors may use sustainability reports as a
ESG

shareholder resolutions to drive positive change within companies.

basis for constructive engagement, advocacy for improvements, and

5.1.5 CUSTOMER-BASED SUSTAINABILITY REPORTING

Sustainability and Customer\ Consumer rights
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Life cycle assessment. EPR

GRI 416 Customer Health and Safety
GRI 204 Procurement practice
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Customer loyalty, Unfair trade practices
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prashant-pedanekar

Customer-based sustainability reporting focuses on providing consumers and
stakeholders with transparent information about a company's environmental, social,
and governance (ESG) practices and performance. Here's how sustainability
reporting relates to customers:
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Transparency and Trust:

Sustainability reporting enhances transparency by providing customers with
insights into a company's sustainability initiatives, goals, and achievements.
Transparent reporting builds trust with customers, demonstrating the company's

commitment to ethical and responsible business practices.
Product Sustainability Information:

Customers are increasingly interested in the sustainability of products they
purchase, including factors such as environmental impact, social responsibility, and
ethical sourcing. Sustainability reporting allows companies to communicate product-
specific sustainability information, such as lifecycle assessments, eco-labels, and

certifications, to help customers make informed purchasing decisions.
Supply Chain Transparency:

Customers are concerned about the social and environmental impacts of
supply chains, including issues such as labor practices, human rights, and
environmental stewardship. Sustainability reporting enables companies to disclose
information about their supply chain management practices, including supplier
audits, responsible sourcing initiatives, and efforts to address labor and human rights

issues.
Customer Engagement and Feedback:

Sustainability reporting provides an opportunity for customer engagement and
feedback, allowing customers to voice their opinions and concerns about a
company's sustainability performance. Companies can use customer feedback to
improve their sustainability practices, address customer concerns, and enhance

brand reputation and loyalty.
Promotion of Sustainable Lifestyles:

Sustainability reporting can inspire and educate customers about sustainable

lifestyles and consumption choices. Companies can use sustainability reports to
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highlight the environmental and social benefits of their products and services,
encourage sustainable behaviors, and empower customers to make more

sustainable choices in their everyday lives.

Responsive and Responsible Communication:

In the event of environmental or social controversies, sustainability reporting
enables companies to communicate openly and responsibly with customers,
acknowledging issues, outlining corrective actions, and demonstrating commitment
to continuous improvement. Responsive communication helps companies maintain

customer trust and loyalty during challenging times.
5.1.6 GOVERNMENT-BASED SUSTAINABILITY REPORTING

Government-based sustainability reporting focuses on providing transparent
information about a nation's or a government entity's environmental, social, and
economic performance, as well as its efforts to promote sustainable development
and address key sustainability challenges. Here's how government-based

sustainability reporting relates to different aspects:
Policy Development and Implementation:

Sustainability reporting by governments often includes information about
policy development and implementation related to environmental protection, social
welfare, and economic development. This may include updates on legislation,
regulations, and initiatives aimed at addressing sustainability issues such as climate

change, pollution, poverty alleviation, and sustainable resource management.
Performance Monitoring and Accountability:

Government sustainability reports serve as tools for monitoring and evaluating
progress towards sustainability goals and targets. These reports may include data
and indicators related to environmental quality, natural resource conservation, social
equity, and economic stability, allowing stakeholders to assess the effectiveness of

government policies and programs.
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Stakeholder Engagement and Transparency:

Government-based sustainability reporting enhances transparency and
accountability by providing stakeholders, including citizens, businesses, non-
governmental organizations (NGOs), and international partners, with access to
reliable and up-to-date information about government actions and outcomes related
to sustainability. This fosters greater trust, participation, and collaboration in

sustainability efforts.
International Reporting and Commitments:

Governments often participate in international agreements, treaties, and
conventions aimed at promoting sustainable development and addressing global
environmental challenges. Sustainability reporting by governments includes
information about their commitments, progress, and contributions to international
sustainability agendas, such as the United Nations Sustainable Development Goals
(SDGs), the Paris Agreement on climate change, and the Convention on Biological

Diversity.
Budget Allocation and Resource Management:

Government sustainability reports may include information about budget
allocation and resource management strategies to support sustainability initiatives
and programs. This includes funding for environmental protection, renewable energy
development, social welfare programs, infrastructure investment, and research and

innovation in sustainable technologies and practices.
Resilience and Adaptation Planning:

In the face of climate change and other sustainability challenges, governments
prioritize resilience and adaptation planning to protect communities and infrastructure
from environmental hazards and build capacity to respond to changing conditions.
Sustainability reporting by governments includes updates on resilience strategies,
risk assessments, emergency preparedness, and adaptation measures to address

current and future sustainability threats.
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5.1.6 MEDIA-BASED SUSTAINABILITY

Media-based sustainability reporting refers to the coverage and analysis of
environmental, social, and governance (ESG) issues by media outlets, including
newspapers, magazines, television, radio, and online platforms. Here's how media-

based sustainability reporting relates to different aspects:
Public Awareness and Education:

Media outlets play a critical role in raising awareness about sustainability
issues, including climate change, pollution, biodiversity loss, social inequality, and
corporate responsibility. Through news articles, documentaries, opinion pieces, and
investigative reports, media-based sustainability reporting educates the public about
the urgency and complexity of sustainability challenges and promotes informed civic

engagement and action.
Accountability and Oversight:

Media-based sustainability reporting serves as a watchdog, holding
governments, corporations, and other institutions accountable for their actions and
decisions related to sustainability. By investigating and reporting on environmental
controversies, social injustices, corporate misconduct, and regulatory failures, media
outlets expose wrongdoing, promote transparency, and advocate for accountability

and justice.
Promotion of Best Practices and Innovation:

Media-based sustainability reporting showcases best practices and
innovations in sustainability, highlighting successful initiatives, projects, and solutions
that address environmental and social challenges. By profiling companies,
organizations, and individuals leading the way in sustainable business practices,
renewable energy, conservation efforts, social entrepreneurship, and community
resilience, media outlets inspire and motivate others to take action and replicate

successful models.
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Stakeholder Engagement and Dialogue:

Media-based sustainability reporting fosters dialogue and engagement among
stakeholders, including policymakers, businesses, civil society organizations,
academia, and the general public. Through interviews, debates, forums, and
interactive platforms, media outlets provide opportunities for diverse voices and
perspectives to be heard, facilitating constructive discussions, collaboration, and

collective problem-solving around sustainability issues.
Consumer Empowerment and Advocacy:

Media-based sustainability reporting empowers consumers to make informed
choices and advocate for sustainable products, services, and policies. By providing
information about the environmental and social impacts of consumer goods,
corporate practices, and government policies, media outlets help individuals become
more conscious consumers, driving demand for ethical and sustainable products and

supporting initiatives for positive change.
Global Coverage and Collaboration:

Media-based sustainability reporting transcends geographic boundaries,
reaching audiences worldwide and facilitating global collaboration and solidarity on
sustainability issues. Through international reporting, cross-cultural perspectives,
and collaborative journalism projects, media outlets contribute to a shared
understanding of global challenges and promote collective action towards achieving

global sustainability goals.
5.1.7 Disclosing sustainability information

Sustainability reports are voluntary disclosures undertaken by many
corporations to communicate with key stakeholders about a company's sustainability
strategy and goals. Sustainability reporting creates numerous advantages, including
the enhancement of risk management strategies, the optimization of costs and
savings, the streamlining of decision-making processes, and the bolstering of

corporate trustworthiness and reputation.
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Disclosing sustainability information entails the systematic collection,
measurement, analysis, and disclosure of data, metrics, narratives, and strategies
related to environmental stewardship, social responsibility, ethical governance, and

long-term value creation.

This information may be communicated through various channels such as
standalone sustainability reports, integrated reports, websites, regulatory filings, and

stakeholder engagements.
5.1.8 CONCEPTS OF DISCLOSING SUSTAINABILITY INFORMATION

Transparency: Providing open and honest information about the organization's

ESG performance and practices.

Accountability: Holding the organization responsible for its actions and decisions

related to sustainability.

Stakeholder Engagement: Involving stakeholders in the reporting process and

responding to their needs and concerns.

Materiality: Focusing on ESG issues that are most relevant and significant to the

organization and its stakeholders.

Standardization: Following established reporting frameworks and guidelines,

such as the Global Reporting Initiative (GRI) or the Sustainability Accounting
Standards Board (SASB), to ensure consistency and comparability of sustainability
information.

5.1.9 IMPORTANCE OF DISCLOSING SUSTAINABILITY
REPORT

Enhanced Transparency: Disclosing sustainability information fosters
transparency, enabling stakeholders to make informed decisions and hold

organizations accountable for their actions.
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Improved Reputation: Organizations that disclose positive sustainability

performance can enhance their reputation, attract investors, customers, and talent,

and gain a competitive advantage in the marketplace.

Risk Management: Identifying and disclosing ESG risks helps organizations
manage and mitigate potential threats to their business operations, finances, and

reputation.

Stakeholder Trust: Transparent disclosure builds trust and credibility with

stakeholders, including investors, customers, employees, regulators, and

communities, leading to stronger relationships and increased support.

Innovation and Learning: Reporting on sustainability performance encourages

organizations to innovate, set goals, and continuously improve their practices,

driving positive change and long-term value creation.

Regulatory Compliance: Many jurisdictions require organizations to disclose
sustainability information as part of regulatory compliance, helping them meet legal

obligations and stay ahead of evolving regulations.

5.1.10 CONS OF DISCLOSING SUSTAINABILITY REPORT

Resource Intensive: Collecting, analyzing, and reporting sustainability
information can be time-consuming and resource-intensive, requiring dedicated staff,

expertise, and financial investment.

Complexity: Sustainability reporting involves navigating complex ESG issues,

measurement methodologies, and reporting frameworks, which can be challenging

for organizations, especially smaller ones, to understand and implement effectively.

Risk of Greenwashing: Organizations may be tempted to exaggerate or

misrepresent their sustainability performance to enhance their reputation, known as

greenwashing, leading to mistrust and skepticism among stakeholders.
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Lack of Standardization: The absence of standardized reporting requirements

and inconsistent disclosure practices can make it difficult for stakeholders to

compare sustainability performance across organizations and industries.

Short-Term Focus: Organizations may prioritize short-term financial goals over

long-term sustainability objectives, leading to limited investment in sustainable

practices and inadequate disclosure of ESG risks and opportunities.

Let’s Sum Up

Sustainability reporting plays a crucial role in providing transparent and
comprehensive information about an organization's environmental, social, and
governance (ESG) performance to various stakeholders, including investors,
customers, government, and media. Investors use sustainability information to
assess the long-term viability and risk profile of investments, while customers rely on
it to make informed purchasing decisions based on ethical and sustainable practices.
Government agencies use sustainability reports to monitor compliance with
regulations and drive policy development, while media outlets report on sustainability
initiatives and hold organizations accountable for their ESG practices. Sustainability
reports and dedicated websites serve as key resources for stakeholders to access
ESG data, metrics, narratives, and initiatives, enabling informed decision-making,
transparency, and accountability.

CHECK YOUR PROGRESS - QUIZ -1

1. Which of the following stakeholders uses sustainability information to assess
the long-term viability and risk profile of investments?
a) Customers
b) Government
c) Investors
d) Media
2. How do customers primarily use sustainability information provided by
organizations?
a) To monitor compliance with regulations

b) To assess financial performance
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c) To make informed purchasing decisions
d) To report on sustainability initiatives
3. What role do government agencies play in the context of sustainability
reporting?
a) They assess financial performance
b) They develop sustainability standards
c) They monitor compliance with regulations
d) They analyze customer preferences
4. How do media outlets contribute to sustainability reporting?
a) By developing sustainability standards
b) By monitoring compliance with regulations
c) By reporting on sustainability initiatives
d) By assessing financial performance
5. What do sustainability reports and dedicated websites primarily serve as for
stakeholders?
a) Marketing tools
b) Resources for financial data
c) Key resources for accessing ESG information

d) Platforms for customer engagement

SECTION 5.2: TRANSPARENCY & ACCOUNTABILITY
5.2.1 What is Transparency & Accountability?

SPIDER defines transparency as the availability of accurate information about
various issues and the commitments and performance of actors. Accountability is
holding institutions and actors accountable for their commitments and performance.
Transparency refers to the practice of providing clear, accessible, and accurate
information about the actions, decisions, processes, and performance of an
organization to stakeholders. It involves disclosing relevant data, metrics, policies,

and practices in a timely and understandable manner.
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5.2.2 TRANSPARENCY INVOLVES SEVERAL KEY CONCEPTS:

Disclosure: Organizations openly share information about their activities,

operations, finances, and impacts with stakeholders.

Clarity: Information is presented in a clear, concise, and understandable format,

making it accessible to a wide range of stakeholders.

Accuracy: Information is accurate, reliable, and based on credible sources and

methodologies, ensuring its integrity and trustworthiness.

Timeliness: Information is provided in a timely manner, allowing stakeholders to

stay informed and make decisions based on current and relevant data.

Accountability: Transparency is linked to accountability, as it enables

stakeholders to hold organizations accountable for their actions and decisions by

providing visibility into their performance and conduct.

5.2.3 IMPORTANCE OF TRANSPARENCY

Trust and Credibility: Transparency builds trust and credibility with

stakeholders, including customers, investors, employees, regulators, and the public,
by demonstrating openness, honesty, and integrity in organizational practices.

Informed Decision-Making: Transparent information allows stakeholders to

make informed decisions about their interactions with an organization, such as

purchasing products, investing in stocks, or supporting policies and initiatives.

Accountability and Oversight: Transparency enables stakeholders to hold
organizations accountable for their actions and decisions by providing visibility into

their performance, conduct, and compliance with laws, regulations, and standards.

Risk Management: Transparent disclosure of risks, challenges, and issues
allows organizations and stakeholders to identify, assess, and mitigate potential

threats and vulnerabilities, reducing the likelihood of negative outcomes.
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Stakeholder Engagement: Transparency fosters dialogue, engagement, and

collaboration among stakeholders by promoting openness, inclusivity, and

responsiveness in organizational practices and decision-making processes.

Ethical Responsibility: Transparency is a key aspect of ethical behavior and

responsible governance, reflecting a commitment to honesty, fairness, and
accountability in all aspects of organizational operations and interactions with

stakeholders.
5.2.4 ACCOUNTABILITY IN SUSTAINABILITY REPORTING

Accountability is a fundamental principle that refers to the obligation of
individuals, organizations, and institutions to take responsibility for their actions,
decisions, and impacts. Here's a breakdown of its meaning, concept, and

importance:

ACCOUNTABILITY INVOLVES SEVERAL KEY ELEMENTS:

Responsibility: Individuals and organizations are accountable for their actions,

behaviors, and decisions, as well as the consequences that result from them.

Transparency: Accountability requires openness, honesty, and transparency in

disclosing information about actions, processes, and outcomes to stakeholders.

Answerability: Individuals and organizations are expected to explain and justify

their actions and decisions to stakeholders, particularly when they have an impact on

others.

Consequences: Accountability entails facing consequences, such as praise,

recognition, rewards, or penalties, based on the outcomes of actions and decisions.
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5.2.5 ACCOUNTABILITY IS BASED ON THE FOLLOWING
CONCEPTS:

Clear Roles and Responsibilities: Individuals and organizations should have

clearly defined roles, duties, and expectations to facilitate accountability.

Performance Measurement: Accountability involves setting goals, objectives,

and performance indicators to assess progress and outcomes against established

standards.

Reporting and Review: Individuals and organizations are accountable for

providing regular updates, reports, and assessments of their performance to

stakeholders.

Remediation and Improvement: Accountability includes taking corrective
actions, making improvements, and learning from mistakes or failures to prevent

recurrence and enhance future performance.

5.2.6 IMPORTANCE Of ACCOUNTABILTY IN SUSTAINABILITY
REPORTING

Trust and Credibility: Accountability builds trust and credibility with

stakeholders by demonstrating honesty, integrity, and reliability in actions and

decisions.

Ethical Behavior: Accountability promotes ethical behavior and responsible

conduct by holding individuals and organizations accountable for adhering to ethical

standards, laws, regulations, and values.

Quality and Performance: Accountability fosters a culture of excellence,

quality, and continuous improvement by setting clear expectations, measuring
performance, and holding individuals and organizations accountable for achieving

results.
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Transparency and Oversight: Accountability enhances transparency and

oversight by providing stakeholders with visibility into actions, processes, and
outcomes, enabling them to assess performance and hold individuals and

organizations accountable for their conduct.

Risk Management: Accountability helps identify, assess, and mitigate risks by
holding individuals and organizations responsible for identifying, addressing, and

managing risks that may affect their performance, reputation, or stakeholders.

Organizational Effectiveness: Accountability improves organizational

effectiveness and efficiency by clarifying roles, aligning objectives, and ensuring that

resources are used effectively and responsibly to achieve desired outcomes.
5.2.7 Triple Bottom Line (TBL)

In economics, the triple bottom line (TBL) maintains that companies should
commit to focusing as much on social and environmental concerns as they do on
profits. TBL theory posits that instead of one bottom line, there should be three:

profit, people, and the planet.
5.2.8 Understanding the Triple Bottom Line (TBL)

In finance, when speaking of a company's bottom line, we usually mean its profits.
Elkington's TBL framework advances the goal of sustainability in business practices,
in which companies look beyond profits to include social and environmental issues to
measure the full cost of doing business. Triple-bottom-line theory says that
companies should focus as much attention on social and environmental issues as

they do on financial issues.
5.2.9 The 3 Ps of the Triple Bottom Line

According to TBL theory, companies should be working simultaneously on these

three bottom lines:

. Profit: This is the traditional measure of corporate profit—the profit and loss

(P&L) account.
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. People: This measures how socially responsible an organization has been

throughout its history.

. Planet: This measures how environmentally responsible a firm has been.

PROFIT

In the context of the triple bottom line, profit can mean more than just how
much money a company makes. A company must ensure it earns its income in
ethical, fair manners. This includes soliciting business partners and vendors with
which it aligns philanthropically. It also defines how a company develops its strategy

or financial operating plan.

Some users of the triple bottom line may also say profit refers to not only a
company's profit but the profit of those around the company. This specifically refers
to the community in which the business operates.

This may include:

e Ensuring the company is paying its fair share of local, state, or federal income
taxes on a timely basis

e Making sure the company is fostering economic wealth within its community
by shopping local or utilizing small businesses.

e Committing to financially investing in the community through partnerships,

developments, or corporate sponsorships.
PEOPLE

In the context of triple bottom line, people refers to every individual that is in

touch with a company. This includes but is not limited to:

Employees. This means ensuring workers receive a fair wage in a safe

environment that encourages professional development.

Vendors. This means ensuring a diverse set of suppliers are used and

prioritizing small businesses or minority-owners when appropriate.
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Customers. This means ensuring customers have fair access to products and

their feedback regarding equity or safety is considered.

Traditionally, a company would prioritize investors or shareholders. Triple
bottom line shifts the focus to individuals potentially not financially invested in the
company but still tangentially involved with its operations. Now, instead of attempting
to create value by only increasing investor returns, triple bottom line strives to create
value by encouraging volunteerism of its employees or support or business success

of small suppliers
PLANET

The largest deviation from purely financial reporting relates to reporting on
environmental impacts. Often, a company must be forced between a lower-cost
option or a more environmentally-friendly alternative. A company may also choose
between a less favourable alternative; for example, eco-friendly transit will likely be

slower than aircraft.
5.2.10 MEASURE THE TRIPLE BOTTOM LINE

Companies may need to get creative when measuring the triple bottom line.
Traditional accounting rules provide very strong guidance on how a company must

record its accounting profit
Measuring Profit

A company will still usually report company-wide net income as part of its
triple bottom line. For this reason, profit is the easiest component of triple bottom line

to report as it already has strong guidance
Measuring People

Also referred to as social measures or social metrics, the people component
of triple bottom line may contain financial or non-financial measurements. Again,
some may be stipulated by generally accepted accounting principles (GAAP) or
other reporting rules, while others may be internally-sourced data. Examples of

measurements of people include:
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1. Average employee payroll to demonstrate liveable wages that exceed

local expectations for pay.
2. Average employee benefits per employee beyond pay to demonstrate
the full benefit package per worker.

3. Average number of vacation hours earned and used per employee to

ensure workers can and have been stepping away from work.
5.2.11 MEASURING PLANET

Perhaps the most difficult triple bottom line component to measure is planet.
As a company may need to know its existing impact as well as its "eco-friendly"
impact, measuring impacts to the planet may require the most expertise or effort.

However, there are very common environmental measurements such as:

Reductions in greenhouse gas emissions based on the difference between
former processes and forecasted changes in new processes.

Amount of waste generated in pounds; this may also include amount of
recycled product over a period of time.

Amount of energy consumption, adjusted for seasonality.

Amount of fossil fuel consumption (may be adjusted for per-employee or per-
sales lead should the company be growing).

Proportion of raw materials sourced ethically.

5.2.12 Advantages and Disadvantages of the Triple Bottom Line

Pros

e Aims to have positive impact on the world

e May boost employee retention as workers may appreciate favourable working
conditions

e May result in greater external funds from investors seeking ESG investments

e May result in greater sales from customers seeking to support ESG
companies

e May result in long-term efficiencies that reduce costs in the long-run
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Cons

e May be more difficult to assess non-financial inputs or outputs

e Lack of comparability across impact groups (i.e. companies may need to
choose one bottom line over the other)

e May result in competing strategies, making it difficult to easily pivot from one
plan to another

e Will likely increase the cost of operations due to needing to find alternative

products or processed
5.2.13 TBL OR SIMILAR CONCEPTS

Today, the corporate world is more conscious than ever of its social and
environmental responsibility. Companies are increasingly adopting or ramping up
their social programs. Consumers want companies to be transparent about their
practices and to be considerate of all stakeholders. Many consumers are willing to
pay more for clothing and other products if it means that workers are paid a living
wage and the environment is being respected in the production process.

The number of firms—of all types and sizes, both publicly and privately held—
that subscribe to the triple-bottom-line concept, or something similar, is staggering.
Here are a handful of these companies:

Ben & Jerry's

Ben & Jerry's is the ice cream company that made conscious capitalism
central to its strategy. As stated on its website, "Ben & Jerry's is founded on and
dedicated to a sustainable corporate concept of linked prosperity."

The company opposes the use of recombinant bovine growth hormone
(rBGH) and genetically modified organisms (GMOs) and fosters myriad values such

as fair trade and climate justice.
LEGO

The LEGO Group (privately held; Billund, Denmark) has formed partnerships

with organizations like the nongovernmental organization (NGO) World Wildlife
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Fund. In addition, LEGO has made a commitment to reducing its carbon footprint

and is working towards 100% renewable energy capacity by 2030.
Mars

Mars Incorporated (privately held; McLean, Va.) has a sustainable cocoa
initiative called Cocoa for Generations. It requires cocoa farmers to be fair trade
certified to ensure they follow a code of fair treatment to workers providing labor. In
exchange for certification, Mars provides productivity technology and buys cocoa at

premium prices.
Starbucks

Starbucks Corporation (SBUX), has been socially and environmentally
focused since its inception in 1971. The company has hired more than 30,000
veterans since 2013 and is committed to hiring 5,000 more per year going forward.
Starbucks. "During Military Appreciation Month, Starbucks Focuses on Supporting
Mental Health."

Let’s Sum Up

The concept of Transparency and Accountability within the One Report
movement emphasizes the integration of financial and non-financial information in
corporate reporting. This approach aligns with the Triple Bottom Line concept, which
advocates for businesses to evaluate their performance based on economic,
environmental, and social factors. Transparency refers to the openness and
accessibility of information provided by organizations, while Accountability entails
taking responsibility for actions and decisions and being answerable to stakeholders.
By combining financial and non-financial information in a single report, organizations
can provide stakeholders with a comprehensive view of their overall performance,
including their impact on society and the environment. This integrated reporting
approach promotes sustainable business practices, fosters trust and credibility with

stakeholders, and enhances long-term value creation.
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Check Your Progress - QUIZ -2

1. What is the primary objective of the One Report movement?
a) To separate financial and non-financial information in corporate
reporting
b) To integrate financial and non-financial information in corporate
reporting
c) To prioritize financial information over non-financial information
d) To limit transparency and accountability in corporate reporting
2. Which concept advocates for businesses to evaluate their performance based
on economic, environmental, and social factors?
a) Integrated Reporting
b) Triple Bottom Line
c) Materiality Assessment
d) Stakeholder Engagement
3. What does the term "Transparency" refer to in corporate reporting?
a) Hiding information from stakeholders
b) Providing clear and accessible information to stakeholders
c) Exaggerating financial performance
d) Ignoring non-financial aspects of business operations
4. In the context of sustainability reporting, what does the term "Accountability”
entail?
a) Responsibility for financial performance only
b) Responsibility for environmental performance only
c) Responsibility for actions, decisions, and impacts
d) Responsibility for marketing and advertising strategies
5. How does the One Report movement contribute to sustainable business
practices?
a) By prioritizing financial performance over non-financial considerations
b) By separating financial and non-financial information in corporate
reporting
c) By integrating financial and non-financial information to provide a
comprehensive view of performance

d) By limiting transparency and accountability in corporate reporting
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SECTION 5.3: SUSTAINABLITY REPORTING FLAVOUR OF

GRI

5.3.1 Sustainability Reporting Flavour Of Gri

The GRI Standards are structured in such a way that organizations can

prepare a complete report about their impacts on sustainable development.

Alternatively, they can select and report on individual topics to meet specific

stakeholder demands or comply with regulatory requirements.

5.3.2 Benefits of GRI Reporting

Improve sustainability performance.

Improve risk management and investor communications.
Engage stakeholders and improve stake holders relations.
Motivate and engage employees.

Build credibility as a committed and effective corporate citizen.
Strengthen internal data management and reporting systems.

Improve sustainability strategy and selection of performance indicators and

targets.

Benchmark sustainability performance against self and others.

What are the 4 criteria for assessing sustainability reporting?

There are four steps in the sustainability reporting process:

1
2
3.
4

. Define performance goals and metrics,

. Measure performance,

Evaluate performance, and

. Manage performance. Companies need to take into account their financial,

human, and information technology resources when selecting SPIs.
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5.3.3 What is BRR in sustainability?

Since then, the reporting landscape has come a long way with the introduction
of Business Responsibility Reporting (BRR), Corporate Social Responsibility (CSR),
IR, National Guidelines on Responsible Business Conduct (NGRBC) and now
Business Responsibility and Sustainability Report (BRSR) (introduced through a
SEBI

BRIEF HISTORY OF BRR IN INDIA:

Companies play an integral part in the progress of the Society and this has
been tested by time. Companies are not only responsible towards well being of its
employees and to the extent of paying dividends to its investors but they also extend
their responsibility towards betterment of stakeholders at large. Their impact on

society and environment is as deep as its financial and operational performance.

In the year 2011, Ministry of Corporate Affairs had first proposed the concept
of ‘National Voluntary Guidelines’ on social, environmental and economic
responsibilities of the companies incorporated in India. These guidelines comprised
of reporting framework that companies have to follow for a structured business
responsibility reporting. The reporting framework under these guidelines are
designed on the ‘Apply-or-Explain’ principle. The suggested framework takes in
account the requirements of the business entities that are already reporting in other
recognized framework as well as those which yet do not have the capacity to
undertake full reporting

1. Businesses should conduct and govern themselves with ethics, transparency
and accountability;

2. Businesses should provide goods and services that are safe and contribute to
sustainability throughout their life cycle;

3. Businesses should promote the well- being of all the employees;

4. Businesses should respect the interests of and be responsive towards all
stakeholders, especially those who are disadvantaged, vulnerable and
marginalized;

5. 5.Businesses should respect and promote human right;
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6. Businesses should respect, protect and make efforts to restore the
environment;
7. Businesses when engaged in influencing public and regulatory policy, should

do so in a responsible manner

SEBI MANDATE: Stock Exchange Board of India (SEBI) had introduced BRR
requirement in the year 2012 and later rescinded the same. Over a period of years,
SEBI has provided for Business Responsibility Reporting through the Regulation 34
(2) (f) of the SEBI (Listing Obligations and Disclosure Requirements) Regulations,
2015 (Regulations) by initially mandating this requirement for top 500 Listed entities
in India to make BRR as a part of their Annual Report. In addition to this
requirement, SEBI provided that the Listed entities which have listed their specified

securities on SME Exchange, may on voluntary basis include BRR in their Annual

Reports. Further, the mandate to publish BRR with Annual Report for top 1000
Listed companies was implemented through SEBI (Listing Obligations and

Disclosure Requirements) (Fifth amendment) Regulations, 2019, with effect from
5.3.4 BUSINESS RESPONSIBILITY POLICY (POLICY):

Every listed entity to which these Regulations are applicable must formulate a
Business Responsibility Policy which has to be approved and adopted by the Board
members of the company. The said policy may list down all the objectives of the
Policy, principles and strategies that the company needs to follow in order to meet
with the Regulation and implementation of Business Responsibility Reporting
requirements. The Board may also authorise any company personnel to oversee the
implementation of the Policy. The Board may also review the policy from time to time
and revise its strategies in order to best fit to completely in compliant with the
Regulations. The companies which have formulated this Policy and the same has
been approved by the Board members, may publish it on their website, if any. This
will indeed help the stakeholders understand the strategies, policies, framework and

reporting structure adopted by the company.
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5.3.5 REPORTING FORMAT:

SEBI has laid down principles for Listed entities to assess compliance with
environmental, social and governance norms along with a specified format to
disclose their environmental, social and governance practices to its shareholders.
This format was suggestive in nature and companies may disclose any additional
information under this report if it deems fit. However, the specified format provides a

large range of disclosure areas comprising inter- alia of the following —

Corporate information of the company including details of its subsidiaries
Financial data

Details of Directors responsible for Business Responsibility

Corporate Social Responsibility budget and spends

Corporate Social Responsibility budget and spends

2 T o

Principle wise BR Policies

India’s Business Responsibility and Sustainability Report (BRSR)—a
framework for environmental, social and governance (ESG) reporting—comes into
effect in 2023. These new reporting standards represent an evolution from the
voluntary guidelines first issued in 2009 by India’s Ministry of Corporate Affairs,
which were further refined in the Business Responsibility Report (BRR) of 2012.

The Securities Exchange Board of India (SEBI)—the regulatory body for
securities markets in India—has now designed the new BRSR to be interoperable
with other internationally accepted reporting frameworks such as the Global
Reporting Initiative (GRI), Sustainability Accounting Standards Board (SASB) and

the Task Force on Climate-Related Financial Disclosures (TCFD).

The BRSR is the first framework in India that requires Indian companies to
provide quantitative metrics on sustainability-related factors, as of fiscal year 2023—

for eligible companies, April 2022 to March 2023.
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5.3.6 Three main disclosure areas under the BRSR

SEBI's guidance document provides details on three kinds of disclosures—

general, management and process, and “principle wise” (principle-based).

General disclosures encompass basic company information. This includes
addresses of offices and plants, details of products and services (these should
account for 90% of total business turnover), exchanges where the company is listed,
and reporting boundary, i.e., whether disclosures refer to a standalone entity or part
of a consolidated portfolio of companies. Employee counts and representation by
gender, diversity and inclusion and differently able status are also required, along
with data on employee turnover and number of complaints and grievances filed

against the company.

Management and process disclosures provide evidence that companies are
adhering to the structures, policies and processes specified in the National
Guidelines on Responsible Business Conduct (NGRBC). Disclosures provided in this
section are not about adherence to specific principles outlined in the NGRBC, but
about higher-level policy and management processes, including statements by
directors and boards regarding governance, leadership and oversight. Companies
need to show that policies not only exist, but they have been approved and enacted

in the context of time-bound company goals.

Principle wise performance disclosures are focused on more gquantitative data
relating to 9 basic principles of the National Guidelines on Responsible Business
Conduct (NGRBC). This set of disclosures within the BRSR is aimed at helping
organizations demonstrate how their operations impact environmental and social
metrics. Businesses need to demonstrate with clear data and examples on how they
are integrating fundamental principles in their key processes and measuring these
decisions through KPIs. To this end, companies need to disclose the percentage of

R&D and capital expenditure investment as well.
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5.3.7 Defining and quantifying adherence to principles

As mentioned above, the BRSR is based on nine principles defined in the
BRR but clarifies and adds detail regarding which companies must report (the top
1,000 NSE listed companies by market capitalization) and what they must report

(various kinds of disclosures).

Each principle wise disclosure has two components, essential indicators and
leadership indicators. Essential indicators are mandatory and include data on
environmental factors such as energy, emissions, water and waste; as well as social
impact of the company’s operations, along with details of employee training around

these principles.

Leadership indicators, on the other hand, are voluntary and aimed at
companies “which aspire to progress to a higher level in their quest to be socially,
environmentally and ethically responsible,” as stated in the reporting framework.
These include ethics awareness programs for value chain partners, product and
service life cycle assessments, employee protections such as insurance and
transition programs. Leadership indicators also comprise advanced reporting on
biodiversity, energy consumption, scope 3 greenhouse gas emissions and supply

chain disclosures.

5.3.8 THE NINE PRINCIPLES AND THEIR DISCLOSURES REQUIRED
IN THE BRSR ARE:

e Businesses should conduct and govern themselves with integrity, and in a
manner that is ethical, transparent and accountable. Performance indicators
include having anti-corruption and anti-bribery policies in place, details of
regulatory actions against the organization, and details of conflict-of-interest

complaints.

e Businesses should provide goods and services in a manner that is
sustainable and safe. Performance indicators include investments to improve

environmental and social impacts, details of reclamation, reuse, recycling and
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disposal procedures, and details of extended producer responsibility plans

and life cycle assessments.

e Businesses should respect and promote the well-being of all employees,
including those in their value chains. Performance indicators include
percentage of employees covered by health and accident insurance, paternity
benefits, day care benefits and retirement benefits; amount of accessibility for
differently able workers and percentage of unionized workers. o Businesses
should respect the interests of and be responsive to all their stakeholders.
Performance indicators include having stakeholder groups that include
vulnerable and marginalized people, number of communication channels used

and frequency of engagement, and details of consultation processes.

e Businesses should respect and promote human rights. Performance
indicators include percentage of employees who have received training on
human rights issues, percentage of workers paid minimum wage, and board

and management remuneration in comparison to industry medians.

e Businesses should respect and make efforts to protect and restore the
environment. Performance indicators include year-over-year electricity and
fuel consumption, water withdrawal by source (such as surface water,
groundwater and seawater), air emissions (such as NOx, SOx and VOCs) and

environmental impact assessments.

e Businesses, when engaging in influencing public and regulatory policy, should
do so in a manner that is responsible and transparent. Performance indicators
include number of affiliations with trade and industry associations, details of
issues related to anticompetitive conduct and details of public policy positions
advocated by the organization. o Businesses should promote inclusive growth
and equitable development. Performance indicators include details of social
impact assessments, information on projects involving rehabilitation and
resettlement and details of procurement policies that favour marginalized or

vulnerable groups.

e Businesses should engage with and provide value to their consumers in a
responsible manner. Performance indicators include consumer complaint and
feedback mechanisms, details of safety-related product recalls and existence

of cyber security and data privacy policies.

219  Periyar University — CDOE]| Self - Learning Material



CDOE -ODL M.COM - SEMESTER II BUSINESS ETHICS AND CORPORATE SUSTAINABILITY

e As India moves to mandatory ESG reporting, the BRSR is aimed at improving

compliance, consistency and communication around non-financial disclosures.
5.3.9 FINANCIAL AND NON-FINANCIAL TOGETHER.

Non-financial information complements and supplements financial information
in order to place related content in context. Additionally, non-financial information

should be consistent with information in financial reporting, and vice versa.
5.3.10 Why non-financial business objectives are important

I's easy to exclusively focus on the bottom line when you’re running a
business. After all, you’re generally in business to make money, aside from any
personal passions or professional desires that may motivate you. But this is where
many companies go wrong when setting out their short-term and long-term
objectives. When measuring the success and value of a business with financial
objectives alone, it's easy to miss other crucial advantages that can be achieved by

moving away from the numbers and paying attention to people.

Non-financial business objectives may include

e Enhancing employee engagement (decreasing staff turnover and increasing
employee retention and satisfaction) - Employee training and investment

e Improving ethics and diversity

e Improving customer service (keeping customers and clients on board for
longer, increasing loyalty, and lowering acquisition overheads)

e Investing in company culture and creating an identity and core
values/philosophy that run through everything you do

¢ Implementing an environmental policy

e Community and charity involvement (giving back to your local community or
chosen charities, in turn raising your profile and encouraging customer

engagement)

Many non-financial business objectives focus on people. People are the

fundamental backbone of most companies (as both consumers and employees).
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Customer and employee engagement should be a key non-financial objective if

you want to secure sustainable, more long-term success.

5.3.11 NON-FINANCIAL BUSINESS OBJECTIVES VS FINANCIAL
OBJECTIVES OF A BUSINESS

The benefits that come with achieving financial business objectives are
relatively well-known and straightforward (more on this below). Hitting sales targets
and revenue markers is associated with enhanced profitability, augmented income,
and higher profits.

Benefits of non-financial business objectives.

Dismissing these goals could cost you considerably as the advantages they
bring are not confined to your business value and growth. Instead, they offer a

diverse range of positive outcomes, including:

Improved quality of products and services
Improved customer satisfaction (leading to increased sales)

Smoother implementation of business strategy

YV V V V

Improved employee engagement and satisfaction, leading to enhanced

productivity, low employee turnover/higher employee retention
» Streamlined processes and better use of resources
> Better relationships with external suppliers and contractors

Case in point: According to an IBM consumer report, half of consumers are willing to
pay a premium for sustainable products. Further, purpose-driven consumers—those
who choose products and brands based on alignment with their values—represent

the largest market segment at 44 percent.

Beyond helping companies capitalize on a growing market for sustainable
goods, embracing sustainable business strategies can be highly attractive to
investors. While companies use the triple bottom line internally, environmental,
social, and governance (ESG) metrics are a third-party measurement of those
procedures, holding businesses publicly accountable to focus on more sustainable

practices in addition to financial profit.
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According to Sustainable Business Strategy, evidence has increasingly shown
that firms with promising ESG metrics tend to produce superior financial returns. As
a result, more investors have begun focusing on ESG metrics when making

investment decisions.

5.3.12 IMPROVING TRANSPARENCY

e Establishing an evidence-base for the Results achieved,;

e Providing insights on how, where and for what the ILO uses its resources;

e Ensuring value for money;

e Enhancing coordination between recipients and contributors to ILO
support and increasing coherence in the multilateral system;

e Putting in practice internationally recognized principles for effective

development cooperation.

For this reason, the ILO has embarked on a transparency journey to enhance the
comprehensiveness, quality and frequency of its financial and results data
publications. This includes applying the data standards established by the UN for
reporting financial data and working with the International Aid Transparency Initiative
(IATI), the Organization for Economic Co-operation and Development/Development
Assistance Committee (OECD-DAC).

Based on a multi-phase action plan, the ILO is also looking at how it can
improve its own systems and address any gaps in its current capacity to collect,

manage and publish financial and results data.

The ILO is committed to preventing fraudulent and other proscribed practices
and to actively promote an anti-fraud culture among officials, external collaborators,
grantees, implementing partners and vendors. The ILO has zero tolerance to
proscribed practices. The Office processes for reporting different kinds of proscribed
practices and the subsequent investigation, review/recommendation, decision and

sanction (where applicable) are shown in the flow chart below:

The ILO's efforts for continuous improvement build on a long-standing history

of openness, transparency and accountability in all ILO operations, including:
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Enhancing and developing external and internal dashboards designed to
enhance transparency and accountability as well as provide an integrated overview
of activities. These include public plattorms on Development Cooperation, level of
Discovery and Decent Work Results as well as internal tools to enable managers to

make data-driven decisions.

Regular and public reporting to the Governing Body on results and the use of
resources through the biennial Programme and Budget and the Programme
Implementation Report;

A prominent role for evaluation — managed by the ILO Evaluation Office
(EVAL) in alignment with the ILO Evaluation Policy and Strategy — as an
accountability and organizational learning tool to help ILO constituents and staff
members support decent work and social justice;

A Public Information Disclosure Policy to ensure that information on ILO
policies, strategies and operational activities is available to the widest possible

audience;

An Office of Internal Audit and Oversight (IAO) that evaluates the ILO’s risk
management, internal control, and governance processes, providing independent
assurance to the Director-General and the Governing Body that those processes are
in place and effective, as well insight and advice for improvements where needed.
The IAO’s mandate also includes conducting fact finding investigations in support of
the ILO’s zero tolerance with respect to fraud and corruption; and responding to

allegations of sexual exploitation and abuse ;

A Committee on Accountability and a Vendor Review Committee , that review
cases of alleged fraudulent and other proscribed practices involving ILO officials/ex-
officials or external vendors, and make appropriate recommendations to the Director-
General or the Treasurer and Financial Comptroller for the disciplinary actions or

sanctions.

An Independent Oversight Advisory Committee that reviews and monitors
governance, accountability and ethical issues, reporting on them to the Governing
Body;
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An Ethics Officer tasked with fostering a culture of integrity and high ethical

standards;
Adherence to International Public Sector Accounting Standards (IPSAS); and

Collaborating with the United Nations Joint Inspection Unit, the independent

external oversight body of the UN system.
5.3.13 DISCLOSING SUISTAINABILITY INFORMATION

Sustainability reporting is the disclosure and communication of environmental,
social, and governance (ESG) goals—as well as a company's progress towards

them.
7 STEPS TO SUSTAINABLE DISCLOSURE

Non-financial reporting means that in addition to sharing information about
profits and losses, companies are also providing updates on areas such as

environmental sustainability, social responsibility, and diversity and inclusion.

This trend reflects a growing recognition that businesses have a broader
impact on society beyond their financial bottom line, and stakeholders are eager to

understand how companies positively contribute to the world.

Disclosing non-financial, sustainability information about your business is

important for several reasons:

e It provides stakeholders transparency and trust in your operations
e |t offers you insights into improvement opportunities

e [t allows you to remain compliant with mandatory reporting requirements

A report of your ESG strategy also demonstrates that you're taking proactive
measures to stay informed about the factors that affect your business and to ensure
its long-term survival and success. But where should a company begin with
reporting? Below, we share the steps to sustainable disclosure that should get your

business started on the right foot.
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1. Conduct a ‘materiality’ assessment

When creating your ESG report, the first step is to consider the issues that
directly impact your business and that you are looking to address/disclose, these
are known as “materiality impacts.” The EU’s recent Corporate Sustainability
Reporting Directive (CSRD) takes this one step further by asking companies to
report on ‘double materiality’. Double materiality means the company not only reports
on the impact the environment has on the business, but also the impact the business

has on its environment (guide: How to perform a double materiality assessment).

2. ldentify relevant ESG frameworks

Once you’ve identified your sustainability priorities, the next step is to seek out
reporting frameworks that align with those priorities. These frameworks consist of a
set of guidelines and standards that provide a clear and structured approach to

creating sustainability reports for disclosure

While regulations on ESG reporting are gradually being introduced, voluntary
frameworks like the Global Reporting Initiative (GRI), CDP, OR SASB offer tools for
measuring a range of ESG issues such as carbon emissions, human rights, and

compliance.

Small and medium-sized enterprises (SMEs) should explore industry-specific
frameworks and examine their competitors’ reporting practices to gain insights and

ensure they are staying competitive in their sector.

3. Gather the data

Once you have determined your KPIs as part of the materiality assessment
and the data requirements of your framework, your ESG, and sustainability teams

should begin collecting and analysing data from various departments within.

4. Report on your data

Depending on the framework you’re working with, you may need to fill out a

questionnaire that covers your company’s ESG practices. Otherwise, use your
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collected data to create a clear picture of businesses current situation and overlay

them with goals and objectives set out in your ESG policy or other framework.

The information you provide should be genuine, without glossing over any
negative aspects. Be prepared to offer evidence that supports the accuracy
wherever possible, as this will help avoid any accusations of “greenwashing,” where

a company makes false or exaggerated claims about their sustainability practices.

5. ESG messaging

When putting together your ESG report, remember that numbers and data
alone don’t always tell the whole story. To really convey the message of your
organization’s sustainability efforts, you’ll want to complement those statistics with
compelling narratives and a clear message from the CEO. To achieve this, it may be
necessary to conduct interviews with a range of stakeholders who have contributed
data to the report — including employees, suppliers, and others — to provide a human
touch and a more in-depth understanding of your organization’s approach to ESG.

6. Design and production

At this point, all the information for the report should be ready. The next step
is to consider its presentation. As humans, we respond well to visual stimuli, so you
should create an engaging visual design that effectively conveys your ESG report’s
content. An effective ESG report design should incorporate your company’s brand
standards and include well-planned info graphics, images, tables, and charts. These
visual elements should be used in a way that tells the story of your ESG report in a

powerful and captivating manner.

7. Sharing of your report

Once produced, letting the world know about your ESG report and
sustainability report is the final step. It is often useful to employ an outside PR firm,
or marketing or advertising agency, to help spread the word or use your social media

platforms.
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Let’s Sum Up

Sustainability reporting involves the disclosure of environmental, social, and
governance (ESG) information by organizations to stakeholders. The Global
Reporting Initiative (GRI) is a leading international organization that develops and
promotes sustainability reporting standards and guidelines. GRI provides a
comprehensive framework for organizations to report on their sustainability
performance, including principles, indicators, and reporting guidelines covering
various aspects of sustainability. Business Responsibility Reporting (BRR),
mandated by the Securities and Exchange Board of India (SEBI), requires listed
companies in India to disclose ESG-related information in their annual reports.
Business Responsibility and Sustainability Reporting (BRSR), introduced by the
Malaysian government, aims to enhance transparency and accountability by

requiring public-listed companies to disclose ESG information in their annual reports.

Check Your Progress - QUIZ -3

1. Which international organization is a leading advocate for sustainability
reporting standards?
a) World Bank
b) Global Reporting Initiative (GRI)
¢) United Nations
d) International Monetary Fund (IMF)
2. What does BRR stand for?
a) Business Revenue Reporting
b) Business Responsibility Reporting
c) Business Resource Reporting
d) Business Risk Reporting
3. Which country introduced the Business Responsibility and Sustainability
Reporting (BRSR) framework?
a) United States
b) India
c) Malaysia
d) United Kingdom
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4. Which country mandated Business Responsibility Reporting (BRR) for listed
companies?
a) China
b) India
c) Brazil
d) South Africa
5. Sustainability reporting provides stakeholders with information about an
organization's:
a) Financial performance only
b) Environmental impact only
c) Social initiatives only
d) Environmental, social, and governance (ESG) performance
6. What is the primary goal of Business Responsibility and Sustainability
Reporting (BRSR)?
a) To enhance transparency and accountability
b) To promote marketing and advertising strategies
c) To improve financial performance

d) To comply with international trade regulations

5.4 Unit Summary

Sustainability reporting involves the disclosure of environmental, social, and
governance (ESG) information by organizations to various stakeholders, including
investors, customers, government, and media. This practice promotes transparency
and accountability by providing stakeholders with clear and comprehensive insights
into an organization's sustainability performance, practices, impacts, and initiatives.
The One Report movement emphasizes the integration of financial and non-financial
information in corporate reporting, aligning with the Triple Bottom Line concept,
which advocates for businesses to evaluate their performance based on economic,
environmental, and social factors. Key reporting frameworks such as the Global
Reporting Initiative (GRI), Business Responsibility Reporting (BRR), and Business
Responsibility and Sustainability Reporting (BRSR) provide guidelines and standards

for organizations to report on their sustainability efforts. Transparency and
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accountability are essential principles underlying sustainability reporting, fostering

trust, credibility, and responsible business practices.

5.5 Glossary
Sustainability The practice of disclosing environmental, social, and
Reporting governance (ESG) information by organizations to

stakeholders.

Transparency The openness and accessibility of information provided by

organizations to stakeholders.

Accountability Taking responsibility for actions, decisions, and impacts,

and being answerable to stakeholders.

One Report | A reporting approach that integrates financial and non-
Movement financial information in corporate reporting.
Triple Bottom Line A framework that evaluates organizational performance

based on economic, environmental, and social factors.

Global Reporting | A leading international organization that develops
Initiative (GRI) sustainability reporting standards and guidelines.

Business Mandatory disclosure of sustainability-related information
Responsibility by listed companies, often mandated by regulatory
Reporting (BRR) authorities.

Business Mandatory disclosure of ESG information by public-listed

Responsibility  and | companies, often mandated by government authorities.
Sustainability
Reporting (BRSR)

Integrated Reporting | The practice of combining financial and non-financial
information in a single report to provide stakeholders with

a holistic view of organizational performance.

Materiality The significance or importance of an issue to an
organization and its stakeholders, often determined

through materiality assessments.

Stakeholder Involving stakeholders in organizational decision-making

Engagement processes, often through dialogue, consultation, and
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collaboration.

Non-Financial The assessment of an organization's environmental,
Performance social, and governance (ESG) performance, often

measured through qualitative and quantitative indicators.

Sustainable Business | Business strategies and operations that consider long-

Practices term environmental, social, and economic impacts.

Risk Management The identification, assessment, and mitigation of risks that
may impact an organization's ability to achieve its

objectives.

Stakeholders Individuals or groups who have an interest in or are
affected by an organization's activities, decisions, or

performance.

Compliance Adhering to laws, regulations, standards, and internal
policies relevant to an organization's operations and

activities.

Ethical Governance The implementation of ethical principles and values in

organizational decision-making and conduct.

5.6 Self — Assessment Questions

Essay type questions

1. Discuss the importance of transparency and accountability in sustainability
reporting and how they contribute to building trust and credibility with
stakeholders.

2. Explain the concept of the One Report movement and its significance in
integrating financial and non-financial information

3. Evaluate the Triple Bottom Line concept and its relevance for promoting
sustainable business practices by considering economic, environmental, and
social factors in organizational decision-making.

4. Compare and contrast the GRI, BRR, and BRSR frameworks for sustainability
reporting, highlighting their objectives, scope, and key requirements.

5. Analyze the challenges and opportunities associated with sustainability

reporting for organizations in today's business landscape.
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5.7 Case Study

Unilever's Sustainable Living Plan

Unilever's Sustainable Living Plan is a comprehensive sustainability strategy aimed
at reducing environmental impact while increasing social and economic benefits. The
plan includes ambitious goals such as halving the environmental footprint of its
products, sourcing 100% of agricultural raw materials sustainably, and improving the
livelihoods of millions of people in its value chain.

Unilever has launched numerous initiatives to achieve its sustainability goals,
including reducing water usage in manufacturing, promoting sustainable sourcing of
palm oil and other raw materials, and empowering smallholder farmers through
training and partnerships.Results: Through its Sustainable Living Plan, Unilever has
made significant progress in reducing its environmental impact, enhancing brand
reputation, and driving innovation in sustainable product development. The
company's efforts have been recognized globally, positioning Unilever as a leader in

corporate sustainability.

5.8 TASK

1. Conduct a mock sustainability reporting exercise using the GRI framework
for a hypothetical organization, identifying key ESG metrics, data sources,
and reporting formats.

2. Organize a stakeholder engagement workshop to gather feedback and
input on sustainability priorities, performance indicators, and reporting
requirements.

3. Analyze real-life sustainability reports from different organizations across
industries, comparing their approaches, strengths, and areas for
improvement.

4. Develop a case study presentation highlighting a successful sustainability
reporting initiative by a well-known company, focusing on its strategies,

outcomes, and lessons learned.
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