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2. CORPORATE GOVERNANCE

2.1 Individual ethics in organisations

We define ethics as an individual’s personal beliefs regarding right and wrong behaviour. Although this definition communicates the essence of this concept, three implications of it warrant additional discussion. First, note that ethics are defined in the context of the individual people- have ethics from one person to another. For example, one person who finds a twenty-dollar-bill on the floor may believe that it is okay to stick it in his whereas another will feel compelled to turn it in to the lost-and-found department. Third, ethics are relative, not absolute: although ethical behaviour is in the eye of the beholder, it usually refers to behaviour that conforms to generally accepted social norms. Unethical behaviour, then, is behaviour that does not conform to generally accept social norms. In the sections that follow, we discuss the factors that influence the formation of individual ethics and consider ethical behaviour in an organizational context.( Throughout our discussion we make references to higher and lower ethical standards or behaviour  that is more or less ethical; keep in mind that these distinctions are relative, as just discussed, as opposed to absolute)

The formation of individuals Ethics

As Figure 4.1 shows, and individual’s ethics are determined by a combination of family influences, peer influences, life experiences, personal values and morals, and situational factors.
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FIGURE 4.1: Determinants of  individual Ethics

Family Influences Individuals start to form ethical standards as children in response to their perceptions of the behaviour of their parents and the behaviours their parents allow them to choose. Children are more likely to  adopt high ethical standards if they see that other family members adhere to these highs standards and if they receive rewards for conforming, and punishment for not conforming, to them. On the other hand, if family members engage in unethical behaviour s and allow children to do the same, those children are likely to develop low ethical standards.

Peer Influences As children grow  and enter school, they are also influenced by peers with whom they interact every day. For example, if a child’s friends engage in shoplifting, vandalism, or drug abuse, he may decide to engage in these same activities. But if the child’s peers have high ethical standards and reject such behaviours as drug abuse or theft, the child is more likely to  adopt these standards.

Life Experiences  Dozens of important individual events shape people’s lives and contribute to their ethical beliefs and behaviour. These events are a normal and routine part of growing up and maturing. Both positive and negative kinds of events will shape and individual’s ethics. For example, if a person steals something and does not get caught, she may feel no remorse and continue to steal. But is she is caught stealing she may feel guilty enough to revise her ethical standards and not steal in the future.

Personal Value and Morals  A person ‘s value and morals also contribute to his or her ethical standards. A person who places financial gain and personal advancement at the top of his list of priorities, for example, will adopt a personal code of ethics that promotes the pursuit of wealth. Thus he may be ruthless in efforts to gain these rewards, regardless of the costs to others. In contrast, if a person’s family is his top priority, he will adopt different ethical standards. One manager strongly influenced by his values is Kazuo Wada, a Japanese entrepreneur who is expanding his chain of grocery-and-department stores around the world. Each employee in his company must take lessons in the ancient religion of Seicho No Ie, and Wada uses its doctrines to guide every decision he makes.

Situational factors
A final determinant of individual’s ethics is situational factors that arise. Sometimes people find themselves in unexpected situations that cause them to act against their better judgement. For example, many people who steal money from their employers do so because of personal financial difficulties. Although this does not justify their theft, it does provide some context for understanding how people may behave unethically if they believe that they have no other choice in the situation.

Managerial Ethics

Managerial ethics are the standards of behaviour that guide individual managers in their work. Although ethics can affect managerial work in any numbers of ways, three areas of special concern for managers are summarized in  Table 4.1

Special Areas of Concern for  Managerial  Ethics

	Areas of Concern
	Sample Issues

	Relationship of the firm to the employee
	Hiring and firing.  

Wages and working conditions. Privacy.

	Relationship of the employee to the firm
	Conflicts of interest 

Secrecy

Honesty and expense account

	Relationship of the firm to other economic agents
	Customers

Competitors

Stakeholders

Suppliers 

Dealers

Unions


Relationship of the Firm to its Employees


The behaviour of managers defines the ethical standards according to which the firm treats its employees. This includes such areas as hiring and firing, wages and working conditions, and manager to hire a family member or other close relative or to fire someone because of her religion (this latter action is also illegal in the United States). A manager’s spreading a rumour that an employee has AIDS or is having a illicit affair is also generally seen as a unethical breach of privacy.

Relationship of Employees to the Firm
Numerous ethical issues also surround the relationship of employees to the firm, especially in regard to conflicts of interest, secrecy, and honesty in keeping expense accounts. A conflict of interest occurs when a decision potentially benefits the individual to the possible detriment of the organization. For example, if a manager in charge of selecting a new supplier accepts gifts from one supplier trying to land he account he may award the contract to that supplier even thought another one might have offered the firm a better deal. To avoid such conflicts of interest. Wal-Mart Stores, Inc does not allow its merchandise buyers to accept meals or gifts from sales representatives. Divulging company secrets to a competing organization is also unethical, as is padding an expense account. Event so, some managers routinely add false meals, service charges, and car mileage to their expense account reports to unethically pad their income.

Relationship of the Firm to Other Economic Agents



Managerial ethics also come into play in the relationship between the firm and other economic agents. Normal business ethics in customer relations suggest that products be sage, be accompanied by information about product features, uses, and limitations; and the reasonably priced. The behaviour of manages toward competitors is also dictated by ethical standards-unfair business practices (for example, pricing products low to drive a competitor out of business) and denigration of competitors (such as making false claims in advertising about a competitor’s products) are example of unethical treatment of competitors. Similarly, ethical standards also dictate that managers be truthful with stockholders. The CEO of Regina Co.,Inc., was recently charged with violating regulations of the Securities and Exchange Commission. He allegedly altered financial records to make it seem as though the firm had more cash reserves that it actually did, and he told investors that the firm was making high profits when it was really operating at a loss. Managers should also be fair and honest with suppliers, dealers, and unions. Convincing a supplier that a price break is needed of convincing a union that wage concessions are needed because of impending losses is unethical if the firm actually expects to make a profit. “ Management in Practice” discusses some ethical issues regarding Dow Corning’s dealings with its customers.

Ethics in an Organizational Context

It is vital to note that ethical or unethical actions by particular managers do not occur in a vacuum. Indeed, they most often occur in an organizational context that is conducive to them. Actions of peer managers and top managers, as well as the organization ‘s culture, all contribute to the ethical context of the organization. A recent Wall Street scandal at Salomon Bothers Inc. involved illegal transactions in the bond market. It occurred in an organizational context that stressed making money and controlling information

The starting point in understanding the ethical context of management is the individual’s own ethical standards. Some people, for example, are willing to risk personal embarrassment or lose their job before they would do something unethical. Other people are much more easily swayed by the unethical behaviour they see around them and other situational factors, and they may be willing to commit major crimes to further their own careers or for financial gain. Organizational practices may strongly influence the ethical standards of employees. Some organizations openly permit unethical business practices as long as they ain the best interest of the firm.

If a manager becomes  aware of unethical  practice then allows it to continue, he has contributed to the organizational culture that says such activity is permitted. For example, when the CEO of Beech-Nut discovered that his firm was using additives in its apple juice advertised as 100- percent pure, he decided to try to cover up the deception until the remaining juice could be disposed of. Many employees participated in his plan. When the cover-up was finally discovered, the company suffered grave damages to its reputation and had to pay several million dollars in fines. In addition, the CEO was sentenced to a jail tem.

The organization’s environment also contributes to the context for ethical behaviour. In a highly competitive or regulative industry, for example, a manager may feel more pressure to achieve high performance. In Japan managerial success is often determined by the kinds of connections the manager is able to establish with important people. One Japanese manager Hiromasa Ezoe, CEO of the Recruit Company conglomerate, was recently found guilty of giving lucrative stock options to a variety of well-placed governmental officials to facilitate this process of networking.

Managing Ethical Behaviour

Spurred partially by the recent spate of ethical scandals and partially from a sense of enhanced cooperated consciousness about the importance of ethical and unethical behaviours, many organizations have re-emphasised ethical behaviour on the part of employees. This emphasis takes many forms, but any efforts to enhance ethical behaviour must begin with top management. It is this group that establishes the organization’s culture and defines what will and will not be acceptable behaviour. Some companies have also started offering employees training in who t cope with  ethical dilemmas. At The Boeing Co., for example, line managers lead training sessions for other employees, and the company also has an ethics committee that reports directly to the board of directors. The training sessions involve discussions of different ethical dilemmas that employees might face and how managers might handle those dilemmas. Chemical Bank, Xerox., Corp and McDonell Douglas Corp. have also established ethics training programs for their managers.

Organizations are also going to greater lengths to formalize their ethical standards. Some, such as General Mills, Inc., Johnnson & Johnnson, have prepared guidelines that detail how employees are to treat suppliers, customers, competitors, and other constituents. Others, such as Whirlpool Corperation and Hewlett-Packard Co., have developed formal codes of ethics-written statements of the values and ethical standards that guide the firm’s actions. 

Of course, no code, guideline or training program can truly make up for the quality of an individual’s personal judgement about what is right behaviour and what is wrong behaviour in a particular situation. Such devices may prescribe what people should do, but they often fail to help people understand and live with the consequences of their choices. Making ethical choices may lead to very unpleasant outcomes-firing, rejection by colleagues, and the forfeiture of monetary gain, to name a few. The manager at Beech-Nut who alerted authorities to the apple juice deception eventually resigned because others thought he was a traitor to the organization. Thus mangers must be prepared to confront their own conscience and weigh the options available when making difficult ethical decisions.

2.2 Social Responsibility and Organizations

As we have seen, individuals have ethics. Organizations themselves do not have ethics, but they do relate to their environment in ways that often involve ethical dilemmas and decisions. Social responsibility is the set of obligations an organization has to protect and enhance the society in which it functions. The sections that follow trace historical and contemporary views of social responsibility, identify organizational constituencies, and describe the type of approaches an organization might take toward the social or environmental consequences of its practices.

Historical Views of Social Responsibility

Views of social responsibility held by organizations, the government, and the public at large have changed dramatically over the last hundred years, In particular , there have been three critical turning points in the evolution of social responsibility. The first, called the entrepreneurial era, occurred in the United States during the late 1800s. The so-called Captains of Industry, including John D. Rockefeller, Cornelious Vanderbilit, J.P. Morgan, and Andrew Carnegie, were amassing fortunes and building empires in industries including oil, railroads, banking, and steel. Before their time, virtually all businesses were small, so these men were truly the first executives to control power to control power and wield influence at a national level. Unfortunately, they often chose to abuse their power though such practices as labour lockouts, discriminatory pricing policies, kickbacks, blackmail, and tax evasion. Eventually, outcries form public officials forced the government to outlaw some business practice and restrict others. These laws were important in that they defined a relationship among business, the government, and society and indicated for the first time that business, the government, and society and indicated for the first time that business had a role to play in society beyond the pure maximization of profit

Subtle changes in view toward social responsibility continued throughout the early part of the century, but the next turning point did not occur until the Depression era of the 1903s. By this time, large organizations had come to truly dominate the U.S. economy, and many people criticized them for irresponsible financial practices that led to the stock market crash of 1929. As a part of Franklin Roosevelt’s New Deal, the government passed several more laws to protect investors and smaller business, and the Securities and Exchange Commission was created in 1934 to regulate the sales of securities and curb unfair stock market practices. As outgrowth of these and other actions, the social responsibility of organizations was more clearly delineated. In particular, the new governmental actions insisted that organizations take an active role in promoting the general welfare of the American public

The third major turning point in social responsibility came during the social era of the 1960s.  This period of U.S. history was characterized by the war in Vietnam in particular energized the public to examine the nation’s values, priorities, and goals. Government once again took a closer look at organizational practices. Tighter restrictions on pollution, consumer warnings on products such as cigarettes and flammable children’s clothing and increased regulation of many other industries all grew from concerns raised during this period. This growing trend toward social responsibility raises two important questions: exactly to whom is business responsible, and who in an organization is ultimately accountable for the organization’s practices? We address these questions in the next section.

Area of Social Responsibility

Organization may exercise social responsibility toward their constituents toward the natural environment, and toward the general social welfare social entities closer to the organization will have a clearer and more immediate stake in what the organization does, whereas those further removed will have a more ambiguous and longer-term stake in the organization and its practices 

Organizational Constituents
We described the task environment of organizations as those individuals, groups, of organizational directly affect a particular organization but are not part of the organization. Another view of that same network is in terms of organisational constituents, of those people and organizations who are directly affected by the practices of an organization and that have a stake in its performance. 

The interest of people who own and invest in an organization will be affected by virtually anything the firm does. If the firm’s managers are caught committing criminal acts or violating acceptable ethical standards, the resulting bad press and public outcry will likely hurt the organization’s profits and stock prices.. Organizations also have a responsibility to their creditors. If poor social performance hurts an organization’s abilities to repay its debts, those creditors and their employees will also suffer.

A firm that engages in socially irresponsible practices toward some of its constituents is asking for trouble. For example, managers at Allegheny International Inc. spent a half million dollars to buy a lavish Pittsburgh home in which to entertain clients. It maintained a fleet of five corporate jets so that its managers could travel anywhere at any time. While entertaining and travel are normal parts of doing business. Allegheny went too far. The company also made large loans to employees at a 2 percent interest rate. Nepotism in hiring was rampant. A close analysis of Allegheny’s performance during this period suggested that it spent too much on executive perquisites, that conflicts of interest clouded executive judgment, that improper accounting methods were employed, that managers withheld information from shareholders, and that the board of directors inadequately monitored top management. Consequently, other constituents such as investors (who received lower dividends),the government (which was eventually forced to deal higher with Allegheny’s improprieties) and employees (who might have been paid higher wages under other circumstances) all were affected.

On the other hand, consider the case of Levi Strauss. The company gives 2.4 percent of its pretax earnings to social causes treat suppliers with dignity and respect, plays an active role in important trade associations, has had no major ethical scandals, is respected by its competitors, maintain good relations with government regulatory agencies, and contributes to college and university scholarship programs. This record suggests that managers at Levi Strauss are doing an excellent job of maintaining good relations with the firm’s constituents

Not all organizations can do as well as Levi Strauss in attending to constituents, but most make an effort take a socially responsible stance toward three main groups, customers, employees and investors. Land’s End, Inc., a mail order firm, is a good example of a company that has profited from good customer relations. Its operators are trained to be completely informed about company policies and products, to avoid pushing customers into buying unwanted merchandise to listen to complaints, and to treat customers with respect. As a result, the company’s sales have been increasing 20 percent each year. Organizations that are socially responsible in their dealings with employees treat workers fairly, make them a part of the team, and respect their dignity and basic human needs. Organization such as 3M Company and Golden West Financial Corp. go to great lengths to find, hire train, and promote qualified minorities.

To maintain a socially responsible stance toward investors, managers should follow proper accounting procedures, provide appropriate information to shareholders about the financial performance of the firm, and manage the organization to protect shareholder rights and investment. Insider trading, illegal stock manipulation, and withholding financial data are examples of recent wrongdoings attributed to many different businesses. The former chairman of Ashland Oil,Inc., for  example, was accused of selling  important Ashland documents to Iran to manipulate the supply and price of oil for personal gain.

The Neutral Environment
A second critical area of social responsibility relates to the natural environment. Not long ago, many organizations indiscriminately dumped sewage, waste products from production, and trash into streams and rivers, into the air, and on vacant land. Now, however, many different laws regulate the disposal of waste materials. In many instances, companies themselves have become more socially responsible in their release of pollutants. Consequently, most forms of air and water pollution have decreased, although three is still widespread ocean dumping of sewage sludge. Still, much remains to be done. Companies need to develop economically feasible ways to avoid contributing to acid rain and global warning; to avoid depleting the ozone laver; and to develop alternative  methods of handling sewage, hazardous wastes, and ordinary garbage. 

The Procter & Gamble Co. for example, is an industry leader in using recycled materials for containers, and Hyatt Corp. has a new company help recycle waste products from its hotels.

Companies also need t develop safety policies that cut down on accidents with potentially disastrous environmental results. When one of Ashland Oil’s storage tanks ruptured, spilling more than 500,000 gallons of diesel fuel into Pennsylvania’s Monongahela River, the company moved quickly to clean up the spill but was still indicted for violating U.S. environmental laws. After the Exxon oil tanker Valdez spilled millions of gallons of oil off the cost f Alska, it adopted new and more stringent procedures to keep another disaster from happening.

General Social Welfare
Some people believe that in addition to treating constituents and the environment responsibly, business organizations also should promote the general welfare of society. Examples include making contributions to charities, philanthropic organizations, and not-for –profit foundations and associations; supporting museums, symphonies, and public radio and television; and taking a role in improving public health and education. Some people also believe that organizations should act to correct, or at least not contribute to, the political inequities that exist in the world. A well-publicized expression of this viewpoint in the late 1980s was the argument that U.S. business should end their operations in South Africa to protest that nation’s policies of apartheid. Companies like Eastman Kodak and IBM responded t these concerns by selling their operations in South Africa.

TABLE 4.2 Arguments For and Against Social Responsibility

	Arguments For Social Responsibility
	Arguments Against Social Responsibility

	Business creates problems and 

should therefore help solve them.
	The purpose of business in American society is to generate profit for owners 



	Corporations are citizens in our society
	Involvement in social programs gives business too much power

	Business often has the resources necessary to solve problems
	There are potential for conflicts of interests

	Business is a partner in our society, along with the government and the general population
	Business lacks the expertise to manage social programs


On the surface, there would seem t be little disagreement about the need for organizations to socially responsible. In truth, though, there are several convincing arguments used by those who oppose these wider interpretations of social responsibility. Some of the more salient arguments on both sides of this contemporary debate are summarized in Table 4.2 and further explained in the following sections.

Arguments Against
Some people, including the famous economist Milton Friedman, argue that widening the interpretation of social responsibility will undermine the U.S. economy by detracting from the basic mission of business: to earn profits for owners. For example, money that Chevron Corporation or General Electric Co. contributes to social causes or charities is money that could otherwise be distributed to owners as a dividend. An other objection to deepening the social responsibility of businesses points out that corporations already wield enormous power and that pushing them to be more active in social programs gives them even more power.

Other arguments against social responsibility focus on the potential for conflict of interest. Suppose, for example, that one manager is in charge of deciding which local social program of charity will receive a large grant from her business. The local civic opera company ( a not-for-profit organization that relies on contributions for its existence) might  offer her front-row tickets for the upcoming season in exchange for her support. If opera is her favourite form of music, she might be tempted to direct the money toward the local company, when it might actually be needed more in other areas.

Finally, critics argue that organizations lack the expertise to understand how to asses and make decisions about worthy social programs. Beyond the conflict of interest example just noted, how can a company truly know which cause of program is most deserving o fits support? People who ask these questions also see and alarming trend on the part of organizations to tie products to social causes. This practice began in 1983 when American Express Company pledged to donate one cent to the Statue of Liberty restoration project each time one of its credit cards was used. More recently MCI Communications Corp. has begun to contribute a share of its long distance telephone profits to a reforestation program, and several other rims have employed similar promotional activities. Critics of this practice fear that it will enable companies to exert too much influence over the charitable causes with which they become associated and that charities will begin to functions merely as marketing agents to help the firms sell their products.

Arguments For
People  who argue in favour of social responsibility claim that because  organization create many of the problems that need to be addressed, such as air and water pollution and resource depletion, they should play a major role in solving them. They also argue that because corporations are legally defined entities with most of the same privileges as private citizens, businesses should not try to a void their obligations as citizens. Advocates of social responsibility point out that while governmental organizations have stretched their budgets to the limit, many large businesses often have surplus revenues that could potentially be used to help solve social problems. For example, IBM routinely donates surplus computers to schools.

While each other arguments just summarized are distinct justifications for socially responsible behaviours on the part of organizations, another basic reason for social responsibility is profit itself. For example, organizations that make clear and visible contributions to society can achieve enhanced reputations and garner greater market share for their products. While claims such as those made by Mobil (as described in the beginning of this chapter) can haunt company if they are exaggerated or untrue, they can also work to the benefit of both the organization and society I the advertised benefits are true and accurate. For example, during MCI’s advertising campaign for its contributions to reforestation, the firm’s spokesperson acknowledges that the firm was doing it to get more business. But she went on to argue that was okay because everybody could win: the consumer would get a food product for a competitive price; the firm would increase its profits, and the natural environment would get more trees,

2.3 Organizational Approaches to Social Responsibility

As we have seen, some people advocate a larger social role for organizations and others argue that the role is already too large. Not surprisingly, organizations themselves adopt a wide range of positions on social responsibility. As Figure 4.4 illustrates, the four stances that an organizations cant take concerning their obligations to society fall along a continuum ranging from the lowest to the highest degree of socially responsible practices

Social Obstruction
The few organizations that take what might be called a social obstruction approach to social responsibility usually do as little as possible to solve social or environmental problems. When they cross the ethical or legal line that separates acceptable form unacceptable practices, their typical response is to deny cover up their actions. We noted earlier
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FIGURE 4.4 : Approaches to Social Responsibility

Beech-Nut’s attempt to hide the truth about its apple juice additives. Ashland Oil also has an unfortunate history of alleged social wrongdoing followed by less-than-model responses. For example, Ashland was found guilty of rigging bids with other contractors to charge higher prices for highway work in Tennessee and North Carolina. It was also recently charged with wrongfully firing tow employees because they refused to cover-up illegal payments that the company made.

Social Obligation
One step removed form social obstruction is social obligation, whereby the organisation will do everything that is required of it legally but nothing more. This approach is most consistent with the arguments used against social responsibility just described. Managers in organizations that take a social obligations approach insist that their job is to generate profits. For example, such a firm would install higher –quality equipment even though it might limit pollution further. Tobacco companies such as Phillip Morris Incorporated take this position regarding their international marketing efforts. In the United States, they are legally required to include warnings to smokers on their products and to limit their advertising to prescribed media. Domestically they follow these rules to the letter of the law but use stronger marketing methods in countries that have no such rules. In many African countries, for example, cigarettes are heavily promoted, contain higher levels of tar and nicotine than  those sold in the United States, and carry few or no health warning labels.

Social Response
A firm that adopts the social response approach meets its legal and ethical requirements but will also go beyond these requirements in selected cases. Such firms voluntarily agree to participate in social programs, but solicitors have to convince the organization that they are worthy of their support. Both Exxon and IBM, for example, will match contributions made by their employees to selected charitable causes. And many organizations will respond to request for donations to Little League, Girl Scouts of the United States of America, and so forth. The point, though, is that someone has to knock on the door and ask –the organizations do not proactively seek such  avenues for contributing.

Social Contribution
The highest degree of social responsibility that a firm can exhibit is the social contribution approach. Firms that adopt this approach take to heart the arguments in favour of social responsibility. They view themselves as citizens in a society and proactively seek opportunities to contribute. An excellent example of a social contribution is the Ronald McDonald House program undertaken by Macdonald’s Corp. houses, located close to major medical centres, can be used by families for minimal cost while their sick children are receiving medical treatment nearby. Sears, Roebuck and Co. offers fellowships that support promising young performers while they continue to develop their talents. These and related activities and programs exceed the social response approach-they indicate a sincere and potent commitment to improving the general social welfare in this country. “The Global View” summarizes how many international businesses are also adopting a social contribution approach.

Remember that these categories are not discrete but merely define stages along a continuum of approach. Organizations do not always fit neatly into one category. The Ronald McDonald House program has been widely applauded, for example, but McDonald’s also came under fire a few years ago for allegedly misleading consumers about the nutritional value of its obstruction approach in the cases we cited, many individual employees and managers at both firms have no doubt made substantial contributions to society in a number of different ways.

2.4 MANAGING SOCIAL RESPONSIBILITY

The demands for social responsibility placed on contemporary organizations by an increasingly sophisticated and educated public are probably stronger than ever. As we have seen there are pitfalls for manager who fail to adhere to high ethical standards and for companies that try to circumvent their legal obligations. Organizations therefore need to fashion an approach to social responsibility the way they develop any other business strategy. That is, they should view social responsibility as a major challenge that requires careful planning, decision-making, consideration, and evaluation. They may accomplish this through both formal and informal dimensions of managing social responsibility.

Formal Organizational Dimensions

Some dimensions of managing social responsibility are a formal and planned activity on the part of the organizations. Formal organizational dimensions that can help manage social responsibility are legal compliance, ethical compliance, and philanthropic giving

Legal Compliance 
Legal compliance is the extent to which the organization conforms to local, state, federal, and international laws. The task of managing legal compliance is generally assigned to the appropriate functional managers. For example, the organization’s top human resource executive is generally responsible for ensuring compliance with regulations concerning recruiting, selection, pay, and so forth. Likewise, the top finance executive generally oversees compliance with securities and banking regulations. The organization’s legal department is also likely to contribute to this efforts by providing general oversight and answering queries from managers about the appropriate interpretation of laws and regulations.

Ethical Compliance
Ethical compliance is the extent to which the members of the organizations follow basic ethical  (and legal) standards of behaviour. we noted earlier that organizations have stated doing more in  this area-providing  training in ethics and developing guidelines and codes of conduct, for example . These activities serve as vehicles for enhancing ethical compliance. Many organizations also establish formal ethics committees, which may be asked to review proposals for new projects, help evaluate new hiring strategies, or assess a new environmental protections plan. They might also serve as a peer review panel to evaluate alleged ethical misconduct by an employee.

Philanthropic Giving   Finally, philanthropic giving is the awarding of funds or other gifts to charities or other social programs. Dayton-Hudson Corp. routinely gives 5 percent of its taxable income t charity and social programs. Unfortunately, in this age of cutbacks, many corporations have had to limit their charitable gifts over the past several years as they continue to trim their own budgets. For example, Atlantic Richfield Co. ‘s corporate giving deceased from $37 million in 1983 to #11.4 million in 1987. Firms that do engage in philanthropic giving usually have a committee of top executives who review request for grants and decide how much and to whom money will be allocated.


Informal Organisational Dimensions

In additions to these formal dimensions for managing social responsibility there are also informal ones. Two of the more effective ways to clarify the organization’s approach are to provide appropriate leadership and culture and to allow for whistle blowing.

Organisation Leadership and Culture
Leadership practices and organization culture can go a long way toward defining the social responsibility stance an organization and its members will adopt. For example, Johnson & Johnson executives for years provided a consistent message to employees that customers, employees, communities where the company did business, and shareholders were all important-and primarily in that order. Thus when packages of poisoned Tylenol showed up on store shelves in the 1980s, Johnson & Johnson employees didn’t need to wait for orders from headquarters to know what do : they immediately pulled all the packages from shelves before any other customers could buy them. By contrast, the message sent to Beech-Nut employees by the actions of their top managers communicates much less regard for social responsibility.

Whistle Blowing 
Whistle blowing is the disclosure by an employee of illegal or unethical conduct on the part of others within the organization. How an organization responds to this practice often indicates its stance toward social responsibility. Whistle blowers may have to proceed through a number of channels to be heard and may even get fired for their efforts. Many organizations, however, welcome their contributions. A person who observes questionable behaviour typically reports in incidents to his or her boss at first. If nothing is done, the whistle blower may then inform higher-level managers or an ethics committee if one exists. Eventually, the person may have to go to a regulatory agency or even the media to be heard. For example, the apple juice scandal at  Beech-Nut started with a whistle blower. A manager in the firm’s R & D department began to suspect that its apple juice was not “ 100% pure.” His boss, however, was unsympathetic, and when the manager went to the president of the company, he too turned a deaf ear. Finally, the manager took his message to the media, which publicized the incident, eventually leading to a criminal investigation.

Evaluating Social Responsibility

Any organization that is serious about social responsibility must ensure that its efforts are producing the desired benefits. Essentially this requires applying the concept of control to social responsibility. Many organizations now require current and new employees to read their guidelines or code of ethics and then sign a statement agreeing to abide by it. An organization should also evaluate how it responds to instances of questionable legal or ethical conduct. Does it follow up immediately? Does it punish those involved? Or does it use delay and cover-up tactics? Answer to these questions can help an organization form a picture of its approach to social responsibility.

Additionally, some organizations occasionally conduct corporate social audits. A corporate social audit is formal and thorough analysis of the effectiveness of the firm’s social performance. The audit is usually conducted by a task force of key managers from within the firm. It requires that the organization clearly define all its social goals, analyse the resources devoted to each goal, determine how well the various goals are being achieved, and make recommendations about which areas need additional attention. Unfortunately, such audits are not conducted very often because they are expensive and time consuming. Indeed, most organizations probably could do much more to evaluate the extent of their social responsibility that they do.
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