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Foreword

Man is essentially an imitating animal. We always imitate our leaders and heroes in their dress, in their 
values, in their actions, rather in all the facets of their activities. We fix our measure of perfection by 
watching the standards of lives of these ideals. Children’s behaviour depends upon and is controlled by 
the standards of purity and culture of their parents. Students can be disciplined only when teachers are 
well behaved. Officials cannot be kind and honest when people at the helm are corrupt. A community is 
made up of its individuals. If the individuals are perfect, the community works smoothly.

Total removal of religious texts from primary and secondary education system – under the notion 
of being secular – has compounded the problems of modern India. Moral and ethical education has been 
left totally in the hands of parents or religious institutions, which do not have uniformity and continuity 
of concept building. This is so because such discourses are not structured to provide education to devel-
oping mind of a growing child. 

Education serves two main purposes, i.e. dis-identification and self-identification. Disidentification 
is achieved through right knowledge which is gained by reasoning, discrimination and unqualified 
egoism. Here egoism can be described as the identification of self with the instruments of perception. 
Self-identification is achieved through:

• Identification with societal or organisational roles
• An awareness of our inner experiences
• Realisation of our true self
Self-realisation differs from self-actualisation. Self-realisation implies realising our inner being 

where as self-actualisation signifies the awakening and manifestation of some of our latent potentialities. 
Emphasis of modern education and training on enhancing individual personalities without the insight 
and balancing support of self-realisation proves to be counterproductive. Instead of promoting genuine 
empathy or sincere other-directedness, modern education and training tools tend to contribute towards 
manipulative and masked behaviour.

If at all self-actualisation is to be reconciled with the goals of developing harmonious and inte-
grated personality; the only safe way is to be aware of our inner self. It would require ample strength of 
character, replenished by tendencies inherited from our past customs to be able to do so. Most important 
is the development of a human being, which exerts considerable influence on all his decisions and ethical 
characteristics.

The orientation towards ethics would help in developing positive relationship with other people at 
work places and would be better equipped to deal with human emotions. It will help future decision makers 



in preventing the creation of culture of corruption at the outfits they will help run. It will help in build-
ing a culture of trust. Most of all, ethics education would provide pathways for building a caring society.

I congratulate Dr Satish Modh for addressing the subject of ethics and values in a distinctive and 
different manner. He not only talks about philosophy of ethics but also shows the way to train the mind 
and develop an integrated personality to be ethical in every walks of our life.

          Dr S.P. Kosta 
Ph.D. (Telecom. Engg.) 

Director, Charotar Institute of Technology
Former Vice-Chancellor, Jabalpur University

Former Director, Indian Space Research Organisation
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The writing part of the first edition of the book Ethical Management: Text and Cases in Business Ethics 
and Corporate Governance was completed in 2003-2004. Since then many new developments have taken 
place in this area. There has been more research on the concepts and theories in the field of business eth-
ics and corporate governance. There has been progress in some of the cases published in the first edition. 
Therefore, the second edition was overdue. 

I had redefined management using the concept of ‘Ethical Action’ given in Mimamsa, an ancient 
Indian text. Mimamsa is one of the schools of thoughts within Hinduism which gives importance to 
‘theory of Karma’. This theory says that all people in the organization, whether employees or employers 
have a ‘free will’ to act. They will act according to their ‘eligibility’ and ‘capability’ for the role they have 
in the organization. But they ‘ought’ to act within the framework of ‘karmayoga’ and act to earn merit. 
All their actions ‘ought’ to be for the welfare of the society. I defined management as “a series of ethical 
actions done by people, using technology and resources, to achieve a state of joy and happiness in the 
minds of both, producers and customers.” 

The emphasis on the word technology comes from the fact that technology today is used in business 
everywhere, easily bringing the world and all of its knowledge to seekers as fast as the click of a mouse. 
Technology gives owner/operators ample opportunity at their convenience to investigate the competition 
and ensure that they possess the products consumers’ desire. Further, a business survives on the ability 
to manage critical resources within the organization and to procure such resources from the external 
environment. When there is joy and happiness in the minds of both, producers and consumers – the all-
inclusive management process is completed. This is ethical management process.

I have introduced a new chapter on ‘Ethical Leaders’ in this new edition. We know that business 
ethics are the values instilled in a company that strengthen a firm’s foundation, integrity, and drive. A 
business leader embodies the values and principles of the organization and others in the organization 
greatly admire and seek to put into practice those values and principles. Once these values are broken, an 
individual’s or company’s reputation and integrity can both be negatively affected. Having strong ethical 
leaders will allow a company to keep a strong foundation and maintain the values that will ensure it a 
strong and sustainable life.

The word ‘corporate governance’ has become a buzzword these days because of two factors. The 
first is that after the collapse of the Soviet Union and the end of the cold War in 1990, it has become the 
conventional wisdom all over the world that market dynamics must prevail in economic matters. The 
concept of government controlling the commanding heights of the economy has been given up. This, in 
turn, has made the market the most decisive factor in settling economic issues. Keeping this in mind, I have 
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expanded the concept and theory of corporate governance in three chapters covering the basic concepts, 
corporate governance issues in India and the global practices in corporate governance.

Another major change is in the cases used for understanding the concepts of ethics, morality, busi-
ness ethics, managerial dilemma, applied ethics and corporate governance. This second edition contains 
twenty cases on these issues. There are some new cases dealing with morality and ethics which are drawn 
from ancient texts of India e.g. Hitopdesha, Ramayan and Mahabharata. Some cases have been updated 
due to some new developments or due to decisions of the courts.

Fortunately for me or unfortunately for the nation there have been many new incidence of unethi-
cal behavior reported in media over the last 8-10 years. They have helped me in building cases to clear the 
concepts of ethics and morality but they have caused huge losses to the country’s reputation and finances. 
I have included some new cases which include The Telecom Muddle, Radia Tapes, the infamous Satyam 
case, Rajat Gupta case and issues dealing with clinical trials in India. I am sure the students and the teach-
ers alike would learn many lessons in ethics and morality while discussing these cases.

Further, in last few years many Indian universities have started the course in business ethics and 
corporate governance. This edition takes care of the syllabus of most of the universities on the subject.

Finally, business schools and professional colleges play an important role in shaping the ethical 
behavior of future business leaders. In today’s breaking news environment, where there is one scandal 
every day and one scam surfacing before the dust settles on the current one, peoples’ confidence in coun-
try’s business environment is very low. This 2nd edition of the book is a small step intended to develop 
ethical managerial cadre and future leadership by building awareness and understanding of the concepts, 
and issues pertaining to ethics, morality and corporate governance using resources from ancient texts, 
scriptures, modern research and decisions of the courts of India.

I repeat again from the first edition, what Kalidasa, the great Sanskrit poet said:
Aaparitoshaad Vidushaam Na Saadhu Manye Prayoga Vigyanam
‘Unless and until the experts are satisfied, I will not consider this endeavour of mine valuable.’

March, 2014 Satish Modh
Mumbai
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Mary Parker Follet defined management as the art of getting things done. This is a most value-free defi-
nition where there is no obligation on the part of manager or the worker to be ethical. To a larger extent 
even there is no obligation on business to give customers what s/he desires as long as the business can 
make more profit. Apparently, no one took notice as business organizations are focussed on economic 
value addition and everyone is trying to delight the customer to increase market penetration.

But in this view there is no consideration of ethics except due to social pressures. The outcome 
of such an approach is there for everyone to see. We have institutionalized corruption on a global scale. 
There is manipulation of accounts, fudging of economic and financial data and increasing dissatisfac-
tion in the society. In the ultimate analysis we must accept that organisational values always derive from 
individual values. That is where the importance of instilling basic values in the individual becomes vital.

An attempt has been made in this book to explore the philosophy of values and its application to 
management. Moving away from the definition of management as getting things done, I have defined 
management as “a series of ethical actions done by people, using technology and resources, to achieve a 
state of joy and happiness in the minds of both, producers and consumers”

The book is divided into three sections – Ethical Value, Value-based management and Ethical busi-
ness. The primary concept developed here is that authentic and productive behaviour of people can be 
founded only on such principles and theories, which are in consonance with human nature at the deepest 
and universal level. The fourth section presents 19 cases on ethical values, applied ethics and corporate 
governance to train the mind on making a value judgement.

This book progresses from individual ethics to managerial and organizational ethics to address 
issues of ethical behaviour, ethical conduct, applied ethics and social responsibility. As Dr S.P. Kosta, 
Former Director of Indian Space Research Organization, in his foreword of the book says, “The orienta-
tion towards ethics would help in developing positive relationship with other people at work places and 
would be better equipped to deal with human emotions. The book will help future decision makers in 
preventing the creation of culture of corruption at the outfit they will help run.”

Satish Modh

Preface to the 
First Edition
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Why should we study Ethical Management?
It is often said that hard work will lead to success. Indeed, this theory of reward being commensu-

rate with effort has been an enduring belief and a moral imperative in our society. This thought is central 
to our self-image as people, where a chance is available to anyone with ability who has the gumption and 
persistence.

This notion, nowadays carries less conviction because business people, and our society as a whole 
as little patience with those, who even though work hard, but are not successful. In the end it is success 
that matters. Men and women in the organizations no longer see success as necessarily connected to hard 
work. What becomes of the morality of the organization – everyday rules that people play by - when there 
are no fixed or plausible explanations or objective standards of excellence? What rules would people ap-
ply to interact with one another when they feel that, instead of ability, talent and dedicated service to an 
organization, politics, adroit talk, luck, connection, and self-promotion are the real sorters of people into 
sheep and goats?

We need to ask a question. Are management and professional institutes imparting good and proper 
professional and managerial values to their students? 

The purpose of education is to initiate and stabilise new and functional attitudes and values in 
individuals for mutual co-operation and understanding so that they learn and respect society’s values 
and act accordingly. Educational institutes have a vital role in imparting ethical and social values in the 
young mind. Though the subject of ethics has a global appeal, every culture has some unique features, 
which need to be embedded in such education.

Students, when they join any organisation, are influenced by new organisational settings. It is clear 
that if the values are not imparted and shaped by the institute – prevailing environments will shape them. 
It is the moral burden of institutes to shape the student’s attitude. The process of evolution of an individual 
from being a student to grow upto a professional—it consists of:

1. Inner directed thinking – to evaluate and balance himself in the working environment.
2. Decision-making – day-to-day problem solving and outward projection.
3. Implementing – based on inner evaluation and day to day experiences he projects an outward 

personality.
There are hundreds of professional institutions, which produce thousands of graduates every year. 

Most of the curricula in professional and management institutes attempt to address the middle part to 
give a student the knowledge to pursue a particular profession. These institutions concentrate the bulk of 
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their efforts on curricular and grading system, ignoring the ethical development of their students. Absence 
of such education could probably be the reason why malpractices and wrong conduct have become such 
an accepted part of every day life. 

Professional medical colleges, law colleges, engineering and management institutions have special 
obligations to develop the ethical and moral understanding essential for conduct of students in their re-
spective fields. But let alone universities, even primary and secondary schools have so far not made any 
attempt to teach ethics to their students.

Professional students need to be told what they and their organisation would become when they 
follow the path of ethical action. They need to be told about the fruits of unethical action. Their own 
mental frameworks will direct students but they would be steered by a good idea of what, they believe, 
to be right by itself.

Some people may argue that one cannot learn to be ethical in college or university classrooms. 
Some professors and pedagogues feel that they are not psychiatrists or ethicists. Their job is simply to 
teach people to think straight and to provide them with the best available knowledge and tools for doing 
so. They must understand that ethics education is not only about character building but it also attempts 
to share knowledge, build skills and develop minds for ethical behaviour. A background of ethics educa-
tion assists future decision-makers in business and profession when facing a decision with a major ethical 
component attached to it.

But this sceptical outlook over whether ethics can be taught and learned in classrooms is misplaced. 
In India, the classrooms have been used since ages to teach what is right and what is wrong along with 
imparting knowledge and skills to their students. There have been aberration in this; may be since last 
couple of centuries when a western education system was thrust on its people. 

Some of the colleges and universities in India have recognised the need for ethics education and 
have introduced courses as a part of their education programme. Some institutes have even opened busi-
ness ethics research centres. This shows the interest of academic community in the subject. 

Ethics is philosophy in action. Ethics can be described, as that branch of philosophy, which is 
concerned with what, is good or bad, right or wrong. From time to time an ancient philosophy needs re-
emphasise in the context of new times to apply the ancient laws in our present life effectively. 

The book is unique in its attempt to build a framework of ethical behavior based on Indian concep-
tion of values as detailed in Mimamsa, Gita and other ancient Indian texts. The book is by and large based 
on syllabus of MMS course of University of Mumbai on “Ethics in Business” and “Corporate Governance” 
which are compulsory subjects in fourth semester. The book is based on my experience in teaching this 
subject to score of students over a long period. I am sure this book will fill a void and help professional 
students understand the subject in its proper perspective.

The text part of the book is divided into three sections. These sections develop the subject of Ethics 
and Values from philosophical level to practical approaches. Section I is called ‘Ethical Value’ and deals 
with the theory of values as opposed to theory of knowledge, merit in doing ethical action, beliefs, reli-
giousness, socio-economic values and cultural values. The section also delves into the nature of human 
mind, its tendencies and temperaments in order to understand the basic construct of ethical behaviour. 

Section II is titled ‘Value-Based Management’. Value based management thought looks at the concept 
of management differently. I have given a new definition of management in this section. The traditional 
definition of “management is getting things done” or “Management is a function of ……” views manage-
ment in a value-free perspective and is without any obligation to do the morally good. In this section I 
have defined management as “a series of ethical actions done by people, using technology and resources, 
to achieve a state of joy and happiness in the minds of both, producers and customers.” This section also 
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deals with ethical decision-making, organizational values, organizational ethics and need for a corporate 
code of ethics. This section also elaborates advantages of being ethical. 

Section III is called ‘Ethical Business’ and discusses concepts and approaches of study of business 
ethics, the Indian business scene and prevailing ethical crisis in India. Some of the important issues specific 
to Indian business, which are covered in the book, are: Ethical issues in marketing, financial manipulation 
and irregularities, use of corporate power, corporate social responsibility and environmental concerns. 

Corporate governance has become a buzzword these days. Section III also deals with issues of 
Corporate Governance in India. This section gives in detail recommendations of Confederation of Indian 
Industry on Corporate Governance and the code of conduct and ethics for Public Sector Undertakings 
as conceived by N. Vittal.

This book specially contains 19 cases on ethical issues, applied ethics and corporate governance 
with a view to generate stirring debates in the classroom environment. They appear in the last section IV 
under the heading “Making a Value Judgment”. Most of the recent cases in business have been covered e.g. 
Napster case, Harshad Mehta Story, Issues in Genome Research, Satyendra Dubey Case and Corporate 
Governance Cases involving UTI, Tata Finance and others. (The cases are written for academic purpose 
only and are based on reports in the print and electronic media. Author has no intention to cause any harm 
to reputations of firms or people involved.)

Hope this book would be of great help to students of Business Ethics and Corporate Governance 
in addition to general readers, interested in the subject. While presenting this book the author is humbly 
repeating what Kalidasa, the great Sanskrit poet said:

Aaparitoshaad Vidushaam Na Saadhu Manye Prayoga Vigyanam
‘Unless and until the experts are satisfied, I will not consider this endeavor of mine valuable.’

Introduction  xxi





UGEVKQPUGEVKQP

I
Oqtcn"Xcnwgu"cpf"Gvjkeu

M01_Ethical Management_C01.indd   1M01_Ethical Management_C01.indd   1 5/22/2013   2:48:11 PM5/22/2013   2:48:11 PM



M01_Ethical Management_C01.indd   2M01_Ethical Management_C01.indd   2 5/22/2013   2:48:13 PM5/22/2013   2:48:13 PM



1
EJCRVGTEJCRVGT The Theory 

of Values

Th e theory of values aff ects everyone’s life. All religions and most philosophical movements have been concerned 
with it to some degree. Th e theory of values encompasses a range of approaches to understanding how, why, and 
to what degree people value things – whether the thing is a person, idea, object, or anything else. According to 
Schroeder (2012), the term ‘value theory’ is used in at least three diff erent ways in philo sophy. In its broadest 
sense, ‘value theory’ is a catch-all label used to encompass all branches of moral philosophy, social and political 
philosophy, aesthetics, and sometimes feminist philosophy, and the philosophy of religion – whatever areas of 
philosophy are deemed to encompass some ‘evaluative’ aspect. In its narrowest sense, ‘value theory’ is used for a 
relatively narrow area of normative ethical theory, particularly, but not exclusively, of concern to consequential-
ists. In this narrow sense, ‘value theory’ is roughly synonymous with ‘axiology’. Axiology can be thought of as 
primarily concerned with classifying what things are good, and how good they are.

Th e theory of values may literally defi ne ‘good’ and ‘bad’ for a community or society. Th e theory of value 
asks, ‘What sorts of things are good?’ Or, ‘What does “good” mean?’ Or, if we have to give the most general 
grasp of description of good things, then what would that description be? Th eory of values is, arguably, the 
most important area of philosophy.

Th e sense of ‘good’ we are talking about is about the same in meaning as another word, namely, ‘valuable’. 
So we are talking about what is good in the sense of what is valuable. And when we ask, ‘What things are 
good?’ we can be understood to mean, ‘What things are valuable?’ But even this is a little misleading, because 
we are not talking about just monetary value. Your health and your happiness are valuable in a broad sense of 
that word, even though you might be able to place a monetary value on your health or your happiness. Health 
and happiness are worthwhile or desirable – these are two more words that mean very roughly what we are 
talking about by ‘good’ and ‘valuable’ here. So what is really worthwhile? What is really desirable? Th at is the 
big question we are trying to answer.

For example, one of the most infl uential applications of a theory of value is as a political economy, which 
sets relative valuations and determines which means of protection will be applied for a whole society. Ongoing 
debate on fi xing the prices of petrol, diesel and kerosene is the best example. When governments decide that 

Learning Objectives

• This chapter deals with the meaning of the term ‘value’ and explains comprehensive view of 
values. The chapter explains – ‘What sorts of things are good?’ Or, ‘What does “good” mean?’ The 
chapter also explains the Indian philosophy of values. Clear distinction is made between logical 
value, ethical value, absolute value, and aesthetic value. An exhaustive list of universal human 
values is given at the end of the chapter.

• The purpose of this chapter is to build a ground for developing a theory of value-based manage-
ment and an ethical business.
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4 �  Ethical Management

kerosene is the fuel for the poor, they provide subsidies on its price. However, when they decide what is bad 
and to be discouraged, e.g., smoking, they pass laws to restrain smoking in public places, enforce these laws, 
increase taxes, and air advertisements to that eff ect on television.

VALUE – ITS MEANING
According to Braian Hall (1994), ‘Values are the ideals that give signifi cance to our lives that are refl ected 
through the priorities that we choose, and that we act on consistently and repeatedly.’ Why are values impor-
tant? Simply because an idea, or an ideal larger than oneself, for the common good is just good business. And 
producing and maintaining a value-based environment can have lasting positive consequences for the self as 
well as for everyone else.

Th e Sanskrit word for value, ‘ishta’, means the object of liking, and the term value may, therefore, be 
defi ned as ‘that which is desired’. It has reality only in its fulfi lment, and needs therefore, to be actualised 
before it can truly become a value. Th is is the reason why we characterise it as the ‘satisfaction of desire’ or 
‘the achievement of ends’. Th e opposite of value, i.e., ‘disvalue’, is taken as ‘that which is shunned or avoided’.

An object of fi nal interest may not usually exist at a given moment, but has to be brought into being by 
deliberate eff ort. Value is a ‘to be’ which is ‘not yet’. Since values are of the future, the question of their present 
existence does not arise. Unlike facts, they are not given. But we have another question about them – whether 
they are feasible or possible to achieve.

It is necessary to understand what a ‘fact’, is before we explain the signifi cance of the term ‘value’.

Facts
Th e object known directly or indirectly to us is a ‘fact’. It need not signify a present existence – it may be what 
existed in the past or what may exist in the future. It is not even necessary that it should be a matter of cer-
tainty. It is enough if it appears, for the moment, to be so. All that is required is that it should not be known 
at the time to be unreal.

Knowledge of facts may be enough by itself to satisfy our theoretical curiosity; but in everyday life it leads, 
as a rule, to action whose aim is a positive one of securing something we like, or a negative one of avoiding 
something we dislike. Either way, knowledge lights up the path of action for us, which we pursue to satisfy 
our desires. It is this satisfaction of desires or the achievement of ends, as a result of knowing facts that is to 
be understood by the term value.

If facts are apprehended, values are realised. It is only their ability of being realised , or on the supposition 
that they are so, that we call them values. Th us, facts and values are closely interconnected with each other.

Values can be seen either as attributes of people or attributes of objects.

Objective Value
Values can be perceived as attribute of objects. A person, based on his expectations of the object, values these 
objects. People have likes and dislikes and they project them upon outside objects which in themselves, are 
valueless. Seen in this light, career growth is an objective value. What is one’s attitude towards this object are 
the individual’s values. One thing is, therefore, as good or as bad as another is, and consequently there is no 
standard of value, other than individual tastes.

Subjective Value
Values are subjective in the sense that they are entirely dependent upon the changing opinion of the valuing 
agent. Th is view that there are no objective values has a direct consequence on the welfare and progress of 
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humanity. Some values are subjective and are purely psychologically conditioned. But not all of them are so. 
Th e appeal of some universal values is as much to others as it is to any particular individual. What is subjec-
tive about these values is merely the response by the individual to this sense of universal obligation, and not 
the value itself.

Realisation of Value
Th e cognition of a fact leads to the realisation of value, arousing a desire for it. Th at is, the cognition of fact 
suggests the idea of some value, which through awakening a desire, leads in due course to its realisation 
(Kanada: Vaiseshika Sutras, 1923). Value is always associated with a feeling of pleasure, happiness, and is 
appreciated by us and therefore, we seek it. Th us, value is grounded in feeling.

Th ere is an idea of value which, being tinged with a feeling of pleasure arouses a desire for it; and that 
desire, by prompting an appropriate activity, culminates in the realisation of the value. Hence, all the three 
aspect of the mind – cognition, feeling, and will – are involved in the process of value realisation, and they 
operate in succession.

It is not always the end result (ishta), which is termed a value. Th e means to achieve the end results are 
also described as values. Th e end results are ‘intrinsic’ values. Th e means are called ‘instrumental’ values. 
Th us, there are two kinds of values – instrumental values and intrinsic values.

Intrinsic and Instrumental Value
Something is intrinsically good if it is good all by itself, valuable in and of itself, worthwhile for its own sake. 
An intrinsically good thing, even if it does not help you get anything else that is good, is still worth having 
for itself.

Th e central question philosophers have been interested in, is that of what is of intrinsic value, which is 
taken to contrast with instrumental value. Paradigmatically, money is supposed to be good, but not intrinsi-
cally good: it is supposed to be good because it leads to other good things: like a luxury SUV car and a house 
at Malabar Hill in Mumbai. Th ese things, in turn, may only be good for what they lead to.

Something is instrumentally good if it is good for something else; it is good as a means of getting or having 
something else that is good, e.g., a keyboard, or a TV. A keyboard is good only because it is literally an instru-
ment that can be used to key in data: that is what a keyboard is good for. If there were no computers, or anything 
else that you could use a keyboard to do, then a keyboard would be worthless. It would not be good for anything; 
so it would not be instrumentally good. A TV is another example of something that is instrumentally good. Th e 
only thing that makes a TV valuable is that you can turn it on and watch programmes that you like. Th e TV by 
itself is worthless; the reason for it being a good and valuable thing, is that it lets you watch the stuff . So keyboard 
and TV, and just about all the stuff  we surround ourselves with at home, are all instrumentally good.

As an example, wealth is an instrumental value, while the fulfi lment of any of our life’s needs to which it 
leads, is an intrinsic one. But they are interchangeable and the distinction is fl uid, depending on the attitude 
of the valuing subject.

A COPMERHENSIVE VIEW OF VALUES
One of the biggest and most important questions about value is the matter of its relation to the deontic – to cat-
egories like right, reason, rational, just, and ought (Schroeder, 2012). Teleological theories are about right action, 
or about what one ought to do. But they are committed to claims about value, because they appeal to evaluative 
facts, in order to explain what is right and wrong, and what we ought to do – deontic facts. Th e most obvious 
consequence of these theories is that evaluative facts must not then be explained in terms of deontic facts.
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Teleological Theories
Teleological theories seek to account for deontic categories in terms of evaluative ones. Teleology has implica-
tions about value but is not itself a theory primarily about value, but rather about what is right.

Classical Consequentialism
Th e most familiar teleological theory is that of classical consequentialism. According to classical consequen-
tialism, every agent ought always to do whatever action, out of all the actions available to him/her at that time, 
is the one such that if he/she did it, things would be best.

Universalisable Egoism
Universalisable egoism is another teleological theory. According to universalisable egoism, each agent ought 
always to do whatever action has the feature that, of all available alternatives, it is the one such that, were 
he/she to do it, things would be best for him/her. Rather than asking agents to maximise the good, egoism asks 
agents to maximise what is good for them.

Classical Natural Law
Classical natural law theories are teleological, in the sense that they seek to explain what we ought to do in 
terms of what is good, but they do so in a very diff erent way from consequentialism and egoism. According to 
an example of such a natural law theory, there are a variety of natural values, each of which calls for a certain 
kind of distinctive response or respect, and agents ought always to act in ways that respond to the values with 
that kind of respect.

Fi tting Attitudes
In contrast to teleological theories, fi tting attitude theories aspire to account for evaluative categories – like 
good simpliciter, good for, and attributive good – in terms of the deontic. Fitting attitudes are theories about 
the nature of value.

Th e basic idea behind all kinds of fi tting attitudes account is that ‘good’ is closely linked to ‘desirable’. If 
being good is just being desirable, then goodness can itself be accounted for in terms of the deontic. And that 
is the basic idea behind fi tting attitudes accounts.

The Wrong Kind of Reason
Th e Wrong Kind of Reasons problem arises from the observation that intuitively, some factors can aff ect what 
you ought to desire without aff ecting what is good. It may be true that if we make something better, then other 
things being equal, you ought to desire it more. But we can also create incentives for you to desire it, without 
making it any better.

For example, you might be off ered a substantial fi nancial reward for desiring something bad. It can aff ect 
what you ought to desire. Th e ‘Wrong Kind of Reasons’ problem gives you reasons to desire the thing that is 
bad, they are reasons of the wrong kind. At least three diff erent strategies have been developed for solving ‘the 
wrong kind of reason’ problem (Schroeder, 2012):

 1. Th e fi rst is to deny that external incentives like those that create the problem can actually aff ect what 
you ought to desire, at all – or put in terms of reasons, to deny that reasons of the ‘wrong kind’ are really 
reasons to desire at all.
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 2. According to a second approach, fi tting attitudes accounts should not appeal to the notion of ‘ought’ or 
‘reason’ at all, but rather to some other deontic concept, for which we would not be able to reconstruct the 
problem.

 3. According to a third approach, the problem should ultimately be addressed by being more careful about 
the question of who the fi tting attitudes account says ought to, or has a reason to, have the requisite desire, 
or about what explains this reason.

Independent of the prospects for any particular solution, however, fi tting attitudes theorists can appeal to 
arguments for optimism that this problem must have some solution (Scanlon, 1998; Sidgwick, 1907). Aft er all, 
the basic idea behind the fi tting attitudes approach is that ‘good’ is like ‘desirable’. But it is highly plausible that 
‘desirable’ means something like ‘fi ttingly or correctly desired’ – aft er all, desirability is a normative, and not a 
merely descriptive, characteristic, and it has something to do with desire. So there must be some deontic cat-
egory that we can compose with ‘desire’, ‘admire’, and ‘detest’ in order to yield notions like that of the desirable, 
the admirable, and the detestable, without fear of reasons of the wrong kind. Whatever that deontic category 
is, it will do for the Fitting Attitudes analysis of ‘good’.

A gent-relative Value
Th e most central, in-principle problem for classical consequentialism is the possibility of what are called 
agent-centred constraints. It has long been a traditional objection against utilitarian theories that because they 
place no intrinsic disvalue on wrong actions like murder, they yield the prediction that if you have a choice 
between murdering and allowing two people to die, it is clear that you should murder. Aft er all, other things 
being equal, the situation is stacked 2-to-1 – there are two deaths on one side, but only one death on the other, 
and each death is equally bad.

Consequentialists who hold that killing of innocents is intrinsically bad can avoid this prediction. As long 
as a murder is at least twice as bad as an ordinary death not by murder, consequentialists can explain why you 
ought not to murder, even in order to prevent two deaths. So, there is no in-principle problem for consequen-
tialism posed by this sort of example; whether it is an issue for a given consequentialist depends on his/her 
axiology: on what he/she thinks is intrinsically bad, and how bad he/she thinks it is.

But the problem is very closely related to a genuine quandary for consequentialism. What if you could 
prevent two murders by murdering? Postulating an intrinsic disvalue to murders does nothing to account for 
the intuition that you still ought not to murder, even in this case. But most people fi nd it pre-theoretically nat-
ural to assume that even if you should murder in order to prevent thousands of murders, you should not do it 
in order to prevent just two. Th e constraint against murdering, on this natural intuition, goes beyond the idea 
that murders are bad. It requires that the badness of your own murders aff ects what you should do more than 
it aff ects what others should do in order to prevent you from murdering. Th at is why it is called ‘agent-centred’.

Th e problem with agent-centred constraints is that there seems to be no single natural way of evaluat-
ing outcomes that yields all the right predictions. For each agent, there is some way of evaluating outcomes 
that yields the right predictions about what he/she ought to do, but these rankings treat that agent’s murders 
as contributing more to the badness of outcomes than other agents’ murders. So as a result, an incompatible 
ranking of outcomes appears to be required in order to yield the right predictions about what some other 
agent ought to do – namely, one that rates his murders as contributing more to the badness of outcomes than 
the fi rst agent’s murders. (Oddie and Milne, 1991; Wedgwood, 2009)

As a result of this observation, philosophers have postulated an entity called agent-relative value. Th e 
idea of agent-relative value is that if the better than relation is relativised to agents, then outcomes in which 
p murders can be worse-relative-to p than outcomes in which q murders, even though outcomes in which q 
murders are worse-relative-to q than outcomes in which p murders. Th ese contrasting rankings of these two 

M01_Ethical Management_C01.indd   7M01_Ethical Management_C01.indd   7 5/22/2013   2:48:14 PM5/22/2013   2:48:14 PM



8 �  Ethical Management

kinds of outcomes are not incompatible, because each is relativised to a diff erent agent – the former to p, and 
the latter to q.

Th e idea of agent-relative value is attractive to teleologists, because it allows a view that is very similar in 
structure to classical consequentialism to account for constraints. According to this view, sometimes called 
Agent-Relative Teleology or Agent-Centred Consequentialism, each agent ought always to do what will bring 
about the results that are best-relative-to him/her. Such a view can easily accommodate an agent-centred 
constraint not to murder, on the assumption that each agent’s murders are suffi  ciently worse-relative-to his/
her than other agent’s murders are.

In fact, it is highly controversial whether there even exists such a thing as agent-relative value in the fi rst 
place because common sense dictates that you ought not to murder, even in order to prevent yourself from 
murdering twice in the future. One of the motivations for thinking that there must be such a thing as agent-
relative value comes from proponents of Fitting Attitudes accounts of value, and goes like this: ‘if the good is 
what ought to be desired, then there will be two kinds of good. What ought to be desired by everyone will be 
the “agent-neutral” good, and what ought to be desired by some particular person will be the good relative to 
that person.’

Th is idea can be found in Sidgwick (1907) and Ewing (1947), and it has won over a number of contempo-
rary proponents. Whether it is right will be revealed not only on whether fi tting attitudes accounts turn out to 
be correct, but on what role the answer to the questions, ‘who ought?’ or ‘whose reasons?’ plays in the shape of 
an adequate fi tting attitudes account. All of these issues remain unresolved (Schroeder, 2012). Th e questions 
of whether there is such a thing as agent-relative value, and if so, what role it might play in an agent-centred 
variant on classical consequentialism, are at the heart of the debate between consequentialists and deontolo-
gists; and over the fundamental question of the relative priority of the evaluative versus the deontic.

INDIAN CONCEPTION OF VALUES
Since the time of Descartes (Smith, 1957) and Locke (1960), the theory of knowledge has got more impor-
tance than the theory of values, which has resulted into the total divorce of philosophy from life. In fact, the 
theory of knowledge is just one part of the theory of values, called Logical Value. Logical values deal with 
preliminaries relating to knowledge in general. Th ese preliminaries are either psychological or logical, accord-
ing to their concern with the nature of knowledge as a fact of mental life or with its validity as pointing to an 
object beyond itself.

Indian philosophy presents a comprehensive understanding of values. M Hiriyanna, addressing a gather-
ing of scholars at the Bhandarkar Oriental Research Institute, Pune (1937), expressed, ‘Th e subject of value 
is a very complicated one....I have for long felt that Indian Philosophy is essentially a philosophy of values.’ 
In his book Indian Conception of Values, he gives an idea of the values of life as conceived in ancient India 
(M Hiriyanna, 1975). He describes values of four types:

 1. Logical values (true value)
 2. Ethical values (good value)
 3. Absolute value (ultimate value)
 4. Aesthetic value

Logical Value
Logic is both a science of proof and a science of discovery. All knowledge prompts the knower to act in accor-
dance with it. In the absence of a motive, knowledge will not have any practical outcome, but it does not follow 
that its logical quality is not questioned.

M01_Ethical Management_C01.indd   8M01_Ethical Management_C01.indd   8 5/22/2013   2:48:14 PM5/22/2013   2:48:14 PM



The Theory of Values �  9

What are the forms or ways of knowing that we accept as valid, i.e., revealing the world, as it is, to us? For 
instance, if we hear people say that there is a ghost on the tree, should we accept the knowledge, we thereby 
get, as valid? Hearing a rumour cannot be accepted as valid means of knowledge.

Th e cognitive value of knowledge is determined by the given objective situation and by the laws of logic 
or, in other words, by the nature of reality and the nature of the cognitive mind. Knowledge does not derive 
its validity from its success as an instrument of action. Practical activity is not constitutive of truth, but is only 
a consequence of it.

Six means of knowledge reveal the existence and nature of things hitherto unknown to us, but dealing 
with everyday truth (Raju, 1985; Montague, 1925). Th ese six valid means of knowing are:

 1. Perception
 2. Inference
 3. Comparison
 4. Postulation
 5. Non-cognition
 6. Word or language

Perception
Perception is a direct knowledge of objects through senses and mind. It is external and internal. Th e senses 
come into contact with the objects and then with the mind. Knowledge arises as consciousness when the mind 
and the Self come into contact. Otherwise, the Self, by nature, is unconscious. Internal objects like pains and 
pleasures are known by mind coming directly into contact with them without the aid of senses, and those 
coming in contact with the Self.

Perception is of two kinds – determinate and indeterminate. Indeterminate perception is like the perception 
of children or the deaf and the dumb. When the child sees an elephant for the fi rst time, it sees an object; but it 
does not recognise that the object comes under the class of elephant or that it is called an elephant. It is the per-
ception of both the individual and the universal without any distinction. Th e relation between the two is identity 
in diff erence, but the diff erence is not perceived in indeterminate perception. It is due to distinction drawn or 
introduced when the object is perceived again and the child remembers the impressions of the fi rst perception 
and knows the similarity between the two. When we see the object for the fi rst time, memory is not involved.

Determinate perception is the perception of the object as belonging to a class and as determined by the 
universal. Th is perception involves memory of the object seen in the past and the distinction between the 
individual and the universal.

Inference
Th e theory of inference is nearly the same as that of Aristotle’s syllogism. For all Indian logicians in general, 
the major premise has to be accompanied by an example. Th e mention of the example is considered to be 
necessary for showing that the major premise is actually based upon an actual instance. Th e major premise, 
which is a universal proposition, can be shown to be a true indication and not a fanciful combination of uni-
versals. One may argue:

All businessmen are corrupt;
A is a businessman;
Th erefore, A is corrupt.

Th e universal relationship generally accepted between the middle and major terms is that between cause and 
eff ect, whole and part, substance and quality, and class and individual or sub-class.
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Comparison
Comparison is not the deliberating process of comparing two objects but the spontaneous cognitive process 
that could be called the observing of similarity. When an American sees a water buff alo for the fi rst time, he 
observes immediately, without any eff ort, a similarity that makes him remember the bison; it is not a volun-
tary or involuntary memory of the bison that makes him observe the similarity. Otherwise, when he sees the 
buff alo, why does he remember the bison, but not his house or any other object in America? Out of all objects, 
he remembers the bison, because the observed similarity brings it up out of his past experience. Yet, similarity 
is not an object of ordinary perception process, for what is perceived by the senses is the buff alo. Similarity is 
not an object of inference even because there is no syllogism. Th e cognition of similarity is, therefore, a special 
kind of cognitive process and shows that mind has a spontaneous capacity to observe similarities.

Postulation
Postulation is the positioning of something for making any unit of cognition self-complete. We accept a fact in 
principle for explaining an undeniable fact that, otherwise, cannot be explained. Newton, for instance, accepted 
the law of gravitation as the explanation for why the apple falls to the ground and does not fl y upwards.

Our understanding of a situation remains incomplete without accepting the truth of something unseen. 
Th en that something is the object of postulation, which is a spontaneous cognitive process of mind. Of course, 
this spontaneous process may later on be elaborated into a conceptual form or structure.

Postulation is diff erent from inference. Th ere is no major premise in postulation. We postulate something 
when there is confl ict between two accepted facts, (e.g., a fat person on a fast for a long time without losing 
weight claiming that he does not eat at all. If he does not eat at all, he cannot be fat) or, when we do not fi nd 
the reason for an event, like the postulation of gravitation, of magnetic force, of the burning power of fi re, etc.

Postulation is of two kinds:

 1. Postulation to explain something seen: What is postulated is either perceivable or unperceivable, e.g., the 
postulation of a force in a magnet to explain why it attracts iron.

 2. Postulation of a meaning for making words intelligible, e.g., ‘He is a lion on the battlefi eld’. In this instance, 
this man does not become an animal, but he is understood to be as fearless and ferocious as a lion.

Knowledge by postulation is the knowledge of everything necessary to complete the intelligibility of a 
fact, or a situation, or the universe itself.

Non-cognition
Non-cognition, also called non-comprehension, is not mere absence of knowledge or awareness, but the cog-
nition of the absence or negation of an object. Otherwise, the baby, who is ignorant of many things, has to 
be said to be aware of the absence of those things. But there is no awareness of the absence of those things in 
the baby. Th us, non-cognising is the way by which we cognise absence. For example, one may be aware of the 
absence of a pen on the table.

Non-cognition is the non-functioning of every other way of knowing, but is itself a new way of knowing.

Word or Language
Th is way of knowledge is also called verbal knowledge or knowledge obtained through words. Words are 
understood not as mere sounds but as depicting objects diff erent from the words. Th e fi rst time we under-
stand the meaning of a word is not by inference, but being told so about the meaning. Hence, verbal knowl-
edge is a diff erent way of knowing.
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Th rough language, we can falsify information and mislead a person. Verbal knowledge can be false, but 
that is also true of other forms of knowing.

Ethical Value
Values can also be considered as desires and obligations. It is the distinction between ‘I want to’ and ‘I ought 
to’. In case of confl ict between these two values, there is a question of values as a preference or what is justifi ed 
morally. Th erefore, the fi rst axiom of a philosophy of values is that some things are preferable to or worthier 
than others.

Ethical values deal with moral truth and dwell upon the importance of virtuous conduct. For example, 
benevolence to a neighbour and a friend is considered a virtue and niggardliness is condemned.

Ethical values are based on the concept of obligation. Th is concept comes from the idea of one’s indebted-
ness to those that have conferred him his existence. Th e motive shift s from gratifi cation of desire to fulfi lment 
of duty. No specifi c good as such is sought through it. It is only good in general that motivates action here.

No person can live for oneself. We should adjust our conduct to the nature of the world keeping in view 
its moral character. We also have certain obligations to fulfi l:

• Obligation to the nature
• Obligation to continue the race
• Obligation to conserve its culture

Ethical values signify the basis of all order – whether social or moral. Ethical virtues are intelligent ways 
of reviving a man’s exhausted energies and fatigued spirit. By living these healthy values of a righteous life, the 
individual frees himself from his self-made entanglements.

Studies in ethical values cover the nature and logic of what is good and morally right. Ethics is typically 
broken into at least fi ve diff erent subjects including meta-ethics, desirable values, theory of conduct, ethical 
behaviour, and applied ethics. Each of these will be introduced here.

First, we need to defi ne an ‘ethical sentence’, also called a normative statement. An ethical sentence con-
tains the words ‘good’, ‘bad’, ‘right’, ‘wrong’, ‘moral’, ‘immoral’, or any other word that describes a value. In 
other words, these are words that we use to morally evaluate people, intentions, actions, and other sorts 
of things. For example: ‘Santosh is a good person’; ‘it is wrong to steal’; ‘it is totally evil to do what they are 
contemplating.’ And correspondingly, a non-ethical sentence would be a sentence that does not contain one of 
these terms of moral evaluation. Examples would include: ‘Th at fl ower is red’; ‘Amitabh Bachchan is six foot 
two inches tall’; ‘New Delhi is the capital of India’; and so forth.

Ethical issues do crop up in our everyday life. Many a times, they are bound up in some complicated way 
with the facts. For example, the existence of simple birth control methods have implications for sexual moral-
ity or the existence of medicines and equipment for prolonging human life has implications for medical ethics.

Meta-ethics
Meta-ethics is the study of what sort of meaning ethical sentences have. What exactly do we mean when we 
say ‘murder is wrong’?

Desirable Values
Here we ask: ‘What sorts of things, and situations, are good?’ Notice, the goodness we are talking about here is 
the goodness, or desirability, or the value, of things – not of people or actions. We are more concerned about 
the sense in which objects like potato chips, or situations like a well-paying job, or mental states like pleasure, 
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are good. An important application of a theory of value is in political economy, which attempts to evaluate 
policies regarding tax, trade, and tariff  in the light of these theories.

Theory of Conduct
Th e goodness of people and their actions is studied under the heading of theory of conduct. Obviously, there 
is a diff erence between calling a potato chip ‘good’ and calling a human being ‘good’. However, it might be 
right to include the sense of ‘human goodness’ in the sense of which objects and mental states and situations 
can be good.

It is possible to defi ne what it means to be a good person in terms of that person’s tendency to create good 
things and situations for himself and other people. Perhaps calling someone ‘a good person’ is, in some sense 
calling him/her, ‘a person who creates a lot of good for the world.’ Such possibilities are examined in the theory 
of conduct.

A theory of conduct studies what is right, obligated, permitted, required by duty, and what is more than 
requirements of duty. It also studies the opposites of these things: what is wrong, forbidden, denied, and evil. 
Th eories of conduct try to answer questions like: ‘How should I act, and why?’ So, theories of conduct debate 
the ultimate standards of right and wrong – standards of morality, or moral codes, or rules. For example, a 
familiar moral rule is the Golden Rule: ‘Do unto others as you would have them do unto you.’

Ethical Behaviour
As a part of the cultural system, values are conception of what ‘ought’ to be. Th ey are rules and guidelines for 
behaviour. Th ey are the abstract goals, which people seek to achieve. People have values in the sense of stan-
dards of choice. In this sense, values are a kind of attitude.

Even if someone is well read, it is very diffi  cult for him or her to follow a highly ethical life, because the 
needs prove too strong to overcome. It becomes very diffi  cult many times to determine and set the true stan-
dards of moral behaviour. Ethical behaviour can be construed as a function of a context, content, culture, and 
time. Mathematically speaking:

Ethical Behaviour = Fn [context, content, culture, time]

Applied Ethics
Applied ethics is a branch of ethics, which consists of the analysis of specifi c, controversial moral issues such 
as abortion, animal rights, and euthanasia. In recent years, applied ethical issues have been subdivided into 
convenient groups such as medical ethics, business ethics, environmental ethics, sexual ethics, and social 
ethics. Generally speaking, two features are necessary for an issue to be considered an ‘applied ethical issue’. 
First, the issue needs to be controversial in the sense that there are signifi cant groups of people both for and 
against the issue at hand.

Th e second requirement for in issue to be an applied ethical issue is that it must be a distinctly moral 
issue. Although issues like communalism and secularism are controversial and have an important impact 
on society, they are not moral issues. Th ey are issues of social policy only. Th e aim of social policy is to help 
make a given society run effi  ciently by devising conventions, such as traffi  c laws and tax laws. Moral issues, by 
contrast, concern more universally obligatory practices, such as our duty to avoid lying, and are not confi ned 
to individual societies. Frequently, issues of social policy and morality overlap, as with murder, which is both 
socially prohibited as well as immoral.

However, the two groups of issues are oft en distinct. For example, many people would argue that sexual 
promiscuity is immoral, but may not feel that there should be social policies regulating sexual conduct, or laws 
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punishing us for promiscuity. Th us, to qualify as an applied ethical issue, the issue must be more than one of 
mere social policy: it must be morally relevant as well.

Applied ethics takes some unremarkable ethical theory, such as utilitarianism and applies it to a particu-
lar medical, pharmaceutical, political, legal, or commercial problem. Th e chief diffi  culty with applied ethics 
is that many persons can disagree with the selected starting ethical theory. For example, it is known that both 
Christians and Muslims oft en disagree with utilitarian solutions. To avoid this problem, one of the newer 
approaches to applied ethics is to revive the ancient practice of casuistry. Casuistry attempts to establish a plan 
of action to respond to particular facts.

In a modern casuistic approach to say, a biomedical issue, two boards of experts are appointed. Th e ethical 
board might represent disparate ethical theories, e.g., a Jew, Christian, Buddhist, Humanist, and Muslim. Th e 
scientifi c board represents relevant medical, legal, psychological, and philosophical disciplines. Th e ethical 
board evaluates situations, and recommends and ratifi es responses. Th e scientifi c board explains the causes 
and eff ects of each ethical state and response.

Th e boards then consider actions that are appropriate for relevant cases. For example, most ethical sys-
tems agree that assault deserves punishment, while risking oneself to save lives deserves reward. Other cases 
that are oft en relevant include theft , gift s, verifi ed truth, verifi ed lying, betrayal, and earned trust.

Taking such cases as data, the board draws parallels with the problem under consideration, and attempts 
to discover a set of actions to respond to the case under consideration. For example, medical experiments 
without informed consent, performed on healthy persons, are oft en likened to assault with a deadly weapon 
performed by the experimenter. Th e experiments usually involve equipment or drugs, which provides the 
‘weapon.’ Th e experimenter’s malice is indicated by the secrecy. Th erefore, harmful results can be attributed to 
the malice, and the degree of damage indicates the degree of assault.

If the experimenter gets informed consent from the subject, the scenario transforms completely because 
the moral choice moves from the experimenter to the subject. With informed consent, the subject then becomes 
either a tragic hero if the procedure fails, or a successful hero if the procedure succeeds. Th e experimenter is then 
merely off ering a brave volunteer an opportunity to contribute to human knowledge, and possibly benefi t from 
the process. Note that in both cases, ‘villain and victim’, or ‘scientist and volunteer’, the actual experiment might 
cause the same clinical results. However, the moral relationships of the participants are completely diff erent.

Since casuistry is concerned with facts and actions, rather than theories, it is oft en remarkably easier to 
come to agreement. Although many ethical systems disagree about the justifi cation for an action, the actions 
that they recommend are oft en remarkably similar.

In theory, resolving particular applied ethical issues should be easy. With the issue of abortion, for 
example, we would simply determine its morality by consulting our normative principle of choice, such 
as act- utilitarianism. If a given abortion produces greater benefi t than dis-benefi t, then, according to act- 
utilitarianism, it would be morally acceptable to have the abortion. Unfortunately, there are perhaps hundreds 
of rival normative principles from which to choose, many of which yield opposite conclusions. Th us, the 
stalemate in normative ethics between confl icting theories prevents us from using a single decisive procedure 
for determining the morality of an issue. Th e solution to this stalemate is to consult several representative 
normative frameworks on a given issue and see where the weight of the evidence lies.

Absolute Value
Logical values and ethical values are not considered to be ultimate value in the Indian thought system. What 
is an ultimate value?

An absolute or ultimate value must be an intrinsic value or value in itself. But an intrinsic value may con-
ceivably serve as an instrumental value also. A second feature is that it must be all-comprehensive. Th e pleasure 
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of the palate, for example, is ultimate in that it does not admit the question about why we seek it. It is an end 
value. But, it is by no means comprehensive.

An ultimate value should be all satisfying. Borrowing the words of Aristotle, we may describe it as that 
‘end which we wish for its own sake and for the sake of which we wish everything else.’ A corollary of this view 
of ultimate value is that it is one and eternal or enduring and fi nal.

Th ere are three spiritual values – truth, goodness, and perfection, and they may be designated as Absolute 
or ultimate values.

Th e practice of goodness as well as the pursuit of truth is oriented towards the ultimate end of life. 
Knowledge of truth presupposes the practice of goodness, and the practice of goodness presupposes knowl-
edge of truth. To attain either completely, both are necessary. Truth and goodness are instrumental values. 
Th ey are also, at the same time, interdependent. Th e ultimate value is represented by the result to which their 
combined pursuit leads.

Truth is a comprehensive view of reality – some fi nal outlook on the universe. It may be monistic or 
pluralistic, idealistic or realistic. As it is comprehensive, it includes the whole universe in its explanation and 
in particular, the relation of the individual to it. Indian thought system (Radhakrishnan and Moore, 1957), 
recognises truth in following aspects:

Pluralism
Universe consists of independent substances diff erentiated from one another by their properties, whether 
they are actual or possible. Relation between two substances (be it qualities, action, or universals) or objects, 
is not a bond of unity, it is rather a sign of diff erence.

Dualism
Th is view synthesises the whole physical universe into a single entity called prakriti. Nature here ceases to be 
conceived as discontinuous. Nature is dynamic and is continuously changing its form.

Th e purusha, the Self, is a true subject. It can never become an object of knowledge and is separate from 
the objective elements in the universe. Purusha is the purely aff ective side of mental life. It can only feel. To 
know or will, it needs association with the nature.

Th is distinction between the empirical and spiritual selves is the basis of dualism.

Relativism
Reality is characterised by change, that is, by origination and destruction, as well as by permanence. Th e 
origination and destruction relates to modes of reality; and permanence, to its inner or substantial nature. 
Substances are matters whose conception is atomic, time and space; and they have qualities and modes. 
Reality is matter as well as mind. Each implies the other, and they are dependent on each other.

Th e view is that one who knows one thing completely knows all things; and that he alone who knows all 
things knows anything. So, this view may be described as relativism.

Reality, in this view, is conceived in three ways: (None of the view is correct singularly.)

 1. It always is
 2. It never is
 3. It is inscrutable – cannot be experienced as the fi rst or the second mentioned above.

Our knowledge of reality is relative, and the truth of one view need not involve the falsity of the rest.
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Absolutism
Th e absolute truth is the knowledge that ultimate reality is a community or a collection of individual souls. 
Th is concept postulates an absolute consciousness as the permanent background of all individual minds and 
explains their plurality as an illusion due to our ignorance of that ultimate fact.

Th is absolute consciousness, unlike the individual ones, is altogether free from the distinction of subject, 
object, and knowledge. Its conception is one of pure consciousness with all duality dismissed from it. It is 
beyond the fl ux of everyday experiences and it, at the same time, explains it.

Transcendentalism
Reality is transcendental, i.e., lying beyond being (sat) and non-being (asat). Absolute is transcendental and 
it is beyond all the categories of the intellect. Shunya transcends all – sat, asat, sadasat, na-sat, and na-asat. 
Shunya resembles the thing-in-itself of Kant in Western philosophy quite closely.

Th is view applies the principle of the falsity of all things. It postulates that anything is false when it can-
not be satisfactorily explained to the knowing subject. Th ings cannot be explained either as produced out of 
themselves or out of others. Everything can be spoken of only in relation to other things and not by itself.

Aesthetic Value
Aesthetic value deals with appreciation of the intrinsic perfection of nature to the full. If someone does not 
enjoy the same pleasure from watching nature, it is purely due to his or her limited outlook or lack of right 
knowledge, and not due to any imperfection in nature.

In realistic views, the ugliness is real, so the beauty by itself can never be experienced. It is possible for 
us to mentally abstract the aspect of beauty from any object or situation and contemplate it by itself. But, that 
would not be beauty of nature but a selection with the eye of imagination.

If someone is not able to discern this intrinsic beauty, it is because of distraction by personal and practi-
cal concerns and narrow desires. One has to transcend the personal attitude and reach a point of detachment, 
though temporarily, before one can apprehend beauty in nature and enjoy it.

Th ere is a direct relation of aesthetic experience to the ultimate value. It is the next best to absolute expe-
rience. Th e two are qualitatively the same but are not identical. Nor is there any passage from the one to the 
other, since aesthetic experience, unlike the other, is compatible with ignorance of the nature of the ultimate 
reality. But, it can serve as an incentive to the pursuit of the ultimate value.

UNIVERSAL HUMAN VALUES
Th e basic problem the world faces today is centred on values and perspectives. We fi nd that knowledge 
and skills are being rewarded while human values suff er banishment. Knowledge and skills will not be that 
destructive compared to the present situation, if values are restored in everyday life.

Human values refer to orientation towards, what is considered, desirable or preferable by people living 
in a society (Rokech, 1973). Sociologists used the concept of values to express central features of a culture or 
society (Wittgenstein, 1980). Later cultural anthropologists gave a prominent place to the study of values as 
part of a comparative science of culture. Th e diversity in value patterns observed across diff erent cultures is 
the result of complex transactions that take place between individuals and their social environment (England, 
1967). Social infl uences also operate to create and sustain the value system of individuals. Th is value system 
changes as a result of sustained changes in the social environment.
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Every society has its own value systems, which guide the people living in such societies (Tejomayananda, 
1994; Zavalloni, 1982). Some of them, for example, are:

• One should communicate what is true and what is pleasing; no disagreeable truth and no agreeable 
falsehood.

• He who enjoys fruits given by the production potential of others, without off ering his own eff orts into it, 
is a social thief.

• Riches unearned should be earned, what is earned should be guarded, what is guarded should be enlarged, 
and heedfully invested.

• Among all modes of purifi cation, purity in the acquisition of wealth is the best, for he is pure who gains 
wealth with clean hands.

• No treasure equals charity, contentment is perfect wealth. No gem compares with character; no wish can 
be fulfi lled without health.

• When one has money, all things vulgar, debased, and of faulty taste are ignored.
• When one looses wealth, patience, purity, manners, loving kindness, cease to have the slightest worth.

However, inner virtue is diff erent from social or political convention. Every system of thought catalogues 
a series of virtues and vices. All such systems read the same although their originator may belong to diff erent 
times and places. Irrespective of climate, creed, race, and tongue, a good man is a good man. Th ere could be 
diff erences only in the emphasis on the people’s abstinence from certain vices and/or cultivation of certain 
virtues. Th eir special appeals to the people are obviously determined by the sort of life lived by the majority of 
the people in their respective eras and areas.

Following is an exhaustive list of values, which are desired in a cultured person and are universal 
(Chinmayananda, 1992).

• Fearlessness: Th is trait comes fi rst. Fear is generated only when one is in a fi eld, which is clouded by 
ignorance. Fear is the expression of ignorance. When there is knowledge, there is fearlessness. True ethi-
cal perfection in one is directly proportional to the evolution attained by the individual.

• Purity of heart: No amount of external discipline can supply the positive dynamism that is at the very 
core of moral living. What is required is the virtue that implies honesty of intention and purity of motives.

• Steadfastness in devotion to knowledge: Devotion to knowledge is a positive way to persuade the mind 
to awaken to the joys of life.

• Charity: Charity must come from one’s sense of abundance. Th us, charity is born out of a capacity to 
restrain one’s instinct of acquisition and to replace it with the spirit of concern for others – with the feel-
ing of oneness in us – oneness between the giver and the recipient.

• Restraint of the senses: To give a complete license to indulge in senses is to waste the total human cre-
ativity and vitality. To economise in the expenditure of energy is to discover an extra amount of untapped 
energy. Th is energy can be made use of as the motive power behind the mind and intellect.

• Sacrifi ce: Th e spirit of sacrifi ce consists of sharing one’s possessions with others.
• Self-study: One should not only read the books but must be able to observe, analyse, and realise the truth.
• Consistency of purpose: Such eff ort should be consistent over a period of time to gain more and more 

energy within oneself for the purpose of self-development.
• Uprightness: Crookedness in thought, emotion and general conduct has a self-destructive infl uence 

upon the personality. Actions belonging to such intentions and motives, convictions and aspirations, 
realisation, and discrimination will lead to crookedness in one’s personality, resulting in split personality.

• Harmlessness: To continue living, some or the other kind of physical harm has to be brought about. It is 
unavoidable. Such unavoidable harms, with pure and clean heart, cannot be regarded as harmful.
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• Truth: Actions that are in consonance with our true intentions and motives are desirable. Truthful speech 
and action should be honest, agreeable, and benefi cial to others. Otherwise, one should maintain silence.

• Even temper: Th e capacity to check, at the right time, waves of anger as they mount in us, so that this 
anger is not refl ected in our action. Th e anger arises out of an insuff erable impatience with others espe-
cially when they, by their thought, word, or deed try to injure our interest, or insult our self-evaluation.

• Quietude: When a person is conscious of truth, harming none, keeps an even temper in spite of all the 
disturbing environment and happenings around, he comes to experience peace and quietude in himself. 
It is a state of inward balance and intellectual poise.

• Non-malicious tongue: A malicious tongue can oft en become more devastating than the most destruc-
tive missile. A speech with soft ness of tongue, clarity of expression, honesty of conviction, power of 
bringing a clear picture to the listener’s mind with no veiled meaning, and overfl owing with sincerity, 
devotion, and love expresses the deep quality of the individual.

• Tenderness towards beings: It is not reasonable for an individual in society to expect that everyone will 
maintain the ideals one entertains. Th ere will be imperfections around. One should be able to bring forth 
tenderness to sweeten life while recognising these imperfections.

• Non-covetousness: To remain in self-control without extreme indulgence in enjoyments is 
non-covetousness.

• Gentleness: It is not so much the discipline of the individual as much as the resultant beauty and har-
mony, which a person brings out in his contact with others.

• Modesty: It is also the resultant behaviour of an individual on the path of self-development.
• Not unnecessarily moving the limbs: Restlessness of mind and unsteadiness of character are refl ected in 

the physical movement of a person. Th e body shadows the condition of the mind.
• Patience: It is not merely a capacity to patiently live through some minor physical or mental inconve-

nience when insulted or injured by others. Patience is a subtle boldness that is shown by a person in 
facing the world around oneself with an unruffl  ed serenity even in the face of opposition and provoking 
situations.

• Fortitude: Fortitude is the strength of faith, conviction in the goal, consistency of purpose, a vivid per-
ception of the ideal, and a spirit of sacrifi ce cultivated diligently. It helps in removing exhaustion and 
fatigue.

• Absence of over pride: One should abandon one’s exaggerated notions of self-honour, which would 
immediately relieve oneself of thousands of avoidable excitements and responsibilities. Over-exasperated 
pride makes life a heavy cross, to be carried painfully.

VALUING PROCESS
Th e valuing process or self-appraisal is eff ective in achieving self-enhancement. By this process, we become 
aware of the experiences that have commonality of value direction. Th ese value directions enhance our devel-
opment and contribute to the survival of human race. We should choose values freely from alternatives aft er 
considering eff ects of the various alternatives (Chakraborty, 1985). Th ey should be acted upon consistently 
and publicly to achieve our potential.

When we carry out this self appraisal, we experience certain value directions in our life, such as:

• We move away from facades, defensiveness, and putting up a front.
• We move away from meeting expectations of others, and pleasing others, as a goal in life.
• We move towards being ourselves, aware of our real feelings.
• We discover an increasing pride and confi dence in making our own choices, guiding our own life.
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When we follow these value experiences, we become sensitive to our own inner reactions and feelings, 
the concern and feelings for others, and the realities of the objective and subjective world. Concern for others 
and acceptance of others result in deep relationships.

SUMMARY
• Th e term ‘value’ is defi ned as ‘that which is desired’. It has reality only in its fulfi lment, and needs there-

fore, to be actualised before it can truly become a value.
• Indian philosophy is essentially a philosophy of values. It describes values of four types: logical values 

(true value), ethical values (good value), absolute value (ultimate value), and aesthetic value.
• Logical values deal with knowledge in general. Ethical values deal with moral truth and dwell upon the 

importance of virtuous conduct. An absolute or ultimate value is an intrinsic value or value in itself. 
Aesthetic value deals with appreciation of the intrinsic perfection of nature or art to the full.

• Human values refer to orientation towards what is considered desirable or preferable by people living in 
a society. Social infl uences operate to create and sustain the value system of individuals.

• Universal values are common to all, irrespective of caste, creed, colour, or race.

KEY WORDS
Absolute value
Aesthetic value
Consequentialism
Deontology
Ethical value

Fact
Good
Instrumental value
Intrinsic value
Logical value

Teleology
Universal human values
Value
Valuing process

REVISION QUESTIONS
 1. What do you understand by the term ‘value’? What is the relation between a ‘fact’ and a ‘value’?
 2. Explain the statement: ‘Values are a kind of attitude.’ Diff erentiate between objective and subjective 

values.
 3. Explain the statement: ‘Indian philosophy is essentially a philosophy of values.’ Describe in detail four 

types of values given by M Hiriyana.
 4. What is a logical value? Explain the six means of knowing according to Indian philosophy.
 5. What are ethical values according to Indian philosophy? How are they diff erent from aesthetic values?
 6. Explain the diff erence between theory of knowledge and theory of values.
 7. What is applied ethics? Discuss at least two current issues concerning applied ethics.
 8. ‘Ethical behaviour is a function of context, content, culture, and time.’ Comment.
 9. ‘Human values refer to orientation towards what is considered desirable by people living in a society.’ 

Comment.
 10. What is the valuing process? Enumerate a list of values that are considered universal. Explain their 

meanings.
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Life can be described as a continuum of moments of activity and inactivity. Th e phenomenal happenings, the 
movement of the planets, the rhythmic dance of seasons, the music of creation, the law of colours – all exist 
in harmony. Th e nature plays its act ceaselessly and earnestly. Th e entire universe survives and sustains itself 
by activity.

All of us act in our own given fi elds of activities with enthusiasm and deep interest, entire day through 
every day of the year and all through the years of our entire lifetime. Irrespective of our health, unmindful 
of the severity of seasons, through joy and sorrow, we constantly strive to earn and to hoard, to gain and 
to enjoy.

We have the ‘freedom of action’ to contribute to harmony, or to bring about discord in the smooth 
 running of this world. So long as a majority of people of a generation manages to live by the Law-of-Harmony, 
it grows from strength to strength, opening up fi elds of happiness for itself. Such periods herald the golden 
era of social and cultural life.

Th e world is created by action and is meant for action. Th ere is no life, no future without action. We make 
our destiny or mar it, or escape the world, only through action. Even if we want to rise above the world of 
action, we can do so only through action (Chinmayananda, 1990).

TYPES OF ACTIONS
In our day-to-day world, we have to perform all obligatory actions in our respective homes, in our  organisation, 
and the society as a rational being. Th us, not performing all our duties diligently at home and in the world 
 outside, would be inaction. Even a healthy bodily existence is not possible if we live in complete inertia 
and inactivity. If an individual remains physically inactive, s/he will get dissipated in her/his thoughts and 
vice-versa.

Learning Objectives

• Ethics is moral philosophy in action. The chapter begins with a discussion on the nature and 
type of actions we perform, and then goes on to the concept of Ethical Action as described in 
Mimamsa. The chapter also discusses the theory of transmigration that forms the basis of the 
doctrine of Karma Yoga.

• The chapter also explains the concept of morality, religion, and civil law and their need for the 
stability of our society. It is necessary to understand the notion of right and wrong to develop the 
subject of ethics further. Morality is described here as a combination of concepts and beliefs by 
which a culture or a group develops a regulation of individual behaviours in the society.

Ethical Action2
EJCRVGTEJCRVGT
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Moments of activity could comprise destructive as well as constructive actions.

• Destructive actions: Destructive actions are the prohibited actions, which should be avoided.
• Constructive actions: Constructive actions are the actions that should be undertaken. Th ese constructive 

actions are performed in the form of duties. Th ese could be everyday duties or duties on some special 
occasions. Th ere are also desire-prompted duties, which are nothing but purposeful and self-determined 
work for winning some results or award.

Constructive actions are of primarily three kinds:

 1. Obligatory actions are those that have to be performed by everyone. Th eir performance supports man, 
society, and universe and does not bring any special kind of merit to the performer. But their non- 
performance brings in demerit.

 2. Prohibited actions are those that produce demerit, but their non-performance does not produce any 
merit. Th e non-performance of prohibited actions is also obligatory.

 3. Th e third type consists of actions that are optional.

Optional deeds may be called the ‘hypothetical imperative’. Th ey are concerned with the individual’s well 
being. Th ey are explicitly designed to secure personal benefi ts. Th e principle underlying optional deeds is that 
desire as such is not bad and need not, therefore, be suppressed. But, it needs to be properly controlled. It is 
equivalent to saying that one should subdue one’s senses and restrain one’s mind before one can enjoy the 
world. All voluntary activities imply desire, and moral discipline provides it the right direction.

Action is a creative urge behind every active intellect, which ultimately fulfi ls itself in the creation of 
things and beings. Each one of us has our own ‘individual being’, which makes what we are. If we are to live as 
truly dynamic individuals in the world, we can only do so by being faithful to our true nature, following the 
path of ethical action.

Th ere are two forces that control and guide, defi ne and determine our actions. First, the impulse brought 
forth by the pressures of the mental temperaments within and second, the pressure of the environment that 
creates desires in us.

Th ese actions lead us to two diff erent paths (Chinmayananda, 1992). Th ese are:

 1. Path of Activity and Desire: To procure increase in happiness and to cause a continuation of our 
existence.

 2. Path of Desirelessness: To ensure happiness without any desire for a reward, through acquisition of true 
knowledge.

Both the ways are essential for world order and security. Th ey exist side by side. Th ese two ways are the 
centrifugal and centripetal forces that make the human world run its course. Problems in today’s world stem 
from a pursuit of the fi rst path only. To solve them, one has to transcend this path from time to time.

ETHICAL ACTION
Indian philosophy has been continuously sorting out issues of ethical action for more than 5,000 years. 
According to Mimamsa, ethical action is the supreme governing force of the universe (Raju, 1959, 1985). It is 
obvious that the world survives because of ethical action performed by all. Th ere is a view that ethical potency 
or the force or power of merit and demerit controls the universe and produces, for the agent of action, what 
he desires and what his action deserves.
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Mimamsa lays down the idea of Dharma (duty, right action, merit) and its social ethics (Bhatt, 1962). 
It is in Mimansa that questions such as the following are asked:

• Whether the good or the right is primary
• Whether action or its result is more important
• What is the nature of ethical merit

Defi nition
Ethical action can be explained as a social, organisational, national, or personal activity for which an indi-
vidual is ready to function entirely in a spirit of service and dedication. Ethical action can be conceived as 
being instrumental to the attainment of some good or the avoidance of some evil (Devasthali, 1959). Th e idea 
of ethical action, in general, is instinctive in man and not acquired.

Ethical action deals with obligatory deeds and avoidance of prohibited deeds. Th ese are ‘the Categorical 
Imperatives’.

Characteristics
Ethical actions are essential not only for outward activities but also for the inner disposition of the mind. Since 
only we know our thoughts, ethical action signifi es emphasis on the importance of goodwill in conduct. Th e 
goodwill must be more than a mere wish; it needs to be followed by appropriate action.

Ethical action is not an instrumental value but an intrinsic value and an end in itself. Th e path of  ethical 
action leads to prosperity, success, expansions, and sound policy. Unethical actions lead an individual to 
a realm of confusion and sorrows. Th e purpose of ethical action is:

• Avoidance of some unwelcome result or desire
• Th e betterment of character, i.e., eradication of evil tendencies and performance of duties

Several works on ethical action are not content with pointing out what is ethical action; they also try to 
formulate the norm of conduct, as if it were an eternally existing pattern of righteousness. Th e concept of 
right as the means to the good is introduced here. It recognises an ideal and rules are formulated according to 
this ideal.

Th ere are two characteristic features of this ideal:

 1. Special emphasis is laid on the ascetic principle in moral training as a whole.
 2. Codes are not mere theoretical guides but are practical.

Th e stability of the society is dependent on the idea of ethical action implanted in man. Th is is the main-
stay of any society, through which both the individual and the society live in accord and security. Ethical 
action does not merely keep man in harmony with his environment; it also enables him thereby to attain his 
own ends in life.

Developing Skills for Ethical Action
According to Barbara Th ornton (2012) of University of Nevada, Reno, ethical action is diff erent from ethical 
decision-making. It takes preparation, assessing, deciding, implementing, and refl ection. She gives an outline 
of steps that are helpful for individuals or groups.
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Stage One: Preparation
Every decision takes some thought and organisation before it is made. In order to create an atmosphere in 
which eff ective decisions can be made and implemented, the following is helpful, when possible:

• Identify the issues: In order to begin to consider it, determine what general issues are involved. Is it 
a health issue, justice issue, educational issue, or an economic issue? Usually, there are several issue 
involved. Getting an idea of them before you begin will help to focus the dialogue.

• Preparing the environment: Create an atmosphere of caring as you deliberate. Be sure the location and 
atmosphere is conducive to honest, open discussion. Try to eliminate or reduce as far as possible, any 
potentially coercive infl uences.

• Preparing yourself: Be aware of your personal prejudices, feelings, and stress level as you respond. Be 
honest with yourself about how these factors can aff ect your decision-making ability.

• Preparing others: Identify those involved with the ethical problem and involve them in the decision-
making as appropriate. Cooperation will be better assured if those involved in the outcome are included 
in the process. Listen to their stories before you proceed, and sensitive to the needs of all involved.

Stage Two: Assess
Facts are diff erent from values and policy issues although these three matters oft en become confused. Th ey 
need to be identifi ed, particularly when the decision is an ethical one. In order to determine the pertinent facts 
and values, it is important to fi rst determine the type(s) of ethical problem(s) involved. Ask yourself:

• What type of ethical problem(s) is involved? Is it an ethical dilemma, ethical stress, a matter of the locus 
of authority, and/or a justice issue? By determining the type of problem and the issues involved (Stage 1, 
Step 1), it will be easier to identify the facts and values relevant to the case.

• What are the relevant facts? Identify only those facts that are pertinent to the case and its resolution, and 
present them without judgement or bias.

• What are the relevant values? Identify the values involved: Th e type of problem will help identify the 
types of values. For example, a dilemma will necessitate identifying supportable but opposing actions; 
issues of justice will require looking at the type of justice involved (distributive vs. non-comparative) and 
any possible distribution methods of that justice. Identify what appropriate ethical principles, values, and 
virtues should be utilised in making this decision? Are there obligations and duties owed?

• What policy concerns should be considered? What laws, regulations, policies, etc. are applicable to the 
case? How might they impact the decision-making and the outcome?

Stage Three: Decide
Ethical decision-making is not easy, but many problems can be solved with creativity and thought. Using the 
fact, value, and policy issues that you identifi ed in the assessment, do the following:

• Gather as many creative solutions as possible. Use brainstorming where you do not evaluate suggestions 
(your own or others) until the end of the idea-generation process.

• Evaluate the suggested solutions until you come up with the most usable ones. Th en identify the ethical 
and political consequences. Remember, you cannot turn your ethical decision into action if you are not 
realistic regarding the constraints of institutions and political systems. When possible, arrive at your 
 decision by consensus so that others will support the action.
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• Identify the best solution. If there are no workable solutions, be prepared to say so and explain why. 
If  ethics cannot be implemented because of politics, someone needs to know. If there are no answers 
because the ethical dilemma is unsolvable, the appropriate people need to know this also.

Stage Four: Implement Your Decision
Ethics without action is just talk. In order to act, make sure that you communicate what needs to be done:

• Share your individual or group decision with the appropriate parties. Where possible, seek their cooperation.
• Implement the decision.

Stage Five: Refl ect
Perfect ethical decisions are seldom possible. However, we can learn from past decisions and try to make them 
better in the future, particularly when they lead to policy making. To do this:

• In a caring atmosphere, review the data and the ramifi cations of the decision.
• Review the process of making the decision. Would you do it in the same way next time? Were the 

 appropriate people involved? Was the process of implementation eff ective?
• Should the decision become policy or do you need more cases and data before that step should occur?
• Learn from your successes as well as your mistakes.
• Be prepared to review your decision at a later time if the facts or issues change.

Skills for Ethical Action
Chapman and Davis (1977) designed a programme to teach the process to facilitate ethical action. Th is is 
based on the premise that aiding self-actualisation through values clarifi cation or teaching how to make value 
judgements is not enough. One must be able to link values and moral reasoning to one’s behaviour. Th ey 
explained ethical action as ‘doing something that you have decided is fair aft er considering the possible eff ects 
on self and others.’ Th is defi nition is made operational by six steps:

 1. Identify the value question
 2. Th ink up action ideas
 3. Consider self and others
 4. Judge
 5. Act
 6. Evaluate

Th ese six steps combine ethical decision-making, acting on the decisions, and evaluating the completed 
actions.

KARMA YOGA
Although action is important and determines what the agent can attain, the responsibility for action, its merit 
or demerit, its rewards or punishments, must accrue to the agent, not to the action itself.

Karma Yoga is the way of ethical action. It says that the only way of life is the way of ethical action and that 
through it alone can man obtain happiness in his life. Action performed with detachment and without interest 
in the fruit of action does not bind man to the world. Th e path of ethical action leads to prosperity, success, 
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expansions, and sound policy. We are punished ‘by’ the unethical action, not ‘for’ doing it. ‘Active resistance 
to unethical action’ is the central idea in the Karma doctrines. Indian culture accepts the doctrines of action, 
desire, and worldly achievement.

Th e Karma doctrine does not merely postulate that the events of our life are determined by their anteced-
ent causes, but also suggests that there is absolute justice in the rewards and punishments that fall to our lot in 
life. Th e value of this doctrine as a hypothesis for rationally explaining the observed inequalities of life is clear.

Th e implication of this idea of rewards and punishments is that the Karma doctrine is grounded in a 
moral view of the universe. Th e law of Karma is not a blind mechanical law, but it is, eventually, ethical.

Belief in the Karma doctrine produces a frame of mind that reconciles the believer in it to his situation in 
life and explains the results of his action to him. Th is ethical basis of belief commits man to the obligations of 
a truly moral life. Man is not only a rational being who has the power to know and appreciate moral values, 
but also a moral agent who is capable of creating order in his own way of living.

Doctrine of Karma aims at satisfying man’s logical as well as moral consciousness. It extends the principle 
of causation to the sphere of human conduct. A person following karma doctrine understands:

• Th at his concern is with action alone
• Th at he has no concern with results
• Th at he should not entertain the motive of gaining a fi xed result for a given action
• Th at these ideas do not mean that he should sit back courting inaction

Karma implies necessity and freedom in the matter of ethical advance. Every deed that we perform 
 produces its direct result – the pain and pleasure following from it. It also establishes in us a disposition or 
tendency to repeat or avoid a similar deed in the future. As regards the tendencies, they are entirely under our 
control. Our moral progress depends upon the success with which we regulate our tendencies, as they tend to 
express themselves in action.

Th e theory of transmigration is a necessary corollary to the doctrine of Karma. Karma Yoga has its basis 
in a surviving and transmigrating self (Hiriyanna, 1975). Th e doctrine embodies the truth – relating the world 
of fact with the world of value – by insisting that no act, consciously done, will ever go without its payment to 
the agent. Th e fact of moral consciousness, according to Kant, is the guarantee of personal immortality. In a 
similar way, the inexorable law of Karma is our assurance of the truth of transmigration.

MORALITY
All individuals will have to have self-discipline, if they are to take a serious view of conduct. Th ey have to resist 
temptation with fi rmness if they wish to lead a truly moral life. Self-satisfaction or feeling at peace with oneself 
(pleasure of conscience) represents self-approval. It implies the acceptance of conscience as an authority in 
matters pertaining to morality.

Th e purpose of this is to make ethical action independent of individual idiosyncrasies and prescribe it as 
a community standard – a view that is based on the belief that a group of enlightened people are less liable to 
wrong action than an individual.

Th ere are three types of ethical actions for individuals in our society. Th ey are: morality, religion, and civil 
law. Morality can be defi ned as ethical actions intended to secure for the agent some future good. Religion is 
a collectivity of ethical actions related to norms of society. Civil law is norms of ethical action to regulate the 
conduct of an individual in the society (Hart, 1963).

When we step outside the safety of our homes, moral clarity oft en blurs. Without a backdrop of shared 
attitudes, and without law and judicial procedures that defi ne standards of ethical conduct, we fall back on our 
own value judgements or start following others’ judgements.
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Morality is a complex combination of concepts and beliefs by which a culture or a group (oft en, but 
not only, a religious one) intends to develop a regulation of individual behaviours. Views on morality have 
varied greatly over time and from culture to culture. Usually, a morality can apply to the generality or to 
part of the fi elds in which the personal choices of individuals will express an intention that implies some 
reference to the other individuals (not necessarily belonging to the same community). Th is causes indeed an 
academic dispute about whether morality can exist only in the presence of a generic society (meant also as 
a mere plurality of few individuals), or it could also exist in a hypothetical individual with no relationships 
with other similars.

A concept of morality can be expressed in many possible fi elds and directions. Th ere may be groups 
that recommend heavy restrictions on behaviours, as well as groups that recommend totally free self-
determination, as well as a variety of intermediate positions. Th e respective effi  cacy of these rules depends on 
the social position of the group that develops them, on its eventual political representative character, and on 
its relationships with the laws of the related country. In case a group can represent a relevant position inside 
a society, its moral code will proportionally infl uence the general rules (and its formal codes – oft en with 
regard to penal codes) for many unavoidable aspects in the determination of the juridical correct conduct. 
For this reason, it is frequent that most fi elds in which the common appreciation on morality will have a 
relevant infl uence are sex-related matters, economical and professional conducts, and human relationships 
in general.

Oft en, a morality, a code of conduct, is suggested by theology or religion (in which case it is oft en called 
a ‘moral code’) but other forms can exist derived from politics or from other socially-relevant realities. Many 
groups might be distinguished by the morality concepts they share, as a fundamental characteristic; in some 
cases, the common view on morality can be a basic factor of aggregation.

On a subjective level, instead, morality is a system of personal ethical conduct that the individual 
imposes himself. It is more concerned with individual choices, as a personal eff ect of his free will, rather 
than with dispute resolution or confl ict. It does not imply a relationship with other individuals or groups. 
Th is subjective self-regulation too can sometimes be derived from theology or religion (in which case it is 
oft en called a ‘moral code’) but is also oft en seen as totally personal, not sharable, intuitive, creative, and 
aesthetic.

Th e nature of morals themselves is oft en at issue between those who advocate shared morality or intuitive 
morality. Th ey may be seen as rules, or simply as examples drawn from stories. Most sources of morality, e.g., 
the Bible, include both, although it is usually clear that the rules drawn in the story itself are more important 
than those observed within it as examples.

Evolutionary psychologists argue that human morality is a survival strategy. A shared sense of right and 
wrong allows a society to be cohesive and thus helps the society, and the individuals within it, to thrive. 
Furthermore, the core moral codes may be common to all human cultures, so that they refl ect a basic instinc-
tive revulsion (against incest or rape, for example) and all impart clear evolutionary advantages.

MORAL DILEMMA
Th ere is a view that the notion of good and evil are primary and those of right and wrong are derived from 
them. A right action is one that leads to a good result. Another view is that the notion of duty or obligation 
and the notion of right and wrong are fundamental. A right action is one that is done simply from a sense 
of duty (Ross, 1938). Th e right has an aim, i.e., the attainment of good. But if it aims at the good, it loses its 
mandatory character. Th e idea of obligation is then replaced by inclination. If we abolish the notion of good, 
that of right abolishes itself.
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All individuals have an in-built sense of knowing right and wrong. Th e right helps us to attain the good; 
and the wrong hinders us from doing so. But, knowing what is right or wrong is not the equivalent of doing 
right or wrong.

Th e notion of right thus points to the direction in which we ought to endeavour (Hazlitt, 1964). But 
d irection necessarily implies a goal; and knowledge of that goal is essential, if we want to strive for it. Th ough, 
we are already aware of the ideal, this awareness is quite vague and unless it becomes clear and convincing, it 
will not infl uence our practical conduct. Lack of such knowledge is the reason why, in practice, consciousness 
of higher values is mostly inoperative.

One can enquire about what is right as opposed to what is wrong in carrying out day-to-day tasks. Once 
it is recognised what is right, question would arise about how to do it. If we take an action as the right, without 
any reference to the good, it appears to possess no incentive at all to act. If, on the other hand, we take it as the 
good, without any reference to the right, it means loss of its categorical character – wholly.

Th e good is the goal of man and the sense of right is the indication of our capacity to achieve it (Hazlitt, 
1984). Since we have the capacity to know our Self or Self-Consciousness, we are able to review our thoughts, 
feelings, and action. We are able to look at them as apart from ourselves and pass judgements of approbation 
or disapprobation upon them (Ramanuja: Vedantasara, 1953).

It is obvious that we do not want to follow evil, if we can help it, and, if we do pursue it, it must be due to 
one of two reasons, viz., either our false belief that it is good or the stranglehold of our past tendencies. Th e 
fi rst, i.e., wrong belief can be removed through right knowledge. Past tendencies will prevent us from pursu-
ing the good in spite of our knowledge of it, and turn us towards evil. Th is explains the internal struggle, the 
dilemma, involved in the moral life. Th is analysis of the moral situation gives us a clue as to how we are to 
distinguish right from wrong.

Such self-criticism necessarily points to the awareness of a standard by which we judge ourselves. But 
the awareness does not mean that we will consistently work for its realisation. We are not only impelled by a 
consciousness of what we ‘ought to be’; we are also what we are, which tends to keep us bound to the pursuit 
of our natural desires. From this confl ict between consciousness of the ideal and disinclination to follow it, 
emerges the notion of right or morally good.

Furthermore, what is acceptable to one person may be ethically wrong in the view of another. Considered 
by themselves, natural appetites are not bad, for they are without any moral signifi cance. But, as a Self-
Conscious person, if we pursue their indiscriminate gratifi cation deliberately, these natural desires lose their 
moral neutrality.

Perfect morality can be declared and lived only by an integrated personality who has sought to live and 
discover her/his real identity and true nature. Such an integrated person contributes to the harmony of nature. 
An integrated personality means one who has a stable, luminous, central consciousness to understand all his/
her successes and failures, pains and pleasures, praise and blame, insults and accolades, and gains and losses. 
It is this centripetal characteristic, holding back the centralised forces, that constitutes the great achievement 
of an integrated individual.

Such an integrated person becomes a compassionate man, producing in society more than what he con-
sumes, and creating in the community much more than what he destroys in his lifetime.

Buddha represents the fi nest example of an integrated personality (Diwakar, 1960). Buddha, in his 
younger days, loved luxury and rolled on bed of roses. But he failed to fi nd either peace or joy in the sensual 
life. He abandoned this way of life for the pursuit of ‘pleasure without pain’ and ‘joy without suff ering’. At the 
instance of his teachers, he took to the path of severe austerities. Later, turning away from these two extremes, 
he took to the middle path and attained tranquility and balance of mind. Th e expression of middle path signi-
fi es the avoidance of extremes and the choice of the golden mean (Bapat, 1959).
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BELIEFS
Th e special capacity of the human intellect, not only to know and appreciate the knowledge, but also to absorb 
and assimilate, so as to bear upon one’s actions, is called belief. It is that powerful, impelling force that propels 
us to act in our fi elds of activities. Beliefs give us the direction and the dash and provide a destination for our 
determination (Hahn, 1973; Buchholz, 1976).

We view these beliefs as the meeting point between individuals and their social environment. Beliefs can 
be seen in various fi elds of our endeavours such as:

• Our physical indulgences
• Our dedicated activities
• Our self-denials (weight reduction, etc.)

Our beliefs determine the texture of our thought impressions. Our desires, thoughts, and actions are 
charted by our view of life. Naturally, an individual’s physical activities, psychological behaviours, and intel-
lectual make up are all ordered by his beliefs. If we are confused, the entire expression of our personality will 
be infl uenced by such confusions.

Our potentiality determines our beliefs about a given end, and this faith then reacts upon our poten-
tiality, determining our future course and moulds us. Both act and react upon each other. ‘Th e help gained 
from good friends,’ ‘the protection invoked from the rich and the powerful,’ and ‘the enormous strength 
gathered from the man of criminal intentions’ are the diff erent types of ‘altars’ people seek for their individual 
satisfaction.

Th e factor that determines the quality and quantity of the result is our belief in our own effi  ciency and 
goodness and in our fi eld of activity. Without beliefs, no one can shine in any fi eld of activity. No one can hope 
to gather any profi t at all out of any activity. Acts performed without beliefs become barren. Devoted actions, 
without beliefs, fail to produce any results.

RELIGIOUSNESS
In Latin, re means back, again; ligare means to bind, to unite. Etymologically, religion means that which binds 
one back to the origin. Religion promotes social solidarity and legitimises the established social order by 
sanctioning the social arrangements that prevail in the society. Religion also exercises control over beliefs and 
behaviour of its followers. Religiousness may explain variations in ethical beliefs of various cultures. But it is 
generally believed that commitment to religion results in commitment to values.

Th ere exists a relationship between the attitudes of individuals, their religious characteristics, and their 
values. Th e notions of morality and ethics have a decidedly prescriptive, indeed moralistic, fl avour. Th ey are, 
oft en, rooted in religious doctrines or vague cultural remnants of religious beliefs. Religious beliefs help in 
arriving at a moral decision in a situation of an ethical dilemma. Th ere exists a nexus between religious values 
and personal values. It helps in answering the question, ‘why I ought to be moral?’

Th ere are three dimensions of religiousness (Kennedy and Lawton, 1998). Th ese are fundamentalism, 
conservatism, and intrinsic religiousness. Intrinsic religiousness relates to all of life, is unprejudiced and tol-
erant. Intrinsic religiousness is integrative, unifying, and leads one to understand the meaning of life. It also 
manifests in regular visits to temples and attending religious discourses (Donahue, 1985).

Extrinsic religiousness involves escape mechanism. It is a religion of comfort and social convention; a 
self-serving instrumental approach shaped to serve oneself. Extrinsic religiousness makes one compartmen-
talised, dependent, seeking comfort and security, immature, prejudiced, and exclusionary. It is utilitarian in 
its approach.
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Concept of God, Men, and Demon
Indian thought has much to say about the psychophysical being of the individual and the evolution of the 
concept of substances, time, etc. out of this process (Mandal, 1968). Indian philosophy says that every object 
in the world has two types of properties – Essential and Non-essential. Th e object, a substance, can remain 
intact, when its non-essential qualities are absent, but it cannot remain without its essential properties. For 
example, the colour of the fl ame, its length and width are non-essential properties of fi re, but it’s essential 
property is heat.

Th e colour of the skin, varieties of emotions and thoughts, the condition and the capacities of the body, 
mind, and intellect are the non-essential factors in the human personality as against the ‘true nature’. Th e 
Indian texts recognise three types of ‘true nature’ inmates in the world (Radhakrishnan and Raju, 1966).

 1. Deva, i.e., God-like
 2. Manava, i.e., Men-like
 3. Rakshasa, i.e., Demon-like

For ethical action, people who are demon-like should develop compassion for others. Th ose who are 
men-like should learn to be generous and those who are God-like should have self-control.

For demon-like and men-like people, concern for others should be the chief principle of action. Th e god-
like person is unlike others and it presupposes the presence of characteristics of compassion, generosity, and 
concern for others in him.

With this understanding, we can appreciate that ‘ethical action’ is not mere ethical and moral rules of 
conduct, but encompasses all duties in life. It not only covers all duties towards family, friends, community, 
nation, and the world; all our aff ection, reverence, charity, and sense of goodwill; but it also guides us to live 
truly as the individual self and express our true nature through our actions.

The Theory of Salvation
Discipline for salvation consists of diff erent forms of worship, breath control, etc. Nobody is morally obliged 
to practise them. All philosophies, which claim to be philosophies of salvation, diff er from one another only 
in their doctrines of salvation. Th ey are not regarded as an ‘Ought’ (vidhi).

But, moral law is an ‘Ought’. It is not justifi able to equate ethical action and the theory of salvation (Raju, 
1985). From the ultimate point of view, where there is no ‘Ought’, there is no ethics. Ethics covers the aspects 
of man’s life aiming for the best in this world and his relation to other human beings. Th e doctrine of ethical 
codes is beyond criticism.

Th e theory of salvation is the crowning phase of life coming aft er ethical action. Indian philosophy knew 
the distinction between values that are an ‘ought’ and values that are only recommended to be good. Obtaining 
salvation, like obtaining wealth, is not an ‘ought’.

SUMMARY
• An action is the creative urge that is behind every active intellect, which ultimately fulfi ls itself in the 

creation of things and beings.
• Th e notions of right and wrong are derived from the notions of good and evil. A right action is one that 

leads to a good result.
• Another view is that a right action is one that is done simply from a sense of duty.
• Actions are primarily of three kinds: obligatory actions, prohibited actions, and optional actions. Ethical 

action deals with obligatory deeds and avoidance of prohibited deeds.
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• Th e Karma doctrine signifi es that the events of our life are determined by their antecedent causes and 
there is absolute justice in the rewards and punishments that fall to our lot in life.

• Th e implication of the idea of rewards and punishments is that the Karma doctrine is grounded in a 
moral view of the universe.

• Belief is the special capacity of the human intellect, not only to know and appreciate the knowledge, but 
also to absorb and assimilate, so as to bear upon one’s actions. Beliefs give us the direction and the dash 
and provide a destination for our determination.

KEY WORDS
Beliefs
Civil law
Constructive action
Destructive action
Ethical action
Inaction

Karma yoga
Moral code
Moral dilemma
Morality
Obligatory action
Optional action

Prohibitive action
Religiousness
Salvation
Transmigration

REVISION QUESTIONS
 1. Describe the notion of right and wrong and the source of moral dilemma.
 2. Comment: ‘Action is a creative urge behind every active intellect.’ Explain what are constructive and 

destructive actions?
 3. Defi ne ethical action. What are its characteristic features?
 4. Describe the fi ve stages of ethical action.
 5. What is the Karma doctrine? What is the theory of transmigration and what is its relevance to Karma 

Yoga?
 6. ‘Active resistance to unethical action is the central idea in the Karma doctrine.’ Comment.
 7. What is the diff erence between morality and religiousness?
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In Five Minds for the Future, Gardner (2009) defi nes the cognitive abilities that will command a premium 
in the years ahead: the Disciplined mind has mastered at least one way of thinking – a distinctive mode of 
 cognition that characterises a specifi c scholarly discipline (including science, mathematics, and history), craft  
or profession. Th e Synthesising mind takes information from disparate sources, understands, and evaluates 
that information objectively, and puts it together in ways that makes sense to the synthesiser and also to other 
persons. It is the ability to integrate ideas from diff erent disciplines or spheres into a coherent whole and to 
communicate that integration to others. Th e Creating mind puts forth new ideas, poses unfamiliar questions, 
conjures up fresh ways of thinking, and arrives at unexpected answers. It is the capacity to uncover and  clarify 
new problems, questions, and phenomena. Th e Respectful mind notes and welcomes diff erences between 
 individuals and between human groups, tries to understand these ‘others’, and seeks to work eff ectively with 
them. It deals with the awareness of and appreciation for diff erences among human beings and human groups. 
Th e Ethical mind ponders the nature of one’s work, and the needs and desires of the society in which one lives. 
Th is mind conceptualises how one can serve purposes beyond self-interest and how people can work unself-
ishly to improve the lot of all. It deals with fulfi lment of one’s responsibilities as a worker and a citizen.

Swami Chinmayananda says that the mind is man. As the mind, so are the individuals and their 
 experience. If the mind is disturbed, the individual is disturbed. If the mind is good, the individual is good 
(Chinmayananda, 1992). We can say that by constantly maintaining the awareness of the principles that 
 preside over all human endeavours in our mind, we can maintain a healthier and more potent life of virtue 
and strength.

BASICS IN MIND MANAGEMENT
Mind management is vitally important for anyone seeking to improve their ability to achieve goals or per-
form at a high level. When under stressful, competitive conditions, we must be in control of our thoughts 
and  emotions. Mind management  is the ability to deliberately and consciously direct our thoughts in the 

Learning Objectives

• This chapter deals with the flow of experiences in life and their impact on the mind of the 
 experiencer. It is postulated that only a person who is aware of his/her experiences can be in a 
position to understand whether his/her actions are ethical or unethical. This is possible only when 
we understand how our mind registers these experiences.

• The chapter also explores the philosophy of ethical conduct based on the teachings of Gita to 
achieve mental equipoise and happiness. The Guna concept (Sattwic, Rajasic, and Tamasic) is 
used to explain ethical or unethical behaviour of an individual at a given time. In this chapter, 
I have also developed an ‘Action-Quality Grid’ to help in identifying true nature of our work.

3 Ethical Mind
EJCRVGTEJCRVGT
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knowledge that each individual thought has an eff ect and creates the reality in which we live. We should look 
at thoughts as being things that possess energy. Mind management allows us to harness our minds to develop 
our full potential and achieve our goals.

David Kadavy, the author of the book Design for Hackers: Reverse-Engineering tweetted on 1 May 2012 – 
‘Productivity is less about time management than it is about mind management’ (David, 2012).

All of us, living as we do on any given day, are at best the product of the numerous yesterdays that we 
have lived in our intellectual thoughts, our emotional feelings, and our physical actions. Th e action of the past 
supported by the thoughts entertained and the valuation accepted by us, leave a distinct fl avour upon our 
mind and intellect. Th e future thoughts and their fl ow are controlled and directed by the previously created 
thought channels. Th ere is constancy in the multiplication of thoughts. Good thoughts create good thought-
currents, which can multiply only into a fl ood of good thoughts.

Th ese thought-impressions in our mind, good or bad, become manifested as gross actions, thoughts, 
and words, making our path of life either smooth or rough, according to the texture and quality of thoughts 
manifested. Th ese thought-impressions undergo constant change, whenever they manifest through action 
and words and reactions to it.

Th oughts of an individual, when expressed in the world, become his actions. Th e human mind is capable 
of moving forward, of altering its viewpoint, and enlarging its thought substances. Th e eff ect of these changes 
is to render past system of thinking obsolete. At any moment, the texture and quality of our thoughts are 
directly conditioned and controlled by our desires.

Agitations and Disturbances
We ordinarily act either because of our anxiety to gain profi t or because of the fear that by not doing a work, we 
will be incurring a loss. All of us are confi dent of our own strength but we do not capitalise on  opportunities. 
We live with a feeling of being underdogs. At the same time, we cannot give vent to our nature because of the 
righteous policy of ‘peace at all costs’.

Each one of us, whether working in business, social work, or government, come across attempts to 
manipulate us by those that enjoy power at that moment. Many a times, we feel that, at last, we are about to 
get our due, but someone else, with no rhyme or reason, denies us our right and all terms of contract. Th e 
feelings of injustice and the cruel indignities of the situation we perceive cause a lot of repression in our mind. 
We occasionally get a chance to express them but nevertheless they remain within. Th e mind gets disturbed 
because of its inability to control itself against the onslaught of outer challenges.

Th ere are many moments in our lives when we suppress many of our emotions knowingly. More 
oft en in our daily life, we unconsciously repress many of our sentiments. Repressed emotions accumulate 
a  tremendous amount of dynamic energy, which must necessarily reach out to a fi eld for expression. Th e 
dynamic forces released in the mind due to repression, if not properly channelled, make us a despondent and 
bewildered person. Th is causes agitations and disturbances in our mind. Even activities, however noble in 
their motive, leave restlessness in our heart because of ‘reactions’ of actions. During such a state of mind, we 
feel like a hapless neurotic at the great moment of a decisive action. Th at is how we come under the infl uence 
of our repressed mental state.

Stress of Immoral Act
A constant war is being waged within every one of us at every crucial moment of action. In most such cases, the 
destructive forces appear larger in number and usually mightier in their eff ectiveness than the inner goodness. 
Th erefore, at the moment of inward evaluation, we feel desperation in overcoming negative tendencies and as 
a result, start justifying our actions.
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In addition, when our motives are immoral and our cause is unjust, our minds would necessarily feel 
 restless and agitated. Sin is only a mistake committed by a misunderstood individual self-image, which acts 
contrary to its essential nature. Th e feeling of committing a sin creates more and more agitations in the mind. 
Th is state of aff airs of the mind is truly its tragedy. Th is creates a perception of crisis in our mind. Crisis and 
fear tear into bits, the joy and tranquility of our life.

OBJECTIVE AND SUBJECTIVE MIND
Th e fl ow of experiences is life. Now, what is an experience? What are its constituents? An experience is 
constituted of two main factors: subject and object. An experience is a product arising out of the union of the 
subject and the object. Th e subject is the person who experiences. Th e object is that which is being experienced. 
When a contact is established between the experiencer and the experienced, there arises an experience.

Our mind may be considered to be constituted with two distinct sides – one facing the word of stimuli 
that reaches it from the objects of the world, and other facing the ‘within’ that reacts to the stimuli received 
(Refer to Fig. 3.1). We can call the outer mind facing the objective worlds as objective mind and the inner 
mind as the subjective mind (Hiriyanna, 1975). Th e objective and subjective aspects of mind should work in 
unison with each other for a harmonious existence. In moments of doubt, the objective mind should come 
under the infl uence of the subjective mind.

Th e organs of perception create impulses, which reach the objective mind and the subjective mind 
through layers of our egoistic desires. Th ey react with the existing impression of past actions and express 
themselves in the world outside through action. Th us, the signature of our actions increasingly infl uences the 
subjective mind.

Majority of us have minds that are split to the layer of egoistic desires in the individual (Chinmayananda, 
1992). Th e greater the distance between these two, i.e., objective and subjective mind, the greater the 
confusion in us. In such a state of mind, the objective mind does not receive any reaction from its subjective 
mind – due to selfi sh assumptions and desire prompted anxieties.

Th e preoccupation of mind, dreaming about the ultimate end of actions performed, brings about 
a complete divorce between the ‘subjective’ and the ‘objective’ mind. In the state of confusion, the mind 
becomes unsteady, agitated, chaotic, and loses its morale. When emotions are totally divorced from the 
intellect, the ‘objective mind’, without the guidance of the ‘subjective mind’, runs wild and comes to some 
unintelligent conclusions.

Figure 3.1: Objective and Subjective Mind

Real World

Objective
Mind

Subjective
Mind

Egoistic Desires

World of
Action
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Due to this internal maladjustment, we behave as a shattered personality. A mind divided in itself, 
becomes an easy prey to a host of psychological diseases. We become incapable of facing the challenges of life 
and meeting its rising demands due to our false estimation of things and beings.

The Dual Personality
Every one of us has a picture of the ideal. Th is intellectual conception of ourselves is always rather vivid in 
each one of us. We have a clear concept of a morally strong, ethical, physically loving, and socially disciplined 
person that we should be.

But this ideal remains only in the realm of thought and is not lived in the world of activity. We misjudge 
ourselves to be the ideal person and are, generally, blind to our own actual imperfections. In the mental zones 
of our emotions and feelings, we continue to be aff ected by our likes and dislikes, loves and hatreds, and 
 appetites and passions. Th e dark features of personalities are listed here to help us weed them out from our 
mental composition:

• Ostentation: Pretending to be righteous but living the unrighteous ways of life is referred to as ostentation.
• Arrogance: Endless pride of learning or of wealth, or of social status, or of family connections, gives to an 

individual an imagined self-importance resulting in an arrogance that drives away all inward peace. An 
arrogant man is a lonely creature and he becomes self-conceited.

• Anger: When an arrogant man looks around him and fi nds that the world’s estimate of him is totally 
diff erent from his own estimate of himself, he gets worked up with anger in his speech and action.

Th us, we fi nd a notoriously selfi sh man in society warmly and sincerely criticising the slightest 
traces of selfi shness in others. Th e gulf between the Ideal-self and the Actual-self is the measure of one’s 
 development. As long as we do not realise the existence of this dual personality in ourselves, there cannot be 
any self-development.

During the process of self-enquiry, the lower instincts and the higher ideals organise themselves, ready to 
fi ght. Th e discriminative intellect takes the individual to a point on no man’s land, without identifying himself 
with either the good or the evil in the person. And, at this moment of introspection, the egoistic entity feels des-
perate and fi nds itself incapacitated to take up his inner war without any hope of victory, resulting in dejection.

TRAINING THE MIND
Mind is the conditioning that distorts the ideal and creates dual personality in us. When the rational and 
discriminative capacities of the intellect are brought to bear their authority upon the mind, the unifi cation 
process of a personality begins. Actual accomplishment depends upon how far we learn to become aware of 
gaps in our Ideal-self and Actual-self.

Th e entire responsibility for not being able to train the mind lies upon individual and her/his lack of self-
application. It is very important to discover in us the necessary urge to evolve. It is important to discover in us the 
necessary mental stamina, the intellectual vision, and the physical forbearance to live the life of ethical action.

Th ere are a few common methods of training the mind. Th ese are – art of disengagement and self-denial.

Art of Disengagement
One can cultivate the art of, and the will for, instant mental engagement in, and disengagement from 
various pursuits. Th is requires the development of the mind which is less distracted and fractional, and 
more concentrated.
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An individual identifi es with a given role only as long as he needs that particular identity for fulfi lling his 
desires. Once it is over, the individual forgets all his duties, relationships, and vanities in that particular role. 
An actor, playing the part of a ruler in a drama, still has a spouse and children to whom he has to go back aft er 
drama is over. He is effi  cient as an actor because he constantly remembers his real identity. Th e man with the 
integrated mind acts with awareness of his self while playing any role. Th is enables him not to transgress the 
boundaries of the role he is playing.

Self-Denial
An element of self-denial is built into training the mind because when one wants to achieve something solid, 
one has to live to a large extent in self-denial. Th e life of a candidate during election time, that of a student 
before examinations, or of an actor and a dancer before performances are examples of self-denials where these 
individuals deny themselves all their idle preoccupations in their anxiety for success in their respective fi elds.

At the same time, self-denial is not enough. One has to follow the right path in order to gain true success. 
If one reads geography for the whole night before appearing for examination in mathematics, he cannot hope 
to get the desired results.

SELF DEVELOPMENT
Each one of us needs to get up and fi ght the battle of our own life so that we may gain inner peace. It is diffi  cult 
to assess the position and progress of self-development from inertia to desire prompted activities and from 
desire prompted activities to duty-bound selfl ess activities. Here are some salient traits and characteristics of 
self-development (Parthasarathy, 2002):

• Independence: A self-developed person is self-suffi  cient. He/she does not depend on external support 
and is independent of the world.

• Universal love: Th e love that people claim to profess is far from true love. It is preferential, uneven love. 
True love is universal, even, and same to all. Love in its purest form can never be concentrated in one 
form. Th e more we develop such love, the more self-developed we are.

• Objectivity: Objectivity means maintaining an impersonal attitude in life. Retreat to your own self and 
look at the world with tongue-in-cheek. Th at is objectivity.

• Cheer: A self-developed person’s inner nature is ever-eff ervescing with cheer and joy. Cheer develops 
with progress on self-development. A self-developed person is not gloomy, morose, or depressed.

• Dynamism: As we evolve to perfection, we shed our tamas, laziness, and indolence. We turn brighter, 
more active, and dynamic. Th is dynamism is refl ected at all levels of our personality.

Th e process of evolution of individuals starts when they move from unproductive inertia to action with 
desire prompted activities. Swami Chinmayananda says that thinking people fall into two distinct categories: 
the active and the contemplative (Chinmayananda, 1992). Separate methods of self-development are required 
to suit the mental and intellectual temperaments of both these categories. Path of knowledge is suitable for 
contemplative people and path of action is suitable for active people.

Path of Action
Th rough intelligent action, an individual can exhaust his/her existing impressions and make the subjec-
tive mind more clear and crystalline. Action performed without self-centred needs purges the mind of its 
deep-seated impressions and make it increasingly subtle in its purifi cation. Th ere is only one way of bringing 
 balance and that is, removal of our egoistic desires.

M03_Ethical Management_C03.indd   36M03_Ethical Management_C03.indd   36 5/22/2013   3:22:41 PM5/22/2013   3:22:41 PM



Ethical Mind �  37

Th e path of action is also called ‘Karma Yoga’, where selfl ess activity purges the existing egocentric desires 
in the individual.

Th e active people release themselves from all their mental pre-occupations, and thus through their work, 
live in the joy and ecstasy of work. Th us, by getting intoxicated with the activities undertaken in the present, 
is to live vitally, fully, and entirely with all the best that is in us. To dissolve ourselves thus – our past, our 
future, our hopes, our fears – into the present, is to work in inspiration. An inspired work always promises 
the greatest returns. In an inspired activity, the worker forgets himself in the work that he/she is doing. Th is 
contentment of a moment in itself is ‘the true happiness’. Th e work itself is the reward; the work is the means 
and is the goal. Th is kind of work produces an evenness of mind.

Path of Knowledge 
Life’s ideal can be attained only through knowledge. Th e way of action and the way of devotion are the means 
to the way of knowledge.

Path of knowledge is moving from ignorance to knowledge. Here, one is directed to a greater reality than 
her/his mind, ego, and intellect. Th ereby, the divorce between the subjective mind (valuing mind) and the 
objective mind (knowing mind) is eliminated to some extent.

Subjective change and improvement is the real change and improvement. Objective or empirical change 
and improvement is a consequence. Human development is subjective and it can be achieved by purging one’s 
mind of the natural, obvious, and deep-seated impurities.

Path of Discrimination
Th is path focuses on understanding inner weakness. Th ere is a strong need to revolutionise inner motives and 
mental attitudes to train our mind. One has to take control of the emotions of attachment, fear, and anger. 
Attachment develops desires. Desire means a capacity of the mind to see ahead of itself, a scheme or a pattern, 
in which he/she who desires will probably be happier. Fear generates a sense of insecurity aft er fulfi lment of 
desires. Anger arises towards those who come between him/her and the object of his/her attachment. Anger 
is directly proportional to the amount of fear one entertains on score of obstacles holding one back from 
winning his/her object of love. When the rational and discriminative capacities of the intellect are brought to 
bear their authority upon the mind, the unifi cation process of a personality begins.

Path of Sacrifi ce of Wealth
Most of the time, we use money for our selfi sh motives. When we part with wealth in charities with no 
expectations, it is a sacrifi ce of wealth. It helps in strengthening our positive tendencies and overcoming 
greed. Th is helps in our self-development. All the religions of the world emphasise on being charitable on a 
regular basis.

Path of Self-control
Th is path has a great similarity to Jainism, which has the philosophy of moral self-control. Jaina called 
Vardhaman (founder of Jainism, 6th century BC) by the title Jina (the conquerer) who conquered his self, 
his bodily desires, drives, and dualities like love and hate. Th is path believes in the life of austerity through 
absolute, rigorous self-control, and absolute detachment from all that belongs to our physical body.

According to Patanjali (Raju, 1985) self-control is of fi ve kinds: non-injury, truthfulness, non-stealing, 
celibacy, and non-acceptance of gift s, which means mainly the refusal to accept instruments of pleasure.
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Path of Mind-control
It involves concentration and meditation. Concentration is the fi xing of the inner sense upon an object, an 
idol, or an image of God, or any part of one’s own body. Most of the time, it is the devotion to God, which 
helps in concentration.

Meditation is the steadiness or unbroken continuity of concentration. In this state of consciousness, the 
object becomes continuous like the fl ow of oil, in which drops are not distinguishable. Th is path is more 
 popularly known as the path of practice of Yoga. Yoga is helpful in keeping the mind and body healthy and 
agile. It purifi es our mind and clears it of all dross.

STAGES OF SELF-DEVELOPMENT
Realising our own weakness, rejecting the false, and alerting the better is the process of inner evaluation. 
No excuse in the world is suffi  ciently strong to justify an individual’s inability to uphold his progress in self-
development. Th e question is, what exactly is the method for self-development.

Given below are various stages of an individual’s growth:

Stage 0: Unproductive Inertia
We all tend to be inert. If left  to themselves, the majority of the people would demand only food to eat and 
television to watch, with least amount of exertion and plenty of idle hours.

Stage I: Desire-prompted Activity
From unproductive inertia, the fi rst stage of man’s growth is his being awakened to activity and this is most 
easily and effi  ciently done when the individual’s desires are whipped up. Th us, in the fi rst stage of his evolu-
tion, desire prompted activities take man out of his mental and intellectual inertia to vigorous action.

Ego is a bundle of memories of the past, and hopes and expectations for the future. To live in the ego is 
to live either in the past or in the future. We lose the immediate moments given to us to act, to strive, to earn, 
and to achieve. Effi  cient activity in the present alone can produce great results.

Stage II: Developing the Spirit of Devotion and Dedication 
(Selfl ess Dedicated Activity)
In the second stage of our growth, we become tired of the desire motivated activities, and feel energetic when 
advised to spend at least a few hours in a noble fi eld, with a spirit of dedication and service. Such activities 
are generally undertaken in the service of others, where the individual works with the least ego. When an 
individual, in this second stage, works with his ego subdued, in a spirit of devotion and dedication, he comes 
to exhaust his past tendencies. Th us unloaded, his mind and intellect become capable of enjoying subtle realm 
of joy and peace.

Ethical action purifi es our mind and reason. Love of the Supreme Being and devotion and surrender to 
him enables us to rise above our petty self. All the theistic schools of philosophy have advocated the path of 
devotion. In this path, man completely surrenders himself to God, or whosoever he believes in, in love and 
devotion. Emotional attachment to God is easier than dry detachment from fruits of action. Essential condi-
tions for the ways of devotion are:

• Perfect faith: Devotion is not possible until the individual has a correct grasp of what he is doing. 
A correct and exhaustive knowledge of what we are doing, and why we are doing it, is a pre-condition.
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• Steadfast mind: More important than the knowledge is meditation upon the very ‘knowledge’. To convert 
our learning into our understanding, it is necessary to assimilate and absorb the knowledge. Th is process 
of inward assimilation of knowledge can take place only through meditation.

• Mind merged with the work being done: Meditation is not possible for an agitated mind. Agitation is 
caused by anxiety about the results of our actions. Th erefore, one should learn to live in the present, act, 
and forget about the fruits of action, belonging to the future.

A person, who is devoid of devotion to his/her action or to God, has no concern for others, has no 
desire to listen and has no respect for ethical action. Such an individual cannot be forced on the path of self- 
development. Personality readjustments cannot be made overnight.

Once we are purifi ed through devotion and through work, we come to live our real nature. Once we know 
the art of mind training, we can learn to take care of much of the maladjustment and rule over the circumstances.

Stage III: Achieving Mental Equipoise
Th e external world of objects by itself cannot bring any disturbance to us. It is only when we are in contact 
with them that we suff er agitations in life. Forms, sounds, tastes, smells, and touches can agitate us only 
when we identify ourselves with our mental conditions. If we, therefore, shut out the external objects, we will 
 discover the necessary tranquility to achieve mental equipoise.

With a single pointed mind, if an individual is determined and acts consistently, achievement will 
 certainly result. But invariably, man, victimised by his ego, entertains hundreds of desires, oft en mentally 
contradictory, and exhausts mental strength.

Undisturbed calmness of mind can be attained by cultivating:

• Friendliness towards happy person
• Compassion for the unhappy person
• Delight in the virtuous acts
• Indiff erence towards the wicked

To the extent one works for larger schemes to benefi t a large section of society, to that extent he is less 
aff ected by his anxieties. Th e ego and ego-centric desires blind and destroy man, but to the extent one can 
elevate his/her identifi cation to include and accommodate larger sections of the living world, to that extent the 
attachments and anxieties gather an ethical halo and become a cure for subjective pains and imperfections.

Equanimity is the hallmark of a trained mind (Chinmayananda, 1990). Th is equanimity of the mind 
alone can bring out the beam of inspiration and real success. By training the mind, a person rises above the 
agitations of mind, intellect, and body. Such a person learns to keep oneself in equilibrium in all the following 
diff erent vicissitudes at the respective level of existence.

 1. Pain and pleasure: It is the intellectual awareness of experiences − unfavourable and favourable.
 2. Gain and loss: Th is conception indicates the mental zone where we feel the joys of meeting and sorrows 

of parting.
 3. Conquest and defeat: It indicates the ‘physical’ fi elds wherein at the level of the body, we ourselves win 

or let others win.
 4. Rejoice and hate: One who does not rejoice (feel satisfi ed and fulfi lled aft er obtaining a desired object) 

nor hates (the sense of revulsion towards undesirable things and circumstances). Th e individual is 
content with things that reach him accidentally, unasked, and unexpected.

 5. Foe and friend: Th e person is away from mental estimation of others as friend or foe. He/she maintains 
a uniformity of attitude towards others.
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 6. Honour and dishonour: Equal to honour and dishonour since a dishonourable situation may look 
 honourable in some other context.

 7. Censure and praise: To whom censure and praise are equal, since praise and censure are nothing more 
than the passing fancy of those who express them.

 8. Comfort and discomfort: For example, same in heat and cold experiences of the body.

EFFECTS OF PAST TENDENCIES
Th ere are innumerable forces of negative and positive tendencies within us, which infl uence our thoughts 
and actions (Tilak, 1935; Radhakrishnan, 1948). We constantly work under such infl uences and go through 
various physical, emotional, and intellectual experiences. Th e quality and quantity of these experiences 
 determines our personality, pattern of behaviours, and conduct.

Th ese forces are also the constituents of everything in creation, in Prakriti, in Nature. Indian 
philosophy considers every phenomenon, every atom, every human being and her/his action, a play of 
‘Prakriti’, (i.e., primordial nature, not the physical). Th e dynamism of Prakriti is due to the continuous 
fl ux of three qualities (Gunas). Th ese Gunas are: Dull (Tamas), Passionate (Rajas) and Balanced (Sattwa). 
Th ese are variously called attributes, constituents, elements, qualities, or principles, which underlie every 
empirical phenomenon.

Th ese three Gunas, in diff erent proportions, infl uence the mental and the intellectual calibre of every 
individual and these infl uences provide the distinct fl avour in each personality. All three are always  present 
in every one, but their proportion diff ers slightly from person to person; hence the distinct aroma in the 
 character, conduct, and behaviour of each individual (Chakraborty, 1985).

Th e term Guna indicates not the properties of a material but the ‘attitude’ with which the mind  functions. 
A careful study of Guna provides us with the capacity of detecting within ourselves the most powerful 
 tendency that rises up to rule our mental life, at any given moment. A true and exhaustive knowledge of 
the Gunas will make an individual aware of the possible mischief of the mind and meet her/his subjective 
 problems effi  ciently whenever they arise.

Nature of Gunas
Th ough all three types of Gunas co-exist in every individual, we fi nd their distinct individual qualities mani-
festing themselves during diff erent parts of the day. In the early hours of the day, we are relatively calm and 
composed. Our capacity to understand is optimum. Sat represents the expected Guna of an individual in 
the morning. Sat means absolute real, therefore Sattwic means ‘good’ and the movement of the individual is 
upwards.

We are relatively active during the course of the day. Th is period is Rajasic. Raj means red therefore 
Rajasic means ‘Passionate’ and the movement is lateral. Again, at the close of the day, we become dull and 
the mind is disturbed due to events of the day. Tam means darkness therefore Tamasic means ‘Dull’ and the 
movement is downwards.

Th ere is a beautiful verse in Bhagavad Gita (Chapter 3:38) describing the nature of Gunas.

‘Dhumenaavriyate vahnirryathaadarsho malen cha
yatholbenaavrito garbhastathaa teneddamaavritam’

‘As fi re is covered by smoke, as a mirror by dust, as an embryo is covered by the womb, so is Th is 
covered by it.’
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Sattwic Guna is like fi re covered by smoke. A small wind blows away the smoke revealing the hidden fi re. 
Rajasic Guna is like the dust on the mirror. One has to make vigorous eff orts to remove this dust to see the 
image clearly. Th e nature of Tamasic Gunas resembles that of the embryo in the womb. Th e womb covers the 
embryo. You do not know what is hidden beneath it and it will take its own time and eff ort to mature.

Sattwa attaches itself to happiness, to the thrills of the creative moments in life – a scientist, an artist, or 
a poet will not even like to come down to the passionate world. Rajas attaches to action and Tamas attaches 
one to heedlessness.

Th e fruits of Sattwic action are good and pure. Fruit of Rajas is pain and the fruit of Tamas is ignorance. 
Knowledge arises from Sattwa, greed from Rajas and heedlessness, delusion, and ignorance arise from Tamas. 
Rajasic and Tamasic individuals are skills and rights oriented. Sattwic individuals are duty-oriented.

Sattwic or Balanced
Under the Sattwic infl uence, the mind is steady, free from agitations and inertia. Mind experiences peace and 
happiness, better understanding, and intellectual comprehension. It describes the limits of ‘goodness’ and 
gives freedom from agitation. Th us, whenever a given mind is in an inspiring and creative mood, it is capable 
of vast knowing and deep understanding. A true scientist, working self-dedicatedly in his laboratory; a painter 
working on his canvas; martyrs facing cruel persecution, politicians suff ering long years in jail for standing up 
to their convictions are examples of individuals inspired by their creative mind.

Characteristics of a Balanced Person 

• Knowledge: Recognising the truth of existence. Perceives the oneness underlying the universe.
• Action: Work undertaken for work’s own sake, with a spirit of inspiration. Work without any anxiety for 

results. E.g., missionary work without any likes and dislikes.
• Result of Actions: Steady and blissful.
• Agent/Actor Personality: Free from attachments to objects, non-egoistic, fi rm, enthusiastic, unaff ected 

by success or failure. E.g., a nurse in the hospital has no attachment with the patient, no ego that she is 
curing the patient, she has fortitude and enthusiasm to work effi  ciently and is not concerned with success 
or failure, because she knows she is there only to serve.

• Motive Force of Work: Discrimination between what ought to be done and what ought not to be done, 
fear and fearlessness, bondage and liberation.

• Fortitude: Constancy of steady control over one’s mind, sense organs and their activities, through single-
minded attention, and faithful concentration.

• Pleasure: Happiness that arises from constant eff ort, joy arising out of self-control and self-perfection 
born out of purity of one’s own mind.

• Nature: Serenity, self-restraint, austerity, purity, forgiveness, uprightness, knowledge, self-realisation 
(wisdom), and faith.

• Duties: Duties carried out to cultivate knowledge, wisdom, and faith.

Rajasic or Passionate
When Rajas infl uence dominates, there is desire for acquisition of things and attachment with things acquired 
already. Th e person normally remains in a stable equilibrium. But when he/she looks at an object of desire, the 
equilibrium is disturbed and the mind is fi lled with ‘passion’, which is expressed in a million diff erent urges, 
desires, emotions, and feelings. Such an individual can never keep quiet but must necessarily act on endlessly 
earning and spending, racing and procuring, procreating and protecting, and thirsting for more and more. 
He/she is fi lled with joys of his success and is involved in the sorrows of his failures.
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Characteristics of a Passionate Person

• Knowledge: Recognising the separateness and distinctions among living creatures and dividing them 
into diff erent classes, castes, creeds, races, nationalities, etc.

• Action: Work done to fulfi l desires, under tension and strain, anxiety and fear. Works with arrogance, 
self-centredness. E.g., political leaders, social workers, industrialists, over-anxious parents/managers, 
fanatic preachers, blind money-makers.

• Result of Actions: Takes a longer time to feel disappointed and overcome sorrows.
• Agent/Actor Personality: Full of desires, passions, and attachments, clings on to some wished for gain 

or goal. Never satisfi ed with what he/she gains, since desires multiply from moment to moment. Does 
not hesitate to injure others; when maliciously resolved to gain his/her goal, he/she becomes immoral. 
Unrighteous methods and immoralities are no ban to gain his/her goal, though ordinarily he/she is a 
moral and righteous person. Full of delight and grief.

• Motive Force of Work: A coloured judgement of the ethical and unethical, what is to be done and what 
is not to be done.

• Fortitude: Constancy of pursuit of duty, wealth, and pleasure to enjoy the fruits of action.
• Pleasure: Pleasure of sense organs ending into exhaustion; temporary enjoyment of fruits of action.
• Nature: Prowess, boldness, splendour, fi rmness, dexterity, perseverance, generosity, authoritative, 

commercial temperament.
• Duties: Duties carried out to cultivate, to maintain, and to express above nature.

Tamasic or Dull
Tamas is born of ‘Ignorance’. Under this infl uence, man’s intellectual capacity to discriminate between the 
right and wrong gets aff ected. Tamasic persons focus all their interest and attention upon themselves. All their 
actions and perceptions, emotions and thoughts are directed only to the welfare of themselves. But the world 
is not designed to cater to any particular individual. As a result, these demands remain unfulfi lled. Th e mind is 
never at rest. It is always discontented and disturbed. Th ere is no consistency of purpose, brilliance of thought, 
tenderness of emotion, or nobility of action.

Characteristics of a Dull Person

• Knowledge: Fanatic in their beliefs, devotion, views, and values in life without recognising the cause 
and eff ect. Views the world as if it exists for him/her alone, with concept of self-importance. Narrow and 
limited vision.

• Action: Works done without regard for loss of power or vitality, loss or injury to others, without any 
attention to their own status, and ability; careless and irresponsible actions because of some delusory 
misconception of the goal; e.g., Smoking, drinking, gambling, corruption.

• Result of Actions: Immediate dividend of sorrow.
• Agent/Actor Personality: No control over self, unsteady, impulsive, unbalanced in his/her activities; 

arrogant, obstinate, and stubborn. Dishonest and deceitful, inability to see any other point of view; 
Conceals his/her real motives and purposes and secretly works out his/her programmes; over-indulging. 
Enjoys and consumes without producing and striving. Complaining of men and things around him/
her. Bent upon creating disputes and quarrels. Challenges adversaries to destroy him. Keeps away from 
obstacles, Incapacity to arrive at fi rm judgment. Postpones the decision.

• Motive Force of Work: Wrong judgement of ethical and unethical actions (justifying ethical to be 
 unethical and vice-versa).

• Fortitude: Steadiness of purpose with which one does not abandon sleep, fear, grief, depressions, and 
arrogance.
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• Pleasure: Pleasure arising from sleep, indolence and heedlessness, wrong values, and false ideals.
• Nature: Spirit of service.
• Duties: Work in the spirit of dedication and service.

RESEARCH ON GUNA COMPOSITION
Guna theory is one of psychological energies or forces that determine individual propensities and  dispositions. 
Gunas can be understood as attitudes with which mind functions or as infl uences under which the thoughts 
function (Chinmayananda, 1992). Guna theory provides the explanation for the innumerable and distinctive 
nature of people in the world.

Th e three Gunas function within each one of us, and therefore, we must know the art of subjectively 
diagnosing them. Diagnosis can be accomplished through the observation of self.

A research was conducted to understand human response in organisations with special reference to 
Indian context (Modh, 2004). Rashtriya Swayamsevak Sangh, one of the largest voluntary organisations in the 
word, was selected for this study. Active volunteers of the Sangh were given statements refl ecting various attri-
butes of the three gunas and were asked to give their agreement or disagreement on a fi ve point Likert scale.

Th e research concept was based on the theoretical work done by Dr S K Chakraborty, which provided a 
normative framework of Gunas (Sattwic, Rajasic and Tamasic in his book Human Response in Organisations 
(Chakraborty, 1985). Th is framework needed empirical testing in a typical Indian setting. Th e research also 
made an attempt to fi nd out what makes RSS so unique and successful with unprecedented growth.

Twenty fi ve variables were chosen aft er two trial fi eld research and multivariate analysis. Th e factor analy-
sis of these variables gave many insights into the Guna characteristics. Table 3.1 gives the signifi cant factors 
extracted aft er the factor analysis of these 25 variables. Table 3.2 gives the mean value and standard deviation 
of factors obtained aft er grouping the variables in each factor. Remark column suggests the interpretation of 
each factor for the sample. Th ese factors were, then, used to understand the Guna framework of RSS workers.

Table 3.1 Order in which Items Contribute to Factors in the Sample

Factors Variables with Signifi cant Loading

Factor 1: Committed to Mission Staunch Swadeshi, dedicated worker, devoted Hindu, Hindutva-Vadi 

Factor 2: Passionate Knows that success depends on timely action, delighted when 
successful, loves his work and enjoys his life 

Factor 3: Infl exible Rigidity in decision-making, Believes in self-control and restraint, thinks 
that not answerable to anyone, difference of opinion about work 

Factor 4: Authoritarian Seeks power and authority for result, expectation of reward, 
believes in ‘end justifi es means’ 

Factor 5: Indolent Half-hearted approach to work, absence of initiative, loves to 
sleep during free time, gets exhausted doing his/her work 

Factor 6: Ethical Believes in sanctity of methods, cultural view

Factor 7: Distracted Blames others for failure, believes in instincts in decision-making, 
loves revelry 

Factor 8: Motivated Takes initiative if task is understood

Factor 9: Disinterested Dislikes his work 
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Empirical Testing of Guna Framework
As discussed earlier, Guna framework can be used to explain the human response in a particular setting. 
A classifi cation of factors obtained from factor analysis was carried out based on known characteristics of 
Gunas. Th e factor analysis proved that the three gunas are independent functions and it is possible to bring 
out Guna composition of people in an organisation. Th e mean values of all these factors refl ect the nature of 
RSS as an organisation.

On the basis of a prior knowledge, factors can be grouped as:

 1. Sattwic guna: Commitment (F1), Ethical (F6);
 2. Rajasic guna: Passionate (F2), Authoritarian (F4), Motivated (F8);
 3. Tamasic guna: Infl exible (F3), Indolent (F5), Distracted (F7), Disinterested (F9).

Th is framework was subsequently verifi ed using Discriminant Function Analysis. Th e results of 
Discriminant Function Analysis proved the results to be in conformity with the theoretical framework. Th e 
analysis revealed that the theoretical classifi cation given above is statistically signifi cant and that the human 
response factors can be discriminated according to Sattwic (Commitment to Mission, Ethical Worker), Rajasic 
(Passionate and Authoritarian Worker) and Tamasic (Indolent and Distracted Worker). Since the results were 
consistently proved, this construct can be used to fi nd the Guna composition (attribute/quality) of a person 
or an organisation at a given point of time.

Interestingly, it is observed that RSS workers scored more than average on Sattwic and Rajasic Guna 
variables and less than average on Tamasic Guna variables as shown in Table 3.2. On the basis of the mean 
values of factors, it can be concluded that an RSS worker is committed to his mission, extremely motivated, 
passionate, and ethical in his approach. On the other hand, he is sometimes infl exible and authoritarian on 
odd occasions. He is rarely distracted, not indolent, and does not believe in disinterested work.

In conclusion, an RSS worker can be called a ‘Sattwo-Rajasic’ type of personality according to Guna 
theory. Similar analysis can be done in other organisations to fi nd out the Guna composition of the workers. 
Th e analysis would tell us whether the organisation is inspired, dynamic, or indolent and what the mix of 
these attributes is.

Table 3.2 Mean and Standard Deviation of Factors

Variable Mean Remark: RSS Worker is 

Commitment to Mission (F1) 3.80 Committed to a large extent

Passionate (F2) 3.99 Very much

Infl exible (F3) 3.01 Sometimes

Authoritarian (F4) 2.13 On the odd occasion

Indolent (F5) 2.46 Hardly 

Ethical (F6) 3.66 Most of the time

Distracted (F7) 2.79 Not often

Motivated (F8) 4.25 Extremely

Disinterested (F9) 2.41 Rarely
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GUNA THEORY AND ETHICAL ACTION
Every society, generally, consists of people who are engaged in four types of activities – knowledge accumula-
tion, power accumulation, wealth creation, and service. Th ey can be described as intellectuals, power seekers, 
businessmen, and service providers. Th ey could also be called scholars, leaders, traders, and workers.

Indian philosophy, too, enumerates four types of work that an individual performs based on his/her 
nature of work and mode of thinking. Traditionally, they are classifi ed as Brahmin (Knowledge Worker), 
Kshatriya (Power Seeker), Vaishya (Wealth Accumulator) and Shudra (Service Provider). Over a period of 
time, it degenerated into a rigid caste system. If we leave out the caste system, which is highly deplorable, the 
format can be used to evolve a relationship between an individual’s Guna composition and his nature of work. 
Chapter 4:13 of Bhagavad Gita says:

‘Chaaturvarnyam mayaa srishtam gunakarmaavibhagshah’

Lord says, ‘Th e four-fold actions were created by Me according to the diff erentiation of Guna (quality) 
and action.’

Based on this relationship, I have developed an Action-Quality grid to present the concept in more detail 
for better understanding (Figure 3.2). Th e Action-Quality Grid relates three Gunas (Sattwic, Rajasic and 
Tamasic) to the four types of work. As the table suggests, if nature of activity is service, a Tamasic individual 
will be a routine worker, a Rajasic (Passionate) person will be a resourceful worker and will do his work with 
passion. A Sattwic (Balanced) person will render selfl ess service within her/his organisation and to the society.

If the nature of activity is wealth creation/business, the Tamasic person will struggle to maintain the sta-
tus quo. Th e Rajasic person will be passionate and will become an entrepreneur. Th ose who are Sattwic and 
are in business will have a Gandhian view of business as a trust. Th ey will run their business with a view to 
contribute to the society and support charitable activities.

When the nature of action is power acquisition, a person with Tamasic Guna will be a typical govern-
ment employee. For the passionate Rajasic person, army, bureaucracy, and politics is the natural place to 
be in. Th ose of the Sattwic mind will use their work for social activism to bring about social transformation 
and change.

In the fi eld of knowledge, the Tamasic person becomes an armchair critic, a journalist, or an editor – 
advising and criticising everyone. Th e Rajasic person would become a consultant and will use his knowledge 
for other’s benefi t but at a price. Th e Sattwic person becomes a Guru or a teacher.

Quality

Sattwic

Rajastic

Tamasic

Teacher/Guru

Consultants

Armchair Critic

Social Activist

Soldier, Bureaucrat,
Politician

Government
Employee

Gandhi’s
Trusteeship

Entrepreneur

Static Business

Selfless Service

Resourceful

Routine Work

Knowledge Power Wealth Service

Nature of Action

Figure 3.2: Modh’s Action-Quality Grid
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Dynamic Nature of the Grid
Th e nature of Guna is dynamic, and so is the nature of this Action-Quality grid. Knowledge of this grid would 
help every enthusiastic person who wants a life of better illumination and greater equanimity. Gunas express 
the qualities of our thoughts and feelings and lead us to good, bad, or indiff erent actions. By identifying the 
nature of work we are doing and relating it to the Gunas, we would be able to identify the imperfections and 
sorrows of our life.

Th e action-quality grid helps us in identifying the nature of work we are doing and with it, the dominant 
Guna infl uencing us at that moment in our life. It is interesting to note that the job title may not truly refl ect 
the nature of work we are doing at a given point of time. A person may overtly be a teacher by the title of 
his/her job; but, he/she may be actually behaving like a government employee, or a disinterested worker, or 
a social activist, or even an entrepreneur (running tuition classes).

Th is variation in her/his conduct is the play of Gunas, which refl ects her/his true nature – her/his ten-
dencies and temperaments. Th e gap between a job title and the true nature of work creates agitations and 
dilemma in one’s mind. If one truly understands the dominant nature of one’s actions, he/she can change the 
occupation to minimise agitations and confusion in his/her mind.

It is important that no one belonging to a particular work group in the action-quality grid look down with 
contempt upon others. We must understand that each one acts on the basis of his/her past tendencies and serves 
the society as best as he/she can. What is needed is that each one of us should try to minimise the gap between 
our true self and actual self and work with a spirit of dedication, for our own evolution and sense of fulfi lment.

Th e productivity potential that is dormant in any profession can be invoked by bridging this gap. Th is 
will be useful for our self-development and also to gain the highest good for the society. John Huddleston 
(1998) talks of a just society, which gives freedom to all its citizens and encourages them to achieve their full 
potential – physical, mental, and spiritual. A social structure is an arrangement of persons in institutionally 
controlled or defi ned relationships. An ideal social system gives equal opportunities to all its members to 
develop their persona.

ACHIEVING HAPPINESS
We want to follow the path of self-development to achieve happiness – complete, solidifi ed, eternal and un-
intermittent. To be complete, happiness must reign at all levels – physical, mental, intellectual, and spiritual. 
Th e main prerequisite for attainment of this goal is the establishment of a socio-economic order off ering full 
scope for the optimum development of all faculties and aptitudes of all individuals.

Happiness is a conceptual state of the mind when all positive and noble thoughts of love and tenderness, 
kindness and charity, and devotion and surrender spring up constantly. A peaceful mind is an indicator of 
happiness. Positive thinking brings about peace, and minimises the disturbance in mind. Complete happiness 
and satisfaction, perfect contentment, and peace are the experiences of the heart and do not come from more 
profi t and success, or glory and fame.

Commenting on the same subject, Swami Chinmayananda says that indiscriminate thought is the root of 
desire. Desire is caused by a sense of imperfection, incompleteness, or unfulfi lment felt within oneself. Hence 
our thoughts run towards the world of objects and beings with an idea of fi lling this void. Once a desire is 
entertained, a series of emotions fl ow out of the parent desire.

It is desire that is the foe of happiness. If we desire something and we do not get it, we become angry and 
unhappy (Anger). When the anger mounts and gets out of control, we become mentally deranged (Delusion). 
If we get it, we want more of it (Greed). Once we possess the object of our desire, we would like to retain it. 
We feel proud of its possession (Arrogance) and feel superior to those who do not own it. We feel envy for 
those who are above our level (Envy). Th ere is also a feeling of insecurity and fear of losing the object of desire 
(Fear). So, we are unhappy when we do not possess the object and we are also unhappy aft er possessing it.
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Th erefore, joy or happiness, at any given time, can be described as a quotient where the ‘number of desires 
fulfi lled’ is divided by the ‘total number of desires entertained’ by the same individual at that time.

Number of desires fulfilledQuotient of Happiness  
Total number of desires entertained

=

Th e materialists believe that by fanning their desires and satisfying as many of them as possible, one lives 
a life of joy and happiness. But, there will always be a big gap between desires fulfi lled and desires entertained. 
We can assert with our experiences that the gap, actually, keeps on increasing, thereby, reducing the quotient 
of happiness. Th e joy created through satisfaction of desires can never be complete. Th e desirer of desires can 
never come to perfect peace. Th e best way is to reduce the desires entertained.

Let us be clear about the diff erence between pleasure and happiness. Pleasure is a mental state or process, 
and events of pleasure are relatively brief.

It is not money, or power, or fame, or individual pleasures that are intrinsically good; those things are 
good only as a means to what we are all ultimately aft er, namely, happiness. And what is happiness? We are not 
going to get into that. Let us just say that happiness is the state that our life is in, when we tend to experience a 
lot of pleasures of various sorts, and relatively few pains, discomforts, and so forth. And so we could think of 
a happy life as one that is full of lots of pleasures. And notice, we are not necessarily talking about a dissolute, 
corrupt, immoral ‘life of pleasure’ here. People who are dissolute, corrupt, and immoral, and who seek plea-
sure from crime, casual sex, drugs, petty power games, and so forth, very oft en end up being unhappy people 
indeed. No, the happy life is one in which one has an excellent chance of having pleasure from the beginning 
of the life to its end. And that is going to include not ‘lower’ pleasures like eating, drinking, and sex; it is going 
to include many ‘higher’ pleasures like understanding, the appreciation of art, deep friendships and love, and 
so forth. Th e experience of all of those pleasures together is what goes to make a happy life.

Now let us look at a closely related view – the ancient Greek philosopher Aristotle’s view (Mckeon, 1941). 
According to this ancient Greek view, it is not happiness, which is a mental state over time, which is intrinsi-
cally good – it is, instead, something like happiness, but eudaimonia, for which there is no word in English, 
except perhaps the word ‘fl ourishing’ or ‘well-being’. Eudaimonia is more than simply happiness; it is a happy 
life that is well-lived. Happiness is a subjective state. Eudaimonia is an objective state; literally, it means some-
thing like ‘having a good spirit’. So, let us give a name to this ancient Greek view – eudaimonism. It says:

‘Th e only intrinsically good thing is a person’s eudaimonia, i.e., a state of happiness, measured in an entire 
life that is grounded upon solid, relatively unchangeable facts and not deception and mere luck.’

So the matter at issue now is: Is an individual’s life intrinsically good, or is it merely instrumentally good? 
Is an individual’s well-lived life, something that is desirable for its own sake, or is it desirable, ultimately, only 
as a means to having a happy society?

SUMMARY
• Th e outer mind facing the objective worlds is called the objective mind and the inner mind is called the 

subjective mind. Th e objective and subjective aspects of mind should work in unison with each other for 
a harmonious existence.

• Th e mind gets disturbed because of its inherent knowledge of good or bad but its inability to control itself 
against the onslaught of outer challenges.

• Sin is only a mistake committed by a misunderstood individual ego, which acts contrary to its essential 
nature, creating more and more agitation in mind.

• Th e gulf between the Ideal-self and the Actual-self is the measure of one’s self-development. As long as we 
do not realise the existence of this dual personality in ourselves, there cannot be any self-development.

• Th e dynamism of Prakriti is due to the continuous fl ux of the three qualities, Gunas, namely Dull (Tamas), 
Passionate (Rajas) and Balanced (Sattwa).
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• Gunas can be understood as attitudes with which mind functions or infl uences under which thoughts 
function. Th ese qualities can be used to explain the ethical or unethical behaviour of man at a given time.

• Th e Action-Quality grid helps in relating the true nature of the individual to his nature of work.
• Happiness is a conceptual state of the mind when all positive and noble thoughts of love and tenderness, 

kindness and charity, devotion and surrender, constantly spring up.

KEY WORDS
Action-Quality grid
Creating mind
Disciplined mind
Ethical mind
Equanimity
Gunas

Happiness
Mind control
Mind management
Rajasic Guna
Respecting mind
Satwic Guna

Self-development
Subjective mind
Synthesising mind
Tamasic Guna

REVISION QUESTIONS
 1. ‘Mind is man. As the mind, so is the individual.’ Comment.
 2. What do we understand by objective and subjective mind? ‘Split mind is the reason behind many moral 

dilemmas.’ Comment.
 3. ‘Sin is only a mistake committed by a misunderstood individual ego, acting contrary to its essential 

nature.’ Comment.
 4. Are there diff erent methods of self-development for active and contemplative individuals? If yes, what 

are they?
 5. Explain the concept of Gunas as described in Indian philosophy. How it is used to explain the ethical and 

unethical action?
 6. Explain Sattwic, Rajasic, and Tamasic Gunas in detail.
 7. Describe Modh’s Action-Quality Grid and its dynamic nature.
 8. Explain: ‘Human development is subjective.’ Describe the negative features of personalities that need 

attention in the self-development process.
 9. Describe the stages of self-development. What is self-integration? Describe the techniques of self-integration.
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INTRODUCTION
Much of the interest in ethical behaviour stems from the desire of society to control greed in our everyday 
dealings. Th e study of ethical values has attracted scholars from various disciplines and schools of thought. 
Th e ethical perception varies with the society’s politico-economic environment and the contingency of 
the situation.

It was in the beginning of the 19th century that, in pure theory, the concept of social value came into 
prominence. Th e founders of what is usually called the ‘modern’ system of theory, as distinguished from the 
‘classical’, never spoke of social, but only of individual value. Pure theory has an individualistic character. 
Almost everyone starts with wants and their satisfaction, and takes utility more or less exclusively as the 
basis of his/her analysis. Individuals are considered as independent units or agencies. Th is is so because 
only individuals can feel wants. Certain assumptions concerning those wants and the eff ects of satisfaction 
on their intensity give us our utility curves, which, therefore, have a clear meaning only for individuals 
(Schumpeter, 1908). Same reasoning cannot be directly applied to society as a whole. Society as such, having 
no brain or nerves in the physical sense, cannot feel wants and does not, therefore, have utility curves like 
those of individuals. For theory, it is irrelevant why people demand certain goods; the only important point 
is that all things are demanded, produced, and paid for because individuals want them. Every demand on 
the market is therefore an individualistic one, although, from another point of view, it oft en is an altruistic 
or a social one.

Th e only wants which for the purpose of economic theory, should be called strictly social, are consciously 
asserted by the whole community. Th e means of satisfying such wants are valued not by individuals who 
merely interact, but by all individuals acting as a community, consciously, and jointly.

Learning Objectives

• This chapter deals with the effect of economic and social values on ethical behaviour in a  society. 
It describes the three major socio-economic frameworks namely Capitalism, Socialism, and 
Humanism. The influence of these doctrines is not philosophic or academic but immediate and 
living. They mould the day-to-day behaviour of an individual living in such a society and develop 
his/her value and belief system.

• The chapter presents views of economists and thinkers who have played a role in developing 
such socio-economic theories and includes names like Adam Smith, J Bentham, Marx, Deendayal 
Upadhyaya, and Mahatma Gandhi.

4 Socio-economic 
Values

EJCRVGTEJCRVGT
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Th is case is realised in a communistic society. Th ere, indeed, want, and utility are not as simple as they 
are in the case of individuals. Although it would have to be determined somewhat artifi cially what the wants 
of such a society were, it is clear that we could speak of social utility curves. Furthermore, society would 
have direct control over all means of production, and could dispose them of much as could an isolated man. 
Production and distribution would, in fact, be ruled by social value and social marginal utilities; and in this 
part of economic theory, such concepts have a place.

But outside of the domain of communism we see, so far, only individual wants, values, and demands and 
their interaction. It is true that in some connections, and, in particular, in applying pure theory to practical 
problems, it is desirable to combine all the individual demand and supply curves into general demand and 
supply curves. In similar connections, we speak of general utility curves. But these are by no means the same 
as the utility curves of a communistic society. Th ey resemble them and have about the same shape; but they 
refer to individual wants and to a given distribution of wealth. Being only combinations of individual curves, 
they cannot be understood without these, and they are not what they would be in a communistic society. In 
the two types of societies, diff erent commodities would be produced, and the same commodities would have 
diff erent values. Th ey would be produced in diff erent quantities and would be diff erently apportioned among 
the members (Schumpeter, 1908).

Th us, we have scores of diff erent political and economic philosophies and scientifi c theories. Th e 
 infl uences of these doctrines are not merely philosophic or academic but immediate and living. Th ese theories 
infl uence our thoughts and actions and, work as a shaping factor in the revival and renewal of a nation and 
a culture. Th ese experiences have manifested themselves in accumulation of capital, inculcation of an indus-
trial culture, and the resulting socio-political interaction. Th ese experiences have produced desired results in 
some aspects of human advancement, but left  dissatisfaction in many other areas.

Many of these theories and doctrines have become antiquated. Th is has happened due to the changes in 
social living conditions and economic structures. Th e collected and observed data have changed in their set 
up, or in their imperative messages.

Socio-economic theory deals with the analytical, political, and moral questions arising at the intersection 
between economy and society. It explores how the economy is or should be governed by social relations, 
institutional rules, political decisions, and cultural values. Th ey also consider how the economy in turn 
aff ects the society of which it is a part. Th e study of socioeconomic values is an interdisciplinary dialogue 
between sociology, economics, political science, and moral philosophy. Socio-economic theory, in a period of 
globalisation, deals with questions such as the on-going evolution of modern capitalism; how ‘objective’ the 
‘laws of the economy’ really are; and what are the realistic choices individuals and communities may have and 
must face today with respect to the organisation of economic life (Wolfgang, et al, 2013).

Th e eff ect of economic and social values on ethical values in a society can be analysed by studying three 
major thought systems. Th ese are:

 1. Materialist/Economist tradition
 2. Humanist–Materialist tradition
 3. Humanist tradition

1. ECONOMIST/MATERIALIST TRADITION (CAPITALISM)
Th e economist approach gained importance with the advent of the industrial revolution. Over the years, 
this view has resulted in erosion or subjugation of all other values. Th e discipline of economics provided the 
intellectual and moral foundations to this worldview. Related disciplines such as advertising have used the 
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intellectual legitimisation provided by economics to promote ‘scientifi c superstitions’ purely with a view to 
enhance profi t.

In the pure materialist tradition, economic effi  ciency has primacy over all other values. A society is 
 considered developed if it can increase material prosperity (Galbraith, 1970). All the eff orts of a society 
are focused on chasing ‘Pareto Optimal Point’. Achievement of Pareto Optimality is the major concern. All 
 institutions within society are driven by this concern. Accordingly, at the level of an individual organisation, 
the major concern is with input-output indicators, other things being of secondary importance.

Adam Smith, in his various works in the period ranging from 1759 to 1776 brought forward many 
theories (Schneider, 1967; Wilson, 1989). He assessed the national income through measurement of the 
agricultural output and combined it with the goal of maximising national wealth through commerce and, 
thus, gave birth to the notion of economic value.

Adam Smith (1966) argued that sympathy overcomes selfi shness. Using the argument of consensus-
based society, he said that values like grief and joy arouse similar emotions from the beholders. Adam Smith 
argued for a just society and posited a framework of how that just society would function. Wealth and value 
within a system of exchange replaced sympathy and approbation. He discussed the ethical forces that bind 
people together in a workable society.

In 1790, Ricardo (St Clair, 1957) divided value into goods (value in use) and commodities (value in 
exchange). He postulated that only labour could create value and defi ned capital as manmade aid to  production. 
Hence, investment is the process of capital creation. In changing the emphasis of economics from value to 
production, he took the fi rst step in deductive thinking. Th e key to economic analysis, he said, lay in divid-
ing the points of production (called factors) among three classes: landowners, capitalists, and labourers. He, 
therefore, emphasised on the distribution of income rather than on the growth of income. Ricardo changed 
the Smithian concept of value from absolute to relative terms.

Th e process of driving out ethics and morality from the sphere of economics was initiated by J Bentham’s 
utilitarianism. Utility is the attribute of a commodity that gives satisfaction. Utility is use-value, while price 
is exchange-value. Price is paid for the utility. Subsequently, the thought was steadily changed into the 
measurement of utility in the opposite direction. Any activity that has a price in the market has a utility. 
Prof. Davenport propounded this view. Is it diffi  cult to apprehend the consequences of value-free economics 
of utilitarianism? Unaccompanied and unrestrained by ethics and morality, the utility concept is bound to 
encourage anti-social tendencies and accelerate the process of social disintegration.

Market Fundamentalism
George Soros (2002) calls ‘laissez-fair’ of the 19th century with a more contemporary name: market fun-
damentalism. He says that the goal of market fundamentalism is to remove regulation and other forms of 
 government intervention from the economy and to promote the free movement of capital and entrepreneur-
ship, both domestically as well as internationally. Th e globalisation of fi nancial markets is one such  market 
fundamentalist project. Market fundamentalism is a false and dangerous ideology. It is false at least on 
two counts.

First, it profoundly misapprehends the way fi nancial markets operate. It assumes that markets tend 
toward equilibrium and that equilibrium assures the optimum allocation of resources. Academic economists 
have proceeded far beyond general equilibrium – multiple equilibriums are all the rage now – but market 
fundamentalists continue to believe they have solid science behind them, not just economics but also Charles 
Darwin’s theory of survival of the fi ttest. Left  to their own devices, fi nancial markets are liable to go to socially 
disruptive extremes.
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Mind and Matter
In the materialist West, it was believed that matter is basic and the mind is only a superstructure on it. 
Consequently, socio-economic order is basic. Once an appropriate order is established, corresponding 
 psychological changes in popular mind follow automatically (Muncy and Eastman, 1998). Materialism as a 
consumer value has three components:

 1. Centrality: Acquisition centrality
 2. Happiness: Acquisition as a pursuit of happiness
 3. Success: Possession defi ned success

Materialism enhances the feeling that increased consumption increases one’s satisfaction with life. All 
material desires are not bad; acquisition is a natural and healthy part of one’s life. Only, too much emphasis 
on acquisition-related happiness creates some imbalance in an individual’s mental health.

Many marketers have an interest in perpetuating materialism. Materialism is associated with a greater 
drive to acquire the goods that marketers provide for consumers. If consumers move away from their focus 
on material acquisitions and towards non-material quality of life, they would consume less from the economic 
system, resulting in fewer demands for their goods.

Th e relentless pursuit of economist approaches has some adverse eff ects on people. Th e economist 
approach, in the long run, tends to result in the emergence of ‘one dimensional societies’ wherein every aspect 
of human life is transactionalised. Th ese economic thinkers failed to perceive the inter-relationship between 
ethics and economics. Classical economics covers only profi t-making capitalists and wage-earning labourers. 
For both these groups, maximum material gain is the supreme goal of all activities. For classical economics, 
other sections of population do not exist (Th engadi, 1998).

Materialism has a great eff ect on individuals, their families, economic systems, and the environment. 
Materialism may increase a society’s economic wealth and material possessions but the never-ending quest 
for more material possession is harming the environment.

Besides the feeling of alienation, this approach also creates several other negative consequences for the 
psychological health of people. In modern societies, a greater number of people suff er from diseases of the 
soul than of the body.

Consumerism and Ethics
In modern society, consumerism is an accepted way of life. Th is approach repudiates the distinction between 
virtue and vice and denies morality altogether. Man’s aim in life is to fi nd pleasure. He should therefore act 
in such a manner that he secures the greatest pleasure possible in the circumstances in which he fi nds himself. 
A similar concept is known as utilitarianism, which is moral negativism.

Materialism gives rise to the following dominant feelings (Muncy and Eastman, 1998):

• Envy: Ill will at the success of another person
• Possessiveness: Increases the tendency to control one’s own possessions
• Non-generosity: Unwillingness to share

Greater materialism relates to an inevitable loss of sense of community, which may make people less 
 sensitive to those behaviours and might aff ect others negatively. Th ere is a danger that possession may become 
focus of one’s life, becoming more important than religion, friends, and other achievements. Th ere is willing-
ness among people to bend ethical rules to gain possession.

Th ere is always greater pressure for a materialist to be happy. Th erefore, there is a greater possibility of 
unethical behaviour.
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2. HUMANIST–MATERIALIST TRADITION (SOCIALISM)
In order to overcome the negative consequences of materialist approaches, a search was initiated to make 
society more humane. Research in the disciplines of psychology, sociology, and organisational behaviour 
contributed much to this research. As a result, the humanist-materialist approach evolved. In the West, 
humanism is, more oft en than not, homocentric and anti-God.

Karl Marx studied the entire history and structure and presented his solutions. Th is approach is known 
as Marxism. According to Marx’s analysis – Dialectic Materialism – the root cause of human exploitation 
lies in the private ownership of the means of production. If these means are made the property of the society, 
(according to Marxism, the society is synonymous with the State) there will be no further exploitation.

Marx also attempted to show that capitalism contains seeds of its own destruction. Many countries 
accepted the right of workers and the ‘welfare state’ was accepted as an ideal. Th is approach aimed at reduc-
ing the negative consequences of the ‘pure materialist’ view of society. At best, this approach off ered some 
 solutions for the psychological and sociological problems of the workplace.

Socialism
Socialism sees the State as the major instrument for removing inequality in society. Perhaps, most  distinctive 
is the view that to achieve the goal of greater economic equality, it is necessary for the ‘ commanding heights’ 
of the economy (production, distribution, and fi nancing functions) to be owned and managed by the State. 
Closely linked with this idea is the concept of state planning of the economy so as to make sure that a 
country’s resources are used to produce what is most needed and to facilitate full employment. In addition, 
great emphasis is put on a collection of policies to provide for some basic needs of the people (safe and 
reasonable working conditions, minimum income, universal basic education, decent housing, and health 
protection services, etc.), which are generally considered to be characteristic features of the ‘welfare state’.

Th e idea of state intervention in society to make for greater economic equality has a long history; it goes 
back at least to Plato’s Republic. In modern form, it has its roots in the French Revolution of 1789 with its 
themes of liberty, equality, and fraternity. Marx’s philosophy, developed between 1845 and 1883, began with 
the idea that history is about man’s struggle to free himself from the bondage of nature so that he can rise 
to his full mental and physical potential. Marx argued that underlying laws of society have been obscured 
by superfi cial ideas such as religion, which distracts attention from the misery of the poor in this world by 
promises of happiness in the next; nationalism, which divides the working classes of the world so that the 
oppressors can more easily hold them down; and the concept of the great leader, who in fact, is only a tool of 
the ruling class.

Th ere are certain positive aspects of Marxism, like the claim about employee rights and commitment to 
community-oriented sense of moral and legal responsibilities. Pure economists considered economics as a 
separate discipline. Aft er the advent of socialism, the West now believes that welfare is the sum total of two 
parts: economic welfare and non-economic welfare.

It can be said that socialism has undoubtedly made some contribution in the past to a more equitable 
and just society; but the question now is whether it still has a role to play or whether it will be replaced by 
 movements more adapted to problems of the present and the future.

The State as an Instrument
Th e State has a tendency to grow into a megalith demanding total obedience from the people and tends 
to control every aspect of the life of the citizens. Th e State also has a tendency to become callous, cruel, 
 tyrannical, and cynical, and every now and then, corrupt. A State can become a welfare State only when 
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the citizens and offi  cials become wiser, more competent, and more altruistic. Only then will the State be the 
true servant of humanity instead of being its master. Generally, the idea of the State is the subordination of 
the individual to the good of all that is demanded; practically, it is his subordination to a collective egoism, 
political, military, and economic, which seeks to satisfy certain collective aims and ambitions shaped and 
imposed on the great mass of individuals by a smaller or larger number of ruling persons who are supposed 
in some way, to represent the community.

In either case, there is no guarantee that this ruling class or ruling body represents the best minds of the 
nation or its noblest aims or its highest instincts. Th erefore, as a matter of fact, the State is not delivering the 
largest good but a great deal of organised blundering with a certain amount of good. Th e State always tends 
to create uniformity, because uniformity is easy to it and natural variation is impossible to its essentially 
mechanical nature; but uniformity is death, not life.

Socialism and Ethics
Sociologists in the tradition of Max Weber see ethics as an examination of diff erent social interests and how 
they aff ect a way of life (Weber Max, 1922). Others in the tradition of Emile Durkheim (1958) seek an expla-
nation of group behaviour in terms of historical or psychological causation. Orthodox Marxists look upon 
ethics in terms of principles of acceptable behaviour by a dominant social class. Structuralists and Marxists 
view ethics in terms of social structures, which are essentially class determined (Meynell, 1981).

Marxist approach to ethical values can be construed as a moral critique of capitalism, though; the Marxist 
approach does not require the elimination of the form of business enterprise in favour of some anti-business 
social ideals.

Marxists recognise the well-known distinction between virtue and vice, but try to explain it on empirical 
basis. It restricts the scope of ethical action to the present life in accordance with its rejection of the belief in 
a surviving self. Th ey do not identify the self with the body as the cruder materialists do, but acknowledge a 
knowing self, unitary in its character; but regard it as enduring only as long as the bodily organism exists. Th ey 
believe that since ethical action is to attain some end, which is good, it should be attainable through common 
human experience. Th ey deny neither the ethical action as other materialists do, nor do they seek to support 
its validity. Secularists do not believe in Dharma.

Marx did not criticise business per se. He criticised business by pointing out how it is morally 
 incompetent. Th is approach is normative in the manner in which it suggested how to conduct business 
(Corlett, 1998).

Marxism believes that all culture is a refl ection of class interest, and therefore, morality is relative, not 
absolute. Marxist approach to ethical behaviour has two features:

 1. Descriptive, and
 2. Normative.

Th e descriptive approach describes society or business as a battlefi eld between haves and have-nots or 
employer and employee. He says that employers are not only alienated from each other but also from the 
products of their labour, their employees, and from themselves. He describes business as a setting for power 
struggle between the several classes of businessperson; a struggle and instability, which will last till the end of 
capitalism.

Th e normative approach shows some feature of Kantian imperatives like human freedom, but decries 
the idealism of the latter. Marx seeks to study ethical problems in the light of human experiences rather than 
in the light of practical reason and certain absolute moral values. It is diffi  cult to fi nd in Kant’s idealism, the 
revolutionary praxis of Marx.
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3. HUMANIST APPROACH (INTEGRAL HUMANISM)
Th is approach believes that a human being is capable of revolutionising the inner self of another individual by 
convincing her/him that the material and the non-material are the two faces of the same coin and the lopsided 
emphasis on the material aspect would create imbalance in individual as well as social life.

Humanist approach believes that socio-cultural factors also play an important role in economic growth. It 
contends that when people do not cherish and uphold spiritual and universal values, they become incapable of 
possessing national character, integrity, self-discipline, and sense of duty and indulge in unethical behaviour.

Deendayal Upadhyay, one of the proponents of the humanist approach in India, bases his premise on 
the concept of four Purusharthas, i.e., four-fold achievements of human life (Th engadi, 1998). Th ese four 
purusharthas are:

 1. ARTHA − wealth,
 2. KAMA − pleasure/enjoyment,
 3. DHARMA − virtue/ethical merit, and
 4. MOKSHA − self-perfection/salvation.

Beginning with Artha, each one of the lower achievements is made instrumental and subservient to the 
higher achievements in the Indian thought system. Whatever is the means of satisfying any of our natural 
appetites is an instrumental value. Th e number of such instrumental values is almost infi nite. All these values 
are brought under the instrumental value ARTHA, and the ends they serve are grouped under KAMA. Th ese 
are the useful and the agreeable values of life. Artha and Kama can also be described, in contemporary vocab-
ulary, as Secular Values or Empirical Values. Secular values are those that a man is naturally inclined to seek.

Acquisition of wealth by itself is not a sin. But, wealth is not meant only for acquisition’s sake. Wealth is 
needed in this world for enjoyment and also for ethical activities like charities. Enjoyment should not be cha-
otic and unprincipled. Th e principles of enjoyment should be within the given ethical laws of the society and 
religion. Th ey should follow the laws of duty. Only such enjoyment brings and accumulates merit. Accumulated 
merit brings more enjoyment in our life. Enjoyment as such is not to be condemned unless it violates ethical 
laws. Merit can be obtained through enjoyment and merit itself brings the opportunities for further enjoyment.

Th ese instrumental values, i.e., Artha and Kama are precarious; since what was useful at one time may 
not be so at another time. Th ese values are unstable, since the satisfaction derived through them is only provi-
sional. It can be replaced by a desire for some other mode of satisfaction, sooner or later. Dharma and Moksha 
can be termed as Spiritual Values. Th e spiritual values are what we ‘ought’ to seek.

Th e West considers economics as a separate discipline and the human being as an economic being. Such 
a thought is contrary to the integral thinking. Th e integral humanism views education, ecology, economics, 
and ethics, among other things, in an integrated manner. Each of these disciplines is expected to take a com-
prehensive and integrated view of the entire life, comprising various other disciplines. Th is approach aims to 
provide the joy of work according to one’s own nature, allowing one to grow inwardly. It helps one to lead a 
simple, rich, and beautiful life.

Integralism is the special characteristic of Deendayal Upadhyaya’s humanism. While he appreciated the 
utility of appropriate socio-economic order in any scheme for human happiness, he laid greater stress on the 
moulding and development of human consciousness, in the absence of which no social order, howsoever 
meritorious, can yield the desired results.

Ethics and Humanist Approach
In the humanist approach, ethical principles apply to every fi eld of human endeavour. In the Humanist ethic, 
business, politics, and international relations are just as important as social duties.
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Humanism welcomes all life enhancing and healthy pleasures, provided they are rooted in ethical action. 
Humanists believe in the beauty of love and the love of beauty. Th e Humanist would weave all the many-sided 
possibilities for good in human living into a sustained pattern of happiness under the guidance of reason. 
Exuberance is the watchword of Humanist ethic.

Humanist approach can be described as being value-based. In his On Ethics and Economics (1987), 
Amartya Sen says that religions teach value-based life and economics. Th is is described as ethics. Value-based 
economics as against value-free economics makes all the diff erence in the measurement of national income. 
National income of a value-free society will be higher because it would include income arising out of criminal 
activities too!

Mahatma Gandhi
Mahatma Gandhi’s trusteeship concept is another example of humanist tradition. It aims at bringing about 
economic development coupled with social distributive justice and political stability. Trusteeship approach is 
based on Gandhi’s approach to life and society and is comprehensive. It is a philosophy of life and a method 
of managing interpersonal relationships where status symbolised by wealth or heredity merges itself with the 
common man. It envisages a new structure and a system of organisation based on non-violence, the welfare 
of all, sharing of responsibilities, fruits of production as well as decision-making.

When an individual earns more than his proportion, he becomes a trustee of that portion. Gandhi viewed 
industry as a joint enterprise of labour and capital in which both owners and workers are co-trustees for the 
society (Mehta, 1978). Trusteeship as conceived by Gandhi admits of no exploitation, black marketing, cor-
ruption, hoarding, manipulation of prices, tax evasion, debasement of products, fraudulent advertisement, 
and other shadowy commercial practices. He further says that:

 1. Absolute Trusteeship is an abstraction, like Euclid’s defi nition of a point, and is equally unattainable. But 
if we strive for it, there are more chances of reaching a state of equality on earth as compared to any other 
method.

 2. Th e rich man will be left  in possession of his wealth, of which he will use what he reasonably requires for 
his personal needs and will act as a trustee for the remainder to be used for the society. In this argument, 
honesty on the part of the trustee is assumed.

Gandhi’s goal was to reduce and eliminate inequalities of wealth. If there are no inequalities of wealth, 
there can be no inequalities of income and vice versa. Th ere can be no peace in society so long as glaring 
inequalities exist. By the non-violent trusteeship method, he does not seek to destroy the capitalist; he seeks 
to destroy capitalism. He regards the capitalist as a trustee for those on whom he depends for the creation, 
retention, and growth of his capital.

A COMPARISON
Th e theory of capitalism and private enterprise suggests that the only way to run an economy effi  ciently is to 
let everyone pursue mainly, if not exclusively, his/her own advantage. Th e theory of communism is that the 
economy works best when everybody acts according to the ‘plan’ for the common public good.

In capitalistic system, there is a tendency to accumulate the profi ts produced out of the collective eff orts 
of millions of workers. Th is, ultimately, creates sad maladjustment in all the spheres of human activity. We 
have seen national and even international peace being threatened, as evident in revolutions in Russia or dem-
onstrations against World Trade Organisation’s policies.
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In socialism, there is a provision for providing sustenance to people even if they are not contributing 
anything to the society. A member who consumes without producing is a liability to the society and the 
nation. Th is will again result in creating social imbalances.

Capitalism and communism have not succeeded in reducing the grave inequalities of income and wealth. 
In communism, the job of equalising the distribution of wealth is achieved by the State, which creates tre-
mendous confl icts and widespread tribulations in this attempt. Capitalism has succeeded in creating huge 
wealth but the gap between the rich and the poor does exist and continues to widen. In both types of societies, 
diff erences in the lifestyles of people at the top and the bottom have widened, in spite of attempts to narrow 
them down.

One of the reasons for this is that no two men are equal and there is a confl ict between people belonging 
to diff erent strata of the same community. Furthermore, the intellectual, cultural, and physical diff erences play 
their part and fuel greed.

Under the capitalist system, with the profi t motive predominant in business and economic aff airs, self-
interest obviously plays a fundamental role. Even so, in the day-to-day life of the average individual and 
family, self-interest and altruism can be harmoniously integrated in striving for Humanist goals. Th e highest 
Humanist ethical aim is the community good, with the community being one’s family, one’s city, one’s col-
lege, one’s state, one’s nation, or all humanity, which is the ultimate community. Th e community good is to be 
achieved not merely through individual regeneration, as in Christianity, but also through social cooperation 
and the reconstruction of basic institutions.

Th e supreme ethical end for Humanists is the worldwide community good, that is, the welfare, progress, 
and happiness of the entire human race, irrespective of nation, race, sex, or economic status. Th is of course 
implies the complete abolition of nationalist and racial prejudice. Th e Humanist has a compassionate concern 
for all fellow human beings.

Any new approach to overcome confl icts, dissatisfaction, poverty, and hunger must take into consid-
eration the dissimilarities – mental and physical – the capabilities and temperaments of human beings and 
organise society in such a way that these diff erences do not confl ict with each other but fuse structurally into 
a general social set-up.

SUMMARY
• Th e eff ect of economic and social values on ethics in a society can be analysed by studying three major 

thought systems: Materialist/Economistic tradition, Humanist–Materialist tradition, and Humanist 
tradition.

• In the pure materialist tradition, economic effi  ciency has primacy over all other values. A society is 
considered developed if it can increase material prosperity. Accordingly, at the level of an individ-
ual organisation, the major concern is with input-output indicators, other things being of secondary 
importance.

• Humanist–Materialist approach evolved in order to mitigate the negative consequences of materialist 
approaches. Th is approach believes that total welfare can be divided into two parts: economic welfare and 
non-economic welfare.

• Humanist approach believes that socio-cultural factors play an important role in economic growth. 
When people do not cherish and uphold spiritual and universal values, they become incapable of pos-
sessing character, integrity, self-discipline, and sense of duty.

• Gandhi’s Trusteeship model aims at bringing about economic development, coupled with social distribu-
tive justice and political stability. Trusteeship approach is all-comprehensive, based on Gandhi’s approach 
to life and society.
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• Trusteeship philosophy of wealth management advocates a voluntary reduction of personally owned 
wealth in a phased manner. Th e surplus is held as trust and managed as such. Th ose who own wealth are 
asked to behave like trustees holding their riches on behalf of the poor.

KEY WORDS
Capitalism
Consumerism
Humanism
Market fundamentalism

Marxism
Materialism
Pareto optimality
Socialism

Socioeconomics
Trusteeship
Utilitarianism

REVISION QUESTIONS
 1. What are the major thought systems to describe the eff ect of economic and social values on ethics in 

society?
 2. Describe the economist/materialist tradition. Explain the eff ect of consumerism on ethics in modern society.
 3. Describe Marxist approach to ethics. What are its salient features?
 4. ‘Socio-cultural factors play an important role in economic growth.’ Explain in the context of Humanist 

approach to ethics.
 5. Compare the three socio-economic approaches to ethics: Materialist, Humanist–Materialist, and Humanist.
 6. Explain Integral Humanism of Deendayal Upadhyaya. Describe the four purusharthas.
 7. What is the rationale for a trusteeship model? Explain Gandhi’s Trusteeship concept of economic 

development.
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Cultural Values

Culture is defi ned as a set of patterns of thinking, feeling, and potential shared by people within the same 
social environment (Hofstede, 1980 and 1997) or as ‘every day practices, symbols, and rituals that can be seen 
by an outside observer’ (Schwartz and Bardi, 1997). One of the concepts identifying the diff erences among 
cultural patterns is the concept of values. Values are the tendencies of the members of society to judge what is 
good or bad, what should and should not be done, what is natural or not natural, rational or irrational, and so 
on (Schwartz, 1992; Hofstede, 1997).

Every one of us functions in a cultural environment, in which certain values, norms, attitudes, and 
practices are more or less dominant and serve as sources for socialisation and social control. However, 
cultures are not completely coherent. Supplementary to the dominant culture, subgroups apprehend 
confl icting values. An important aspect of cultural value orientations is that they are relatively stable 
(Schwartz, Bardi and Bianchi, 2000). Some investigators have argued that some elements of culture persist 
for more than a hundred years. For example, Kohn and Schooler (Kohn and Schooler, 1983) distinguished 
between infl uence of feudalism and today’s national and cultural variations as signifi cant variations of 
autonomy versus conformity.

Th e twentieth century has been a melting pot of various cultures of the world. Scientifi c inventions have 
made the world a global village. Overall, the story of this period is one of progress towards greater justice and 
also regression. It has been a time of transition from a fragmented to a global society.

Th e liberal, modern culture is proving to be far less value-dominated and much more self-indulgent. Th e 
prevailing state of business, society, and polity is infl uencing long-standing and cherished value systems and 
causing a drift . Apparent diversity in behaviour among cultures is only apparent and cultures do agree on 
certain fundamental ethical standards. A discussion on this would involve anthropology, history, theology, 
and a host of other disciplines.

Culture and tradition of each family is a unit of the total culture and integrity of any society and nation. 
Confusions in the moral life and in one’s own inner temperament have ruined the family tradition. When the 

Learning Objectives

• Culture has a great influence on an individual’s value framework. This chapter discusses salient 
features of Western and Indian culture. It also debates diverse viewpoints on cultural relativism, 
individual relativism, moral relativism, and moral absolutism.

• Cultural relativism states that ethics is a function of culture. Individual relativism says that what is 
right or wrong depends upon the attitude of the individual. But, there are many critics of this view 
and it is affirmed that moral and ethical views are universal and apply to all cultures.
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true moral integrity of individuals in families is destroyed, the morality in society will wane slowly. When 
the general morality of society is decayed, individuals blinded by uncontrolled passion, start acting without 
restraint. Lust and greed know no logic and care the least for better evolution or better culture. When the 
unity of home-life is shattered, and when purity of living and sanctity of thought are destroyed in society, the 
generation infl icts sorrow and suff erings upon itself.

SHALOM SCHWARTZ’S CULTURAL VALUES THEORY
Cultural values evolve as societies confront basic issues or problems in regulating human activity (Hofstede, 
1980; Schwartz, 1992). Th e ways that societies respond to these basic issues or problems can be used to 
identify dimensions on which cultures may diff er from one another. Th is theory specifi es three bipolar 
dimensions of culture that represent alternative resolutions to each of the three problems that confront 
all societies: embedded versus autonomy, hierarchy versus egalitarianism, and mastery versus harmony 
(Schwartz, 2004).

The Nature of Relation 
Th e fi rst problem is the nature of the relation between the individual and the group. Whether each individual 
retains his autonomy or is well entrenched in the group? Where there is autonomy, people are viewed as 
autonomous and bounded entities. Th ey cultivate and express their own preferences, feelings, ideas, and abili-
ties, and fi nd meaning in their own uniqueness. Th ey may have two types of autonomy: Intellectual autonomy 
and Aff ective autonomy.

Intellectual autonomy encourages individuals to pursue their own ideas and intellectual directions inde-
pendently. Examples of important values in such cultures include broadmindedness, curiosity, and creativity. 
Aff ective autonomy encourages individuals to aff ectively pursue positive experience for themselves. Important 
values include pleasure, exciting life, and varied life.

In cultures where individuals are well entrenched in the group, people are viewed as entities ingrained 
in the collectivity. Meaning in life comes largely through social relationships, through identifying with the 
group, participating in its shared way of life, and striving toward its shared goals. Such ‘embedded’ cultures 
emphasise maintaining the status quo and restraining actions that might disrupt in-group solidarity or the 
traditional order. Important values in such cultures are social order, respect for tradition, security, obedience, 
and wisdom.

Guarantee of Responsible Behaviour
Th e second problem is the guarantee of responsible behaviour that preserves the social fabric. People must be 
induced to consider the welfare of others, to coordinate with them, and thereby manage their unavoidable 
interdependencies. Th ey are expected to act for the benefi t of others as a matter of choice. Important values 
in such cultures include equality, social justice, responsibility, help, and honesty. Th e alternative to welfare 
culture is the hierarchical systems of ascribed roles. In this case, the cultural hierarchy relies on hierarchical 
systems to insure responsible behaviour. It defi nes the unequal distribution of power, roles, and resources as 
legitimate. People are socialised to take the hierarchical distribution of roles for granted and to comply with 
the obligations and rules attached to their roles. Values like social power, authority, humility, and wealth are 
highly important in hierarchical cultures.
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Managing Relations
Th e third problem is to regulate how people manage their relations with the natural and social world. Th e 
cultural response to this problem labelled harmony emphasises fi tting into the world as it is, trying to under-
stand and appreciate rather than to change, direct, or to exploit. Important values in harmony cultures include 
world at peace, unity with nature, and protecting the environment. Mastery is the polar cultural response to 
this problem. It encourages active self-assertion in order to master, direct, and change the natural and social 
environment to attain group or personal goals. Values such as ambition, success, daring, and competence are 
especially important in mastery cultures.

Th us, Shalom Schwartz’s culture analysis yielded seven value types:

 1. Egalitarianism: Recognition of people as moral equals.
 2. Harmony: Fitting in with the environment.
 3. Embeddedness: People as embedded in the collective.
 4. Hierarchy: Legitimisation of unequal distribution of power.
 5. Mastery: Exploitation of the natural or social environment.
 6. Aff ective autonomy: Pursuit of positive experiences.
 7. Intellectual autonomy: Independent pursuit of one’s own ideas.

HOFSTEDE’S MODEL OF CULTURAL DIMENSIONS
Dutch organisational anthropologist, Hofstede derived his culture dimensions from examining work-related 
values in employees at IBM during the 1970s. Between 1967 and 1973, he executed a large survey regard-
ing diff erences in the national values across the worldwide subsidiaries of this multinational corporation: he 
compared the answers of 1,17,000 IBM employees on the same attitude survey in diff erent countries. He fi rst 
focused his research on the 40 largest countries, and then extended it to 50 countries and 3 regions, at that 
time, probably the largest matched-sample cross-national database available anywhere. In his original work, 
he divides culture into four dimensions at the culture-level (Hofstede, 1980):

 1. Power Distance,
 2. Individualism /Collectivism,
 3. Masculinity/Femininity, and
 4. Uncertainty Avoidance.

Power Distance
Power distance is defi ned as ‘the extent to which the less powerful members of institutions and organisations 
within a country expect and accept that power is distributed unequally.’ Th e power distance concept is clearly 
more far-reaching than the work place alone. Power distance is oft en refl ected in the hierarchical organisation 
of companies, the respect that is expected to be shown by the student towards her or his teacher, the political 
forms of decentralisation and centralisation, by the belief in society that inequalities among people should be 
minimised, or that they are expected and desired.

Individualism/Collectivism
Th e concept is one of the most frequently discussed and researched concepts. Hofstede defi nes this dimension 
as: ‘Individualism pertains to societies in which the ties between individuals are loose: everyone is expected to 
look aft er himself or herself and his or her immediate family. Collectivism as its opposite pertains to societies 
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in which people from birth onwards are integrated into strong, cohesive in-groups, which throughout people’s 
lifetime continue to protect them in exchange for unquestioning loyalty.’

Masculinity/Femininity
Masculinity/femininity is an equally powerful, yet oft en understated, dimension. Hofstede defi nes this 
dimension as follows: ‘masculinity pertains to societies in which social gender roles are clearly distinct, 
(i.e., men are supposed to be assertive, tough, and focused on material success whereas women are supposed 
to be more modest, tender, and concerned with the quality of life); femininity pertains to societies in which 
social gender roles overlap, (i.e., both men and women are supposed be modest, tender, and concerned 
with the quality of life).’

Uncertainty Avoidance
Uncertainty avoidance is the fi nal dimension present in Hofstede’s original work. Hofstede defi nes uncer-
tainty avoidance as ‘the extent to which the members of a culture feel threatened by uncertain or unknown 
situations.’ Th is dimension can oft en be seen refl ected in business negotiations.

In his later work, Hofstede (1991) introduces a fi ft h dimension. Th e long-term orientation dimension 
is the result of his co-operation with Michael Bond, who links this dimension to the work of Confucius. 
Hofstede describes long-term orientation as characterised by persistence, ordering relationships by status and 
observing this order, thrift , and having a sense of shame, whereas short-term orientation is characterised by 
personal steadiness and stability, protecting your ‘face’, respect for tradition and reciprocation of greetings, 
favours, and gift s.

Th e work of Hofstede is probably the most popular work in the arena of culture research. Although 
the work provides a relatively general framework for analysis, the framework can be applied easily to many 
everyday intercultural encounters. It is particularly useful, as it reduces the complexities of culture and 
its interactions into fi ve relatively easily understood cultural dimensions. Th e Hofstede Model of Cultural 
Dimensions can be of great use when it comes to analysing a country’s culture.

WESTERN AND INDIAN CULTURE
Values are an integral part of any culture and the operation of a society is very much related to these values. 
Th e sources of values, their transmission, and integration, follow a pattern specifi c to a particular culture. Th e 
attitudes of people are conditioned by the value system of their culture (Feather, 1985).

Every culture is an integration of social and religious practices. Components of religion are intrinsically 
meant to induce particular behavioural patterns leading to proper attitude formation for a healthy society. 
Custom is the habit of the community, which secures social approval for conduct and is exemplifi ed in the life 
of the best people of the community. It is the unwritten law of social tradition, distinguished from the codifi ed 
tradition. It is in essence, social approval (Tejomayananda, 1994).

Cultures diff er in physical settings, economic development, the state of science and technology, literacy 
rate and many other ways. Th e commonly held general principle underlying various cultures is that social 
institution and individual behaviour should be ordered so that they lead to the greatest good for the greatest 
number (Huddleston, 1998).

Western Culture
Th ree thousand years ago, as Greek ancestors emerged from their misty, preconscious ‘Dreamtime’, they told 
of fabulous journeys taken by Odysseus and Jason. Th ese mythical heroes sailed through the dangerous Straits 
of Messina that separate Sicily from Italy. Two monsters guarded the straits, enticing unwary travellers to 
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their death. Scylla, a once beautiful nymph transformed by a jealous goddess, lived on the rocky Italian side. 
She seized and devoured sailors. Charybdis stole Hercules’ cattle. Hercules hurled her into the sea across the 
straits from Scylla. Th ere she created a whirlpool, pulling unwary travellers to their doom.

Th ese two edges, of rock and whirlpool, symbolise an early division of mind, splitting the seamless, one-
with-nature experience of primitive people. Th is split represents extreme dangers if a balanced course is not 
navigated. Success in life means navigating a safe passage between these two sides of personality.

Aft er Greek and Roman times, Western culture separated formalised religion from the State. In doing 
this, they recognised their evolved self-awareness. Th ey were conscious of an external world and an internal 
self (Phegan, 1996).

Fift een years later, aft er Galileo’s persecution, Western culture separated a third item–science. Sir Isaac 
Newton and others defi ned the ground rules of science, a platform for present worldview of western culture. Th e 
theory of relativity shattered the notions of absolute time and absolute space, and introduced the notion of the 
subjectivity of time and space. At the sub-atomic level, even the verifi cation process itself becomes subjective.

Western society is building its edifi ce on scientifi c knowledge. Scientifi c knowledge is based on data, 
which is collected through observations, i.e., through sense experience. Th is view, known as the positivistic 
approach, is based on the premise that verifi cation can be made on the basis of repeated observations. Th is 
approach assumes that the reality is objective and deterministic. In this conception of science, the authority of 
senses is the building block and knowledge not based on sense experience is dismissed as non-scientifi c. Much 
of the scientifi c activity in various disciplines, including social sciences and even ethics, has been  infl uenced 
by this thinking.

Western culture is based upon industrialisation and large-scale production. Th e fi nanciers and industri-
alists, with the aid of modern scientifi c knowledge, struggle hard to discover and satisfy new desires, and to 
the extent an individual has come to fulfi l his newly created desires, he is taught by the day’s civilisation that 
he is happier than even before. Some of the key points of Western culture are:

• Self-centred: Motivated by principle of personal benefi t.
• Exploitation of nature: Exploits natural resources to satisfy desires.
• Capital intensive: Industrialisation and large-scale production.
• Market oriented: Creating ‘fresh needs’ to develop and expand the market.

In spite of the best that may be available in life, a sense of incompleteness drives people to experience the 
spiritual way of life. Developed nations are not daring to go beyond the values of economic expansion and 
materialistic gains.

Indian Culture
In the Indus valley, over an area of half a million square miles, lived a people belonging to an advanced civili-
sation. Th ere were cities built on a grid system, whose population numbered 30,000. Th ere were houses with 
baths, plumbing and good drainage, made of uniformly sized bricks. Arising around 2400 BC, the Harappa 
Civilisation invented the standard system of weights and measures. Th e Harappa civilisation collapsed during 
the period 1800–1500 BC. Th ey believed in Vedic or Sanatan religion. Very little is known of the origin of this 
great and rich faith but a tradition recorded in the Bhagwad Gita, the Vedas and the Upnishads, tells us of their 
beliefs: to always seek the truth and to lead a harmless life.

Th e Indian or Hindu culture is based on this pursuit of truth with concepts like Meditative Yoga and 
Karma Yoga. Th e second theme of Hindu teachings − the injunction to live a harmless life, is a positive rather 
than a negative one, and means doing what will benefi t oneself, other persons, and indeed nature as well (Sen, 
1960). Th e teachings in support of this theme put emphasis on the family, the exalted position of women, 
cleanliness, charity, and kindness to animals.
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Indian culture operates at two levels: at individual level and at group level. At the individual level, it talks 
of development of the self and at the group level, duties/responsibilities of an individual towards social groups, 
i.e., family and community, are laid down. Indian culture is oriented towards harmonious group activities. 
Indian society feels the strong emotional need for vertical leaders. Indians should accept this fact and make 
use of this reality. In summary, Hindu culture operates on following paradigm:

• Development of self: Spiritual pre-eminence
• Harmony with nature: Living with nature
• Labour intensive: Importance to individual skills of production
• Society oriented: importance to family and community as a unit

Th ese teachings, which can lead to greater contentment in a society, were virtually overlaid since the 
beginning of the recorded history with vast array of practices and rituals. Lately, the early emphasis on cleanli-
ness seems to have been largely forgotten. Worst of all has been the growth of a rigid and all-pervasive caste 
system. Th ere have been several attempts to restore it to its original purity. Last two hundred years have been an 
era of infl uence of the western culture and outcome of the Industrial Revolution on Indian culture and society.

A Comparison
Both, Western and Indian societies follow entirely diff erent paradigms with their entirely diff erent value-
systems, institutional arrangements, and parameters. Every society is free to choose its own model on ‘take 
all, leave all’ basis. Th engadi (1998) made an attempt to underscore the salient diff erences between the two 
cultures. Both need to interact and adopt a few good points from each other for sustainable development of 
humankind.

Table 5.1 A Comparison of Indian and Western Culture

Factors Western Culture Indian Culture

Thinking Compartmentalised Integrated

Man Material Being Spiritual Being

Drive Subservience to ‘Arth-Kama’ Drive towards ‘Purusharth Chautushtaya’ 

Society A club of self-centred individuals A body with all individuals as its limbs

Happiness For oneself For all

Possession Acquisitiveness ‘Aparigraha’ (non-possession)

Motive Profi t motive Service motive

Consumption Consumerism Restrained consumption

Natural Resources For exploitation Living with nature

Relationship Rights oriented consciousness 
of others’ duties

Duty oriented consciousness of others’ 
rights

Economy Rising cost of production due 
to scarcities of resources

Declining prices and abundance of production 
due to sustainable use of natural resources

Market Institutionalised Capitalism 
(patents, brands, copyrights, 
cartels, etc.)

Individualised free competition without 
manipulated markets
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ETHICAL VALUES AND CULTURE
Th ere is a philosophical position, which states that ethics is a function of culture. According to this view of 
cultural relativism, there are no absolute principles in ethics; there are only principles that are relative in 
nature and will hold sway within given cultures. Philosophers have given a name to this when-in-Rome-do-
as-the-Romans-do position. Cultural relativism is the doctrine that states that what is right or wrong, good or 
bad, depends on one’s culture. Relativists point to the fact that diff erent individuals and cultures hold diff erent 
views about what constitutes moral behaviour.

Cultural Relativism
Norman E Bowie (1990) presents an analysis of cultural relativism and its relationship to the ethical decision-
making of multinational corporations. He identifi es the basic fl aw in this position by saying that there may 
not be diff erent moral standards among cultures. Bowie says that there are universal moral principles, which 
apply to all cultures. Once these moral principles are identifi ed, this cultural relativism theory does not hold at 
all. A whole range of behaviour, e.g., torture, murder of the innocent, racism, and casteism, would be accepted 
as wrong by everyone.

Individual Relativism
Th ere is also a view – individual relativism, which states that what is right or wrong, good or bad depends on 
the feelings or attitudes of the individual. Th ere is no valid cultural norm that will tell us which individual is 
objectively right. Th e relativist says, ‘Ethics is irrelevant since there is no universal right or wrong – it is all 
relative’ or ‘You can’t teach me ethics – that is just your opinion!’ For example, take the case of abortion; do 
you think it is right or wrong?

If individual relativism was the prevailing view, a stable society would be impossible; life would be nasty 
and brutish. Being relative does not mean a standard is not valid, (for example, speed limits on road). Also, 
relativists cannot complain that something is unfair. If you think something is unfair, you are not a complete 
relativist. One should understand that certain moral values are universal.

Th e same argument holds true for the advocates of cultural relativism because you need a stable world 
environment for global harmony. An unstable country or region is highly inimical to international peace in 
this atomic age and in an age where terrorism is in some societies an acceptable form of political activity. To 
rest one’s conduct on the ethics of mere relativity is sure to result in expediency, leading to moral drift ing and 
also unstable and unsafe world.

Moral Absolutism and Relativism
Moral absolutism is a philosophy that regards (usually, a particular version of) morality as absolute, that is, 
not dependent on society or situation. In one sense, this is contrasted with moral relativism. In moral absolut-
ism, morals are held to be independent of social custom and are instead, inherent in the laws of the universe, 
the nature of humanity, or some other fundamental source. It is typifi ed in such phrases as ‘Right is right and 
wrong is wrong.’

Moral absolutism regards actions as inherently ‘good’ or ‘bad’. In some cases, this is taken to the more 
extreme position of regarding actions as good or bad, regardless of the circumstances of the action. Lying, for 
instance, would always be a ‘bad’ action, even if done to promote some other ‘good’ result (for example,  saving 
a life). In this sense, it is in contrast to moral consequentialism − the view that the morality of an action is 
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dependent on the context or consequences of that action. However, in either case, if lying were necessary to 
save a life, a person would be obligated to do so, so as to minimise the harm done.

Modern human rights theory is a form of moral absolutism, usually based on the nature of humanity 
and the essence of human nature. Many religions have morally absolutist positions, regarding the system of 
 morality as having been set by the deity or deities. Th ey therefore regard such a moral system as absolute, 
(usually) perfect, and unchangeable. Th e philosophy of objectivism also takes a morally absolutist stance, as 
it regards the laws of morality to be, like the laws of physics, inherent in the universe itself. Th e philosopher, 
Immanuel Kant, was a promoter of moral absolutism.

Moral relativism is the viewpoint that moral standards are not absolute, but instead emerge from social 
customs and other sources. Th e philosophical stance can be traced back at least as far as the Greek scholar 
Protagoras, who stated that ‘Man is the measure of all things.’ A modern interpretation of this statement 
might be that things exist only in the context of the people who observe them.

Moral relativism has sometimes been placed in contrast to ethnocentrism. Essentially, the claim is that 
judging one society by the moral standards of another is a form of ethnocentrism; some moral relativists 
claim that people can only be judged by the mores of their own society. (Th is is analogous to the stance oft en 
taken by historians, in that historical fi gures cannot be judged by modern standards, but only in the context of 
their time.) Other moral relativists argue that, as moral codes diff er among societies, one can only utilise the 
‘ common ground’ to judge moral matters between societies.

Moral relativism stands in contrast to moral absolutism, which sees morals as fi xed by an absolute human 
nature or external sources such as deities (many religions) or the universe itself (as in objectivism). Th ose 
who believe in moral absolutes are oft en highly critical of moral relativism; some have been known to equate 
it with outright immorality or amorality.

SUMMARY
• Values are an integral part of any culture and the operation of a society is very much related to these 

values. Th e source of values, their transmission, and their integration, follow a pattern specifi c to a 
particular culture. Th e attitudes of people are conditioned by the value system of their culture.

• Shalom Schwartz’s theory specifi es three bipolar dimensions of culture that represent alternative resolu-
tions to each of the three problems that confront all societies: embedded versus autonomy, hierarchy 
versus egalitarianism, and mastery versus harmony.

• Th e Hofstede model of cultural dimensions can be of great use when it comes to analysing a country’s 
culture.

• Some of the key points of the Western culture are: self-centred, exploitation of nature, capital intensive 
and market oriented.

• Hindu culture operates on the following paradigm: spiritual, harmony with nature and importance to 
family system.

• Cultural relativism is the doctrine that what is right or wrong, good or bad, depends on one’s culture. 
Relativists point to the fact that diff erent individuals and cultures hold diff erent views about what 
 constitutes moral behaviour.

• Individual relativism states that what is right or wrong, good or bad, depends on the feelings or attitudes 
of the individual. Th ere is no valid cultural norm that tells us which individual is objectively right.

• Moral absolutism is a philosophy that regards (usually, a particular version of) morality as absolute, that 
is, not dependent on society or situation.

• Moral relativism is the viewpoint that moral standards are not absolute, but instead emerge from social 
customs and other sources.
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REVISION QUESTIONS
 1.  ‘Values are an integral part of any culture and the operation of a society is very much related to these 

values.’ Comment.
 2. Explain Schwartz’s cultural value theory.
 3. Explain Hofstede’S Model of Cultural Dimensions.
 4. Describe Western and Indian cultures. Explain the key diff erences between the two.
 5. What is cultural and individual relativism? Comment: ‘If individual relativism was the prevailing view, a 

stable society would be impossible.’
 6. Explain moral absolutism and moral relativism. Some critics have been known to equate moral relativism 

with outright immorality or amorality. Why?
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Management

In any pluralistic society, responsibility for the public good has been the central problem and issue. Th e 
 pluralistic society of organisations is no exception. Organisations are formed to achieve some specifi c or  
 partial goals. Each organisation represents some special interests. Members of such organisations have to 
serve both – their institution and the common good. If the society is to function, let alone remain a free 
society, members of these organisations will have to follow certain ethics. In contrast to philosophy, business 
involves action and implementation – getting things done. Managers must come up with answers to problems 
based on what they see and what they allow to exert infl uence on their decision-making process.

ETHICAL MANAGEMENT
In Aristotelian approach to ethics (Mckeon, 1941), the individual is seen as being embedded in a community 
and the ultimate importance is happiness, and happiness is the sole measure of success, both individually 
as well as collectively. But we can see that this is not being met within the current framework of manage-
ment thinking. Th ere is little aff ection between individuals as customers and individuals as part of business 
 organisations and between business communities and non-business communities.

Mary Parker Follet defi ned management as the art of getting things done through people. Th is defi nition 
categorises two sets of people. One set of people are in commanding positions and there is another set, which 
is being directed. Th is defi nition has created two groups within employees of an organisation – managers and 
workers. Th e implicit assumption is that there is a dominant group of people who are dominating the other 
group to increase productivity by use of technology and other resources to meet the needs of customers to 
earn profi t. Even customers are manipulated psychologically, through advertisements and promotion schemes 
to sell products and services. A more elaborate defi nition of management by George B Terry describes man-
agement as a process consisting of planning, organising, actuating, and controlling; performed to determine 
and accomplish the objectives by the use of people and resources.

Learning Objectives

• A new definition of management is introduced in this chapter, which brings together the concept 
of ethical action leading to happiness and joy for both, producers as well as customers.

• This chapter deals with the subject of management ethics and focuses on individual conduct 
and the responsibilities of management. The chapter discusses the role of an individual in an 
 organisation as a moral agent and a conscientious employee where the issue of whistleblowing is 
raised. The chapter also enumerates advantages of being ethical.
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Managers responsible for the day-to-day operations of a fi rm follow certain rules for survival and success 
within the company. Th ese rules are used to guide their relationships at work with superiors, subordinates, 
and peers – as well as those with whom they have contact within or outside the organisation.

Th e corporation, its culture and its bureaucracy determine these rules. Th ese rules can be called  descriptive 
ethics in the sense that they do not off er rules that should be obeyed in business (as is the case in prescriptive 
ethics). Th ese rules are contextual, situational, and moral guidelines that managers derive from their personal 
set of moral beliefs. Organisational bureaucracy shapes the moral consciousness of managers. Consequently, 
the world of work can be seen as a realm where everyday morality has no place except to serve the interests 
of public relations.

Th erefore, in the current perspective, the subject of management ethics remains only as an ethical code 
published as part of the top management’s commitment to ethical practices or only for public consumption. 
No one is really responsible for individual conduct within the organisation and the responsibilities of man-
agement for ethical behaviour. Th e issues of managerial mischief and moral issues in management do not get 
their legitimate importance.

Ethical management thought looks at the concept of management diff erently. Here, the management is 
defi ned as ‘a series of ethical actions done by people, using technology and resources, to achieve a state of joy and 
happiness in the minds of both, producers and customers.’ Figure 6.1 shows the diff erence more clearly.

Management is ‘ethical action’ done by ‘people’.
In the new defi nition of management, there are some clear guidelines for people managing an  organisation. 

Th e fi rst is the emphasis on ethical action. Th e word ‘ethical action’ comes from ‘theory of Karma’ from the 
ancient Indian text ‘Mimamsa’.

Th e word ‘Mimamsa’ means ‘Investigation, Inquiry, or Discussion’. It represents one of the schools of 
thoughts in Hindu philosophy. ‘Th eory of Karma’ is guided by Mimamsa philosophy. ‘Karma’ means ‘deeds’, 
‘act,’ or ‘work’. Mimamsa is one of the schools of thoughts within Hinduism that gives importance to ‘theory of 
Karma’. Th is theory states that good actions produce good fruit and evil actions produce evil fruits. Every indi-
vidual is guided by Karmayoga, which holds that ‘when duty is performed in a spirit of dedication, it becomes 
the cause of emancipation.’ Morality, fair play, ethics, and justice are the basis of Karmayoga (Adhikary, 2007). 
Th is is the evidence for both western and eastern worlds giving so much importance to fair play.

Current Management Thought

Ethical Management Thought

People
(Dominating
Group –
Producers)

People
(Dominated
Group –
Customers)

People
(Producers
and
Customers)

Technology Resource

Ethical
Action

Technology
and Resources

Joy

Figure 6.1: Current Management Thought vs Ethical Management
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Mimamsa deals with the concept of Free Will, Agency and Self-hood. Here, the concept of ‘free will’ 
is taken in the South Asian context and not in the western context because insofar as ‘free will’ in western 
culture is concerned, it is a concept overloaded with history, especially Christian history. However, although 
the definition and the semantics of ‘free will’ are historically loaded, one can determine the set of questions 
or scenarios to arrive at not a precise synonym, but a functional equivalent of this term in India. Th ese sets of 
questions or scenarios are:

 1. Th e problem of the agent’s causation: how does the process of volition lead to an action?
 2. Moral responsibility vs. determinism
 3. One’s psychological experience of freedom

Unlike Western philosophers, Mimamsa philosophers do not question the degree of freedom of the 
 decisions one experiences as free. Th ey do not, for example, argue about the fact that our experience of 
freedom might just be a secondary phenomenon accompanying the process of undertaking an action. Or that 
our experience of freedom might be in fact false, since our decisions are completely determined by who we 
are. (Strawson, 1998).

Th e fact that decisions are experienced  as free is enough for Mīmām· sā philosphers to treat them 
 accordingly. Within this framework (which basically takes our intuitions about freedom at face value), one 
could also just speak of ‘will’, since, from the point of view of the way a single action is caused, nothing changes 
if the general laws of the universe allow freedom or not – one would nonetheless believe he has freely decided 
to do something.

What is the implication of this philosophy for understanding ethical management? Th is theory says that 
all people in the organisation, whether employees or employers, have a ‘free will’ to act. Th ey will act accord-
ing to their ‘eligibility’ and ‘capability’ for the role they have in the organisation. But they ‘ought’ to act within 
the framework of ‘Karmayoga’ and to earn merit. All their actions ‘ought’ to be for the welfare of society.

Using Technology
According to the Webster dictionary (Merriam-Webster, 2013), technology is the application of knowledge 
to the practical aims of human life or to changing and manipulating the human environment. Technology 
includes the use of materials, tools, techniques, and sources of power to make life easier or more pleasant and 
to make work more productive. Whereas science is concerned with how and why things happen, technology 
focuses on making things happen. Technology began to infl uence human endeavour as soon as people began 
using tools. It accelerated with the industrial revolution  and the substitution of machines for animal and 
human labour.

Innovations in technology gained momentum in the nineteenth century. If you come to think about 
it, these inventions were rather simple, but their considerable impact on business has led to the tech-savvy 
world of today. Globalisation has accelerated the change of technology. Every day, various new technological 
innovations are being devised. Th e change occurs so rapidly that many people are always playing catch-up. 
Technology is now at the forefront of the modern world creating new jobs, innovations, and networking sites 
to allow individuals to connect globally.

Th e use of technology in business has witnessed a sudden but remarkable upsurge. In the old times, 
 businesses worked at a slow pace. Th anks to the information technology, we have much faster business trans-
actions today. Earlier, everything was done with the help of some mechanical tools and bare hands, but now, 
we have highly advanced machines and computers that make it possible conduct business in large volumes 
with excellent quality. Technology is always evolving as it continues to grow for business use.
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Today, technology is used in business everywhere, bringing the world and all its knowledge to seekers 
as fast as the click of a mouse. Technology gives owner/operators ample opportunity at their convenience to 
investigate the competition and measure consumers’ desires and satisfaction. In comparison to decades ago, 
modernised technology is responsible for the improved performances companies are able to off er to their 
clientele (Taylor, 2013). Advantages are: businesses run smoother, operate with maximum advantages, and 
make better use of time and money.

Using Resources
Penrose (1959) considered the fi rm as a ‘Pool of Resources’. Penrose’s thesis is that a fi rm is essentially a pool 
of resources, the use of which is organised in an administrative framework. In a sense, the fi nal products being 
produced by a fi rm at any given time represent an incident in the development of its basic potentialities. Th e 
continual change in the productive services and knowledge within a fi rm and the continual change in external 
circumstances present the fi rm with an ever-changing productive opportunity set.

A business survives on the ability to manage critical resources within the organisation and to procure 
such resources from the external environment. Th is is called ‘Resources Dependence Th eory’ where the limits 
of the fi rm are determined by the resources’ importance, the discretion over resource allocation and use, and 
the extent of control over them (Pfeff er and Salancik, 1978; Casciaro and Piskorski, 2005). Th e basic argument 
of resource dependence theory can be summarised as follows:

• Organisations depend on resources.
• Th ese resources ultimately originate from an organisation’s environment.
• Th e environment, to a considerable extent, contains other organisations.
• Th e resources one organisation needs are thus, oft en in the hand of other organisations.
• Resources are a basis of power.
• Legally independent organisations can therefore, depend on each other.
• Power and resource dependence are directly linked.
• Power is thus relational, situational, and potentially mutual.

Th e bundle of resources a firm possesses at a point in time limits the potential services that it is able to 
produce. A firm may expand its bundle of physical, human, and organisational resources over time, and the 
productive opportunity set of the firm will accordingly change. However, at least in the short run, available 
resources place a limit on the opportunities a firm can seize (Penrose, 1959).

To Achieve a State of Joy and Happiness
Th ere is a lot of discussion about happiness at work and how it can change an organisation. Th ere is even a 
‘science to happiness’. Th ere is a diff erence between happiness and joy, though they are oft en misunderstood 
to be the same. According to the dictionary (Merriam-Webster, 2013), joy is:

• Th e emotion of great delight or happiness caused by something exceptionally good or satisfying; keen 
pleasure; elation

• A source or cause of keen pleasure or delight; something or someone greatly valued or appreciated

And happiness is:

• Th e quality or state of being happy
• Good fortune; pleasure; contentment; joy
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Th ey sound very similar but there are some distinct diff erences. Joy comes from within, an inner sense 
of peace, as well as enthusiasm, excitement, passion and optimism; it is long lasting, an attitude of the heart –
a state of being. Finding joy is a longer lasting state of being and not dependent on the external circumstances. 
It comes from within and therefore, is a deeper and more authentic way of living. Happiness is external; being 
happy with the situation or circumstances; it is more temporary in nature – a positive emotion.

We feel good when we set goals and accomplish them. Whether people choose to focus on happiness 
or joy, it benefi ts both – producers of goods and services as well as customers. Th is results in excellence in 
 management and delighted customers.

Producers and Customers
Th anks to the recent advances in information technology, customers today are contributing to  organisational 
processes in ways that would not have been possible 10 years ago (Humphreys and Grayson, 2008). For 
example, at Th readless.com, customers can not only vote for the clothing designs that they would like to see 
produced but also submit their own designs for voting (Walker, 2007). Similarly, at National Instruments, 
a company that makes measurement soft ware and sensors, nearly half of the company’s research and 
development activity is done by an on-line community of customers who collaborate to discover how 
NI’s products can solve members’ problems (Seybold, 2007). Another example is Proctor and Gamble’s 
‘Vocalpoint’ programme, an on-line community of product enthusiasts who are rewarded with coupons 
and samples for talking about products with their friends. Th e programme has more than 500,000 members 
and is being used by other companies such as WD40 and the Discovery Channel to promote their products 
(Neff , 2006).

Th e consumer–producer relationship has traditionally been conceived of as an exchange relationship 
in which each party trades one kind of value for another (Bagozzi, 1975). Humphreys and Grayson (2008) 
focussed on the exchange relationship between an end user (such as a person buying coff ee beans for home 
use) and the organisation from which this end user buys a product or service (such as a supermarket or 
 coff ee shop). Before an end user buys something, a series of transformations are usually applied to it to make 
the product or service usable to the end user and to therefore enhance its value. To make a cup of coff ee, for 
example, someone must grow and harvest the coff ee beans, roast and grind them, transport and package 
them, off er them for retail sale, and fi nally brew the cup of coff ee. Th ese are all steps in what Michael Porter 
(1985) calls the ‘value chain’, the series of transformations required to make a product for an end user.

By conventional practice, the organisation (or a set of organisations) that grows, harvests, roasts, and 
sometimes grinds the beans is labelled the ‘producer’, whereas the person who brews the coff ee in order to 
drink it is labelled the ‘consumer’. But importantly, both producer and consumer work to create the value in the 
cup of coff ee. Th e creation of value does not necessarily distinguish these two roles. Humphreys and Grayson 
(2008) assert that the practice of engaging consumers in the production process can make the  boundary 
between producer and consumer porous.

When there is joy and happiness in the minds of producers and consumers, the all-inclusive management 
process is completed. Th is is an ethical management process.

ETHICAL ISSUES AT WORKPLACE
Management theorists and academicians working in this area have directed their concerns to individuals 
in the corporate workplace. Questions about the rights, responsibilities, and ethical decision-making of 
 managers and employees attract attention of these ethicists. Here, theories about the relationship between the 
individual and the organisation are off ered, as explanations about people in business do not always do what 
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is legally or morally right. Such theoretical works have recommended areas of organisational development 
and changes in the structures to understand what kind of conduct is most ethical among those who manage 
others on the job. Th e issue to be debated is the diff erences between personal morality and business morality 
(Shaw and Barry, 1989).

How are the ethical problems facing an individual at work diff erent from those faced elsewhere? Many of 
the diffi  cult moral decisions faced at the workplace are raised by issues that are not peculiar to work but are to 
do with one’s treatment of other people and vice versa.

As an example, problems raised about the protection of confi dential information and the circumstances 
under which it may or should be disclosed are not peculiar to business ethics, nor are they generated solely 
by role-confl ict. Th ey arise in all circumstances, both public and private. Th e duty to tell the truth is always 
qualifi ed by the question whether the person you are telling it to is entitled to know it. Th ose who engage in 
gossip walk a thin line between passing on what, justifi ably, is in the public domain and what one may know 
but ought not to disclose.

Many ethical issues might be present at the workplace (Donaldson, 1989). A short list of such moral 
issues could include:

• Recognising the problem of confl icts of interest and how to avoid them
• Deciding if a business gift  is just a gift  or more of a bribe
• Attaining fairness in employee performance appraisals
• Reaching a decision to initiate disciplinary action against an employee
• Executing an order to take action against staff 
• Managing a problem employee
• Taking reports about wrong doing on the job
• Safeguarding confi dential information
• Recognising and balancing the legitimate interests of customers, employees, suppliers, owners, and the 

society in which they all live

How can managers cope with the ethical dilemmas that they face at work? Are there any useful guidelines 
that can be off ered to them?

Th e answer to these questions is not straightforward. Every role in an organisation carries some expecta-
tions. Coping with the diff erences between formal and informal expectations is a skill, which adults acquire to 
varying degrees of competence through their experience. However, life is made more diffi  cult by several roles 
one plays at any given time. Social and organisational infl uences have a signifi cant infl uence on individual’s 
behaviour at work and, consequently, on ethical behaviour.

ETHICAL ISSUES IN HUMAN RESOURCE MANAGEMENT
One of the most diffi  cult areas of human resource management practices in an organisation is the treatment 
of ethical issues. Th ere are various areas where ethical issues emerge. Th ese are:

• Recruitment: Th ere are undue pressures on human resource managers to hire people with some connec-
tions to the top management in the private sector. Many a times, even when a more competent person is 
available in the recruitment process, managers have to succumb to pressures from the top. Th e problem 
in public sector is more acute because of undue pressure exerted by politicians and bureaucrats.

• Remuneration plans of employees: Th eses issues may not be serious in public sector enterprises and 
government sector where there are standard compensation packages for employees. But in the private 
sector, where the compensation package is linked to individual negotiation abilities, there are diff erences 
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in wages of employees doing the same work. Th ere is also a tendency to pay more incentives and wages to 
senior level employees than to the lower level. Human resource managers must try to reduce such gaps. 
It is not ethical to pay diff erentiated wages for the same work and pay unjustifi able higher remuneration 
to top management. Th is violates the principle of ‘equal pay for equal work’.

• Issues in performance appraisal: Th ere is an attempt by most organisations to remove subjectivity from 
the system of performance appraisal. Even then, there is the possibility of human bias creeping in. Th e 
process of performance appraisal should be transparent and impartial.

• Privacy of employee records: In the era of information technology, Internet and e-mails, many tools 
are available to track employee communication and activity at work place. Th is becomes a major ethical 
issue. It is important to monitor employee behaviour at work place. In the process, all the e-mails and 
Internet behaviour of the employee becomes known to human resource manager. Th is may be misused.

• Health and safety issues at workplace: It is the responsibility of the organisation to provide healthy and 
safe working conditions to employees. Wherever there is an issue of risk to health due to the nature of 
work, proper safeguards should be provided. In the fi rst place, it is the duty of the human resource man-
ager to inform the employee about the dangerous nature of the job.

• Retrenchment of employees: Over a period of time, retrenchment has become common in most 
companies and it is no more considered an ethical issue. Th e eff ect of retrenchment on the employee is 
psychological and has a great fi nancial impact. Utmost care should be taken in deciding these policies 
and appropriate compensation should be given in case of employees who have worked in the organisation 
for long.

MANAGERIAL DILEMMA
We follow our own moral convictions in our personal life and adhere to the prevailing morality of our 
 particular organisation at the workplace. What is right in the organisation is not necessarily what is right in 
our home or in our temple. What is right in the organisation is what my boss wants from me. Th at is what 
morality is about in business organisations.

But, it is also true that the moral convictions of an individual who works for an organisation are compli-
cated by factors that do not apply to a person acting in his or her private capacity.

We acquire new powers and responsibilities, which are not ours at all, but fl ow from the position we fi ll or 
the function we perform. In a private capacity, it is accepted that we owe a special degree of consideration to 
those closest to us. We should look aft er them and help them whenever we can, to the best of our ability. But, 
should the personal manager of a large company show special consideration to friends and relatives? Should 
the purchasing manager give a lucrative contract to a cousin who is in the right line of business but in some 
fi nancial diffi  culties? What is laudable for a private person becomes suspect once that person is acting in trust 
for a third party, the organisation.

When managers fail to put their psychological house in order, the dilemmas mount. Management phi-
losophies with new catchphrases are unable to explain these dilemmas in organisations. But, they succeed 
in diluting the values upheld by individuals by providing them with rational exit routes. Th e overwhelming 
recurrence of such situations is at the root of most frustrations, heartbreaks, and tensions in the organisations.

The Role of an Individual 
Th ere is a perception that ethics is abstract and universalistic; it has little concern for human relationships and 
alliances in social settings. In fact, the normlessness of human behaviour in society and organisations today is 
an off shoot of the competitive individuality cult that has percolated into our pattern of training and upbringing.
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For the subject of ethics, the individual is the smallest denominator of a group, a team, or an organisation. 
It is the unit that comes fi rst; the group or the organisation only follows. If the basic unit, the individual, is 
helped to set out on the right track for development, group or organisation will be automatic benefi ciaries. Th e 
larger the number of such individuals, the more are the benefi cent eff ects.

Th is promise casts the burden of change on each individual, and limits the opportunity for him/her to 
avoid the change process by resorting to the alibis of environmental constraints, peer pressures, and organ-
isational factors. Each individual has the responsibility of leading the change process or contributing to it, 
depending on his/her status within the group, or organisation. Th ere are few themes that discuss the role of an 
individual in an organisational setting.

Utilitarian Paradigm
Th e neo-classical paradigm is a utilitarian (hedonistic and self-centred), rationalist, and individualist ethi-
cal theory. Th e individual agent at the centre of the theory is a selfi sh, rational, utility-maximiser, who acts 
independently and non-cooperatively, and whose behaviour is strictly motivated by narrow self-interest. 
Economic man is a totally unemotional and calculating human being, supposedly immoral/unethical and 
markedly anti-social and his/her views of other individuals are a mirror image of his own.

A Moral Agent 
People are moral agents. In other words, their actions are governed by rules, explicit or implicit that can be 
subjected to ethical appraisal. We may praise them for being courageous, charitable, just, sensitive, or mag-
nanimous, or we may condemn their foolishness, envy, or deviousness. We may neither praise nor blame, but 
wonder whether they were not fully responsible for what they did. We may imagine that they were perhaps 
coerced or pressured or, maybe they just did not know what they were doing.

Organisations are made up of people and these people are moral agents. Th ey may not be moral agents of 
the kind human beings are. But organisations have suffi  cient structural complexity to be agents, whom it makes 
sense to be called to account for their actions and the consequences of those actions. An organisation is by 
defi nition, organised; it is not just a group of people. Th is implies that it has structure, which enables it to make 
collective decisions and act on those decisions. If a body can take decisions and implement them, then it has to 
be responsible for those decisions and their consequences. It may not be possible for such organisations to be 
held responsible in the way people can be, but they can be responsible in a way appropriate to organisations.

We all have rights, duties, responsibilities, powers, interests, etc., that accrue to us as people within a soci-
ety. We have the right to vote and to apply for a passport. We have a duty to care for our dependent children 
and elderly relatives. We have ties of aff ection and obligation that bind us to friends and acquaintances. We 
might belong to clubs, building societies, and so on. All of these contribute to defi ning us as moral individuals 
surrounded by a network of reciprocal relationships with others to whom we owe and from whom we expect 
loyalty, respect, esteem, friendship, duty, and obligation on diff erent scales and to a greater or lesser extent.

The Conscientious Employee
Conscience is the knowledge enjoyed for diff erentiating the good from the evil, which oft en forms a moral 
standard in us and whenever it can, warns the mind against its sensuousness and animalism.

What are the practical limits of moral imagination and vision at our workplace? Is there a collective or 
institutional ethic, beyond the ethics of the individual? At what level of eff ort or commitment can we dis-
charge our ethical responsibilities?

Another role of an individual in an organisation is that of the ‘conscientious employee’ (CE). Th is issue 
brings together many diff erent questions on both the personal and the organisational levels. Individual 
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 managers must, oft en, wrestle with their conscience over their responsibility to point out an ethical error of a 
colleague or their organisation. People who witness illegalities and unethical practices in the workplace have 
a positive obligation to report them.

If greed is the main motivator in the surge in white-collar crimes, pressure to perform also plays a part. 
Many individuals and companies feel increasing competitive pressure these days. In any event, some of the 
worst ethical violation results from the absence of conscientious employees, rather than the presence of 
 individual culprits.

Th e basic professional and individual responsibilities of a citizen place a higher priority on his/her 
responsibility to society than to an illegal or negligent or unjust organisational policy or activity. Th ough, 
individuals in organisations need not feel absolutely obliged in every case to raise the alarm, they should be 
vigilant to the happenings around them.

Administrators, managers, and all other employees have an overriding duty to public safety that must 
supersede loyalties to their immediate masters and the organisations. Each is willing to do his bit just so long 
as it is not too inconvenient. When it becomes a bother, everyone just passes the buck to someone else. When 
no one in an organisation is willing to assume ultimate responsibility, someone has to stand up and blow the 
whistle (Nader, Petkas and Blackwell, 1972).

Th e diffi  culty rests in the judgement to be exercised by the individual and its implementation. A number 
of questions need to be asked to overcome any doubts before blowing the whistle. Th e answers to the following 
questions are unique for every situation and for every individual.

 1. Is my knowledge of the matter complete and accurate?
 2. What are the objectionable practices?
 3. What public interest is being harmed?
 4. How far should I go within the organisation with my concerns?
 5. Is it justifi ed for me to approach outside agencies?
 6. How should I speak out – anonymously, overtly, by resigning, or in any other way?
 7. How will others perceive my action?
 8. What is expected to be achieved by opening up?

Even aft er the decision to make a voluntary report of wrongdoing is reached, the individual must make 
further crucial decisions.

 1. How is the ethical issue to be raised?
 2. Should it be reported anonymously?
 3. Should the report be made internally or does one go to the proper legal authorities or even the media?
 4. What protections, if any, are available?

Th e last point about protection to the whistleblower has assumed greater signifi cance aft er the murder 
of Satyendra Dube, deputy general manager in the Centre’s National Highway Authority of India (NHAI) in 
Bihar. His letter to the Prime Minister detailed how the absence of proper systems and procedures and the 
lack of scrutiny had vitiated the process of awarding the contract to the best companies. Th at he paid with his 
life for bringing the corruption scandal to the Prime Minister’s attention only underlines the urgent need to 
protect whistleblowers. (Whistleblowing, A Casualty: Hindu 14 December 2003).

Professional Ethics
Managers are professionals like doctors or engineers. Th e fi rst responsibility of a professional was spelled out 
2,500 years ago, in the Hippocratic oath of the Greek Physician – primum non nocere – not knowingly to do 
harm. Professionals should try to do good for their client. Th ey promise that they will not do harm knowingly.
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Professional ethics are moral rules-in-use that guides professionals’ behaviour at work. Th ese are 
shaped by:

• Ups and downs in profession due to upheavals
• Intense rivalries at work place
• Emotional crisis due to continuous failures in spite of hard work

Gellerman (1986) argues that there are four major rationales used by professional managers to justify 
unethical behaviour. Th ese are:

 1. A belief that the activity is within reasonable ethical and legal limits – that it is not really illegal or 
immoral.

 2. A belief that the activity is in the individual’s or corporation’s best interests so that the individual would, 
somehow, be expected to undertake that activity.

 3. A belief that the activity is safe because it will never be found out or publicised.
 4. A belief that the activity helps the company, the company will condone it, and even protect the person 

who engages in it.

ADVANTAGES OF BEING ETHICAL
Campbell and Tawadey (1992) perceive the benefi ts of a company having a sense of mission. Th ey say that 
people are more motivated and work more intelligently if they believe in what they are doing and trust the 
organisation they are working for. Other signifi cant benefi ts include clarity of strategy, better decision- 
making, clearer communication, and greater ease in delegation with lower costs of supervision. Following are 
the advantages of being ethical:

• Employee commitment and loyalty
• Less likelihood of theft  or fraud in the company
• Better working atmosphere
• Greater customer care
• Customer loyalty
• Repeat customers
• Recommendations of fi rm’s product/services by word-of-mouth publicity

SUMMARY
• Value based management thought looks at the concept of management diff erently. Management is 

defi ned as ‘a series of ethical actions done by people, using technology and resources, to achieve a state of joy 
and happiness in the minds of both, producers and customers.’

• Th e subject of management ethics deals with the individual conduct and responsibilities of management. 
Th e issues of managerial mischief and moral issues in management fall under the topic of management 
ethics.

• Organisations that do not have a heritage of mutually accepted shared values tend to become unhinged 
during stress, with each individual bailing out for self.

• Managers responsible for the day-to-day operations of a fi rm follow certain rules for survival and success 
within the company. Th ese rules are contextual, situational, and moral guidelines that managers derive 
from their personal set of moral beliefs.
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• Professional ethics are moral rules-in-use that guide professionals in their behaviour at work.
• Another issue of management ethics is of the ‘conscientious employee’. People who witness illegalities and 

unethical practices in the workplace have a positive obligation to report them.
• Campbell and Tawadey say that people are more motivated and work more intelligently if they believe in 

what they are doing and trust the organisation they are working with. Other signifi cant benefi ts of being 
ethical include clarity of strategy, better decision-making, clearer communication, and greater ease in 
delegation with lower costs of supervision.

KEY WORDS
Advantages of being ethical
Conscientious employee
Economic man
Ethical issues at workplace

Ethical management
Management ethics
Managerial dilemma
Moral agent

Professional ethics
Role of an individual
Utilitarian paradigm
Whistleblowing

REVISION QUESTIONS
 1. How is ethical management thought diff erent from current management thought? Enumerate advantages 

of being ethical.
 2. What are the ethical issues individuals face at workplace? How are the ethical problems facing the indi-

vidual at work diff erent from those faced anywhere else?
 3. How can managers cope with the ethical dilemmas that they face at work? Are there any useful guide-

lines, which they can follow?
 4. ‘Th e subject of management ethics deals with individual conduct and management responsibilities of 

management.’ Comment.
 5. Write short notes on:

a. Professional ethics
b. Whistleblowing
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Decisions

Chakraborty (1985) puts up a proposition that management is decision-making. Decision-making has always 
been, is always, and shall always be, in the ultimate analysis, subjective. Modern thought asserts that every 
truth is relative and temporary. But the belief opposes the very nature of objective decision-making. Choices 
about ends and means are embedded in every decision area. Our failures in decision-making arise because of 
our failure to discriminate between relative and absolute values or truths.

Decision-making lends itself to much variety. Th e decision to decide is perhaps the beginning. And 
then one is required to think, to contemplate, to write, to talk, to plan, to execute, to monitor and so on. 
Choices about ends and means are also embedded in every decision area. What are the characteristics of good 
decisions in these spheres?

CHARACTERISTICS OF GOOD DECISION-MAKING
Following are the characteristics of good decision-making:

• Self-interest or self-orientation should not hinder clear perception of the essential nature of the problem 
and its eff ect on others. (Depersonalising the decision process and de-emphasising the status)

• Decision problem should be grasped to the highest degree – both in space and time.
• Decision should leave the decision maker in a state of healthy mental quiet and repose.
• Decision should result in better unity and harmony in the situation than before.

NASH’S TWELVE POINT PRESCRIPTION
Nash, in Harvard Business Review (1981) suggested a set of twelve questions that draw on traditional philo-
sophical framework but avoid the level of abstraction normally associated with formal normal reasoning:

 1. Have you defi ned the problem accurately?
 2. How would you defi ne the problem if you stood on the other side of the fence?

Learning Objectives

• Organisations have a significant influence on an individual’s behaviour and decision-making. 
Individuals in organisations make all kinds of decisions concerning operations of business. What sort 
of ‘man’ is behind the ‘decision maker’ and his decision-making process? What is his value structure? 
What are the foundations of his mental make-up? These are the questions that need to be answered.

• The chapter covers the subject of ethical decision-making. It answers questions like: What is 
good decision-making? How to make ethical decisions? The chapter also discusses the normative 
framework of decision-making.
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 3. How did this situation occur in the fi rst place?
 4. To whom and to what do you give your loyalty as a person and as a member of the corporation?
 5. What is your intention in making the decision?
 6. How does this intention compare with the probable results?
 7. Whom could your decision or action injure?
 8. Can you discuss the problem with the aff ected parties before you make your decision?
 9. Are you confi dent that your problem will be valid over a long period of time, as it seems now?
 10. Could you discuss without qualms your decision or action with others?
 11. What is the symbolic potential of your action, if understood? If misunderstood?
 12. Under what conditions would you allow exceptions to your stand?

Th ese twelve questions are a way to articulate the level of the responsibilities involved and to lay them 
open for examination. Th ese may or may not result in a policy but the process would help to uncover ethical 
inconsistencies at the individual as well as corporate level. Th is approach may be irksome to managers who 
have not been able to clarify their own values or who work in an unsympathetic climate.

FRAMEWORKS FOR ETHICAL THINKING
How do we know if there is an ethical problem? A guiding criterion is, ‘Is this an action you need to keep 
hidden?’ ‘Would you tell your mother?’ If secrecy is required, is there an ethically defensible reason? Does the 
situation smell? If so, ethical attention is required.

Ethics should be distinguished from mere prudence – which is nothing but self-interest narrowly defi ned. 
Sometimes, doing the right thing hurts. Ethics should be distinguished from mere legality – following the 
letter of law. Ethics is broader than legality. Ethics should also be distinguished from professional guidelines 
and codes. Ethics fi lls in the gaps. Th ere are three basic frameworks for ethical thinking:

 1. Do what is best for the greatest number of people. (Consequence-based thinking)
 2. Follow the applicable universal principle, e.g., do not lie. (Duty-based thinking)
 3. Do what a good (virtuous) person would do. (Virtue-based thinking)

Consequence-based Thinking
Consequence-based thinking is utilitarian in its approach, as it recommends doing what produces the 
greatest overall good for those who are aff ected. It requires an assessment of consequences and a forecasting 
of outcomes. Here, consequences can be measured in various ways: monetary costs and benefi ts, human 
welfare (utility), and pleasure or happiness. It tries to maximise net benefi ts of all foreseeable outcomes. 
Possible limitations of consequence-based thinking are:

• Diffi  cult to predict consequences of actions.
• Can reduce ethics to economics.
• People have diff erent ideas of what makes them happy.
• Ends do not always (or ever?) justify the means if the means are morally unacceptable.
• As with most classical ethics, there is no attention to life other than human life.

Duty-based Thinking
Duty-based thinking is attributed to Immanuel Kant’s categorical imperative. It prescribes doing only that 
which you would want everyone to do. Acting contrary to this principle is not moral. Duty-based thinking 
respects people as ends in themselves. It considers ethics of duties and rights – duty to obey universal  principles 
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(do not lie, harm, disrespect others, etc.) and rights to be treated with respect (not to be lied to, harmed, etc.). 
Ideally, ethics is universal and impersonal – do that which everyone must do, no matter who they are, where 
they are from, etc.

Possible limitations of duty-based thinking are:

• Diffi  cult to form intentions into a rule and then test it for universality.
• Diffi  cult to fully know intentions.
• Feelings and emotions may have a role to play.
• Sometimes, consequences do matter (and perhaps override initial duties).
• As with most classical ethics, there is no attention to life other than human life.

Virtue-based Thinking
Th e basic theme is: Would a person of good moral character do this? It recommends exercise of appropriate 
virtue in every case – honesty, generosity, justice, etc. Possible limitations are:

• Applicable virtues depend on context. What is ‘honest’ depends on social traditions, history, etc.
• Ethics under virtue-based thinking rely on judgement, and not a precise formula (rules).
• Virtues are tied to integrity/character.

DECISION-MAKING MODELS
Th ere has been little empirical research on the actual cognitive process within decision-making situations. 
Ferrel and Gresham (1985) developed a multistage contingency model with three principle antecedents of 
ethical decision-making:

 1. Individual factors,
 2. Organisational setting, and
 3. Opportunity for action.

Individual factors relate to the actual cognitive map of the individual and his or her value system. 
Organisational setting refers to the environment, which promotes or hinders ethical action. Opportunity for 
action refers to the occasions, if at all present, which gives the individual the opportunity to act unethically.

In studying the decision-making process of managers, what is of relevance is the actual cognitive process 
relating to decisions involving an ethical content. Ferrel and Gresham also discussed a model that contains 
four constructs, which aff ect ethical decision-making through their moderating eff ects on perceived ethical 
problems, perceived alternatives, philosophical evaluations, and ethical judgements and intentions. Th ese are:

 1. Personal experience
 2. Organisational norms
 3. Industry norms
 4. Cultural norms

Bommer et al. (1987) proposed a more comprehensive model. Th is model groups, under several cat-
egories, a wide range of factors that infl uence manager’s decisions when they are confronted with ethical 
dilemmas. Th ese categories include a decision-maker’s social environment, work environment, personal envi-
ronment, and individual attributes.

To a large extent, these models appear holistic as they try to examine the multiple infl uences on ethical 
dilemmas, rather than the actual decision-making process.
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NORMATIVE FRAMEWORKS
Th e use of normative theory to explain ethical decision-making needs clarifi cation on two moot points. Th e 
fi rst is that normative ethical theory represents an ideal and is not designed for the purpose of explaining 
or predicting behaviour. As it depicts ideals, normative theory may not accurately refl ect the process that is 
engaged in by individuals in actual situations. Th e second diffi  culty is that utilising a philosophical/normative 
theory approach lacks validity, as few decision makers are likely to be conscious of their daily decision-making 
process evoking specifi c normative theories such as duty or rights.

Normative ethical framework also ignores the circumstances where an individual may, in general, pos-
sess conventional ethical norms, but occasionally, perhaps because of situational variables, deviates from 
these norms.

In normative ethics, the main division lies between the deontologists and the teleologists (Dastoor, 1994). 
Th ey diff er on what is the primary criterion for evaluating what is right or wrong and the concept of morality. 
In the fi rst case, morality is justifi ed on the basis of what is defi ned as right. Deontologists hold that some 
actions are inherently right or right as a matter of some formal principle. Kant’s categorical imperative is an 
example of this.

In the case of teleologists, moral judgements are to be justifi ed by reference to the goodness of purpose 
or the consequences of the actions. Th ey hold that certain actions are right because of the value or good-
ness that they inherently contain, such as happiness or pleasure. Bentham’s utilitarianism is an example 
of this.

Arriving at a short list of representative normative frameworks is itself a challenging task. Th e frame-
works selected must not be too narrowly focused, such as a version of act-egoism, which might focus only 
on an action’s short-term benefi t. People must also see the principles as having merit on both sides of an 
applied ethical issue. For this reason, principles, which appeal to our duty to God, are not usually cited since 
this would have no impact on a non-believer engaged in the debate. Some ethical frameworks that could be 
 developed are given here (Dastoor, 1994). Th e following principles are the most commonly referred to in 
applied ethical discussions:

• Personal benefi t: Th is framework acknowledges the extent to which an action produces benefi cial conse-
quences for the individual in question. It also acknowledges a person’s right to life and freedom over his/
her actions or physical body, information, privacy, free expression, and safety.

• Social benefi t: acknowledge the extent to which an action produces benefi cial consequences for 
society.

• Principle of neutralisation: It is used to lessen the possible impact of norm violating behaviours.
• Categorical imperatives: Th is framework is based on the principle that an action is either morally right 

or wrong, regardless of its consequences.
• Duty: An action is inherently right because of the duty arising out of a stated or unstated belief or value 

system that one possesses.
• Principle of justice: Th is acknowledges a person’s right to due process, fair compensation for harm done, 

and fair distribution of benefi ts.
• Principle of lawfulness: Do not violate the law.

Th e above principles represent the spectrum of traditional normative principles and are derived from 
specifi c consequentialist and non-consequentialist theories. Th e fi rst three principles, i.e., personal benefi t, 
social benefi t, and neutralisation are consequentialist since they appeal to the consequences of an action as 
it aff ects the individual or society. Th e remaining principles are non-consequentialist and derive from duty-
based and rights-based theories.
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Personal Benefi t
Th is framework dictates that during the decision process, the decision makers’ concern is one of selfi shly 
gaining the greatest degree of personal satisfaction (Akers, 1989; Donaldson, 1989). Th e decision is made in 
such a way that it ensures the best interest or self-promotion of the individual decision maker. If the decision-
making body is the organisation, the same rule applies. Nepotism, favouritism, and clannish behaviour are the 
by-products of this framework. Th ere is no objectivity of decision-making behaviour here.

But there is a dimension of social acceptability here. Th is suggests that during the decision-making 
 process, the decision maker is also concerned with the question – ‘What if this information went public?’ 
Th e decision maker is overtly conscious of what might be the reaction of his family, friends, and associates if 
all details relating to the decision are revealed. Here, an action for personal benefi t is analysed within a given 
societal framework (Dastoor, 1994). 

Social Benefi t – Utilitarianism
Th is framework asserts that the decision maker should always act so as to produce the greatest ratio of good 
for everyone. In order to undertake this type of analysis, the decision maker must focus on the consequences 
of his/her decision and to assess the impact of this consequence on those concerned with the decision. Th is 
framework fl ounders on the basic concept of goodness in society.

In 1780, Jeremey Bentham founded a philosophy called utilitarianism where mankind maximises 
pleasure and minimises pain and makes rational choices based on subjective and objective conditions to 
achieve this (Warnock, 1962). Th e subjective condition is the willingness condition while the objective 
condition is the ability condition. Utility is the want-satisfying ability in a product, commodity, or a service. 
On the one hand, the choice of pleasure over pain is made on the basis of right and wrong; and on the other 
hand, it is based on chain of cause and eff ect.

At that time, Bentham’s ideas promoted reform, progress, and democracy; but later led to insoluble 
contradictions and confusions. Rationality was defi ned as existing when mankind made choice to maximise 
utility function and was consistent in that choice. Hence, a compulsive gambler, a rapist, and a drug addict are 
all rational according to Bentham!

Bentham argued that wealth was a measure of happiness. He advocated that the good of all individu-
als aggregated was the good of society. Hence, a nude centre-spread would do more service than Swami 
Vivekananda’s speeches, as more would enjoy the former! Criticising Bentham, John Stuart Mill wrote, ‘It is bet-
ter to be a human being dissatisfi ed than a pig satisfi ed; better to be a Socrates dissatisfi ed than a fool satisfi ed.’

Seeking a rational or empirical basis for ethical action is bound to end in the acquiescence of a purely 
utilitarian standard – acceptance of a balance of ascertainable advantage as suffi  cient for determining the 
worth of a conduct. Th at is, if the element of evil in it is relatively less, it comes to be regarded as worthy of 
pursuit. Th e idea of ethical action, in the sense of what is a means to the wholly good, disappears altogether. 
Th ere can never be any absolute assurance that the good sought will be attained.

Th us, when we take experience as our sole guide in this respect, the utmost that we can have is only rela-
tive assurance. Th e moral life will nearly lose its entire inspiration.

Principle of Neutralisation
Th is framework is oft en used as a technique to lessen the possible impact of norm-violating behaviours upon 
their self-concept and their social relationships. Th e most common of these are:

• Denial of responsibility: Where individuals argue that they are not personally accountable for their 
actions because of circumstances beyond their control.
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• Denial of injury: Where individual contends that the action was not of importance, so is an acceptable 
violation of ethical behaviour and no one was hurt.

• Denial of victim: Where individuals condone their actions by arguing that the violated party deserved 
whatever happened, i.e., a form of retributive justice is evoked.

• Condemning the condemners: Where individuals point out that they are not alone in an unethical 
action and that others are involved in similar disapproved behaviour, i.e., condoning by majority action.

• Appeal to higher loyalties: Where individuals propose that the norm of violative action be required in 
order to achieve a higher order ideal or value.

Neutralisation techniques (Sykes and Matza, 1957) are used for rationalisation and as a means for 
reducing social disapproval.

Categorical Imperatives
Th is framework is based on the principle that an action is either morally right or wrong, regardless of its 
consequences. Kant’s categorical imperative (Kant, 1980) actually comprises two formulations, which can be 
referred to as the universal rule and the means-end rule. Th e universal rule says that the decision maker would 
be willing to have others act in his way. Th e means-end rule questions whether the individuals concerned are 
being treated as ends in themselves, i.e., respected and in possession of rights or are they being treated as a 
means and utilised purely for the sole achievement of a specifi c objective. Th ere is two-fold classifi cation of 
obligation and prohibition. Some imperatives are categorical, in the sense that they are done for a principle 
and not for reaching any end.

Indian view of categorical imperatives diff ers from that of Kant. Th e conception of law according to Kant 
is that it is universal in its character; and to secure universality for it. He takes it to refer to the ‘pure self ’. 
It abstracts from each, the peculiarity of his/her character as well as the specifi c circumstances in which he/
she acts, so that what is a law for one may be a law for all.

Duty
An action is inherently right because of the duty arising out of a stated or unstated belief or value system 
that one possesses. Th e duty is internal, not external. It is worthy of note that no penalties are attached to its 
disobedience. To have done so would destroy the very meaning of duty. Duty can be classifi ed into moral duty 
and special duty (Chinmayananda, 1992).

Moral Duties: Th ese are described as ‘general’ and comprise acts indicative of virtues like kindness and 
truth and are equally obligatory for all. Th ese duties point to the right of others as their correlatives. Th ese 
moral duties are:

 1. Contentment
 2. Forbearance
 3. Gentleness
 4. Respect for other’s property
 5. Cleanliness
 6. Self-control
 7. Knowledge
 8. Philosophic wisdom
 9. Veracity and patience
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Special Duties: Th ese are termed special as they are relative to one’s position and stage in life. General 
 obligations, i.e., moral duties, should never be ignored on the plea of discharging special duties.

It is only when man is true to the fundamental principles of morality that he can be of true help to  others 
in narrower spheres of life. Rules of common morality are the foundation of the special ones, as these two 
together form the foundation of practical ethics.

General precepts regarding what one ought to do are not of much avail, until they are reduced to a 
 concrete form by reference to particular sets of social circumstances. But, when so reduced, they acquire 
in course of time a certain sanctity and come to be viewed as binding for all times, though the condition to 
which they were suited have ceased to operate. However, customs, though rigid in theory, are fl uid in practice. 
We are concerned not so much with what these are, as with how they are benefi cial to moral life.

Principle of Justice
A logical ethical framework is the direct questioning of the perception of fairness of the decision and whether 
there has been a just distribution of benefi ts and burdens among all those concerned with the decision, 
i rrespective of their age, sex, religion, interests, income, personal characteristics, and social or occupational 
position. It requires pre-existence of moral beliefs on such concepts as freedom, equality, and concern for the 
disadvantaged (Lavine, 1989).

Principle of justice is also linked with one’s ideological conviction. Ideology is defi ned as a belief or a set 
of beliefs held by a person or a set of persons or a notion about what is good or bad for society, and forms 
the basis of socio-political action.

Principle of Lawfulness
Common law has three distinct meanings: the common law legal system, as contrasted with the civil law legal 
system; common law, as contrasted with statute law; and common law, as contrasted with equity. Th e com-
mon law originally developed under the auspices of the adversarial system in historical England from judicial 
decisions, which were based in tradition, custom, and precedent. Th e form of reasoning used in common law 
is casuistry. Common law may be written or unwritten in statutes or codes. Th e common law as applied in 
civil (as distinct from criminal) cases was devised as a means of compensating someone for someone else’s 
wrongful acts (whether intentionally or by negligence [carelessness]).

By the 17th century, the judicial system recognised that certain wrongs such as trespass were not suscep-
tible of compensation because the wronged person did not care about the money but wanted his land back 
(trespass) or the benefi t of his bargain (the house he had agreed to purchase) and the compensation could 
not make him whole. From this, courts of Chancery developed in England a purpose of doing what was fair 
(‘equitable’) and through these courts, one could force the wrongdoer to sell him that house or get off  his land 
(or go to jail if he still refused). In England, courts of law and equity were combined in 1875. Th ese systems of 
law (money damages) and equity (fashioning a remedy to fi t the situation) continued as parallel systems and 
courts well into the 20th century. In the United States, in the federal courts, there is no separation between 
law and equity.

Th e common law constitutes the basis of the legal systems of: the United Kingdom (except Scotland), 
the United States (except Louisiana), Canada (except Quebec), Australia, New Zealand, South Africa, India, 
Singapore, and many other countries (basically, every country which had been colonised at some time by 
Britain). Th e main alternative to the common law system is the civil law system, which is used in continental 
Europe, Quebec, Louisiana, the former Soviet bloc, and most of the rest of the world. Scotland is oft en said 
to use the civil law but in fact, it has a unique system that combines elements of the civil law and of the 
common law.
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Statutes that refl ect English common law are understood to always be interpreted in light of the  common 
law tradition, and so may leave a number of things unsaid because they are already understood from 
pre-existing case law and custom. By contrast, some laws are purely statutory, and may create a new cause 
of action.

Th us, the legality framework refl ects a less subjective approach and suggests that an individual should 
base a decision on whether the action is in conformity with the law or some known rule.

ETHICAL DECISION-MAKING
When a person, man or woman, steps into the world of business, he or she wants to prove himself/herself 
and be successful. Th is growth can be achieved either by holding on to principles and ethics or by abandon-
ing them. Organisations need to train the individual for his/her inner growth and skill development. It is the 
unit – the individual – who deserves attention to the minutest detail. Such training is essential for eff ective 
and ethical decision-making.

Th e spiritual training includes purging of the mind of various negative emotions like jealousy, crooked-
ness, pride, egoism, hatred, greed, lust, and anger. Th e training should also include conscious imbibing of 
compassion, charity, goodwill, transparency, yoga, and meditation, which help an individual’s inner growth. 
A decision maker requires a calm and poised mind, which is attained through Karma Doctrine supported by 
clear understanding of tendencies (Samskars) and qualities (Gunas). Mounted on these three pillars of Karma 
Doctrine, Samskara, and Gunas, he/she is able to take eff ective decisions. With the help of contemplation, 
he/she then acquires an increasing power to process experience and information into durable and wider 
 perspective decisions.

In an organisation, a leader needs to be identifi ed who should get adequate support while taking charge 
and performing his functions in any given situation. Eff ective managers are action-oriented people who 
resolve confl icts, are tolerant of ambiguity, stress, and change, and have a strong sense of purpose for them-
selves and their organisations (Bowie, 1985). But they should be aware of following dimensions of ethical 
decision-making:

• In a given situation, a course of action is imminent
• Some sensitivity to the potential harms and benefi ts for others
• A systematic method for determining and annexing the ethical issues involved
• Adding a needed dimension of ethical analysis to the deliberations involved in the decision-making

A process of ethical enquiry will be of much help in making ethical decisions in business. Th is process 
of ethical enquiry is easily comprehensible to the corporate world. Such an approach is helpful for managers 
who are predisposed to behave ethically and who work in organisations that require or encourage ethical 
behaviour. Ethical decision-making helps people make diffi  cult choices when faced with an ethical dilemma, 
a situation in which there is no clear right or wrong answer. Ethical decision-making typically examines three 
perspectives:

 1. Th e ethic of obedience;
 2. Th e ethic of care; and
 3. Th e ethic of reason.

Th e ethic of obedience looks not only at the letter of the law, but also the spirit or moral values behind it. 
Th e ethic of care engages our emotional intelligence and empathy in making a decision from other people’s 
perspectives: ‘How would I feel in their shoes?’ Finally, the ethic of reason engages our rational brain. 
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Here, we might use wisdom and experience to calculate various likely outcomes. Th is three dimensional 
approach engages both intellect and emotional intelligence and requires what Daniel Kahneman (2011) calls 
‘slow thinking’.

Th e other vital ingredient for ethical decision-making is the social dimension. When faced with dif-
fi cult choices, human beings tend to make better decisions when they work these through with others 
who can both support the three-dimensional process and challenge our natural biases and prejudices 
(FT Lexicon, 2013).

SUMMARY
• A process of ethical enquiry is of great help in making ethical decisions in business. Nash suggested a set 

of twelve questions that draws on traditional philosophical framework but avoids the level of abstraction 
normally associated with formal normal reasoning.

• Th ere are three basic frameworks for ethical thinking: do what is best for the greatest number of people 
(Consequence-based thinking); Follow the applicable universal principle, e.g., do not lie (Duty-based 
thinking); do what a good (virtuous) person would do (Virtue-based thinking).

• Ferrel and Gresham developed a multistage contingency model with three principle antecedents of ethical 
decision-making: Individual factors, organisational setting, and opportunity for action.

• Bommer et al. proposed a comprehensive model, which groups, under several categories, a wide range 
of factors that infl uence manager’s decisions. Th ese categories include a decision maker’s social environ-
ment, work environment, personal environment, and individual attributes.

• Normative ethical theory represents an ideal and is not designed for the purpose of explaining or predict-
ing behaviour. As representing ideals, normative theory may not, accurately, refl ect the process that is 
engaged in by individuals in actual situations.

• In normative ethics, the main division lies between the deontologists and the teleologists. Th ey diff er on 
what are the primary criteria for evaluating what is right or wrong and the concept of morality.

• Some ethical frameworks that could be developed are self-interest, utilitarianism, the categorical 
 imperative, duty, justice, neutralisation, legality, ideological conviction, and social acceptability.

KEY WORDS
Categorical imperatives
Consequence-based thinking
Duty-based thinking
Ethical thinking frameworks
Justice
Lawfulness

Moral duties
Nash’s twelve point prescription
Neutralisation
Normative framework
Personal benefi t
Special duties

Social acceptability
Social benefi t
Utilitarianism
Virtue-based thinking

REVISION QUESTIONS
 1. What are the three basic frameworks of ethical thinking? Explain the diff erences in these frameworks.
 2. Describe the normative framework of ethical decision-making. What is the deontological and teleological 

view of normative ethics?
 3. What is ethical decision-making? Enumerate the characteristics of good decision-making.
 4. Enumerate Nash’s twelve-point prescription for an enquiry into ethical decision-making.
 5. Describe Ferrel and Gresham’s multistage contingency model for ethical decision-making.
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 6. Write short notes on:
a. Utilitarianism
b. Kant’s categorical imperatives
c. Moral duties and justice
d. Neutralisation framework in ethics
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Ethics

Socrates asked how a person could talk of pursuing the good before knowing what that good is. Th e analysis 
he visualised entailed a lifelong process of learning and examination. Th ough it is essential to distinguish 
between personal philosophy and corporate identity, such enquires, based on common sense, may result in 
developing a premise that is appropriate to individuals in organisational setting. Some questions relevant in 
this context are:

 1. What kind of an entity is the organisation?
 2. Can moral and ethical concepts be ascribed to companies at all?
 3. Can we genuinely say that a corporation is good or bad in exactly the same sense that we talk of an 

 individual being good or bad?
 4. Is there such a thing as a ‘corporate decision’, or are all decisions made solely by individuals so that it 

would be wrong to condemn an organisation for the acts of its members?

ORGANISATIONAL ETHICS
Organisational ethics deals with the issue of morality and rationality in organisations, while management 
 ethics focuses on the ethical quality of decision-making and the resulting action of managers. Corporate 
ethics examines the propriety of decision-making and actions undertaken by corporate entities. Th erefore, 
management ethics deals with individuals, while organisational ethics is collective in scope.

All large organisations are perceived to be impersonal and opposed to individual values and needs. 
Notion of shared values and agreed-upon processes for dealing with adversity and change – the corporate 
culture – are at the heart of the ethical issue. Since corporations and their members are interdependent, for 
the corporation to be strong the members need to share a preconceived notion of what is correct behaviour, 
common business ethics and think of it as a positive force, not a constraint.

Learning Objectives

• This chapter deals with morality and rationality in organisations. What matters in an organisation 
are the moral rules that are practised. Organisational values, stated in mission statements, guide 
the ethical behaviour of organisational members. The chapter also discusses the need for a code 
of ethics and the guidelines to formulate and implement it.

• The chapter also deals with the subject of organisational culture and its influence on ethics. 
Finally, it presents a view on the advantages of a written code of ethics.
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Corporate ethics deals with the ethics of the organisation (Forrel and Lazareth, 1980) where the company 
is deemed as a body corporate, which like an individual, can sue or can be sued. Th e subject of corporate ethics 
can be dealt with at three levels:

 1. Th e Corporate Mission
 2. Constituency Relations
 3. Policies and Practices

A company’s primary ethical responsibilities are defi ned by the nature of its corporate objectives. Th is is 
the most easily recognised and universally applicable category of the ‘Corporate Mission’.

Many employees feel that the enterprise in which they are engaged, and the products and services that 
they market, ought to serve an ethical purpose. Th erefore, the corporate mission should refl ect the aspirations 
and expectation of its employees. Employees need to have a high degree of self-respect and integrity.

‘Constituency Relation’ relates to statements of corporate responsibility to any or all of the following: 
employees, local self-governing bodies, customers, suppliers, shareholders, home-country, foreign govern-
ments and, in some cases, the general public. If these responsibilities are met, they will take care of the ethical 
conduct of business for specifi c situations.

Th ere is a signifi cant role played by ethics in evaluating policies and practices of any organisation. Ethical 
considerations may be inappropriate for many management decisions and policies, because under certain 
circumstances, public commitment to ethical principles can give way to business and administrative practices; 
or the potential connection between ethical commitments and broad social policies can make the company a 
target for pressure groups.

Special Interests
Corporate executives and workers represent ‘special interests’; that is, they represent an institution designed to 
fulfi l a specifi c and partial need of society. Th ey are servants of such institutions. At the same time, they are a 
group in the society that is likely to provide some products and services. Th ey have to serve both their institu-
tion as well as the common good. At the same time, they remain ‘private’ in the institution while performing 
‘public’ functions.

Th erefore, a situation exists where the ‘private’ functioning of the employees, the necessary autonomy 
of their institution, their accountability to organisation’s goals, and their ‘public’ role in the institution may 
pose specifi c ethical problems. Th eir practical concerns and the wide range of competing claims on time 
and resources against the unrelenting and objective environment make their styles radically diff erent, and 
approaches and biases towards ethical issues quite apparent.

Th e issue of organisational culture and ethics can be looked from a perspective of various practices in 
corporate workplace that guide the business decisions of managers. Th ese corporate rules diff er markedly 
from personal ethical rules (the objective standards set by society) and are driven by the values of survival 
and success in business.

Other corporate strategies, such as downsizing, plant closure, diversifi cation, take-overs, and mergers are 
among those that have been given a great deal of attention and scrutiny in the literature of business ethics. In 
addition, decisions about marketing and advertising tactics, product lines, and capital allocations can be taken 
as additional examples of corporate strategies that have ethical implications.

Systemic Factors
Th ings go wrong in business organisations when the culture is so structured that people fi nd rationalisation 
for unethical conduct or feel pressurised into doing things in the name of the corporation that they would 
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not do under other circumstances. What are the factors that generate unethical behaviour in business? Th ese 
can include:

• Cutting corners to meet tight corporate objectives.
• Behaviours motivated by system incentives or disincentives.
• A corporate or industry culture that rationalises or ignores unethical behaviour.
• Factors that encourage obeying of orders without considering their impact.
• Performance evaluations that encourage short-sighted decision-making or set unreasonable goals.

Systemic factors like these gradually create pressures on business people until they cross over to unethical 
behaviour.

Unethical behaviour prevalent in business is systemic in the sense that organisations have created systems 
and encourage practices that pressurise people to do things they might not do ordinarily. Th erefore, there is a 
need to institutionalise ethics in organisations to cure them of their systemic ills.

Organisation Values in Times of Crisis
One barometer of an organisation’s practice of ethics can be the strategic responses it makes in times of 
 organisational crises. Crisis management and the way a fi rm handles imminent threats to its operations say 
much about the culture of that company.

Value systems of individuals and organisations are revealed under stress. Organisations that do not have a 
heritage of mutually accepted and shared values tend to become unhinged during stress, with each individual 
bailing out for himself. Th ose who cannot serve the corporate vision under stress are not authentic business 
people, and therefore, not ethical in the business sense.

Problem in an organisation is that there are no processes for developing a consensus. Th e cross-cultural 
nature of the group adds a further layer of complexity. No sense of purpose or plan exists in complex situations 
and no single person can handle it. Since such situations do not have a set of preconditions that can guide an 
action to an acceptable solution, the people in the group react instinctively as individuals. People who are in 
touch with their core beliefs and the beliefs of others, and are sustained by them, can be more comfortable 
living on the sword’s edge.

INDIVIDUALS IN ORGANISATIONS
Th e nature of an organisation typically brings together men and women who initially have little in common 
with each other except the impersonal framework of their organisations. Nature of the organisation causes 
us to behave diff erently at our workplace and outside it and shapes our consciousness in decisive ways. It 
regularises our experience of time and indeed, infl uences our lives. It brings us daily into proximity of and 
subordination to authority. It places a premium on a functionally rational, pragmatic habit of mind that seeks 
specifi c goals; and it creates subtle measures of prestige and an elaborate status hierarchy.

An enduring genius of organisational form is that it allows individuals to retain their private motives 
and meanings for action as long as they publicly adhere to agreed-upon rules. Even the personal relationship 
that men and women share in organisations is, mostly, governed by explicit or implicit organisational rules, 
procedures, protocol, and its extent of economic and ethical concerns.

Th ere is another fundamental problem that surfaces between those employed by an organisation and the 
organisation itself. What is the best way to characterise the relationship between a corporation and those who 
choose to join it?
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 1. Do top executives, managers, and workers merely represent the corporation, or are they, in actuality, the 
corporation itself?

 2. Put in another way, are individuals only agents employed, solely to further the interests of the corpora-
tion in an agent/principle relationship, or are workers more than just agents having a vested interest, 
 themselves, in the life of the organisation?

Th e answer to these fundamental questions is important, since one’s liability for unethical conduct may 
increase or decrease depending upon the type of relationship one holds with the organisation. For  example, we 
would hold individuals accountable for their actions diff erently if they were acting on their own, as opposed 
to acting on behalf of an organisation.

Within organisations, it is individuals who are responsible for creating goals, criticising and evaluating 
the corporate culture and instigating and implementing change. A moral organisation discovers the healthy 
reciprocity between its culture and the autonomy of its individuals.

ORGANISATION CULTURE
Organisations engage us on a daily basis in rational, socially approved, purposive action. Such action, in  addition 
to fostering an intense competition for status, also makes the rules, procedures, social contexts, and protocol 
of paramount psychological and behavioural guides. Th e nature of an organisation  infl uences employees in a 
decisive way, creating in the process, upward-looking stances that decide social and  psychological consequences.

Th e collective actions of organisational entities come in a variety of forms. Th ey may take place within 
internal policies and directives that give the organisation its particular structure and culture and defi ne the way 
things are done within it. As such, these policies and directives can be evaluated from an ethical  perspective. 
Following are typical questions that are posed from this perspective:

 1. Are these policies and directives fair and just?
 2. Could they create circumstances that might lead to unethical action on the part of the organisation’s 

members?
 3. Do they espouse desirable values and belief systems worthy of an excellent corporate culture?

Organisational culture enforces an unspoken ethos that requires managers to balance social and personal 
morality, if they are to survive and succeed. Within a given situation, people behave diff erently according to 
their factual beliefs about the situation and their values. Social values grow out of social interaction and become 
part of the group culture. Values are the bedrock of any corporate culture. People working together form a 
group and these values produce a sense of direction for employees and guide their day-to-day behaviour.

Organisational culture has three main elements (Hall, 1977; Schein, 1988):

 1. Basic values, attitudes, and beliefs of the organisation.
 2. Organisational goals, policies, structures, and strategies that are shaped by these basic values, attitudes, 

and beliefs.
 3. Organisational way of doing things, i.e., everyday accepted, unchallenged processes and procedures.

Organisational culture aff ects employee behaviour powerfully. So, one must not have reward systems that 
encourage misreporting of revenue and expenses or promote cheating on government contracts.

But, in practice, all this talk about how employees are creatures of their culture ends by accepting the 
notion tacitly that the individual employee really cannot be held responsible for his actions. Questionable 
conduct within business organisations is an accepted fact of life and organisational ethos appears to condone 
and promote questionable behaviour. Th e result is that everyone is talking about ethics without obligating any 
person to be ethical.
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ORGANISATIONAL VALUES
Organisational values are found in mission statements, codes of ethics, or credos. Th ey state what the 
 organisation stands for and describe the ethical perspective of the organisation’s leaders. But these values 
are sometimes diff erent from values in practice. Th ere would be a general expectation that written corporate 
values are followed in practice.

What matter on a day-to-day basis in an organisation are the moral rules-in-use fashioned within the 
personal and structural constraints of one’s business. Th ese rules vary sharply depending on various  factors, 
such as proximity to the market, line or staff  responsibilities, or one’s position in the hierarchy. Actual 
 organisational moralities are, thus, contextual, situational, highly specifi c, and, most oft en, un-articulated.

Diff erent organisations have diff erent values based on the policies of that particular organisation, but 
there are intrinsic values that form the basis of all organisations. Th ese values of the company are what every 
employee must be aware of. Th is helps him/her to get the priorities right and know the company’s goals. Other 
intrinsic values are honesty, righteousness, hard work, diligence, sincerity, punctuality and judicious use of 
time that allow one to do a job more thoroughly, painstakingly, and eff ectively. Shortage of time results in 
haphazard and shabby work. Here is list of ten desired values of a business organisation:

 1. National service through industry
 2. Fairness
 3. Harmony
 4. Co-operation
 5. Continuous improvement
 6. Courtesy
 7. Humility
 8. Adjustment
 9. Assimilation
 10. Gratitude

Organisational values and formal standards of conduct should be treated as absolutes. Whatever ethical 
standards an organisation chooses, it cannot waver on its principle.

TYPES OF ORGANISATIONS
Organisational actions take the form of business strategies where the future directions of the fi rms are enunci-
ated. Strategic plans about markets, products, cost reduction, and the use of existing facilities are examples of the 
kind of organisational action where ethical evaluation and considerations are important. Indeed, it is in this realm 
of strategic business decision-making that many essential issues of business ethics have made their appearance.

Organisations can be classifi ed on the basis of extent of economic and ethical concern. Figure 8.1 presents 
such a classifi cation. Organisations can be categorised into four types:

 1. Exploitative Organisations
 2. Manipulative Organisations
 3. Holistic Organisations
 4. Balanced Organisations

Organisations with low economic and ethical concern are exploitative in nature. Th ere are many such 
exploitative organisations in India who exploit child labour, use rivers for dumping wastes, and indulge in corrupt 
practices to maximise their profi ts. Manipulative organisations have high concern for economic performance but 
low ethical concerns. Th ese organisations manipulate tax laws, labour laws, and union leaders for gain.
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Th ere are organisations that have high ethical concerns and low economic concerns. Th ese  organisations 
are involved in charity work and are willing to spend money to fulfi l their social and environmental obligations.

Balanced organisations have high ethical and economic concern. Such organisations are able to create 
wealth as well as fulfi l their moral obligations towards society. Individuals who operate from a thoughtful 
sense of personal values provide the foundation for such an organisation. Th ese organisations nurture tradi-
tions that encourage freedom of enquiry, support personal values, and reinforce them. Behaving ethically is 
based, partly, on the strength of commitment to a value system, fortitude in diversity, and skill in analysing 
ethical issues (Delaney and Sockell, 1992).

Organisational culture is based on various factors like feelings, experience, concern, nature of drive, 
employee attitude, and work environment. Employees react diff erently in diff erent organisational settings. 
Table 8.1 lists various factors that play an important role in deciding the nature of employee behaviour in four 
types of organisations described earlier. Th e fi gure outlines the matrix of these factors with the type of organ-
isation, which decides the type of culture an organisation may have.

Organisational culture aff ects behaviour in organisations signifi cantly. Fundamental to any corporate 
culture are the values, which are embedded within the corporation. Deal and Kennedy (1982) express that 
the values are the bedrock of any corporate culture. Th ey assert that values produce a sense of direction for 
employees and help to guide and control their day-to-day behaviour.

CODE OF ETHICS
Ninety per cent of Fortune 500 companies have a code of conduct and 70 per cent have statements of vision 
and values (Madsen and Shafritz, 1990). Does this mean that most companies have what they need? Hardly! 
Even though most companies have both statements of values and codes of conduct, many might be better 
off  if they did not have them As they do not do anything with these documents. Th ey simply paste them on 

High

High

Ethical Concern

Economic Concern

Low

Holistic Balanced

Exploitative

Low

Manipulative

Figure 8.1: Classifi cation of Organisations

Table 8.1 Organisational Culture Matrix

Factors Exploitative Manipulative Holistic Balanced

Feelings Exploitation Manipulation Self-development Supportive

Experience Frustration Stress Joyful Pleasant

Concern Liberation Profi t Values Society

Drive Negative Directed Self-driven Positive

Attitude Avoidance Self-seeking Contended Inspired

Work environment Chaotic Diligent Righteous Humanistic

M08_Ethical Management_C08.indd   98M08_Ethical Management_C08.indd   98 5/22/2013   3:29:41 PM5/22/2013   3:29:41 PM



Organisational Ethics �  99

the walls to impress employees, customers, suppliers, and the public. As a result, business organisations lose 
 credibility by proclaiming values but not living by them.

Hosmer (1987) distinguishes between codes of ethics and rules of ethics. He sees ethical codes as state-
ments of the norms and beliefs of an organisation and as the ways in which organisational leaders want others 
to think. Th e intention is to encourage ways of thinking and patterns of attitudes that will lead towards the 
wanted behaviour. He sees ethical rules as consisting of requirements to act in a particular way, as more than 
mere expectations or suggestions.

Adam Smith was concerned about demonstrating the need for ethical values as an essential part of a 
 market economy. He saw the role of moral values as one of exercising reasonable restraint on the single-
minded pursuit of profi t (Adam Smith, 1759). Snoeyenbos and Jewell (1989) suggest three elements in a 
 successful strategy to institutionalise ethical behaviour:

 1. Adoption of a corporate ethical code
 2. Establishment of an ethics committee
 3. A management training programme that includes ethics training

One way that many business organisations can address the issue of ethics within their corporate structure 
is by means of devising a code of business conduct. Th ese business ethics codes can contain provisions that are 
designed to advise, guide, and regulate behaviour on the job. Companies need specifi c guidelines to translate 
the core human values into core values for business. Organisations need to formulate a code of ethics to:

• Be a socially responsible organisation
• Provide guidelines for employee’s behaviour
• Comply with the law and government guidelines
• Establish a better corporate culture
• Avoid confl ict of interest
• Make proper use of company assets and property
• Safeguard proprietary information
• Avoid insider trading

Need for a Code of Ethics
Company codes may be called codes of practice, codes of conduct, codes of ethics, mission statements, or 
value statements. Th e diff erences in these may be due to increased generality, in the sense that codes of prac-
tice tend to be the most specifi c whereas value statements are rather general. Codes of conduct and codes of 
practice may be more prescriptive in tone (Harris, 1989).

• Philosophical basis
• Shaping ethical behaviour
• Need for self-regulation
• To improve self image
• Moral responsibility
• To provide inner strength

Philosophical Basis
Here, the ontological status of the corporation – its manner of being – is investigated with an eye toward 
demarcating its moral status. Essentially, the argument is that if corporations are not like people in that, 
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they cannot count as moral or rational agents, then ascribing ethical concepts to them and making moral 
 judgements on them may be an error.

Th e philosophical basis for company codes appears to be eclectic in nature. Individual codes draw upon 
a variety of philosophical traditions combining utilitarian and deontological statements with those drawn on 
the Golden Rule and prudential approaches. Many codes are developed from a defensive posture and they 
tend to have a prudential tone with some basis in utilitarian theory.

It is necessary to examine the relationship of the content of a corporation’s code of ethics to prevailing 
ethical theories of utilitarianism and deontology. Code of ethics can be improved by including core values of 
the corporation so that these codes become a living statement of the organisation’s culture.

Shaping Ethical Behaviour
Corporate code of ethics has been regarded as an excellent mechanism to enforce ethical behaviour in 
 business. Companies must help managers distinguish between practices that are merely diff erent and those 
that are wrong. For relativists, nothing is sacred and nothing is wrong. For absolutists, many things that are 
diff erent are wrong. Neither extreme illuminates the real world of business decision-making. Th e answer lies 
somewhere in between. When it comes to shaping ethical behaviour, companies must be guided by three 
principles:

 1. Respect for core human values, which determine the absolute moral threshold for all business activities
 2. Respect for traditions
 3. Th e belief that context matters when deciding what is right and what is wrong

Code of conduct must be explicit to be useful, but it must also leave room for an individual to use his or 
her judgement in sensitive situations. Learning to spot intolerable practices and to exercise good judgement 
when ethical confl icts arise requires practice. Creating an organisational culture that rewards ethical behav-
iour is essential.

Need for Self-regulation
One reason for adopting a code of conduct may be a wish to be seen as self-regulatory. Th e press, the stock 
market, the liquor companies, the advertising agencies, and the tobacco industry adopt this strategy.

Improving Self-image
It is, always, a wish of a company or a profession to improve its image with the general public. Such reasons 
are prudential in the sense that they are aimed at benefi ting (or avoiding harm to) the company or the profes-
sion in question.

A company develops its ethical standards in response to the issues it confronts in pursuit of its business 
objectives. Viewed from this light, a profi le of a company’s ethical concerns sheds light on how it reconciles 
management and business priorities with considerations of public interest.

Moral Responsibility
Some reasons for drawing up codes of behaviour are clearly moral in character. Professional bodies or com-
panies may feel that there are special problems or particular temptations involved in the fi eld in which they 
operate, which ordinary moral judgement cannot cope with. Special advice and guidance may be needed 
in order to protect their members or employees from moral risk. A code can also play a role in inculcating 
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and promoting particular values and standards, which characterise a profession or a company; and which 
 members or employees, need to internalise in order to play a full role.

To Provide Inner Strength
One of the primary function of ethical norms is to carry people through neither those troubling times when 
doing what is right is not the easiest, nor the most profi table, course of action. Ethics sometimes requires 
self-sacrifi ce, foregoing personal gains, or bearing signifi cant costs and burdens. In such diffi  cult times, 
people are sustained by the ethical norms that they have cultivated and that provide them with personal 
incentives and inner motivation enabling them to do what is right in spite of the costs.

Formulating Code of Ethics
Th ere are many professional associations who have formulated codes of ethics for their members. Some 
 business organisations also have written statements of code of ethics. Some observations about these codes 
of ethics are that they are:

• Very diff erent
• Oft en similar
• Simply not connected with ethics
• Perceived as an important tool for fostering ethical conduct
• Not very eff ective in a broad ethical sense

Elements in the code of ethics are diffi  cult to classify and have to be, therefore, analysed individually. 
Th is diff erence in the content of every element reduces the ability to off er any general means of improvement.

But, if there are similarities in some codes, they can form a basis for groups. When these similarities are 
analysed, some statements about their ethical content can be made. An attempt can be made to determine why 
they are not very eff ective, and what might be done to improve them.

If these codes are not used by organisations and associations as an important tool for fostering  ethical 
conduct, formulation of the code of ethics is meaningless. Some examples of code of ethics are given as 
illustrations.

Ethics Code for Individuals in Organisations
• Demonstrate courtesy, respect, honesty, and fairness in relationships with customers, suppliers, competi-

tors, and other employees
• Comply with safety, health, and security regulations
• Do not use abusive language or actions
• Follow proper code of dressing
• Follow directives from superiors
• Be reliable in attendance and punctuality

Legalistic Ethical Codes
• Maintain confi dentiality of customer, employee, and corporate records and information
• Avoid outside activities, which confl ict with or impair the performance of duties
• Give no consideration for friendship or personal gain in decision-making
• Non-acceptance of bribes
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• No payment to any business person, political organisation, or public offi  cial for unlawful or unauthorised 
purpose

• Compliance with all relevant laws, regulations, and policies in the conduct of business dealings
• Do not provide false or misleading information to the corporation, its auditors, or government agencies
• Do not use company property or resources for personal benefi t or any other improper purpose
• Accountability for company funds over which the employee has control

Customer Orientation
• Strive to provide products and services of the highest quality
• Perform assigned duties to the best of capability while providing customer support
• Convey true claims for product and services

Personal and Cultural
• Exhibit standards of personal integrity and professional conduct
• No discrimination on account of religious, caste-related, racial, ethnic, or sexual considerations
• Report questionable, unethical, or illegal activities to superiors
• Seek opportunities to participate in social service and other cultural activities
• Conserve resources and protect the quality of the environment

Implementing Code of Ethics
Changes in management, economic slowdown in the country, and many other factors can tempt most 
companies to forget about ethics in business. Since unethical behaviour is a systemic matter, building com-
mitment to ethics requires systemic methods. Programmes can be developed to introduce systemic changes 
into organisations and to institutionalise their commitment to ethics.

Ferrel and Fraedrich (1994) suggest that the implementation of strategies to encourage employees to 
make more ethical decisions is not very diff erent from implementing other types of business strategies. Th is 
approach seeks to incorporate ethical issues to traditional management functions.

Manley (1992) provides the following factors, which are crucial to the implementation of a code of 
conduct:

• Management involvement and supervision
• Constant consciousness of these codes
• Stressing code values during training
• Recognition for conduct that exemplifi es desired values and standards
• Ombudsmen or other designated persons assigned for this purpose
• Th orough concentration on high-risk jobs and areas in terms of violating code values and standards
• Periodic auditing to assure compliance
• Well-defi ned and fair enforcement procedures

Critical Issues in Implementation
Some of the crucial elements in implementing corporate code of ethics are given below and described in 
detail later.

• Clarity
• Commitment of the top management
• Quality policy
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• Customer care
• Building systems
• Communication
• Human resource policies
• Employee training

Clarity: Th ere should be a clearly written statement of the organisation’s ethical values. Ideally, such state-
ments should contain:

• A description of the organisation’s fundamental mission, purpose, or beliefs.
• A description of the main constituencies, e.g., shareholders, employees, creditors, suppliers, consumers, 

society, etc. to whom the organisation believes it is obligated in the pursuit of its mission.
• Specifi c obligations the organisation believes it has towards these groups.
• Concrete examples of the behaviour required or permitted by these obligations.
• An indication of the kind of sanctions the organisation will impose upon transgression of these obligations.

Commitment of the Top Management: Th e top management plays a crucial role in securing a company’s 
commitment to ethics. A senior person in the organisation should be made responsible for development, 
implementation and monitoring of an ethics programme to make it successful.

Th e commitment of the top management is essential to ensure that adequate resources are invested in the 
company’s ethics programme. Ethical behaviour should be truly supported throughout the company to pro-
vide constant leadership through personal example, and to ensure that ethics is integrated into every aspect 
of the organisation’s life, including the strategic planning process. Inclusion of ethics in strategic planning can 
be done by formulating and implementing policies in the following areas, which encourage ethical behaviour:

• Strategic decision-making
• Human resource development
• Industrial relations
• Quality management
• Customer interaction
• Product promotion

Ethical consideration should be integrated into each of these areas. Th e formulation of corporate goals 
and objectives, central to the company’s emphasis on strategic decision-making process, should be explicitly 
conducted in the light of the ethical values to which the company has committed itself and which it views as 
crucial for its survival.

Quality Policy: Quality management policies should be such that they are in-built into the system and 
processes and  employees should be encouraged to participate in quality management process by giving them 
the highest level of trust and respect.

Customer Care: Organisations should create an atmosphere where the customer can trust the products and 
services of the company. Th e company should show that it cares for its customers at all points of contact with 
a customer.

Product promotion should be such that customers do not get the feeling that they are being manipulated 
or used to improve the bottom line of the company.

Building Systems: An organisation has to build systems to monitor and enforce the ethical behaviour 
described in the code of ethics, and has to make sure that its systems provide incentives rather than disincen-
tives for ethical behaviour.
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Communication: Communication plays a key role in securing an organisation’s commitment to ethics. 
Th ree kinds of communication systems are required:

 1. Th e organisation has to communicate its standards to all employees, through orientation programmes, 
training programmes, in-house communications, newsletters, word-of-mouth, and the personal  examples 
of management.

 2. Organisations have to create channels through which employees can alert the management about any 
unethical behaviour or practice that is going on.

 3. A company should create some kind of advisory system, as, a written code cannot cover every  contingency. 
Employees, sometimes, have questions about whether or not something is ethical.

Human Resource Policies: Human resource development should be aimed at developing each employee’s 
highest potential and attainment, so that the company serves employees rather than treating employees as ser-
vants of the company. Employees should be treated as the ‘internal customers’ of the company. In fact, I would 
suggest that the human resource department should be renamed as the internal customer service department.

Th ere is little mention of ethics relating to personnel management. Th ere should be ethical approaches 
to precise areas such as continuous development, employee data, equal opportunities, employee involvement 
and participation, redundancy, harassment, and counselling. Th ere should be ethical recruitment and selec-
tion in every organisation.

Industrial relations are emphasised because the company should believe that every employee should get 
what is just and fair and that respect for persons means that they are welcome to contribute in the decision-
making process – at least those decisions that aff ect them.

Employee Training: Commitment to ethics is a valuable asset to any company. It is one of the most diffi  cult 
assets to acquire and maintain. Even a company with a long tradition of commitment to ethics has no assur-
ance that it will remain so. Th e best strategy for generating an ethic of work commitment and managerial 
eff ectiveness lies in refurbishing the key principle of giving, and removing the feeling of indebtedness.

A particularly eff ective way for communicating the company’s values to employees and ensuring a  uniformly 
high level of ethics throughout the organisation is the use of workshops that provide explicit and periodic 
training in ethics for employees. Implementation of an ethics programme will succeed if employees are given 
adequate training in ethics regularly, are made aware of the company’s commitment to ethics and the means by 
which the company supports ethics, and are instructed about the contents of the company’s ethics code.

Ethics workshops in organisations involve a number of elements:

 1. An overview of the company’s code of ethics
 2. Discussion of several cases or incidents that illustrate the code
 3. Discussion of some cases that involve dilemmas possibly not covered by the code
 4. Description of some practical methods of making an ethical decision when faced with an issue not cov-

ered by the code
 5. Explanation of any assistance that the company provides when faced with a dilemma
 6. Discussion of the factors that employees believe impede or discourage ethical behaviour in their 

departments

ADVANTAGES OF WRITTEN CODE OF ETHICS
A business code of ethics is a set of rules or moral guidelines that defi ne and govern principles and actions in 
an organisational environment. Ethical behaviour is benefi cial for everyone because it protects the interests 
of the company or organisation and the interests of everyone who comes into contact with the organisation. 

M08_Ethical Management_C08.indd   104M08_Ethical Management_C08.indd   104 5/22/2013   3:29:42 PM5/22/2013   3:29:42 PM



Organisational Ethics �  105

Rules in daily life tend to help people to stay more focused on what the right course of action is for common 
situations, and a code of ethics accomplishes the same thing in situations where black and white moral 
 judgments may not entirely apply. Some actions may not be considered immoral, but may still be classifi ed as 
unethical because they damage the interests of all parties aff ected by the actions (Sarah, 2013).

Mutual Respect and Integrity
A code of ethics promotes an environment of respect based on integrity. When people know the code of 
 ethics and follow it, this creates an atmosphere of trust, respect, and confi dence in the actions of each  person 
involved in the organisation. In the presence of a written code of ethics, employees at a company, for instance, 
are expected to behave in a certain way towards each other and towards customers. Th e practical result of this 
is a more peaceful atmosphere in which to work, and one that is free of such widespread problems as work-
based sexual harassment, violence, and other forms of misconduct. A code of ethics is only eff ective in this 
way when group members are confi dent that the rules will be enforced.

Trust and Honesty
Another benefi t of a code of ethics is the trust it generates. Rules promote trust, especially when they are 
followed consistently. When there is a breach in the code of ethics, the problem is dealt with and employees 
can learn something from the violation. A code of ethics should allow room for individual improvement and 
better understanding of the code, but each person should try their best to follow the guidelines. All employees 
who take the code of ethics seriously gain the trust of their fellow employees.

Responsibility
Responsibility is the third benefi t of a code of ethics. When people take responsibility for their actions, every-
one benefi ts. Responsibility means accountability and honesty, and holding yourself accountable promotes 
these good character traits in others who see them in you. Th is helps to create a cohesive and productive work 
force, which has several of its own benefi ts, not the least of which is longer employee retention. Employees 
are more likely to continue to working for a company that follows and promotes rules that protect and benefi t 
everyone equally.

Manley’s (1992) comprehensive analysis of company codes identifi es 18 benefi ts of written codes. Th ey are:

 1. Providing guidance to and inculcating the company’s values, cultural substance, and style in managers 
and employees

 2. Crystallising and defi ning the company’s policies and unifying the work force
 3. Providing overall strategic direction
 4. Help in dealing with outside pressure groups
 5. Signalling expectations of proper conduct to suppliers and customers
 6. Delineating the rights and duties of the company and its employees
 7. Eff ectively responding to government pressures and rules
 8. Enhancing the company’s public image and confi dence
 9. Pre-empting legal proceedings
 10.  Improving the bottom line
 11. Enhancing employees’ self-image and improving the quality of new recruits
 12. Promoting excellence
 13. Realising company objectives
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 14. Responding to stakeholders’ concerns
 15. Strengthening the enterprise system
 16. Encouraging open communication
 17. Integrating the cultures of acquired or merged companies
 18. Deterring improper requests from employees

AMAZON.COM– AN EXAMPLE

Code of Business Conduct and Ethics
Amazon.com employees should always act lawfully, ethically, and in the best interests of Amazon.com. Th is 
Code of Business Conduct and Ethics sets out basic guiding principles. Employees who are unsure whether 
their conduct or the conduct of their co-workers complies with the Code of Conduct should contact their 
manager or the legal department. Employees may also report any suspected noncompliance as provided in the 
legal department’s reporting guidelines referred to in paragraph IX below (Amazon.com., 2013).

I. Compliance with Laws, Rules, and Regulations
Employees must follow applicable laws, rules, and regulations at all times. Employees with questions about the 
applicability or interpretation of any law, rule, or regulation, should contact the legal department.

II. Confl icts of Interest
Employees are expected to use their judgement to act, at all times and in all ways, in the best interests of 
Amazon.com. A ‘confl ict of interest’ exists when an employee’s personal interest interferes with the best inter-
ests of Amazon.com. For example, a confl ict of interest may occur when an employee or a family member 
receives a personal benefi t as a result of the employee’s position with Amazon.com. A confl ict of interest may 
also arise from an employee’s business or personal relationship with a customer, supplier, competitor, business 
partner, or another employee, if that relationship impairs the employee’s objective business judgement.

Since an employee’s receipt of gift s or services could create a confl ict of interest, the legal department 
will develop and maintain guidelines for disclosure of gift s or services received from customers, suppliers, 
competitors, or business partners.

Employees should attempt to avoid confl icts of interest and those who believe a confl ict of interest may 
exist should promptly notify the legal department. Th e legal department will consider the facts and circum-
stances of the situation to decide whether corrective or mitigating action is appropriate.

III. Insider Trading Policy
Federal and state laws prohibit trading in securities by persons who have material information that is not 
generally known or available to the public.

Employees of the company may not (a) trade in stock or other securities while in possession of material 
non-public information, or (b) pass on material non-public information to others without express authorisa-
tion by the company or recommend to others that they trade in stock or other securities based on material 
non-public information.

Th e company has adopted guidelines designed to implement this policy. All employees are expected to 
review and follow the Amazon.com Insider Trading Guidelines. Certain employees must comply with trading 
windows and/or preclearance requirements when they trade Amazon.com securities.
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IV. Discrimination and Harassment
Amazon.com provides equal opportunity in all aspects of employment and will not tolerate any illegal 
discrimination or harassment of any kind. For more information, see the Amazon.com policies on Equal 
Employment Opportunity and Workplace Harassment in the Amazon.com Owner’s Manual.

V. Health and Safety
Amazon.com provides a clean, safe, and healthy work environment. Each employee has responsibility for 
maintaining a safe and healthy workplace by following safety and health rules and practices and reporting 
accidents, injuries and unsafe conditions, procedures, or behaviours.

Violence and threatening behaviour are not permitted. Employees must report to work in a condition to 
perform their duties, free from the infl uence of illegal drugs or alcohol.

VI. Price Fixing
Employees may not discuss prices or make any formal or informal agreement with any competitor regarding 
prices, discounts, business terms, or the market segments and channels in which the company competes, where 
the purpose or result of such discussion or agreement would be inconsistent with applicable antitrust laws. If 
you have any questions about this section or the applicable antitrust laws, please contact the legal department.

VII. Bribery; Payments to Government Personnel
Employees may not bribe anyone for any reason, whether in dealings with governments or the private sector. 
Th e US Foreign Corrupt Practices Act, and similar laws in other countries, prohibit off ering or giving any-
thing of value, directly or indirectly, to government offi  cials in order to obtain or retain business. Employees 
may not make illegal payments to government offi  cials themselves or through a third party. Employees who 
are conducting business with government offi  cials of any country must contact the legal department for guid-
ance on the law governing payments and gift s to governmental offi  cials.

VIII. Recordkeeping, Reporting, and Financial Integrity
Amazon.com’s books, records, accounts, and fi nancial statements must be maintained in appropriate detail, 
must properly refl ect the company’s transactions, and must conform both to applicable law and to the com-
pany’s system of internal controls. Further, Amazon.com’s public fi nancial reports must contain full, fair, accu-
rate, timely, and understandable disclosure as required by law. Th e company’s fi nancial, accounting and legal 
groups are responsible for procedures designed to assure proper internal and disclosure controls, and all 
employees should cooperate with these procedures.

IX. Questions; Reporting Violations
Employees should speak with anyone in their management chain or the legal department when they have a 
question about the application of the Code of Conduct or when in doubt about how to properly act in a par-
ticular situation.

Th e Amazon.com’s legal department has developed and maintains reporting guidelines for employees 
who wish to report violations of the Code of Conduct. Th ese guidelines include information on making 
reports to the legal department and to an independent third party. Please see the reporting guidelines for 
information and instructions.
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Amazon.com will not allow retaliation against an employee for reporting misconduct by others in good 
faith. Employees must cooperate in internal investigations of potential or alleged misconduct.

Employees who violate the Code of Conduct will be subject to disciplinary action up to and including 
discharge.

X. Periodic Certifi cation
Th e legal department will designate certain employees who, based on their level of responsibility or the nature 
of their work, will be required to certify periodically that they have read, understand, and complied with the 
Code of Conduct.

XI. Board of Directors
With respect to their service on behalf of the company, Amazon.com’s board of directors must comply with 
the relevant provisions of this Code of Conduct, including confl icts of interest, insider trading and compli-
ance with all applicable laws, rules and regulations.

XII. Waivers
Waivers of this Code of Conduct may be made only in a manner permitted by law.

SUMMARY
• Organisations need to formulate code of ethics to provide guidelines for employee’s behaviour, to comply 

with the law and government guidelines, and establish a better corporate culture.
• Organisational ethics deals with the issues of morality and rationality in organisations. Th ere are intrin-

sic values that form the basis of all organisations. Th ese intrinsic values are honesty, righteousness, hard 
work, diligence, sincerity, punctuality, and judicious use of time.

• Organisations can be classifi ed on the basis of their high economic or ethical concern. Th ese organisa-
tions are: exploitative, manipulative, holistic, and balanced.

• Corporate ethics examines the propriety of decision-making and actions taken by corporate entities. 
Th ese values are found in mission statements, code of ethics, or credos.

• A code of ethics states what the organisation stands for and describes the ethical perspective of its leaders.
• Ferrel and Fraedrich suggest that the implementation of strategies to encourage employees to make more 

ethical decisions is not very diff erent from implementing other types of business strategies.

KEY WORDS
Advantages of a written code
Code of ethics
Constituency relation
Corporate culture
Employee training

Formulating code of ethics
Implementing the code 
 of ethics
Individuals in organisations
Morality in organisations

Organisation culture
Organisation culture matrix
Organisational ethics
Organisational values
Types of organisations
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REVISION QUESTIONS
 1. ‘Management ethics deals with individual, while organisational ethics is collective in scope.’ Comment.
 2. ‘Corporate ethics deals with the ethics of the organisation.’ Comment on this statement in relation to its 

corporate mission, constituency relations, and its policies and practices.
 3. Describe elements of corporate culture. What are the values business organisations need to follow?
 4. ‘Values are the bedrock of any corporate culture.’ Comment with reference to the issues involved in 

organisational culture and ethics.
 5. Classify business organisations on the basis of their ethical and economic concerns. Develop an organisa-

tional culture matrix on the basis of this classifi cation.
 6. Discuss the need for a code of ethics in an organisation. What are the issues that need to be addressed 

while formulating a code of ethics?
 7. Comment: ‘Companies need specifi c guidelines to translate the core human values into core values for 

business.’ What are the signifi cant advantages of a written code of ethics?
 8. Develop a programme to implement a code of ethics in a business organisation. Enumerate and discuss 

factors that are crucial in this process.
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Business ethics tries to explore the actual evaluative rules that we fashion and follow in our day-to-day life. 
It deals with the rules that govern our stance towards and interaction with our superiors, subordinates, and 
peers, our friends, allies, and rivals, our business customers and competitors, the politicians, the media, other 
specifi c people we address, and the public at large. It examines a particular conception of right and wrong, of 
proper and improper that underpins these rules. It tries to analyse the work that we do and, in particular, how 
the social and bureaucratic context of our work shapes our occupational moralities.

ETHICS IN BUSINESS
Certain core legal and moral values are essential if business and trade within the market is to be possible 
(Cannon, 1994). Th ese would include promise-keeping, fi nancial probity, honesty, integrity, and reliability. 
Th ey would also require the avoidance of price-fi xing, cartels, and other monopolistic tendencies. Th is is 
because, unless a business pays its bills and meets its orders, it cannot continue to trade and if it begins to 
dominate the market; then that market, to that extent, would no longer be a free one. Th e idea of a perfectly 
competitive market is therefore an unrealisable ideal. Th e only way to avoid this conclusion is to draw a 
 distinction between positive and negative duties of the organisation.

Th e concept of social responsibility of business, obligations of companies to their communities and 
 society, and ethical behaviour of an individual as an organisation’s member are the questions that have led to 
the current growth of business ethics as an academic discipline.

Moralistic, personalistic, and egoistic values dominate in most business organisations. Th erefore, there is 
a sense in which organisations can have ethical responsibilities or behave in an ethical way. Th ere have been 
instances of business people allegedly engaging in unethical, questionable, or illegal activities. Such manage-
rial mischief creates an impression in the public mind that business is inherently corrupt and beyond ethics. 
Th erefore, business ethics would deal with the behaviour of people in organisations and the body corporate 
with respect to ethical issues of public interest.

Learning Objectives

• This chapter traces the developments in the Indian business scenario since Independence and 
looks at various ethical issues in business. Ethical issues in Indian business are classified here in 
five basic groups: equity, rights, honesty, use of corporate power, and corporate governance.

• The chapter also deals with various business ethics issues related to information technology, use 
of natural resources, takeovers and mergers, intellectual property rights, and global business. 
Finally, ethical guidelines are shared to deal with these issues.

Ethics 
in Business
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Defi ning Business Ethics
Business ethics is a multidimensional fi eld that evades a one-dimensional defi nition. It is a discipline 
that addresses numerous issues, problems, and dilemmas. It does so from a variety of perspectives and 
 methodologies. Ethics in business means many things to many people (Madsen and Shafritz, 1990), such as:

• It is an application of ethics to the complete community.
• It is the identifi cation of important business and social issues.
• It is a way to determine responsibility in business dealings.

Business ethics then has to do with the authenticity and integrity of the enterprise. To be ethical is to fol-
low the business as well as the cultural goals of the corporation, its owners, its employees, and its customers 
(Chryssides, 1993; Garret, 1966).

In business ethics, morality is treated as an empirical, objective reality to be investigated. In this view, 
ethics do not refer to any specifi c or given, much less absolute, system of norms and underlying beliefs. It does 
not imply any judgement about the action described from some fi xed, absolute ethical, or moral stance, as the 
term is oft en used.

THE INDIAN BUSINESS SCENE
Indian business is more concerned about ethical issues today as compared to the past. One of the reasons is 
that with rapidly changing values, there is a strong temptation to succeed, irrespective of the means employed. 
If society admires money and power to the exclusion of values, it is not surprising that unethical behaviour is 
on the rise. In recent years, some business organisations have accorded formal recognition to the importance 
of ethics in their managerial structures and systems. Th e objective of ethical orientation in organisations is 
to provide employees with guidelines and support to decide what is right or ought to be done in the tasks 
entrusted to them.

One signifi cant feature of Indian business aft er Independence is the shift  from British infl uence of 
 political loyalty to the forced concept of socialism, moving on to the free enterprise doctrines of American 
 society. Th e success of Japanese economy and progress made by China has played its own part in infl uencing 
Indian business. Today, the Indian business scene is a jigsaw puzzle comprising public sector organisations, 
 privatised public sector companies, private sector, and multinational companies.

Th e development of the Indian corporate sector can be divided into three distinct phases. Th e fi rst phase 
can be called the ‘License Quota Permit Raj’. Th e second phase was dominated by socialistic frenzy. Th e third 
phase began with the government chanting liberalisation and globalisation mantra and initiating economic 
reforms.

First Phase – License Quota Permit Raj
In the fi rst phase, which lasted from the Independence to the late 1960s, the corporate sector was domi-
nated by 20 family-owned groups who had their beginnings as traders in the pre-Independence era and who 
took a pioneering interest in the industrialisation of the country in the post-Independence era. Th ese groups 
developed strong political connections and took full advantage of the licensing system to control a large pie 
of industrial activity. Each group controlled several corporations, with diff erent groups of shareholders and 
signifi cant public shareholdings. In quite a few of these, family groups held less than 10 per cent of the shares, 
but retained control. Notwithstanding the diverse shareholding patterns, companies were managed by the 
same family group with all senior management positions being occupied by family members. (Vaghul, 1997)

M09_Ethical Management_C09.indd   114M09_Ethical Management_C09.indd   114 5/22/2013   3:31:13 PM5/22/2013   3:31:13 PM



Ethics in Business �  115

Second Phase – Socialistic Frenzy
During the second phase of development from the early 1970s to the mid 1980s, which can be called the 
socialist phase, these traditional family groups came under intense pressure. During this period, a Monopolies 
Commission was established and restrictions were imposed on the expansion of the family groups, ostensibly 
with a view to broadening the entrepreneurial base in the country. Th is phase saw the emergence of a new 
breed of entrepreneurs who quickly seized the advantage and competed eff ectively with the traditional  family 
groups. Th e pattern of growth, however, remained unchanged except that the new groups were gradually 
 supplanting the old. Th e pattern of corporate governance by the new industrial groups was in no way diff erent 
from that of the traditional groups.

Th e second phase also saw the emergence of fi nancial institutions as shareholders in large companies. 
Access to credit from these fi nancial institutions was based on an important conditionality of converting 
loans into equity, and this gradually gave the fi nancial institutions a commanding presence in the corporate 
sector. As the fi nancial institutions were under the control of the government, theoretically the government 
controlled a large part of India’s private corporate sector.

Th anks, however, to a close nexus that developed between the political system and the family groups, 
both new and old, the commanding presence of fi nancial institutions was used more to the advantage of the 
family groups, rather than to their detriment. Some malpractices in corporate governance were either con-
doned or ignored. It was common practice for the groups to obscure corporate accounts or divert funds for 
making political contributions to the detriment of the small investors. Th ere was hardly any transparency. It 
was common for family members to start independent trading companies that would act as agents for pro-
curement of raw materials or sales of the fi nished product and divert funds through an unfair transfer-price 
mechanism. Promotion to senior management positions was not based on merit but closeness to the family. 
Family disputes leading to separation invariably resulted in a division of the company, much to the detriment 
of individual shareholders. Manipulation of prices in the stock market was not unusual and the small investors 
enjoyed little protection. Financial institutions not only turned a blind eye to such practices, but a cardinal 
principle of their policy was to support the family group’s management of the companies.

Th ere were of course several notable exceptions to this otherwise widespread phenomenon. Th ere were 
industrial groups, which functioned on professional lines with much greater transparency and ethical stan-
dards, but they were few and far in between. More importantly, there were not many large public corporations 
with a complete separation between ownership and management. (Vaghul, 1997).

Third Phase – Economic Reforms
Th e third phase in the development of the Indian corporate sector began in 1991 with the liberalisation and 
globalisation of the Indian economy. With competition replacing the old protected environment, the corpo-
rate scene in India is undergoing a sea change. Indian corporations are seriously engaged in re-evaluating 
their strategy. Under the former regimented system, diversifi cation of the industrial base was dependent 
on the availability of industrial licenses. When that system withered, the corporations began applying their 
minds seriously to the concept of core competence. Businesses are being divested, new businesses acquired 
and eff orts being made to scale up operations to international size. Th is process also raises important issues of 
professionalism of management. Nonetheless, there are no immediate signs of a clear demarcation emerging 
between ownership and management.

Th e New Industrial Policy was initiated in July 1991 and a gradual process of economic reform  covering 
investment deregulation, promotion of the private sector, and trade liberalisation, has continued since then. 
Th e sectors in which only public investment was formerly permitted but have now been opened to private 
investment include: mining, coal, hydrocarbons, power, air transport, ports, roads, telecommunications, 
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and banking. In addition, automobiles and textile production are no longer subject to licensing, the ready-to-
wear garment industry, previously reserved for small-scale sector, has been opened to large enterprises, and 
automatic approval of foreign majority ownership is allowed in a number of industries, while for the rest, the 
approval process has been liberalised. As a result, the Foreign Investment Promotion Board’s rejection rate fell 
from between 40 to 50 per cent prior to 1991 to under 10 per cent in 1993, while about 30 per cent of approvals 
were through the automatic route. (Chakwin and Hamid, 1997).

Th e telecommunications sector has been opened up for the private provision of basic services, as well as 
value added services, and concessions for a number of regions in the country have been awarded to private 
operators, mostly joint ventures. Th e government is promoting foreign investment in the power sector by 
providing sovereign guarantees, a guaranteed rate of return on equity, and a fi ve-year tax exemption for power 
projects in backward areas. Several power projects involving multinational corporations and joint ventures 
sponsored by non-resident Indians are underway or planned. It seems probable that most of the additional 
investment in power generation will come from the private sector.

Trade reforms since 1991 have considerably eased import licensing requirements and, as a result, the 
proportion of the manufacturing sector protected by import restrictions has been reduced from 90 per cent 
to 50 per cent. Import tariff s have also been gradually lowered, with the maximum tariff  rate being reduced 
to 50 per cent from 400 per cent in the pre-reform period. As a result, the trade-weighted average tariff  has 
declined to 27 per cent from 87 per cent in 1990. Th e rupee has been made convertible on the trade account 
and the real eff ective exchange rate has depreciated by 30 per cent since 1990, making exports much more 
attractive than before. However, India remains a relatively protected market and, as a result, there is a need 
for the government to screen and restrict investment aimed at the domestic market, which unfortunately 
 neutralises India’s most important attraction for FDI (Foreign Direct Investment). Th e government has pro-
vided a number of concessions to export-oriented FDI, but labour market rigidities, relatively high wages in 
the organised sector, and inadequate and poor quality infrastructure have prevented any signifi cant infl ows 
into the export sector. (Chakwin and Hamid, 1997).

Although moving cautiously with its market liberalisation, India is committed to the process, and 
the reforms have begun to generate increased FDI fl ows. However, investment is largely concentrated in 
infrastructure, particularly power and telecommunications; and petroleum refi ning, petrochemicals and 
automobiles in the manufacturing sector. Private sector participation in these areas has been given the 
highest priority by the government. Power generation and distribution are open to private sector investment, 
but lack of a comprehensive policy, and decisions on issues such as tariff s, subsidies, and payment of dues by 
state authorities, are inhibiting investment despite widespread interest. Incentives for oil and gas exploration, 
along with the move towards privatisation, should make the hydrocarbon sector extremely attractive to 
foreign investors.

While these areas should absorb the bulk of the FDI in India, there is considerable potential for FDI in 
the tourism sector, such as hotels, resorts, etc. But this sector is still virtually closed to foreign investment. 
However, this could change because growth in tourism has the potential of providing India with large foreign 
exchange earnings, and balance of payments considerations may be an inducement to opening the sector 
to FDI. Evolving a management philosophy and culture takes a long time and requires stability at the top. 
Public sector is the worst suff erer in this regard. With liberalisation, public sector companies are being made 
accountable with the process of dis-investment but the bureaucracy is reluctant to surrender its grip in the 
form of formal/informal clearances or direct intervention.

Th ere is a fear in the mind of the Swadeshi lobby that under the dictates of International Monitory 
Fund and agreements signed with World Trade Organisation, the economy may not remain self-reliant. 
In their view, liberalisation and privatisation should not result in divestment of assets at throwaway prices 
and giving control to large multinational companies. Here, the essential issue is the possible exploitation of 

M09_Ethical Management_C09.indd   116M09_Ethical Management_C09.indd   116 5/22/2013   3:31:13 PM5/22/2013   3:31:13 PM



Ethics in Business �  117

the country by large multinational corporations (MNCs). MNCs are perceived as highly exploitative, since 
they take advantage of cheap labour, valuable raw materials, and undeveloped markets. Many believe that 
they earn money here and do not make much of an eff ort to plough anything back into the host country. 
Some MNCs follow a diff erent norm of safety standards in their home country and blame disasters on the 
unethical work culture of the host country. Some MNCs have not shown as much concern for loss of life 
as they show in the host country e.g., the accidental leak of methyl isocyanate at Union Carbide plant in 
Bhopal, India in 1984.

Ethical Concerns
In India, the subject of business ethics received little attention prior to the 1990s. However, it has gained 
major importance in the last couple of years. A broad array of incidents, beginning from the Harshad Mehta 
episode in the stock market, has created awareness about ethical issues in the country. Th ere have been issues 
of  corruption, insider trading, cheating small investors, and misappropriation of accounts where even the big 
names of the industry have featured prominently.

In a countrywide survey done by a business magazine (Business Today, 1995) many such issues were 
reported. Some of the issues discussed are:

• Concern about widespread corruption
• Financial scams
• Misleading advertisements
• Exploitation of child labour
• Exploitation of women at work place
• Protection of the environment
• Safety and health in the workplace

Th ere are areas of business that require government regulations and watchdog bodies to monitor business 
activities – areas such as product liability, worker rights, environmental problems, white-collar crime, execu-
tive salaries, minimum wages of workers, etc. Th ere have been a number of announcements of mergers and 
acquisitions since 1998. Mergers and acquisitions have their own eff ect on business organisations. Th ere is a 
need not only for identifi cation of ethical issues, but also assigning responsibilities to check ethical misdeeds 
or mistakes in business conduct.

Th e accounting practices are not transparent in Indian business even now. Th ough, there has not been 
major misreporting like Enron and WorldCom aff air in the USA (year 2002) there are a few controversies, e.g., 
involving Tata Finance, which needs an explanation. Security and Exchange Board of India (SEBI) has taken 
many steps, e.g., publishing of quarterly results, to reduce manipulation of data by companies. Th e accounting 
profession grew out of statutory accounting and auditing requirements of the Company’s Act. Th ese require-
ments were developed to protect the interests of the large number of new investors who had no knowledge 
of, or infl uence on, the day-to-day management of the companies in which they had invested. But, recent 
developments have cast a question mark on its veracity.

Th ere is an interesting tradeoff  between the desirability of a high standard and quality of a product or 
service and the necessity for cost-cutting and aggressive competition. Quality control issues will continually 
present ethical diffi  culties for business organisations.

Today’s employee is confronted with many ethical issues. He needs to be adept at moral philosophy and 
possess the skills of moral reasoning, along with the technical know-how. Being aware of one’s managerial 
responsibilities and fulfi lling them may make a diff erence between professional success and failure. Too many 
careers have come to a grinding halt because of neglected responsibility.
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An Ethical Crisis
Many see an ethical crisis in all walks of life in India today. Activities such as fraud and deception, kickbacks 
and bribery, insider trading, improprieties in government contracts, confl icts of interests, and questionable 
claims and counter claims have become all too common.

Indian business is not a lotus flower standing aloof in these muddy waters. Consumer deception, 
false guarantees, questionable advertising claims, sub-standard products, intentional violation of 
environmental norms and workplace safety regulations, and laundering of black money by financial 
institutions and corporate houses have become accepted business practices. When such illegal activity 
is coupled with legal but unethical or questionable activities – such as engaging in less than honourable 
negotiations; using bluffing and deception to reach labour agreements, providing gratuities or sexual 
favours to prospective customers – it is most likely that the public image of business and corporate life 
will suffer.

Following are some of the problems that can arise:

• Th e loss of client loyalty
• Th e loss of loyalty of employees to their fi rms
• Confl icts of interest between stakeholders
• Th e loss of professionalism

Th e ethical atmosphere of business is going acrid. Transactions cannot be done on verbal assurance, as 
people do not keep their word. Agreements have got to be made in writing, which is also subject to interpre-
tation. Th e result of such moral relativism is that every situation becomes a problem and every manager is 
expected to solve it.

While questionable business practices are nothing new, the vulnerability of today’s economy to rampant 
white-collar crime is alarming. In the service industry, stealing has become easier to be pulled off  and be 
rationalised. ‘Profi t at any price’ mentality is the cause of such unethical practices. It results in loss of con-
fi dentiality, well short of illegality. Th ese cases about white-collar crime present an occasion for refl ecting 
upon the nature of managerial practices. Questions that need to be asked are:

 1. What are the generic causes of such mischief and illegality?
 2. Is the root cause a matter of individual psychological makeup, where greed and personal aggrandisement 

are the main motivation?
 3. What preventive measures can be taken to stem white-collar crime and managerial mischief?
 4. Is the current economic system at fault?

ETHICAL ISSUES IN INDIAN BUSINESS
Ethical issues in Indian business can be classifi ed into fi ve basic groups: equity, rights, honesty, corporate 
governance, and use of corporate power.

Equity
Equity is generally used to mean basic fairness, apart from any established legal or human right. In this group 
there are issues related to equal wages to women employees, exploitation of child labour, employee compensa-
tion practices, etc.
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Rights
Rights are treatments to which a person has a just claim. Th e origin of the claim may be legal, a precedent, 
or our notions of behaviour. Modern view of rights is generally protective in nature. Th ey seek to defend 
 individual autonomy from encroachment by powerful institutions or community at large.

Indian business generally relies on traditional concept of reciprocal obligations, which mandates 
 discussion, conciliation, and adjustment of diff erences instead of an appeal to abstract concepts of legal 
recourse, which, as such, takes too long a time. Rather than fi ling lawsuits, Indian businessmen, who allege 
discrimination, usually approach their confederation that negotiates with concerned parties. Th e resulting 
accommodation does not set a precedent, but it establishes a basis for ongoing dialogue.

Equal employment opportunity was initially discussed as an equity problem, but now it has gained the 
importance as a fundamental right in public discussions. Other such ‘rights’ issues are minimum wages, 
 contract labour, child labour, etc.

Dignity is a sub-category of rights, where protection is rooted in the sense of elementary decency rather 
than regulated by specifi c constitutional, judicial, or legislative mandates. Th ese issues are sexual harassment 
at workplace, privacy, and public toilets for slum dwellers and construction workers.

Employee Rights
Employee right in the workplace is a subject that highlights instances where business organisations fail to treat 
their employees in an ethical manner.

Employee right in the workplace has been considered as primary and essential issue in business ethics. 
Th e phenomenon of women and children being exploited by unscrupulous owners is still prevalent through-
out India. Long hours of very hard physical labour, highly unsafe and unhealthy working conditions, and 
unfairly low pay for a day’s labour are still common characteristics of Indian workplace.

In response to these cruel but not unusual workplace conditions, a strong awareness movement made its 
appearance aft er Independence to combat exploitation on the job. Much legislation has been passed over the 
years at every level of governance to outlaw bonded labour and to protect individuals at work with respect 
to their personal safety, occupational health, and economic justice. Th rough political clout, labour in the 
 organised sector benefi ted greatly from the advancement achieved by the unions by means of collective 
 bargaining and, sometimes through legal process. While great strides have been made in the organised sector, 
much still needs to be done in the unorganised sector.

Contemporary expression of employees’ rights movement in the organised sector includes such topics as:

• Equality – no discrimination on the basis of religion, sex, ethnic origin, caste, or economic background
• Equal pay for equal work where equal work is defi ned by job description and title
• Job security – an employee can be dismissed only under the following conditions:

– Unsatisfactory performance standard
– Involvement in criminal activity
– Drunkenness on the job
– Disrupting organisation’s business without any valid reason
– Due to verifi able economic reasons, e.g., bankruptcy, transfer of the company, etc.

• Under no circumstances can an employee be removed from service without the institution of fair due 
procedures

• Right to free expression in the workplace
• Right to engage in outside activities of their choice
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• Safe workplace
• Job enrichment and self-development
• Right to strike when above rights are violated

Organisations claim that in order to provide goods and services at current market price, they have to 
indulge in such undesirable acts. Businessmen argue that such changes – as suggested by ethicists – will have 
an expensive price tag that might put many businesses, especially smaller ones, in jeopardy.

But, the question is about the ethics regarding rights of children to get proper education in their forma-
tive years and that of women employees who are paid lower wages than their male counterparts for a day’s 
work. It is also a question of law surrounded by a good deal of legal argument brought to the courts over a 
period of years. Th ere is a resistance to such reforms and old practices continue unabashedly.

Th ere are other problems in ethical treatment of employees over and above discrimination against women 
and child labour. Th ese issues are lack of freedom that workers have at their place of employment and very few 
rights that are granted to them in the workplace, especially in the unorganised sector. Most of the  labourers 
in our country surrender their basic constitutional rights when they arrive at work in the morning and have 
them suspended until they leave in the evening. Freedom of speech, the right to due process, the right of 
equal treatment, the freedom to dissent etc. – rights that workers in the organised sector take for granted – are 
abridged routinely in the unorganised sector.

Th is questionable attitude on part of the business, namely, the attitude of seeing human labour solely as 
another cost of doing business is not surprising. When the skills, talents, and abilities of human beings are 
equated with raw materials, energy, machinery, etc; when human labour is seen as just another operating 
expense necessary to conduct business; then exploitation of ‘human resources’ will be the norm, and human 
beings will be reduced to an item in an accountant’s ledger. Until th is fundamental attitude, of seeing human 
beings as mere resources, is overcome, there will always be suspension of employee rights at the workplace.

Th e trend towards ‘participatory management’ and employee-owned companies suggested a redefi ni-
tion of the traditional relationship between workers and management which gave labour a chance to voice 
their suggestions directly to the managers and become more of a part of the productive process. Th is could 
not take its roots in the Indian environment. Th e issue needs to be investigated by management researchers 
in India.

In summary, following are the points that have ethical bearing on employee rights:

• Job security
• Handling of hazardous material at the workplace
• Equal employment opportunity
• Equity and comparable worth
• Freedom of speech and dissent in the workplace

Employer Rights
Employers too have rights to carry on with their business in a harmonious manner, which should be recog-
nised. Th ese rights are:

• Right to take action against ineffi  cient employees
• Right to take action aft er due process
• Right to safeguard confi dential information
• Right to evaluate employee performance and personal attitudes
• Right to demand effi  ciency and productivity
• No work no pay
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One can modify the relationship between employers and their employees in such a way that justice can 
be done to both; so that employees can exercise their rights as human beings and the company can still reap 
the benefi ts of their hard work.

Honesty
Honesty in corporate ethics relates to the integrity and truthfulness of an organisation’s actions or policies. 
Businessman should not cheat, steal, lie, bribe, or accept bribes. Th e problem is of moral values or moral 
 education of the individual.

Issues of honesty arise both in connection with corporate behaviour and with employees acting under the 
organisation’s nominal supervision. Issues under this group are:

• Employee and the organisation relationship
• Security of organisational records
• Insider trading
• Helping a competitor
• Questionable and illegal wheeling and dealing – also outright fraud
• Inappropriate gift s
• Unauthorised payment
• Advertising content – wrong claims about the capability of a product
• Government contracts – issues such as waste or fraud in the performance of such contracts
• Financial and cash management procedures
• Confl icts between organisation’s ethical system and accepted business practices

Th e purchasing function of modern organisations has changed from a clerical role to that of a strategic 
business function. Th is has arisen from the increasing importance of material costs in the total production 
function. Purchasing managers occupy a boundary role where, inevitably, they have to face situations where 
they must judge what is right (ethical) and what is wrong (unethical). Buyers can, by their actions, aff ect the 
organisation’s profi tability and reputation. Th erefore, maintaining a strict ethical stance can be important 
in projecting the right image of the company. Other business functions remain sceptical of the honesty and 
 independence of buyers, whilst gift -giving and entertainment remain endemic in purchasing.

Synchronisation of diff erent functions is the very backbone of an organisation’s success. In every 
 organisation, at every point of time, there are some individuals who are the ‘key’ persons. In order to bring 
synchronisation, a true strategist should direct his functional heads working in diff erent wings, to work out a 
single policy of facilitating these ‘key’ individuals.

Use of Corporate Power
Business organisations recognise a responsibility to contribute to social enterprises that are consistent with 
their mission and with their commitment to the various constituencies they serve. Th ese organisations have 
to acknowledge the ethical component of adhering to standards for workplace, product, and environmental 
safety. Issues in this group are:

• Workplace safety
• Product safety
• Environmental issues
• Support to political parties
• Social issues raised by socio-religious organisations, e.g., meat export, cow slaughter
• Business restructuring, downsizing, or closure

M09_Ethical Management_C09.indd   121M09_Ethical Management_C09.indd   121 5/22/2013   3:31:14 PM5/22/2013   3:31:14 PM



122 �  Ethical Management

External Environment
Issues of morality and rationality in Indian business also crop up because of the environment in which Indian 
managers operate. Some of these issues are outlined here.

1. Government Policy Related
Issues that relate to government policies are:

• Continuance of ‘License Raj’ mentality in spite of liberalisation
• Systemic corruption – It is generally believed that unethical practices are essential to succeed in business 

in India
• Protected economy – Resistance to removing subsidies, resistance to privatise PSUs
• Archaic business laws – laws promote unethical practices; laws are weak
• Government over employment – opposition to exit policy
• Poor law implementation

2. Market Related
Market related issues are:

• Lack of competition
• Absence of consumer protection groups
• Low purchasing power
• Leveraging the market position
• Removing competitors’ products by force

3. Business Environment Related
Business environment related issues are:

• Low ethical standards in business dealings
• Ethical standards may improve with more focus on corporate governance
• Political environment
• Work culture

4. Finance Related
Finance related issues are:

• Bribery
• Fraud in contracting by overbidding, over-invoicing, excise evasion, etc.
• Late payment of taxes
• Non-payment of taxes/duties
• Manipulating share prices
• Irregularities in provident funds scheme – non-membership of PF Scheme and Not depositing deducted 

PF amounts

Somehow, the business class keeps on pointing an accusing fi nger at the outside environment while 
indulging in fi nance-related unethical practices even where there is no infl uence of outside environment. 
Surely, the government or the market cannot be blamed for late payment of taxes or non-payment of deducted 
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PF amounts. Many business people feel that illegal acts are not necessarily unethical. Th ey feel that unethical 
practices are concerned more with the spirit than the letter of the law, forgetting that no ethical mind in the 
fi rst place would think of breaking the law, that too involving issues related to their employees’ welfare!

ETHICAL ISSUES IN INFORMATION TECHNOLOGY
Information technology provides two types of capabilities to organisations: Immediate and derived. Immediate 
capabilities occur as a direct consequence of an information transaction. Derived capabilities occur as a 
 secondary action, such as duplication or analysis of the captured data (Sviokla, 1990).

Immediate IT Capabilities

Access
Information Technology makes all sorts of data available to a wider number of potential users. Questions arise 
concerning who should have access to particular data, or for whom is it relevant, to whom the data belong, 
which, if any, sorts of data should be restricted, or are there realms of information, where confi dentiality is 
more important; who is more responsible for maintaining the accuracy and/or the security of the data; does 
the aff ected individual or organisation have the foreknowledge of the accessibility of this data; and does the 
aff ected party have a choice concerning the availability of the data.

Capture
IT enables managers to see and use information that previously would have been impossible or uneconomical 
to obtain. Th is function is enhanced by IT capabilities for speed, storage, access, and recombination. In this 
sense, ‘capture’ is a primary capability of IT. An example would be the airline computer reservation system. 
Th e same questions as above arise: such as who owns the data; who should have access to it; does the ability 
to ‘capture’ the data imply a corresponding responsibility to monitor and use that data, or to spot potential 
patterns that the aggregate data reveals and which suggest possible risks to employees, consumers, or others.

Apparently, information bestows both a negative as well as a positive responsibility – the responsibility to 
prevent its misuse and to ensure its potential benefi ts.

Speed
Th is capability makes many transactions more timely and effi  cient, and it enables many decisions to be made 
under conditions of vastly improved information. Th is capability also raises questions such as how much 
information is necessary and relevant for certain decisions to be made; or how will increased speed in process-
ing certain transactions aff ect other organisational systems in place.

Permanence/Storage
IT makes it possible to store vast amounts of information for unlimited periods of time. It reduces the amount 
of space required to store this data, the amount of time and labour necessary to categorise it, and the amount 
of time and labour necessary to retrieve it.

Th is capability raises questions such as, to whom does the information belong; should certain types of 
information follow an individual or an organisation for their entire life-span, or should they have the poten-
tial to ‘start anew’. Does the capacity to store information permanently entail a corresponding responsibility 
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to monitor and use that information; if more and more organisations and individuals grow to rely on the 
 availability of such historical data, who will bear the responsibility for maintaining it; and will they have the 
right to charge for its use.

Derived IT Capabilities

Duplication/Replication
IT can facilitate the replication of data, not simply by speeding or simplifying the process, but by making such 
replication feasible in instances where it would not have been even attempted without the capability of this 
technology.

Th e questions arise: who should have access to this data; what are the consequences of receiving such data 
in a much more timely fashion than formerly possible; and to whom does this data belong.

Tracking
On account of IT capabilities for access, speed, capture, recombination, and storage, the data can be tracked 
through a variety of transactions, thereby revealing otherwise unnoticed patterns. Th is allows managerial 
decision-making and long-term analysis. Th is creates issues of inclusion of non-relevant factors in decision-
making.

Monitoring
Unlike tracking which involves following of a particular piece of data through a variety of transaction, 
‘monitoring’ involves the following of an actual individual or the recording of his/her physical or verbal 
behaviour.

Data Recombination
Data recombination involves the joining of pieces of information which would otherwise not be correlated 
with each other. Oft en, the resulting information is greater than the sum of its parts. In the process, a new 
knowledge is created. Th is raises questions of revealing such knowledge to the right claimants and in a par-
ticular fashion.

Job Redesign
On account of the availability of information technology capabilities, certain functions performed by 
employees can be automated, making them less costly, faster, and more accurate. Some new function can be 
created due to greater availability and tractability of information. It raises questions about defi nition of job 
functions, greater monitoring leading to revised performance standards and evaluation systems; IT leading 
to elimination of jobs, and routinaztion of jobs or enhancement of jobs.

Supplier Power
Th ose who supply the hardware, soft ware, and the technological expertise oft en possess a signifi cant amount 
of control over the fate of the host organisation. Th is raises questions of responsibility of both the host and the 
supplier fi rms. When do the rights of the supplier to protect the profi tability of its product confl ict with rights 
of the buyer to a product with some guarantee of ongoing usefulness?

M09_Ethical Management_C09.indd   124M09_Ethical Management_C09.indd   124 5/22/2013   3:31:14 PM5/22/2013   3:31:14 PM



Ethics in Business �  125

Managerial Issues Raised by Application of IT
Th e immediate and derived capabilities of IT applications raise many ethical questions. Some are:

• Privacy
• Ownership
• Control
• Accuracy
• Security

Privacy is a signifi cant measure of autonomy; when one’s privacy is threatened, so is one’s independence. 
Th e use of private information by marketing companies has raised many ethical questions. When Google and 
other online marketers monitor Internet-user behaviour, the resultant information may sometimes benefi t the 
user but it may also aff ect his/her independence. Organisations need to make policy decisions regarding these 
issues. Some of the areas of policy decisions are:

• Data policy
• Intellectual rights policy
• Workers right policy

ETHICAL ISSUES IN INTELLECTUAL PROPERTY RIGHTS
Th e Merriam-Webster (2013) dictionary defi nes intellectual property as property that is derived from the 
work of the mind or intellect by an idea, invention, or process. Th e right to own one’s genius is not a new 
concept. However, with the arrival of the digital age, it has become much harder to remain in control of one’s 
intellectual property. Intellectual property rights no longer protect solely the interest of preserving a trade 
secret; it is now the interest to preserve one’s monetary gain.

Intellectual property rights are a socio-economic tool that creates a temporary monopoly for inventor 
individuals and fi rms and enables them to charge prices for their innovations that are many times higher 
than the marginal cost of production of the innovations. Th is allows the inventors to salvage their research-
costs and secure a profi t on their innovations. Th e four areas covered by intellectual property are: Patents, 
Copyrights, Trademarks, and Trade Secrets.

Patent
Of the four areas, patents are the most common. Although they are diffi  cult to obtain, they hold the strongest 
protection. Patents are granted to make, use, and sell a product for 20 years.

Copyrights
Copyrights are the most common form of protection. Th e reason for this is that copyrights are very easy to 
obtain. As soon as one fi nishes writing a piece, the piece has been copyrighted. Copyrights protect all written 
pieces including, but not limited to: books, periodicals, songs and music, theatre productions including all 
accompanying music, movies, and all accompanying music, letters, etc.

Trademarks
A trademark is a brand name. A trademark or service mark includes any word, name, symbol, device, or 
any combination, used or intended to be used to identify and distinguish the goods/services of one seller 
or provider from those of others, and to indicate the source of the goods/services. Th is means that anyone 
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who infringes upon the trademark of another counterfeits a good or a service. Trademarks are the easiest to 
infringe upon. Th is is due to the fact that people trademark everything. Th e benefi t of trade marking is fi rst 
to ensure that one creates something that speaks of the product. If one produces an item and a certain slogan 
or picture can be automatically linked to the product, more consumers will purchase it. Th e second benefi t is 
that if anyone wants to use another’s trademark, they must pay the owner.

Trade Secrets
Trade secrets are the riskiest of the four areas. If one can keep a trade secret, he or she will have exclusive 
rights to that product forever. If one tries to use a trade secret, the benefi t is great, but the downfall is huge. If 
one’s trade secret is discovered, the inventor loses everything. Th ey will have no further claim on the product. 
Th e longest running trade secret is the formula for Coca-Cola. In 1886, a pharmacist named John Pemberton 
invented Coca-Cola. Th e Coca-Cola Corporation never applied for a patent. Although many companies have 
reverse engineered the product, none have obtained the particular fl avour of Coke. With a patent, Coke would 
have had to give up its secrets, but would be protected no matter what.

Ethical Issues
Although the theft  of intellectual property has always been an ethical dilemma, it is rapidly becoming a crucial 
problem. Intellectual property infringement has reached global proportions.

Th e arguments that justify intellectual property fall into three major categories. Personality theorists 
believe intellectual property is an extension of an individual. Utilitarianism believes that intellectual property 
stimulates social progress and pushes people to further innovation (Wikipedia, 2013). Lockeans argue that 
intellectual property is justifi ed based on deservedness and hard work. Various moral justifi cations for private 
property can be used to argue in favour of the morality of intellectual property, such as:

 1. Natural Rights/Justice (Locke): Th is argument is based on Locke’s idea that a person has a natural right 
over the labour and/or products which is produced by his/her body. Appropriating these products is 
viewed as unjust. Lockeans argument for intellectual property is based upon the idea that labourers have 
the right to control that which they create.

 2. Utilitarian-Pragmatic: According to this rationale, a society that protects private property is more eff ec-
tive and prosperous than societies that do not. By providing innovators with ‘durable and tangible return 
on their investment of time, labour, and other resources’, intellectual property rights seek to maximise 
social utility (Spinello, 2007). Utilitarians argue that without intellectual property, there would be a lack of 
incentive to produce new ideas. Systems of protection such as intellectual property optimise social utility.

 3. Personality: Personality theorists argue that by being a creator of something, one is inherently at risk and 
vulnerable for having their ideas and designs stolen and/or altered. Intellectual property protects these 
moral claims that have to do with personality.

Permeating all of these discussions is the concept of justice; what is fair and just when giving access of 
ideas to all who might benefi t?

Th e ethical problems brought up by IP rights are most pertinent when they concern socially valuable goods 
like life-saving medicines and genetically modifi ed (GM) seeds that are given IP protection (Jorn Sonderholm, 
2010). For example, some pharmaceutical companies that have developed GM seeds, have applied for, and 
in some cases won, IP rights in order to prevent other companies from manufacturing their product without 
the additional cost of research and development. Th e application of IP rights can allow  companies to charge 
higher than the marginal cost of production in order to recoup the costs of research and development.
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ETHICAL ISSUES IN MARKETING
Marketing decisions about products are not confi ned to quality and relative value. Th e corporate level  decision 
of what business and markets to be in and, therefore, what product to off er, may be ethically loaded.

Whilst most people may be able to agree that an ethical code in marketing practice is desirable, reaching 
an agreement on a systematic application becomes more problematic. Ferrel and Gresham (1985) take the 
view that there is no clear consensus about ethical conduct; that ethical standards are neither absolute nor 
constant and that attempts to determine whether particular marketing activities are ethical or non-ethical 
cannot produce a defi nitive code of marketing behaviour. Th is view does not preclude the general standpoint 
that deceptive advertising, price fi xing, withholding product test data, falsifying market research behaviour, 
and other such practices are essentially unethical.

Marketing promotions or communications are inevitably subjected to greater public scrutiny than other 
aspects of marketing. Perceived lapses in ethical standards in selling, public relations, and advertising attract 
media attention. Th e selling practices, which attract most adverse attention, tend to be those of intrusive, 
hard-sell techniques where the customer fi nds himself or herself oppressed by the process.

Business organisations engage in questionable practices by means of advertising they use to publicise 
their consumer goods or services. Th ese methods are:

• Ambiguity
• Concealed facts
• Exaggeration
• Psychological appeals

Business organisations willingly discard morality and ethics in their advertisements, as long as their per-
suasive functions are successful and the consumer buys the product or service. Th is is more prominent in 
corporations where profi t motive supersedes honesty and fairness in consumer communications.

Advertising is one of the most crucial issues in corporate ethics because of its pervasiveness and its power 
to mould consumer thinking and behaviour (Engel, Blackwell and Kincaid, 1993).

Advertising is a form of behavioural control, given its subtle psychological persuasion and its repetitive-
ness. It creates a need in the mind of a consumer – not just a want – for that which is advertised (Gibbs, 1993; 
Packard, 1969). By making the consumer feel dependent upon the product or service so advertised, their 
freedom of choice in the matter of consumption appears to be constrained, and as such, advertising becomes 
tantamount to propaganda. And when the consumer happens to be a child subjected to a barrage of television 
advertisements, the ethics of advertising, taken as a form of behavioural control, is even more crucial.

In advertising, the honesty, legality, and fairness of the content of the message are protected by some 
regulatory authority. Th is body responds to complaints from the public, and aft er adjudication, may require 
advertisers to withdraw a material it believes to be off ensive, misleading, or breaking the law.

Most commercial advertising is regulated so that truth in advertising should be the norm. Yet, there con-
tinue to be instances where corporations stretch the truth, engage in subtle forms of deception, or make claims 
about their products or services that are exaggerations, or worse.

Ambiguity, concealment of facts, exaggerated claims, and appeal to emotions are inherent to corporate 
marketing strategies and advertising campaigns. Th e goal of these tactics is to persuade, rather than to inform 
the public. Since competitive pressures are so great, many companies are too willing to engage in deception 
and puff ery (use of harmless superlatives) in order to generate sales at the expense of bona-fi de consumer 
education about their products and services. Th ere is, thus, a clear line between advertising as pure persuasion 
and advertising as a vehicle for consumer information. All it takes is one step in the wrong direction to put an 
organisation on the wrong ethical track when it comes to commercial advertising.
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Most common issues related to advertising exist because of confl ict between its informative and  persuasive 
functions. On the one hand, advertising purports to provide consumer information about the goods and 
 services available to them. On the other hand, it tries to persuade them to purchase one product rather than 
another. Th ese two functions are not always compatible. In an attempt to persuade, advertisers oft en obfus-
cate, misrepresent, or even lie. Moral issues arise when in an attempt to persuade, advertisers are ambiguous, 
conceal facts, exaggerate, or employ psychological appeals.

Ambiguity
When advertisements are ambiguous, they can be deceiving. In all aspects of advertising, much potential 
moral danger lies in the interpretation. Th e dispute on this issue is long-standing.

Aiding and abetting ambiguity in advertisements is the use of words to evade or retreat from a direct or 
forthright statement or position. Consider the word help’. Help means ‘aid’ or ‘assist’ and nothing else. But 
‘help’ is one single word, which, in all the annals of advertising, has done the most to say something that could 
not be said. Since the word ‘help’ is used to qualify, once it is used, almost anything can be said aft er it. Th us, 
we are exposed to ads for products that:

• Help us keep young
• Help you improve your complexion
• Help prevent cavities
• Help keep our house insect free
• Help stop
• Help prevent
• Help fi ght
• Help overcome
• Help you feel
• Help you look

Th ere are many other such words, e.g., ‘like’, ‘virtual’ or ‘virtually’, ‘can be’, ‘up to’ (as in provides relief for 
up to four hours), ‘as much as’ (saves as much as) and numerous others.

Th at advertisements are open to interpretation does not exonerate advertisers from the obligation to 
provide clear information. Indeed, this fact intensifi es the responsibility, because the danger of misleading 
through ambiguity increases as the advertisement is subjected to interpretation. At stake are not only people’s 
money but also their health, loyalties, and expectations. For these reasons, ambiguity in advertisements is of 
serious moral concern.

Concealed Facts
When advertisers conceal facts, they suppress information, which is unfl attering to their products.

Put in another way, a fact is concealed when its availability would probably make the desire, purchase, or 
use of the product less likely than its absence. Concealed facts concern us in ethics not only because they can 
exploit by misleading, as much as ambiguity can, but also because they wantonly undermine the truth.

Advertisers’ basic approach in forming a campaign is fi rst what they can say, whether true or not, that 
will sell the product best. Th e second consideration is, how they can say it eff ectively and get away with it 
so that:

• People do not feel let down by too big a promise that does not come true, and
• Th e advertisements will avoid quick and certain censure by advertising monitoring agencies.
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Th is refl ects the businessperson’s tendency to equate what is legal with what is moral. Hiding facts  relevant 
to the consumer’s needs and desires result in consumer exploitation. Th is exploitation can take the form of 
real injuries that can happen to users of a product or constrict their choices.

Exaggeration
Advertisements can mislead through exaggeration; that is, by making claims unsupported by evidence. 
Exaggeration manifests in statements like:

• A pain reliever provides ‘extra pain relief ’
• Upsets the stomach ‘less frequently’

Clearly, the line between deliberate deception and ‘puff ery’ is not always clear. Th us, advertisers 
 frequently boast of the merits of their products by using words such as ‘best’, ‘fi nest’, or ‘most’. In many 
instances, the use of such superlatives is indeed harmless, as in a claim that a washing powder is the ‘best 
loved by housewives’ and that even if off ered money in exchange, they won’t part with it. Sometimes, it can 
be downright misleading, as in the ‘most eff ective washing powder you can buy’.

Of moral importance in determining the line between superlatives and deliberate deception would be 
the advertiser’s intention and the likely interpretation of the advertisement. But even when the intention is 
harmless, advertisers must consider how the advertisement is likely to be interpreted. Without raising ques-
tions on performance expectations about their advertisements, advertisers and manufactures run the risk of 
warping the truth and injuring consumers – two signifi cant moral concerns.

Psychological Appeal
A psychological appeal is one that aims to persuade exclusively, by appealing to human emotions and 
emotional needs and not to reason.

Th is is, potentially, the area of greatest moral concern in advertising. Automobile advertisements present-
ing the product in an elitist atmosphere appeal to our need and desire for status. A life insurance advertise-
ment aims to persuade through pity and fear. Th ese advertisements, although not unethical per se, raise moral 
concerns because rarely do such advertisements fully deliver what they promise.

Advertisements that rely extensively on pitches to power, prestige, sex, masculinity, femininity, accep-
tance, approval, and the like, aim to sell more than a product. Th ey are peddling psychological satisfaction.

Psychological messages raise serious moral questions about inner privacy. Perhaps the best example is the 
increasingly explicit and pervasive use of sexual pitch in advertisements. Although sex has always been used 
to sell products, it has, never before, been used as explicitly in advertising as it is today. And the sexual pitches 
are by no means confi ned to products like condoms.

Vast reservoir of motivation resides in our sub-conscience. Advertisements like these appeal to the sub-
conscious mind of both the advertiser and the consumer. Advertisers, like anyone else, carry around sexual 
symbols in their sub-conscience that they, intentionally or not, use in their advertisements.

Some ethical restraint in psychological appeals is required. Th is restraint could be:

• No psychological appeals aimed at minors to cloud their judgement
• Not to exploit human forms or features in provocative or enticing poses or demeaning to any individual
• Not to portray a product similar to another type
• Not to associate the product with personal performance, social attainment, achievement or wealth simply 

by use of the product
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By adopting a code of advertising ethics, a connection can be established between what is communicated 
and how it is communicated. Content cannot be distinguished from form, or form from content. Sensitivity to 
this proposition would go far towards raising the moral recognition level in advertising and altering business 
peoples’ perception of moral overtones of psychological appeals.

CONSUMER PROTECTION
Consumer oft en faces an imbalance in economic terms in relation to producer of goods and services. Th e 
consumer may not be fully educated on the various aspects of products and services he or she is buying. Th e 
consumer may not have a good bargaining power in case if demand supply gap is in the favour of suppliers.

Th ere is a saying: ‘caveat emptor’ or ‘let the buyer beware’; which means a buyer should be aware of 
what he or she is buying. Over a period of time, governments across the world have changed the game in 
favour of buyers. Th ere is great protection given to a consumer by governments and the law agencies. Most 
governments today have a consumer protection policy to safeguard the interest of consumers. Nowadays, 
four basic consumer rights are recognised. Th ey relate to the pricing of products and services, advertising, 
packaging/distribution, and protection of vulnerable groups.

Th ere are various factors that have prompted governments to enact laws in favour of consumers:

• Competition: Great rivalry and increased competition forces companies to adopt various strategies. Th is 
confuses a consumer.

• Complex products: Due to progress in technologies, products today are very complex and consumers 
fi nd it diffi  cult to understand all the features.

• Purchasing power: Due to increase in income levels, there are more buyers of products and services. 
Many of them could be fi rst time buyers.

• Innovations: On account of new innovative products fl ooding the market, consumers are not fully aware 
of the implications of their use. Th ere are concerns about the safety and health hazards of many new 
products.

• Awareness of consumer rights: More and more people are aware of their rights. Consumers are willing 
to take matters to courts or to other authorities to redress their grievances.

Th e Indian Parliament enacted the Consumer Protection Act in 1986, which was modifi ed in 2003. Th e 
Act protects non-commercial consumers, individual and group customers, and non-government organ-
isations. Other laws that exist for consumer protection are: Drugs Control Act, 1950; Prevention of Food 
Adulteration Act, 1954; and Essential Commodities Act, 1955.

ETHICAL ISSUES IN USE OF NATURAL RESOURCES
A natural resource is something that exists naturally, and not because it was produced by human beings 
(Th e Environment, 2013). Natural resources are oft en limited, or non-renewable.  As a result, excessive 
use can result in the depletion of these resources, and cause supplies to dry up.  For example, some 
environmentalists argue that present rates of fossil fuel use are unsustainable because fossil fuel resources 
will run out in coming years.

A ‘fund resource’ is one that can be exhausted through human consumption. Fossil fuels fi t this category, 
as do many other resources. Metals, for example, can be depleted if they are not recycled and used again. Many 
natural resources can renew themselves over time.  However, there are limitations to this ability.
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First, if a resource is completely depleted, it may not be able to replenish itself. For example, forests that 
are chopped down or animals that are made extinct will not be able to return. Second, human consumption 
may occur at a rate faster than that at which the natural resource can renew itself. For example, fossil fuel 
consumption is far outpacing the rate at which fossil fuel supplies can be replenished.

Natural resources are now being used in increasing quantities. Higher living standards and industrialisa-
tion are increasing the use of natural resources in industry, and population growth is also causing demand for 
resources to rise (Holmes, 1995).

Earth’s natural resources are unevenly distributed by nature, and national boundaries were nearly all 
drawn before many of the modern essential resources were recognised as resources, e.g., coal, electric power, 
and iron ore. One quarter of the known petroleum reserves are in Saudi Arabia, and more than half are in the 
Middle East. Th e need for petroleum is dispersed around the globe. Th e divisions of nation states, rather acci-
dentally related to the location of this most valuable resource, oft en compound the problem. Th e biodiversity 
resources on the Earth are likewise unevenly located, and here the problem is that, though these resources are 
important to all nations, they may be located in the less developed nations, who most need to develop, pos-
sibly using up these resources (such as cutting their forests), or who, if they wish to conserve these resources, 
may be least able to aff ord the costs of conservation.

A second cause is that the myriad societies on Earth have taken diff erent directions of development; they 
have diff erent governments, ideologies, and religions, have made diff erent social choices, and valued material 
prosperity diff erently. Typically, where there is agricultural and industrial development, people think of this 
as an achievement.

Earth is not a resource to be exploited for human needs, or a pie to be divided for human consumption. 
Earth is not something we own. Earth does not belong to us; rather we belong to it. Th ere are problems of 
overpopulation, overconsumption, and under-distribution of resources. But, there is a need for ethical use of 
natural resources.

ETHICAL ISSUES IN TAKE-OVERS AND MERGERS
Mergers and take-overs are oft en motivated by the need to diversify or to have foothold in a new market rather 
than to dominate a given industry. Such diversifi cation may decrease overhead costs or it may protect a given 
company from economic downturn in its basic industry. A take-over may come from a buyout from within, 
with capital from external sources. Corporate investors may also be convinced that top management needs to 
be replaced, but their primary goal is profi t for the shareholders, in particular, for themselves.

Events Leading to Mergers
• Lack of funds to compete eff ectively with companies with better plant facilities, newer equipment, and a 

large work force.
• A growing number of competitors who have consolidated their respective economic positions through 

mergers and acquisitions.
• An environment of liberalisation that has economically weakened many Indian companies not accus-

tomed to a competitive market place.
• Intense technological competition, which makes it more diffi  cult to attain economies of scale and to 

retain key personnel.
• Th e emergence of multinationals with substantial resources to challenge the market share of Indian 

companies.
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Within such a business climate, it is easier to understand why mergers have become commonplace. Few 
will dispute the operational necessities that make this option more attractive. Th ese operational consider-
ations should also be evaluated for the ethical costs that ensue from any consolidation.

The Merger Process
What are the general characteristics of these mergers or take-overs? Th e merger process includes:

• Th e decision to consider the option of merging
• Th e search for a prospective merger partner
• Th e decision to merge with a specifi c partner
• Process of making a proposal to the prospective partner
• Negotiating the merger agreement
• Formulating a plan for implementation
• Carrying out the implementation plan
• Ongoing review and evaluation

Issues During Merger Process
Most companies are simply not prepared to handle the full range of issues and problems that emerge during 
the merger process. Th ey, seldom, have a comprehensive and systematic procedure for planning and imple-
mentation due to following constraints:

• Too oft en, the steps taken for merger are reactions to internal and external pressures. Th us, there is little 
deliberation about how the merger will or will not enhance the corporate mission.

• Since the average company has no experience with mergers, it is not surprising that it is diffi  cult for com-
panies to identify their concerns and formulate the alternative solutions.

• In an eff ort to respond to immediate pressures, the top management oft en ignores the long-term impact 
on the relevant stakeholders. Th e initial euphoria that oft en follows the merger marks the chain of events 
that continue to eff ect jobs, careers, and work assignments.

• Since merger creates a new organisation with a new management structure, it is diffi  cult to predict the 
policies and directions of management.

Hostile Take-overs
Th ough numerous mergers and take-overs seem friendly, a growing number involve bitter confl icts. As merg-
ers and hostile take-overs have become more commonplace, an increasing number of upper level managers 
want to ensure that they are protected in the event of a merger or take-over.

How do we distinguish between these friendly and hostile situations? When we refer to a merger, we 
mean that two or more companies or fi rms decide that it is in their mutual interest to combine into one larger 
company or fi rm. When there is confl ict and hostility because one company is taking over an unwilling part-
ner, we refer to this as a hostile take-over.

Individual investors or companies may initiate these hostile take-overs. Th e fi rst group may be unhappy 
with the existing corporate policy and direction. Th eir goal is to replace the top management with people who 
share their concerns and will implement the necessary changes. Th ese concerns may involve earnings per 
share, return on investment, or issues not directly related to profi t, such as a corporate image, or corporate 
history. Sometimes, they want to take-over the company management to run it effi  ciently and save jobs.
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To prevent hostile take-overs, many companies adopt complex defensive strategies. Th ese steps, in 
 combination with company laws and other manoeuvres, are designed to wear down the potential raider 
or aggressor.

It should be noted that any given company is vulnerable to a hostile take-over. Today, anyone with a 
signifi cant percentage of fl oating stock is susceptible to a take-over. In fact, many companies would like to 
purchase much of their fl oating stock to safeguard themselves from hostile take-overs. Th is strategy may work 
for a short run, but in the long term, it may put such strain on liquidity that the company may be weakened 
fi nancially and therefore, become vulnerable. For that matter, it is unclear how eff ective any of the preventive 
strategies are.

Ethical Issues
What are the ethical issues embedded in take-overs and mergers? Perhaps no other issue in corporate ethics 
has received as much attention aft er liberalisation as that of take-overs and mergers. Terms like acquisitions 
and take-overs have become common headlines in business newspapers. Th ere is a need to look at these 
mergers from the ethical point of view because they greatly aff ect the stakeholder’s interests (Cooke and 
Young, 1990).

SEBI’s regulations have tried to bring some order and have set clear guidelines for mergers and take-overs. 
Th e use of judicial, regulatory, and legislative safeguards are also increasing. Mergers that seek to increase the 
dominance of a company within a given industry are usually opposed. Yet, mergers that tend to diversify 
a company’s holdings, normally, go unchallenged.

Stakeholder Interest
Th e best way to discuss the issue is from the concept of ‘stakeholders’. A stakeholder is any individual or group 
that has a stake in the outcome of a company’s actions or policies (Freeman, 1984). For example, shareholders, 
creditors, customers, competitors, managers, employees, suppliers, and the government are actual or poten-
tial stakeholders in any given situation. Which stakeholders’ interests are involved is determined, in part, by 
whether we are looking at systemic issues facing our economic system and the global economy, or issues related 
to the interrelations among a given company and other organisations, or micro issues within the company.

Most stakeholders have little, if any, input – either before or aft er the deal is consummated. Even though 
the need for secrecy in a competitive environment is understandable, this does not eliminate the importance 
of assessing the impact of a merger on the appropriate stakeholders. It is important for at least two reasons. 
Ignoring the eff ects of mergers on stakeholders may, unfairly and arbitrarily, hurt innocent stakeholders or 
it may encourage unethical business conduct. Ignoring such impacts may undermine profi t growth in the 
long run.

Since most stakeholders cannot exert any infl uence on the merger process, management has a responsi-
bility to consider stakeholders’ interests during negotiations and implementation. In order to protect stake-
holders’ interests, management must:

• Identify the critical problem areas that arise in a merger
• Identify the key operational considerations in the merger process
• Identify the key ethical considerations in the merger process
• Develop a set of decision criteria for the merger
• Integrate ethical considerations in the plan to merge
• Integrate ethical concerns in the implementation plan
• Develop a set of design criteria for inclusion in the implementation plan
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Each of these tasks is important and one must understand the underlying process of integrating ethical 
analysis into the merger decision. Separation of ethical analysis from operational considerations in the deci-
sion process is a primary reason for the fact that the ethical consequences of a merger are, usually, ignored. In 
short, not knowing how to interject ethical import into the decision process is as much of a deterrent to ethical 
conduct as is any deliberate decision to take ethical shortcuts.

It is apparent that mergers benefi t some stockholders and hurt others. And the degree of harm and benefi t 
may vary quite dramatically. For example, stockholders may benefi t from mergers, but the average employee 
may fear reassignment, relocation, or worse. Th is means that each stockholder will have a somewhat biased 
view of the harms and benefi ts of the merger.

Moreover, the eff ects will vary on the basis of when the eff ects begin (time lag), how long the eff ects 
last (duration), and whether or not the eff ects are direct or indirect (proximity). Just how any one indi-
vidual or group evaluates the relative harms or benefi ts of mergers, depends in part, on the ethical frame-
work they use.

ETHICAL ISSUES IN GLOBAL BUSINESS
As multinational companies expand globally and enter foreign markets, ethical conduct of the offi  cers and 
employees assumes added importance since the very cultural diversity associated with such expansion may 
undermine the much shared cultural and ethical values observable in the more homogeneous organisations 
(Mahdavi, 2001). Th e current literature on international business ethics deals with three important schools 
of thought:

Th e fi rst school is relativism that supports the maxim ‘when in Rome, do as the Romans do’ (Kohls 
and Buller, 1994). Relativists argue that one should follow the ethical norms of the country where they are 
doing business. Rooted in the ancient Greek philosophy of the Sophists and Sceptics, the cultural relativisms 
school accepts that diff erent cultures hold diff erent ethical beliefs and that it is diffi  cult to argue that the 
ethical standards of one culture are better than those of another. Cultural relativism asserts that words such 
as right, wrong, justice, and injustice derive their meaning and true value from attitudes of a given culture 
(Donaldson, 1996).

Th e opposite extreme of ethical practices to ethical relativism is the moral imperialist perspective that 
argues that people should apply their own cultural ethical values when operating anywhere around the world 
(Gopalkrishnan, 2001). Th is argument advocates that organisations are not citizens of the host country. 
Although they must obey the rules and regulations of the host country, they must apply moral standards jus-
tifi able to their home countries’ laws and standards (De George, 1993).

Th e third school of thought is universalism, which of course refers to normative ethical standards, or 
universal guidelines that transcend national boundaries and cultural diff erences (Wicks, 1990). A norma-
tive set of guidelines usually refers to business dealings as well as fundamental human rights issues such as 
employment practices and policies, consumer protection, environmental protection, political payments and 
involvement, and basic human rights and freedoms (Frederick, 1991).

Th e Global Compact Programme – a partnership between the UN, the business community, International 
Labour Organisation (ILO) and NGOs – provides a forum for working together and improving corporate 
practices through co-operation rather than disagreement. Th e programme is aimed at responsible corporate 
citizenship so that businesses work for social development while creating and spreading wealth and  prosperity. 
It asks companies to embrace, support, and enact, within their sphere of infl uence, a set of core values in the 
areas of human rights, labour, environment, and anti-corruption and to adhere to ten universally accepted 
principles, which are as follows (Source: www.unglobalcompact.org):
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• Human rights
– Business should support and respect the protection of internationally proclaimed human rights.
– Make sure they are not complicit in human rights abuses.

• Labour
–  Business should uphold the freedom of association and the eff ective recognition of the right to collec-

tive bargaining.
– Th e elimination of all forms of forced and compulsory labour.
– Th e eff ective abolition of child labour.
– Eliminate discrimination in respect to employment and occupation.

• Environment
– Business should support a precautionary approach to environmental challenges.
– Undertake initiatives to promote greater environmental responsibility.
– Encourage the development and diff usion of environment-friendly technologies.

• Anti-corruption
– Businesses should work against all forms of corruption, including extortion and bribery.

APPROACHES TO BUSINESS ETHICS
When business people speak about ‘business ethics’, they usually mean one of three things (James Fieser, 
2013):

 1. Avoid breaking the criminal law in one’s work-related activity;
 2. Avoid action that may result in civil law suits against the company; and
 3. Avoid actions that are bad for the company’s image.

Businesses are especially concerned with these three things since they involve loss of money and com-
pany reputation. In theory, a business could address these three concerns by assigning corporate attorneys and 
public relations experts to escort employees on their daily activities. If carried out in practice, it would cost 
a business more in attorney and public relations fees than they would save from proper employee conduct.

Perhaps reluctantly, businesses turn to philosophers to instruct employees on becoming ‘moral’. However, 
it is not likely that philosophers can teach anyone to be ethical. Also, even if philosophers could teach moral-
ity, their recommendations are not always the most fi nancially effi  cient. Although being moral may save a 
company from some legal and public relations nightmares, morality in business is also costly. A morally 
responsible company must pay special attention to product safety, environmental impact, truthful advertising, 
scrupulous marketing, and humane working conditions. Th is may be more than a tight-budgeted business 
bargained for. To understand what is at stake, we will look at three diff erent ways of deriving standards of 
business ethics.

The Profi t Motive
Purpose of business is creation of wealth through ethical actions and sharing the benefi ts equitably for 
 integrated development of the individual and society. Moral values are systematically lost in business, chiefl y 
because of the profi t motive. Profi ts have to be maximised, no matter what the means are; this is a basic 
business byword. But, the issue is, whether it is appropriate to let market values like consumerism, effi  ciency, 
and profi t dominates all facets of our lives.

In business, there is a tendency of glorifi cation of fi nancial gain, irrespective of how it is achieved. 
Th e  professions – lawyers, accountants, auditors, security analysts, corporate offi  cers, and bankers – allow 
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the   pursuit of profi t to trump long-standing professional values. In case of recent happenings at Enron, 
WorldCom, and Arthur Anderson, it is obvious that security analysts promoted stocks to gain investment-
banking business; bankers, lawyers, and auditors aided and abetted deceptive practices for the same reason 
(Soros, 2002). Confl icts of interest were ignored in the mad dash for profi ts. While only a small number 
of people committed acts that actually qualify as criminal, many more engaged in activities that in retro-
spect appear dubious and misleading. Th ey did so thanks to reassuring legal opinions, Generally Accepted 
Accounting principles (GAAP), and the comforting knowledge that everybody else was doing the same.

Underlying this indiscriminate pursuit of fi nancial success is a belief that the common interest is best 
served by allowing people to pursue their narrow self-interests. By equating private interests with the public 
interest, market fundamentalism endows the pursuit of self-interest with a moral quality.

When broad principles are minutely codifi ed – as they are in the GAAP – the rules paradoxically become 
easier to evade. A whole industry was born in America during boom times of 1990s, called ‘Structured 
Finance’, largely devoted to rule evasion. Th e picture is not very diff erent in India.

Some businesspeople argue that there is a symbiotic relation between ethics and business in which 
ethics naturally emerges from a profi t-oriented business. Th ere are both weak and strong versions of this 
approach. Th e weak version is oft en expressed in the dictum that  good ethics results in good business, 
which simply means that moral business practices are profi table. For example, it is profi table to make safe 
products since this will reduce product liability lawsuits. Similarly, it may be in the best fi nancial interests 
of businesses to respect employee privacy, since this will improve morale and thus, improve work effi  ciency. 
Robert F Hartley’s book, Business Ethics, takes this approach. Using 20 case studies as illustrations, Hartley 
argues that the long-term best interests of businesses are served by seeking a trusting relation with the public 
(Hartley, 1993).

Th is weak version, however, has problems. First, many moral business practices will have an economic 
advantage only in the long run. Th is provides little incentive for businesses that are designed to exclusively 
to seek short-term profi ts. As more and more businesses compete for the same market, short-term profi ts 
will dictate the decisions of many companies simply as a matter of survival. Second, some moral business 
practices may not be economically viable even in the long run. For example, this might be the case with 
retaining older workers who are ineffi  cient, as opposed to replacing them with younger and more effi  cient 
workers. Th ird, and most importantly, those moral business practices that are good for business depend 
upon what at that time will produce a profi t. In a diff erent market, the same practices might not be economi-
cally viable. Th us, any overlap that exists between morality and profi t is both limited and incidental (James 
Fieser, 2013).

Th e strong version of this profi t approach takes a reverse strategy and maintains that, in a competitive 
and free market, the profi t motive will in fact bring about a morally proper environment. Th at is, if  customers 
demand safe products, or workers demand privacy, then they will buy from or work for only those businesses 
that meet their demands. Businesses that do not heed these demands will not survive. Since this view main-
tains that the drive for profi t will create morality, the strong version can be expressed in the dictum that good 
business results in good ethics, which is the converse of the above dictum. Proponents of this view, such as 
Milton Friedman, argue that this would happen in the United States if the government would allow a truly 
competitive and free market. But this strong view also has problems, since it assumes that consumers or 
workers will demand the morally proper thing. In fact, consumers may opt for less safe products if they know 
they will be saving money. For example, consumers might prefer a cheaper car without air bags, even though 
doing so places their own lives and the lives of their passengers at greater risk, which is morally irresponsible. 
Similarly, workers may forego demands of privacy at work if they are compensated with high enough wages. 
In short, not every moral business practice will simply emerge from the profi t principle as suggested by either 
the weak or strong views (James Fieser, 2013).
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Restricted to Following the Law
A second approach to business ethics is that moral obligations in business are restricted to what the law 
requires. Th e most universal aspects of Western morality have already been put into our legal system, such 
as with laws against killing, stealing, fraud, harassment, or reckless endangerment. Moral principles beyond 
what the law requires – or supra-legal principles – appear to be optional since philosophers dispute about their 
validity and society wavers about their acceptance. For any specifi c issue under consideration, such as deter-
mining what counts as responsible marketing or adequate privacy in the workplace, we will fi nd opposing 
positions on our supra-legal moral obligations. It is, therefore, unreasonable to expect businesses to  perform 
duties about which there is so much disagreement and which appear to be optional.

Corporations that assume an obligation beyond the law, either in their corporate codes or in practice, 
take on responsibilities that most outsiders would designate as optional. Strictly following this legal approach 
to business ethics may indeed prompt businesses to do the right thing, as prescribed by law. Nevertheless, 
there are two key problems with restricting morality solely to what the law requires. First, even in the best 
legal context, the law will lag behind our moral condemnation of certain unscrupulous, yet legal business 
 practices. For example, in the past, drug companies could make exaggerated claims about the miraculous 
curative properties of their products. Now, government regulations prohibit any exaggerated claims. Th us, 
prior to the enactment of a law, there will be a period of time when a business practice will be deemed immoral, 
yet the practice will be legal. Th is would be a continuing problem since changes in products, technology, and 
marketing strategies would soon present new questionable practices that would not be addressed by existing 
legislation. A second problem with the law-based approach is that, at best, it applies only to countries such 
as our own whose business-related laws are morally conscientious. Th e situation may be diff erent for some 
developing countries with less sophisticated laws and regulatory agencies.

General Moral Obligations
Th e third approach to business ethics is that morality must be introduced as a factor that is external from both 
the profi t motive and the law. Th is is the approach taken by most philosophers who write on business ethics. 
Th e most convenient way to explore this approach is to consider the supra-legal moral principles that philoso-
phers commonly off er. Six fairly broad moral principles suggested by philosophers are as follows:

 1. Harm principle: Businesses should avoid causing unwarranted harm.
 2. Fairness principle: Business should be fair in all their practices.
 3. Human rights principle: Businesses should respect human rights.
 4. Autonomy principle: Businesses should not infringe on the rationally refl ective choices of people.
 5. Veracity principle: Businesses should not be deceptive in their practices.
 6. Stakeholder principle: Businesses should consider all stakeholders’ interests that are aff ected by a busi-

ness practice.

Most of the above principles are abstract in nature. Th at is, they broadly mandate against harm and 
endorse autonomy. Since they are abstract, they will be diffi  cult to apply to concrete situations and conse-
quently not give clear guidance in complex situations. An alternative approach is to forget the abstract, and 
focus instead on concrete situations that aff ect the particular interests of consumers, workers, stockholders, or 
the community. Th e stakeholder approach to business ethics attempts to do this systematically.

A stakeholder is any party aff ected by a business practice, including employees, suppliers, customers, 
creditors, competitors, governments, and communities. Accordingly, the stakeholder approach to business 
ethics emphasises that we should map out of the various parties aff ected by a business practice.
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Th ese approaches to business ethics can be broadly categorised in three major areas. Th ey are:

 1. Identifying practical issues and assigning responsibilities
 2. Analysing existing practices and framing a Code of Conduct
 3. Raising fundamental philosophical problems

Approach 1: Identifying Practical Issues and Assigning Responsibilities
Th is approach explores the kinds of issues having an ethical dimension that confront business and society. 
Th ese ethical issues are:

• Employee rights
• Ethical business conduct
• Environment protection
• Child labour in business
• Discrepancies in the wages of women employees
• Bandhua Majaduri (Bonded labour)
• Exploitation of unorganised labour
• Minimum wages
• Obligations of large and multinational corporations

Another way of defi ning business ethics is the concern about the notion of social responsibility of busi-
ness. Business activities should be conducted in such a way that they do no harm to the society because we 
have an obligation to the society, which gives us freedom to conduct our business.

Approach 2: Analysing Existing Practices and Framing 
a Code of Conduct
Th ere are areas of our conduct that require government regulations or self-policing. Such areas are product 
liability, worker rights, environmental problems, white-collar crime, bonded labour, minimum wages, child 
labour, etc. Th is approach to ethics deals with the subject of public policy. It deals not only with identifi cation 
of unethical practices but assigning responsibilities to check ethical misdeeds or mistakes in conduct.

Th is approach also deals with ethical guidelines, which serve as benchmarks of responsible decision-
making. If there are workable ethical guidelines, and if they are scrupulously followed in the process of 
decision-making, then such decisions will ultimately be the best for the individual and for the organisation in 
which he/she works.

Approach 3: Fundamental Philosophical Problems
In this approach, business ethics is defi ned as an attempt to ascertain our responsibilities and ethical obliga-
tions. Here the focus is on people rather than issues, and the primary question deals with how we should 
conduct ourselves in fulfi lling the ethical requirements of our business lives. In today’s environment, the 
question is increasingly important as we face numerous moral mazes and ethical dilemmas on the job that 
require hard choices.

Th is approach deals with the relationship of the individual – and the society. We do not always do what 
we feel is legally or morally right in our individual capacity. We behave diff erently when acting as an indi-
vidual in our personal life but the moment we step out of our home, we keep aside our personal ethics. Th is 
approach deals with areas of development of a society and its culture. Various theories are off ered with an eye 
towards understanding what conduct is most ethical in a particular society. Th is approach deals with diff er-
ences between personal morality and social morality.
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ETHICAL GUIDELINES
Th ere have been attempts to frame guidelines that serve as benchmarks of responsible decision-making. 
Th e reasoning in this approach is that if there are workable ethical guidelines, and if they are scrupulously 
followed in the process of business decision-making, such decision-making will be the best for the 
individuals and for the organisation in which they work. Th ree such models are discussed here (Cooke and 
Young, 1987).

1. Golden Rule Model
One of the oldest models of moral conduct, it is based upon the belief that an individual’s actions towards 
another should be evaluated in the light of how that individual would wish to be treated in the same situation. 
We are assuming that the individual is rational and has normal moral sensibilities.

For example, in a merger situation, those initiating the consolidation should arrange the probable import 
on all shareholders as if they were those stockholders. Would they wish to be treated that way?

If the answer is negative, this is a re-examination of the process indeed, for the dignity and importance of 
each stockholder must be preserved in his or her merger process. If the dignity of any stockholder is at risk, 
steps should be taken to alleviate or remove the harmful consequences that threaten the stockholders. Any 
individual who uses this framework of ethical analysis should raise the following questions in the merger 
deliberation and implementation.

• Minimise negative consequences for any statistical lapse.
• Each one should be treated with dignity and respect.
• If harmful steps are unavoidable, what steps can be taken to alleviate the impact?
• Losses can be spread across the board so that no one group or individual bears the full brunt of these 

losses.

2. Enlightened Egoist Model
Enlightened Egoist is motivated by prudential concerns. Any ethical consideration is focused primarily on the 
harms and benefi ts to the initiating parties.

For example, in the case of merger, ethical considerations are mostly for major stockholders, yet 
there is some concern for other stockholders. If prudential benefits can be realised without causing 
unnecessary harms to other stockholders or can be passed as some benefit for these stockholders, so 
much the better. This concern is not altruistic. The Enlightened Egoist believes that it may be in his or 
her self interest to be  sensitive to the harmful effects on other stockholders. This is a long-term strategic 
consideration that increases the likelihood that the initiating parties will devise measures in the merger 
process to lessen the harmful effects on various stockholders. The individuals who follow this model 
may ask:

• Is it in my/our interest to pursue this anticipated merger?
• If it is, what actions will maximise the probable benefi ts from the merger?
• Will there be harmful consequences for others? How severe will their losses be?
• Are they unfair?
• Will these losses off set or diminish this prudential benefi t in the short term or long term?
• Are there ways to modify the merger process that will alleviate or diminish their losses?
• If such losses are unavoidable, what steps can be taken to minimise reciprocal actions that may lessen my 

benefi ts?
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3. Utilitarian Model
Like the Enlightened Egoist, the Utilitarian is interested in maximising the positive consequences of the exist-
ing situation and in lessening the harm, if possible. Yet, this concern is not motivated by self-interest. It is 
based upon the belief that ethics require the maximisation of benefi ts for all.

For example, in case of merger, the utilitarian is interested in maximising benefi t for all stockholders yet 
this is not governed by pure self-interest. Th e utilitarian would oppose any merger that resulted in an overall 
balance of loss for the majority of stockholders – even if the initiating parties benefi ted. An individual, utilis-
ing this model, may ask:

• Will the anticipated merger benefi t a majority of the stockholders?
• Can we maximise this benefi t for a majority of the stockholders?
• If the merger will hurt certain stockholders, will the overall benefi ts outweigh these losses?
• If benefi ts are more than the losses, what measures will lessen the harmful eff ects?

SUMMARY
• Purpose of business is creation of wealth through ethical actions and sharing the benefi ts equitably for 

integrated development of individual and society.
• Business ethics has to do with authenticity and integrity of the enterprise. To be ethical is to follow the 

business as well as the cultural goals of the corporation, its owners, its employees, and its customers.
• Modern approaches to business ethics can be broadly categorised in three major areas. Th ey are:

– Identifying practical issues and assigning responsibilities
– Analysing the ethics of existing practices
– Raising fundamental philosophical problems

• Some ethical issues in India are: concern about civil rights of minorities; exploitation of child labour; pro-
tection of the physical environment; safety and health in the workplace, and a broad array of consumer 
issues.

• Ethical issues in Indian business can be categorised in four basic groups; equity, rights, honesty, and 
exercise of corporate power.

• External issues, which dominate ethical functioning of Indian business, are: Government policy related, 
Finance related, Market related, and Business environment related.

• Business organisations engage in questionable practices by means of advertisements that publicise their 
consumer goods or services. Th ese methods are: Ambiguity, Concealment of facts, Exaggeration, and 
Psychological appeals.

• Since most stakeholders cannot exert any infl uence in the merger process, management has a responsibil-
ity to consider stakeholder interests during merger negotiations and implementation.

• Th ere have been attempts to frame guidelines that serve as benchmarks of responsible decision-making. 
Th ree such models are: Golden Rule model, Enlightened Egoist model and Utilitarian model.

KEY WORDS
Business ethics
Corporate power
Ethical guidelines
Ethical issues in global 
 business

Ethical issues in marketing
Golden rule model
Honesty
Information technology
Mergers

Natural resources
Psychological appeal
Rights of employee
Rights of employer
Takeovers
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REVISION QUESTIONS
 1. What do we understand by the term Business Ethics? Describe various modern approaches to business 

ethics.
 2. Comment on the statement: ‘Profi ts have to be maximised, no matter what the means are.’
 3. Comment: ‘Violation of the ethical ideals of society is common in business with the belief that such 

 violations are not violation of business principles.’
 4. Analyse the Indian business scenario and list ethical issues in Indian business.
 5. How does the external environment infl uence ethical issues in Indian business? List such issues, if any.
 6. ‘Th ere is an ethical crisis in Indian business scene today.’ Comment. Suggest some methods to overcome 

this crisis.
 7. What are the ethical issues in marketing? Enumerate some questionable practices engaged in by business 

organisations with the help of examples.
 8. ‘Th e goal of advertising is to persuade – rather than to inform – the public.’ Comment.
 9. Describe business events leading to take-over and merger processes and ethical issues embedded in such 

processes with the help of examples.
 10. Write short notes on:

a. Employer and employee rights
b. Protecting stakeholders’ interest in a merger process
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Markets rely on rules and laws, which in turn depend on truth and trust. Conceal the truth or erode the trust, 
and the game of business becomes so unreliable that no one will want to play (Handy, 2002). Ordinary people 
will not put their savings for the creation of business. Th e great virtue of capitalism is that it provides a way 
for the savings of society to be used for the creation of wealth. If the truth and trust is eroded, capitalism will 
collapse. Th en society will depend more on governments for creation of wealth, something that they are very 
bad at doing. In the recent scandals, truth seemed too easily sacrifi ced to expediency and to the need to show 
targeted profi t. Trust too is fragile. And people’s trust in business, and those who lead it, is today depleting. 
To many, it seems that executives no longer run their companies for the benefi t of consumers, or even of their 
shareholders and employees, but for their personal ambition and fi nancial gain.

A Gallup poll conducted in 2002 found that 90 per cent of Americans felt that people running corpora-
tions could not be trusted to look aft er the interests of their employees. Forty-three per cent in fact, believed 
that senior executives were only in it for themselves. In Britain, that fi gure, according to another poll, was 95 
per cent.

MANAGERS AND LEADERS
Diffi  cult decisions are at the core of a managers’ work. Some of these decisions involve confl icting 
 responsibilities. In these cases, managers fi nd themselves pulled in diff erent directions as they try to meet 
obligations to shareholders, to employees, to groups and communities by their decisions, and to their own 
aspirations and ideals of life. Issues of values and ethics are ‘loaded’ – they oft en involve controversial, emo-
tional matters that many people are reluctant to discuss. Many of these decisions must be made under time 
pressure, in the glare of public attention or under the close scrutiny of other people. Th e stakes are oft en very 
high: earnings, career, jobs, and others’ welfare, as well as the company’s reputation and executives’ personal 
integrity (HBSP, 1991).

Learning Objectives

• This chapter discusses the differences between managers and leaders and their response to ethical 
issues in the organisation. Majority of managers and leaders mean to run ethical organisations. 
But, they bend or break rules of ethics because those in charge are blind to unethical behaviour 
and may even unknowingly encourage it.

• The chapter also discusses the ethical use of power, influence, and persuasion. The chapter 
describes ethical leadership and its advantages to organisations. Finally, the chapter provides 
the 4-V Model of Ethical Leadership that aligns the internal (beliefs and values) with the external 
(behaviours and actions).
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Distinction Between Managers and Leaders
It takes neither genius nor heroism to be a manager, rather persistence, tough-mindedness, hard work, 
 intelligence, analytical ability, and perhaps most important, tolerance and goodwill. Th e perception of what it 
takes to assume practical responsibility may inhibit the development of great leaders. Conception of  leadership 
attaches almost mystical beliefs to what a leader is and assumes that only great people are worthy of the drama 
of power and politics. Here, it assumes that a brilliant, lonely person must gain control of himself or herself 
as a precondition for controlling others. Such leaders are entrepreneurial in nature and create entrepreneurial 
culture in the organisation. Such an expectation of leadership contrasts sharply with the mundane, practical, 
and yet important conception that leadership is really managing work that other people do. Th e presence of 
great leaders undermines the development of managers who become very anxious in the relative disorder that 
leaders seem to generate.

Managers tend to adopt impersonal attitudes toward goals. Managerial goals arise out of necessities 
rather than desires and, therefore, managers are deeply embedded in their organisation’s history and cul-
ture. Leaders are active instead of reactive; shaping ideas instead of responding to them. Leaders adopt a 
personal and active attitude toward goals. Th e infl uence a leader exerts in altering moods, evoking images 
and expectations, and in establishing specifi c desires and objectives determines the direction a business 
takes. Th e net result of this infl uence changes the way people think about what is desirable, possible, and 
necessary.

Managers tend to view work as an enabling process involving some combination of people and ideas 
interacting to establish strategies and make decisions. Th ey help the process along by calculating the interests 
in opposition, planning when controversial issues should surface, and reducing tensions. In this enabling 
process, managers’ tactics appear fl exible: on one hand, they negotiate and bargain; on the other, they use 
rewards, punishments, and other forms of coercion. Managers aim to shift  balance of power towards solutions 
acceptable as compromises among confl icting values. Leaders work in the opposite direction. Where manag-
ers act to limit choices, leaders develop fresh approaches to long-standing problems and open issues to new 
options. To be eff ective, leaders project their ideas that excite people and then develop choices. Leaders work 
from high-risk positions. Managers have a survival instinct that dominates the need for risk, and with that 
instinct comes an ability to tolerate mundane, practical work. Leaders sometimes react to mundane work as 
an affl  iction.

Managers prefer to work with people; they avoid solitary activity because it makes them anxious. Th e 
need to work and collaborate with others is an important characteristic of managers. Managers relate to 
 people according to the role they play in a sequence of events or in a decision-making process, while leaders 
who are concerned with ideas, relate in more intuitive and empathetic ways. Th e distinction is simply between 
a manager’s attention to how things get done and a leader’s attention to what the events and decisions mean 
to participants.

Managers see themselves as conservators and regulators of an existing order of aff airs with which they 
personally identify and from which they gain rewards. A manager’s sense of self-worth is enhanced by 
 perpetuating and strengthening existing institutions: he or she is performing in a role that  harmonises with 
ideals of duty and responsibility. For managers, adjustments to life are straightforward and work lives have 
been more or less a peaceful fl ow. Leaders, on the other hand, do not have an easy time. Th ey  continuously 
struggle to attain some sense of order. Th ey do not take things for granted. Th ey feel separate from their envi-
ronment. Th ey may work in organisations, but they never belong to them. Th eir sense of who they are does 
not depend on memberships, work, roles, or other indicators of identity. Th ey always seek opportunities for 
change. Th e eff orts to bring about change may be technological, political, or ideological, but the object is the 
same: to profoundly alter human, economic, and political relationships.
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Developing Leadership
What is the ideal way to develop leadership? Business has answered this question by evolving the cadre of 
managers. Simultaneously, business has established a new power ethic that favours collective over individual 
leadership, the cult of the group over that of personality. While ensuring the competence, control, and the 
balance of power among groups with the potential for rivalry, managerial leadership unfortunately does not 
necessarily ensure imagination, creativity, or ethical behaviour in guiding the destinies of corporate enterprise 
(Zaleznik, 1992).

Leadership requires using power to infl uence the thoughts and actions of other people. Power in the hands 
of an individual entails human risks: fi rst, the risk of equating power with the ability to get  immediate results; 
second, the risk of ignoring the many diff erent ways people can legitimately accumulate power; and third, the 
risk of losing self-control in the desire for power. Th e need to hedge these risks accounts for the development 
of collective leadership and managerial ethic. Consequently, an inherent conservatism  dominates the culture 
of large organisations.

Out of this conservatism and inertia, organisations provide succession to power through the development 
of managers rather than individual leaders. A managerial culture emphasises rationality and control. Whether 
his or her energies are directed towards goals, resources, organisational structures, or people; a manager is a 
problem solver. From this perspective, leadership is simply a practical eff ort to direct aff airs; and to fulfi ll his or 
her task, a manager requires that many people operate effi  ciently at diff erent levels of status and responsibility.

In considering the development of leadership, we need to examine two aspects:

 1. Development through socialisation, which prepares the individual to guide institutions and to maintain 
the existing balance of social relations; and

 2. Development through personal mastery, which impels an individual to struggle for psychological and 
social change.

Society produces its managerial talent through the fi rst line of development; leaders emerge through 
the second.

Ethical Breakdowns
Majority of managers and leaders mean to run ethical organisations. But, they bend or break rules of ethics 
because those in charge are blind to unethical behaviour and may even unknowingly encourage it. Part of the 
managerial challenge is that employees and organisations require goals in order to excel. It is believed that 
providing specifi c, moderately diffi  cult goals is more eff ective than vague exhortations to ‘do your best’. But, 
rewarding employees for achieving narrow goals such as exact production quantities may encourage them to 
neglect other areas, take unnecessary ‘ends justify the means’ risks, and engage in more unethical behaviour 
than they would otherwise (Bazerman and Tenbrunsel, 2011).

Companies are putting a great deal of energy into eff orts to improve their ethicality – installing codes of 
ethics, ethics training, compliance programmes, and in-house watchdogs. Initiatives like these cost money. 
Despite all the time and money that have gone towards these eff orts, and the laws and regulations that have 
been enacted, unethical behaviour is on the rise. Even the best intentioned ethical programmes will fail if they 
do not take into account the biases that can blind us to unethical behaviour. Some of these blind spots are:

Ill-Conceived Goals
Leaders setting goals should take the perspective of those whose behaviour they are trying to infl uence 
and think through their potential responses. Th is will help head off  unintended consequences and prevent 
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 managers from overlooking alternative goals such as honest reporting, that are just as important to reward. 
When leaders fail to meet this responsibility, they can be viewed as not only promoting unethical behaviour, 
but blindly engaging in it themselves.

Motivated Blindness
People see what they want to see. And easily miss contradictory information when it is in their interest to 
remain ignorant – a psychological phenomenon known as motivated blindness. Th is bias applies dramatically 
with respect to unethical behaviour.

Indirect Blindness
We are distinctively more lenient in our judgement of a person or an organisation when an unethical action 
has been delegated to a third party – particularly when we have incomplete information about the eff ects of 
the outsourcing. Managers routinely delegate unethical behaviours to others, and not always consciously.

The Slippery Slope
If we tend to fi nd minor infractions of unethical behaviour acceptable, and are likely to accept increasingly 
major infractions as long as each violation is only incrementally more serious than the preceding one. To 
avoid the slow emergence of unethical behaviour, managers should be on heightened alert for even trivial 
infractions and address them immediately.

Overvaluing Outcomes
Many managers are guilty of rewarding results rather than high-quality decisions. An employee may make 
a poor decision that turns out well and be rewarded for it, or a good decision that turns out poorly and be 
punished. Rewarding unethical decisions because they have good outcomes is a recipe for disaster over the 
long run.

Four Biases
Th ere are four related sources of unintentional unethical prejudice, bias that favours one’s own group or inter-
est (Banaji, Bazerman and Chugh, 2003). Th ese are:

 1. Bias that emerges from unconscious beliefs
 2. Bias that favours your group
 3. Bias that favours you
 4. Bias towards those who can benefi t you

Managers can make wiser, more ethical decisions if they become mindful of their unconscious biases. But 
how can we get at something outside our conscious awareness? It can be done by being aware of the conscious 
mind. What is required is contemplation and meditation – continual awareness of the forces that can cause us 
to deviate from our intended course of action.

FOUR SPHERES OF EXECUTIVE RESPONSIBILITY
Management life is not a series of moral dilemmas. When ethical issues arise, the right answer is not discern-
ing what is right but the challenge is to fi nd practical ways to do the right thing (Badaracco, 1992). When 
executives face moral questions – they are not issues of right or wrong; they involve confl icts of right versus 
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right, of responsibility versus responsibility. Badaracco says that in such cases, managers cannot avoid getting 
their hands dirty. Th e problem of dirty hands is the lot of men and women with power and complex respon-
sibilities. Yet, hard moral choices are at times inescapable. Th e moral dilemmas of management are clashes 
among diff erent confl icting moralities and among diff erent spheres of responsibility. Each sphere is, in many 
ways, a nearly complete moral universe – its own world of commitments, human relationships, strong duties, 
norms of behaviour, personal aspirations, and choices that bring happines and suff ering to others (Walzer, 
1983). Badaracco discusses following four spheres of morality:

 1. Commitments of private life: Th is sphere consists of duties and obligations that are usually stated as 
abstract, universal principles: tell the truth, keep promises, and avoid injuring others. Individuals dis-
agree about the origins of these duties and the priorities among them, but most people believe that cer-
tain fairly clear obligations are binding on everyone. Integrity and character play important roles in the 
morality of private life. Th is sphere of morality seems to be morality in its truest and purest sense.

 2. Commitment of economic agents: Th e ties between the owners of a company and the managers who act 
as their agents are inescapably moral. Shareholders entrust their assets to managers, and managers prom-
ise, implicitly or explicitly, to work for the shareholders’ interests. Like any promise, this relationship of 
trust carries strong moral weight.

 3. Commitments as company leaders: Employees and managers are members of semi-permanent human 
communities, conventionally called companies. Th ese companies employ thousands of people. Company 
managers and leaders exercise power over the lives of the others. People oft en give in to organisational 
pressure to act unethically. Responsibilities in organisations are shared so no one feels personally and 
directly accountable. Hence, business executives must exercise their power in the company communities 
in ways that meet a basis threshold of decency and respect for the rights and dignity of employees and 
managers.

 4. Responsibilities beyond fi rm’s boundaries: Executives’ responsibilities do not stop at their fi rm’s 
boundaries. Many companies have complex relationships with government agencies, with customers, 
suppliers, and even competitors. Business leaders exercise power over people ‘inside’ and ‘outside’ their 
organisations.

Moral claims arising from diff erent spheres of responsibilities oft en collide with each other, creating 
diffi  cult dilemmas for business executives. Moral dilemmas of executives must be resolved through 
balancing acts – through decisions and actions that meet the confl icting claims of diff erent spheres of 
responsibility.

POWER, INFLUENCE, AND PERSUATION
Power, infl uence and persuasion are necessary as well as dangerous, and they create ethical dilemma. Some 
people must have greater power than others in order to infl uence behaviour and make tough decisions. But 
the same power can be used in malicious ways. People must apply persuasion to get things done; but powers 
of persuasion are always only a step away from self-serving manipulation (HBSP, 2005).

The Ethical Exercise of Power
Power, infl uence, and persuasion, when used carefully and for well-intentioned purposes, are capable of 
delivering good results. Th ey can cause damage when used carelessly, irresponsibly, or with bad intentions. 
Historian Lord Acton (1832–1902) warned: ‘Power tends to corrupt, and absolute power corrupts absolutely.’ 
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Power has the capacity to corrupt, but power is necessary to the functioning of organisations and society 
(HBSP, 2005). Power used ethically conforms to these two standards:

 1. It is exercised to benefi t the entity from which power is derived and that it is responsible to serve.
 2. It conforms to cultural or legal standards of ethical behaviour.

Th e fi rst of these conditions represents the lowest order of the ethical exercise of power. Here, the per-
son wielding power recognises that he or she must use power in the best interest of the organisation that 
invested the power in him or her. Th e second condition trumps the fi rst. Th us, using power to the advantage 
of your organisation is unethical if it is illegal or if it fails to meet the standards of behaviour expected by 
your culture.

Everyone who works for an organisation faces the dilemma inherent in these two aspects of ethical 
behaviour. People are routinely forced to choose between what is best for the organisation and what is right 
in terms of higher ethical standards.

The Ethics of Infl uence and Persuasion
Whether your infl uence is direct or indirect, infl uence is most eff ective when it is based on mutual gain. 
Ethical practitioners recognise opportunities for mutual gain inherent in any situation. Th is is the hallmark 
of a master negotiator. Th ey consider the long term implications of what they do. Th ey know that unethical 
tactics can destroy in an instant a reputation of trust and credibility built over years. When that goes, their 
ability to infl uence goes with it (HBSP, 2005).

Th e greatest violation of the ethical use of infl uence is manipulation. Cohen and Bradford (2005) defi ne 
manipulation as ‘actions taken to achieve infl uence that would be rendered less eff ective if the other party 
knew one’s actual intentions.’ Here are a few examples of unethical infl uence:

• Exaggerating your demands in a negotiation, knowing that you can settle for less.
• Concealing your true intentions in order to infl uence a better outcome for yourself.
• Deliberately providing false information to gain advantage.

Manipulative practices such as these can produce short-term results at the expense of others; as these are 
win-lose situations. But as Cohen and Bradford point out, the manipulator is eventually found out, and his or 
her future ability to infl uence is compromised, making him/her ineff ective in future dealings.

Reducing Unethical Use of Power and Infl uence
Can anything be done to neutralise or eliminate the ethical dilemmas associated with power, infl uence, and 
persuasion? In the Harvard Business School Publishing (2005) book, following ways are given:

• Aligning company policies and standards with the highest legal and ethical expectations of behaviour.
• Enforcing these policies and standards.
• Including ethical performance in appraisals of the individual’s job performance.
• Seeing to it that executives and managers who are invested with power are morally and ethically equipped 

to use it wisely.
• Senior managers and organisation leaders can be models of ethical behaviour.

Power, infl uence, and persuasion can be used for both good and evil. Th e challenge for top management 
is to create an organisational culture in which the good side prevails.
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ETHICAL LEADERSHIP
Ethical leadership has two elements.  First, ethical leaders must act and make decisions ethically, as must 
ethical people in general. But, secondly, ethical leaders must also lead ethically – in the ways they treat people 
in everyday interaction, in their attitudes, in the ways they encourage, and in the directions in which they steer 
their organisations or institutions or initiatives (Rabinowitz, 2013). 

Ethical leadership is both visible and invisible. Th e visible part is in the way the leader works with and 
treats others, in his behaviour in public, in his statements, and his actions. Th e invisible aspects of ethical 
leadership lie in the leader’s character, in his decision-making process, in his mindset, in the set of values and 
principles on which he draws, and in his courage to make ethical decisions in tough situations.

Ethical leaders are ethical all the time, not just when someone’s looking; and they’re ethical over time, 
proving again and again that ethics are an integral part of the intellectual and philosophical framework they 
use to understand and relate to the world.

Some important components of ethical leadership are:

• Th e ability to put aside your ego and personal interests for the sake of the cause you support, the 
organisation you lead, the needs of the people you serve, and/or the greater good of the community or 
the world.

• Th e willingness to encourage and take seriously feedback, opinions diff erent from your own, and chal-
lenges to your ideas and proposed actions.

• Th e encouragement of leadership in others.
• Making the consideration and discussion of ethics and ethical questions and issues part of the culture of 

the group, organisation, or initiative.
• Maintaining and expanding the competence that you owe those who trust you to lead the organisation in 

the right direction and by the best and most eff ective methods.
• Accepting responsibility and being accountable.
• Perhaps most important, understanding the power of leadership and using it well – sharing it as much as 

possible, never abusing it, and exercising it only when it benefi ts the individuals or organisation you work 
with, the community, or the society.

Why Practise Ethical Leadership?
Most people would probably agree that leaders ought to be ethical, but there are a number of good reasons 
why ethical leadership makes sense.

• Ethical leadership models ethical behaviour to the organisation and the community: Leaders are role 
models. If you want your organisation or initiative – and those who work in it – to behave ethically, then it 
is up to you to model ethical behaviour. A leader – and an organisation – that has a reputation for ethical 
behaviour can provide a model for other organisations and the community, as well.

• Ethical leadership builds trust: Leadership – except leadership gained and maintained through the use 
of force and intimidation – is based on trust. People will follow an ethical leader because they know they 
can trust him/her to do the right thing.

• Ethical leadership brings credibility and respect, both for you and the organisation:  If you have 
established yourself as an ethical leader, individuals and groups within and outside the organisation, will 
respect you and your organisation for your integrity.

• Ethical leadership can lead to collaboration: Other organisations will be much more willing to collabo-
rate with you if they know that you will always deal with them ethically.
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• Ethical leadership creates a good climate within the organisation:  If everyone in the organisation 
knows that power will be shared and not abused, that they will be dealt with respectfully and straightfor-
wardly, that they will have the power to do their jobs, and that the organisation as a whole will operate 
ethically in the community, they are likely to feel more secure, to work well together, and to be dedicated 
to the organisation and its work.

• If you have opposition, or are strongly supporting a position, ethical leadership allows you to occupy 
the moral high ground: Th is is especially important if your opposition is ethical as well. You can look 
very small in comparison if your ethical standards are not up to theirs, discrediting your cause and alien-
ating your allies.

• Ethical leadership is simply the right way to go: Everyone has an obligation to themselves, to their 
organisation, to the community, and to society to develop a coherent ethical system that seeks to make 
the world a better place. Leaders, for the reasons already stated, and because of the responsibilities of 
leadership, have a particular obligation in this respect.

• Ethical leadership aff ords self-respect:  When you know that you consistently consider the ethics of 
your decisions, actions, and interactions, you can sleep at night and face yourself in the morning without 
questioning your integrity.

Leadership is a privilege and a responsibility that demands a good deal from those who practise it, 
whether formally or informally. High on that list of demands is the need to be ethical, both in personal life 
and in leadership. Since leaders are role models whether they choose to be or not, they set the tone for the 
ethical stance of their individual followers, of the organization, or the group they lead, and, to some extent, of 
the larger community.

Ethical leadership requires from the leader a coherent ethical framework that will guide his/her decisions 
and actions all the time, not only in specifi c situations (Rabinowitz, 2013). Among the most important of the 
characteristics that defi ne an ethical leader are openness and honesty; the willingness to make the discussion 
of ethical issues and decisions a regular part of the organisational or group conversation and culture; the 
urge to mentor others to lead;   the drive to maintain and increase competence; the capacity to accept and 
seriously consider feedback, both positive and negative; the ability to put aside personal interest and ego in the 
interest of the cause or organisation; the appropriate use of power, which is never abused or turned towards the 
leader’s own ends; and consciousness of the human beings behind the labels of ‘opponent’, ‘ally’, ‘staff  member’, 
‘participant’, etc.

Finally, and perhaps most importantly, an ethical leader never stops re-examining his ethical assumptions 
and what it means to be an ethical leader. Like so many other important tasks, maintaining ethical leadership 
is ongoing; like only a few others, it can last a lifetime.

The 4-V Model of Ethical Leadership
Ethical leadership is knowing your core values and having the courage to live them in all parts of your life in 
service of the common good. Th e following are refl ections on your personal journey toward ethical leadership:

• Will you be the same person at work? At home? In the community?
• Will you have the courage to live out your values when there is pressure to compromise or rationalise?
• How do your values contribute to the common good?

Th e 4-V Model of Ethical Leadership, given in Figure 10.1, is a framework that aligns the internal (beliefs 
and values) with the external (behaviours and actions) for the purpose of advancing the common good. Th e 
model was created by Bill Grace (2013), the founder of ‘Centre for Ethical Leadership’. According to Grace, 
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people who want to become leaders who make a diff erence need to embrace an inner journey of integrity and 
make an outer commitment to the common good. Th is leadership development approach begins with this 
inner journey. Individuals discover and claim their core values, develop a vision for how the world could be 
diff erent, and fi nd their personal voice for expressing their vision.

Th ey then move to an outer commitment of living and behaving in ways that serve the community and 
advance the common good. Th ey ask, ‘leadership for what purpose?’ Th e ultimate purpose of leadership is 
to shape a future that is visionary, inclusive, and enables all members of society to fulfi ll their needs, dreams, 
and potentials.

• Values: Ethical leadership begins with an understanding of and commitment to our individual core 
values. By fi rst discovering the values at the core of our identities, we begin the process of integrating our 
unique values with our choice-making on all levels of our personal and civic lives.

• Vision: Vision is the ability to frame our actions – particularly in service to others – within a real picture 
of what ought to be.

• Voice: Claiming our voice is the process of articulating our vision to others in an authentic and con-
vincing way that animates and motivates them to action.

• Virtue: Understanding that we become what we practise, we foster virtue by practising virtuous 
 behaviour – striving to do what is right and good. In this way, we develop the character of virtue. In 
 particular, virtue stands for the common good. Ethical leaders ask, ‘How are my values, vision, and voice 
in keeping with the common good?’

Bill Grace identifi ed three additional elements that are crucial for the development of ethical leadership.

 1. Service:  Service connects Vision to Values, indicating that when our values are tested and tried through 
service to others, the latent vision within them is oft en revealed.

 2. Polis: ‘Polis’ is the Greek word for city, and the root of the English word, ‘politics’. As we learn to give voice 
to our vision in the context of a public act, we are engaged in the art of politics.

 3. Renewal:  As Voice returns to Values, the territory of our work changes to renewal. As we express our 
voice in multiple ways, we need to break from the action on a regular basis to consider if our actions are 
congruent with our values and vision.

Values

Voice Vision

R
en

ew
al Service

Virtue

Polis

Figure 10.1: The 4-V Model of Ethical Leadership
(Source: http://ethicalleadership.org)
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GUIDELINES FOR SITUATIONS OF DILEMMA
In the face of uncertainty and confl ict, managers must decide and act, and the make sure their decisions are 
implemented. Th ough managers work with and through other people, they oft en bear the responsibility for a 
company’s conduct. Th ey must be able to explain, justify, and defend complex choices made under conditions 
of intense pressure and incomplete information. Th e following questions can help managers develop, refi ne, 
and test plans of action for these situations:

 1. What are the crucial facts and assumptions?
 2. Who should participate in the decision process?
 3. Which course of action best meets my obligations?
 4. Which course of action will do more good than harm?
 5. What course of action can I live with in good conscience?
 6. What can we actually accomplish?
 7. What are the major steps in the plan of action?

An Integrity-based Approach
Managers must acknowledge their role in shaping organisational ethics and seize this opportunity to create a 
climate of ethical functioning. An integrity-based approach to ethics management combines a concern for the 
law with an emphasis on managerial responsibility for ethical behaviour. A strategy based on integrity makes 
an organisation more robust. While compliance is rooted in avoiding legal sanctions, organisational integrity 
is based on the concept of self-governance in accordance with a set of guiding principles (Paine, 1994).

Characteristics of Compliance Strategy
• Ethos – Conformity with externally-imposed standards
• Objective – Prevent criminal misconduct
• Leadership – Lawyer driven
• Methods – Education, reduced discretion, auditing and controls, penalties
• Behavioural assumptions – Autonomous beings guided by material self-interest

Characteristics of Integrity Strategy
• Ethos – Self-governance according to chosen standards
• Objective – Enable responsible conduct
• Leadership – Management driven
• Methods – Education, leadership, accountability, auditing and control, penalties
• Behavioural assumptions – Social beings guided by material self-interest, values, ideals

Benefi ts from Ethical Leadership
More and more leaders of businesses and other organisations are now waking up to the reality of social 
responsibility and organisational ethics. Public opinion, unleashed by the Internet particularly, is re-shap-
ing expectations and standards. Organisational behaviour – good and bad – is more transparent than ever. 
Employers, businesses and organisations of all sorts – especially the high-profi le ones – are now recognising 
that there are solid eff ects and outcomes driving organisational change. Th ere are now real incentives for 
doing the right thing, and real disincentives for doing the wrong things.
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Th ere are many organisational advantages of ethical leadership (Businessballs, 2013):

• Competitive advantage: Customers are increasingly favouring providers and suppliers who demonstrate 
responsibility and ethical practices. Failure to do so means lost market share and shrinking popularity, 
which reduces revenues, profi ts, or whatever other results the organisation seeks to achieve.

• Better staff  attraction and retention: Th e best staff  wants to work for truly responsible and ethical 
employers. Failing to be a good employer means good staff  leaves, and reduces the likelihood of attract-
ing good new-starters. Th is pushes up costs and undermines performance and effi  ciency. Aside from this, 
good organisations simply cannot function without good people.

• Investment: Fewer investors want to invest in organisations that lack integrity and responsibility, because 
they do not want the association, and because they know that for all the other reasons here, performance 
will eventually decline, and who wants to invest in a lost cause?

• Morale and culture: Staff  who work in a high-integrity, socially responsible, globally considerate 
organisation are far less prone to stress, attrition, and dissatisfaction. Th erefore, they are happier and 
more productive. Happy productive people are a common feature in successful organisations. Stressed 
unhappy staff  is less productive, takes more time off , needs more managing, and also takes no interest in 
sorting out the organisation’s failings when the whole thing implodes.

• Reputation: It takes years, decades, to build organisational reputation – but only one scandal to destroy 
it. Ethically responsible organisations are far less prone to scandals and disasters. And if one does occur, 
an ethically responsible organisation automatically knows how to deal with it quickly, openly, and hon-
estly. People tend to forgive organisations who genuinely try to do the right thing. People do not forgive, 
and are actually deeply insulted by, organisations who fail and then fail again by not addressing the prob-
lem and the root cause. Arrogant leaders share this weird delusion that no one can see what they are up 
to. Years ago maybe they could hide, but now there is absolutely no hiding place.

• Legal and regulatory reasons: All organisations have to comply with proper ethical and socially respon-
sible standards. And these standards and compliance mechanisms are global. Welcome to the age of 
transparency and accountability. So, it makes sense to change before you are forced to.

• Legacy: Even the most deluded leaders will admit that they would prefer to be remembered for doing 
something good. Th e ethics and responsibility awareness is fundamentally changing the view of what 
a lifetime legacy should be and can be. Th is is changing the deeper aspirations of leaders, present and 
future, who can now see more clearly what a real legacy is.

SUMMARY
• Managers see themselves as conservators and regulators of an existing order of aff airs with which they 

personally identify and from which they gain rewards. Leadership requires using power to infl uence the 
thoughts and actions of other people.

• Majority of managers and leaders mean to run ethical organisations. But, they bend or break rules of 
ethics because those in charge are blind to unethical behaviour and may even unknowingly encourage it.

• Power, infl uence, and persuasion are necessary as well as dangerous, and they create ethical dilemma. 
Power, infl uence, and persuasion can be used for both good and evil. Th e challenge for top management 
is to create an organisational culture in which the good side prevails.

• Ethical leaders must act and make decisions ethically, as must ethical people in general. Ethical leaders 
must also lead ethically – in the ways they treat people in everyday interaction, in their attitudes, in the 
ways they encourage, and in the directions in which they steer their organisations, or institutions, or 
initiatives.
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• Th e 4-V Model of Ethical Leadership is a framework that aligns the internal (beliefs and values) with the 
external (behaviours and actions) for the purpose of advancing the common good.

KEY WORDS
4-V model
Bias
Ethical breakdowns
Ethical leadership
Executive responsibility

Infl uence
Managers and leaders
Persuasion
Power
Renewal

Service
Values
Virtue
Vision

REVISION QUESTIONS
 1. What are the diff erences between managers and leaders?
 2. What are the causes of ethical breakdowns of leaders?
 3. Discuss four spheres of executive responsibility.
 4. Discuss the ethical use of power, infl uence, and persuasion.
 5. What is ethical leadership? Describe the 4-V model of ethical leadership.
 6. Discuss the benefi t of ethical leadership to organisations.
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11 Corporate Social 
Responsibility

Th e word responsibility implies some kind of obligation to deal with social problems that business 
 organisations were believed to have towards the society in which they functioned. Th ere are many defi nitions 
of social responsibility, but in general it means that a private sector fi rm has responsibility to society that go 
beyond the production of goods and services and its profi t – that a company has a broader constituency to 
save than stockholders alone.

THE CONCEPT OF SOCIAL RESPONSIBILITY
Th e concept of social responsibility is fundamentally an ethical concept. Socially responsible means people and 
organisations must behave ethically and with sensitivity toward social, cultural, economic, and  environmental 
issues. Striving for social responsibility helps individuals, organisations, and governments to make a positive 
impact on development, business, and society.

Th e concept of social responsibility can be placed in the broader context of philanthropy. Th ere are 
many defi nitions of philanthropy, some linguistic in nature, some tracing back to the Greek classics, some 
grounded in religious principles. Th e root of the word suggests a love for mankind; and the responsibility 
to share one’s possessions with others has been a central component of all major religions for thousands of 
years. At the practical level, however, it may be more helpful to use a simple defi nition: ‘Philanthropy is the 
 voluntary capture of private wealth for public purposes.’ While philanthropy primarily connotes distribution 
of  fi nancial wealth, it importantly includes non-fi nancial components such as gift s-in-kind, voluntary services 
and knowledge (Gaberman, 2008).

Gaberman says that philanthropy comes in two broad categories, individual – whether the sums are large 
or small – and organised philanthropy. Some forms of philanthropy may be either individual or  organised, 
such as faith-based philanthropy, while other forms, such as giving circles, essentially form a hybrid between 

Learning Objectives

• The concept of corporate social responsibility is an ethical concept involving notions of human 
welfare and improving quality of life in society. The chapter presents the debate on the concept of 
social responsibility. The chapter also discusses the concept of social responsiveness that is action 
oriented. The chapter also explains Public Policy approach, which is the outcome of the debate on 
social responsibility, social responsiveness, and changing political/social scenario.

• Issues of protection and restoration of the environment have been dealt with in the later part of 
the chapter. There is need for business to comply with regulations on environment protection and 
damage control.
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individual and organised giving. Vehicles for social investing have emerged that try to apply business  principles 
and/or venture capital practices to the world of philanthropy. Corporate social responsibility is a category of 
organised philanthropy.

Social responsibility involves changing notions of human welfare and emphasises a concern with the 
social dimension of business activity that has to do with improving the quality of life in society. It has provided 
a way for business to concern itself with these social dimensions and give some attention to its social impacts 
(Buchholz, 1990; Gill and Leinbach, 1983).

Th ere are arguments in favour of corporate social responsibility:

• Business must accommodate itself to social change if it is expected to survive.
• Business must take a long term or enlightened view of self-interest and help to solve social problems in 

order to create a better environment for itself.
• Business could gain better public image by being socially responsible.
• Government regulations can be avoided if business meets the changing social expectations of society 

before the issues become politicised.
• Business has enormous resources that would be useful in solving social problems.
• Social problems could be turned into profi table business opportunities.
• Business has a normal obligation to help solve social problems that it has created or at least perpetuated.

CORPORATE SOCIAL RESPONSIBILITY
Since Independence, poverty and unemployment were the main problems that the early proponents of 
 corporate social responsibility focused on. Policy makers suggested that companies ought to use a part of 
their accumulated wealth to eradicate social problems. Th e concept of corporate social responsibility in India 
emerged as a direct response to the policies of the government making India a socialistic, democratic state.

Corporate social responsibility means devising corporate strategies and building a business with  society’s 
needs in mind (Cannon, 1994). Social responsibility should be embedded in business decision-making. 
Many companies have attained the status of prime movers of social welfare activities with their all-pervasive 
 presence in social sector. Th ese businesses have far reaching eff ects, not only on the economic well-being of 
the nation but also upon its social fabric. Business organisations have become one of the most signifi cant 
social institutions in their power to infl uence the lives of people.

History of CSR
Corporate Social Responsibility (CSR) has undergone signifi cant changes in the past several decades. In the 
earlier instance, Nobel Prize-winning conservative economist Milton Friedman wrote that ‘corporate social 
responsibility, and the nonsense spoken in its name by infl uential and prestigious businessmen, does clearly 
harm the foundations of a free society.’ Friedman asserted that the single-minded function of corporate man-
agers is to serve the fi nancial interest of the fi rms’ owners.

While Friedman’s view has theoretical merit, and should not be dismissed lightly, that position is no 
longer widely shared by the global business leaders of the 21st century. Today’s visionary business leaders 
advocate the concept of multiple obligations to a broad range of stakeholders in their enterprises – including 
not only stock owners but also such constituencies as employees, host communities, customers, government 
bodies, civil society groups, media, and even future generations.

CSR consists of the voluntary activities of a company, oft en at the risk of short-term loss of profi tability, 
but with the expectation of enhanced long-term shareholder value. CSR is intended to produce benefi t for 
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society. However, it can be argued that altruism is not the primary motivation for a business. But, ultimately 
CSR is assumed to be ‘good for business’ and good for society.

Th e World Business Council for Sustainable Development has described CSR as the business  contribution 
to sustainable economic development. Building on a base of compliance with legislation and regulations, CSR 
typically includes ‘beyond law’ commitments and activities pertaining to:

• Corporate governance and ethics
• Health and safety
• Environmental stewardship
• Human rights (including core labour rights)
• Human resource management
• Community involvement, development, and investment
• Involvement of and respect for local peoples
• Corporate philanthropy and employee volunteering
• Customer satisfaction and adherence to principles of fair competition
• Anti-bribery and anti-corruption measures
• Accountability, transparency, and performance reporting
• Supplier relations, for both domestic and international supply chains

Arguments in Favour of CSR
Th e debate about social responsibility never took this institutional context of corporation seriously. Concerted 
action to solve social problems is not feasible in a competitive system, unless all competitions pursue roughly 
the same policy on these problems.

Th e term responsibility is, fundamentally, a moral one that implies an obligation to someone or some-
thing. It is clear to most people that business has an economic responsibility to produce goods and services 
effi  ciently and to perform other economic functions for society. Th ese economic responsibilities constitute the 
reason for the existence of a business organisation.

But why does business have social responsibilities? What are the moral foundations for a concern with 
social thrust? Th e debate about social responsibility has been moralistic that has oft en generated a good deal 
of heat but made very little headway.

Compensating Social Costs
Companies relate to society through more than just market place transactions and serve a wider range of 
values than the traditional economic ones that are prevalent in the market place. Companies are more than 
economic institutions and have a responsibility to devote some of their resources to solving some of the most 
pressing social problems, many of which may have been caused by the companies themselves. Th e pursuit of 
economic growth need not necessarily lead to social progress. In many cases it has led instead, to:

• A deteriorating physical environment
• Unrelated workplaces
• Needless exposure of workers and consumers to toxic substances
• Discrimination against certain groups in society
• Urban decay and other social problems

Th e concept of social responsibility of business involved reducing these social costs of business by 
impressing upon it the idea that it has an obligation to work for social as well as economic betterment. Th e 
old idea was based on the view that economic growth is the source of all progress, social as well economic. 
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Th e basic mission of business was thus to produce goods and services at a profi t and in doing so, business was 
making its maximum contribution to society and in fact, being socially responsible.

Th e concept of social responsibility of business asks the business to assume broader responsibilities to 
society than ever before and to serve a wider range of human values. Business organisations in eff ect are being 
asked to contribute more to the quality of life than just supplying quantities of goods and services.

Social Contract Theory
Proponents of corporate social responsibility claim that business organisations have a moral and ethical duty 
to contribute to social well-being. Th e relationship between business entities and society is based upon an 
implicit contract that spells out and defi nes the idea of corporate social responsibility. Business organisations 
and society have entered into a ‘Social Contract’ where each party has rights, as well as duties to the other 
party (Rousseau, 1762).

Th is social contract theory holds that in return for the right to conduct business and reap profi ts within 
a given social context, companies are obliged to protect and enhance the interest of consumers, workers, and 
the communities in which a fi rm conducts its business. In this view, these companies have a number of social 
responsibilities by the mere fact that they conduct business and use the natural and human resources of a 
 community to further their private economic ends. Managements of business organisations must take defi ni-
tive actions to use the accumulated resources of their organisations to assist society in tackling the ills that befall 
it. Not to take such action would be corporate irresponsibility in that this social contract would be violated.

Moral Obligation
An organisation is not only obliged to do no harm; it is also required to do good. Th e government through 
the political process and the society through its norms determine what social good is. Th eses business 
 organisations have moral obligations to do good.

Being profi table is a virtue of business organisations, but it is not the only virtue. We can expect organ-
isations to be socially responsible because that is a part of the contract out of which they come into being, a 
condition for the permission that society granted them in the fi rst place.

The Opposite View
Th ere is view that because managers are employees hired by the owners of a fi rm – that is the shareholders – 
they have, fi rst and foremost, an obligation to ensure that the owner’s interests are protected and enhanced. 
Spending money on social problems would be placed second to the interests of the owners. In this view, the 
resolution of social problems is the task of governments and not businesses and managers. Corporations pay 
taxes, which are used by governments for social welfare measures.

Business people think that social objectives add to their costs. Friedman (1970 and 1980) and Adam 
Smith (1776) argued that it is not prudent, even if it is possible, to require business organisations to take 
on responsibilities beyond those of making money and acting within the law. It is based on the idea that 
the collective good is an un-specifi able and unknowable value. Individuals have diff erent conceptions of 
the good, and it is better to allow each to attempt to realise his/her version of the good in his/her way 
than to enforce some preferred version on everyone. Th ere are two reasons for this. One is that, because 
individuals are diff erent, there will be genuine diff erences in what is good for each and any attempt to 
sum these individual goods is fruitless and, probably, harmful. Th e other is that there is no clear formula 
for establishing what the good is and, so, any attempt to do so is prone to error. If individuals are left  to 
determine what is good for them by themselves, then the scope of any error is restricted to that individual.
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Opponents of social responsibility feel that:

• Th e social responsibility concept provides no mechanism for accountability in the use of corporate 
resources.

• Managers are legally and ethically bound to earn the highest possible rate of return on stockholders’ 
investment in the companies they manage.

• Social responsibilities pose a threat to the pluralistic nature of our society.
• Business executives have little experience and incentive to solve social problems.

Social Responsibility and Self Interest
In spite of some opposition, it can be said that the concept of social responsibility is one that has been 
embraced in general by the corporate community. Many business organisations openly arouse a commitment 
to social responsibility and take strategic business decisions based upon it. Th is philosophy of business can be 
described as to ‘do well by doing good’. It is a philosophy that sees profi t making as compatible with a social 
agenda and a social contract.

Many a times, some organisations devote resources in providing amenities to that community where it 
is established to attract desirable employees, to reduce or waive the bill or lessen the losses from pilferage and 
sabotage or have other worthwhile eff ects. Some companies give donations to use the laws about deductibility 
of corporate charitable contributions for income tax purposes. Companies make contributions to charities 
they favour. In each of these cases, there is a strong temptation to rationalise these actions as an exercise of 
‘social responsibility’. But this could be one way for a company to generate goodwill as a by-product of the 
expenditure, which is entirely justifi ed in its self-interest.

VARIOUS APPROACHES FOR CSR
CSR in practice has evolved through several phases in terms of understanding what constitutes ‘true’ social 
responsibility. Some would now argue that the earmarking of a fraction of profi ts for public purposes is in fact 
closer to traditional philanthropy but not CSR. Th e following are a few ways in which corporations use a share 
of profi ts to engage in public good (Gaberman, 2008).

First, a corporation can set up an independent corporate foundation to receive annual shares of profi t or, 
in some cases, choose to endow the foundation’s work.

Second, and perhaps the more prevalent model of corporate social action is to conduct a corporate giving 
programme where each year, an agreed upon amount is channelled from the corporation to its social giving 
programme.

A third model (which may be concurrent with the second) is to run a social giving programme through 
the public aff airs departments of the corporation. Th is is where one oft en fi nds the technique of ‘cause-related 
marketing’ employed.

A fourth CSR approach is to put the philanthropic interests of the corporation’s employees at the centre 
of the giving programme rather than those of the corporation’s senior management. Employee matching gift  
programmes are one such vehicle, where the employee makes the choice and the corporation matches the 
employee contribution – oft en two or three-fold. Loaning corporate executives to civil society organisations 
for a specifi ed period of time is another form in this category.

A fi ft h way of engaging in CSR, and the one that is currently emerging as the most favoured one, is to 
infuse the values of CSR into the everyday policies and behaviour of the corporation itself. To some, this is 
the ultimate form of CSR – the integration of business and social purpose. To others, these are purely good 
business decisions and not CSR at all.
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Operational Problems
Th ere are issues about the operational defi nition of social responsibility.

 1. How shall a company’s resources be allocated to help solve social problems?
 2. With what specifi c problems shall a given company concern itself?
 3. What priorities shall be established?
 4. Does social responsibility refer to compliance of government regulations or only to voluntary actions that 

go beyond legal requirements?
 5. What goals or standards of performance shall be established?
 6. How to measure/determine whether a company is socially responsible or irresponsible?

Conceptual Problems
Th ere are some problems in the concept of social responsibility:

 1. Company executives who want to be socially responsible are left  to follow their own values and interests 
or some rather vague generalisation about changing social values and public expectations.

 2. Companies are severely limited in their ability to respond to social problems. A fi rm may place itself at a 
competitive disadvantage in relation to cost and price, relative to other fi rms who do not engage in such 
activities.

SOCIAL RESPONSIVENESS
Th is concept refers to the capacity of a corporation to respond to social pressures. Th e act of responding, or of 
achieving a generally responsive posture, to society is the focus of corporate social responsiveness.

Any organisation can be marked as more or less capable of responding to social pressures based on 
its mechanism, procedures, arrangements, and behavioural pattern. Organisational design and managerial 
 competence play important roles in how extensively and how well an organisation responds to social demands 
and needs.

Th us, social responsibility is a moral notion whereas social responsiveness is a more technical or morally 
neutral term.

Social responsibility debate focuses on whether an organisation should respond to a social problem. 
Social responsiveness is action oriented, dealing with the ability of an organisation to be responsive and fi nd 
out what changes are necessary to enable it to respond more eff ectively.

Social responsiveness approach has managerial orientation. Th is concept ignores the philosophical debate 
about social responsibility and obligation and focuses on the problems of making organisations socially more 
responsive. Techniques, such as environmental scanning and social audit can be used to improve the response 
process.

Th e questions that can be asked are:

 1. Which organisational strategies are most appropriate?
 2. What role can top management play in enabling organisations to respond?
 3. What changes in the revised structure can improve the corporation’s response to social problems?

But, the concept of social responsiveness does not clarify how corporate resources shall be allocated for 
the resolution of social problems. Th ere is no clear idea about what pattern of responsiveness will produce the 
greatest amount of social betterment. Th ere is no help available to the organisation to decide what problem to 
get involved in and what priorities to establish.
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But social pressures do exist and it is believed as an article of faith that business must respond to them 
in some fashion. Th e concept of social responsiveness provides no moral basis for business to get involved 
in social problems. It contains no explicit moral or ethical theory and advocates no specifi c set of values for 
business to be socially responsive.

INDIA’S CSR TRADITION AND CURRENT TRENDS
To understand the current state of Indian CSR, including the role of the United Nations Global Compact 
(UNGC), India’s long tradition must be taken into account. Its CSR approach is closely linked to its political 
and economic history, in which four phases can be distinguished (Chahoud et al., 2007):

 1. During the fi rst phase (1850–1914), CSR activities were mainly undertaken outside companies and 
included donations to temples and various social welfare causes.

 2. Th e second phase (1914–1960) was largely infl uenced by Mahatma Gandhi’s theory of trusteeship, the 
aim of which was to consolidate and amplify social development. Th e reform programmes included 
activities geared particularly to abolishing untouchability, empowering women, and developing 
rural areas.

 3. Th e third phase (1960–1980) was dominated by the paradigm of the ‘mixed economy’. In this context, 
CSR largely took the form of legal regulation of business activities and/or promotion of public-sector 
undertakings (PSUs).

 4. Th e fourth phase (1980 until the present) is characterised partly by traditional philanthropic engagement 
and partly by steps to integrate CSR into a sustainable business strategy.

Contrary to various expectations that India would follow the global agenda, its current approach still 
largely maintains its own features, elements of the global CSR mainstream being only marginally integrated. 
Specifi cally, the philanthropic approach is still widespread: while the Indian understanding of CSR shows a 
slight shift  from traditional philanthropy to sustainable business, philanthropic CSR patterns are still apparent 
in many Indian companies. In addition, the imbalance between the internal and external CSR dimensions is 
still huge.

Th e Indian CSR agenda continues to be dominated by community development activities, particularly in 
the areas of health and education. While most Indian companies view their community development proj-
ects as important contributions to the existing development challenges in their region of operation, many 
stakeholders are critical of this approach. Where community development is concerned, Indian stakeholders’ 
criticism focuses on the following aspects:

• A company’s community development approach based on the argument that it needs to ‘give something 
back to society’ lacks transparency and specifi c standards;

• Community development approaches oft en amount to little more than window-dressing and must be 
compared against the violations of social and environmental standards within companies;

• Public authorities in local communities very oft en lack the required know-how and experience to negoti-
ate business-driven commitment to community development;

• Very few companies disclose their motivation and business interests when engaging in community 
development.

In India, the CSR multi-stakeholder approach is still rather fragmented, and interaction between business 
and civil society organisations, especially trade unions, is still rare and takes place, at best, on an ad-hoc basis. 
Although many civil society organisations are active in India, the empirical fi ndings do not show that these 
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initiatives play a signifi cant role in shaping the CSR agenda in India. Despite these general observations, there 
are numerous networks that could form a basis for an eff ective and powerful CSR multi-stakeholder approach 
in the future.

PUBLIC POLICY APPROACH
Th e debate on social responsibility, social responsiveness, and changing political and social scenario has led to 
a new dimension of management, i.e., public policy. Th is is an attempt by businesses to learn more about the 
public policy process and become involved in helping to write the rules and legislation, which interferes with 
its basic economic goal in the form of social regulation. Business organisations attempt to infl uence public 
opinion with regard to social issues of concern to society and to infl uence the legislation and regulatory pro-
cess with respect to specifi c laws and regulations.

Public policy approach has some distinct advantages over the corporate social responsibility and social 
responsiveness concepts. Th e government gets involved in specifying technology that can be employed in the 
use of toxic materials and their disposal, developing safety standards for products, specifying safety equip-
ment and hundreds of other such management responsibilities. Management is, thus, told in great detail what 
social problems to be concerned about and to what extent it is supposed to respond.

Th e public policy approach treats business in its institutional context and advocates that managers should 
learn more about government and the public policy process. Government is the appropriate body to formalise 
and formulate public policy for the society as a whole. Government has the legitimate right to formulate pub-
lic policy for business organisations in response to changing public expectations.

Society makes decisions about the allocation of resources through the public policy process based on its 
notion about social betterment. Th e result is legislation and regulation and failure to comply should result in 
various penalties. As a fi rst step, the social responsibility of business is to follow the directives of society at 
large as expressed in and through the public policy process.

The Public Policy Life Cycle
Th e public policy life cycle is a very useful framework for corporate issues management, and is commonly 
used in textbooks on the relationship between public policy and business strategy (Baron, 2006). Four stages 
are typically identifi ed.

First is the development stage, in which events occur that lead various segments of the public to become 
aware that a problem exists. Within the policy life cycle, the development stage is concerned primarily with 
gathering and disseminating information, which virtually requires the use of incomplete information models.

Second is the politicisation, in which the issue acquires a label, opinion leaders begin to discuss the prob-
lem in public, the news media become more active in covering the issue, and interest groups begin to mobilise 
around the issue. Th e politicisation stage is sometimes capped by a dramatic event that crystallises the nature 
of the problem for the general public, setting the stage for legislative action.

Th ird is the legislative stage, in which political leaders create new laws responding to the issue.
Fourth is the implementation stage, in which administrative agencies fl esh out the details of the new leg-

islation, and regulators, police, and the courts enforce it.
Th e traditional public policy life cycle assumes that policy pressures are applied through the government. 

However, as Baron (2001) has noted, NGOs are increasingly abandoning the legislative process in favour 
of direct engagement with corporations. In this case, the third and fourth stages of the policy life cycle – 
legislation and implementation – are replaced by what Baron calls ‘Private Politics’. In other words, rather 
than legislation occurring in the third stage, NGOs make direct demands on corporations for changes in their 
social or environmental activities.
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SOCIAL RESPONSIBILITY AND THE ROLE OF NGOS
Th ere has been a great impact of voluntary non-governmental organisations. Th ese organisations have taken 
the initiative to encourage the government at every level to give more attention to the collective long-term 
interest of humanity. Th ese bodies are associated with issues like:

• Environmental concerns
• Child labour
• Discrepancies in women’s wages
• Health awareness
• Water pollution
• Management of micro-credit etc.

Th e importance of voluntary organisations comes from their dedication and interest in specifi c issues. 
It is a fact that they can be free of some of the constraints of governments, which are oft en overly concerned 
about not antagonising vested private interests whose support they need. Voluntary organisations raise con-
sciousness, provide ideas, build up a constituency for these ideas, and then encourage governments to put 
them into eff ect.

Th e United Nations itself recognises the importance of voluntary activity in supporting its goals and 
Article 71 of the UN Charter states that ‘suitable arrangements for consultation with non-government organ-
isations (NGOs) should be made, especially by the Economic and Social Council (ECOSOC).’ Th e UN divides 
accredited NGOs into three categories: fi rst, those with broad membership and interests in many activities; 
second, those with specialised competence in a limited range of subjects; and third, all others.

ENVIRONMENTAL CONCERN
Companies increasingly desire to appear ‘green’. Toyota and Bank of America have new buildings that are 
Gold-certifi ed by the US Green Building Council. Dell Computer allows customers to buy carbon off sets when 
they purchase a new computer. Nike plans to be carbon neutral by 2011. Th e US Climate Action Partnership – 
which includes Alcoa, BP, and GE – even lobbies for government regulation of greenhouse gas emissions.

Despite creeping concerns that some of these actions may be mere ‘green-wash’, for the most part they are 
welcomed by employees, consumers, investors, regulators, and the public (Lyon and Maxwel, 2008). Aft er all, 
it seems intuitive that voluntary actions that internalise environmental externalities are socially responsible. 
But to what extent can voluntary action substitute for government mandates? Might the two be complements 
instead of substitutes? Is it appropriate for the private sector, instead of government, to determine which envi-
ronmental issues deserve priority treatment? Is it socially desirable for managers to take costly environmental 
initiatives at the expense of shareholders?

To what extent is business responsible for the decay of the environment? To what extent should it be held 
liable for its restoration?

Industrial production is a direct and identifi able cause of pollution and other adverse environmental 
eff ects. One of the pressing issues in public policy is that of protection of the environment. Problems such 
as pollution, disposal of toxic waste, global warming (oft en called the greenhouse eff ect), erosion of the 
Earth’s ozone layer, acid rain, etc., are serious ecological concerns that have obvious implications for everyone 
(Madison and Shafritz, 1990).

Should business be held directly responsible for it? What about consumer pressures for goods that dam-
age the environment?

• Problem of acid rain raises soil acidity, which causes loss of fi sh, wildlife, and fertile lands due to high 
levels of sulphur emitted in the environment by industries.
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• Th e most important issue of environmental ethics is the question of the extent to which they should be 
held liable for past damages to the ecological system and current damages, which are being caused by 
them in spite of government regulations.

• Toxic waste is in the forefront of environmental concern for the damages it causes to marine mammals, 
fi sh, and other wildlife animals.

Until the link between corporate interests and consumer interests is understood, there is only a dim 
chance that issue of conservation of resources will be socially accepted.

Conservation of Natural Resources
Concern about conservation of natural resources has a long history. Originating in the commercial use of 
natural resources such as timberlands, scenic areas, and animal life, it extends also to the unrestricted and 
wasteful exploitation of land and fossil fuels.

Pollution Control
Concern with pollution also has a long history. Present fears concerning depletion and pollution are more 
vocal, embracing imminent dangers to life itself. We mine the earth for the materials out of which we fashion 
articles of consumption for temporary enjoyment. Once used, they are thrown back on the earth as though it 
is a dump heap. Th e mines become exhausted and the dump heap grows.

Problem of depletion and pollution are basically the same as both involve using up natural resources. 
Pollution uses up air and water, just as extraction uses up minerals. Pollution forces people to use air and 
water of inferior quality, just as mineral extraction drives producers to lower grade ones. Ultimately, it is the 
user who suff ers.

In face of the smoke and smog, pollution control has become the necessity of the times. Our economic 
systems with emphasis on consumption are responsible for both depletion and pollution of the environment.

Until a few years ago and, in general even today, economic growth is viewed as the pre-eminent national 
objective. Countries vie with one another and try to attain comparatively higher rates of growth of GNP. Th e 
United Nations proclaimed the 1960s to be the development decade, with a general target for each country 
of doubling its national income. Such perception of growth should be looked at skeptically since industrial 
dynamics until recently viewed as a multiplier of the earth’s riches, are really the spoiler of man’s real wealth, 
the environment.

Little headway has been made even aft er determining meaningful criteria that can be applied to indi-
vidual sources of pollution. Enforcement of these criteria needs to be made stricter; otherwise they will have 
no meaning.

Indifference to Environment
Business and public are indiff erent, defensive, and careless. Some typical comments are: ‘Business is being 
made a scapegoat for society’s own failings.’ ‘Politicians and judiciary are pandering to a panicky public.’ ‘Th e 
cleanup will bankrupt many businesses and public will have to pay more for the same product.’

Many a times, public relation managers relay messages and create impressions that the industry is 
coping with an admittedly serious problem, crores of rupees are being spent to take eff ective action, and 
old equipment and technology will be replaced and upgraded soon. Business asks for reasonable time to 
implement these solutions. In the absence of a proper follow up in commitment, the things continue in the 
same manner.
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Values such as political power and gross national income so dominate our policy makers’ mindsets that 
only a disaster like the Bhopal Gas Tragedy goads them into action.

Even at the individual level, public does not want to abide by rules. Th us, not only the cost incurred 
on installation of emission control mechanism irritates buyers; but they also do not undertake even regular 
 emission control checks, which leads to increased fuel consumption and reduced engine performance.

Many times, people can live without air-conditioning but would ‘hate to give it up’. People can save 
 tremendous amount of energy just by turning off  a few lights, or save water if they are little cautious in closing 
the taps while shaving or brushing their teeth. Why do we need clothes dryers or dishwashers in India when 
we cannot provide enough power for irrigation and industry?

Question of Priorities
Indians, who have suff ered from lack of social amenities in matters of housing, health, education, and employ-
ment, oft en believe that crores of rupees that are spent to get clean air and water should rather be directed to 
improving their general life. It is not that people in villages and slums do not suff er from bad air or bad water, 
if anything they are bigger victims than the chattering class, but for them, priorities are diff erent.

Th e argument that in the name of pollution and depletion of resources, we are being deprived of the 
results of economic resurgence of India is a false one. Housing, health, education, and employment can 
still be improved provided the society and the government is seriously committed to fi nding a solution to 
these problems.

Workers whose jobs appear threatened by new pollution related awareness have oft en opposed environ-
mental concerns. Union leaders oppose these environmentalists who would strive to make air and water pure 
without bothering to see whether people have food in their stomachs or not.

Th us, generally, the opposition to environmental protection is due to:

• Profi t motive of aff ected businesses, resulting from cost escalation due to implementing environment 
control measures

• Lack of awareness of individual users and their behaviour
• Bad implementation of regulatory controls
• Ambitious GNP targets and skewed economic growth perspective
• Employees whose jobs are at stake and their unions

Environmental issues raise powerful emotions and deep fears. Th e time has come for businesses to com-
ply with regulations, to demonstrate their sincerity, and to take initiative in solving environmental issues.

SUSTAINABLE DEVELOPMENT IN INDIA
Th ere is long-term impact of industrialisation, exploitation of natural resources, and environmental damage 
on sustainability. Th ough industrial development is key to economic progress, we need to keep in mind social 
and environmental objectives. Th ere is the need to align corporate goals with sustainability.

Th e concept of sustainability is based on the principle that for the survival of the human race, we need to 
take care of our environment. It is based the harmony of human needs and nature. Sustainability is important 
so that future generations continue to have water, clean air, and resources to sustain them.

World Summit on Social Development, 2005 recognised three pillars of sustainability: Environment, 
Social equity, and Economic demands. Th e focus of sustainability is on the total carrying capacity of the planet 
Earth. Th e current pace of industrialisation is causing damage to the ecosystem of the planet. In the 1970s, 
an attempt was made to measure the impact on environment. Th is was called the I PAT formula. Th is  formula 
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explains human consumption in terms of population numbers, affl  uence, i.e., level of consumption and 
 technology, i.e., resource-using technology. Th e formula is:

I = P × A × T

where I is impact on environment, P is population, A is affl  uence and T is technology.
Th e issues in relation to environment are related to:

• Atmosphere
• Freshwater and oceans
• Land use
• Human consumption
• Effi  cient energy use and renewable sources of energy
• Water and food security
• Toxic substances and waste management

With increasing purchasing power of consumers, there is an increase in wasteful consumption. It is impor-
tant to build the concept of corporate sustainability as social responsibility of business. Indian  businesses 
have to pay attention to sustainability because it will make better business sense in the long run.

BS ISO GUIDELINE FOR CORPORATE 
SOCIAL RESPONSIBILITY
Th ere are non-governmental organisations that have taken the initiative in bringing corporate social 
 responsibility to the centre-stage. ISO is one such organisation. It was founded in 147 and is based in Geneva, 
Switzerland. New BS ISO 26000:2010 guidelines on social responsibility of business have become a  benchmark. 
ISO 26000 guidelines cover organisational governance, human rights, working practices, environmental 
 policies, sustainable development, and community involvement. Th e guidelines emphasise the importance of 
social responsibility in all sectors of business. Th ey help in identifying issues related to social responsibility of 
business. Th ese are guidelines and not requirements and therefore, need not be certifi ed.

Following principles of corporate social responsibility have been accepted:
 1. Corporate accountability
 2. Transparency
 3. Ethical behaviour
 4. Taking care of stakeholders’ interests
 5. Abiding by the rule of law
 6. Accepting the international fair practices
 7. Respect for human rights

Th ese guidelines have created legitimacy for the concept of corporate social responsibility and wider accep-
tance for the subject. Th ey have helped in laying foundations for ethical behaviour of business  organisations. 
While implementing corporate social responsibility, the guidelines enumerate seven core subjects:
 1. Organisational governance
 2. Human rights
 3. Labour practices
 4. Environmental concerns
 5. Fair business practices
 6. Consumer protection
 7. Community involvement and development
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Th ese guidelines help in improving the commitment of employees, managers, and executives to CSR. It is 
expected that the implementation of these guidelines would help in improving the reputation of the company. 
Th is will also help in building the self-respect of employees in organisations. Finally, these standards would 
help in promoting sustainable growth.

KYOTO PROTOCOL
Th e United Nations Framework Convention on Climate Change developed the protocol at Kyoto, Japan in 
1997. It is popularly known as the Kyoto Protocol. It came into force in 2005 aft er 55 countries ratifi ed it. Th e 
goals of the ratifying countries were set by the protocol. Participants agreed to together reduce emission of 
greenhouse gases by 5.2 per cent below the emission levels of 1990 by the year 2012. Individual countries were 
assigned diff erent targets based on their emission levels.

Th e objective of the Kyoto Protocol is to contain emission of greenhouse gases. Th e ratifying countries 
have committed to cut emissions of carbon dioxide (CO2), methane (CH4), nitrous oxide (N2O), hydrofl uoro-
carbons (HFCs), perfl uorocarbons (PFCs), and sulphur hexafl uoride (SF6).

Following are the principal concepts of the Kyoto Protocol:
• Kyoto Protocol established legally binding commitments to reduce emissions of greenhouse gases. Th ese 

commitments were based on the Berlin Mandate, which was a part of UNFCCC negotiations leading up 
to the Protocol.

• Ratifying countries are required to prepare policies and measures for the reduction of greenhouse gases.
• An adaptation fund for climate change is established for minimising impacts on developing countries.
• A system of accounting, reporting, and review is set up to ensure the integrity of the Protocol.
• A Compliance Committee was established to enforce compliance with the commitments.

If the countries did not meet the targets, they could do emission trading by buying credits from other 
participating countries that are able to meet and exceed their targets. India and China were not assigned any 
targets because they were considered to be developing countries. On account of this, many developed nations 
have engaged in emission trading with India and China.

SUMMARY
• Th e concept of social responsibility is, fundamentally, an ethical concept. It involves changing notions of 

human welfare and emphasises a concern with the social dimension of business activity that has to do 
with improvement in the quality of life in society.

• Corporate social responsibility means devising corporate strategies and building a business with society’s 
needs in mind. Th e relationship between business entities and society is based upon an implicit contract.

• Th ere is a view that because managers are employees hired by the owners of a fi rm, they have, fi rst and 
foremost, an obligation to ensure that the owner’s interests are protected and enhanced. Spending money 
on social problems should be placed second to the interest of the owners.

• Corporate social responsiveness refers to the capacity of a corporation to respond to social pressures. Th e 
act of responding, or of achieving a generally responsive posture, to society should be its focus.

• Th e debate on social responsibility, social responsiveness, and changing political social scenario has lead 
to a new dimension of management, i.e., public policy. Th is is an attempt by business to learn more about 
the public policy process and become involved in helping to write the rules and legislations, which inter-
fere with its basic economic goal in the form of social regulation.

• Business and public are indiff erent, defensive, and careless about environment. Th e time has come for 
businesses to comply with regulations, to demonstrate credibility and to take initiative in solving envi-
ronmental issues. NGOs can play an important role in this regard.
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KEY WORDS
Corporate social responsibility
Environmental concern
Environmental protection

Indiff erence to environment
Pollution control
Public policy approach

Social contract theory
Social costs
Social responsiveness

REVISION QUESTIONS
 1. Describe the concept of corporate social responsibility. What are the arguments in favour of social 

responsibility of business?
 2. ‘Business people think that social objectives add to their costs.’ Do you agree with this view? Justify your 

answer.
 3. Write short notes on:

a. Social contract theory
b. Social responsiveness
c. Public policy approach to social responsibility

 4. To what extent is business responsible for the decay in environment? What are the issues that require 
immediate solutions for the protection of environment?
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Th e word ‘corporate governance’ has become a buzzword these days because of two factors. Th e fi rst is that 
aft er the collapse of the Soviet Union and the end of the Cold War in 1990, it has become the conventional 
 wisdom all over the world that market dynamics must prevail in economic matters. Th e concept of  government 
controlling the economy has been given up. Th is, in turn, has made the market the most decisive factor in 
settling economic issues.

Th is has also coincided with the thrust given to globalisation because of the setting up of the World Trade 
Organisation (WTO) and every member of the WTO trying to bring down the tariff  barriers. Globalisation 
involves the movement of four economic parameters namely, physical capital in terms of plant and 
machinery, fi nancial capital in terms of money invested in capital markets or in Foreign Direct Investment 
(FDI), technology, and labour moving across national borders. Th e pace of movement of fi nancial capital has 
become greater because of the pervasive impact of information technology and the world becoming a global 
village. When investments take place in emerging markets, the investors want to be sure that not only are the 
capital markets or enterprises with which they are investing, run competently but also that they have good 
corporate governance.

CORPORATE GOVERNANCE – BACKGROUND
Corporate governance is only part of the larger economic context in which fi rms operate that includes, for 
example, macroeconomic policies and the degree of competition in product and factor markets. Th e corporate 
governance framework also depends on the legal, regulatory, and institutional environment. In addition, 
factors such as business ethics and corporate awareness of the environmental and societal interests of the 
communities in which a company operates can also have an impact on its reputation and its long-term  success 
(OECD, 2004).

While a multiplicity of factors aff ect the governance and decision-making processes of fi rms, and 
are important to their long-term success, the principles focus on governance problems that result from 
the  separation of ownership and control. However, this is not simply an issue of the relationship between 

Learning Objectives

• This chapter specifically deals with the concept of corporate governance. The purpose of the chapter 
is to provide an insight into the subject of good corporate governance and factors influencing it. 
The chapter also discusses the basic principles of corporate governance.

• There are various benefits of following corporate governance principles of fairness, transparency, 
accountability, and responsibility. The chapter discusses the benefits and limitations of the concept 
of corporate governance and emphasises on the need for a corporate governance code.
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 shareholders and management, although that is indeed the central element. In some jurisdictions, governance 
issues also arise from the power of certain controlling shareholders over minority shareholders. In other 
countries, employees have important legal rights irrespective of their ownership rights. Th e principles 
therefore have to be complementary to a broader approach to the operation of checks and balances.

Corporate governance is aff ected by the relationships among participants in the governance system. 
Controlling shareholders, which may be individuals, family holdings, bloc alliances, or other corporations 
acting through a holding company or cross shareholdings, can signifi cantly infl uence corporate behaviour. 
As owners of equity, institutional investors are increasingly demanding a voice in corporate governance in 
some markets. Individual shareholders usually do not seek to exercise governance rights but may be highly 
concerned about obtaining fair treatment from controlling shareholders and management. Creditors play 
an important role in a number of governance systems and can serve as external monitors over corporate 
 performance. Employees and other stakeholders play an important role in contributing to the long-term 
success and performance of the corporation, while governments establish the overall institutional and legal 
framework for corporate governance.

Th e degree to which corporations observe basic principles of good corporate governance is an increas-
ingly important factor for investment decisions. Of particular relevance is the relation between corporate 
governance practices and the increasingly international character of investment. International fl ows of 
capital enable companies to access fi nancing from a much larger pool of investors. If countries are to reap 
full benefi ts of the global capital market, and if they are to attract long-term ‘patient’ capital, corporate 
governance arrangements must be credible, well understood across borders, and adhere to internationally 
accepted principles. Even if corporations do not rely primarily on foreign sources of capital, adherence to 
good corporate governance practices will help improve the confi dence of domestic investors, reduce the cost 
of capital, underpin the good functioning of fi nancial markets, and ultimately induce more stable sources 
of fi nancing.

To remain competitive in a changing world, OECD prepared a document in 2004 titled Principles of 
Corporate Governance (OECD, 2004). It says that the corporations must innovate and adapt their corporate 
governance practices so that they can meet new demands and grasp new opportunities. Similarly,  governments 
have an important responsibility for shaping an eff ective regulatory framework that provides for suffi  cient 
fl exibility to allow markets to function eff ectively and to respond to expectations of shareholders and other 
stakeholders. It is up to governments and market participants to decide how to apply these principles in 
developing their own frameworks for corporate governance, taking into account the costs and benefi ts of 
regulation. Th e OECD document deals with following fi ve topics:

 1. Th e Rights of Shareholders;
 2. Th e Equitable Treatment of Shareholders;
 3. Th e Role of Stakeholders in Corporate Governance;
 4. Disclosure and Transparency; and
 5. Th e Responsibility of the Board.

CONCEPT AND OBJECTIVES
Th e term ‘corporate governance’ appears to have arisen and entered into prominent usage in the mid-to-
late 1970s in the United States in the wake of the Watergate scandal and the discovery that major American 
 corporations had engaged in secret political contributions and corrupt payments abroad (Veasey, 1993).

Scholars and practitioners of corporate governance give the term a wide variety of defi nitions. Economists 
and social scientists tend to defi ne it broadly as ‘the institutions that infl uence how business corporations 
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 allocate resources and returns’ (Mary, 2000) and ‘the organisations and rules that aff ect expectations about 
the exercise of control of resources in fi rms’ (World Bank, 2002). According to Williamson (1996), corporate 
governance is ‘an institutional framework in which the integrity of the transaction is decided.’ Th ese defi ni-
tions focus not only on the formal rules and institutions of corporate governance, but also on the informal 
practices that evolve in the absence or weakness of formal rules (Dyck, 2001). Moreover, they encompass not 
only the internal structure of the corporation but also its external environment, including capital and labour 
markets, bankruptcy systems, and government competition policies.

Corporate managers, investors, policy makers, and lawyers, on the other hand, tend to employ a more 
narrow defi nition. For them, corporate governance is the system of rules and institutions that determine 
the control and direction of the corporation and that defi ne relations among the corporation’s primary 
 participants. Th us, the United Kingdom’s 1992 Cadbury Report‘s oft en quoted defi nition is: ‘Corporate 
governance is the system by which businesses are directed and controlled’ (Cadbury Report, 1992). As applied 
in practice, this narrower defi nition focuses almost exclusively on the internal structure and operation of the 
corporation’s decision-making processes.

Defi nition
Corporate governance may be defi ned as a set of systems, processes and principles that ensure that a company 
is governed in the best interest of all stakeholders. It is the system by which companies are directed and 
 controlled. It is about promoting corporate fairness, transparency, and accountability (Business.gov.in, 2013). 
In other words, ‘good corporate governance’ is simply ‘good business’. It ensures:

• Adequate disclosures and eff ective decision-making to achieve corporate objectives;
• Transparency in business transactions;
• Statutory and legal compliances;
• Protection of shareholder interests;
• Commitment to values and ethical conduct of business.

In other words, corporate governance is the acceptance by management of the inalienable rights of share-
holders as the true owners of the corporation and of their own role as trustees on behalf of the shareholders. 
It deals with conducting the aff airs of a company such that there is fairness to all stakeholders and its actions 
benefi t the greatest number of stakeholders. In this regard, the management needs to prevent asymmetry of 
benefi ts between various sections of shareholders, especially between the owner-managers and the rest of the 
shareholders.

It is about commitment to values, about ethical business conduct, and about making a distinction between 
personal and corporate funds in the management of a company. Ethical dilemmas arise from confl icting inter-
ests of the parties involved. In this regard, managers make decisions based on a set of principles infl uenced by 
the values, context, and culture of the organisation. Ethical leadership is good for business as the organisation 
is seen to conduct its business in line with the expectations of all stakeholders.

Th e aim of ‘Good Corporate Governance’ is to ensure commitment of the board in managing the com-
pany in a transparent manner for maximising long-term value of the company for its shareholders and all other 
partners. It integrates all the participants involved in a process, which is economic, and at the same time, social.

Th e fundamental objective of corporate governance is to enhance shareholders’ value and protect the 
interests of other stakeholders by improving corporate performance and accountability. Hence, it harmonises 
the need for a company to strike a balance at all times between the need to enhance shareholders’ wealth whilst 
not in any way being detrimental to the interests of other stakeholders in the company. Further, its objective is 
to generate an environment of trust and confi dence amongst those having competing and  confl icting interests.
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It is integral to the very existence of a company and strengthens investor’s confi dence by ensuring 
 company’s commitment to higher growth and profi ts. Broadly, it seeks to achieve the following objectives:

• A properly structured board capable of taking independent and objective decisions is in place at the helm 
of aff airs;

• Th e board is balanced as regards the representation of adequate number of non-executive and indepen-
dent directors who will take care of their interests and well-being of all the stakeholders;

• Th e board adopts transparent procedures and practices and arrives at decisions on the strength of 
 adequate information;

• Th e board has an eff ective machinery to address the concerns of stakeholders;
• Th e board keeps the shareholders informed about relevant developments impacting the company;
• Th e board eff ectively and regularly monitors the functioning of the management team;
• Th e board remains in eff ective control of the aff airs of the company at all times.

Th e overall endeavour of the board should be to take the organisation forward so as to maximise 
 long-term value and shareholders’ wealth.

BUSINESS ETHICS AND CORPORATE GOVERNANCE
Business ethics are an integral constituent of corporate governance, if the latter is seen as the aggregate of 
conventions, procedures, regulations, and policies, which guide the way a fi rm is directed and controlled. Th e 
eff ective management of relationships among the many stakeholders involved in the organisation, and the 
attainment of its goals require that ethical standards be set, monitored, and maintained. Th e rights of employees, 
suppliers, customers, and the community at large cannot, in the long term, be protected and ensured if the fi rm’s 
directors and executives act, and allow others to act, in ways that are less than ethical (Terblanche et al., 2008).

Recent corporate crises such as Enron and WorldCom, the enactment of legislation such as Sarbanes-
Oxley in the USA, and organised concern, such as the Cadbury report, have meant that fi rms have strived not 
only to be ethical but seen to be ethical. Th is has resulted in fi rms draft ing their own codes and policies regard-
ing ethical behaviour in their business, and attempting to ensure that both internal and external stakeholder 
groups are made aware of these communications through various media.

Observers have long noted the diff erence between legal and ethical mechanisms in corporate governance. 
Legal mechanisms involve ‘doing the right thing’, while ethical mechanisms entail ‘doing things right’. Arjoon 
(2005) argues that legal mechanisms have clearly proven to be inadequate as they lack the moral fi repower 
to restore confi dence and the ability to build trust. He uses the concepts of ‘freedom of indiff erence’ and 
‘freedom for excellence’ to present a theoretical basis for explaining why legal compliance mechanisms are 
insuffi  cient in dealing with unethical practices and may not be addressing the real and fundamental issues that 
inspire ethical behaviour. Overemphasising legal compliance mechanisms may simply cause accountability to 
be substituted for responsibility – we cannot legislate morality – it needs to come from a more fundamental 
groundswell in the organisation.

BASIC PRINCIPLES OF CORPORATE GOVERNANCE
Discussions of corporate governance demonstrate two basic approaches to assuring managerial dedication to 
the interests of the corporation and its shareholders:

 1. Th e regulatory approach
 2. Th e non-regulatory approach

M12_Ethical Management_C12.indd   174M12_Ethical Management_C12.indd   174 5/22/2013   3:32:13 PM5/22/2013   3:32:13 PM



Corporate Governance �  175

Th e regulatory approach relies upon formal rules and institutions backed by the coercive power of 
the state’s legal system. Th e non-regulatory approach, pointing to the costs of regulation, emphasises the 
 market mechanism and contractual arrangements, such the corporate control markets, incentive compensa-
tion schemes involving stock and stock options, and effi  cient capital markets, as means for inducing desired 
management behaviour (Ralph, 1977). Both approaches are needed to achieve optimal systems of corporate 
 governance, but an important question for policy makers is what the appropriate balance is. Until the recent 
fi nancial scandals and their negative impact on securities markets, the non-regulatory approach had many 
advocates and even seemed be in the ascendancy. But the collapse of Enron has given new vitality to the 
regulatory approach.

Th e four principles of corporate governance have been articulated in the Millstein Report – fairness, 
transparency, accountability, and responsibility. Th ey have been expanded into the fi ve OECD Principles 
of Corporate Governance. Th ey require both regulation and private sector initiative for implementation. 
Regulation ensures that minimum standards are met; private codes of conduct and voluntary behaviour can 
and in many cases should go well beyond minimum legal requirements (Gregory and Simms, 1999).

Fairness
Th e OECD Principles expand on the concept of ‘fairness’ with two separate principles. Principle I states that: 
‘Th e corporate governance framework should protect shareholders’ rights.’ Generally, this principle recognises 
that shareholders are property owners, and as owners of a legally recognised and divisible share of a company, 
shareholders have the right to hold or convey their interest in the company. Eff ective corporate governance 
depends on laws, procedures, and common practices that protect this property right and ensure secure meth-
ods of ownership, registration, and free transferability of shares.

Principle I also recognises that shareholders generally have certain participatory rights on key corporate 
decisions, such as the election of directors and the approval of major mergers or acquisitions. Governance 
issues relevant to these participatory rights concern voting procedures in the selection of directors, use of 
proxies for voting, and shareholders’ ability to make proposals at shareholder meetings and to call extraordi-
nary shareholder meetings.

Principle II also relates to ‘fairness’ in holding that: ‘Th e corporate governance framework should ensure 
equitable treatment of all shareholders, including minority and foreign shareholders. All shareholders should 
have the opportunity to obtain eff ective redress for violation of their rights.’ Th is means that the legal framework 
should include laws that protect the rights of minority shareholders against misappropriation of assets or 
self-dealing by controlling shareholders, managers, or directors. Rules that regulate transactions by corporate 
insiders and impose fi duciary obligations on directors, managers, and controlling shareholders – and mecha-
nisms to enforce those rules, such as shareholder derivative actions – are some examples.

Transparency
Principle II states that: ‘Th e corporate governance framework should ensure that timely and accurate disclosure 
is made on all material matters regarding the corporation, including the fi nancial situation, performance, owner-
ship, and governance of the company.’ Th is recognises that investors and shareholders need information about 
the performance of the company – its fi nancial and operating results – as well as information about corporate 
objectives and material foreseeable risk factors to monitor their investment. Financial information prepared 
in accordance with high-quality standards of accounting and audit should be subject to an annual audit by 
an independent auditor. Th is provides an important check on the quality of accounting and reporting. (Of 
course, accounting standards continue to vary widely around the world. Internationally prescribed  accounting 
standards that promote uniform disclosure would enable comparability, and assist investors and analysts in 
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comparing corporate performance and making decisions based on the relative merits.) Information about the 
company’s governance, such as share ownership and voting rights, identity of board members and key execu-
tives and executive compensation, is also important to potential investors and shareholders and is a critical 
component of transparency.

Accounting plays a vital role in corporate governance because it is fundamental to any disclosure regime 
concerning information about companies’ activities. A strong disclosure regime is essential for the exercise of 
shareholder rights, for the monitoring of corporations, and for imposing discipline on management (OECD, 
2004 – Article IV).

An eff ective system of disclosure also requires the participation of organisations and individuals with 
suffi  cient expertise and a reputation for skill and honesty to evaluate and verify the information that is dis-
closed. In making investment decisions, shareholders rely on these ‘reputational intermediaries’ who include 
auditors, credit rating agencies, fi nancial analysts, and the fi nancial press, whose capital is the reputation that 
they have developed for integrity. Th ese individuals and organisations are considered the ‘gatekeepers’ of the 
fi nancial markets (Coff ee, 2002). While in most cases, they are paid by the very corporations they evaluate, the 
market assumes that they have less incentive to misrepresent facts than their clients since their reputations, 
their basic capital, is at stake. Nonetheless, corporate managers do seek to infl uence these intermediaries and, 
as in the case of Enron and Arthur Andersen, occasionally do so successfully. As a result, systems of corpo-
rate governance also need to address the regulations and incentives aff ecting the gatekeepers. One important 
dimension of the Sarbanes-Oxley Act of 2002 and the recent amendments to stock exchange rules is to set 
down new regulations governing auditors.

Within the limits of law, regulations and the applicable rules of private bodies, corporations have dis-
cretion to shape their own internal mechanisms of corporate governance, including the terms of managers’ 
contracts, the composition of corporate boards, and the internal structure of the corporation, to mention 
just a few. Th e degree of discretion varies from country to country. In order to infl uence the exercise of this 
discretion, industry groups and individual institutional investors have prepared codes, reports and statements 
of good corporate governance that they have presented to or pressed upon the management of corporations.

Accountability
Principle III states: ‘Th e corporate governance framework should ensure the strategic guidance of the company, 
the eff ective monitoring of management by the board, and the board’s accountability to the company and the 
shareholders.’ Th is principle implies legal duties of directors to the company and its shareholders. As elected 
representatives of the shareholders, directors are generally held to be in a fi duciary relationship to sharehold-
ers and to the company, and have duties of loyalty and care that require that they avoid self-interest in their 
decisions and act diligently and on a fully informed basis. Generally, each director is a fi duciary for the entire 
body of shareholders and does not report to a particular constituency.

Th is principle also recognises that the board is charged with monitoring the professional managers to 
whom the discretionary operational role has been delegated and holds them accountable in the use of fi rm’s 
assets. In this respect, the board provides a mechanism for reducing the agency problem – described by 
Adam Smith (1776) – that is inherent in the separation of ownership and control. If the board is to serve as 
an eff ective monitor of managerial conduct, it must be suffi  ciently distinct from management to be capable 
of objectively evaluating management. (A board comprised wholly or primarily of management cannot be 
expected to eff ectively minimise agency problems.) Th is generally requires that some directors are neither 
members of the management team nor closely related to them through family or business aff airs. Clearly, 
the quality of corporate governance also depends on the quality of directors. Objective oversight requires 
the inclusion of professionally competent nonexecutives and independent directors, who have the capability, 
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fi duciary commitment, and the objectivity to provide strategic guidance and monitor performance on behalf 
of shareholders.

Much has been written about the practices that boards should follow to encourage their eff ectiveness. In 
general, board ‘best practices’ suggest that the board should meet oft en. For most boards, this is at least once per 
quarter; and usually more frequently. In addition, the eff ectiveness of directors – especially non- executives – 
depends upon the quality of information that is made available to them. To ensure that ‘ independent over-
sight’ has meaning, directors must have access to important information and such information should be 
provided in advance of board meetings.

Board committees have provided a useful structure for performing detailed board work. In the US and the 
UK, it is common to rely on an audit committee, executive compensation (or remuneration)  committee, and 
a nomination committee (and staff  them wholly or primarily with non-executives or independent directors).

Responsibility
Principle IV translates ‘responsibility’ to mean that: ‘Th e corporate governance framework should recognise 
the rights of stakeholders as established by law and encourage active co-operation between corporations and 
stakeholders in creating wealth, jobs, and the sustainability of fi nancially sound enterprises.’ Th is recognises that 
corporations must abide by the laws and regulations of the countries in which they operate, and that every 
nation must decide for itself the values it wishes to express in law and the corporate citizenship requirements 
it wishes to impose.

As with good citizenship generally, however, law and regulation impose only minimal expectations as to 
conduct. Outside of law and regulations, corporations should be encouraged to act responsibly and ethically, 
with special consideration to the interests of stakeholders, and in particular employees.

Increasingly, corporations recognise that active co-operation between corporations and stakeholders 
assists corporate performance, and that socially responsible corporate conduct is consistent with the 
principle of shareholder maximisation (Eisenberg, 1998). In many nations, corporations go well beyond 
legal requirements in providing health care and retirement benefi ts, encouraging diversity of race and gender 
in employment and promotion practices, fi nancially supporting education, and formulating and adopting 
environment-friendly technologies. Similarly, many companies strive to avoid activities perceived to be 
socially undesirable even where not prohibited.

Benefi ts and Limitations of Corporate Governance 
Corporate governance represents the value framework, the ethical framework, and the moral framework 
under which business decisions are taken. In other words, when investments take place across national bor-
ders, the investors want to be sure that not only is their capital handled eff ectively and adds to the creation 
of wealth, but the business decisions are also taken in a manner that is not illegal or involves moral hazard. 
Corporate governance therefore calls for three factors:

 1. Transparency in decision-making
 2. Accountability that follows from transparency because responsibilities could be fi xed easily for actions 

taken or not taken
 3. Th e accountability is for the safeguarding the interests of the stakeholders and the investors in the 

organisation

Good corporate governance depends on the rules and practices that govern the relationship between 
managers and shareholders of corporations, as well as stakeholders like employees, pensioners, and local 
communities. It ensures transparency, fairness, and accountability. It is a prerequisite for the integrity and 
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credibility of market institutions. By building confi dence and trust, good governance allows the corporation to 
have access to external fi nance and to make reliable commitments to creditors, employees, and  shareholders. 
It is this contract that underpins economic growth in a market economy.

Good governance goes beyond common sense. It is a key part of the contract that underpins economic 
growth in a market economy and public faith in that system. Th e recent spate of US corporate failures and 
breakdowns in truthful accounting has undermined people’s faith in fi nancial reporting, corporate leadership, 
and the integrity of markets the world over (Witherell, 2002). Th e fact that the wave of scandals has come hot 
on the heels of a collapse in the high-tech bubble has a sharp ironic fl avour. Both events have their roots in the 
heady days of stock market exuberance, when anything was possible, from creating multibillion dollar compa-
nies with little more than an idea, an investment angel, and a lot of faith, to believing that markets would buy 
any yarn a group of fast-talking executives could spin, even if to cover up serious losses and illegal practices.

Th e corporate scandals and the bursting bubble have diff erent causes though: on the one hand, illicit 
management decisions and cover-ups, and on the other, over-bloated investment assessments followed by 
sharp market correction that spelt the end for thousands of high-tech wannabes. Still, it is diffi  cult to disen-
tangle the negative eff ects these two parallel developments have had on the confi dence of investors. With the 
bursting of the high-tech bubble, share values were written down and venture capitalists took a bruising, as 
did many shareholders. Th at is the downside of committing resources to investments with a high risk/high 
reward profi le. But in the cases of corporate misbehaviour, the public, employees, and pensioners were delib-
erately misled. Th ey have now lost many billions of dollars, and in some cases, their life savings, while some 
insiders benefi ted.

Th e truly unfortunate part is that both events might have, in their own way, been avoided (or at least 
anticipated) if eff ective corporate governance and high levels of corporate responsibility had been respected. 
Th e role of good governance and corporate responsibility in helping to assure the well-functioning markets 
needed for economic growth and development cannot be taken for granted. Th is idea has been repeated by 
governments and business leaders the world over and most recently reaffi  rmed at summits from Doha to 
Johannesburg. But we are falling short: the systems may be there; the US had, on paper, one of the best; but 
evidently they have not worked. Fixing them will require both private initiatives and strong government 
action.

When this trust is undermined, lenders and investors lose their appetite for risk, and shareholders offl  oad 
their equity, resulting in lost value and reduced availability of capital. Th is goes for every stage of the invest-
ment process, aff ecting issues from property protection and ownership registration, to disclosure and the 
distribution of authority and responsibility among company organs.

Clearly, the importance of good corporate governance goes far beyond the interests of shareholders in an 
individual company. Indeed, the central corporate governance principles of transparency and accountability 
are crucial to the integrity and legal credibility of our market system. We already trust corporations to create 
jobs, generate tax revenues, and provide markets with goods and services. Increasingly we make use of private 
sector institutions to manage our savings and secure our retirement income.

Private participation in delivering these services has been proven to work, but it is constantly under 
scrutiny and must remain so. Some private pension funds, for instance, have recently been informing their 
pensioners of the prospect of reduced payments, due to falling stocks. If market risk and cycles were the only 
cause behind these announcements, that would be fi ne. Th e stakeholder public would probably live with that, 
and anyway, the market provides other instruments for customers to invest in, like property or long-term 
bonds. But to the extent that the market’s fall can be traced to scandals and breaches of trust, public support 
wanes and the market becomes unworkable. Th e state’s reputation is also at stake.

Th e concept of corporate governance has been attracting public attention for quite some time. It has been 
fi nding wide acceptance for its relevance and importance to the industry and economy. It contributes not only 
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to the effi  ciency of a business enterprise, but also, to the growth and progress of a country’s  economy (Business.
gov.in, 2013). Progressively, fi rms have voluntarily put in place systems of good corporate  governance for the 
following reasons:

• Several studies in India and abroad have indicated that markets and investors take notice of well- managed 
companies and respond positively to them. Such companies have a system of good corporate governance 
in place, which allows suffi  cient freedom to the board and the management to take decisions towards 
the progress of their companies and to innovate, while remaining within the framework of eff ective 
accountability.

• In today’s globalised world, corporations need to access global pools of capital as well as attract and retain 
the best human capital from various parts of the world. Under such a scenario, unless a corporation 
embraces and demonstrates ethical conduct, it will not be able to succeed.

• Th e credibility off ered by good corporate governance procedures also helps maintain the confi dence of 
investors – both foreign and domestic – to attract more long-term capital. Th is will ultimately induce 
more stable sources of fi nancing.

• A corporation is a congregation of various stakeholders, like customers, employees, investors, vendor 
partners, government, and society. Its growth requires the cooperation of all the stakeholders. Hence, it 
is imperative for a corporation to be fair and transparent to all its stakeholders in all its transactions by 
adhering to the best corporate governance practices.

• Good corporate governance standards add considerable value to the operational performance of a com-
pany by:
– Improving strategic thinking at the top through induction of independent directors who bring in expe-

rience and new ideas;
– Rationalising the management and constant monitoring of risks that a fi rm faces globally;
– Limiting the liability of top management and directors by carefully articulating the decision-making 

process;
– Assuring the integrity of fi nancial reports, etc.
It also has long-term reputational eff ects among key stakeholders, both internally and externally.

• Also, instances of fi nancial crisis have brought the subject of corporate governance to the surface. Th ey 
have shift ed the emphasis on compliance with substance, rather than form, and brought into sharper 
focus the need for intellectual honesty and integrity. Th is is because fi nancial and non-fi nancial disclo-
sures made by any fi rm are only as good and honest as the people behind them.

• Good governance system, demonstrated by adoption of good corporate governance practices, builds con-
fi dence amongst stakeholders as well as prospective stakeholders. Investors are willing to pay higher prices 
to the corporate demonstrating strict adherence to internally accepted norms of corporate governance.

• Eff ective governance reduces perceived risks, consequently reduces cost of capital, and enables board of 
directors to take quick and better decisions that ultimately improves bottom line of the corporate.

• Adoption of good corporate governance practices provides long-term sustenance and strengthens stake-
holders’ relationship.

• A good corporate citizen becomes an icon and enjoys a position of respect.
• Potential stakeholders aspire to enter into relationships with enterprises whose governance credentials 

are exemplary.
• Adoption of good corporate governance practices provides stability and growth to the enterprise.

Eff ectiveness of corporate governance system cannot merely be legislated by law neither can any system 
of corporate governance be static. As competition increases, the environment in which fi rms operate also 
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changes and in such a dynamic environment, the systems of corporate governance also need to evolve. Failure 
to implement good governance procedures has a cost in terms of a signifi cant risk premium when competing 
for scarce capital in today’s public markets.

CORPORATE GOVERNANCE CODE
Corporate governance deals with laws, procedures, practices and implicit rules that determine a company’s 
ability to take managerial decisions vis-à-vis its claimants in particular, its shareholders, creditors, the State, 
and employees. Th ere is a global consensus about the objective of good corporate governance: maximising 
long-term shareholder value. Since shareholders are residual claimants, this objective follows from a premise 
that in well-performing capital and fi nancial markets, whatever maximises shareholder value must necessarily 
maximise corporate value, and best satisfy the claims of creditors, employees, and the State.

For a corporate governance code to have real meaning, it must fi rst focus on listed companies. Th ese are 
fi nanced largely by public money (be it equity or debt) and, hence, need to follow codes that make them more 
accountable and value-oriented to their investing public. Th ere is diversity of opinion regarding benefi ciaries 
of corporate governance. Th e Anglo-American system tends to focus on shareholders and various classes of 
creditors. Continental Europe, Japan, and South Korea believe that companies should also discharge their 
obligations towards employees, local communities, suppliers, ancillary units, and so on. In the fi rst instance, 
it is useful to limit the claimants to shareholders and various types of creditors.

Th ere are two reasons for this preference. Th e corpus of Indian labour laws is strong enough to protect 
the interests of workers in the organised sector, and both employees as well as trade unions are well aware 
of their legal rights. In contrast, there is very little in terms of the implementation of law and of corporate 
practices that protects the rights of creditors and shareholders. Th ere is much to recommend in law, 
procedures, and practices to make companies more attuned to the needs of properly servicing debt and 
equity. If most companies in India appreciate the importance of creditors and shareholders, then we will 
have come a long way.

Irrespective of diff erences between various forms of corporate governance, all recognise that good 
corporate practices must, at the very least, satisfy two sets of claimants: creditors and shareholders. In the 
developed world, company managers must perform to satisfy creditor’s dues because of the disciplining 
device of debt, which carries with it the credible threat of management change via bankruptcy. Analogously, 
managers have to look aft er the right of shareholders to dividends and capital gains because if they do not do 
so over time, they face the real risk of take-over. An economic and legal environment that puts a brake on the 
threat of bankruptcy and prevents take-overs is a sure-shot recipe for systematic corporate mis-governance.

PROMOTING GOOD CORPORATE GOVERNANCE
Corporations are the prominent players in global markets. Th ey are mainly responsible for generating major-
ity of economic activities in the world, ranging from goods and services to capital and resources. Th e essence 
of corporate governance is in promoting and maintaining integrity, transparency, and accountability in the 
management of the company as well as in manifestation of the values, principles, and policies of a corporation 
(Business.gov.in, 2013).

Many eff orts are being made, both at the Centre and the state level in India, to promote adoption of good 
corporate governance practices, which are the integral elements for doing and managing business. However, 
the concepts and principles of good governance are still not clearly known to the Indian business set-up.
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Hence, there is greater need to increase awareness among entrepreneurs about various aspects of corpo-
rate governance. Th ere are some areas that need special attention, namely:

• Quality of audit, which is at the root of eff ective corporate governance;
• Role of board of directors as well as accountability of the CEOs and CFOs;
• Quality and eff ectiveness of the legal, administrative, and regulatory framework; etc.

Th at is, it is necessary to provide the corporate with the desired level of comfort in compliance with the 
code, principles, and requirements of corporate governance; as well as provide relevant information to all 
stakeholders regarding the performance, policies, and procedures of the company in a transparent manner. 
Th ere should be proper fi nancial and non-fi nancial disclosures by the companies, such as, about remunera-
tion package, fi nancial reporting, auditing, internal controls, etc.

SUMMARY
• Corporate governance represents the value framework, the ethical framework, and the moral framework 

under which business decisions are taken.
• Corporate governance principles of transparency and accountability are crucial to the integrity and legal 

credibility of our market system.
• Corporate governance calls for three factors: Transparency in decision-making; Accountability 

that follows from transparency so that responsibilities could be fi xed easily for actions taken or not 
taken, and accountability is for safeguarding the interests of the stakeholders and the investors in the 
organisation.

• Corporate governance codes are only a guideline. Eff ective corporate governance depends upon the com-
mitment of the people in the organisation.

• Th e key to good corporate governance is a well-functioning board of directors. Th e board should have 
a core group of excellent, professionally acclaimed non-executive directors who understand their dual 
role: of appreciating the issues put forward by management, and of honestly discharging their fi duciary 
responsibilities towards the company’s shareholders as well as creditors.

KEY WORDS
Accountability
Corporate governance
Desirable disclosures
Dominant shareholder

Fairness
Foreign direct investment
Investor confi dence
Responsibility

Shareholder value
Trust
Transparency

REVISION QUESTIONS
 1. What is corporate governance? What are its objectives?
 2. Discuss the basic principles of corporate governance.
 3. What are the benefi ts of following good corporate governance practices?
 4. Comment: ‘Implementation of corporate governance is dependent upon laying down explicit codes, 

which enterprises and organisations are supposed to observe.’
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Th ere are three aspects of ‘corporate governance’ that need attention when looking at the same in India. 
Firstly, there is no clear model of ‘corporate governance’ at the global level that can be replicated directly; it 
cannot be said that one model is better than others. Th erefore, there is no direct solution for implementing 
one form of corporate governance for Indian companies.

Second, in the given global scenario, it is diffi  cult for Indian companies to ignore good corporate gover-
nance practices. All companies doing business with Indian companies and also the investors would demand 
better disclosure, more transparency, and better corporate environment.

Th ird, there is more to corporate governance than just adhering to company law. One cannot make provi-
sions for fi nancial and managerial disclosure, the responsibility of the board of directors and their fi duciary 
responsibilities towards shareholders, and sharing of information at the board level. One cannot legislate 
for commitment to transparency. Th ese types of corporate behaviour evolve over time within the framework 
of law.

ISSUES IN CORPORATE GOVERNANCE
Over the last two decades, the issues of corporate governance are being debated in the United States and 
Europe. Corporate governance in the US and UK focuses on the role of the board as a bridge between the 
owners and the management (Salmon, 1993; Pound, 1993). In these countries, ownership and management 
have become widely separated. Th ose who own the company are unable to exercise eff ective control over the 
board. Th e board management has become self-perpetuating.

Learning Objectives

• This chapter specifically deals with issues in corporate governance in India. It gives in detail the 
issues of corporate governance in India, recommendations of Confederation of Indian Industry 
for private sector, and code of conduct and ethics for public sector undertakings. The chapter 
also gives a summary of various committees on corporate governance: Kumar Mangalam Birla 
Committee, Narayana Murthy Committee, Naresh Chandra Committee, and Ganguly Committee.

• The chapter also discusses the advantages of corporate governance ratings and emphasises how 
good corporate governance can influence the flow of FDI in India.

M13_Ethical Management_C13.indd   183M13_Ethical Management_C13.indd   183 5/10/2013   4:00:58 PM5/10/2013   4:00:58 PM



184 �  Ethical Management

Th e close relationship between fi nancial institutions and the Indian corporate sector is undergoing a 
change. Pubic fi nancial institutions are now going to the capital market to meet their capital needs and in the 
process, they are acquiring a large body or vigilant individual shareholders. Foreign institutional investors are 
also acquiring a signifi cant stake in the Indian fi nancial system. Th e fi nancial sector is now realising the need 
for much greater accountability to its shareholders and this, more than anything else, is bringing a change in 
the attitude of fi nancial institutions towards recalcitrant borrowers.

According to Vaghul, one of the signifi cant features of economic reforms is the change that is taking 
place in the government-corporate relationship. Th e government has so far played the role of manager in the 
corporate sector. While in the East Asian models, this role has become transformed into that of a ‘coach’ for 
a variety of reasons, this is unlikely to occur in India. On the other hand, there is greater likelihood of India 
moving towards the Anglo-American model, with the government emerging as a ‘referee’. In large measure, 
this would be close to the pattern of the political and bureaucratic system that emerged during the last four 
decades. To what extent this will inhibit India from emulating the East Asian pattern of growth remains to
be seen. (Vaghul, 1997)

Corporate governance did not receive much attention in the initial phase of the post-1991 reform 
period in India. Th is may be because there had been steady improvements in laws relating to rules-based 
governance, given that India had inherited a rules-based system from the British rulers. For instance, the 
quality of fi nancial and non-fi nancial disclosures, mandated by law, is stronger in India than most developing 
countries and a number of developed European countries (World Bank, 2000, pp. 93–95). But there were 
a number of developments with regard to the fi nancial sector, which led to increased competitiveness and 
improved corporate behaviour. India, in the post-reform period, has allowed the entry of private mutual funds 
and private banks (Government of India Economic Survey, 2000–2001, p. 59). Following are the key issues in 
corporate governance in India:

1. Is Indian Management Committed to Corporate Governance? 
Th is is an important question every corporate in India needs to answer. Does the Indian management really 
believe in corporate governance? Th ere has to be total commitment on part of the top management to have 
integrity and transparency in business.

2. Legal and Administrative Framework
According to Vittal, the legal and the administrative framework created by the government is the second 
major issue. If public governance is weak, we cannot have good corporate governance (Vittal, 2002).

Th ere are two specifi c areas where progress has not occurred. Th ese are in the areas of liquidation 
and bankruptcy and in delays in the resolution of outstanding cases with SEBI and the courts. Against this 
improved capital, adequacy standards and prudential supervision has led to reduced systemic risk within the 
fi nancial sector.

Insider trading is another major legal issue. Th e possibilities of insider training in the build up towards 
large mergers between group companies have oft en been speculated upon. Th ere have been instances of SEBI’s 
intervention in such cases.

3. The Issue of Dominant Shareholder
Ram Varma (1997) argues that corporate governance problems in India are very diff erent from the 
governance issues in the US or the UK. In those countries, the issue is essentially that of disciplining 
the management that has ceased to be eff ectively accountable to the owners. Th e problem in the Indian 
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corporate sector (be it the public sector, the multinationals, or the private sector) is that of disciplining the 
dominant shareholders and protecting the minority shareholders. Th ere are three categories of dominant 
shareholders in India:

 1. Public sector units where the government is the dominant shareholder
 2. Multinational companies where the foreign parent is the dominant shareholder
 3. Indian business groups where the promoters with large minority stakes are the dominant shareholders

Th e board is totally irrelevant in case of public sector units. Th e board in India has no role to play in any 
of the areas where the US and UK reformers have sought to strengthen the board’s contribution. Th ese boards 
have no role in appointment or dismissal of the CEO. Similarly, on audit side, the audit committee cannot 
do anything about the dominant role of the Comptroller and Auditor General.

Multinational corporations have more than one joint venture or subsidiaries (100 per cent or partly 
owned). Th ere have been allegations that the most profi table brands and businesses have been transferred 
from partly owned to fully owned subsidiaries. Th is implies a large loss to minority shareholders.

In case of Indian business groups, the concept of dominant shareholder is more amorphous because of 
two reasons. First, the promoter’s shareholding is spread across to a network of friends and relatives. Second, 
a large chunk of shares are held by state-owned fi nancial institutions that play a passive role. In many cases, 
where the business group has many companies, mergers and restructuring is biased in favour of one or 
the other.

Th ere are two forces that can solve corporate governance issues – the regulator and the capital market. 
Regulators can facilitate the process by measures such as:

• Enhancing the scope, frequency, quality, and reliability of information disclosures;
• Promoting an effi  cient market for corporate control;
• Restructuring or privatising the large public sector institutional investors; and
• Reforming bankruptcy and related laws.

HISTORY OF CORPORATE GOVERNANCE IN INDIA
Corporate governance in India is evident from the various legal and regulatory frameworks and committees 
set up relating to corporate functioning comprising the following:

• Companies Act, 1956
• Monopolies and Restrictive Trade Practices Act, 1969 (replaced by new Competition Law)
• Foreign Exchange Management Act, 2000
• Securities and Exchange Board of India Act, 1992
• Securities Contract Regulation Act, 1956
• Th e Depositories Act, 1996
• Arbitration and Conciliation Act, 1996
• SEBI Code on Corporate Governance
• CII Code of Desirable Corporate Governance (1998)
• UTI Code of Governance (1999)
• Kumar Mangalam Birla Committee on Corporate Governance (2000)
• Naresh Chandra Committee (2002)
• Ganguly Committee Report (2002)
• N R Narayana Murthy Committee (SEBI 2003)
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One of the sweeping changes in Indian legislation was the introduction of Clause 49 of the Standard 
Listing Agreement by SEBI incorporating most suggestions of the Kumar Mangalam Birla Committee’s 
report. Th is was followed by the constitution of N R Narayana Murthy Committee by SEBI in 2002 to further 
analyse Clause 49 of the standard listing agreement that has been amended with the recommendations of the 
committee’s report.

Implementation of corporate governance has depended upon laying down explicit codes, which enter-
prises and the organisations are supposed to observe. Th e Cadbury’s code In United Kingdom was the starting 
point, which led to a number of other codes. In India, we have the Kumar Mangalam Birla code as a result of 
the committee headed by him at the behest of SEBI. We also have the Confederation of Indian Industry (CII) 
code for corporate governance recommended by the committee headed by Rahul Bajaj. Th e codes, however, 
can only be a guideline. Ultimately, eff ective corporate governance depends upon the commitment of the 
people in the organisation.

CII Code of Corporate Governance (1998)
Th e CII report on corporate governance constitutes a code of corporate governance and goes beyond the 
duty of boards and non-executive directors. Th is code of corporate governance is a fairly substantive and 
radical code.

Board of Directors
Th e key to good corporate governance is a well functioning, informed board of directors. Th e board should 
have a core group of excellent, professionally acclaimed non-executive directors who understand their dual 
role: of appreciating the issues put forward by management, and of honestly discharging their fi duciary 
responsibilities towards the company’s shareholders as well as creditors. Th ere are eight recommendations on 
the role of board of directors in the report.

• Th e report says that there is no need to adopt the German system of two-tier boards to ensure desirable 
corporate governance. A single board, if it performs well, can maximise long-term shareholder value just 
as well as a two- or multi-tiered board. However, the report recommends that the full board should meet 
a minimum of six times a year, preferably at an interval of two months, and each meeting should have 
agenda items that require at least half a day’s discussion.

• Another recommendation deals with the appointment of professionally competent and acclaimed non-
executive directors. Th e report says that all listed companies with a turnover of ̀  100 crore and above should 
have at least 30 per cent such members of the board if the chairman of the company is a non-executive 
director or at least 50 per cent of the board if the chairman and managing director is the same person.

• Further, the report says that no single person should hold directorships in more than 10 companies. 
Th is ceiling excludes directorships in subsidiaries (where the group has over 50 per cent equity stake) or 
associate companies (where the group has over 25 per cent but no more than 50 per cent equity stake).

For Eff ective Role of Non-Executive Directors: For non-executive directors to play an important role in 
maximising long-term shareholder value:

• Th ey need to become active participants in boards, not passive advisors
• Have clearly defi ned responsibilities within the board
• Know how to read a balance sheet, profi t and loss account, cash fl ow statements and fi nancial ratios and 

have some knowledge of various company laws. Th is excludes those who are invited to join boards as 
experts in other fi elds such as science and technology
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• To have a better involvement of non-executive directors, companies should pay a commission over and 
above the sitting fees for the use of professional inputs or off er stock options, so as to relate rewards to 
performance.

Th ese recommendations, regarding non-executive directors, can be easily achieved without the  necessity of 
any formalised remuneration committee of the board. To ensure that non-executive directors properly discharge 
their fi duciary obligations, it is, however, necessary to give a record of their attendance to the shareholders.

Re-appointment of Members of the Board
While re-appointing members of the board, companies should give the attendance record of the concerned 
directors. If a director has not been present (absent with or without leave) for 50 per cent or more meetings, 
this should be explicitly stated in the resolution that is put to vote. As a general practice, one should not 
re-appoint any non-executive director who has not had the time to attend even half the meetings.

Information to the Board
Key information must be presented to the board. Such information includes annual operating plans and 
budgets, together with up-dated long-term plans, quarterly results for the company as a whole and its 
operating divisions or business segments, internal audit reports, including cases of theft  and dishonesty of a 
material nature.

Information regarding fatal or serious accidents, dangerous occurrences, and any effl  uent or pollution prob-
lems, default in payment of interest, or non-payment of the principal on any public deposit, and/or to any secured 
creditor or fi nancial institution, defaults such as non-payment of inter-corporate deposits by or to the company, 
or materially substantial non-payment for goods sold by the company should also be provided to the board.

Other important information includes:

• Any issue that involves possible public or product liability claims of a substantial nature, including any 
judgement or order that may have either passed strictures on the conduct of the company, or taken an 
adverse view regarding another enterprise that can have negative implications for the company.

• Details of any joint venture or collaboration agreement.
• Transactions that involve substantial payment towards goodwill, brand equity, or intellectual property.
• Recruitment and remuneration of senior offi  cers just below the board level, including appointment or 

removal of the chief fi nancial offi  cer and the company secretary.
• Labour problems and their proposed solutions.
• Quarterly details of foreign exchange exposure and the steps taken by the management to limit the risks 

of adverse exchange rate movement.

Audit Committees
Listed companies with either a turnover of over ` 100 crore or a paid-up capital of ` 20 crore should set up 
audit committees. Audit committees should consist of at least three members, all drawn from the company’s 
non-executive directors, who should have adequate knowledge of fi nance, accounts, and basic elements of 
company law.

Audit committees should assist the board in fulfi lling its functions relating to corporate accounting and 
reporting practices, fi nancial and accounting controls, and fi nancial statements and proposals that accom-
pany the public issue of any security and thus, provide eff ective supervision of the fi nancial reporting process.

Audit committees should periodically interact with the statutory auditors and the internal auditors to 
ascertain the quality and veracity of the company’s accounts as well as the capability of the auditors themselves.
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Desirable Disclosure
Th e Working Group on the Companies Act has recommended many fi nancial as well as non-fi nancial 
 disclosures. Such disclosures include comprehensive report on the relatives of directors – either as employees 
or as board members – to be an integral part of the directors’ report of all listed companies. Companies have 
to maintain a register that discloses interests of directors in any contract or arrangement of the company. Th e 
existence of such a register and the fact that it is open for inspection by any shareholder of the company should 
be explicitly stated in the notice of the AGM of all listed companies.

Financial disclosures recommended by the Working Group on the Companies Act includes a tabular 
form containing details of each director’s remuneration and commission should form a part of the directors’ 
report, in addition to the usual practice of having it as a note to the profi t and loss account. Costs incurred, if 
any, in using the services of a group resource company must be clearly and separately disclosed in the fi nancial 
statement of the user company.

It should be noted that greater the quality of disclosure, the more loyal are a company’s shareholders.

Additional Shareholder’s Information
Under ‘Additional Shareholder’s Information’, listed public companies should give data on high and low 
monthly averages of share prices in all the stock exchanges where the company is listed for the reporting 
year. Th ere should be statement on value added, which is the total income minus the cost of all intermediate 
inputs and administrative expenses. Th ere should also be greater detail on business segments or divisions, up 
to 5 per cent of turnover, giving share in sales revenue, share in contribution, review of operations, analysis of 
markets, and future prospects.

Creditors’ Rights
Th e CII report recommends that insofar as creditors are not shareholders, and so long as their dues are being 
paid in time, they should desist from demanding a seat on the board of directors. Th is is an important point 
in the Indian context. Almost all term loans from FIs carry a covenant that it will be represented on the board 
of the debtor company via a nominee director.

Kumar Mangalam Birla Committee (1999)
Th is report is the fi rst formal and comprehensive attempt to evolve a ‘Code of Corporate Governance’, in 
Indian companies. Th e primary objective of the committee was to view corporate governance from the per-
spective of investors and shareholders and to prepare a ‘Code’ to suit the Indian corporate environment.

Th e committee identifi ed that the shareholders, the board of directors, and the management are the three 
key constituents of corporate governance. Th e committee looked at their roles and responsibilities as also their 
rights in the context of good corporate governance.

Th e committee divided the recommendations into two categories, namely, mandatory and non-mandatory. 
Th e recommendations that are absolutely essential for corporate governance were classifi ed as mandatory. 
Others, which are either desirable or which may require change of laws, were classifi ed as non-mandatory.

Mandatory Recommendations
• Applies to listed companies with paid up capital of ` 3 crore and above
• Deals with composition of board of directors and gives optimum combination of executive and non-

executive directors
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• Th e composition of audit committee – with three independent directors, of whom one has fi nancial and 
accounting knowledge

• Remuneration committee
• Board procedures and meetings schedule – at least four meetings of the board in a year with maximum 

gap of four months between two meetings
• Management discussion and analysis report covering industry structure, opportunities, threats, risks, 

outlook, and internal control system
• Information sharing with shareholders

Non-Mandatory Recommendations
• Role of chairman
• Remuneration committee of board
• Shareholders’ right to receive half-yearly fi nancial performance postal ballot covering critical matters like 

alteration in memorandum, etc.
• Sale of whole or substantial part of the undertaking
• Corporate restructuring
• Further issue of capital
• Venturing into new businesses

Th e Committee recognised that complying with the recommendations would involve restructuring the 
existing boards of the companies. It also recognised that some companies, especially the smaller ones, may 
have diffi  culty in immediately complying with these conditions.

Naresh Chandra Committee (2002)
Th e Department of Company Aff airs in the Ministry of Finance on 21 August 2002, appointed Naresh Chandra 
Committee to examine various corporate governance issues and to recommend changes in the diverse areas 
involving the audit or client relationships and the role of independent directors.

Th e Committee submitted its report on 23 December 2002. Naresh Chandra Committee recommenda-
tions relate to:

• Th e auditor-company relationship and the role of auditors
• Matters of disclosure of contingent liabilities
• CEO/CFO certifi cation
• Defi nition of independent director
• Independence of audit committee
• Independent director exemptions

Narayana Murthy Committee on Corporate Governance
SEBI constituted N R Narayana Murthy (Financial Express, 2003) to:

• Review the performance of corporate governance; and
• Determine the role of companies in responding to rumours and other price sensitive information circu-

lating in the market in order to enhance the transparency and integrity of the market.
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Th e Committee’s report is a relatively short document. Th e Committee has focused on enhancing the role 
of audit committees and has made two very important mandatory recommendations:

 1. It has been recommended that audit committees of publicly listed companies should mandatorily review 
certain information including fi nancial statements, draft  audit report (including quarterly/half-yearly 
fi nancial information), management discussion and analysis of fi nancial condition, reports relating to 
compliance with laws and to risk management, records of related party transactions, etc.

 2. Another very signifi cant mandatory recommendation is that all audit committee members should be 
‘fi nancially literate’, with at least one member having accounting or related fi nancial management 
expertise. Th e term ‘fi nancially literate’ has been explained to mean the ability to read and understand 
basic fi nancial statements, i.e., balance sheet, profi t and loss account, and statement of cash fl ows. Th e 
Committee has provided for the qualifi cations or circumstances that can be considered while ascer-
taining whether a member of the audit committee has accounting or related fi nancial management 
expertise.

Audit Report
Th e Committee lays greater stress on the role of audit reports and audit qualifi cations. It has made a man-
datory recommendation that in case a company has followed a treatment diff erent from that prescribed 
in an accounting standard, it is for the management to justify the need for such alternative treatment. Th e 
Committee requires the management to clearly explain the alternative accounting treatment in the footnotes 
to the fi nancial statements. Th erefore, managements will have to take responsibility of their decision to make 
changes in accounting norms.

Related Party Transactions
Th e Committee has made a mandatory recommendation on related party transactions. It says that a 
statement of all transactions with related parties should be placed before the audit committee for formal 
approval/ratifi cation. Th e recommendation also states that, if any transaction is not on an arm’s length basis, 
management should provide the explanation to the audit committee justifying the same.

Risk Management
Th e Committee has made a mandatory recommendation regarding risk management. It says that compa-
nies should have certain procedures in place so as to inform the board members about risk assessment and 
risk minimisation procedures. Th e Committee expects the boards to periodically review the procedures so 
as to ensure that executive management controls risk through means of a properly defi ned framework. Th e 
Committee has also recommended that the management should place a report before the entire board of 
directors every quarter documenting the business risks faced by the company, measures to address and mini-
mise such risks, and any limitations to the risk taking capacity of the corporation. Th is document should be 
formally approved.

Training of Board Members
Th is is a non-mandatory recommendation. It says that companies should be encouraged to train their board 
members in the business model of the company as well as the risk profi le of the business parameters of the 
company. In addition, the directors should also be trained in respect of the responsibilities as directors and 
the best ways to discharge them.
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Clause 49 of the Listing Agreement
Clause 49 of the Listing Agreement deals with corporate governance norms that a listed entity should follow. 
Th is was fi rst introduced in the Financial Year 2000–01 based on recommendations of Kumar Mangalam 
Birla committee. Later, the Narayan Murthy committee set up by SEBI evaluated the adequacy of the existing 
practices. Areas where major changes were made include:

• Independence of directors
• Whistleblower policy
• Performance evaluation of non-executive directors
• Mandatory training of non-executive directors, etc.

Failure to comply with Clause 49 (corporate governance) of SEBI’s listing agreement is punishable with 
imprisonment of up to 10 years or a fi ne of up to ` 25 crore or both. Besides, stock exchanges can suspend 
the dealing/trading of securities. With over 6,000 listed companies, monitoring and enforcement are signifi -
cant challenges in the immediate term. While SEBI’s ultimate sanction in cases of serial non-compliance is 
delisting, this is unpopular as delisting penalises the non-controlling dispersed shareholders and closes their 
exit options. Hence, SEBI has tended to enforce the recommendations through dialogue and in some cases, 
monetary penalties.

CORPORATE GOVERNANCE UNDER COMPANIES ACT, 1956
Th e Companies Act, 1956 is the central legislation in India that empowers the Central Government to regu-
late the formation, fi nancing, functioning, and winding up of companies. It applies to the whole of India and 
to all types of companies. Th e Companies Act, 1956 has elaborate provisions relating to the governance of 
companies, which deals with management and administration of companies. It contains special provisions 
with respect to accounts and audit, director’s remuneration, other fi nancial and non-fi nancial disclosures, 
corporate democracy, prevention of mismanagement, etc.

Ganguly Committee Report
A S Ganguly Committee report has tackled the issues of ethics, transparency, and corporate governance. It 
has focused on more fundamental issues like the supervisory role of boards of banks and fi nancial institu-
tions and functioning of the boards vis-à-vis compliance, transparency, disclosures, audit committees, etc. 
A governance framework must include eff ective systems of control and accountability, and above all, respon-
sible attitudes on the part of those handling public money.

It is important that the drive to provide improved services at reduced costs should be maintained and that 
this drive should not be stifl ed. At such time, it is even more essential to maintain honesty in the spending of 
public money and to ensure that the traditional public sector values are not neglected in the eff ort to maximise 
economy and effi  ciency.

Th e Committee recommends that boards should be more professional by inducting technical and spe-
cially qualifi ed personnel. Th ere should be a blend of ‘historical skill’ set and ‘new skill’ set, i.e., skills such 
as marketing, technology and systems, risk management, strategic planning, treasury operations, and credit 
recovery.

Directors should fulfi ll certain ‘fi t and proper’ norms, viz., formal qualifi cation, experience, and track 
record. To ensure this, companies could call upon the candidates for directorship to furnish necessary 
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information by way of self-declaration and verifi cation reports from market. Th e Ganguly Committee has 
suggested the formation of the following committees of the board, in addition to the nomination committee:

• Audit Committee
• Shareholders Redressal Committee
• Supervisory Committee
• Risk Management Committee

CORPORATE GOVERNANCE RATING
Securities and Exchange Board of India has initiated some discussion on credit rating of corporate gover-
nance of Indian companies (Singh, 2013). It is diffi  cult to measure and monitor the adherence to norms by 
 companies. But if it is accepted, then all listed companies in India will have to mandatorily get rated by a rating 
agency on corporate governance.

Credit rating agency ICRA says the ultimate objective of corporate governance is to create and maximise 
shareholder value. Th erefore, ICRA focuses on factors that are within the company's control, and which, in 
ICRA’s opinion, impact the shareholder value that a company is able to generate in the long run.

CARE’s Corporate Governance Rating (CGR) is an opinion on the relative standing of an entity with 
regard to adoption of corporate governance practices. It provides information to stakeholders as to the level 
of corporate governance practices of the entity. CARE, under the CGR exercise, assesses seven key parameters 
identifi ed as under:

 1. Board composition and functioning
 2. Ownership structure
 3. Organisation structure and management information system
 4. Shareholder relationship
 5. Disclosure and transparency
 6. Financial prudence
 7. Statutory and regulatory compliance

CGR would enable corporate entities to obtain an independent and credible assessment of the quality and 
extent of their corporate governance on a sustainable basis. Consequently, investors and other stakeholders 
get benefi ted as they are able to diff erentiate companies based on the degree of corporate governance.

CRISIL GVC (Governance and Value Creation) Ratings assess corporate governance practices at a com-
pany with respect to their impact on all stakeholders who deal with the company, such as employees, suppli-
ers, shareholders, lenders, and society.

CRISIL’s analysed some corporate failures that revealed that these failures can be largely attributed to 
shortcomings in corporate governance practices. Th e broad areas of failure are:

• Accounting frauds carried out in collusion with statutory auditors
• Lack of independence of the board with board members having signifi cant fi nancial linkages with the 

companies
• Insider trading
• Disproportionate compensation paid to executive board members and senior management
• Fiduciary failure by the board to exercise care and diligence in approving proposals, even though all the 

information was provided by the management
• Weak internal control mechanisms and lack of supervision.
• Corporate governance has thus become a critical area of focus for various market participants and 

stakeholders.
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EFFECT ON FOREIGN DIRECT INVESTMENT
Th e position of India has been somewhat marginal in international business discussions. Quite apart from 
the sheer size of its population, India has Asia’s second largest middle class aft er Japan. But since 1991, 
India’s  economic policies have become more oriented towards globalisation, liberalisation, and  privatisation. 
Certainly, there is a great deal more foreign interest in India, e.g., the recent entry of German, Korean, Japanese, 
and US car manufacturers. Nevertheless, India has been and remains a comparative outsider in international 
economic and business aff airs and consequently, has featured less in the strategic horizons of Western and 
East Asian corporations, though this is changing now.

In this context, it is useful to note that foreign investment can be defi ned as the acquisition by govern-
ments, institutions, or individuals in one country of assets in another. Foreign investment covers both direct 
investment (FDI) and portfolio investment and includes public authorities, private fi rms, and individuals. For 
a country in which savings are insuffi  cient, relative to the potential demand for investment, foreign capital can 
be a fruitful means of stimulating rapid growth.

In addition, direct investment may be a means of fi nancing a balance of payments defi cit. Direct invest-
ment oft en involves the setting up of subsidiary companies for the domestic production of goods, which 
previously were imported from the parent company (Bannock et al., 1998). External capital fl ows to devel-
oping countries have undergone fundamental changes during the past three decades. More recently, rapid 
liberalisation of fi nancial markets and privatisation of economic activity in developing countries have infl u-
enced them. Th e private sector has become the principal borrower in international capital markets and 
recipient of other private fi nancial fl ows.

Direct investment is oft en referred to as foreign direct investment (FDI). FDI infl ows have increased in 
importance during the 1990s, becoming the single most important component of total capital fl ows to devel-
oping countries. FDI not only adds to external fi nancial resources for development but is also more stable than 
other types of fl ows. FDI is typically based on a longer-term view of the market, the growth potential, and the 
structural characteristics of recipient countries. FDI is generally preferred by the host country to portfolio 
investment. FDI and the policies concerning it have a preponderant role as the engine of growth because of 
diff usion of technology. FDI can contribute to technological upgrading in two ways: if it embodies a higher 
level of technology than domestic investment, it makes a direct contribution by raising the overall technologi-
cal level of the host country; and it can also make an indirect contribution through positive externalities that 
benefi t local enterprises.

India has some unique advantages, besides its size, that could help attract foreign direct investment (FDI) 
to the manufacturing sector. Th ese include:

• English is a working language, which can involve considerable saving of time and money for foreign 
investors since neither written nor oral instructions, have to be translated, technical materials can be eas-
ily adapted and used, and managers from the parent company can quickly begin to work locally;

• Th e legal system, although slow, is well established with a tradition for fairness;
• Th ere is a strong engineering base, and although machinery and equipment may be obsolete, the basic 

engineering infrastructure to adapt and use new technologies already exists; and
• Th ere is a large reservoir of educated, skilled human resources, and since labour laws and unions do not 

extend to professionals, salaries of engineers, managers, and technical staff  are relatively low. (Chakwin 
and Hamid, 1997)

India has a well-developed corporate regulatory and governance system in place. Th is is being steadily 
upgraded and improved. It also has well developed checks and balances in place to prevent multinationals 
from obtaining excessive advantages through FDIs. Th e entry of private banking and private mutual funds 
and Foreign Institutional Investors (FIIs) has increased competition, as well as monitoring of the corporate 
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sector. Th ey have also forced government-owned fi nancial institutions to lift  their performance or lose market 
share. When purchasing power really improves, there will be immense business opportunities in India. Th is 
is also true of the power sector, and it is going to be true of roads, ports, airports, and other infrastructure 
(Vaghul, 1997).

India is going to provide great economic opportunities for the rest of the world. When the developed 
economies will experience a growth plateau, the stimulus for growth in the world economy is going to come 
only from certain regions. India and China are the two large countries, which will off er part of this stimulus. 
India’s reforms therefore, will be dictated by requirements for cross-border investment, which is critical for 
economic development (Vaghul, 1997).

SUMMARY
• One of the major problems of corporate governance in India (be it the public sector, the multinationals 

or Indian private sector) is that of disciplining the dominant shareholder and protecting the minority 
shareholders.

• Th e key to good corporate governance is a well functioning board of directors. Th e board should have a 
core group of excellent, professionally acclaimed non-executive directors who understand their dual role: 
of appreciating the issues put forward by the management, and of honestly discharging their fi duciary 
responsibilities towards the company’s shareholders as well as creditors.

• Th e CII report constitutes a code of corporate governance; and it consciously goes beyond the duty of 
boards and non-executive directors.

• Th e report of the Consultative Group of Directors of Banks/Financial Institutions – chaired by 
A S Ganguly – has tackled the issues of ethics, transparency, and corporate governance in banks and 
fi nancial institutions and functioning of the boards vis-à-vis compliance, transparency, disclosures, audit 
committees, etc.

• To bring in better corporate governance in the public sector, introduction and strict observance of the 
code is necessary.

• Credit rating of corporate governance is a highly unusual concept for India, which the Securities and 
Exchange Board of India has brought on to the table in its consultation paper on the subject.

KEY WORDS
Audit committee
Board of directors
Capital market issues
Corporate governance

Creditors’ rights
Desirable disclosures
Dominant shareholder
Foreign direct investment

Independent directors
Legal and administrative 
 framework
Risk management

REVISION QUESTIONS
 1. Describe the developments in corporate governance in India since Independence.
 2. Discuss the recommendations of Confederation of Indian Industry on corporate governance.
 3. Comment: ‘Th e governance issue in the US or the UK is essentially that of disciplining the management 

that has ceased to be eff ectively accountable to the owners. Th e problem in the Indian corporate sector 
(be it the public sector, the multinationals or the private sector) is that of disciplining the dominant 
shareholder.’

 4. N Vittal suggested a code of corporate governance for Indian public sector undertakings. Discuss his 
recommendations and the rationale behind it.
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 5. What do we understand by the term Foreign Direct Investment? What are the issues of corporate 
governance infl uencing FDI?

 6. Write short notes on:
a. Kumar Mangalam Birla Committee on corporate governance
b. Narayana Murthy Committee on corporate governance
c. Naresh Chandra Committee on corporate governance
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Th ere have been many examples of failures of corporate governance in the recent past. Th ese failures have 
resulted in loss of investor confi dence. Th ere are some examples of such failures that have played key roles in 
focussing attention on corporate governance issues (Maier, 2005).

Th e fi rst such case is that of Maxwell Corporation in 1991. Th is has been described as one of greatest 
failure of corporate governance. Th e Maxwell group comprised two publicly quoted companies – Maxwell 
Communication Corporation and Mirror Group Newspapers. Th ere was heavy borrowing to fi nance the 
expansion of its publishing and media business which led to high levels of debt (Financial Times, 1996). 
Investigations showed a number of corporate governance defi ciencies. Robert Maxwell held both the posi-
tions of chief executive and chairman, resulting in the concentration of power. Th is was one of the reasons 
for fraudulent activities in the group. Th ere were questions raised about the eff ectiveness of the non-executive 
directors and pension trustees.

Th e second most famous case is that of Enron, operating in the energy market, in 2001. Enron was 
ranked in the Fortune Top 10 companies based on its turnover. When the company was declared bankrupt, it 
became instrumental in the collapse of Arthur Anderson, a global accounting fi rm. Enron created a series of 
‘special purpose entities’ (SPEs) to increase its earnings. Th ese SPEs were also used to conceal its debts from 
the market (Economist, 2002). Th e investigation into the scandal focussed on the role of the auditors and their 
failure to ask questions of the directors. Th e lessons from this ignoring of corporate governance highlighted 
the need for directors to act with honesty and integrity. It also established the need for non-executive directors 
to keep an eye on the decisions of executive directors. Just aft er this scandal, the US government implemented 
corporate governance reforms. Th ere were also revisions in the New York Stock Exchange’s (NYSE) listing 
requirements. Another fallout is that the companies are now required to have an audit committee made up of 
independent directors.

Learning Objectives

• The current global financial crisis has reemphasised the importance of corporate governance. 
Board of directors need to provide information to its stakeholders for transparency. Governments 
and regulators have introduced stronger legislation and regulations to prevent deceitful accounting 
practices. This is the only way to restore investor confidence in business.

• This chapter discusses the global legislative and regulatory measures of corporate governance. 
There are different types of corporate governance practices across the globe. This chapter also 
compares these corporate governance practices.
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Just aft er Enron, there was a similar scandal in Europe. Parmalat, one of Italy’s largest publicly quoted 
companies, was declared insolvent in December 2003. Here also, auditors failed to detect fraud (Economist, 
2004). Forged documents were discovered that showed cash holdings at a non-existent subsidiary, Bonalat. 
Th is failure of corporate governance also indicated the role of the auditor and the need for an eff ective 
 system. Employees of the company were suspecting some wrong-doing but no one raised the alarm. Th ere 
were  questions about the company’s board and ownership structure. Calisto Tanzi owned 51 per cent of the 
 company and held the role of both chairman and chief executive offi  cer. Many family members were named 
as independent directors.

Governments and regulators introduced stronger legislation and regulations to prevent similar incidents 
in the future. Some countries already had legislation and codes to address corporate governance issues. Some 
of the key developments in this regards are discussed here. Th ese developments have infl uenced corporate 
governance codes globally.

CADBURY REPORT
Cadbury Committee was set up by the Financial Reporting Council, the London Stock Exchange, and profes-
sionals from accountancy. Th e Cadbury Committee’s belief was that compliance with a voluntary code along 
with disclosure norms would be more eff ective.

Th e Cadbury Committee recommended that:

• Th ere should be a clear division of responsibilities at the top. Th at is, the post of chairman and chief 
executive should not be combined. It also laid emphasis on independent members in the board.

• Th ere should be majority of outside directors.
• Remuneration committee should have a majority of independent directors.
• Th ere should be an audit committee with at least three non-executive directors.

London Stock Exchange asked for compliance of these requirements. Companies were required to submit 
compliance reports.

Greenbury (1995) and Hampel (1998) Committees took the recommendations forward by examining 
directors’ remuneration and implementation of code. Th e Combined Code operates on the ‘comply or explain’ 
principle.

SARBANES-OXLEY ACT
Th e Accounting Industry Reform Act 2002 is widely known as the Sarbanes-Oxley Act (2002). Its objective 
was to protect investors by improving the accuracy and reliability of corporate disclosures. Th e Act applies 
to US public companies and their global subsidiaries. From June 2005, it also applies to any foreign company 
whose shares are traded on the US stock exchange and those who are in the process of such a listing.

Th e Sarbanes-Oxley Act is about disclosure and risk management. Under the Act, the CEO and CFO 
must certify that company accounts and other fi nancial statements fairly represent their fi rm’s fi nancial posi-
tion. In addition, the company’s management must state annually that they are responsible for fi nancial con-
trol within their company, have assessed the eff ectiveness of their internal systems and processes for fi nancial 
control, and have confi rmed their operation in practice.

Th e main impact of the Act is in the areas of fi nancial accounting and reporting. Th e Act changes the way 
companies audit and report their fi nancial data to investors and regulators.
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OECD PRINCIPLES OF CORPORATE GOVERNANCE
Th e Organisation for Economic Cooperation and Developments (OECD) principles published in 1999 are 
regarded as the benchmark for global corporate governance. Th ey are used by investors, policy makers, 
companies, and other stakeholders to bring in transparency in business. Th ey were further revised in 2004 in 
the aft ermath of many scandals to make them stronger.

Th e OECD principles basically cover six areas of corporate governance:

 1. Ensuring the basis for an eff ective corporate governance framework
 2. Th e rights of shareholders and key ownership functions
 3. Th e equitable treatment of shareholders
 4. Th e role of stakeholders in corporate governance
 5. Disclosure and transparency
 6. Th e responsibilities of the board

Th e OECD principles, given in Table 14.1, identify common elements that underlie good corporate 
governance. Th e text of the document provides a framework and guidance for enforcement.

Table 14.1 Framework of Corporate Governance by OECD

OECD Principles of Corporate 
Governance Explanation

1.  Basis for effective corporate 
governance framework

The framework should promote transparent and effi cient 
markets, be consistent with the rule of law, and clearly 
articulate the division of responsibilities among different 
supervisory, regulatory, and enforcement authorities.

2.  Rights of shareholders and key 
ownership functions

The framework should protect and facilitate the exercise 
of shareholders’ rights.

3. Equitable treatment to shareholders The framework should ensure equitable treatment of all 
shareholders, including minority and foreign shareholders. 
All shareholders should have the opportunity to obtain 
effective redress for violation of their rights.

4.  Role of stakeholders in corporate 
governance

The framework should recognise the rights of 
stakeholders established by law or through mutual 
agreements and encourage active cooperation between 
corporations and stakeholders in creating wealth, jobs, and 
the sustainability of fi nancially sound enterprises.

5. Disclosure and transparency The framework should ensure that timely and accurate 
disclosure is made on all material matters regarding the 
corporation, including the fi nancial situation, performance, 
ownership, and governance of the company.

6. The responsibilities of the board The framework should ensure strategic guidance of the 
company, the effective monitoring of management by the 
board, and the board’s accountability to the company and 
the shareholders.
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GLOBAL PRACTICES
Morck and Steir (2005) in their paper discuss the evolution of corporate governance in various countries. 
Th ese corporate governance mechanisms ensure that investors are protected and get proper return on their 
investments (Shleifer and Vishny, 1997).

Corporate governance varies widely across countries and across fi rms. Several studies fi nd that the 
quality of corporate governance practices in many countries are positively related to growth opportunities, the 
need for external fi nancing, and the protection of investor rights. Th ey found that this variation in corporate 
governance laws is due to diff erences in legal origins of corporate governance structure in those countries 
(Porta, Lopez-de-Silanes, Shleifer and Vishny, 2000). Th ese diff erences in laws greatly aff ect ownership 
structure, dividend payout, availability and cost of external fi nance, and market valuations.

Corporate Governance in European Union
Th e European Union has a principle-based approach to corporate governance. EU tries to enforce adoption 
of some specifi c standards and gives freedom on its implementation (Mccreevy, 2007). In the EU, there is 
emphasis on the ‘comply or explain’ principle. Every company that is a listed company in EU has to declare 
which code of corporate governance it follows. Th ey also have to declare whether it complies with all the 
provisions of that code. In case of non-compliance of some provisions, they must declare the extent of non-
compliance and give a justifi cation.

Th ere are non-binding recommendations on the remuneration of directors and on the role of indepen-
dent directors in the EU. Th ey contain key substantive standards. Using these measures, the EU encourages 
national corporate governance codes to converge gradually. Th e European Corporate Governance Forum is 
set up by the Commission to reinforce this compliance through exchanges of views on best practices within 
the European Union.

Th e EU adopted a Shareholder Rights Directive in June 2007 to create consistent standards across 
EU member states and simplify cross-border investment (Waring, 2007). Its aim was to reduce problems 
 associated with cross-border investment that include:

• Lack of suffi  cient information on a timely basis;
• Th e inability to trade shares ahead of general meetings (share blocking); and
• Ineffi  cient voting procedures and constraints.

In France, a law was passed in July 2005, to regulate the pension schemes of executive directors as well 
as golden parachutes and retirement schemes of managing directors by requiring shareholder approval 
(Fanguinoveny, 2007). Th ere was a requirement introduced for the chairman of the board of directors/super-
visory board to explain the remuneration policy to shareholders, who generally do not fi nd these explanations 
satisfactory.

Stranger found that in Germany, independent non-executive directors today comprise 28 per cent 
compared to the European average of 54 per cent. Only 27 per cent of the major companies have an 
independent chairman (Stranger, 2007). Stranger noted that only 7 per cent of German supervisory boards 
have international board members compared to the UK with 31 per cent and Switzerland with 45 per cent.

Corporate Governance in United States
Corporate governance laws in the US are continuously changing over time. Th e US laws are taken as 
benchmark in shareholder protection and capital market based approach to corporate governance. Corporate 
governance in the USA is made up various laws, instruments, and court decisions of various states that 
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comprise the United States (Campos, 2007). Th ere are also federal securities laws and requirements of the 
capital market.

State laws are concerned with:

• Voting rights of shareholders
• Functions of the board
• Relationship of board and executives with the company

Since many companies chose to register in Delaware, Delaware law becomes the reference point for 
 discussion on corporate governance in the US. Under Delaware law:

• Any stockholder can inspect and copy a corporation’s stock ledger, a list of stockholders, and certain 
books and records of the corporation;

• Any stockholder can sue for an appraisal by the chancery court of the fair value of the stockholder’s stock 
in connection with certain mergers; and

• Interested director transactions are subject to heightened approval requirements.

Th ere are provisions under the US federal securities laws and the SEC’s rules that contain provisions 
aimed at protecting individual shareholders. Th ese are:

• Requiring heightened disclosure for going private transactions;
• Requiring issuers to send proxy materials to all shareholders (not just certain shareholders); and
• Mandating signifi cant disclosures for related-party transactions.

In addition, the Sarbanes-Oxley Act provides corporate governance norms at the federal level.

Corporate Governance in China
Corporate governance practices in China can be called a ‘control based model’. Th ese practices are entirely 
diff erent from market based approach of the USA or United Kingdom. Chinese regulatory authorities adopt 
an administrative approach to corporate governance. Th is is due the transition of Chinese economy from 
planned economy to market based economy. Th e Chinese capital market came into existence in late 1990s.

Most of the companies in China are controlled by the State that hold majority of shares. Th ere is concentration 
of controlling stake in hands of the State, boards are management-friendly, and there are no transparent norms 
for fi nancial disclosure. Due to these reasons, minority shareholders are at the mercy of majority shareholders.

Improvement of corporate governance norms has been the priority of the China Securities Regulatory 
Commission (CSRC). CSRC adopted various strong measures in the areas of independent directorship, infor-
mation disclosure, interest related party transaction, general shareholders’ meeting, merger and acquisition, 
and reorganisation and investor protection within the framework of the Company Law and the Securities Law.

CSRC issued a series of department rules and normative documents of listed companies, including:

• Code of Corporate Governance
• Regulations on Information Disclosure
• Guidelines on Articles of Association
• Rules on Shareholders’ Meetings,
• Guiding Opinions on the Establishment of the System of Independent Directors
• Provisions on Strengthening the Protection of the Rights and Interests of Public Shareholders
• Regulations on Takeovers
• Regulations on Major Asset Reorganisation
• Regulations on Option Incentives

M14_Ethical Management_C14.indd   200M14_Ethical Management_C14.indd   200 5/22/2013   2:56:13 PM5/22/2013   2:56:13 PM



Corporate Governance – Global Practices �  201

COMPARING MODELS OF CORPORATE GOVERNANCE
Th e concept of corporate governance is catching up fast as a major instrument of corporate reform in several 
countries. Good governance has emerged as a major incentive for business growth and in carrying out global 
business aspirations. Many companies are going beyond the mandatory requirements in adopting best 
 practices in governance.

It can be noted that there is greater interaction and sharing of knowledge across countries in setting 
 eff ective governance frameworks. Disclosure and transparency principles have emerged as the key 
determinants of good governance. With the growth of fi nancial markets in developing countries, companies 
are increasingly exploring global fi nancial markets for resources. Th is has resulted in the harmonisation of 
corporate governance practices across the globe.

Still, there are variations in corporate governance norms, e.g., while Germany requires certain mem-
bers of a corporation’s supervisory board to be representatives of labour, American legislation has no such 
requirement. Th is gives US companies broader discretion in the selection of directors. When we want 
to compare global corporate governance practices, we need to look at three instruments of power in 
a company:

 1. Board of directors
 2. Role of the chief executive offi  cer
 3. Rights of shareholders

Board of Directors
Boards of directors are selected by shareholders and they act collectively. Th e board makes key corporate deci-
sions and supervises management. Th e board is the central institution of corporate governance.

We fi nd many important diff erences in board structure, composition, and powers across countries. One 
major diff erence is that in the United Kingdom, laws provide for a single board of directors whereas certain 
European countries namely Germany, Austria, the Netherlands, and Denmark have a two-tiered system that 
consists of a management board composed primarily of executives of the corporation and a supervisory board 
composed of non-executives elected by the shareholders and in some cases, by the employees.

Th e management board is selected by the supervisory board. Th e supervisory board assures the account-
ability of management board to corporate goals and governance regulations. Th ere are other countries in 
the EU where the unitary board prevails. In some countries, a two-tiered system prevails (Weil, Gotshal and 
Manges, 2002). It is believed that the existence of a two-tiered structure gives their system of corporate gover-
nance increased credibility with foreign investors.

In the two-tiered system, there is separation of the managerial and supervisory functions, usually com-
bined within the unitary board system, into two distinct organs. Th e existence of a separate supervisory board 
serves to increase the independence of non-executive directors and to give them additional power in acting as 
an overseeing body over corporate managers.

Th is approach to corporate governance is based on structural reforms to strengthen the board’s monitor-
ing role. Th is allows fl exibility to managers to conduct management operations in an effi  cient way but at the 
same time, establishes processes that ensure managerial accountability to shareholders (Branson, 1986).

Salacuse (2002) says that if the board is truly to hold corporate managers accountable to shareholder 
interests, the members of the board must genuinely represent shareholders rather than the management. 
Sarbanes-Oxley Act of 2002 in the USA has been a step towards strengthening the board’s overseeing 
function where provisions exist to include the establishment of specialised committees to conduct certain 
key functions.
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Role of the Chief Executive Offi cer
One of the important diff erences in governance of companies is the role of the chief executive offi  cer in 
the management of companies. Th ere is ‘a cult of the CEO’ in most American companies. In the USA, it is 
believed that the chief executive offi  cer alone is responsible for the rise or fall of business fortunes of the 
company. Th ey are celebrities in their own right. Th ey believe that Lou Gerstner single-handedly turned 
around IBM; Jack Welch alone built GE into a modern force; and that Sandy Weill created Citigroup all 
by himself.

But in countries with a culture of joint responsibilities, such as India, Germany, and Japan, corporate 
management is considered as more of a group eff ort than in the United States. Th ere are large numbers of 
family companies in India, Europe, and Japan where there is emphasis on community values and the chief 
executive offi  cer and owner has the status of a patriarch or father fi gure within the company, rather than a 
hero as in an American company.

It is interesting to note that despite such a status given to a CEO, there is hardly any mention of the role 
of CEO in American corporate governance laws.

Rights of Shareholders
Th e composition of shareholding in a company infl uences managerial behaviour. In India and Europe, the 
existence of large shareholders who have seats on the board makes it diffi  cult for management to manipu-
late the organisation in their interests. Such owners have control over the nomination of outside directors 
and supervision of the internal auditing process. In the United States, shareholding in companies is widely 
dispersed and directors do not have substantial share holdings in the corporations. Concentrated ownership 
of shares results in poor investor protection. Such companies may evince little public interest at the time of 
issuance of shares to the public (Porta et al., 1998).

Th e legal rights of shareholders, in both the United States and Europe, are limited to:

• Electing directors or members of the supervisory board, and
• Approving certain items that require shareholder approval.

As far as the matters of corporate action subject to shareholder approval are concerned, there are no 
signifi cant diff erences between US and European corporations (Weil, Gotshal and Manges, 2002). One may 
argue that the dispersed share ownership in the US and the UK provides better legal protection to minority 
shareholders (Coff ee, 2002).

Two Models of Corporate Governance
From the discussion, we can say that there are two basic models of corporate governance − the Anglo-
American model and the continental European model. Th ese two models can be diff erentiated by several 
important factors (Salacuse, 2002). Th e basic diff erences in the two models of corporate governance can be 
summarised as given in Table 14.2.

Th e seven parameters of diff erences in corporate governance practices in the two models represent 
important issues that diff erentiate and infl uence the various approaches to corporate governance. It is diffi  cult 
to replace one model with another (Coff ee, 2002).

Another major issue are the cultural diff erences across the globe. Th e laws and regulations emerge out of 
society’s value and belief systems, e.g., American individualism versus European group culture.
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Table 14.2 Anglo-American Model and European Model

Anglo-American Model European Model

Management dominated Controlling shareholder dominated

Shareholder focussed Stakeholder focussed

Wide public share ownership Narrower public share ownership

Strong shareholder rights Weaker shareholder rights

Unitary board structure Two-level board structure

Single powerful leader Consensus or divided leadership

Strong shareholder litigation culture Weaker litigation culture

CORPORATE GOVERNANCE IN DEVELOPING 
COUNTRIES
Developed economies have benefi tted from good corporate governance practices. Th ese practices have 
reduced the risk for investors, improved performance of management, given better access to capital markets, 
and have improved the corporate image.

Developing economies are still struggling with structural issues in corporate governance. Th ere are issues 
of minority shareholder rights, corrupt business practices, and violation of contracts. Th ere is the need to 
improve legal and regulatory frameworks and implement the laws. In many family-run companies, relatives 
of large shareholders are appointed in key managerial roles.

On account of non-implementation of good corporate governance practices, emerging economies face 
problems of fl ight of capital, dumping of shares, and drop in new investments. In the era of globalisation, it 
becomes imperative for companies in developing economies to adopt measures of their own country as well 
as the countries where they want to do business. Th is puts additional fi nancial burden on such companies.

Due to this, many developing economies try to replicate laws of developed economies. Th ese laws have 
evolved over a period of time in response to certain scandals and mis-governance in those countries. Th ere is 
no guarantee that similar things would happen in developing countries or something new would not happen 
in developed countries. But, companies in developing economies have no choice in this matter if they want to 
expand their market or raise capital abroad.

Companies would continue to work within corporate governance framework as it stands today and keep 
adjusting to new developments. Th ese frameworks are defi ned by laws and regulations and by the code of 
conduct framed by these companies under the listing agreements and clauses of registration of companies. 
Th erefore, the corporate governance framework would continue to diff er company by company and country 
by country. Th ese frameworks will also be infl uenced by the culture of the country where they originate.

Th erefore, the companies should start adopting corporate governance of their own country fi rst and then 
build step by step, if they need to expand in foreign markets.

SUMMARY
• Governments and regulators introduced stronger legislation and regulations to prevent corporate 

scandals and scams. Some countries already had legislation and codes to address corporate governance 
issues.

M14_Ethical Management_C14.indd   203M14_Ethical Management_C14.indd   203 5/22/2013   2:56:13 PM5/22/2013   2:56:13 PM



204 �  Ethical Management

• Th e Cadbury Committee was set up by the Financial Reporting Council, the London Stock Exchange, 
and professionals from accountancy. Th e Cadbury Committee’s belief was that compliance with a volun-
tary code along with disclosure norms would be more eff ective.

• Th e Sarbanes-Oxley Act is about disclosure and risk management. Under the Act, the CEO and CFO 
must certify that company accounts and other fi nancial statements fairly represent their fi rm’s fi nancial 
position.

• Th e OECD principles identify common elements that underlie good corporate governance. Th e text of 
the document provides a framework and guidance for enforcement.

• Corporate governance varies widely across countries and across fi rms. Several studies fi nd that the qual-
ity of corporate governance practices in many countries are positively related to growth opportunities, 
the need for external fi nancing, and the protection of investor rights.

• When we want to compare global corporate governance practices, we need to look at three instruments 
of power in a company: Board of directors, role of the chief executive offi  cer; and rights of shareholders.

KEY WORDS
Cadbury report
Corporate reform
Global fi nancial crisis

Internal and external institutions
Models of corporate governance
OECD principles

Sarbanes-Oxley Act
Transition economies

REVISION QUESTIONS
 1. Discuss various corporate scandals that resulted in strengthening of corporate governance structure in 

the USA and the European Union.
 2. Th e Sarbanes-Oxley Act is about disclosure and risk management. Discuss.
 3. Discuss the principles of corporate governance prescribed by OECD. How has it helped building the 

corporate governance framework across various countries?
 4. Discuss the corporate governance practices in developing countries.
 5. Discuss the corporate governance policies of China, the European Union, and the USA. What are the 

salient diff erences?
 6. Discuss the key diff erences in corporate governance between the Anglo-American model and the 

European model. Also discuss the role of culture in practices of corporate governance with specifi c refer-
ence to the role of the chief executive offi  cer.
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Case 1: A Story from Hitopdesha

Once upon a time, there lived four friends in a forest. They were very diff erent from each other; yet, 
they were the best of friends and always came to each other’s aid when required. The friends were: a 
mouse, a crow, a deer, and a tortoise. This is a story of how these friends, who ordinarily would have 
been natural enemies, helped each other against their biggest enemy – man, who was a hunter.

One-day, the mouse, the crow, and the deer were gossiping under a tree. They suddenly heard a 
scream. It was their friend, the tortoise! He was trapped in a hunter’s net.

‘Uh oh!’ exclaimed the deer fearfully, ‘what do we do now?’
‘Do not despair,’ said the mouse, ‘I have a plan,’ and the tree friends huddled together and decided 

on their plan of action.
The deer ran towards the hunter who was close to the tortoise caught in the net. He reached 

there without the knowledge of the hunter, and lay down in his path as though dead. The crow fl ew 
towards the deer and acted as though he was pecking at the deer. The hunter picked up the net and 
started walking home, when he suddenly saw the wondrous sight of a dead deer. ‘Hey, here is a deer, 
all ready for me.’ He thought and put down his net and walked towards the deer. The crow continued 
circling the deer, and fl apping his wings furiously whenever the hunter tried to push him away. In the 
meantime, the mouse hopped to the tortoise and started chewing the threads of the net. As the crow 
kept the hunter at bay, the mouse freed the tortoise. As soon as the crow saw that the tortoise was free, 
he let out a loud caw and fl ew away. The deer suddenly got up and ran! The hunter stood stunned and 
decided to go back to the tortoise, only to see that his net was torn, and the tortoise had escaped. ‘If 
only I hadn’t been so greedy,’ he thought.

The four friends met again under the tree, and could not stop laughing at the trick that they had 
played on the hunter. Oh! What good friends they were, always there for each other!

Source: http://www.balagokulam.org/kids/stories/afriend.php. Retrieved on 22 February 2013.

QUESTIONS
 1. Discuss the positive and negative values in the story.
 2. Discuss at least fi ve other virtues that are desirable for ethical living.
 3. Greed is one of the seven deadly sins. Discuss the other six.
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Ca se 2:  The Successor to 
King Mahendra

A king in ancient times, by the name of Mahendra, was famous for his wisdom and righteousness. 
People in his kingdom were very happy because their great king ruled justly, and looked after the 
needs of his subjects.

Alas, each episode of happiness has its fl ipside also. The law of the opposites is relentless. Heat 
and cold, pleasure and pain, happiness and unhappiness; they revolve and put in an appearance 
in turn.

King Mahendra was also subject to the law of the opposites. The king had one regret. He had no 
children. The question about the successor to the throne was worrying the king. His ministers were 
becoming anxious because the king was advancing into old age and his subjects were also becoming 
unsure about their future.

To solve the question about the successor to the throne, King Mahendra thought of looking for a 
person with good character. He announced throughout his kingdom that people were invited to the 
palace grounds and from amongst these people, a successor to the throne may be chosen.

People fl ocked to the palace on the appointed day. King Mahendra addressed the people and 
told them that he would hand out seeds to each person. The seeds were to be planted and  whoever 
brought back the best-grown and most colourful fl owers would be chosen as the crown prince. 
A person who can take care of plants and make them prosper can also make the kingdom prosper.

The people took the seeds and went back home.
Some weeks later, people started bringing fl owerpots with some amazing results. There were 

happy plants all over the palace grounds displaying their bright smiles through their colourful fl owers 
of great variety. Each potted plant was bearing the name of the owner written in big bold letters on 
a tag that was attached to the plant. Some of the ministers even appointed a team of judges to help 
select the winner on the appointed day.

One man, however, had not succeeded in growing any plant in his fl owerpot. There was just the 
soil and not even a tiny plant in his fl owerpot. When he brought his empty fl owerpot to the palace 
grounds, people stared at him in disbelief. Some even ridiculed him. His fl owerpot with no plant in 
it was drowned in a sea of colourful fl owers. There was no plant to which he can fasten his nametag. 
He simply attached the tag to the side of the fl owerpot.

The whole palace ground was turned into another Vrindavan garden. There were rows upon rows 
of fl owers of the most magnifi cent varieties that one ever saw and the colours were breathtaking. The 
judges thought amongst themselves that it would be a diffi  cult task to choose the winner. Such was 
the enthusiasm of the people.

On the appointed day, the whole population turned up at the palace grounds. Speculations were 
rife as to which fl owerpot would get chosen. The ministers looked at the judges and the judges again 
went into last minute consultations. The harbinger then announced the imminent arrival of his  majesty, 
king Mahendra. There were loud cheers as the king entered the royal pavilion erected  specially for this 
occasion. Long live the king! Long live the king! The people started singing in chorus. The king was 
then seated on his throne.

The king asked the ministers to brief him about the eff orts of the people and the ministers told 
the king about the incredible variety of fl owers that were brought back by the people. One minister 
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announced to the people that his majesty had decided to walk amongst the plants to savour the 
 wafting scents of the fl owers and to behold the beauty of the colourful fl owers.

Accompanied by his ministers and by the palace gardener, the king was walking and observing 
each fl ower pot and now and again made some comments about the spectacular colours and the 
pleasing aroma that permeated the palace grounds. Upon completing his tour, the king returned to 
the royal pavilion.

The fi nal hour had arrived. The time for announcement about the successor to the throne was 
approaching by the minute. The king rose from his throne to address the people. There was pin drop 
silence. People felt their heartbeats quicken. The expectations were very high and so were the high 
standards of the fl owerpot entries. The ministers were looking at the judges who signalled that they 
were ready to announce their decision.

The king started to address the people. In a sombre tone, king Mahendra enquired about one 
failed entry where the fl owerpot had only soil in it and asked its owner to come forward and explain to 
him. A man right at the back of the huge crowd raised his hand and started making his way towards the 
royal pavilion. He could hear people making caustic remarks about him. His ears were getting full with 
sarcasm and stinging words that were being tossed about by the people. An expression of  timidity 
began to creep upon his countenance as he came face to face with his majesty, king Mahendra.

The king requested an explanation as to why his fl owerpot had no plant. The man answered that 
he had tried his best, even adding more fertiliser and carefully watering the seeds, but that he was 
disappointed and sorry that he could not grow anything. The king stood up and told the people pres-
ent that he had chosen his successor. It was none else than the man whose eff ort at growing fl owering 
plant from the seeds that were given to him by the king was a total failure.

The people were incredulous and the ministers and the judges were dumbfounded. With a look 
full of puzzle on their faces, they awaited an explanation from the king. King Mahendra placed his 
hand upon the shoulder of the man who was chosen as his successor and spoke to the people.

The king said: I was looking for a man with character and I have found him. I had all the seeds 
roasted before I gave them out. This fact was kept a secret. It was not possible for any seeds to germi-
nate. People who received the seeds from me bought other seeds for their fl owerpots when they did 
not see any plants growing in their fl owerpots. I was on the lookout for that honest person who would 
produce the correct results and when I saw that one fl owerpot without any plant, at that moment 
I knew that I had found that honest man – the man with the strength of character displaying purity of 
heart, fearlessness, straightforwardness, truthfulness, and absence of crookedness.

The people were taken aback. The ministers and the judges stood there with their heads bowed 
in agreement. The minds of the people were fi lled with wonderment and satisfaction. A sense of 
authority prevailed when king Mahendra bestowed the title of the crown prince upon the man whose 
 honesty had won over the hearts of the people.

Source: http://www.hinduism.co.za/ Retrieved on 21 February 2013.

QUESTIONS
 1. Discuss the reason why people who received the seeds from the King bought other seeds for their 

fl owerpots when they did not see any plants growing in their fl owerpots.
 2. Share your experiences when you almost behaved in the same way.
 3. Discuss the character of the honest man whose fl owerpot had no plant.
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Case 3: Dilemma of Being Good

Mahabharata is brilliant because it recognises the real dilemmas and contradictions in human 
nature and in our lives. It is the story of a war between good and evil. However, the good had to 
use trickery to win and the evil also had some good within them. The epic, thus, paints a tenta-
tive world of moral haziness that is close to our experience as ordinary human beings. Instead of 
straight jacketing people and situations into good and bad, it recognises that reality is subtler. 
There is both good and bad within us. The world we create refl ects the same duality. This raises 
a key question – how can we live with moral balance in an arbitrary and uncertain world? The 
epic explores this fundamental question through myriad characters and situations and off ers many 
insightful lessons.

The epic poses many deep questions but gives few deterministic answers. It continuously illus-
trates the imperfect human nature, how the good and the bad are intertwined, and the subtle 
nature of Dharma. In the midst of such complexity, Gurcharan Das, the author of Diffi  culty of Being 
Good states – ‘An act of goodness might be one of the very few things of genuine worth in this 
world and might give meaning to life. If each one of us can do that or do more of, world will be a 
better place.’

Some of the lessons from the epic are summarised in the following fi ve questions:

1. What are the goals of life?
There are three worldly goals – Artha (earning livelihood), Kama (enjoying life), and Dharma (ethical 
action). We need all the three worldly goals to lead a balanced life. It is natural and desirable for human 
beings to want happiness and pleasure. A person needs a minimal level of material security even to 
practise Dharma properly. However, when the three aims of life come into confl ict, Dharma should 
trump the other two. It sets limits on the pursuit of pleasure and wealth. People do not become happy 
by satisfying desires. Happiness comes from upholding a certain balance, by living according to a 
 system of beliefs that restrains them and gives coherence to their desires.

2. What is Dharma, i.e., what is right?
This is a diffi  cult question to answer in a world where right and wrong are intricately linked and 
often diffi  cult to tell from one another. There are many dilemmas and contradictions – between 
intentions and consequences, and between ends and means. There is a view that what is good is 
that which promotes the greatest happiness of the greatest number. However, there is equally a 
view that consequences or ends do not justify the means. It is dilemmas such as this that make 
Dharma subtle or ‘sukshma’ as the epic keeps reminding. However, the epic does off er an easy to 
follow defi nition of Dharma, ‘Never do to another what one regards as injurious to oneself.’ It further 
adds, ‘Who has in his heart always the well-being of others, and is wholly given, in acts, thoughts, and in 
speech, to the good of others, he alone knows what Dharma is.’ When one puts oneself in the shoes of 
another person, even in a hypothetical situation, it forces one to acknowledge the reality of others 
and therefore, act in the right way.
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3. Fight or fl ight?
Mahabharata is, above all, an affirmative call for action. The most profound part of the epic is the 
great poem Gita where Lord Krishna instructs Arjuna on Karma, i.e., duty. He expounds the Law 
of Karma that human deeds will inevitably have consequences. Actions always bear fruit. These 
fruits might emerge in this life, but they might also emerge in another life. It is because of this 
lack of deterministic correlation between timing of actions and consequences that the epic per-
haps urges, ‘Be intent on the action, not on the fruits of action.’ In addition, it states that when an 
individual acts for the sake of his work rather than for the personal reward from it, the individual 
is likely to do the right thing. Any action performed in a selfless spirit is superior. However, acting 
in this selfless spirit of detachment should not result in non-action. Epic says, ‘Perform necessary 
action; it is more powerful than inaction.’ Do not renounce the world and become a hermit. Instead, 
learn to change your attitude while living and working in the world. Renounce − not action but 
its fruits.

4. What is the root cause of many human ills?
Vanity, ego or self-centredness is an irresistible aspect of the human condition and the root cause 
of many human problems. There are many ugly sides to it that invariably spoil our engagement 
with the world and cause much evil and grief. The epic explores a few – envy, status anxiety, and 
a desire for revenge. Duryodhana’s envy of Pandavas sparked a disastrous war; Karna’s status anxi-
ety made him close his eyes to much evil; Ashwatthama’s desire for revenge led him to heinous 
massacre. 

 � Envy: There is a fi ne line between selfi sh greed and healthy ambition. When persons are envious 
and unable to tolerate the good fortune of others, and they cannot have what others have, they 
can spoil it for everyone. Healthy ambition could be positive if the envier wants something without 
wishing the envied to lose it at the same time. However, fi nding the right balance is often diffi  cult.

 � Status anxiety: We all seek to be loved by the world. One’s ego is a ‘leaky balloon’ that needs to 
be constantly refi lled through the praise and attention of others. Given this, people might act irra-
tionally. A man might not sell his life to you, but will give it you for a piece of ribbon. To be happy, 
one must not be too concerned with the opinion of others. One should pursue one’s goals single-
mindedly, with a quiet confi dence, without thinking of others.

 � Desire for revenge: Lust of vengeance can be so powerful that it can rival all other human needs. 
Vindictiveness can damage the core of the whole being. Forgiveness and reconciliation are dif-
fi cult but always the wiser course.

5. Why should we be good?
There is a fundamental question: what is the point of being good when it often brings grief? Moreover, 
why do bad things happen to good people? The epic favours Dharma as an end in itself and not as 
subservient to the spiritual Moksha. Dharma is not because of any hope of reward that might come. 
Following Dharma is its own reward. Yudhishthira sums it nicely in the epic by saying, ‘I act because 
I must.’ However, the epic also seems to be saying that one ought to be wary of all absolutes. A man 
who wishes to profess goodness at all times will come to ruin among so many who are not so good. 
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Adopt a friendly face to the world but do not allow yourself to be exploited. Turning the other cheek 
sends a wrong signal to cheats. Krishna as the negotiator for the Pandavas provides a good example 
of this. He starts with trying to make peace with Kauravas as that was the right course. However, when 
Duryodhana did not yield, he was also not shy of engineering war.

Source: http://nseth71.blogspot.in/2011/12/life-lessons-from-mahabharata.html

QUESTIONS
 1. Discuss the root causes of human problems according to Mahabharata.
 2. Discuss the defi nition of Dharma. How can we live with moral balance in an arbitrary and 

 uncertain world?
 3. Comment – ‘Be intent on the action, not on the fruits of action.’
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Case 4:  Moral Dilemma of 
Lakshmana

In the epic Ramayana, Rama is the eldest and the favourite son of the King of Ayodhya, Dasharatha. He 
is portrayed as the epitome of virtue. Dasharatha is forced by Kaikeyi, one of his wives, to command 
Rama to relinquish his right to the throne for fourteen years and go into exile.

Sita is the beloved wife of Rama and the daughter of king Janaka. Sita is portrayed as the epitome of 
female purity and virtue. She follows her husband into exile. Lakshmana is the younger brother of Rama, 
who chose to go into exile with him. He spends his time protecting and serving Sita and Rama in the exile.

After Sita, Rama and Lakshmana are sent into exile and Soorpanaka, the sister of Lankan King 
Ravana has been humiliated – Ravana declares revenge. He not only wants to see Rama and Lakshmana 
destroyed, he desires Sita to be his consort. He decides to consult with Mareecha, his uncle, who now 
lives as an ascetic in the woods. Mareecha had previously tried to kill Rama to avenge his mother’s 
death; therefore Ravana thinks him to be knowledgeable on this subject. After some provoking, 
Mareecha agrees to assume the fi gure of a golden deer and to try to lure Sita away from Rama and 
Lakshmana. Once Sita spots the golden deer, her heart is set on it. She begs Rama to bring it to her, and 
is terribly unhappy until he agrees to try.

Lakshmana warns Rama not to fetch the golden deer that Sita desires. Rama ignores his brother’s 
plea and goes any way, asking Lakshmana to protect Sita till he returns. Mareecha, after being mortally 
wounded by Rama’s arrow, calls for help in a voice disguised as Rama’s. Upon hearing this voice calling 
for help, Sita pleads with her brother-in-law to save him. When Lakshmana explains that this is a trick, 
Sita tells him that she will throw herself into a fi re and die if he does not help Rama.

‘Lakshmana responds to Sita’s plight by stating, “No need for you to harm yourself. Only I shudder at 
the import of your words. I’ll obey you now. Do not be anxious. This very second I’ll leave. I only hesitated 
because your order goes against the command of my brother. I’ll go, and may the gods protect you from 
harm. If I don’t go, she will kill herself . . . if I go, she will be in danger. I’d rather be dead than facing such a 
dilemma . . . I’ll go and what is destined will happen. Dharma alone should protect her.’” (From Valmiki’s 
Ramayana translated by R. K. Narayan).

Lakshmana is in a dilemma. He has sworn to protect his sister-in-law, yet he must help his brother 
as well. If Lakshmana goes to the aid of his brother, he is forsaking his duty to guard Sita. Yet, Sita 
swears that she will kill herself if he does not go.

Lakshmana’s dharma as a younger brother is to follow what his elder brother orders him to do. An 
earlier example of this is represented when Lakshmana leaves his wife and beloved city behind to follow 
his elder brother into exile. Lakshmana’s dharma as a brother-in-law is to follow the wishes of his sister-
in-law (who becomes a mother fi gure to him after the marriage ceremony) and to protect her from harm.

When Lakshmana decides to leave Sita to try to help his brother, Sita is captured by Ravana.

QUESTIONS
 1. In a situation like this one, which decision seems to be the best one?
 2. According to Lakshmana’s dharma, which choice would have made the most sense? Is Lakshmana’s 

decision correct according to his dharma?
 3. Does this remind you of a situation you have been in, read about or seen? If this were to be viewed 

as a contemporary dilemma, what factors or variables would contribute to the outcome?
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Case 5: Cross-cultural Training

Dr Karine Schomer, CMCT President and India Practice Leader, in the article, ‘Improving the Cross-
Cultural Competency of Off shore Teams’, describes the issues of cross-cultural training. Dr Karine says, 
‘When I present seminars on Indian business culture to American managers and technical profession-
als involved in off shoring or off shore outsourcing to India, someone inevitably asks – so what are our 
off shore teams and counterparts in India being taught about American business culture?’

The answer is, ‘More than they used to, but seldom at a level deep enough to inculcate the atti-
tudes, thought patterns, and behaviour norms that would ensure optimal eff ectiveness in working 
with Americans.’

Training in ‘soft skills’ is no longer as undervalued in India as it used to be. Growing numbers of 
Indian companies are coming to realise that the ability of their employees to communicate and inter-
act more eff ectively is an important competitive factor. American companies in India are also showing 
more keenness to develop the business and leadership skills of their Indian employees and to move 
gradually from the cheap labour or staff  augmentation model to one where the Indian operation is a 
value-adding centre of excellence.

But how are off shore teams in India being trained to improve their cross-cultural competency?
Currently, the approach tends to be in-house programmes developed by a local human resources 

staff  who has often spent little if any time in the United States works environment or engaging local 
training providers who off er generic programmes on a wide range of ‘soft skills’. According to a recent 
report from Bengaluru, local cultural awareness programme providers are often entrepreneurs with a 
background in the hospitality industry.

While these may be worthwhile fi rst steps, their impact is often superfi cial. The content of such 
cultural training will tend to be weighted towards form more than substance – more concerned with 
handshakes, business cards, dining etiquette, and accent neutralisation than the deeper core value 
diff erences that aff ect business culture and work relationships.

For American companies that want their off shoring or off shore outsourcing strategy in India to 
have the best chance of success, and Indian service providers that want to diff erentiate themselves 
from the competition through employees who are able to work well with American counterparts, 
I recommend the following six best-practice strategies for assuring that off shore teams develop the 
required cross-cultural competency in American business culture:

Tip #1: Get executives to value cross-cultural training.
Build commitment from the highest level possible in the company that training off shore teams in 
American business culture is a valued (and funded) strategy in support of productivity, and assign 
clear ownership and accountability for the execution of this strategy.

Tip #2: Make the training a team eff ort.
Get involvement of specialised high-level outside expertise, the business units involved in the off shore 
relationship, and internal training and HR functions in developing the best possible model for deliver-
ing the training.
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Tip #3: Bring in outside experts.
For best results, use training content and delivery by specialists with direct experience and in-depth 
knowledge of both American and Indian culture, as well as expertise in the fi eld of cross-cultural 
communication.

Tip #4: Train on both shores.
In the case of American companies, provide coordinated training to the off shore Indian teams in 
American business culture and training to the onshore American teams in Indian business culture.

Tip #5: Integrate training into new employee orientation.
For both American companies with operations in India and Indian providers of outsourcing services, 
integrate training in American business culture as part of the regular induction processes for new 
employees. This applies not only to those who may be going to the United States, but all those who 
will be working with American counterparts, whether face-to-face or virtually.

Tip #6: Reinforce the training with mentoring.
Engage onshore and off shore business unit heads and project leaders in reinforcing the content of the 
training. This involves ongoing mentoring of the off shore teams in the elements of American business 
culture that need to be practised for success in working with Americans.

According to Goran Strangmark, MphasiS senior VP and head of sales for North America, cross-
cultural competency in American business culture may become an important quality diff erentiator for 
off shore global IT and BPO services working with or for American companies, justifying the investment 
in the development of this skill set.

‘Market forces will tend to make Indian professionals and companies who adopt the practices 
of American business culture more successful, and they will out compete their non-adopting com-
petitors. But while we have seen successful examples of people doing it with very little guidance, this 
process can be a long struggle, and good training programmes can certainly speed up progress and 
alleviate the pain.’

Source: Dr Karine Schomer (2006). Improving the Cross-Cultural Competency of Off shore Teams. http://
indiapractice.com/off shore_teams_cultural_competency. Retrieved on 22 February 2013.

QUESTIONS
 1. What is the role of culture in ethics? Why is it important to communicate and interact more eff ec-

tively in cross-culture environment?
 2. What are the benefi ts of local cultural awareness programmes to companies operating in multi-

cultural environment?
 3. Discuss the six best-practices for developing cross-cultural competency.
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In a public writ petition fi led by Centre for Public Interest Litigation and Dr Subramanian Swamy in the 
Supreme Court of India against the Union of India, a question arose whether the Government has the 
right to alienate, transfer, or distribute natural resources/national assets otherwise than by following a 
fair and transparent method consistent with the fundamentals of the equality clause enshrined in the 
Constitution?

During the hearing of the case, Shri Prashant Bhushan, learned counsel for the petitioners in Writ 
Petition (C) No. 423 of 2010 and Dr Subramanian Swamy, who is petitioner-in- person in Writ Petition (C) 
No. 10 of 2011 said that the spectrum, which is a national asset, cannot be distributed by adopting 
the principle of fi rst-come-fi rst-served on the basis of the application received by the DoT without any 
advertisement and without holding auction.

The Supreme Court had a very clear view on the issue. At the outset, the Court defi ned – what is 
a natural resource. The Court considered it proper to observe that even though there is no universally 
accepted defi nition of natural resources, the same can be understood as naturally occurring elements 
that have an intrinsic utility. They may be renewable or non-renewable. They are thought of as individual 
elements of the natural environment that provide economic and social services to human society and 
are considered valuable in their relatively unmodifi ed, natural, form. A natural resource’s value rests in 
the amount of the material available and the demand for it. The latter is determined by its usefulness to 
production. As the state in which a natural resource is located benefi ts immensely from this value, natu-
ral resources are considered national assets. In Article 39(b) of the Constitution, it has been provided 
that the ownership and control of the natural resources of the community should be so distributed so 
as to best sub-serve the common good but no comprehensive legislation has been enacted to generally 
defi ne natural resources and framework for their protection. Of course, environment laws have been so 
framed that they deal with specifi c natural resources, i.e., forest, air, water, coastal zones, etc.

The ownership regime relating to natural resources can be ascertained from international con-
ventions and customary law, common law, and national constitutions. In international law, it rests 
upon the concept of sovereignty and seeks to respect the principle of permanent sovereignty (of peo-
ples and nations) over (their) natural resources as asserted in the 17th Session of the United Nations 
General Assembly and then affi  rmed as a customary international norm by the International Court of 
Justice in the case opposing the Democratic Republic of Congo to Uganda. Common Law recognises 
States as having the authority to protect natural resources, insofar as the resources are within the 
interests of the general public. The State is deemed to have a proprietary interest in natural resources 
and must act as guardian and trustee in relation to the same. Constitutions across the world focus on 
establishing natural resources as owned and for the benefi t of the country. In most instances, where 
constitutions specifi cally address ownership of natural resources, the sovereign state, or, as it is more 
commonly expressed, ‘the people’, is designated as the owner of the natural resource.

Spectrum has been internationally accepted as a scarce, fi nite and renewable natural resource 
that is susceptible to degradation in case of ineffi  cient utilisation. It has high economic value in light 
of the demand for it on account of growth in the telecom sector. Although it does not belong to a 
particular State, the right of use has been granted to the States as per international norms. It is hence, 
to that extent, a national asset.
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In India, the courts have given extensive interpretation to the concept of natural resources and 
have, from time to time, issued directions by relying upon the provisions contained in Articles 38, 39, 
48, 48A and 51A(g) for protection of natural resources. The doctrine of public trust has been applied by 
the courts in our country in various cases where following observations have been made.

The public trust doctrine enjoins upon the Government to protect the resources for the enjoy-
ment of the general public rather than to permit their use for private ownership or commercial pur-
poses. This doctrine puts an implicit embargo on the right of the State to transfer public properties to 
private parties if such transfer aff ects public interest, mandates affi  rmative State action for eff ective 
management of natural resources, and empowers the citizens to question ineff ective management 
thereof.

The heart of the public trust doctrine is that it imposes limits and obligations upon government 
agencies and their administrators on behalf of all the people and especially future generations. For 
example, renewable and non-renewable resources, associated uses, ecological values or objects in 
which the public has a special interest (i.e. public lands, waters, etc.) are held subject to the duty of 
the State not to impair such resources, uses or values, even if private interests are involved. The same 
obligations apply to managers of forests, monuments, parks, the public domain and other public 
assets. Professor Joseph L. Sax in his classic article, ‘The Public Trust Doctrine in Natural Resources Law: 
Eff ective Judicial Intervention’ (1970), indicates that the public trust doctrine, of all concepts known to 
law, constitutes the best practical and philosophical premise and legal tool for protecting public rights 
and for protecting and managing resources, ecological values, or objects held in trust.

The public trust doctrine is a tool for exerting long-established public rights over short-term pub-
lic rights and private gain. Today every person exercising his or her right to use the air, water, or land, 
and associated natural ecosystems has the obligation to secure for the rest of us the right to live or 
otherwise use that same resource or property for the long-term and enjoyment by future generations. 
To say it another way, a landowner or lessee and a water right holder has an obligation to use such 
resources in a manner as not to impair or diminish the people’s rights and the people’s long-term inter-
est in that property or resource, including down slope lands, waters, and resources.

The Supreme Court also held that natural resources are vested with the Government as a mat-
ter of trust in the name of the people of India and it is the solemn duty of the State to protect the 
national interest and natural resources must always be used in the interest of the country and not 
private interests.

The doctrine of equality that emerges from the concepts of justice and fairness guides the State 
in determining the actual mechanism of distribution of natural resources. It has two aspects: fi rst, it 
regulates the rights and obligations of the State vis-à-vis its people and demands that the people be 
granted equitable access to natural resources and/or its products and that they are adequately com-
pensated for the transfer of the resource to the private domain; and second, it regulates the rights 
and obligations of the State vis-à-vis private parties seeking to acquire/use the resource and demands 
that the procedure adopted for distribution is just, non-arbitrary and transparent and that it does not 
discriminate between similarly placed private parties.

In Sachidanand Pandey vs. State of West Bengal (1987) 2 SCC 295, the Court referred to some of 
the precedents and laid down the following propositions:

‘State-owned or public-owned property is not to be dealt with at the absolute discretion of the 
executive. Certain precepts and principles have to be observed. Public interest is the paramount 
consideration. One of the methods of securing the public interest, when it is considered necessary 
to dispose of a property, is to sell the property by public auction or by inviting tenders. Though that 
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is the ordinary rule, it is not an invariable rule. There may be situations where there are compelling 
reasons necessitating departure from the rule, but then the reasons for the departure must be rational 
and should not be suggestive of discrimination. Appearance of public justice is as important as doing 
justice. Nothing should be done which gives an appearance of bias, jobbery or nepotism.’

Source: Sachidanand Pandey vs. State of West Bengal (1987) 2 SCC 295.

QUESTIONS
 1. What is a natural resource in the opinion of the Supreme Court of India?
 2.  ‘Who owns natural resource?’ Discuss the concept of ‘trusteeship’ in the ownership and allocation 

of natural resources.
 3. Discuss the principles of allocation of natural resources.
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Case 7: Telecom Muddle

In a public writ petition fi led by the Centre for Public Interest Litigation and Dr Subramanian Swamy in 
the Supreme Court of India against the Union of India, the Supreme Court ordered the cancellation of 
all the 122 unifi ed access service licenses issued in January 2008 by former telecom minister, A. Raja. It 
also directed the Telecom Regulatory Authority of India (TRAI) to make fresh recommendations for the 
telecom spectrum auction route in future, within four months.

According to the judgement, some of the important questions that arose for consideration in 
these petitions were:

 � Whether the recommendations made by the Telecom Regulatory Authority of India (TRAI) on 
28.8.2007 for grant of Unifi ed Access Service License (for short ‘UAS License’) with 2G spectrum 
in 800, 900 and 1800 MHz at the price fi xed in 2001, which were approved by the Department of 
Telecommunications (DoT), were contrary to the decision taken by the Council of Ministers on 
31.10.2003?

 � Whether the exercise undertaken by the DoT from September 2007 to March 2008 for grant of 
UAS Licenses to the private respondents in terms of the recommendations made by TRAI is viti-
ated due to arbitrariness and malafi des and is contrary to public interest?

 � Whether the principle of fi rst-come-fi rst-served followed by the DoT for grant of licenses is ultra 
virus the provisions of Article 14 of the Constitution and whether the said principle was arbi-
trarily changed by the Minister of Communications and Information Technology (hereinafter 
referred to as ‘the Minister of C&IT’), without consulting TRAI, with a view to favour some of the 
applicants?

 � Whether the licenses granted to ineligible applicants and those who failed to fulfi ll the terms and 
conditions of the license are liable to be quashed?

HISTORY OF THE GROWTH OF 
TELECOMMUNICATIONS IN INDIA
The Supreme Court examined in detail the issues raised by the petitioners and looked at the history of 
the growth of telecommunications in the country and the reforms introduced 1984 onwards.

In 1839, the fi rst telegraph link was experimented between Calcutta and Diamond Harbour cov-
ering 21 miles. In 1851, the telegraph line was opened for traffi  c, mostly for the offi  cial work of the 
East India Company. In course of time, telegraphy service was made available for public traffi  c. The 
Indian Telegraph Act was enacted in 1885. It gave the exclusive privilege of establishing, maintaining, 
and working of ‘telegraphs’ to the Central Government. It also empowered the Government to grant 
licenses on such conditions and in consideration of such payments as it thought fi t, to any person to 
establish, maintain, or work a telegraph in any part of India.
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National Telecom Policy 1994
National Telecom Policy 1994 (NTP 1994) was announced on 13 May 1994. This was the fi rst major step 
towards deregulation, liberalisation, and private sector participation. The objectives of the policy were:

 � Aff ording telecommunication for all and ensuring the availability of telephone on demand;
 � Providing certain basic telecom services at aff ordable and reasonable prices to all people and 

covering all villages;
 � Giving world standard telecom services; addressing consumer complaints, dispute resolution and 

public interface to receive special attention and providing widest permissible range of services to 
meet the customers’ demand and at the same time at a reasonable price;

 � Creating a major manufacturing base and major export of telecom equipment having regard to 
country’s size and development; and

 � Protecting the defense and security interests of the country.

However, the policy did not yield the intended results, apparently because revenue realised by the 
cellular and basic operators was less than the projections and the operators were unable to arrange 
fi nances for their projects.

New Telecom Policy 1999
On the directions of the Prime Minister, a high level Group on Telecommunications (GoT) was consti-
tuted on 20 November 1998 to review the existing telecom policy and suggest further reforms. The 
policy on spectrum management as enumerated in NTP 1999 was as under:

 � Proliferation of new technologies and the growing demand for telecommunication services has 
led to manifold increase in demand for spectrum and consequently, it is essential that the spec-
trum is utilised effi  ciently, economically, rationally, and optimally.

 � There is a need for a transparent process of allocation of frequency spectrum for use by a service 
provider and making it available to various users under specifi c conditions.

 � With the proliferation of new technologies, it is essential to revise the National Frequency 
Allocation Plan (NFAP) in its entirety so that it becomes the basis for development, manufactur-
ing, and spectrum utilisation activities in the country amongst all users. NFAP was under review 
and the revised NFAP was to be made public by the end of 1999 detailing information regarding 
allocation of frequency bands for various services, without including security information.

 � NFAP would be reviewed no later than every two years and would be in line with radio regulations 
of the International Telecommunication Union (ITU).

 � Adequate spectrum is to be made available to meet the growing need of telecommunication 
services. Eff orts would be made for relocating frequency bands assigned earlier to defense and 
others. Compensation for relocation may be provided out of spectrum fee and revenue share.

 � There is a need to review the spectrum allocation in a planned manner so that required frequency 
bands are available to the service providers.

 � There is a need to have a transparent process of allocation of frequency spectrum that is eff ective 
and effi  cient and the same would be further examined in the light of ITU guidelines. In this regard, 
the following course of action shall be adopted, viz.:
– Spectrum usage fee shall be charged;
– An inter-ministerial group to be called wireless planning coordination committee, as a part of 

the ministry of communications for periodical review of spectrum availability and broad alloca-
tion policy, should be set up; and
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– Massive computerisation in WPC wing would be started in the next three months so as to 
achieve the objective of making all operations completely computerised by the end of the 
year 2000.

Establishment of the ‘Telecom Commission’ 
and the ‘Telecom Regulatory Authority of India’
On 11 April 1989, the Council of Ministers passed a resolution and decided to establish the Telecom 
Commission. In 1997, Parliament enacted the Telecom Regulatory Authority of India Act, 1997 (for 
short, ‘the 1997 Act’) to provide for the establishment of TRAI. By Act No.2 of 2000, the 1997 Act was 
amended and provision was made for establishment of the Telecom Disputes Settlement and Appellate 
Tribunal (TDSAT). Sections 11 and 13 of this Act have bearing on the decision of these petitions.

The TRAI recommended that all new operators barring DOT/MTNL be selected through a competi-
tive process. This is recommended to be a multi-stage bidding process preceded by a pre-qualifi cation 
round. Under this pre-qualifi cation, prospective operator would be required to meet pre-determined 
criteria in order to qualify to bid for the license. Pre-qualifi cations will mainly be on the following 
grounds:

 � Financial strength and experience as a telecom service provider
 � Minimum roll out obligation
 � Technical Plan
 � Business Plan
 � Payment terms and other commercial conditions

It is recommended that prospective bidders who meet the predetermined threshold as set out in 
the pre-qualifi cation criteria be short-listed for bidding for entry fee in the next stage.

The Structure of the Bidding Process Selection from amongst all those who pass the pre-qual-
ifi cation round will be by a process of bidding. The bids will be carefully structured so as to guard 
against the possible misuse of the process such as preemptive over-bidding or cartelisation. For 
this purpose, a bid structure involving ‘Multi-Stage Informed Ascending Bids’ is recommended. It is 
also recommended that such bids be invited for the entry fee for selection of operations and issuing 
licenses to them.

Entry of the Fourth Operator
In the meanwhile, a Group of Ministers was constituted on 10 September 2003 with the approval of 
the Prime Minister to recommend how to ensure release of adequate spectrum needed for the growth 
of the telecom sector. The GoM recommended the following course of action:

 � The scope of NTP-99 may be enhanced to provide for licensing of Unifi ed Access Service for basic 
and cellular license services and Unifi ed Licensing comprising all telecom services. Department of 
Telecommunications may be authorised to issue necessary addendum to NTP-99 to this eff ect.

 � The recommendations of TRAI with regard to implementation of the Unifi ed Access Licensing 
Regime for basic and cellular services may be accepted.
DoT may be authorised to fi nalise the details of implementation with the approval of the Minister 
of Communication & IT in this regard including the calculation of the entry fee depending upon 
the date of payment based on the principles given by TRAI in its recommendations.
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 � The recommendations of TRAI in this regard to the course of action to be adopted subsequently in 
regard to the implementation of the fully Unifi ed License Authorisation Regime may be approved. 
DoT may be authorised to fi nalise the details of implementation with the approval of the Minister 
of Communications & IT on receipt of recommendations of TRAI in this behalf.

 � The recommendations of TRAI in regard to additional entry fee payable by basic service operators 
for providing WLL(M) service on which Government sought its recommendations based on the 
judgment of TDSAT dated 8 August 2003 in the WLL(M) case may be accepted.

 � While there appears to be no case for giving any compensation package to them, because of the 
perception that the fi nances of the cellular operators are strained and because of the eff ect these 
may have on fi nancial institutions. Finance Ministry would address the diffi  culties of the cellular 
operators, if any, separately and appropriately.

 � If new services are introduced as a result of technological advancements that require additional 
spectrum over and above the spectrum already allotted/contracted, allocation of such spectrum 
will be considered on payment of additional fee or charges; these will be determined as per guide-
lines to be evolved in consultation with TRAI.

ARGUMENTS OF THE PETITIONERS
Shri Prashant Bhushan, learned counsel for the petitioners in Writ Petition (C) No. 423 of 2010 and 
Dr Subramanian Swamy, who is petitioner-in-person in Writ Petition (C) No. 10 of 2011 made the 
following submissions:

 � The spectrum, which is a national asset, cannot be distributed by adopting the principle of fi rst-
come-fi rst-served on the basis of the application received by the DoT without any advertisement 
and without holding auction.

 � The grant of licenses bundled with spectrum is ex-facie arbitrary illegal and violative of Article 14 
of the Constitution.

 � The decision of the Minister to pre-pone the cut-off  date from 1 October 2007 to 25 September 
2007, which eliminated large number of applications, is violative of Article 14 of the Constitution 
and the entire exercise undertaken with reference to this cut-off  date has resulted in discrimina-
tion vis-à-vis other eligible applicants.

 � Once the cut-off  date fi xed by the Minister for consideration of the applications received in the 
light of the earlier press release fi xing the last date as 1 October 2007 has been declared to be 
arbitrary and unconstitutional by the High Court, the consequential actions taken by the DoT are 
liable to be annulled.

 � The principle of fi rst-come-fi rst-served suff ers from a fundamental fl aw inasmuch as there is no 
defi ned criterion for operating that principle. There is no provision for issue of advertisement noti-
fying obligations for grant of license and allocation of spectrum and any person who makes appli-
cation becomes entitled to get license and spectrum.

 � The principle of fi rst-come-fi rst-served was manipulated by the Minister to favour some of the 
applicants including those who were not even eligible. Shri Bhushan pointed out that out of 122 
applications, 85 were found ineligible and those who got the information from the Minister or the 
offi  cers about the change of the criteria for implementing the principle of fi rst-come-fi rst-served 
got advantage and acquired priority over those who had applied earlier.
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 � The meeting of the Telecom Commission scheduled for 9 January 2008 was deliberately 
 postponed because vide letter dated 22 November 2007 the Finance Secretary had strongly 
objected to the charging of entry fee fi xed in 2001.

 � Shri Bhushan pointed out that the recommendations made by TRAI on 28 August 2007 were con-
trary to public interest as well as the fi nancial interest of the nation because at the time of entry 
of 4th cellular operator, the same TRAI had suggested multi-stage bidding and even for allocation 
of 3G spectrum, the methodology of auction was suggested but, for no ostensible reason, the so-
called theory of level-playing fi eld was innovated for grant of UAS Licenses in 2007 on the basis of 
the entry fee fi xed in 2001. Learned counsel emphasised that the transfer of equity by three of the 
licensees immediately after issue of licenses for gain of many thousand crores shows that if the pol-
icy of auction had been followed, the nation would have been enriched by many thousand crores.

 � Both, Shri Prashant Bhushan and Dr Subramanian Swamy pointed out that although the Prime 
Minister had suggested that a fair and transparent method be adopted for grant of UAS Licenses 
through the process of auction, the Minister of C&IT casually and arbitrarily brushed aside the sug-
gestion and granted license to the applicants for extraneous reasons.

 � Dr Subramanian Swamy also raised a concern regarding the national security and pointed out that 
some of the applicants who have trans-border connections have received licenses and they may 
ultimately prove to be dangerous for the nation.

ANSWERS TO QUESTIONS 
RAISED IN THE BEGINNING
The Supreme Court then considered the questions enumerated in the opening part of the judgement.

Pricing Methodology
The Court said that although, while making recommendations on 28 August 2007, TRAI itself had recog-
nised that spectrum was a scarce commodity, it made recommendation for allocation of 2G spectrum on 
the basis of 2001 price by invoking the theory of level-playing fi eld. Paragraph 2.40 of recommendations 
dated 28 August 2007 shows that as per TRAI’s own assessment, the existing system of spectrum alloca-
tion criteria, pricing methodology, and the management system suff ered from a number of defi ciencies 
and there was an urgent need to address the issues linked with spectrum effi  ciency and its manage-
ment and yet it decided to recommend the allocation of spectrum at the price determined in 2001.

All this was done in the name of growth, aff ordability, and penetration of wireless services in semi-
urban and rural areas, etc. Unfortunately, while doing so, TRAI completely overlooked that one of the 
main objectives of NTP 1999 was that spectrum should be utilised effi  ciently, economically, rationally, 
and optimally and there should be a transparent process of allocation of frequency spectrum as also 
the fact that in terms of the decision taken by the Council of Ministers in 2003 to approve the rec-
ommendations of the Group of Ministers, the DoT and Ministry of Finance were required to discuss 
and fi nalise the spectrum pricing formula. To say the least, the entire approach adopted by TRAI was 
lopsided and contrary to the decision taken by the Council of Ministers and its recommendations 
became a handle for the then the Minister of C&IT and the offi  cers of the DoT who virtually gifted 
away the important national asset at throwaway prices. This becomes clear from the fact that soon 
after  obtaining the licenses, some of the benefi ciaries off -loaded their stakes to others, in the name 
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of transfer of equity or infusion of fresh capital by foreign companies, and thereby made huge profi ts. 
We have no doubt that if the method of auction had been adopted for grant of license that could be 
the only rational transparent method for distribution of national wealth, the nation would have been 
enriched by many thousand crores.

While it cannot be denied that TRAI is an expert body assigned with important functions under 
the 1997 Act, it cannot, while making recommendations, overlook the basic constitutional postulates 
and principles and make recommendations that should prevent majority of the people from partici-
pating in the distribution of national assets/state property. Therefore, even though the scope of judi-
cial review in such matters is extremely limited, keeping in view of the facts that have been brought to 
the notice of this Court, we have no hesitation to record a fi nding that the recommendations made by 
TRAI were fl awed in many respects and implementation thereof by the DoT resulted in gross violation 
of the objective of NPT 1999.

Need for a Transparent and Fair Method
There is a fundamental fl aw in the principle of fi rst-come-fi rst-served inasmuch as it involves an ele-
ment of pure chance or accident. In matters involving award of contracts or grant of license or permis-
sion to use public property, the invocation of fi rst-come-fi rst-served principle has inherently dangerous 
implications. Any person who has access to power corridor at the highest or the lowest level may be 
able to obtain information from the Government fi les or the fi les of the agency/instrumentality of the 
State that a particular public property or asset is likely to be disposed of or a contract is likely to be 
awarded or a license or permission would be given. He would immediately make an application and 
would become entitled to stand fi rst in the queue at the cost of all others who may have a better claim.

This Court has repeatedly held that wherever a contract is to be awarded or a license is to be given, the 
public authority must adopt a transparent and fair method for making selections so that all eligible persons 
get a fair opportunity of competition. To put it diff erently, the State and its agencies/instrumentalities must 
always adopt a rational method for disposal of public property and no attempt should be made to scuttle 
the claim of worthy applicants. When it comes to alienation of scarce natural resources like spectrum etc., 
the State must always adopt a method of auction by giving wide publicity so that all eligible persons may 
participate in the process. Any other methodology for disposal of public property and natural resources/
national assets is likely to be misused by unscrupulous people who are only interested in garnering 
maximum fi nancial benefi t and have no respect for the constitutional ethos and values.

The Court held that the manner in which the exercise for grant of LoIs to the applicants was con-
ducted on 10 January 2008 leaves no room for doubt that everything was stage-managed to favour 
those who were able to know in advance about change in the implementation of the fi rst-come-fi rst-
served principle. As a result of this, some of the companies that had submitted applications in 2004 or 
2006 were pushed down in the priority and those who had applied between August and September 
2007 succeeded in getting higher seniority entitling them to allocation of spectrum on priority basis.

Source: Public writ petition fi led by the Centre for Public Interest Litigation and Dr Subramanian Swamy 
in the Supreme Court of India against the Union of India.

QUESTIONS
 1. Comment: ‘Personal greed puts business ethics at stake.’
 2. Discuss the issue on the grounds of transparency and objectivity.
 3. Discuss whether in this case there was wrong use of power for undue considerations.
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Case 8:  Clinical Trials in India – 
Ethical Concerns

Clinical trials in India continue to be in the news, unfortunately a fair bit being negative coverage. Over 
the last few years, there has been continuing outrage on the issue of rising outsourcing of clinical trials 
to India, with concerns about little benefi t or relevance to the public health needs of the country. While 
this dust has not even settled, allegations of unethical conduct in clinical trials have again brought 
focus on the need for regulatory reform and stringent ethical safeguards.

The recent reporting of controversial drug trials being conducted by doctors of the government 
medical college and private practitioners on ‘mentally challenged’ patients in Indore has caused uproar. 
It was alleged that for more than two years, from 2008 to 2010, trials were conducted fl outing ethics 
guidelines. The Madhya Pradesh government levied a fi ne of ` 5000 each on the doctors involved, and 
this was seen widely as being paltry and insuffi  cient punishment. As details emerged, questions were 
raised about the role of independent or commercial (as compared to institutional) ethics committees, 
improper documentation of consent, vulnerability of research participants as well as the thorny issue 
of private practice (and in this case, research in private clinics) by government doctors.

CLINICAL TRIALS IN INDIA: BACKGROUND
In a bid to encourage the clinical trials sector, India amended its drug laws in 2004. Phase I safety trials 
cannot be conducted in the country for drugs developed outside of India, but Phase II and III trials can 
be conducted in parallel with trials in other countries. International drug companies that partner with 
Indian fi rms qualify as ‘domestic’ companies and are allowed to conduct Phase I trials in India.

In India, around 60 per cent of clinical trials are carried out by pharmaceutical companies, while 
the other 40 per cent are outsourced to contract research organisations (CROs). The market for Phase II 
and III clinical trials is estimated to be worth $100 million (£63 million), according to the Indian Society 
for Clinical Research (ISCR). Transnational drug companies are moving their clinical trials business to 
India. From 40 to 50 trials in 2003, the country saw around 1,850 trials registered with the government 
registry in June 2011. Mushrooming clinical research courses, often unregulated, have sprung up with 
an aim of servicing the need of personnel for conducting clinical research.

Drug companies are drawn to India for several reasons, including a technically competent work-
force, patient availability, low costs, and a friendly drug-control system. While good news for India’s 
economy, the booming clinical trial industry is raising concerns because of lack of regulation of private 
trials and the uneven application of requirements for informed consent and proper ethics review.

While the escalating research quantum has, to some extent, served to benefi t the Indian popula-
tion which now is undergoing a demographic transition with both infectious and non-communicable 
diseases being commonplace, it has also raised concerns that ethical conduct is often forgone when 
the primary interest increasingly is profi t generation. The spectre of unethical trials being frequently 
reported is a refl ection of an ailing and substantially ineff ective research regulation system in India. 
While biomedical research in the country has increased exponentially in the last decade, reforms in 
regulations have only occurred at snail’s pace. Intent has been demonstrated towards such reform, but 
it needs to be substantiated with priority policy changes. Regulatory progress is only one element of 
the solution – other steps are also needed to move forward in this area.
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Clinical Trials Registry
Clinical trials hold enormous potential for benefi ting patients, improving therapeutic regimens, 
and ensuring advancement in medical practice that is evidence based. Unfortunately, the data and 
reports of various trials are often diffi  cult to fi nd and in some cases, do not even exist as many trials 
are abandoned or are not published due to ‘negative’ or equivocal results. However, this tendency for 
availability of only selective information from the myriad clinical trials conducted is not commensu-
rate with the practice of ‘evidence-based medicine’. Today, at the global level, a need has been felt for 
transparency, accountability, and accessibility in order to re-establish public trust in clinical trial data. 
And this would be feasible only if all clinical trials that are conducted are registered in a centralised 
clinical trials registry. Registration of trials will ensure transparency, accountability, and accessibility 
of clinical trials.

The Clinical Trials Registry, India (CTRI), hosted at the Indian Council of Medical Research’s (ICMR) 
National Institute of Medical Statistics (NIMS), is a free and online public record system for registration 
of clinical trials being conducted in India that was launched on 20 July 2007 (www.ctri.nic.in). Initiated 
as a voluntary measure, since 15 June 2009, trial registration in the CTRI has been made mandatory by 
the Drugs Controller General (India) (DCGI) (www.cdsco.nic.in). Moreover, editors of 11 major biomedi-
cal journals of India declared that only registered trials would be considered for publication.

Today, any researcher who plans to conduct a trial involving human participants, of any inter-
vention such as drugs, surgical procedures, preventive measures, lifestyle modifi cations, devices, edu-
cational or behavioural treatment, rehabilitation strategies, as well as trials being conducted in the 
purview of the Department of AYUSH (http://indianmedicine.nic.in/) is expected to register the trial 
in the CTRI before enrolment of the fi rst participant. Trial registration involves public declaration and 
identifi cation of trial investigators, sponsors, interventions, patient population, etc., before the enrol-
ment of the fi rst patient. Submission of Ethics approval and DCGI approval (if applicable) is essential 
for trial registration in the CTRI. Multi-country trials, where India is a participating country, which have 
been registered in an international registry, are also expected to be registered in the CTRI. In the CTRI, 
details of Indian investigators, trial sites, Indian target sample size, and date of enrolment are captured. 
After a trial is registered, the trialists are expected to regularly update the trial status or other aspects 
as the case may be. After a trial is registered, all updates and changes will be recorded and available 
for public display.

Being a Primary Register of the International Clinical Trials Registry Platform (ICTRP) (http://www.
who.int/ictrp/search/en/), registered trials are freely searchable both from the WHO’s search portal, the 
ICTRP, as well as from the CTRI (www.ctri.nic.in).

The Indian registry is active but there is no legal requirement to register a trial. India’s Clinical 
Trials Registry has all the 20 items of the WHO Clinical Trials Registry Platform. In addition, there are 
items such as: declaration of principal investigator’s name and address; name of the ethics commit-
tee and approval status; regulatory clearance obtained from the Drugs Controller General of India; 
estimated duration of trial; site(s) of study; phase of trial; brief summary; method of generating 
randomisation sequence; method of allocation concealment; and fi nally, method of blinding and 
masking.

Steps are being taken to encourage voluntary registration, including the Clinical Trials Registry 
workshops to which people likely to be conducting clinical trials – medical colleges, research institu-
tions, state drug controllers, and non-governmental organisations – are invited, but for some, such 
steps are inadequate.
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Ethics Committees
The role of stronger legal oversight, in the light of the guidelines not serving to be enough in curbing 
deviant research conduct, cannot be emphasised enough. Advocacy is needed, so that the draft bill 
on Biomedical Research on Human Participants (Promotion and Regulation) prepared by the Indian 
Council of Medical Research is put in the public domain for discussion and refi nement, and is then 
tabled in the Parliament on a priority basis. Such a law can provide mechanisms for legal remedy in the 
case of questionable and/or exploitative research.

The number of Ethics Committees (ECs) in the country is rising, but there is no clear estimation 
of the total numbers. The quality of conduct of ECs is often quite variable, and also there is no stan-
dardised training or orientation for members. Unless there is mandatory registration of ethics commit-
tees and an accreditation process, it would be diffi  cult to ensure that ECs are optimally focusing on their 
core duty of protection of research participants. In a positive development, some ECs in India have 
voluntarily undergone accreditation through the Forum for Ethical Review Committees in the Asian 
and Western Pacifi c Region (FERCAP), and the Association for the Accreditation of Human Research 
Protection Programs, Inc. (AAHRP). Indian EC members, who were surveyed in the past, also felt that 
there is a need for formal training of EC members in ethics and networking of ECs. The Forum for Ethics 
Review Committees in India (FERCI), which recently conducted its fi rst national conference, could serve 
as a platform to respond to these needs. E-groups and online discussion forums have also helped 
in providing avenues for sharing of experiences and updates. ECs also need to proactively engage 
researchers and conduct on-site monitoring of projects; this can help in identifying and addressing 
transgressions.

The role of mentorship is crucial in training research investigators. If the mentors demonstrate 
and require that trainees conduct research of a high standard, it can help a great deal in producing 
researchers for the future, who do not cut corners and believe strongly in scientifi c integrity.

Transparency is one of the core guiding principles in the ICMR Ethics Guidelines. Institutions and 
investigators need to put more information into the public domain: About the kind of research they 
are carrying out, the rationale for choosing a certain set of participants and the interventions, the 
standard of care in the research, ancillary care and post-trial obligations, etc. While it might not be 
possible to always disclose proprietary information related to the intervention or some elements 
about the research, the relevant ethics committee should at least insist on full information being 
provided.

Global attention is now being paid to the need for public engagement in science. There is a need 
to enhance the public understanding for research, and to develop a civic dialogue around what 
kind of research is necessary. This will help in creating widespread support for scientifi c endeavours. 
Mechanisms of communication between research participants and the communities they belong 
to, and between the researchers and ECs will help avoid misunderstandings due to a trust defi cit. 
Scientists should also use the media at local and national levels to explain the rationale for the research 
which is being conducted, and how it relates to the health priorities in that context.

Problems
The latest developments in India refl ect a concerted eff ort on the part of the global public health 
community to push clinical trial issues to the fore in the wake of several high-profi le cases in which 
pharmaceutical companies were shown to be withholding information from regulators.
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Corruption, the low cost of conducting trials, poor compliance, and collusion between drug 
companies and doctors have led to a rise in unethical drug trials in India. Poor, uneducated patients 
at government-run hospitals are lured into clinical trials, with the promise of free medicines and many 
volunteers have little idea what they are signing up for.

The poor focus of regulatory authorities has aff ected the growth of the clinical trials industry, 
which has been overtaken by countries such as the Philippines, known for its speedy approvals.

Dr Ambujam Nair Kapoor, a senior scientist of the Indian Council of Medical Research (ICMR), states 
the problem bluntly: ‘Unless we put in place systems that ensure safety of patients and good quality of 
trials, people will get away with whatever they can get away with.’ ICMR, a national body responsible 
for the formulation, coordination, and promotion of biomedical research, is striving to do just that with 
the Clinical Trials Registry of India, which it launched in July 2007.

Fewer than 40 ethics committees in India are properly constituted and functioning, which means 
that the safety of the subjects of clinical trials is on the back burner. It is also worrying that there is 
no legal requirement for investigators or members of the ethics committees to declare a confl ict of 
interest. This is a particularly serious problem given the increasing number of hospitals now owned 
by drug companies. Clinical trials at such hospitals should carry a statement of disclosure about the 
relationship.

Supreme Court Intervention
The fl edgling clinical trials industry in India has been hit by recent revelations of lack of regulation. 
Now, the Supreme Court has criticised the body that oversees clinical trials for its inaction in the face 
of these unethical practices.

‘Uncontrolled clinical trials are causing havoc to human life,’ the Supreme Court stated in response 
to a petition fi led by the human rights group Swasthya Adhikar Manch (SAM). ‘There are so many legal 
and ethical issues involved with clinical trials and the government has not done anything so far.’ SAM’s 
petition alleged that multinational companies are exploiting loopholes and gaps in the law to run their 
trials. Poorly run and unethical trials have resulted in health problems and even the death of some trial 
participants, who are often signed up without their knowledge.

The Supreme Court directed the government to manage the ‘menace’ of poorly regulated trials 
on a war-footing. The Court asked the health secretary to take over the supervision of clinical trials 
across the country, revoking the power of the Central Drug Standard Control Organisation (CDSCO) 
under the Drugs Controller General of India (DCGI), the sole agency that monitors and regulates 
clinical trials.

From 2005 to 2012, about 475 new chemical entities were tested in clinical trials, of which only 
17 were approved for marketing. As many as 57,303 patients were enrolled in clinical trials but only 
39,022 completed them – 11,972 patients suff ered serious adverse eff ects (SAE) and 2,644 died. Out 
of these, 506 SAEs and 80 deaths have been linked to clinical trials, the DGCI told the Supreme Court. 
However, in only 40 out of the 80 instances where the trial participant died, has their family been 
compensated.

‘Compensation is very meager a couple of lakh rupees (around £3000),’ Amulya Nidhi (co-convener 
of Swasthya Adhikar Manch, the organisation that fi led the petition on clinical trials in the Supreme 
Court of India) says. ‘The government should propose a proper compensation policy for victims of 
clinical trials.’
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After over 2,242 deaths during clinical drug trials in the last fi ve years, the government plans to 
regulate the sector worth $500 million by bringing changes in drug laws, to make lapses by pharma-
ceutical MNCs a punishable off ence and enhance compensation among other steps.

A day after the Supreme Court rapped the Health Ministry for allowing Indians to be used as 
‘guinea pigs’ in the conduct of drug trials, the rules meant to monitor clinical trials under the Drugs 
and Cosmetics Act would be notifi ed within this month. After notifying these rules, which will lay 
down guidelines for pharmaceutical companies engaging in drug trials in India, the government will 
further amend the Drugs and Cosmetics Act to make lapses by these MNCs a punishable off ence under 
law, they said.

Waking up to regulate the clinical trial sector, the Health Ministry under the new rules will, for the 
fi rst time, put specifi c responsibility on investigators and sponsors of drug trials – making it manda-
tory for them to address issue of medical management of subjects involved in trials in case of serious 
adverse events such as death. The new rules will also prescribe a formula providing for higher compen-
sation in case of serious adverse event like death during the trials and fi x a minimum compensation 
amount.

Sources: http://www.who.int/bulletin/volumes/86/8/08-010808/en/index.html; http://www.rsc.org/chemistry
world/2013/01/india-supreme-court-unethical-clinical-trials; http://www.ncbi.nlm.nih.gov/pmc/articles/PMC
3356974/; http://www.thehindu.com/news/national/govt-set-to-notify-rules-for-clinical-trials/article4273210.
ece; http://ctri.nic.in/Clinicaltrials/cont1.php

QUESTIONS
 1. Discuss the ethical issues involved in clinical trials in India.
 2. What is the role of clinical trial registry and how can it prevent unethical conduct in clinical trials?
 3. ‘Uncontrolled clinical trials are causing havoc to human life.’ Discuss the statement with reference 

to the Supreme Court intervention on the issue of clinical trials.
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Case 9:  Corporate Governance 
at Satyam Computers

In one of the biggest frauds in India’s corporate history, B. Ramalinga Raju, founder and CEO of Satyam 
Computers, India’s fourth-largest IT services fi rm, announced on 7 January, 2009 that his company 
had been falsifying its accounts for years, overstating revenues, and infl ating profi ts. Ironically, Satyam 
means ‘truth’ in Sanskrit, but Raju’s admission – accompanied by his resignation – shows that the com-
pany had been feeding investors, shareholders, clients, and employees a steady diet of asatyam (or 
untruth), at least regarding its fi nancial performance.

Letter from Raju to the Board
To the Board of Directors,
Satyam Computer Services Ltd.
Dear Board Members,
It is with deep regret, at tremendous burden that I am carrying on my conscience that I would like to 
bring the following facts to your notice:

The Balance Sheet carries as of September 30, 2008:

 1. Infl ated (non-existent) cash and bank balances of ` 5,040 crore (as against `  5361 crore refl ected 
in the books)

 2. An accrued interest of ` 376 crore which is non-existent
 3. An understated liability of ` 1,230 crore on account of funds arranged by me
 4. An overstated debtors position of ` 490 crore (as against ` 2651 crore] refl ected in the books)

For the September quarter (02) we reported a revenue of ` 2,700 crore and an operating margin of 
` 649 crore (24% of revenues) as against the actual revenues of ` 2,112 crore and an actual operating 
margin of ` 61 crore ( 3% of revenues). This has resulted in artifi cial cash and bank balances going up 
by ` 588 crore in Q2 alone.

The gap in the balance sheet has arisen purely on account of infl ated profi ts over the period of last 
several years (limited only to Satyam standalone, books of subsidiaries refl ecting true performance). 
What started as a marginal gap between actual operating profi t and the one refl ected in the books of 
accounts, continued to grow over the years. It has attained unmanageable proportions as the size of 
company operations grew signifi cantly (annualised revenue run rate of ̀  11,276 crore in the September 
quarter, 2008 and offi  cial reserves of ` 8,392 crore). The diff erential in the real profi ts and the one 
refl ected in the books was further accentuated by the fact that the company had to carry additional 
resources and assets to justify higher level of operations – thereby signifi cantly increasing the costs.

Every attempt made to eliminate the gap failed. As the promoters held a small percentage of 
equity, the concern was that poor performance would result in a takeover; thereby exposing the gap. 
It was like riding a tiger, not knowing how to get off  without being eaten.

The aborted Maytas acquisition deal was the last attempt to fi ll the fi ctitious assets with real ones. 
Maytas’ investors were convinced that this is a good divestment opportunity and a strategic fi t. Once 
Satyam’s problem was solved, it was hoped that Maytas’ payments can be delayed. But that was not to 
be. What followed in the last several days is common knowledge.
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I would like the Board to know:

 1. That neither myself, nor the Managing Director (including our spouses) sold any shares in the last 
eight years – excepting for a small proportion declared and sold for philanthropic purposes.

 2. That in the last two years a net amount of ` 1,230 crore was arranged to Satyam (not reflected 
in the books of Satyam) to keep the operations going by resorting to pledging all the promoter 
shares and raising funds from known sources by giving all kinds of assurances (Statement 
enclosed, only to the members of the board). Significant dividend payments, acquisitions, 
capital expenditure to provide for growth did not help matters. Every attempt was made to 
keep the wheel moving and to ensure prompt payment of salaries to the associates. The last 
straw was the selling of most of the pledged share[s] by the lenders on account of margin 
triggers.

 3. That neither me, nor the Managing Director took even one rupee/dollar from the company and 
have not benefi tted in fi nancial terms on account of the infl ated results.

 4. None of the board members, past or present, had any knowledge of the situation in which 
the company is placed. Even business leaders and senior executives in the company, such as, 
Ram Mynampati, Subu D., T. R. Anand, Keshab Panda, Virender Agarwal, A. S. Murthy, Han T., 
S. V. Krishnan, Vijay Prasad, Manish Mehta, Murali V. Sriram Papani, Kavale, Joe Lagioia, Ravindra 
Penumetsa, Jayaraman and Prabhakar Gupta are unaware of the real situation as against the 
books of accounts. None of my or Managing Director’s immediate or extended family members 
has any idea about these issues.

Having put these facts before you, I leave it to the wisdom of the board to take the matters for-
ward. However, I am also taking the liberty to recommend the following steps:

 1. A Task Force has been formed in the last few days to address the situation arising out of the failed 
Maytas acquisition attempt. This consists of some of the most accomplished leaders of Satyam; 
Subu D., T. R. Anand, Keshab Panda and Virender Agarwal, representing business functions; and 
A. S. Murthy, Han T. and Murali V. representing support functions. I suggest that Ram Mynampati 
be made the Chairman of this Task Force to immediately address some of the operational matters 
on hand. Ram can also act as an interim CEO reporting to the board.

 2. Merrill Lynch can be entrusted with the task of quickly exploring some merger opportunities.
 3. You may have a testament of accounts prepared by the auditors in light of the facts that I have 

placed before you.

I have promoted and have been associated with Satyam for well over twenty years now. I have 
seen it grow from a few people to 53,000 people, with 185 Fortune 500 companies as customers and 
operations in 66 countries. Satyam has established an excellent leadership and competency base at 
all levels. I sincerely apologise to all Satyamites and stakeholders, who have made Satyam a special 
organisation, for the current situation. I am confi dent they will stand by the company in this hour 
of crisis.

In the light of the above, I fervently appeal to the board to hold together to take some important 
steps. Mr T. R. Prasad is well placed to mobilise support from the government at this crucial time. 
With the hope that members of the Task Force and the fi nancial advisor, Merrill Lynch (now Bank of 
America) will stand by the company at this crucial hour, I am marking copies of this statement to them 
as well.
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Under the circumstances, I am tendering my resignation as the chairman of Satyam and shall 
continue in this position only till such time the current board is expanded. My continuance is just to 
ensure enhancement of the board over the next several days or as early as possible.

I am now prepared to subject myself to the laws of the land and face the consequences thereof.
(B. Ramalinga Raju)

Copies marked to: Chairman, SEBI and Stock Exchanges

Background of Satyam Computers
Satyam Computer Services Limited (SCL), the Hyderabad, India based software company was 
founded in 1987 by B. Ramalinga Raju and his brother B. Rama Raju. Since its foundation in 1987, 
Satyam grew rapidly into a four billion dollar enterprise in two decades riding on the Indian software 
wave. In 1991, it became a public limited company and went for an IPO that was oversubscribed by 
17 times.

In 1999, Satyam Infoway became the fi rst Indian Internet company to be listed on NASDAQ and 
in 2001, Satyam ADR was listed on NYSE (SAY). By 2008, it was the fourth largest Indian software and 
BPO company after giants like Infosys, TCS, and Wipro. It had operations in several countries around 
the globe and had clients like the World Bank, partners like GE and was selected the offi  cial IT services 
provider for FIFA World Cups 2010 (South Africa) and 2014 (Brazil). It was chosen as the fi rst company 
to ring the bell by the National Stock Exchange in 2008.

Months before the scandal happened, Satyam was awarded the Golden Peacock Global Award for 
Excellence in Corporate Governance in 2008 by The World Council for Corporate Governance (WCFCG). 
Previously, Investor Relations Global Rankings (IRGR) had rated Satyam as the company with Best 
Corporate Governance Practices for 2006 and 2007. In short, on the eve of its crisis, Satyam was one of 
the brightest jewels in India’s corporate crown in every way.

Part of the reason for this reputation of Satyam was its stellar board. In late 2008, its non-
executive directors comprised leading academics from India and abroad including Prof. Krishna 
Palepu of Harvard Business School, an authority on corporate governance, Vinod Dhams, the inventor 
of Pentium chips at Intel, and top ex-bureaucrats from India. One could hardly imagine a more 
competent assemblage of people to steer a corporation.

Ramalinga Raju
Ramalinga Raju, the driving force behind Satyam, served as its chairman from 1995 to 7 January 2009 
and served on several corporate boards, including those belonging to the Satyam group. He served as 
chairman of the National Association of Software and Service Companies (NASSCOM) and a member 
of the International Advisory Panel of Malaysia’s Multimedia Super Corridor. He was the driving force 
behind the Hyderabad-based Emergency Management Research Institute (EMRI).

He served as chairman and member of governing board of Emergency Management Research 
Institute. Among the many awards received by him, he also received the Corporate Citizen of the 
Year award during the Asian Business Leadership Summit held in Hong Kong in 2002. He was named 
the IT Man of the Year by Dataquest in 2001 and was conferred the Entrepreneur of the Year Award 
(Services) by Ernst & Young, India in 2000. He holds a Master of Business Administration degree 
from Ohio State University and has attended Harvard Business School’s Advanced Management 
Programme.
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The Insider Deal
Trouble started on 16 December when its board approved the acquisition of 100 per cent stake 
in  privately-held Hyderabad-based Maytas Properties and a 51 per cent stake in public listed fi rm 
Maytas Infra.

The two fi rms represent the Raju family’s old construction and property business – Maytas is 
 actually Satyam spelt backwards and is run by the two sons of Satyam founder, S. Ramalinga Raju. 
The decision is an even bigger surprise as Rajus had taken Maytas Infra public just one year back. As of 
31 September 2008, promoters held 36.64 per cent in Maytas Infra.

The price to be paid to the promoters was fi xed at ` 475 per share, 1.25 per cent discount to the 
closing price of the scrip on 16 December. The open off er would be made at ` 525 per share which 
was 7 per cent premium to the ruling price as against the 52 week high of ` 946. This would be a com-
pletely unrelated acquisition by Satyam in a sector that was arguably as troubled, if not more, than 
software, because of the credit crunch.

Institutional shareholders resisted the deal from the word go. There was stiff  opposition at the 
conference call announcing the deal itself, particularly from FII players like Templeton. The main objec-
tion was that it was not clear who had done the valuation of Maytas and why Satyam should move into 
an unrelated industry already under severe stress. Besides, the Raju family connection looked like a 
clear ‘insider deal’ to use shareholder money to bail out Raju’s sons. Institutional investors went public 
on the media with their displeasure and the Satyam ADRs opened 35 per cent lower that morning at 
NYSE and declined further. With a similar landslide expected in India the next morning, the manage-
ment rescinded the planned acquisition before Indian markets opened the next morning, within eight 
hours of its announcement of the deal itself. But the damage had been done. On 17 December, the 
Satyam story made headline news all over the Indian media and Satyam shares fell by 30.66 per cent 
(from ` 226.55 to ` 157.10) and the major Indian indices fell by 2.62 per cent (Sensex) and 2.87 per cent 
(Nifty). This provides us with the fi rst instance of a corporate governance ‘shock’ – related to board inef-
fectiveness in monitoring management.

However, worse was in store for Satyam and its shareholders. The second, and bigger, event hap-
pened on the morning of 7 January (while the markets in India were open) when Ramalinga Raju, 
Satyam’s chairman, disclosed that the fi rm had been fudging its accounts for several years and its 
much-vaunted $1.2 billion cash holding was largely non-existent and the result of a long-drawn 
accounting fraud. Satyam shares fell by 77.47 per cent (from ` 178.65 at opening to ` 40.25 at close) 
on that day and the major Indian indices fell by 7.25 per cent (Sensex) and 6.18 per cent (Nifty). This 
provides us with the second instance of a corporate governance ‘shock’ – this time related to account-
ing fraud and lax auditing.

Satyam’s auditor PricewaterhouseCoopers issued a terse statement: ‘Over the last two days, there 
have been media reports with regard to alleged irregularities in the accounts of Satyam . . . . Price 
Waterhouse are the statutory auditors of Satyam. The audits were conducted by Price Waterhouse in 
accordance with applicable auditing standards and were supported by appropriate audit evidence. 
Given our obligations for client confi dentiality, it is not possible for us to comment upon the alleged 
irregularities. Price Waterhouse will fully meet its obligations to cooperate with the regulators and 
others.’

The 17 December and the 7 January events thus provide us with two large, unexpected corpo-
rate governance shocks concerning the same company but distinguishable in nature. The fi rst one 
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was a shock about board ineff ectiveness while the latter was one of transparency and accounting 
malpractices.

Notwithstanding Raju’s confession, the Satyam episode has brought into sharp focus the role and 
effi  cacy of independent directors. SEBI requires Indian publicly held companies to ensure that inde-
pendent directors make up at least half their board strength.

Sources: http://www.indianexpress.com/news/satyam-fraud-full-text-of-rajus-letter-to-board/407799/; http://
economictimes.indiatimes.com/satyam-computer-services-ltd/infocompanyhistory/companyid-11407.cms; 
http://articles.timesofi ndia.indiatimes.com/keyword/independent-directors/featured/5

QUESTIONS
 1. What is corporate governance? Examine corporate governance issues at Satyam.
 2. Comment on the corporate governance issue at Satyam in relation to the non-fulfi llment of obli-

gation towards the various stakeholders.
 3. Discuss: ‘Indian company boards are a cozy nexus and their proceedings are for the mutual benefi t 

of their members.’
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Case 10:  Insider Trading 
by Rajat Gupta

Business ethics are the values instilled in a company that strengthen that fi rm’s foundation, integrity, 
and drive. Not only do these values guide businesses towards being sustainable and benefi ting soci-
ety, but the ethical frameworks of a business also determine and infl uence the company’s reputation 
and how it is perceived by the real world. 

Rajat Gupta’s recent conviction for committing conspiracy and securities fraud is signifi cant 
because he embodies the values and principles that many business leaders greatly admire and seek to 
utilise in order to strengthen their business practices. The business world was disturbed to hear of his 
conviction because Gupta has had a great deal of infl uence over business practices and management 
techniques, and he has also been one of the most prominent and admired business executives. This 
supports the argument that once these values are broken, an individual’s or company’s reputation and 
integrity can both be negatively aff ected by the failure to uphold their ethical frameworks. Having 
strong business ethics will allow a company to keep a strong foundation and maintain the values that 
will ensure it a strong and sustainable life.

RAJAT GUPTA’S RISE AND FALL
Convicted for insider trading, the 63-year-old Indian-American industry captain Rajat Gupta’s profes-
sional journey has now led him to a US federal prison, where he will serve a two-year sentence, after 
paying a fi ve million dollar fi ne.

Born into a middle class family in Kolkata, Gupta moved to New Delhi as a teenager after his par-
ents passed away. But in spite of all handicaps, he did well academically. He studied engineering at the 
prestigious Indian Institute of Technology in Delhi, where he was reportedly ‘a big man on campus; 
bright, talented, popular,’ and head of the college union. While at IIT, he also met his future wife in the 
course of a one-act play in 1968.

It is said that Gupta wrote his application to Harvard Business School at the IIT coff ee shop. In fact, 
when he went to the US in 1971, he even worked as a newspaper delivery boy to support himself. Two 
years later, he joined America’s top consultancy fi rm, McKinsey & Co, in New York.

By dint of sheer hard work, in 1994, at the age of 45, Gupta became the fi rst Indian-born chief of 
a top US international corporation. He served as Managing Director of McKinsey & Company till 2003. 
His success inspired many Indians within corporate America and outside, until of course he was con-
victed for shocking corporate wrongdoing.

Gupta’s professional career had inspired many future business leaders to establish strong ethi-
cal frameworks and pursue a life of honesty. From growing up as an orphan and graduating from 
Harvard Business School on a scholarship, Gupta had inspired many people to pursue their dreams 
even with little resources. As the global head of McKinsey and later joining the boards of companies 
like Goldman and Procter & Gamble, Gupta focused on establishing the ethical frameworks and values 
of many fi rms, which ultimately lead to their success. 

But let us be clear that Gupta was neither the fi rst nor will he be the last person to be convicted 
for trading insider information in the US. Indeed, there are several others who have been recently pun-
ished for similar crimes. These include the likes of Raj Rajaratnam, Zvi Goff er, Emanuel Goff er, Donald 
Longueuil, Michael Kimelman, and Danielle Chiesi.

M15_Ethical Management_CS.indd   237M15_Ethical Management_CS.indd   237 5/22/2013   4:59:21 PM5/22/2013   4:59:21 PM



238 �  Ethical Management

INSIDER TRADING IN INDIA
Rajat Gupta issue deals with examples of disobeying a company’s values. It deals with trading on inside 
information to get ahead of the stock market and gain excess revenue. Gupta did not uphold his per-
sonal values and ethics because insider trading is dishonest and leaves other people at a disadvantage. 
The reason this accusation is so signifi cant is because it exemplifi es the importance of maintaining 
strong business ethics. The primary aim of business should not be to just maximise profi ts; it should 
also facilitate the needs of society and work towards serving the community. If a business is caught 
disobeying its ethical framework through illegal practices, negative externalities, and dishonesty, it 
will lose all credibility and will ultimately fail in the long run. Goldman Sachs, for example, was caught 
betting against its own poor performing deals to loyal, but naive, customers in the housing bubble of 
2008. This type of business practice is unethical and takes away from a company’s reputation.

Against this backdrop, it is worthwhile to consider what would happen with cases of insider 
trading in India. The market watchdog here, the Securities and Exchange Board of India, has already 
requested the Union Government to set up special fast-track courts so as to bring the guilty to book.

The legal provisions in India and the US are entirely diff erent. It can be said that the laws are 
almost as good as non-existent in India. In the US, the investigators have more power and hence, bet-
ter chances of building a stronger case, which can lead to prosecution and actual punishment. In the 
Indian system, the emphasis is more on monetary penalty. In fact, the penalty is now much higher in 
cases like insider trading than it was before.

There is a provision for prosecution in India too. But the prosecution is not succeeding to that 
level. Litigation goes on for years together in India. The reasons are that we do not have earmarked 
judges. If we want our prosecutions to succeed, we need special courts. If that happens, there will be a 
marked improvement on this front.

It is apt to reproduce here what the Supreme Court said in August. ‘We can only observe that our 
legal system has made life too easy for criminals and too diffi  cult for law abiding citizens.’ Indeed, even 
though we live in the 21st century, we still cling to laws formulated in 1863.

For instance, the onus still lies on the prosecution to prove the defendant’s guilt. Even when 
Ramalinga Raju of Satyam admitted to his guilt, the legal system required that a trial take place and he 
be given the opportunity to defend himself.

Not only are Indian laws antique, but also the entire criminal justice system is weak. For instance, 
as per the Union Law Ministry, of the 895 posts for High Court judges, 275 were lying vacant as of 
1 January 2013. The Supreme Court, which has a sanctioned strength of 31 judges including the CJI, 
has only 26 judges. In the lower courts, out of the 18,008 posts, only 14,374 have been fi lled while 
3,634 are still vacant.

Even otherwise, as per the recommendations of the Law Commission made in 1988, India needs 
50 judges per million people for the country to off er eff ective delivery of justice. That translates 
to approximately 80,000 judges with a proportionate increase in the number of investigators and 
prosecutors as well. But the Government has remained silent or non-responsive on this issue, even 
though the Supreme Court has observed more than once that the criminal justice system has 
collapsed.

Besides, neither the Government nor the people of India consider fi nancial wrongdoing as a seri-
ous crime. There is no stigma attached to cheating or fraud in the stock market. Yet, it is the duty of 
any good government to protect its citizens from the risk of being done out of his life and property, 
simply because a bunch of greedy persons have resorted to fi nancial trickery. The punishment given 
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to Rajat Gupta is a wake-up call for the Indian Government. If we do not act now, it will be too late for 
the country to make amends.

Rajat Gupta case’s is a message to business leaders and managers to study ethics and establish a 
clear ethical framework for their business to live by. By upholding strong business values and engag-
ing in corporate social responsibility; businesses can strengthen their reputation and trustworthiness 
and will ultimately be more sustainable in the long run. With Gupta’s recent prosecution however, 
business leaders need to be aware that ethics is an extensive concept and is not only about generating 
profi ts and making the numbers. Ethics is about establishing a strong connection between businesses 
and the world surrounding them.

In the past, successful businesses have failed due to lack of business ethics and values. For a busi-
ness to be sustainable, it must focus on customer relationships and always strive to establish trust with 
the community it is serving. To accomplish this, businesses need to facilitate a caring foundation for its 
customers and establish a strong connection that will leave a long-lasting impression. Without follow-
ing the values and ethics of a business, an organisation cannot succeed.

Sources: http://www.dailypioneer.com/columnists/item/52817-lessons-we-must-learn-from-rajat-gupta-
case.html; http://systemsthinkingworks.wordpress.com/2012/10/27/the-ethical-dilemmas-of-rajat-gupta/

QUESTIONS
 1. Discuss the importance of the values and principles of business leaders.
 2. Comment: ‘Insider trading laws are almost as good as non-existent in India.’
 3. Comment: ‘An individual’s or a company’s reputation and integrity can both be negatively aff ected 

by the failure to uphold their ethical framework.’
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Case 11: Enron Case

There are some general issues in corporate governance. The first is to differentiate between form 
and substance of effective corporate governance. Regulatory bodies, including SEBI in India, 
have unavoidably focussed on the former; the various committees of the board, their functions, 
manning, etc.

The capital markets, and indeed capitalism itself, can function effi  ciently only if the highest stan-
dards of accounting, disclosure, and transparency are observed. In America, well-policed stock markets, 
fearsome regulators at the Securities and Exchange Commission (SEC), stern accounting standards in 
the form of generally accepted accounting principles (GAAP), and the perceived audit skills of the big 
fi ve accounting fi rms, have long been seen as crucial to the biggest, most liquid, and most admired 
capital markets in the world.

Enron complied with all the requirements, had a prestigious board with all the needed experi-
ence and qualifi cations, and yet failed miserably in preventing fraud on a gigantic scale. Obviously, the 
eff ectiveness of a board depends not so much on structural elements like committees, etc. as on the 
personalities of the members and the nature and degree of interest they take. To an extent, the latter 
also depends on the compensation they get and the time they can spare for the work. As for compen-
sation, there are two opposite traps: pay too little and you may not get well qualifi ed and experienced 
people to spend enough time; pay too much and they become too attached to the money to raise 
uncomfortable questions and upset the apple cart.

America’s love aff air with equities played a part in Enron’s failure. The pay of senior executives 
and board members hangs on the performance of a company’s shares – their reward for good per-
formance aligned their interests with those of shareholders, supposedly. In practice, the alignment of 
interests is imperfect.

Equity-related pay schemes tempt managers to seek to boost the share price in the short term, 
giving them the chance to cash out their stakes, to the detriment of the company and its sharehold-
ers in the long run. Enron’s managers made wide use of ‘special purpose entities’ (SPEs), vehicles that 
shifted losses and debts off  the company’s balance sheet. The company’s directors should have asked 
tough questions about the practice, but they did not. After all, a lot of personal wealth was at stake, 
for Enron’s creative accounting suggested to investors that the company was more profi table and less 
leveraged than it really was. That kept Enron’s share price up. The interests of ‘insiders’ were thus at 
odds with those of outside shareholders.

There is another issue that bears mention, an issue common also to treasury frauds: this is the will-
ingness to be independent enough, indeed occasionally nasty enough, to question star members of 
the management team. In the case of Enron management, the board’s task was made more diffi  cult by 
the prestige of ‘independent’ advisers like Arthur Andersen, Vinson and Elkins, the law fi rm, who had 
put their stamp of approval on what later turned out to be fraudulent transactions; and the prestige 
of Enron management itself.

It is easy to forget now that management gurus, academics, and business publications had lionised 
Enron’s achievements as the ‘new economy’ fi rm. Its business model was studied in management 
schools! After the collapse of Enron, two post mortem reports bring out corporate governance 
issues at Enron. The fi rst report was by a special investigation committee of the company’s board 
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‘on transactions with off  balance sheet partnerships’ and the second report was on ‘The role of the 
board of  directors in Enron’s collapse’ by a sub-committee of the US Senate. Both the reports come 
down heavily on the Enron board: in as much as the Senate Sub-Committee report uses the board 
committee’s one extensively, it is probably enough to recapitulate the main conclusions of the former. 
It says, the Enron board -

‘. . . failed to safeguard Enron shareholders and contributed to the collapse of the seventh largest 
public company in the United States, by allowing Enron to engage in high risk accounting, inappropri-
ate confl ict of interest transactions . . . and excessive executive compensation.’

‘. . . approved an unprecedented arrangement allowing Enron’s Chief Financial Offi  cer to establish 
and operate the LJM private equity funds that transacted business with Enron and profi ted at Enron’s 
expense. The board exercised inadequate oversight of LJM transaction and compensation controls 
and failed to protect Enron shareholders from unfair dealing.’

‘. . . knowingly allowed Enron to conduct billions of dollars in off -the-books activity to make its 
fi nancial condition appear better than it was and failed to ensure adequate public disclosure of 
 material off -the-books liabilities that contributed to Enron’s collapse.’

‘. . . failed to ensure the independence of the company’s auditor, allowing Anderson to provide 
internal audit and consulting services while serving as Enron’s outside auditor.’

The rating agencies have also been criticised for failing to raise the alarm. They can demand addi-
tional fi nancial information to rate companies’ debt, but they did not probe deeply enough into the 
SPEs used by Enron. Analysts at investment banks were even worse at asking tough questions – advis-
ing clients to buy shares in Enron until the moment the fi rm went bust. The confl icts of interest com-
mon during the dotcom bubble appeared here too. Wall Street profi ted handsomely over the years 
from serving Enron and the trading markets it created. Investment banks did good business setting up 
SPEs for companies.

That Enron’s collapse came so suddenly and as a surprise to all but a few insiders was due largely 
to the opacity of its accounts, and in particular of its use of these off -balance-sheet entities, which were 
notionally separate and independent.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. One of the most important aspects of the Enron scandal was the fact that the board of directors 

seemed uninterested in questioning the management. Discuss the role of the board in controlling 
management in the context of Enron case.

 2. The purpose of an auditing fi rm is to work with the board in checking the state of a fi rm’s fi nances. 
Comment on the role of Arthur Andersen, the auditors of Enron.

 3. Many fi rms struggle with the dilemma of pursuing short-term profi ts versus stable development. 
The ethical issue here is the real purpose of the fi rm: Is it a profi t-making machine or a stable, pro-
ductive economic unit?
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Case 12: The M. S. Shoes Case

M. S. Shoes was a company established in Delhi in 1986 as an export house. It attracted large 
 investments before collapsing in February 1995. Many investors lost large sums of money. The markets 
were closed for three days after the crash.

Pawan Sachdeva took over his father’s Delhi-based shoe export business, mostly serving Western 
Europe, and launched the company as M. S. Shoes in 1986. He raised money from investors and bor-
rowed large sums from fi nancial institutions and banks. Sachdeva used intriguing ads created by the 
Delhi branch of Rediff usion to attract investors. Shares were trading at ` 24 in 1993, and peaked at 
` 502.5 in January 1995. Apparently the share prices had been manipulated. When they crashed in 
March 1995, the collateral eff ects were so severe that the markets had to be closed for three days. More 
than ` 2.7 billion was lost.

Pavan Sachdeva had caught the attention of the corporate world when he bagged a contract in 
the mid-1980s to develop at Andrews Ganj in New Delhi an integrated four-star and fi ve-star hotel 
complex at a cost of ` 456 crore. He entered into a tie-up with Inter Continental Hotels for this.

In 1985, the CBI initiated proceedings against the hotel venture on charges including the violation 
of the Customs Act and the Export Import Act. A fi ne of ` 40,000 was slapped, after which the project 
was out of Sachdeva’s hands. This left him with the liability of a bridge loan of around ̀  100 crore, apart 
from other losses.

The money to make up for the losses was expected to come from the company’s activities. 
M. S. Shoes prospectus showed a projected turnover of ̀  200 crore for the year ending March 1995. The 
net profi ts, gross fi xed assets, and current fi xed assets of M S Shoes were expected to reduce Sachdeva’s 
burden. Besides, M. S. Shoes sent notices to all underwriters devolving the issue and decided to refund 
its shareholders their subscription money.

Sachdeva was supposed to pay about ` 100 crore in instalments to Housing and Urban 
Development Corporation (HUDCO). When he defaulted on his payment, HUDCO cancelled the allot-
ment and tried to re-tender the bid. Sachdeva appealed against this, lost the appeal, fi led another 
appeal and managed to get a year’s time. But he was still unable to pay HUDCO its dues.

On 6 April 1995, Pavan Sachdeva, chairman of M. S. Shoes East Ltd, was arrested by Central Bureau 
of Investigation (CBI) offi  cers at his Delhi offi  ce and taken to a police station. He was then fl own to 
Mumbai and produced before the Additional Chief Metropolitan Magistrate on 10 April. Sachdeva was 
in Delhi to meet some executives of the Inter Continental Hotels Corporation and fund managers from 
Hong Kong in a bid to salvage a hotel project venture by M. S. Shoes. He had hoped that his foreign 
visitors would arrange funds to pay an instalment of ` 40 crore, which was due to HUDCO, which had 
put out the bid for the project.

The CBI levelled several charges against Sachdeva. The main charges centred on cheating, breach 
of trust, and abuse of authority under the provisions of the Indian Penal Code (IPC) and the Prevention 
of Corruption Act.

 • That he entered into a criminal conspiracy with offi  cials of the Securities and Exchange Board of 
India (SEBI) and the merchant bankers, SBI Capital Markets, to allow a gap of 90 days between 
M. S. Shoes’ public issue (which was to start in April) and a rights issue. According to the CBI, this 
would have enabled Sachdeva to divert funds accrued from the public issue to subscribe to the 
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rights entitlement of promoters, amounting to about ` 130 crore. SEBI rules do not allow for a gap 
of more than 30 days between a public issue and a rights issue.

 • That the company was permitted to collect 50 per cent of the subscription money on application 
against the norm of 20 per cent.

 • That the prospectus did not mention the ex-rights price, thereby misleading investors into believ-
ing that the issue price of ` 199 was attractive.

 • That Sachdeva violated the Companies Act in using company money to buy its own shares.

The CBI started an investigation in 1995. In June 1997, it sought permission from the government 
to lay charges against senior offi  cials of the Security and Exchange Board of India (SEBI) and SBI Capital 
Markets, a subsidiary of the State Bank of India. Sachdeva was charged with violating the Companies 
Act and the Prevention of Corruption Act. Later, the CBI abandoned the probe due to lack of evidence, 
but in 2003, reopened the case. Many other civil and criminal charges were fi led. In April 2003, a Delhi 
metropolitan court issued a non-bailable warrant against Sachdeva for failing to pay back money 
owed to the Indian Air Force Benevolent Association. In June 2003, the Delhi High Court ordered that 
the company be sent to the Board for Industrial and Financial Reconstruction.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. ‘It is often said that hard work will lead to success. This notion, nowadays carries less conviction 

because business people, and our society as a whole have little patience with those who are not 
successful.’ Discuss the pressure to be successful.

 2. Discuss issues involved in ‘investor protection’ in India in the light of the above case.
 3. ‘The cocktail of ambition and greed fuels corruption and cheating.’ Comment.
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Case 13:  Ethics versus Technology – 
Napster Case

Duplicating software for friends, co-workers, or even for business has become a widespread practice. 
All these programs are protected by copyright laws and their duplication is considered a legal off ence. 
How, then, has making illegal copies become such a common and accepted practice in people’s homes 
as well as their place of employment?

Part of the answer revolves around the issue that software is not like any other intellectual prop-
erty. Intellectual property is something that is developed by someone and is attributable directly to 
the thinking process. Software is diff erent from a book in that anyone can easily copy it–and an exact 
replication is achievable. Another reason is related to cultural diff erences. People do not see copying 
as stealing. They do not fi nd anything wrong in making a video copy of a hit feature fi lm and selling it 
or hiring it.

People defend their behaviour by saying: ‘Everybody does it!’ ‘I won’t get caught!’ ‘No one really loses!’
The same issue of copyright is involved in the famous Napster case in America. The Napster service 

raises an ethical question revolving around copyright infringement on the World Wide Web. Questions 
involving Napster’s actual role in the copyright violations, as well as Napster’s ability to update its 
software to protect copyrighted information, is in question. Often, ethics and technology do not work 
hand-in-hand, which leads to problems.

Napster was an online fi le-sharing program that allows its users to copy and exchange MP3s, com-
pressed music fi les, with each other. It works as a client/server system. The user downloads the Napster 
application and then runs this application to connect to Napster servers. These servers have digital 
fi ngerprints (called MD5s) of all songs that are currently available for downloading from connected 
users. Therefore, a free and open forum for exchange is created, allowing music, both copyrighted and 
free, to be downloaded all over the world without charge or royalties paid to the owner of the songs. 
The Napster service had over 38 million users, and this staggering popularity had caused an outrage 
from the recording industry, resulting in several lawsuits being fi led against the Napster Corporation 
by the Recording Industry Association of America (RIAA).

Napster was founded when 19-year-old Northeastern University student Shawn Fanning dropped 
out of school and created the networking software. With the help of family and business consultants, 
Fanning created the Napster Corporation and launched his free software on the Internet. Since then, 
several other organisations have created similar software and server packages, and thus, MP3s (as well 
as various other forms of digital technology) are now freely available for exchange and download to 
users all over the world.

Napster was an online service that allowed computer users to share high-quality digital copies 
(MP3s) of music recordings via the Internet. The San Mateo-based company does not actually store 
the recordings on its own computers, but instead provides an index of all the songs available on the 
computers of members currently logged on to the service. Napster therefore, functions as a sort of 
clearinghouse that members can log on to, search by artist or song title, and identify where MP3s of 
interest are so that they can download them from another user’s computer hard drive.

Napster had become one of the most popular sites on the Internet, claiming some 15 million 
users in little more than a year. Indeed, so many students were downloading songs from Napster, that 
many universities were forced to block the site from their systems in order to regain bandwidth. From 
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the beginning, Napster’s service had been almost as controversial as it had been popular. Barely a 
year after its launch, it was sued by the Recording Industry Association of America (RIAA), which rep-
resents major recording companies such as Universal Music, BMG, Sony Music, Warner Music Group, 
and EMI. The RIAA claimed that by allowing users to swap music recordings for free, Napster’s service 
violated copyright laws. The RIAA also sought an injunction to stop the downloading of copyrighted 
songs owned by its members as well as damages for lost revenue. The RIAA argued that song swap-
ping via Napster and similar fi rms had cost the music industry more than $300 million in lost sales. 
A few months after the RIAA lawsuit was fi led, Metallica, a heavy metal band, and rap star Dr Dre fi led 
separate lawsuits accusing Napster of copyright infringement and racketeering. Lars Ulrich, Metallica’s 
drummer, told a Senate Committee that Napster users are basically stealing from the band every time 
they download one of its songs.

The 1998 Digital Millennium Copyright Act (DMCA) grants immunity to Internet service providers 
for the actions of their customers. Napster attorneys argued that the company had broad protection 
from copyright claims because it functions like a search engine rather than having direct involvement 
with music swapping. However, according to the legal community, ‘Napster does not take the legal 
steps required of search engines in dealing with copyright violations.’

Despite its claims, Napster was found guilty of direct infringement of the RIAA’s musical record-
ings. To date, the service has not been shut down because doing so could violate the rights of artists 
who have given Napster permission to trade their music. However, the company was required to block 
all songs on a list of 5,000 provided by the RIAA.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. Do you believe that there is nothing wrong in copying software, music, or a video fi lm?
 2. Based on the facts in the Napster case, who do you think should have control over intellectual 

property – the artists or distributors of their works? How did the legal system answer this question?
 3. Copying of software, music, and fi lms is very common in India. Is it due to our socio-economic fac-

tors? Discuss in the light of various socio-economic values.
 4. As a manager, what guidelines would you establish to direct your employees’ behaviours regard-

ing copying software?
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Case 14:  Ethical Issues 
in Bio-piracy

At the Earth Summit in Rio de Janeiro in 1992, a convention on biodiversity was developed, which 
states that nations have sovereignty over their genetic resources, and are entitled to ‘fair and equitable 
sharing of their benefi ts.’ The implication of the biodiversity bill is that the global seed industry can 
freely take seeds, claim patents or breeder’s rights by tinkering with them, and not be regulated.

Many nations, who do not restrain the collecting of biological specimens within their borders, 
have begun to impose such restrictions. One driving factor in this regard is the perception of many 
nations that genetic engineering has signifi cantly increased the potential for commercial use of genes. 
For example, researchers at the University of Wisconsin have isolated a substance 2,000 times sweeter 
than sugar from a West African berry. If a table sweetener were developed from this substance, it 
would be produced, in all likelihood, in genetically modifi ed bacteria, which would eliminate the need 
to use the berry. Another driving factor in the new restrictive policies of several nations is the patent-
ing of genetically modifi ed plants and animals in the United States, which has been allowed since 1980 
under a major decision of the US Supreme Court. Some nations take the stance that if, for example, a 
company genetically engineers a seed taken from a farmer’s fi eld, patents the engineered seed, and 
makes a profi t, then, in all fairness, the company should pay substantially for the original seed.

The European Patent Offi  ce (EPO), which administers patents under the European Patent Treaty, 
has, recently, acted to revoke a patent granted earlier to a fungicide derived from the Indian medicinal 
tree, Neem. The challenge to the patent was made at the Munich offi  ce of the EPO by three groups: the 
EU Parliament’s Green Party, India-based Research Foundation for Science, Technology and Ecology, 
and the International Federation of Organic Agriculture Movements. The three had demanded the 
invalidation of the patent among others on the ground that the fungicide qualities of the neem and its 
use has been known in India for over 2,000 years, as has been iits use to make insect repellents, soaps, 
cosmetics, and contraceptives.

In accepting the challenge and revoking the patent, the four-member panel of the EPO at Munich 
had agreed that the patent amounted to bio-piracy and that the process for which the patent had 
been granted had been actually in use in India from time immemorial. The successful challenge has 
implications for other cases of bio-piracy as well as for amendments to the Indian patent law (to com-
ply with the WTO).

The ruling upheld indigenous innovation by communities against false claims of innovation and 
novelty by corporations. The successful challenge has come after six years of campaigning and legal 
challenges against patents granted jointly to the US Department of Agriculture and the US MNC, 
W. R. Grace. A number of environmental groups and Third World institutions have been campaigning 
against the WTO and its TRIPS, and the way patents are granted, without there being any ‘invention’ or 
‘novelty’ but merely claims of ‘discovery’, and how this is leading to bio-piracy of the developing world 
and its resources for multinational companies’ profi ts.

An Indian government challenge in the United States led to the revocation of a patent on another 
Indian plant, turmeric, whose medicinal qualities have been known for centuries. That challenge was 
accepted as a result of India showing that the knowledge had been found in the Indian  pharmacopoeia. 
In the United States, prior existing knowledge to deny a patent is accepted in terms of publication in 
any journal, but not of knowledge known and available in oral or folk traditions. This narrow view of 
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prior knowledge has been responsible for any number of patents for processes and products derived 
from biological material, or their synthesis into purer crystalline forms.

In the United States, neem seeds and their potent insecticidal extract, azadirachtin, have been 
the subject of continuing biotech research and grant of patents. The US funds and grants have been 
made available also for tissue culture of the azadirachtin, to obviate the need for extracting it from the 
neem seeds, which are seasonal. A US company, AgriDyne has received two US patents for bioprocess-
ing of neem for bio-insecticidal products. The fi rst patent is for a refi ning process that removes fungal 
contaminants found in extracts from the neem seed, and is used in the manufacture of technical-
grade azadirachtin, and in the production of AgriDyne’s neem-based bio-insecticides. The second pat-
ent is for a method of producing stable insecticide formulations containing high concentrations of 
azadirachtin.

The US MNC, W. R. Grace has patents for neem-based bio-pesticides, including Neemix for use on 
food crops. Neemix suppresses insect feeding behaviour and growth in more than 200 species of insects.

In New Delhi, the Government welcomed the EPO decision and said that the revocation of pat-
ent had been on the issue of bio-piracy and this should lead to better protection of India’s heritage of 
traditional knowledge. A Third World Network expert group on Implementing TRIPS, recommended 
in 1998 that developing countries ought to apply a broad concept of ‘prior art’ to ensure that patents 
are granted to actually ‘new’ inventions, and to stick to the need of novelty of the process itself as a 
condition of granting a patent. The developing countries were also advised to deny patents for new 
uses of a known product or process, including second use of a medicine or for incremental additions 
to get a new patent on a prior one. The expert group advised developing countries to defi ne and inter-
pret ‘novelty’ according to generally accepted concepts, namely, any prior disclosure whether written 
or not destroys novelty. Knowledge, like use of medicinal plants diff used within a local or indigenous 
community, should also be deemed prior art and patent be denied. And writing such a rule into their 
legislation would prevent patenting of knowledge or materials developed by and diff used within local 
or indigenous communities.

In another incident, Indian government’s Agricultural and Processed Food Products Export 
Development Authority (APEDA) fi led for revocation of the patents granted in September 1997 to 
Rice Tec by the US Patent Offi  ce (USPTO) and succeeded in forcing Rice Tec to withdraw four out of 
20 claims. The claims, now withdrawn, would have adversely aff ected India’s commercial interests in 
future exports of Basmati rice. Rice Tec withdrew these because it realised its claims pertaining to 
‘novel rice grains’ would not hold in the light of the re-examination sought by APEDA with the USPTO. 
Of the 20 claims, only four were specifi c to the characteristics of the rice grain while the remaining 
16 claims are more or less concerned with ‘novel rice lines’, which details breeding techniques, and 
characteristics and properties for cultivation outside the Indian sub-continent.

Rice Tec’s claim on Basmati rice is said to be the most audacious instance of ‘bio-piracy’ by Western 
MNCs. The Indian government has successfully contested in the United States the grant of a patent on 
the commercial use of the traditional medicinal properties of turmeric. The Indian government was 
successful in the turmeric patent case because it could produce documented evidence, from ancient 
Indian texts, showing that turmeric’s medicinal use was well known in the country for centuries.

There is a view that the Basmati and turmeric patents are ‘manifestations of the increasing 
infringement of the economic and national sovereignty.’ Rice Tec’s claims are clear violations of the 
Convention on Biodiversity (CBD), which recognises the sovereignty of a state over its natural genetic 
resources. The manner in which Rice Tec established its patent demonstrates that it has ignored the 
contributions of local communities in the production of Basmati and that it does not intend to share 
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the benefi ts. Basmati patent also violates provisions of the Agreement on Trade-Related Aspects 
of Intellectual Property Rights (TRIPS) concerning ‘geographical indications’, say anti-biopiracy 
activists. Under this, for example, the term ‘champagne’ can only be used to describe wine that has 
been produced in the Champagne region of France, and ‘Scotch’ whisky can only be applied to the 
spirit produced in the Scottish highlands. Basmati rice is also governed by this rule since it is has a 
‘closely linked, exclusive relationship with its place of origin on the Indian sub-continent’.

While this may help prevent indigenous knowledge from being pirated, patents claimed, and 
monopoly over production, use or imports, it does not seem to be suffi  cient to prevent such misuse 
and piracy abroad, except by mounting individual challenges.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. Comment on the tendency of patenting Neem, turmeric and Basmati rice. Do you think it is 

unethical?
 2. Who owns genetic resources? What is biodiversity bill? What is bio-piracy? Discuss in the given 

context.
 3. What is the diff erence between process patenting and product patenting? Discuss the ethical 

issues involved.
 4. Do you believe that by these new provisions and agreements like TRIPS and EMRs, the West is try-

ing to accomplish unethical domination of poor and developing countries?
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Case 15: Harshad Mehta Story

In the wee hours of 31 December, just before the year 2001 came to a close, Harshad Mehta passed 
away in a jail in suburban Mumbai. It was a tragic and unceremonious end to the man who was the 
fi rst broker to become a mega-star of the Indian capital markets and fi re the greed and imagination of 
every middle class Indian in the early 1990s.

He promised the ultimate rags to riches story – from the small-town Raipur boy who was once 
rusticated from school to Sultan of Dalal Street with all the trappings of wealth such as a fabulous 
house, a fl eet of cars, and multiple stock exchange memberships. Charismatic, ebullient, and recklessly 
ambitious, Harshad Mehta set out to be a role model for investors. ‘I thought I’d be like Pied Piper’, he 
had told a newspaper in 1992, ‘I thought I can sell dreams . . . that asset-creation is not a crime, that if 
you wanted to be Harshad Mehta, come to the stock market.’

Instead, his disdain for the means he employed to achieve his mega ambition, left behind a shat-
tered dream and a tarnished image. He ended his days in judicial custody, and will forever be known 
as the main architect of the ` 50-billion scam – India’s biggest securities scandal. Instead of fawning 
epithets such as the Big Bull, or the Amitabh Bachchan/Einstein of the market that were showered on 
him by his investor fans, he ended his days as a tired scamster, who could not stop trying to pull off  the 
same old quick money schemes.

It is over a decade now from April 1992, when the news broke that State Bank of India had asked 
Mehta to return ̀  500 crore he had illegally put to work on the stock markets. By the end of that month, 
he was accused of having diverted funds from the public sector Maruti Udyog Limited (MUL) to his 
own accounts, provoking a record 570-point fall in the Sensex. From then until June 1992, when a 
sustained furore in Parliament led to the formation of a Joint Parliamentary Committee (JPC) to investi-
gate the matter, there were several revelations of misappropriation from banks and public sector units. 
The JPC Report provided a comprehensive and coherent picture of both the scale and the mechanics 
of the securities fraud.

Did the aftermath of the investigation change Harshad’s attitude to business? No way. Almost 
every year after 1992, Harshad Mehta never ceased to attempt a comeback. The problem was that he 
never changed his formula. He failed to realise that his old magic was not working with investors any-
more. At least, nowhere near enough to move the market. If the Central Bureau of Investigation is to 
be believed, Harshad was also continuously funding himself by selling part of his 1992 stock portfolio, 
which he had not declared to the custodian appointed by government. In fact, it is the sale of these 
benami shares (shares that were held in street names when he and 19 other entities were notifi ed by 
the custodian and their assets impounded) that had put him back in police custody at the time of his 
death.

1997 saw Harshad Mehta making another big comeback attempt. He anticipated the Internet as 
a powerful tool and launched his own website – www.harshad.com to dispense stock tips and analyse 
market trends. He had also built a network of senior media managers who gave him publicity and 
commissioned him as a columnist. Typically, Harshad did not stop at dispensing tips. He had struck 
a deal to ramp up the prices of several stocks – among these were BPL, Videocon, and Sterlite. SEBI’s 
investigations show that from April to 4 June 1998, BPL, Videocon, and Sterlite’s scrip prices moved 
up by 137 per cent, 232 per cent and 41 per cent respectively, even while the bellwether BSE Sensex 
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declined by 11 per cent due to various domestic and international factors. He had managed to build 
quite a speculative bubble and was again the cynosure of investor attention when India’s nuclear tests 
caused a sudden collapse in prices and his bubble burst.

Investigations by the Securities and Exchange Board of India have revealed that Harshad had set 
up an entire network of investment companies, known as the Damayanti Group, to front his mar-
ket operations. The companies included Damayanti Finvest, CDP Fincap and Leasing, KRN Finvest and 
Leasing, Rijuta Finvest, and Ikshu Finvest, which operated through a set of brokers and sub-brokers 
who did Harshad’s bidding. All these companies had the same address: 1208, Maker Chambers V, 
Nariman Point, Bombay 400 021 – once famous as Harshad’s nerve centre and the offi  ce of Growmore 
Research & Asset Management Ltd. He also started another set of companies in keeping with his plans. 
They were Money Television Industries, Esquire International, Starshare Investment and Finanz, and 
Stable Constructions and New Prabhav Finvest. The Damayanti group began to face payment diffi  cul-
ties and papered this over by rolling their positions from one bourse to another and transferring posi-
tions among brokers though a system of kaplis or credit notes. (This was a loophole for manipulation, 
which has since been plugged). Investigation led SEBI to impose a lifetime bar against him (he had 
fi led an appeal against the SEBI order). It is a pity that Harshad’s eternal optimism and furious stream 
of get-rich ideas were never channelled to more productive use.

When the end came, he had a score of cases fi led under diff erent stages of trial and one convic-
tion by the Special Court in the Maruti Udyog case. But the last decade had certainly taken its toll. The 
sunny optimism and good cheer was replaced by a more pensive and tired visage. He not only looked 
defeated but sources close to him say that he was steadily running out of funds. Most of this was 
probably due to the realisation that with one conviction by the Special Court and another by SEBI, his 
dreams of coming back to the capital market had ended forever.

‘DOMAIN for sale’, reads a blurb on what used to be Harshad Shantilal Mehta’s once-famous web-
site, ‘prices as low as $6.49’. Although unintended, there could be no commentary more sharply ironic 
on the legacy of the person who became emblematic of all that was wrong with India’s fi nancial system.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. Discuss the issues of accountability and justice raised during Harshad Mehta’s time in the context 

of repeated fi nancial scandals over the past decade.
 2. For anyone familiar with the pace at which India’s criminal justice system works, it will come as no 

surprise that Mehta is not the only key securities scandal accused to have passed away over the 
past decade. Do you think all this delay seems a little bizarre, given that there was little that was 
complicated about Mehta’s scam?

 3. Comment: ‘Violation of the ethical ideals of society is common in business with the belief that 
such violations are not violation of business principles.’

 4. What is the moral of the Harshad Mehta story?
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Case 16: Home Trade Goes Bust

Home Trade was the biggest advertisement story of 2001–02. It had all the biggest stars of Indian fi lm 
industry and cricket dancing to its tunes. Someone was taking everybody in the country for a ride. It 
was good till it lasted. Many employees of Home Trade had left their secure jobs elsewhere to be part 
of a dream team.

It was one of the best recall advertisements for any age group. They all wanted to know what it is 
all about. Whether it is a consumer product company, or a fi nance company? Someone was trying to 
create marketing history by creating a brand fi rst and then attaching products to it. Home Trade could 
have been the biggest marketing story of all time. Alas!

SEBI INVESTIGATION
The Securities and Exchange Board of India (SEBI) conducted an investigation into the listing and 
price-rise of securities of M/s Home Trade Limited (HTL – formerly M/s Euro Asian Securities Limited). 
The serious irregularities/lapses found during the said investigation and inspection are briefl y men-
tioned below:

In the Matter of the Listing of the Securities of Home Trade Ltd
 • The off er for sale of the shares of Euro Asian Securities Ltd (name subsequently changed to Home 

Trade Ltd) did not receive the minimum public subscription of 25 per cent of post-issue paid up 
equity capital.

 • Pune Stock Exchange (PSE) failed to exercise due diligence in eliminating the applications made 
by the promoters Sanjay Agarwal and Subodh Bhandari in the public category in the issue of the 
off er of sale of the shares of HTL and instead continued to accept the holding by these promoters 
in the category of ‘Indian public’ when the same should have been shown under the category ‘pro-
moters holding’. Thus, the consideration of the holdings of the promoters under ‘public category’ 
was erroneous.

 • In terms of Clause 40A of the Listing Agreement, the company is required to maintain on a con-
tinuous basis, the minimum level of non-promoters holding at the level of public shareholding, 
as required at the time of listing and in case, the same is lesser than the limit at the time of initial 
listing, the company is required to raise the same to the level of ten per cent within one year of the 
issuance of the SEBI Circular dated 2 May 2001. The PSE failed to ensure compliance with Clause 
40A by HTL which had a public holding of around 3 per cent.

Thus, the listing permission granted by PSE was not in accordance with Securities Contract 
(Regulations) Act, its Rules and listing agreement in as much as the PSE granted permission to HTL for 
the listing of its shares on the exchange in spite of the irregularities, mentioned above.
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Abnormal Price Rise of Securities of Home Trade Ltd
 • Investigations carried out with regard to the transactions on the PSE prima-facie revealed that 

trading in the scrip of HTL that was listed on PSE, started on 15 November 1999 at the rate of 
` 250 and rose to ` 800 during March 2000, i.e., within a period of 4.5 months, which indicated 
that the price rise was abnormal. It was further noted that the price of the scrip during the period 
10 December 1999 to 20 January 2000 increased from ` 320 to ` 720 within a span of 40 days, i.e., 
27 trading days in six settlements of PSE.

 • The Order Log and Trade Log analysis for the period mentioned above revealed that certain 
brokers of PSE namely, Yatin D Shah (Clg. No. 77), Shobha Investments (Clg. No. 91), Amin Mulani 
& Co. (Clg. No. 222), and Harish Kadam (Clg. No. 247) had entered orders in the scrip of HTL on PSE 
with a view to establish a higher price for the scrip during the above period. The transactions by 
these brokers together constituted around 79–80 per cent of the total purchase as well as total 
sell transactions in the scrip in PSE, which indicated that only a few brokers mentioned above 
were actively transacting in the scrip of HTL on the PSE. Thus there were neither a signifi cant 
number of market participants on the exchange nor was there the possibility of true discovery of 
price in the scrip.

 • Several instances of counter-party matching system were noticed between the above mentioned 
brokers. It was noted that these brokers put buy orders at rates that were higher than the prevail-
ing market price or last traded price in the scrip at the time of entering the orders. It was also seen 
that the price had moved up signifi cantly with very low volumes.

 • Enquiries conducted with PSE revealed that it did not take any risk containment measures such 
as imposition of special margin, putting the scrip on spot basis, suspension of trading in the scrip, 
indefi nite suspension to curb/check this artifi cial price rise, etc. PSE did not conduct any inspec-
tion of books of any of the aforesaid brokers, with a view to ascertaining the genuineness of the 
transactions of the brokers and their clients in the scrip of HTL.

The Story of the Promoter – Sanjay Agarwal

The News
‘CEO Sanjay Agarwal gets bail in Seamen’s PF scam case, Press Trust of India, Mumbai, 03 August 2002’.

Home Trade Ltd CEO Sanjay Agarwal, prime accused in the ` 92.78 crore Seamen’s Provident 
Fund Organisation scam, was on Saturday released on bail by a special court, but in another case 
he was remanded to police custody till 8 August. In the Seamen’s PF scam case, designated judge 
S. G. Deshmukh released him on the sum of ` 20 lakh with one surety in the like amount. The court 
granted him bail as CBI had failed to fi le charge sheet within 60 days of his arrest.

In CRPC where off ences are punishable with death or life or ten years’ imprisonment, charge 
sheet has to be fi led within 90 days, but for off ences with less than ten years, the stipulated period 
is 60 days.

However, in the ` 5.4 crore Raghuvanshi Co-operative Bank scam case, he was remanded to police 
custody till 8 August by magistrate B. A. Shelar. CBI alleged he had siphoned off  money through his 
fi rms and hence, needed to be interrogated to locate the missing funds. They said investigations had 
not concluded.

Agarwal is also facing criminal charges under sections 406, 409, 468 and 34 of the IPC in the 
alleged ` 150 crore government securities scam.

M15_Ethical Management_CS.indd   252M15_Ethical Management_CS.indd   252 5/22/2013   4:59:21 PM5/22/2013   4:59:21 PM



Case 16: Home Trade Goes Bust �  253

He had surrendered in Nagpur on 11 May and was later brought to Mumbai by state CID for 
investigation. During his fi rst visit to Mumbai in custody, it was revealed during investigation that 
Agarwal had 97 bank accounts and had invested some money abroad.

He was again brought to Mumbai on 24 May and remanded to custody from time to time.’

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1.  ‘The goal of advertising is to persuade – rather than to inform – the public.’ Would you endorse 

the advertising campaign run by Home Trade unethical?
 2.  What are the ethical issues in manipulating share prices?
 3. What preventive measures can be taken to stem white-collar crime?
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Case 17: Tata Finance Case

When does a company feel the need to buy full-page advertisements in leading publications to tell its 
side of the story, or to complain about a ‘campaign of vilifi cation’ against it? Either when its commu-
nications machinery has collapsed or when it wants to choose the questions it will answer. And why 
would India’s most respected corporate group need to resort to such advertising?

Dilip Pendse, former managing director of Tata Finance Ltd, was accused by Tatas of running up 
losses to the tune of nearly ` 500 crore through indiscriminate stock market investments, circular 
transactions and other shady deals. The Tatas pinned the entire blame for TFL’s losses on Pendse and 
fi led several cases against him, seeking to recover over ̀  460 crore. They also sacked his team and com-
missioned a special audit through A. F. Ferguson.

Tata Finance lost over ` 200 crore in its stock market exposure. This is four times more than the 
fi gure reported in the fi rst information report the Tatas had fi led with the economic off ences wing of 
the Maharashtra government. The loss is due to a massive exposure in fi ve stocks whose market value 
has been eroded substantially over the last few months. The list of stocks in the Niskalp portfolio, a 
subsidiary of TFL, includes DSQ Software, Global Telesystems, Vakrangee Softare, Pentamedia Graphics, 
and Cyberspace Infosys. In the FIR, the Tatas accused former Tata Finance managing director Dilip S. 
Pendse of embarking upon carryforward transactions in DSQ, Zee Telefi lms, Global Telesystems, and 
Pentamedia Graphics, leading to a loss of ` 460 crore for Niskalp.

Tata group chairman Ratan Tata said that he was not consulted by former TFL managing director 
Pendse on investment decisions made by the non-banking fi nance company. ‘It is absolutely untrue 
that I was consulted by Pendse and I was not involved in TFL and its issues,’ Tata told newspersons after 
the annual general meeting of Videsh Sanchar Nigam Ltd in Mumbai. ‘The fi rst time, I was informed 
was when Pendse called me up in Dubai in April 2001. If I was involved, why would he contact me,’ he 
said adding, the matter would be sorted out in the court. In the AGM, Tata said no depositor or share-
holder in TFL was allowed to suff er a loss and the group has put in ` 500–700 crore in the company as 
a moral responsibility.

Pendse, in his affi  davit fi led in Bombay High Court said that Tata was aware of all the investment 
decisions made by TFL. All investments of TFL were collective decisions endorsed by the entire board, 
he had added. He held the board of TFL responsible for all decisions taken by the company during his 
tenure. ‘The Tatas have been putting the blame squarely on our client despite knowing that our client 
was an employee of Tata Finance and all the decisions taken were as per the directions, formal and 
informal instructions of board of directors of Tata Finance and with full knowledge and consent of the 
board of directors,’ a statement by advocates, Bhave & Company, issued on behalf of Pendse said.

The issue turned sensational when the A. F. Ferguson report (which was leaked to the press) did 
not endorse either the innocence or ignorance of other Tata directors. When this report leaked to the 
press two months after it was submitted, the Tatas fuelled the fi re by rejecting it. A. F. Ferguson added 
oil to the fl ames by sacking their senior partner with dark hints about past misdeeds. The partner, 
Y. M. Kale, was incidentally a former president of the Institute of Chartered Accountants of India. 
Ferguson believed that it could simply return the ` 95 Lakh audit fees and start over again with a new 
team, without creating a hullabaloo.
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Even as auditors A. F. Ferguson face the critical scrutiny of the Department of Company Aff airs for 
alleged malpractices linked to Tata Finance controversy, the Securities and Exchange Board of India 
launched a fresh probe into the books of the fi nance company on charges of circular trading. ‘The fresh 
probe has been initiated after we came across a reference to circular trading in the report prepared 
by chartered accountancy fi rm A. F. Ferguson on irregularities in Tata Finance,’ SEBI sources said in 
Mumbai. Sources said a copy of the controversial report was later withdrawn by the fi rm after some 
of its portions were leaked to the media. ‘We are still investigating the issue and have not arrived 
at any conclusions,’ they added when asked whether there was any indication (in the report) of any 
malpractice on the part of former TFL managing director Dilip Pendse.

In an unprecedented move, the Institute of Chartered Accountants of India also called for infor-
mation from chartered accountants involved in the preparation of the A. F. Ferguson report on Tata 
Finance Ltd. The institute is trying to see if there are any instances of non-compliance with ethical 
standards or negligence on the part of the auditing fi rm. ‘Based on news reports, we called for infor-
mation. In case instances of negligence are found, we will initiate further action,’ ICAI president Ashok 
Chandak said.

The Investor Grievances’ Forum (IGF) delegation led by general secretary Shailesh Ghedia and the 
vice-president Bharat Kotecha raised the issue of NBFCs with RBI chief general manager L. P. Fonseca, 
in-charge of the department of NBFC (supervision). These NBFCs are posing a severe threat to the 
investors’ interest. In their meeting, they also raised the issue of alleged fi nancial irregularities in the 
Nishkalp Investment and Trading, the NBFC arm of Tata Finance Limited.

The IGF during their earlier meetings had provided a list of at least 34 NBFCs against whom the 
court had issued winding up orders and sought their current status. However, the RBI could trace the 
current status of only eight companies out of 34, newspapers reported. There is a need to have a co-
ordinated eff ort with the Company Law Board to monitor the activities of NBFCs. The IGF suggested 
that independent audit should be compulsory for small NBFCs having collection below ` 2–3 crore. 
In the case of Nishkalp, there are also allegations of insider trading in which SEBI is ascertaining the 
facts. There are a total 36,000 NBFCs who have applied for registration to the RBI, but RBI has off ered 
registration to only 750 out of these. There are more than 100,000 NBFCs in existence in India posing a 
severe threat to the investors’ interest.

As for the Tatas, they unleashed their ‘fact vs fi ction’ campaign accusing the media of publishing 
‘deliberately distorted and sensationalised versions’ of events. It is worth asking if advertisements are 
ever an eff ective counter against negative publicity. But will an advertisement campaign work when 
it attacks the media?

The TFL case does raise several issues about corporate governance and fair play. The Tata name 
indeed has a century of goodwill behind it. And even the most cynical would feel sorry to see that 
treasure destroyed.
Source: http//www.frontline.in/static/html/fl8/1180410.htm; http://m.rediff.com/money/2002/aug/
21dalal.htm; http://www.rediff.com/money/2001/nov/05dalal.htm; 

QUESTIONS

 
1. Even if, as the group management alleges, the board was kept in the dark, is this itself not an 

admission of a gross failure in corporate governance? If the board did not know what was hap-
pening, surely it should have? Yes or no? If yes, then discuss the responsibilities of the board in this 
context.
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 2. Was the internal audit system specifi cally asked to monitor and report on exposures to  subsidiaries 
and equity markets, implementation of risk management policies, etc.? How you can build an 
internal audit system to take care of such issues?

 3. One cannot but agree with Ratan Tata’s comments on the subject: ‘The board should be more 
attentive, interactive, and proactive on issues of this nature. Some of this has now become statu-
tory, which was not the case earlier. But certainly governance at the board level has to change 
quite substantially in the Tatas . . . I wouldn’t spend even a moment arguing with you that there 
was poor governance.’ Comment.

 4. Comment, ‘Regulators face a number of diffi  culties in tackling the problem of corporate gover-
nance in India. One of this is the dilemma of micro-management: In attempting to ensure that 
corporate decisions are taken in the best interests of minority shareholder, the regulator may end 
up running the company by remote control.’
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Case 18:  Corporate Governance – 
UTI Case

Unit Trust of India (UTI) was established by an Act of Parliament to encourage and mobilise savings of 
small investors through the sale of ‘Units’, and to channelise these resources into corporate securities. 
Over the years, it diversifi ed to be an important part of Indian fi nancial system with an investor base 
of about 450 lakh accounts. The bad news is UTI is no more. It became a victim of the Assured Returns 
Syndrome.

The interesting aspect of assured income schemes is their pervasive nature in India. Every entity in 
the market seems to be in a continuous search for assured income in whatever activity it undertakes. 
The average consumer is almost averse to anything which is variable. It appears as though investors 
need the safety of a bank and returns of the stock market. This is not unique to household investors 
alone. From corporations to farmers, everyone seems to believe that assurance of income is a legiti-
mate and basic right of every investor of capital or, for that matter, labour.

Almost every segment of industry has examples of this behaviour. Indian banks keep fi ghting for a 
comfortable and fi xed spread so that their net income is, more or less, predictable. In India, the spread 
hovers around 4 per cent as against 1 per cent or so in the United States. Similarly, credit card compa-
nies in India try and maximise their revenue per person through high yearly rents. Yet another example 
is of the mobile phone service providers, which attempt to charge as many fi xed amounts as possible 
for their services. The economy and fi nancial markets are by now quite aware of the consequences of 
such assurances in basically a risk-linked market. The Unit Trust of India is an unforgettable, even an 
unforgivable, example of this.

The details of what happened in UTI, in particular in US-64 and various guaranteed monthly 
income plans, are too well known to be recounted here. Ultimately, the government ended up bailing 
out the Trust at a total cost that could amount to ` 20,000 crore or so. Government had no option but 
to break the Trust, scrap UTI Act, and exit from the mutual fund business.

UTI will be bifurcated, with one part continuing under government purview and holding all non-
NAV based schemes and the other portion coming under the SEBI umbrella. The government had on 
31 August 2002 decided to rejuvenate the troubled UTI by bringing all the assured schemes and US-64 
under the government’s wing while spinning off  the remaining NAV-based portfolios into a separate 
entity. UTI-II, comprising all the NAV-schemes, would be sponsored by fi nancial institutions and public 
sector banks and the minimum capital contribution would be ` 10 crore. A set of four banks and FIs 
would promote UTI-II and make an equity contribution of ` 2.5 crore each, This, however, is a tempo-
rary arrangement to comply with SEBI norms for mutual funds, while the government fi nds a buyer 
for UTI-II.

UTI-II would be fully SEBI-compliant and post-restructuring, the entity would be disinvested. The 
money would go to fi nance expenditure on UTI-I. The government hopes to realise anything between 
` 1,000 crore to ` 1,500 crore according to the value of the UTI brand. UTI-II would have a typical three-
tier structure comprising the trust; an AMC and the sponsoring company. UTI-I would include US-64, 
assured return schemes, special unit scheme of ‘99, and development reserve fund and would remain 
the domain of the government. UTI-I would not launch any new scheme. UTI-I’s current assets stand 
at ` 25,000 crore and it would be managed by government-appointed administrators, who would 
be assisted by a team of professionals. In case of assured return schemes, the interest and dividend 
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rates would be lowered and some of them would be foreclosed, as per SEBI regulation. The facility of 
redemption of US-64 at the committed prices would continue beyond May ‘03.

The case illustrates wrong policies and weak supervision on the part of the board (of trustees) of 
UTI. It is an elementary principle of fund management that if you are implicitly or explicitly guarantee-
ing income, you have no business to invest resources in equities  – UTI did so on a massive scale and 
the tax payer is paying a huge price.

One assumes that the various schemes were introduced with the approval of the board of trust-
ees. If so, surely the board should have laid down investment policies appropriate to the nature of the 
scheme? Were any formal investment policies prescribed? If so, what were the measures like inter-
nal audit, put in place to ensure that these policies were being implemented? And, if no appropriate 
policies were put in place, or their implementation supervised, is this not a gross failure of corporate 
governance?

The UTI case illustrates one major issue: the danger of combining the incumbency of the board 
chairman and CEO. When the same person occupies both the posts, inevitably board oversight is weak, 
and society has sometimes to pay a very heavy price for it.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. Discuss the issue of corporate governance in an environment where ownership and management 

have become widely separated and owners are unable to exercise eff ective control over the man-
agement or the board.

 2. Comment, ‘The key to better corporate governance lies in a more effi  cient and vibrant capital 
market.’
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Case 19: Satyendra Dubey Case

If a question is asked: ‘Who is Satyendra Dubey?’ And the answer is ‘No idea’, it could be understandable. 
Awareness is often determined by a person’s proximity to a news event.

In November 2003, when Satyendra Dubey was murdered, he was lauded as a symbol of courage. 
Fellow IIT alumni around the world lionised Satyendra as a martyr who lost his life for fi ghting against 
corruption. All across India, public meetings were held to protest against the murder and to honour 
Satyendra. The All India Management Association posthumously gave him the Service Excellence 
Award. UK’s Index on Censorship magazine awarded him the ‘Index Whistleblower Award’. He was given 
Transparency International’s ‘Annual Integrity Award’. Media coverage of the Satyendra story made it 
sound like the beginning of a revolution for honesty and integrity in public life.

Indian Express wrote: ‘We have adopted the words “Satyameva Jayate” as a guiding principle. But if 
truth has to triumph, we must fi rst ensure that it does not kill . . . . . . Satyendra Kumar Dubey could have 
chosen to keep quiet, like the majority of young professionals of this country. He could have continued 
doing his job as a deputy general manager in the Centre’s National Highway Authority of India (NHAI) 
and shut his eyes to the variegated ways. Dubey opted to do the right thing by alerting the Prime 
Minister’s Offi  ce to these developments because he believed the project was of “unparalleled impor-
tance to the nation”. He paid with his life for having done so.’

Satyendra Dubey was a 31-year-old IIT Kanpur civil engineering graduate working with the 
National Highways Authority of India and assigned to the Prime Minister’s pet project, the Golden 
Quadrilateral, to connect the four corners of India. He was posted at Koderma, Jharkhand.

On discovering rampant corruption and poor implementation of work in the section where he 
had been posted, Dubey wrote to the Prime Minister exposing the irregularities. In the letter, received 
by the Prime Minister’s offi  ce on 11 November 2002, he had named some companies. Fearing retribu-
tion, he had requested that his name be kept secret.

But PMO offi  cials circulated his letter along with details of his identity among the bureaucracy. The 
number of notings on the fi le bears witness to this (The Indian Express, 30 November 2003). While the 
fi le was making the rounds, not one offi  cial thought about the threat Dubey was being exposed to. 
Why offi  cials in the PMO did not heed Dubey’s request for anonymity is not known. But just over a year 
later, on 27 November 2003, he was murdered in Gaya, Bihar.

This is a clear signal to everyone that honesty in India has only one result – failure. An honest citi-
zen must be prepared to forfeit one’s life.

When a citizen fi les a complaint or brings some wrongdoing before the local police, he believes 
that the police will protect him. The minimum expectation of a citizen from the State is of a reasonable 
level of safety and protection for his body and life. The State is expected to ensure this at all levels.

Shailesh Gandhi, Chairman of the IIT Bombay Alumni Association, wrote: ‘The angst against 
Satyendra’s murder must ensure a quick change for a better India. He is a symbol of an urge for an 
honest and ethical India. He has done more than his share; we must carry his ideals forward; otherwise 
we fail India and ourselves. The best tribute can be a Whistleblower’s Act. Most people are badly hurt 
by the corruption in our country. This is the time for them, along with various bodies and associations, 
to get together and initiate a movement for a more honest society and good governance.’
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Most whistleblowers have one thing in common – a strong sense of right and wrong. And they go 
ahead and ‘blow the whistle’ even if they become ostracised from friends and co-workers or are fi red. 
India needs a Whistleblower Act, only then can we prevent other Satyendra Dubeys from paying with 
their life for exposing corruption.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. What are the practical limits of moral imagination and vision at our workplace? At what level of 

eff ort or commitment can we discharge our ethical responsibilities?
 2. After taking the decision to raise the issue, should we take into account the following points:

a. How is the ethical issue to be raised?
b. Should it be reported anonymously?
c. Should the report be made internally or does one go to the proper legal authorities or even the 

media?
 3. What is whistle blowing? Do you think we need a Whistleblower’s Act for the protection of whistle 

blower? Discuss in the context of Satyendra Dubey case.
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Case 20:  The Radia Tapes – Media 
Ethics and Privacy

Radia Tapes evoke the issues of ethics of journalists involving themselves with corporate lobbyists, 
questions relating to the authenticity of the tapes, the motives behind the release of the phone 
recordings, the initial silence of the mainstream media, concerns of privacy, and the role of social and 
online media.

ETHICAL CHALLENGES IN BUSINESS JOURNALISM
When it comes to ethical challenges in business journalism, the media industry has some strong views 
on it. While some feel that ethics is more of one’s inherent sense of fairness and integrity, others want 
defi nitive codes of conduct laid down to rule out any ambiguity in the way business journalists should 
function.

The Radia tapes raise many questions. It is interesting that hardly anyone has disputed their 
authenticity. Certainly there is a privacy issue here.

The tapes have come as a welcome opportunity to look at the ethics of journalists who always 
strike a moral pose, condemning everyone else, especially the political class, as greedy, vile, and self-
serving. They do not acknowledge that many of them may be doing the same things. The most shock-
ing aspect of the tapes is what they have to say about the state of business journalism in this country. 
Undoubtedly, there are exceptions but they occupy a small share of the market.

The tapes do establish connections between conversations and columns. Within a week of Radia 
off ering the ‘national interest’ line, one column after another appears parroting the same line. It 
appears as if every story is a plant, every headline is pre-determined, and every placement is up for 
sale. The lobbyist dictates lines to be written in a column or a written script is provided that can be 
faithfully reproduced. In one of the many conversations between Niira Radia and another person, they 
laugh at the susceptibility of the journalist they have collectively fooled.

The taped conversations imply that at least in three cases, the journalists concerned are actively 
involved in helping a lobbyist who is trying to fi x ministerial berths for DMK MPs, among them A. Raja. 
In one of her conversation with the editor of a Delhi-based national daily, Radia says Dayanidhi Maran 
has off ered ` 600 crore to the K family to keep his seat in the Cabinet.

So, how is it that when we listen to the Nira Radia tapes, journalists like Vir Singhvi and Barkha 
Dutt, who have been ‘role models’ and ‘icons’, promise to do exactly that? Both Barkha and Vir Singhavi 
have made statements that they have not crossed the line and are only trying to extract information. 
But Barkha clearly tells Nira Radia that she will arrange a meeting with Congress general secretary 
Ghulam Nabi Azad to discuss the members and portfolios of the DMK in the Union Cabinet. Is this 
information gathering?

Asking Nira Radia for information on who is getting what portfolio, what is the behind-the-scenes-
drama is perfectly fi ne. All journalists do it. There may be nothing wrong in talking to a fi xer or a lobby-
ist to get information. But this does not mean promising to contact the other side to present this side’s 
case using the infl uence and access that journalists have. Or, promising to write a column presenting a 
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point of view that will indirectly benefi t one side of a corporate battle, like Vir Singhavi does. It is very 
clear that there are some questions:

 � Corruption is not limited to taking or giving money. Playing the role of a power broker, fi xing 
things or taking clear instructions on how and what to write in the article from corporate lobbyists 
must certainly qualify for a breach of ethics. Certainly favours exchanged, even if it is only that of 
assuring access to powers-that-be in return for ‘fi xing’ are a form of quid pro quo journalism.

 � Certainly, all the journalists who have been taped exhibiting similar transgressions must be asked 
questions.

 � There is a real confl ict of interest in becoming a participant in a story one is reporting on. Majority 
of journalists do follow clear codes of conduct and are able to keep the required distance from the 
stories they cover.

A lobbyist will lobby and a journalist has to report. One does not expect a lobbyist to be ethical, 
for what matters is the deliverable to the client. When the clients are politicians and businessmen, and 
with their interests overlapping, you do not expect Radia not to pull every plug to get the outcome 
she needed. She did what she had to do – her job. The error is to assume that a lobbyist is a source and 
cosy up with him or her because they at best have the value of being a tipster.

It is important to recognise that corruption is not necessarily related to the abuse of public power 
or position and that the personal/professional advantage sought to be gained through such abuse (in 
the public or private sector) is not necessarily monetary.

The Radia Tapes could serve a constructive purpose if the disclosures lead to an open, widespread, 
and ongoing discussion on journalistic ethics and standards especially within media houses, profes-
sional organisations, and institutes of media/journalism education. Since journalism as a profession is 
generally believed to be critical to the survival of democracy, periodic checks of journalistic systems 
and practices will not only serve the profession but also the public interest.

QUESTIONS OF PRIVACY
The Nira Radia tapes also raise many important questions about privacy, wiretapping, transparency, 
and ethics. The type of privacy that has been invaded in this situation is unclear. If one looks at the pri-
vacy invasion as the data that was improperly protected, thus leading to the leak, the Tax Department 
may be found to have violated the informational privacy of Mr Ratan Tata.

If one looks at the invasion of privacy as the fact that personal contents of conversations were 
made public with the intent to expose the 2G scam, the claim is really one that his personal privacy 
has been invaded. Since India does not have specifi c legislation on privacy, there is no clear defi nition 
of what privacy is, and whether or not Mr Tata has had his privacy invaded. Though the 2G spectrum 
belongs to the people, and the conversations that were intercepted were planning a scam to defraud 
the Indian exchequer, the conversations were meant to be private. So, does the public have a right to 
know the content of the conversations, or does Mr Ratan Tata have the right to privacy.

The legislation that addresses the release of public information, and defi nes the categories of infor-
mation that are considered to be private, is the Right to Information Act 2005. In India in recent years, 
the right to knowledge has become a cornerstone of Indian civil liberties. The Right to Information Act 
2005 embodies this liberty. The RTI mandates timely response to a citizen’s request for government 
information, and in its preamble affi  rms the policy that ‘. . . democracy requires an informed citizenry 
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and transparency of information which are vital to its functioning and also to contain corruption and 
to hold Governments and their instrumentalities accountable to the governed.’

Under the Act, public information about or held by the government must be given to citizens 
upon request. Unlike in some countries, such as Canada, where the Right to Information is bolstered 
by a privacy law, the Indian legislation only contains sections that detail exceptions of data that cannot 
be disclosed, and the conditions for third party release.

(The case is written for academic purpose only and is based on reports in the print and electronic media. 
Author has no intention to cause any harm to reputations of fi rms or people involved.)

QUESTIONS
 1. Does getting information from a source in exchange for allegedly satisfying the purpose of the 

source cross ethical lines as a confl ict of interest?
 2. There are some ethical issues involved about the behaviour of the journalists. Did they do any-

thing wrong? Should these conversations have been published without giving them a chance to 
be heard?

 3. Are the decisions to publish excerpts of the leaked tapes examples of infringement upon the pri-
vacy of the involved parties?
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