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12.0 Objective

Objectives of this lesson are :–

• To identify various social and ethical issues which come before managers.

• To identify the theoretical framework of social responsibility of managers and the

way this can be made operational.

• To identify business and professional ethics and the way organisations can adopt

ethical practices.

• To understand corporate governance as applicable to present-day business

organisations.
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14.1 Introduction

Any organisation, in order to service and achieve success, must have a set of beliefs

on which it premises its policies and action.

Winners stand firm on values but compromise on petty things.

Losers stand firm on petty things but compromise on values.

Shiv Khera, management consultant

Present-day managers are increasingly concerned about the social and ethical issues

that they and their organisations are facing. This is happening throughout the world and India

is no exception. Managers manage organisations which exist within a given society. Since a

society is a broader framework within which organisations operate, there are many social

issues which impinge on the operation of organisations. Such issues have to be taken care

of by managers specially when our society is pluralistic with the existence of many interest

groups. The most important social issue that managers, particulary in business organisations,

must take into account is social responsibility of managers. Therefore, the analysis of social

responsibility of managers and issues and problems involved therein is worthwhile for

identifying their role in this respect.

14.2 Social Responsibility of Managers

Social responsibility (SR) of managers particularly in business organisations has, of

late, been one of the most talked about and widely supported subjects. Traditionally business's

basic objective has been defined in terms of profit maximisation. The first break came in the

1930s when the view was advanced and accepted that managers of large companies must

make decisions which maintain an equitable balance among the shareholders, employees,

customers, suppliers and general public. Managers were considered trustees for these

interests. Such a view was later developed as the social responsibility.

The phrase social responsibility is widely used in the literature of sociology,

anthropology, economics, politics and business management. However, conceptually as well

as in practice, this has been a volatile, vague and confused area. Conceptually, people are

not very clear what is the exact meaning of SR and what they are expected to do under this.

From conceptual point of view, SR has been defined by Davis as follows:

"Social responsibilities refer to the businessman's decisions and actions taken to

reasons at least partially beyond the firm's direct economic or technical interest."

This is a broad definition of SR and prescribes actions not related to the interests of

the organisation. Still broader view has been suggested by Andrews when he says that:

" By social responsibility, we mean the intelligent and objective concern for the welfare

of society that restrains individual and corporate behaviour from ultimately destructive activities,
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no matter how immediately profitable, and leads in the direction of positive contributions to

human betterment, variously as the latter may be defined."

Both of these definitions prescribe some actions by managers for the betterment of

the society but do not prescribe the actions precisely. Therefore, most business managers

prefer work other than SR because these words to them connote a fixed obligation. They

prefer such synonyms as social concern, social programmes, social challenge, social

commitment, or concern with public problems. However, the term SR has been widely

recognised and its operational definition may be as follows:

Social responsibility contends that management is responsible to the organisation

itself and to all the interest groups with which it interacts. Other interest groups such as workers,

customers, creditors, suppliers, government, and society in general are placed essentially

equal with shareholders.

On the basis of this definition, following features of SR can be identified:

1. The SR contains three types of behaviour — positive, neutral and negative. The

negative and neutral aspects of behaviour are as important as positive.

2. Every person in the society has a social obligation to fulfil. However, the emphasis

is on social responsibility of management as a group because it is in a position

to use the resources of the society in the way it likes. Therefore, it must be

conscious about its SR.

3. SR involves fulfilling obligations to various parties concerned with the functioning

of an organisaiton. Some of these parties are concerned directly. Others may be

concerned indirectly.

4. The standards fixed for fulfilling obligations to various parties are to be decided

according to social norms and expectations. Therefore, these obligations may

vary from society to society.

The Interest Groups :

SR requires the identification of various interest groups which may affect the functioning

of a business organisation and may also be affected by its functioning. Normally various

groups associated with a business organisation are shareholders, workers, customers,

creditors, suppliers, government and society in general. The management owes responsibility

towards all these groups. Therefore, management should show a standardised norm of

behaviour. However, the standard norm of behaviour may not be behaviour in respect of

fulfilling obligations to various interest groups. Various norms have been suggested through

seminars and conferences in our country and our attempt is to present an integrated view.

Shareholders :

The first responsibility of management is to protect the interest of shareholders.  The

interests of majority of shareholders and large minority of shareholders are generally well
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protected through either direct participation in the management actions or they have real

power to intervene, if necessary. However, large number of minority shareholders are not in

such a position. Therefore, management is expected to use the resources provided by them

effectively and to protect their interests. They should be informed about the functioning of the

organisations adequately and timely. Though the provisions of the Companies Act provide

safeguard to the investment made by shareholders, whether minority or otherwise,

management can find loopholes in these. Therefore, management has a responsibility to

provide proper safeguard to the money invested by shareholders.

Workers :

Workers have direct interest in an organisation because by working there, they satisfy
their needs. The traditional economic concept of organisational functioning does not give
workers their proper share in the distribution of income. The owners and managers have too
much power under the economic state of affairs. Thus, it is the management's responsibility
to protect the interest of workers in the organisation. This can be done by the management in
the following ways:

1. Management should treat workers as another wheel of the cart.

2. Management should develop administrative process in such a way that promotes
cooperative endeavour between employers and employees.

3. The management should adopt a progressive labour policy based on recognition
of genuine trade union rights — participation of workers in management, creating
a sense of belongingness, improving their working and living conditions.

4. Management should pay fair and reasonable wages and other financial benefits
to workers.

Customers :

A customer may broadly be defined as a person who has a favourable impression of
a company and its products and services. Thus, a person may be categorised as customer
even though he may not have committed the act of buying; he may be only a potential customer.
Management owes a primar y obligation to give a fair deal to customers. This can be done in
the following ways:

1. Customers should be charged a fair and reasonable price.

2. The supply of goods and services should be of uniform standard and of reasonable
quality.

3. The distribution of goods and services should be widespread so that customers
do not face any problem in procuring them.

4. Management should not indulge in profiteering, hoarding, or creating an artificial
scarcity.

5. Management should not mislead the customers by false, misleading and

exaggerated advertisements.
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Creditors, Suppliers and Others :

Creditors, suppliers and other groups affect the organisation in various ways. Therefore,

management is responsible to fulfil its obligations to them. This can be done in the following

ways:

1. Management should create healthy and cooperative inter-business relationship

between   different businesses.

2. Management should provide accurate and relevant information to creditors and

suppliers.

3. Payments of price of materials, interest on borrowings, other charges should be

prompt.

Government :

Government is very closely related with the business system of the country. It provides

various facilities for the development of business. No doubt, government exercise controls

over business, but these controls are meant for overall development of business. Management

can discharge its obligation to government in the following ways:

1. Management should be law-abiding citizen.

2. Management should pay taxes and other dues fully, timely and honestly.

3. It should not corrupt public servants and democratic process.

4. It should not buy political favour by any means.

Society :

Organisations exist within a social system and get facilities from the system . Therefore,

they owe obligations to the society as a whole. It is the obligation of management to protect

the interest of society because management process goes a long way in determining the life

in the society. In this context, management should behave in the following ways:

1. Management should maintain fair business policies and practices.

2. It should set up socially desirable standards of living and avoid ostentation and

wasteful expenditure.

3. It should play a proper role in civic affairs.

4. It should provide and promote general amenities and help in creating better living

conditions in general.

5. It should set example for others about how development programmes can be

taken for the benefits of the society.
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14.3 Why Social Responsibility of Business?

"Why should business be concerned about social responsibilities" is a question that

has attracted the attention of many thinkers, both from academics as well as from practitioners.

There have been arguments and counterarguments in favour of and against social responsbility

of business and its role as an objective of business, it is worthwhile to present briefly the

arguments against and for it that have surfaced over time. It should be pointed out, however,

that each argument for and against social responsibility assumes a certain understanding of

the concept that may vary.

Arguments against Social Responsibility :

The core of arguments against business's assumption of any responsibilities other

than to produce goods and services efficiently and to make as much money as possible is

that business is an economic institution and economic values should be the sole determinant

of its performance. The manager of a business is an employee of owners of business and is

responsible only to owners. In this context, arguments against social responsibility of business

run on the following lines:

1. Contrary to Basic Functions of Business

Milton Friedman, a widely respected economist, holds the classical view that the only

responsibility of business is to earn profit. He says:

"There is one and only one responsibility of business — to use its resources and

engage in activities designed to increase its profit so long, as it stays within the rules of the

game, which is to say, engages in open and free competition, without deception or fraud.

Few trends could so thoroughly undermine the very traditions of our free society as the

acceptance by corporate officials of a social responsibility other than to make as much money

for their stockholders as possible. This is fundamentally subversive doctrine".

The basic contention of Friedman is that social responsibility is contrary to basic

business functions. The basic argument is that if price of a product in the market does not

truly reflect the relative costs of producing it, but includes costs for social action, the allocative

mechanism of the market price is distorted. Either the customer pays a price greater than

that necessary to call the goods into market or the firm’s product-mix provides less consumer

satisfaction. Moreover, the doctrine of social responsibility means acceptance of the socialist

view that political mechanisms rather than market mechanisms are the appropriate ways to

allocate scarce resources to alternative uses.

Another basis of suggesting social responsibility against the basic business function

is that as a manager moves further away from the simple rule of profit maximisation that

guides his actions into the social and political realm, he has no guides to help him know what

social responsibility he should take in the public interest. Furthermore, the, business should

not try to determine what is public interest because the economic system is not a playground
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on which businessmen may exercise their peculiar preferences. Closely associated with this

argument is the view that businessmen have no special skills to deal with social matters.

Henderson observes that “the spectacle of otherwise sophisticated people going on bended

knees to companies and pleading with them to have the kind of conscience and moral

responsibilities only rarely found in individuals is nothing less than laughable.”

2. Domination of Business Values

Business should not be socially responsible otherwise business values will dominate

the social values. Harold Leavitt, the famous psychologist, holds the view that:

“The danger is that all these things (social aspects of business functioning) will turn the

corporation into twentieth-century equivalent of the medieval Church. The corporation would

eventually invest itself with all-embracing duties, obligations and finally powers—ministering

the whole man and moulding him and society in the image of the corporation’s narrow ambitions

and its essentially unsocial needs.”

His fear is true because in the past, the results were not so good when the values of a

society were dominated by one major institution, whether it was the church, the military,

business or something else.

3. Inefficiency in the System

There is no substitute for the power of self-interest to get people to act. Any replacement

of altruism for self-interest will, therefore, be fatal to the efficiency of the system. The rigour of

the market mechanism will place in jeopardy the competitive position of that system which

adds to its costs by assuming responsibilities. Therefore, managers should manage only in

the interests of the shareholders, and shareholders should be put in a position to decide how

their property will be used. In this context, Heyne asserts that:

“Taken seriously, the doctrine of social responsibility fosters megalomania in its

adherence. It places upon the businessman’s conscience intolerable burdens that tempt him

continually to arrogance and pharisaism.”

Arguments for Social Responsibility :

‘Though there is no one core idea in the argument that business has social responsibility,

there are several ideas about social responsibility of the business, Over the period of time,

the things have changed too much giving new thoughts and replacing the classical view of

business’s objectives. These arguments run in the following directions:

1. Business

A Part of the Society: Business organisations are creatures of society and must respond

to social demands. A business operates within a set of cultural norms and restraints. These

are certainly not only economic but also legal, political, social and technical. They are powerful

and business should know instinctively that as they change, they must be incorporated in the

decision-making process. There is another point in this. Since business is a subsystem of
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society, its functioning should contribute to the welfare of the system as a whole and not only

to the subsystem. Therefore, organisational decisions should be made in a way which not

only provide welfare to the organisation but also to other subsystems of the society so that

total welfare of the system is maximum. When a particular subsystem becomes more powerful

and efficient, other subsystems look for the support from it. This is true for business also. For

example, Steiner comments that:

“The managers of the biggest companies know that as a business gets larger, the

public takes more interest in it because it has a greater impact on the community. The

antennae of these managers are tuned to public opinion and they react to it. They seek to

maintain a proper image of their company in the public mind. This leads to the assumption of

greater social responsibilities.”

2. Avoidance of Government Regulations

When business is unable to fulfil its social roles, it invites more government intervention

in the business system. Therefore, in order to avoid government regulation of business, it is

preferable to go for social responsibility programmes. In any case, government regulation is

costlier than the cost of social responsibility programmes. Government regulation cuts flexibility

and freedom of doing business, concentrates power in government which may be against the

basic features of the free and democratic country. For example, G.L. Mehta has observed

that:

“Business cannot remain a small oasis of influence in a vast desert of poverty.

Increasingly those who are deprived of opportunity for lack neither of skill nor of willingness to

work, will look upon the existing social order with hostility.”

Such hostility may break the present social system and hence may jeopardise the

economic objective of the business.

3. Long-run Self-interest of Business

Discharge of social responsibility ensures long-run self-interest of business. It is

possible that at the initial stage, the cost of discharging social responsibility may be high but

in the long run, the business can do better by creating better public image among the various

interest groups. In fact, many managers have realised that taking welfare measures for workers

have paid rich dividends to the business in the form of improved productivity.

“It is in the enlightened self-interest of corporations to promote the public welfare in a

positive way. Indeed, the corporate interest broadly defined by management can support

involvement in helping to solve virtually any social problem, because people who have good

environment, education and opportunity make better employees, customers and neighbours

for business than those who are poor, ignorant and oppressed.”

4. Traditional Values

In any country, economic growth is not possible without the active co-operation of

people. People cannot be enthused to participate for development unless they have a
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reasonable assurance that they will share the fruits of growth. Thus, the urge for social justice

is widespread and universally accepted. The need for our society is to convert this urge into

a programme of action which would be in tune with our culture and way of life. Our way of life

can be well described by the following verse (translated from Sanskrit) which teachers and

the taught used to chant every day before starting their studies in the Ashram. The verse

reads as “May we prosper together and enjoy our prosperity in common. Let our exploits be

joint adventures. May our studies be full of light. May we not quarrel each other. Let there be

peace, peace, peace.” Similarly, the first verse of Ishavashya Upnishad describes that “All

that exists in this universe is the abode of the Almighty. Therefore, enjoy the good things in life

by sharing them with others. Do not covet the possession of others.” These traditional thoughts

hold good today to guide the economic activities of the country. From this point of view, business

can do better if it is concerned with social aspects of life of people in the country.

The arguments of those who argue that business organisations have nothing to do

with social responsibility except the maximisation of shareholders’ wealth are weak on two

points. First, they overstate the trend and ultimate magnitude of business’s voluntary

assumption of social responsibility. Second, they want business organisations to do something

they cannot do and that is to ignore societal demands on them. In fact, no business can

survive for long in total disregard to its social concern. Many forces will come in its way to

destroy it. Therefore, even if business is involved in making profit, it is done through the

creation of utility to the social needs. Better these social needs are served, better will be the

prospect of its survival and progress. Even in Western countries, where economic activities

are comparatively free from controls, it has been accepted that profit is not the sole criterion

for measuring the success of a business organisation. For example, Day has observed that:

“As a statement of purpose, maximising of profit is not only unsatisfying: it is not even

accurate. A more realistic statement has to be more complicated. The corporation is a creation

of society whose purpose is the production and distribution of needed goods and services to

profit of society and itself. Each element of that statement is needed if the whole is to be

accurate; you cannot drop one element without doing violence to the facts.”

The proponents of social responsibility say that society is not substituting one set of

expectations for another. Rather it is broadening the standards by means of which corporate

performance is to be judged. The old concept of profit maximisation has vanished and even

economists have accepted it. They have substituted profit maximisation with satisfactory

profit. Today, business decision-making is a mixture of altruism, self-interest and good

citizenship. Managers do take actions which are in the social interest even though there is a

cost involved and the connection with long-range profit is quite remote. Therefore, the

responsibilities of a business can be presented as follows:
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Mistaken view of business responsibility

Economic
concerns

Social
concerns

Economic
concerns

Mutual
concerns

Social
concerns

Realistic view of business responsibility

Usually people misinterpret the concept of business objective and view the social

responsibility as a focus which detracts from or is counter to the profit making. This is not the

case at all. Economic concerns and social concerns need not be viewed as opposite ends of

a continuum. Although there may be some clearly distinct economic versus social concerns,

there is a rather broad area in which economic and social concerns are consistent with one

another. It is corporate activities that fall into this overlapped area that provide the more realistic

view of social responsibility. Therefore, the issue is not whether business has social

responsibility; it has. The fundamental issue is to identify this responsibility in general and for

individual company in particular.

14.4 Making Social Responsibility Operational

Once the managers accept that they are socially responsible, the basic question comes:

which social programmes their organisation should take, how much to do, and how to inject

the social view into the organisation’s decision-making process. Once they settle these

questions, they can perform better on the front of their social responsibility. Given below are

some guidelines for making the concept of social responsibility operational in business.

1. Commitment from Top Management : There should be commitment from

management for programmes of social responsibility. In any organisation, top

management generally decides the broad course of action, including the SR

programmes. Top management must accept the idea of SR, if the organisation is to

become seriously concerned about social programmes on an organisation-wide basis.

Once top management commits, however, the implementation of the social point of

view is by no means simple or automatic. For most organisations, the transition from

top management social concern to institutionalisation of social programmes takes

place step by step and on the basis of a number of different methods. For example,

top management can persuade others to follow SR; it can make it compulsory to follow
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SR” a committee of managers can be constituted to look after the SR programmes;

even persons concerned with social programmes can be taken on the board of the

organisation. Such things can promote the operation of SR programmes.

2. Formulating SR Policies: An organisation operates on the basis of a set of

established policies, procedures, customs, precedents, values and managerial styles.

Policies can be developed to undertake SR programmes. Such policies can be

formulated in general as well as in various functional areas. For example, general

policy may relate to the type of programmes that can be undertaken by the organisation.

Similarly the organisation may emphasise how it will perform its various functions so

that it fulfils its social obligations. Some examples of the policy in functional areas may

be: not to advertise the product in a way which is unethical or attracts innocent people;

products in the organisation’s line of product will not be injurious to users; research

and development will be oriented to produce products which are non-pollutants, and

so on.

3. Institutionalisation of SR in Decision-Making Process: Once a SR policy is

developed, its implementation becomes a part of the day-to-day routine in decision-

making process throughout the organisation. Managers consider it in decision-making

without continuous surveillance of higher level managers. It is always not necessary

that some specific programmes of SR are taken by the organisation. But the SR can

reflect in all types of decisions. Decision criterion in this respect will not be purely

profit-oriented but its orientation about how it affects organisation’s social concerns.

4. Performance Measurement System: Managers respond well when specific goals

are set for their performance and when their rewards are determined by how well they

perform in meeting these goals. If managers are to be made responsible for social

programmes to meet new expectations and are expected to inject the point of view in

their decision-making process, they should be evaluated accordingly. However, this

presents a problem. The new measurement may not be as quantitative as the old

measurement based on profit performance which is mostly quantitative. Therefore,

some qualitative aspects have also to be measured. Measurement may be in terms of

different activities so that a manager can know how well he has performed on various

activities.

14.5 Operation of SR in Indian Organisations

Operation of SR in Indian organisations presents a mixed picture. There are certain

organisations which are quite conscious about their social roles. They have contributed a lot

for the uplift of the society and internalised SR in their decision-making process. Such

organisations belong to progressive industrial groups, or professionally managed and generally

of large size. On the other hand, many business orgrnisations do not look beyond their

immediate profit objective. They try to take the fullest advantage of the economic situations
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characterised by shortages, ignorance of general public, and general sellers’ market. Similarly,

managers also ignore SR in: their day-to-day decision. Though they believe in discharging

their social obligations, they are not able to do because of unnecessary rules and controls by

the government, company policy, or unnatural competition. The picutre of a typical Indian

manager can be depicted as follows:

“His style is western, bureaucratic, affluent and aloof. He is a plutocrat in a poor country,

a high class man in a class conscious society seeking to be egalitarian. Socially and

educationally, he has hardly any links with his work force, with the trade and with the farmer.

The Indian manager seems to suffer from the social isolation of high class and a different

culture; he is not involved in social responsibilities of a citizen and he takes the political

environment for granted. This isolation is perhaps his biggest weakness and may well reduce

than enhance his future influence in a society where he has an island of the ‘haves’ in an

ocean of have-nots.”

This statement reflects the working of managers in general, though many entrepreneurs

and managers are known for their philanthropic activities. They have a genuine feeling for

social cause and such feelings have been reflected in their organisations. Though there are

numerous such companies, the following is  the example of Tata Iron and Steel Company

Limited (TISCO), one of the first companies in India to adopt the concept of SR in its

management practices. It may be mentioned that TISCO is the first company to conduct

social audit to find out the extent to which it is discharging its social obligations.

Mission and social responsibility of TISCO

The fundamental mission of TISCO (Tata Iron and Steel Company Limited) is to

strengthen India’s industrial base through increased productivity, effective utilisation of

manpower and material resources, and continued application of modern scientific managerial

methods as well as through systematic growth in keeping with national aspirations. The

company recognises that while honesty and integrity are the essential ingredients of a strong

and stable enterprise, profitability provides the main spark for economic activity. It affirms its

faith in democratic values and in the importance of success of individuals, collective, and

corporate enterprise for the economic emancipation and prosperity of the country. Guided by

its basic philosophy, the company believes in discharging its responsibility towards:

Shareholders

1. by protecting and safeguarding their investment;

2. by ensuring to them a fair return.

Employees

1. by a realistic and general understanding and acceptance of their needs and

rights and enlightened awareness of the social responsibilities of industry;
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2. by providing adequate wages, good working conditions, job security, effective

machinery for speedy redressal of grievances, and suitable opportunities for

promotion and self-development;

3. by promoting feelings of trust and loyalty through a human and purposeful

awareness of their needs and aspiration; and

4. by creating a sense of belongingness and team-spirit through their closer

association with management at various levels.

Customers

1. by products of proven quality at a fair price;

2. by fulfilling its commitments impartially and courteously in accordance with sound

and straightforward business principles; and

3. by bearing their counting confidence in its productive ability and its technical

competence to keep improving the quality of its products.

Community

1. by respecting the dignity of the individual and acting according to the ideas of

social justice;

2. by encouraging talent and promoting civic sense among members of the

community;

3. by availing of opportunities to develop the democratic qualities involved in
collective work undertaken in the interest of the community; and

4. by assuming its proper share of social responsibilities in the community in which

the company operates.

These missions of the company are directed towards making the company:

• The best company to buy from,

• A sound company to invest in,

• A good company to work for

• A reliable company to sell to,

• A leading company in the corporate field of the country.

The various points are indivisible. Together as a unit, they state the fundamental
management philosophy of the company. In order to fulfil its mission, TISCO has taken a

number of programmes. Such programmes are in the following directions.

1. The City Development : The company has developed the plant site, that is,

Jamshedpur, into a full-fledged city with adequate provisions of housing, health

and conservancy, medical services and related amenities.

2. Pollution Control: This is of very high order so that there is no pollution problem

in any part of the work place or in the city.
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3. Employer-employee Relations: These are of very high order. Workers are

given every opportunity to voice their concern through the recognised union. In

fact, the union is encouraged to take up the causes for improving employer-

employee relationships.

4. Consumers: The company has adopted the policy of fair pricing and distribution

of steel. Though there has been continuous shortage of steel, the company never

indulged in unfair trade practices. To ensure quality, the company has very rigid

quality control system.

5. Shareholders: An attempt is made to reward the shareholders suitably. The

company could not distribute dividends when there was control over this aspect

but later, the shareholders have got their due.

6. Community Development and Social Welfare Programme: To undertake

various programmes, the company has created a separate department under

the charge of Chief Social Services Manager. Various programmes under this

category include operation of community development centres, welfare of

Adivasis, youth clubs, etc.

7. Rural Development Programme. Under this category, the company has

undertaken three programmes: agricultural and crop extension, setting up of

training centres of allied vocations such as dairy, poultry farming, piggery and

goat breeding; establishment of village industries and imparting training in those

industries.

8. Obligations to Society: The company has undertaken programmes like

smallpox eradication, flood relief, drought and cyclone reliefs in Odisha, relief

work in cyclones in Andhra Pradesh, relief work during civil disturbances in Bihar

and other similar activities.

14.6 Ethical Issues in Management

Besides the social issues, ethical issues in management process are equally important

particularly in the contemporary society. Ethical issues are in the form of business ethics.

Since businesses are run by professionals, this has the form of professional ethics,

The world of business ethics is quite broad and its outer edges spread into a number

of areas in the larger sphere of business-society relationships. The social responsibility of

business, for instance, involves ethics. All individuals, whether in business or non-business

activities, are concerned with some standardised form of behaviour, commonly known as

ethics. However, business ethics are filled with abstractions and precepts very difficult to

apply with certainty to many business problems. There is a huge literature on the subject, but

there is no universally accepted definition of the word ‘ethics’. A number of writers draw a

distinction between moral (what people do) and ethics (what they think they ought to do).



Social and Ethical Dimensions of Management

[  276  ]

However, many writers use the two words synonymously. Ethics may be thought of in terms of

a mass of moral principles or sets of values about what conduct ought to be. Therefore, ethics

specify what is good or bad, right or wrong. Words frequently encountered in discussions of

ethics are true, fair, just, right, proper and so on.

Business ethics relate to the behaviour of a businessman in a business situation.

They are concerned primarily with the impacts of decisions on people, within and without the

organisation, individually and collectively in communities or other groups. They are concerned

with actions measured by ethical rules, as contrasted with strictly economic or financial rules.

Business ethical behaviour is conduct that is fair and just over and above the various rules

and regulations. It is always ethical for a businessman to obey the laws even though he may

personally believe them to be unjust or immoral. If he feels that laws are unjust, he can seek

remedy through proper procedure and not through disobedience of those.

VALUES :

Human values are the core of ethical or unethical behaviour. Values are convictions

and a framework of philosophy of an individual on the basis of which he judges what is good

or bad, desirable or undesirable, ethical or unethical.

On the basis of definition of values, we can infer its following characteristics:

1. Values are part of the culture, and culture is the complex of values, ideas, attitudes

and other meaningful symbols to shape human behaviour.

2. Values are learned over the period of time though the initial values formed at the

early stage of one’s life are more enduring.

3. Values are gratifying; when these cease to be gratifying, these are replaced by

the new ones.

4. Values are adaptive which suggest that these are subject to change over the

period of time.

14.6.1 Factors in Value Formation

Values of people have their roots in numerous aspects of contemporary society. In

particular, there are five sources of value formation in any society. These are value forming

activities of various social institutions, values of an organisation, peers and colleagues in the

organisation, work and career, and professionalisation and professional code of conduct.

Let us see how each of these affects ethical behaviour.

1. Value forming Institutions: The life and development of a society are both

based upon and produce values. Therefore, there can be various institutions in

the society which inculcate values in an individual. In particular, there are four

major institutions which provide the basic sources of values for persons and

organisations: family, school, state, and religion. Value systems are constructed

over a lifetime of experience in which the value-shaping influences of these
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institutions predominate. A key characteristic of all these basic value-forming

sources is their interrelatedness. The value fostered by each reinforces the values

of the others, and together they exert many influences on the value patterns

exhibited both by the individuals and organisations.

The basic process of value formation by these institutions is that they prescribe

what is good or bad for an individual. Good behaviour is rewarded and bad

behaviour is punished. This recurs in the daily routine of the individual and he

learns a particular behaviour which is rewarded and reinforced. Since an

organization is an agglomeration of individuals, its values are the collective values

of individuals.

2. Organisational Values: Apart from value-forming institutions of the society,

organisations, where the individuals work, also shape their values though in a

lesser degree. An organisation has its own values which are reflected in the form

of collective values of individuals who join it. However, since various organisational

processes are designed mostly by managers at comparatively higher levels,

organisational values are more in tune with the values of these managers. An

individual may subscribe those organisational values easily which match with his

own values. Where the organisational values do not match with the individual

values, he may either leave the organisation or he may adjust himself to the values

of the organisation. This happens in the form of a slow process and the individual

finds these values acceptable over the period of time. Thus, his value system

changes to conform to organisational values.

3. Peers and Colleagues : An individual gets clue of behaviour from his peers

and colleagues. He develops and applies beliefs, attitudes, and values derived

from groups of peers and colleagues with whom he is associated. An individual

in a work group tends to conform to the group’s norms as long as he values the

friendship and approval of his associates or fears the possibility that they will cut

him from rights, privileges, and benefits they can offer. In the case of values, the

individual feels an intimate involvement with a number of people, a nation, a

society, or a business organisation, or a work group. Values strengthen, protect,

and solidify a given group. and while departure from values may invoke no

immediate penalty, a sense of estrangement may follow. Therefore, the individual

tries to follow that group norm of behaviour.

4. Work and Career : Work consists of the tasks or responsibilities associated

with a particular job or position in an organisation. Essentially work is human

energy directed at the achievement of a desired end. In organisations, this work

is organised, directed, controlled, and entrusted to individuals willing to become

employees through a more or less permanent association with the organisation.

An individual’s experience over a period of time constitutes his career. Generally,
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this career is within an occupation, and in an occupational career, the individual

follows a related, progressive series of jobs, positions, or stages of development.

Work and career create special values that give unity, cohesion and meaning to

persons and groups. Therefore, each work will have its own values and persons

performing the work will follow that values. For example, in an organisation, sales

people, accountants, engineers will have different values according to their

specialities.

14.6.2 Professional Codes

Professional codes are an increasing source of ethical norms for managers in business

organisations. There are three types of codes available in an organisation. First is the so-

called company creeds or philosophies which usually cover those basic philosophies and

behaviour that govern the business. Most of the companies have such sets, either expressly

or otherwise. Sometimes these documents are prepared to build the company’s image by

showing the company’s concern for ethical behaviour in the society. Second, a code is found

in company's operational policies which set up guides to action that have an ethical content.

Such policy guidelines may be for various activities such as recruitment and selection, selling,

handling customer complaints, etc. Third, since people belong to various professions, they

are also governed by code of conduct framed by their associations. Such codes have been

devised by various professional bodies like All India Management Association, Institute of

Company Secretaries of India, Institute of Chartered Accountants of India, Institute of Cost

and Works Accountants of India, and so on. These codes are consonant with customs, mores,

beliefs, social values, public laws, and generally desirable behaviour. The enforcement of

these codes is by various sanctions such as fines or even the expulsion of deviant members.

However, in the case of management codes, such sanction is not very effective because of

lack of enforcement body and also because majority of managers are not the members of the

association. The code of conduct formulated by All India Management Association for

professional managers:

1. The Basic Code

A member of a management association affiliated to the All India Management

Association (AIMA) shall:

• try his best to organise the resources available to him with a view to optimise

their use in attaining the objectives of his organisation.

• consider the guide to good management practices conveyed by AIMA from time

to time in carrying out his tasks.

• comply with the Indian laws relating to the management of his organisation and

do his best  to  operate within the spirit of these laws.

• so order his conduct as to uphold and further the reputation of professional

management and management movement.



Social and Ethical Dimensions of Management

[  279  ]

2. Guide to Good Management Practices

A professional manager is primarily responsible to his organisation. He is thereafter
responsible to the following six stakeholders of his organisation:

(i) Investors

(ii) Employees

(iii) Suppliers

(iv) Customers

(v) Government

(vi) Community

1. As regards his ORGANISATION, A professional manager should:

• Act both with loyalty and honesty in carrying out the lawful policy and instructions
of his organisation and not undermine its image or reputation.

• Plan, establish and review objectives, tasks and organisation structures of himself
and his subordinates which are compatible with the Code and Practice of other
professionals in  the enterprise and will help to meet the enterprise's overall
objectives, and, by his own work and through leadership and coordination direct
all available effort towards the success of enterprise rather than of himself.

• Provide a working climate in which innovation and free exchange of ideas are
encouraged.

• Fully respect the confidentiality of information which comes to him in the course
of his duties, and not use confidential information for personal gain or in a manner
which may be detrimental to the organisation for which he works or has worked.

• In his contacts and dealings with other people, demonstrate his personal integrity
and humanity and when called upon to give an opinion in his professional capacity
shall, to the best of his ability, give an opinion that is objective and reliable.

2. As regards the INVESTORS in his organisation, a professional company
should:

• Ensure that surplus generated in the operations of the company is divided fairly
amongst investors, employees and for further growth opportunities.

• Ensure that the investors are given fairly accurate financial and other important
operating information periodically.

3. As regards the EMPLOYEES, a professional manager should:

• Set an example for his subordinates through his own work capability and
performance, through his leadership and taking account of the needs and

problems of his subordinates.

• Train people as appropriate under him to become qualified for higher duties,

including his own position.



Social and Ethical Dimensions of Management

[  280  ]

• Pay proper regard to the safety and well-being of the personnel for whom he is
responsible.

4. As regards the CUSTOMERs and SUPPLIERS, a professional manager should:

• Ensure that the terms of all contracts and terms of business be stated clearly and
unambiguously and honoured.

• In no circumstances supply inherently unsafe goods or services.

• Operate an organisation's policy or require one to be established, which excludes
corrupt practices, with regard to the giving or receiving of gifts or benefits and
not to tolerate any practice which could lead to commercial or other corruption.

5. As regards GOVERNMENT, a professional manager should:

• Conform to the national interest as expressed in government policy.

6. As regards the COMMUNITY, a professional manager should:

• Make the most effective use of all natural resources employed.

• Be ready to give professional assistance in community affairs.

Benefits of Professional Codes :

Professional codes serve a number of purposes by specifying behaviour that is required
for the protection and continuity of the professional group as a whole. Prescription of behaviour
serves as a clue to what type of response is expected in a given situation. Thus, various
groups associated with the functioning of a professional group are served in the following
manner.

1. Customers: Customers dealing with the organisations following some codes
may benefit as they are sure that no undesirable transactions will be conducted.
This also gives them a fair amount of confidence in dealing with the organisation
concerned. Thus, they are relieved of unnecessary anxiety.

2. Empoyees: Employees of organisation benefit by the codes because these
provide guidelines for their behaviour. They can know easily what is expected of
them. They can distinguish very easily what is ethical or unethical and can avoid
unethical behaviour. In fact, many times employees engage themselves in unethical
behaviour because they are not able to distinguish between ethical and unethical
behaviour.

3. Organisation: The organisation can derive benefits from professional codes
as it requires less control of employees' behaviour because these may serve as
regulatory measure for its members. Moreover, the codes may serve as basis
for maintaining external relations also.

4. Industry: The industry may derive benefits from professional codes as these
provide basis for fair  trade practices resulting into healthy competition among

its various constituents. This results into the growth of the industry in most socially

acceptable way.
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5. Society: The ultimate benefit of professional codes goes to society. In fact, ethical
environment of managers is a part of their social environment. The social cause
is served better if all professionals follow certain specified behaviour.

14.7 Value Systems of Indian Managers

Various researchers have attempted to identify the value systems of Indian
managers. These researchers have used Allport - Vernom - Lindzey model, Graves model,
and England's model. Besides, many of them have measured managerial values in the context
of work values. Though there are numerous studies, it is not possible to give them here.
However, their major findings are presented below:

1. Managers tend to have value orientation towards economic, theoretic, political,
social, aesthetic, and religious in that order.

2. Managerial values tend to be existential, conformistic, manipulative, sociocentric,
tribalistic, and egocentric.

3. Indian managers are more pragmatist than moralist. There are generally some
acceptable unethical practices in business. Such practices are in the form of
nepotism, bribes, gifts, personal favours, unfair competitive practices, dishonesty
in customer relations, and personal benefits.

4. In terms of work values, Indian managers tend to: (i) money orientation during
early days of their career and later shifts to matters like job satisfaction, and,
finally at the end of the career, to intangible value like status; (ii) high importance
is attached to values like loyalty and obedience; and (iii) be ambitious, though
not overwhelmingly, believe to a large extent in the fate without allowing this belief
to directly interfere in doing day-to-day working.

5. Indian managers give importance to various occupational values in the order of:
to be free from supervision, adventurous experiences/ challenges, social status
and prestige, to exercise leadership and control over others, opportunities to
work with people, chances to earn a good deal  of money, and stable and secure
future.

A significant finding of one study is that there is no difference in goal values of those
who are formally exposed to some management education programmes and those who are
not exposed to such programmes. '...... socio-psychological factors such as one's parental
background, the contents of one's expereince determined by age and nature of group role
(decision-making of their respective departments), seen to go with occupational values.' The
quality and content of our management education system have to be looked upon from this
point of view. At present, it seems that they offer more in terms of techniques rather than the

transmission of values. Perhaps, a new look may be required to approach this problem

because the education system of the country should emphasise the inculcation of certain

value systems.

Developing Corporate Values for Ethical Behaviour :
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Often there is a sweeping generalisation that, with few exceptions, Indian politicians,
bureacrats and businessmen indulge in unethical practices in their dealings. In politics, we
hear scams and scams; in bureacracy, we hear bribes and bribes; and in business, we hear
underhand dealings. Some analysis attribute this to the acceptable behaviour in a society at
a particular point of time, or justify it in terms of the rapid transition of a developing society
where social mechanisms become obsolete. However, an organisation should not go for
unethical practices on the plea that others are doing that. A better theme is that "honesty pays
in the long run". In fact, many companies have changed  their values over the period of time
from practising unethical behaviour for short-term profit to ethical behaviour for long-term
profit: many traditional practices of taking advantages of shortages have changed into
developing competitive advantages in the face of increasing competition.

Wipro does not compromise on values in its dealings. If any deal requires compromise
on integrity, the company does not do it. The business heads are expected to achieve their
targets despite lack of flexibility over the issues of integrity. Every year, the company issues
30-40 notices to employees who are suspected to being short on the integrity front, and if any
inappropriate behaviour is proved, the employee is sacked – regardless of his position.
Sometimes, such actions have led to strikes and customer inconvenience but the company
did not reconcile on the principle of integrity.

14.8 Summary

Corporate governance is a newly introduced system for managing a company in the
best interest of all its stakeholders though in the context of state administration, the concept
of governance is quite old, where it is referred to as the system of directing and controlling the
activities of a state, particularly in princely states and empires. We may find the concept of
state governance even in the writing of Kautilya.

Corporate governance is a system by which companies are directed and controlled
based on code for good corporate practices. The code for corporate governance is required
because the company laws, which prescribe how a company can be managed, only prescribe
procedural matters and the penal provisions in any offence is committed in the form of non-
conformity to these procedures. These do not prescribe good corporate management
practices. Code of corporate governance prescribe such practices.

Corporate governance has been applied in many countries and international insitutions.
Many countries have formulated code of corporate governance; India is also in the process of
formulating its own code. At the corporate level, many companies have formulated code of
corporate governance such as Tata group to be followed by all group companies. RPG group,
Reliance, etc. Some MNCs operating in India follow foreign code, e.g., ICI Limited has adopted
Anglo-Saxon Principles of Corporate Governance.

Contents of Corporate Governance Code :

A corporate governance code usually contains the following matters:

1. Constitution of Board of Directors: Constitution of board of directors, role of
non-executive directors, its meetings, key matters that must be brought before
the board, etc.
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2. Disclosure of Information: Disclosure of financial and other information in the
company's annual accounts and reports as well as periodical disclosure.

3. Management Practices: Management practices to protect the interests of
shareholders, consumers, financiers, creditors, distributors, government and
society.

Usually corporate governance code runs into many pages depending on the
contents of the code and the degree of elaboration of each content.

Code of corporate governance of Reliance Industries :

Code of corporate governance of Reliance is very widely elaborated and includes: its
commitment, board structure and practices, transparency and disclosure, corporate ethics
and business policies.

1. Commitment : Reliance is committed to achieving the highest international standards
of corporate governance, recognising that the management is accountable to all
stakeholders for good governance–including shareholders, employees, the
government and creditors. Reliance believes that its key decisions must serve
underlying goals of enhancing shareholder value over a sustained period of time, and
achieving the definite and measurable performance targets that have publicly been
set out by the company. To this end, Reliance consistently aims at ahieving increased
level of transparency, accountability and equity, in all facets of its operations.

2. Board Structure and Practices : Reliance believes that the board of directors is a
balanced one and ensures adequate representation to all stakeholders; provides the
company with the benefits of the accumulated skills, experience and wisdom of an
independent body of professionals. In addition to the matter statutorily requiring board
approval, all major decisions involving, inter alia, mobilisation of resources, new
investments and capital expenditure, acquisitions, risk management, and technology
are brought before the board for its decisions. To assist the board, various committees
are constituted like audit committee, finance committee, share transfer committee
etc.

3. Transparency and Disclosure: Reliance believes that increased transparency and
enhanced disclosure promote better corporate governance. It believes that the accounts
are prepared on the basis of the highest accounting standards and practices including
US GAAP and International Accounting Standards. The accounts are audited by the
statutorily appointed Indian auditors, and a firm of international accountants. Reliance
believes in adequate information sharing, both financial and non-financial, with all
stakeholders in terms of time and volume – quantity and quality.

4. Corporate Ethics: Reliance believes that an effective corporate governance process
transcends integrity and efficiency and encompasses all of the corporation's
relationships. It believes that any business conduct can be ethical only when it rests on
the nine core values of: honesty, integrity, respect, fairness, purposefulness, trust,
responsbility, citizenship, and caring.

In order to ensure adherence to corporate ethics and fair business practices, Reliance

has codified ethics policy and business policy. These policies are on :



Social and Ethical Dimensions of Management

[  284  ]

Code of Ethics Policy Business Policy Documents

Conflict of Interest Fair Market Practices

Payments and Gifting Inside Information

Receipt of Gifts Records and Accounting Integrity

Purchase through Suppliers External Communication

Appointment of Agents, Consultants Work Ethics

and Representatives Personal Conduct

Inside Trading Health and Safety Environment Quality

14.9 Questions for Exercise

1. What do you mean by social responsibility of managers? How can social
responsibility be made operational in an organisation?

2. "The objective function of a business is to maximise profits. It has nothing to do
with social responsibilities." Do you agree with this? Explain.

3. "Profit is a major but not the sole criterion of the success of business
organisations." Discuss this statement.

4. "In Indian organisations, the social responsibilities are more in theory than in
practice." Do you agree with this statement? Explain.

5. What do you mean by professional ethics? What are the sources through which
ethical or unethical behaviour is developed?

6. What do you mean by values? Identify some of the major values of Indian
managers.

7. What do you mean by corporate governance? What are its elements? Discuss
the governance system of an organisation with which you are familiar.
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