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CO~LICTS

OF LOYALW

Some of the most teasing problems in the ethid
conduct of business consist in confllcts of loyalty, or
coticts between loyalties, as between loyalty to one’s
company or colleagues and loyalty to the wider community, society, or to the truth or one’s personal ethicrd standards or principles. And in exploring this area
of coficts of loyalty it may help to begin by considering the wider and more common context of conficts
of interest.
I
men the subject of conflicts of interests arises it is
most commody connected with one’s personal interest, and the tension whtch can occur between that and
the interests of a larger body to which one belongs. A
good instance of awareness of potential conflict of
interest is the move in the House of Commons for
members to register their business connections or directorships, so that it is clear when they may have a
‘vested interest’, or an ulterior motive, when they are
exerting an influence on Ietislation which is ostensibly

aimed to promote the pubfic interest. In committee
work it is common practice dso when one is making a
point or arguing a case, to ‘declare an interest’ if one
has one in the subject under consideration. And it
frequently occurs in correspondence columns of
newspapers that below the signature of, e.g., someone
trumpeting the obvious and superior merits of cycting
over other forms of urban transport, it is made clear
that the correspondent happens to be chairman of a
large company of bicycle manufacturers.
One central issue of the situation of potentird conficts of interest maybe summed up in that phrase
‘happens to be’, which draws attention to a particular
factor or relevant feature of the situation. The ethical
question which this raises is how that factor influences the outcome of a developing situation. If I
am discussing exacdy how Momt died, for instance,
or whether Bacon wrote Shakespeare, and ‘it so happens’ that I am the world authority on the history of
pubfic health in Vienna, or on sixteenth-century English Lterary style, then, on the face of it, this maybe
advantageous to the fmrd outcome of the discussion
and to the advancement of public knowledge. But by
the same token, if one of my research students discovers a signed confession by Sflleri that he poisoned
Momrt, or incontrovertible proof that Bacon couldn’t
possibly have written Kllg Lear, and these are at variance with my own views on the matter, then the
temptation for me maybe to suppress such findings
and to safeguard my own interests, reputation and
royalties, at the expense of the interests of scholarship
or of the public interest. Perhaps what these cases
help to bring out is the useful distinction between potential conflicts of interest and actual cofiicts of
interest, or the difference between opportunities for
individuals to abuse their position, and the actual
abuse to which they may succumb.
I suppose a good medical illustration of the idea of a
contict of interests maybe cancer, where a cell of the
body whose function is to fit into and contribute to
the general physid equilibrium and harmony of the
body turns rogue and proliferates in the body, diverting the bod~s material and purposes to its own interests and aggrandisement. And this idea of an organism, or even of an organisation, may help to provide a
general overall framework within which to consider
the idea of conflict of interests. The danger is evidently one of abusing one’s position of power or of
privilege within a community or an organisation. And
the particular form which the abuse of power t~es is
to divert the organisation from its stated objectives, in
order to promote and favour the objectives of only
part of the organisation, or of a minority within the
organisation, including a minority of one.
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II

ctidren’s toy or a car with a fabulous new fuel sysIn its efireme form such c~nflicf nf imnere~~ -m-ay
even fmd expression in whistleblowing, if those wittiln
the organisation who are knowledgeable and concerned fear that their genuine reservations about
safety are being swept aside in the @obal interests of
company sales and profit. It is considerations such as
these which indicate that cotiicts of interest may not
be simply seti-serving coticts between personal and
corporate hterests, but may on ocwion be coticts
between corporate interests and the public interest.
And in such situations the choice becomes not one
between loyalty and disloyalty to one’s organisation.
It becomes a conflict of loyalties, with the choice to
be made between loyalty to one’s employer or organisation and Ioydty to the wider body of society.
fem:

The idea most commonly associated with the issue of
conflict of interests is that of private, personal gain,
and this can take many forms which I need not elaborate. It maybe in terms of direct financial gain, as in
insider trading or accepting bribes or private ~idpro
wo’s. Or it may be in terms of using one’s official
position or authority or the facilities of one’s position
for purely personal purposes, such as nepotism or
favoritism, or engaging in personal vendettas, or
empire-building.
An interesting situation can arise, however, when a
cofiict of interests exists not between an individud in
his or her private capacity and the organisation, but
actually within the organisation. In much of the activity and discussion connected in recent years with
company mergers and acquisitions, often the spotlight
was focused on management, and to what extent its
moves either to welcome or to repel potential boarders were in the best interests of the company, or more
truthfully were only in their own sectoral interests, to
the detriment of the company.

>

Again, the well-known phenomenon of ‘short-termism’ on the part of institutional investors is viewed
by many as a codict of interests between those primarfiy concerned to maximise their funds and those
more concerned with the long-term we~being of the
company. And within the working organisation it is
possible for separate divisions or departments to pursue their own particular interests apparently at the
expense of other divisions or departments, or even at
the expense of the company as a whole. One example
- sometimes referred to is the bu~sh activity of sales
personnel to meet targets by making promises of dehvery or performance which cannot in fact be met by
production.

III
In d such cases of sectord interests the general ethical presumption is that the interests of the organisation as a whole should prevail over the interests of individual or of parts of the organisation. And this
primacy accorded to the organisation as a whole is often expressed in terms of the idea and the ethial
claims of loyrdty. Yet there are some issues which
should perhaps make us wary of simply accepting this
idea of corporate loyalty as an ethlcd absolute. One,
for example, H arise in connection with safety
considerations, where the research and development
experts may consider that not enough time or resources have been given to thoroughly testing a new
product for which distributors and customers may be
clamoring, whether it be a new wonder drug or a

A second issue which prompts one to quafify the idea
of unquestioned loyalty to the interests of the organisation arises from not just safety, or public, considerations, but from professional considerations, on the
part of members of, for instance, the financial, legal
or medical professions whose services are used by the
organisation. In such instances the potential and actual conflicts of interest may come down to a matter
of professional integrity, where loyalty to a cfient or
an employer can become more a matter of coflusion.
It maybe argued in such instances, of course, as in
the case of whistleblowing, that declining to subscribe
absolutely to the present or immediate interests of
the organisation is in fact acting in its long-term interests or in accordance with its true objectives.
Putting the conflict in these terms an be seen as one
expression of the debatable maxim that good ethics
is good business, which, as I have observed on an earlier occasion, is sufficiently true to be dangerous.
A more productive way of viewing such professional
considerations seems to fie in the light which it throws
on the whole question of organisational loyalty within
society. If one can accept, at least prima facie, that
the prevdlng Ioydty of individuals and parts within
the organisation is to the objectives of the organisation, then by the same principle one an logicdy argue that the prevaihg loyalty of the organisation itself lies within the context of the wider social
body of which it itself is ody a part. From which it
fo~ows that in business when there is a potential conflict of interests between the organisation and the
pubtic interest, it is the latter which should always
take precedence over any sectord interest. And this
appties, of course, not just in home markets, but particularly and sensitively also in foreign markets.
In one respect the whole subject of conflicts of interest in business is a particular expression of the
‘stakeholder’ theory of business, for it is evident that
the various parties who come together in the activity
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of an organisation each have their own portfolio of
individual interests. People are not one-dimensional,
but multi-dimensional; and that is what makes them
so interesting. Coming together to find some measure of overlapping interests in an organisation does
not necessarily depreciate the interests which one
does not share with others on that occasion. But it
does cast a fight on those other interests and on their
relevance or propriety within the context of agreed
shared interests. And the received wisdom has identified various ways in which such extraneous interests
should be regarded and treated.
The most important is probably transparency, disclosure, or pubhcly available information. Not that this
necessarily entails that an individual will not seek to
promote his or her own agenda in ostensibly collaborating with others. But at least it prevents it from
being a private or hidden agenda, and alerts others to
the possibility of ulterior motives, as well as having a
cautionary influence on the individud concerned.
Such transparency is one method of reducing the potential for cotiict of interests, but another maybe
simply the prohibiting of certain activities being wried on concurrently, either by regulation on the part
of the organisation or as a legal enactment. And here
the motive appears to be not so much to inform others of a potential confict of interests as to dispel the
temptation or even the appearance of abusing one’s
position.
It could be, and has been, argued, of course, that such
policies argue a pessimistic view of human nature and
discriminate by excluding from certain business activities those individuals of robust moral character who
have much of value to contribute to it. On the other
hand, it maybe claimed that sad e~erience makes
such rules necessary, and that it is, on the whole, better to be safe than sorry. At any rate, it is noteworthy
that most, if not all, company codes of practice make
particular mention of the dangers of individual conflicts of interest and of the steps to be taken to ensure
that they do not materialise.
By way of conclusion, then, let me su~est that not all
conficts of interest in business are necessarily undesirable. What perhaps they may point to, at best, is
the existence of tensions which are to be found within
d joint human enterprises precisely because such
enterprises involve only a partial overlap of personal
or group interests. Within professions such as the
law, medicine, and the church, such tensions may be
viewed as in the nature of professional hanrds. And
ultimately within business too, for all the safeguards
which may be introduced or applied, the ody satisfactory approach to the subject must be the personal integrity of the individurd, and the spirit of professionalism which he and she bring to their function and

role not just in the organisation, but in the wider society of which the organisation is an integral part. As
so often in the whole field of business ethics, we seem
to be basidy considering the ethics of power, and in
this instance the ethi~ of examining whether, and
under what conditions, the power which comes from
belonging to one sphere of action and whose raison
d’efie is to promote that sphere of action m be
uttiised in other areas of one’s Me, often to the detriment of the sphere within wtich the power first
arises.

WWRTISING

ND

SPONSORSHIP

Dr Johnson once wrote that ‘Promise, large promise,
is the soul of an advertisement.’ And I suppose that
alerts us as well as any other description of advertising to what might be regarded in summary as the major ethid aspects of advertising Should advertising
make the promises it does make? And does it defiver
on its promises?

I
The economic mse for advertising is fairly clear when
it is considered as a necessary component of the
competitive market system. It draws attention to
goods and services which are available, and by stimulating purchases it contributes to a return on costs,
increases the market share of products, leads to increased production and reduction of unit costs, and in
generrd contributes to a better material standard of
fiving dl round. In this sense advertising maybe considered inherently good, and a valuable element of
the conduct of business in a free society.
From a fu~er human perspective advertising also
contributes to an expansion of human freedom, by increasing the scope and the range of people’s choices,
and enabbg them to satisfy their desires and to enhance the quafity of their fiving. When the Berb
Wd was broken through and East Berhners flocked
wide-eyed into the @tter of West Berfin and its shopwindows, they became aware of the sheer poverty of
choice under which they had laboured for years, and
of the diminished freedom, not just economic but dso
in human terms, from which they were breaking free.
I do not wish to be considered starry-eyed about either the capitdlst system or the conditions of the
market economy, and I shall shortly turn to consider
the failings of advertising as it is sometimes or fre-
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.“ desirable and valuable feature of society, in bringing
together demand and supply by means of communication and in enabling individuals to exercise their
freedom of choice and enhance their personal freedom in many new and often different ways.
I have referred to advertising as a communication,
and that is what it basi~y is. It is not, of course,
disinterested communication, in terms of truth for
truttis sale, or the dissemination of information in
purely altruistic term$ and therein lie many of the
ethical issues involved in advertising. It is communication with a vested interest, presenting information
with a view to sales, and in legal terms setting up the
situation for a contract in commutative justice. As
such a relationship between persons, either in their
own capacity or as agents for others, the communication involved in advertising is therefore subject
to various ethical conditions which affect the way in
which people treat each other. And one important
ethical condition is the way in which people respect
each others’ freedom, including their freedom to
make rational and informed choices.

,

In the particular communication of advertising the
basic tension may be considered to be (hat the potential customer seeks information in order to make a
choice, while the potential se~er seeks to persuade in
order to make a sale. The danger is then that the
sefler’s motive to exercise influence, with a view to
competing with other sellers or just to increasing
turnover, may lead him or her to short-change the
potential customer in one of two ways, either in the
information provided or in the pressure brought to
bear in various ways on the customer. I propose to
consider each of these ideas of information and pressure in turn.
11
If we consider information, then what this brings out
is that human freedom, to be truly human, has to be
informed, or knowledgeable, freedom. It is not simply the exercise of arbitrary decisions; it is based on
factual and rational considerations. In the field of
medicine, for example, signing a consent form for
treatment is not, or should not be, merely a bureaucratic formrdity. It involves the basic idea of informed
consent; consent, that is, which shows an awareness of
what is involved in the treatment, of what is the
hoped for outcome, and of what are the fikely hazards
which may ho be encountered along the way.
Similar conditions affect the buying of other goods
and services in society. And this is where the whole
question of truth comes into the picture of advertis-

ing, as a necessary condhion of our choices not being
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. ..”” not Iabour the general point about the need for
claims about a product to be accurate and truthful,
and not to suffer from lying or misrepresentation. At
the level of application, however, to particular cases
or practices in advertising several counter-claims have
to be considered. For instance, there maybe a gray
area in the distinction between, on the one hand,
misrepresentation, or making claims which are fbe,
and on the other hand omittkg certain facts about
the product, or being, in the now famous phrase,
‘economid with the trut~. While singing the praises
of a product does one necessarily need to point out d
its ftigs
and weaknesses? Perhaps it may suffice to
say in general terms that ethidly the potential customer has a right to whatever information is considered relevant and necessary for him or her to make
a free and rational choice; and that this W include
his or her being made aware of those particular features which, were they known, would materially affect
that choice: for instance, that the machinery is dangerous, or that spare ptits will shortly go out of
production, or that the rate of interest can be
changed at will by the creditor, or that between the
luxury time-sharing block of flats and the glistening
sands there are plans to bufld a new eight-lane motorway.
Exa~erations and unwarranted claims about the efficacy of the product also fall into consideration in assessing the truth factor in advertising, whether those
claims have to do with one’s health, or one’s sex appeal, or one’s social status, or one’s general we~being
in society. The counter to such considerations may
often be that there’s nothing wrong with a tittle
harmless exaWeration, that no one is redly fooled by
it, and that in any case there is considerable skepticism which has to be taken into account. A too
punctilious or solemn approach to advertisements
would take d the fun and attractiveness out of them,
reducing them to a mere scrupulous cataloging of
sales features. Surely no one is fooled by the pictorial
element in advertisements, whether it be the use of
mashed potatoes in place of the ice-cream which
would melt under the arc-fights, or the sight of a new
razor in action effortlessly removing the surface from
a sheet of sandpaper.
It must be acknowledged that there are certain conventions in this form of communication, as in every
other, whether it be bluffing in the course of agreeing
a price or a wage rate, or obviously outlandish suggestions that drinking a special brand of vodka wi~
transport one into a fairyland or harem of delights.
The unspoken presupposition here, of course, is that
[he potential customer will be not only resistent but
also sensible and reasonable in assessing the claims
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1.

&

5
for various goods and services and will not take itd
absolutely literally. The problem lies with the concept or the criterion of the ‘reasonable consumer’
which is appealed to. Certain levels of intelligence
may no doubt be taken for granted in some cases, but
there are particular problems at least in the case of
some groups in society, such as young children, adolescents and others who may feel socially inadequate,
people in poor health, or individuals suffering from
addictions of various kin&. In d of these and others
there is an element not just of needs to be met or
wants to be satisfied, but of vukerabifity, which is exploited by ifiated claims for what a particular product will detiver.
It is in such areas particularly that regulation and
monitoring of advertisements have an important social function by protecting the vulnerable in society
from being exploited. But in ethical terms what
should be most to the fore on the part of advertisers
is not just compliance with the letter of the law or
regulation, perhaps coupled with attempts to get
round it or slip past it, but the spirit of the law. And
that is based on a fundamental respect for consumers
as prirnardy human beings and not just potential
customers, an awareness of their need for relevant
information in order to exercise their freedom of
choice, and an alertness to their human vulnerability,
as contrasted with their rational needs and desires.

111
The second and perhaps more ethically interesting
sphere in which advertising needs to be scrutinised, is
the area of pressure on individuals to make particdar
choices, to which I now turn. For not only is freedom
dependent on accuracy of information in the ways in
which I have been suggesting; it is dso dependent on
immunity from undue pressure. And in that simple
phrase ‘undue pressure’ there are many important
considerations to be unpacked and analysed.
The ultimate assault on the freedom of a potential
customer is generally agreed to be the activity of subliminal persuasion, and it is interesting to explore just
why such extreme advertising techniques are considered ethica~y wrong. In part it appears to be bemuse the approach shps through the consciousness of
the subject, as it were, so that, in the popular phrase,
they are ‘being got at’ without their permission. In
that sense subliminal advertising may be considered
an invasion of psychic privacy. Additionally, however,
what is also involved in such techniques is that they
bypass one’s exercise of rationality and seek to influence one’s choices by a direct appeal to feelings and
emotions. We may reroll Aristotle’s comment that
human beings are characteristically rational animals,

and if that is so, then we may conclude in general that
any attempt to influence people’s choices in irrational
or non-rational ways is ultimately demeaning to them
and to their dignity as rational human beings.
Feelings and emotions do, of course, have a place in
ordinary human decisions. We are not dculators,
nor do we always fu~d the economic expectation of
being entirely intellectual and predictable in our
choices. And this raises the ethid question of how
far advertising m justMably play on our feelings and
emotions in order to influence our choices. As Dr
Johnson observed, in my opening quotation,
‘Promise, large promise, is the soul of an advertisement.’ And you may reroll Vance Packard’s remark
in his perhaps over-sensational study of me Hidden
Persuaders that shoe-shops do not se~ ladies’ shoes;
they sell ‘beautfil feet.’ What Packard and others
object to is not persuasion on the part of the sdesforce, but hidden persuasion, of which the potential
customer is unaware.
There appears to be nothing wrong with persuasion
as such: most of us are doing it much of the time in
our attempts to bring others round to our way of
thinking. In the Introduction to his famous Essay On
Libe@ John Stuart Mill attacked the idea of compelling others to behave in certain ways because it
would make then happier or better or wiser people,
or even right, and he explained, ‘there are good reasons for remonstrating with him, or reasoning with
him, or persuading him, or entreating him, but not for
compe~ing him’, although he carefully made exceptions in the me of minors and ‘backwards states of
socie~. I suppose the point here is that, for persuasion to be legitimate it must be rational or at least
amenable to rational consideration. And in this context it seems ethically permissible to attempt to persuade others by appealing not only to individud arguments leading to choices but also to individuals’
motives in approaching their choices.
One of the problems, however, remains to what extent such appeal to personal motivation actually is
amenable to rational consideration, and for that we
have to be conscious of such appeals rather than let
them stip under our guard. Ultimately perhaps this is
the difference between persuasion and manipulation,
in what I su~est maybe a sliding sde of information, suggestion, persuasion and manipulation.
Information here may be seen as simply the offering
of the possibifi~ of satisfying a person’s felt and acknowledged want: You want a mousetrap? I se~
mousetraps. Su~estion maybe more a matter of
helping the customer to articulate his or her desire:
Wouldn’t it be nice to get away from it all? Have you
considered whether you need a weekend break?
Persuasion may consist in marshaling the arguments

,

6

for buying the latest encyclopedia or shares in the
-“..
, -a. ,=--- a”* --:., o,;cn*:n” .All
mfthec~
Lluw &“” tit ,,*.. ti*,, y. ..u. a”u.. ”...
. . . ~.
.--u
- innlll~e.
------the element of rational consideration, although of
course it need not be in verbal propositions it can
also be conveyed more subtly and attractively in visual
terms. And inevitably dl of these also contain a
strong element of attraction, since in our choices of
goods and services we are aiming not just at what is
true and apperds to our mind, but primartiy at what is
good and what we should fike to have or obtain. By
contrast with all of these, manipulation consists in
getting people to make decisions and choices without
their actually being aware of why they decide or
choose in this manner.
There is one find and underlying consideration concerning the ethics of advertising which I want to look
at briefly before turning to the question of sponsorship, and that is to what extent advertising responds
to demand or on the contrary actually creates demands. The thesis is well known that the purpose of
advertising is to create dissatisfaction, so that potential customers who may have been bfithefy unaware of
the range of products and services available are enticed into purchasing them without actually ”needlng
them. Perhaps the most obvious instance here, apart
from so-called ‘luxury goods’, are various addictive or
dependency-inducing substances such as tobacco and
alcohol. Ad national and European regulation limiting advertising in these areas appears partly directed
at preventing the market from growing by stimulating
sales. More serious perhaps is the creation of new
customers for the arms trade.
Part of an answer to this charge against advertising is
economic in nature, that costs have to be recovered,
or that a given volume of sales is essential to justifying
R &D, as in the development of new armaments, and
that the only way of achieving this is by increasing the
market. In more psychological terms, however, the
charge presumes that new human needs should not
be created, and that we should all be content with
satisfying our basic requirements in society. It is not
easy, however, to distinguish betieen human needs,
wants, and desires. Perhaps needs are deepest, and
are expressed or consciously articulated in wants,
while desires refer to less significant or less profound
e~eriences. Perhaps dso th~ is where the distinction which I have already suggested between information and su~estion is important, insofar as suggestion can articulate in terms of wants what is already an underlying unconscious need.
More fundamentdly, however, the attempt to distinguish between basic needs and perhaps induced
needs, while important when sheer human survival is
concerned, becomes less successful when quality of
fife and human culture are concerned. I have always

remembered a TV play of Marghanita Laski c~led, if
1 recall, me O<~shoreIsland, in which Britain had
been devastated by nuclear disaster and a mother was
concerned not ody to feed her children but also to
teach them to sing the theme from Beethoven’s
Choral Symphony, so that good music would not be
entirely lost. Part of human culture, then, consists in
inducting people into new experiences, perhaps
largely of an aesthetic kind and to do with the human
senses, and in the process creating habhs and even
needs which then fd to be satisfied. If this is the
me, the conspiracy charge against advertising in
general must be considered not proven, even if in
particular instances it may well be sustained.
Perhaps, however, a final general point maybe raised
about advertising in general, and that concerns the
values which it promotes, either covertly or even
overtly, The cultural stereotypes of ~earning fitted
kitchens, or of female or male sex-objects, are not
ody holding out promises of a vague kind, they are
dso inculmting views of fife and of human relationships in society which often give serious ause
for ethical questioning, if not disquiet. It maybe easy
here, of course, to confuse taste with ethlm, but the
depiction of reality in shocking or seductive or otherwise offensive terms may be matter for considering
whether mental or cultural health warnings should
sometimes accompany some advertisements.

IV
My title also includes the ethics of sponsorship, and
here there has, I think, been rather less thought given
to the subject than in the case of advertising. Perhaps
here I ought to declare an interest, because my Business Ethics Centre in Wg’s CoUege London is currently seeking sponsorship for a Conference on European Business Ethia which we are hosting in London this September.
In general terms sponsorship is often expressed as the
exercise of corporate responsib~lty or of corporate
generosity towards the community, and there appears
nothing exceptionable in this, and much to commend
it. Again, of course, it can scarcely be termed purely
dtruistiq since the company expects some return in
goodti and popularity, and even in some ~ses gratitude, if the event or the institution might not otherwise exist or be provided. The standard arguments
against corporate giving can apply here, to the extent
that individud shareholders might prefer to make
their own phtianthropic decisions rather than have
them made for them by others. But I suppose one
counter-argument, at least so far as the beneficiaries
are concerned, is that the amount contributed til be
the greater if it is exercised at corporate level. h-
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other difficulty can concern the choice of ‘good
causes’ as the recipients of corporate generosity on
what criteria they are decided, by whom, and with
what background of expertise and experience to exercise discrimination.
It is dso noteworthy, of course, that some sponsorship is actutiy advertising by association on the part
of companies whose direct advertising of particular
products may be limited or curtailed. This is where
the difference between advertising particular products
and drawing pubhc attention to the compan~s image
as a whole by sponsorship is ethimlly relevant, for
such indirect advertising may be an attempt to evade
laws or regulations according to their letter, although
it clearly contravenes the spirit and the social purpose
of such enactments. Again, some sponsorship maybe
an attempt to make amends, or even to induce the
public to overlook other perhaps more undesirable
features of the company or its products.
~ether,
however, in conclusion, we address the
subject of sponsorship or of advertising there is no
doubt that they raise for serious consideration many
ethical questions which extend well beyond the economic arguments. They influence and affect our
views of society, of human relationships, of our use of
material possessions, and of human communication.
Ultimately, rdl such considerations appear to come
down to what Kant referred to in considering our attitude to others, that in all our dealings we should
treat each other as ends and never merely as means.
Of course, in many ways we are always treating others
partly as means - that is to some extent what business
is significantly about. But to consider others simply
and solely as potential sales and to regard their rational freedom as negotiable in the enterprise of
making sales is to depersontise them and to deprive
them of their basic humanity and dignity as persons.

E~ICS

AUDITING

As interest in the ethical conduct of business arises
and begins to develop, there is one basic question
which eventually emerges. Should ethlcd considerations in business be an ocwiond or sporadic
interest for any company, depending on the pressures
coming from outside the company or on the concern
of one or more individuals within the f~m? Or
should a concern for ethical consistency in the company’s activities be institutionalised in some way or
other within the company? In previous Gresham
lectures I have explored such corporate ethical institutions as mission statements and company codes of

conduct, as well as the possible introduction of ethi~
committees or ombudsmen, and the identifying of a
specifically ethical role for non-executive directors in
a company. mat I want to explore in this lecture is
the possibility of introducing a regular internal review
of a compan~s ethicti performance, drawing on its
ethid monitoring in the course of the past year and
providing an annual opportunity for the company to
appraise the ethid quality of d its activities.
In some respects the idea of an ethi~ audit is not a
new one. The lWOS, for example, saw serious exploration in the United States of the idea of a corporate
socird audit; during the 1980s the idea developed and
has mught on of a regular corporate environmental
audit; and for the 1990s some writers foresee a demand and a practice growing of ‘corporate social and
environmental accounting’. In this last lecture of my
series on Ethical Choices in Business I propose to
trace the developments of these ideas, and consider
their strengths and weaknesses, before proposing for
consideration and adoption by business firms the idea
of an Annual Company Ethics Review.

I
The idea of corporate social auditing rose into
prominence in the United States as part of the move
on the part of businesses to respond to growing social
pressures on them to meet new and rising expectations and responsibilities. Basically the aim was to
take as a model the regular financial auditing and the
production of an annual financial report, to which
businesses were accustomed, and to produce an audit
of the compan~s social activities and thus present its
annual report of corporate social involvement. Initidy, the idea of such a corporate social audit was
greeted with enthusiasm as a means of manifesting
the compan~s record of citizenship and social
involvement, and various schemes and social spreadsheets were devised and introduced in order to
itemise and assess the compan~s record. These covered such entries as communi~ involvement, whether
in terms of financial gifts or of personnel time, avoidance of discrimination in employment, health and
safety programmed for employees, consumer protection and other services, coping with accidents and
faulty products, and so on. And the model of financialaccounting was further appfied in sustained attempts to quantify, measure and report on au these
activities of the corporation.
And there, of course, lay the two major difficulties of
the social audit movement: how to conduct the auditing process in terms of some basic unit of calculation; and the underlying assumptions of applying costbenefit analysis to the compan~s record of its social
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commitment on the part of a company, as in the
amount of money allocated annually to community involvement, either in terms of outright gifts or in terms
of the man-hours involved in officially seconding or
appokting personnel to such activities. But it proved
more difficult to make social capital out of spare-time
or off-site involvement in the community on the part
of company staff. Equdy it is comparatively simple
to estimate the costs of putting new programmed in
place to ded with health and safety in the work environment, or to cope with customer complaints, or to
adopt a production poficy of ‘total qudit~. And perhaps it is possible to some extent to quantify improved working conditions in terms of fewer accidents
or increased output, or to verify consumer and pubfic
satisfaction in terms of steady or improved sales figures. But in the wider social context how does one
measure the financial effect of a policy of affirmative
action in employment and promotion, or the beneficial results to the local community stemming from an
improved programme of waste disposal. More generally, what time scale is one using to assess the return
effects for the company of these and other forms of
socia~y responsible behaviour?
In other words, while it maybe possible to quantify in
financial terms some or many of the costs incurred by
a company in adopting a programme of social responsibtiity, it does not appear very practicable to identify
and quantify the benefits which may result. One reason for this is because of the difficulty of identi~lng
whose benefits one is considering, and whether these
are the benefit to the public at large, or to, for exam, pie, the work force, or to the company itself. And if
the social audit exercise is one which inevitably concentrates on producing a balance sheet for the company, then either its focus is inevitably too narrow,
concentrating on its own benefit, or there are going to
be many large gaps or wild guesses on the credit side.
The principle on which Jeremy Bentham’s theory of
utilitarian calculation was based, and foundered, was
that there are basic units of human pleasure, or
satisfaction, which m be identified and quantified, in
order to be compared and traded off in ethi~l
decision-making. In a similar manner, one of the major problems of using cost-benefit analysis in the bid
to audit a compan~s social performance is the frequently expressed objection that there are some
things in Me which simply cannot be quantified or
measured, such as freedom, aesthetic satisfaction,
fresh air, immunity from harm, or general individual
or social wellbeing.
In partial defence of social auditing, however, it is
sometimes pointed out that its aims are more modest
than that. It is not concerned with wlletller a company
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it has decided to adopt such a programme. In other
words, it aims to measure performance in achieving
certain pre-selected goals, by assessing alternative
methods of achieving those goals and attempting to
identify the most efficient and cost-effective manner
of proceeding. And yet, important as this must be in
scrutinizing costs and in placing a brake on the
temptation to throw money at social problems, the
dtificulty remains of identifying what is to count as
success, how to ident~ it, and what means to devise
of quantifying it in order to offset the resulting
maculations against costs. In a word, is it at all useful
to use the tools of financial accountancy in an attempt
to measure morrd accountability?

II
Given the theoretical difficulties, and perhaps particularly the sheer practical difficulties of operating and
producing a corporate social audit along the lines I
have described, it is not surprising that after some
initial enthusiasm this particular exercise in corporate
social responsibility began to lose favour and support.
However, the whole idea of auditing other activities
of the company besides its financial performance was
given a fresh impetus with the rise and growing popularity of concern for the environment. And during
the 19Ws the idea of conducting a regular environmental audit of businesses grew in favour and is
becoming popular. In the United States its first purpose was to scrutinise a compan~s compliance with
government and other regulations in the specific areas of waste disposal and pollution, and this spilled
over to American overseas subsidiaries, where it also
met in Britain, for example, not so much regulation as
growing environmental sensitivity on the part of the
public. At first the concentration was on checking
company locations of sites and plants, but in due
course this extended to include testing its manufacturing processes and products. Now the idea of
environmental auditing is envisaged also as covering a
‘cradle to grave’ approach to a compan~s products, in
monitoring the various stages of its fife cycle, ranging
from the choice, source and securing of its raw materials, to the efficient and safe application of energy
and disposal of waste in the production process, to, finally, the capacity of the product when its ~ie span is
ended for recycfing or dlsposd.
In a previous lecture I have already explored the
environmental pressures on business, in asking ‘How
green is your company?’, so I shall limit myself here
to considering the more specific issue of environmental auditing or what has come to be ~lled ‘green
accounting’. In particular, how does the environ-
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mental audit compare with the earlier stage of social
audit and the difficulty of applying cost-benefit analysisto the recognition and weighing of many disparate
and variable factors? It appears that the environmental audit is a more manageable exercise than the
social audh, and that perhaps for at least two reasons.
One is that the field of interest is, at least in principle,
narrower and more specific in concentrating on areas
of environmental sensitivity rather than on the whole
spectrum of social expectations of business. Of
course, the field of environmental application is expanding continuously, not only in terms of new products and processes but also in the application of environmental principles to factory and office conditions
of work and resources. Even so, concentrating on environmental issues does produce a narrower field of
vision than using the wide-an~e lens of social
responsibility, and so makes the subject a more manageable one to handle and to account for.

,

The second major difference between environmental
auditing and social auditing, which rises from the narrower field of interest, lies in the existence of more
recognizable standards of performance and success.
Financial considerations sti~ enter into the estimating
and assessing of costs to the company, but the idea of
quantifying positive benefits to the company in almost
entirely financial terms is more readily replaced by
the recognition that it is aimed at satisfying a series of
external criteria. Again, of course, it mn turn out that
taking an environmentally-sensitive approach to one’s
products and services til yield some financially profitable results, and this happy eventuality can be factored into the environmental books. But the major
consideration in conducting the environmental audit
appears to be one of recognizing and taking into account the specific yardsticks of the requirements and
e~ectations which are becoming increasin~y expressed by society in this area, whether through
legislation at home or in Brussels, or through international conventions, or through subscription to the
Valdez Principles, or less formally through mounting
pubfic and media pressure.
Ultimately, perhaps, however, for a company the
major environmental accounting question may be
‘Can we afford not to be environmentally aware?’
And to that extent costs arising from introducing
changes, or from meeting more exacting standards, or
even from paying penalties or fines, will enter into a
compan~s environmental calculations. Such financird
auditing can then provide some estimate of some of
the costs of being green, or of going green, or even of
becoming greener. And within that context the
application of criteria of cost-effectiveness ~ help
identify, for instance, the least expensive of several
possible energy programmed, or the cheapest source
of recycled office paper. But it is still difficult to

know just what an be set down in the credit column
to offset such costs, other than compliance with accepted standards of behaviour and the literally inestimable consequences of such compliance. It is apparently notoriously difficult to quantify and factor in
the brand-vdue of various products on the market,
and a ~om.on.it must be even more difficult to put a
price-tag on the environmental status or reputation of
a company.

III
A more recent approach to the whole idea of ethim
auditing for companies which is being advocated in
Britain takes on board the growing concern with environmental issues, but widens the field again to take
account of other social consequences of the conduct
of business. This is the approach referred to as Corporate Social and Environmental Accountin~ or
CSR, ‘Corporate Social Reporting’, in which one of
the most Muentid writers in this country today is
Professor R H Gray, Mathew Professor of Accounting and Information Systems in the University of
Dundee.
As described by Professor Gray and others, Corporate Social Reporting is ‘the process of communicating the social and environmental effects of organisations’ economic actions to particular interest
groups in society and to socie~ at large’. And as a
professional accountant Professor Gray envisages a
widening of the accounting process to record and
communicate such corporate behaviour in response
to growing public expectations concerning the environment and other aspects of life in society.
It will be interesting to note the future prospects of
such edarged accountancy programmed and procedures, particularly in the light of two questions which
occur to mind. One is whether accountants are the
best profession to undertake such an enlargement of
their tradition financial role. And the other, which
underlies this, is whether the model of financial auditing and accounting is an appropriate one to be entirely satisfactory for what is envisaged. As may have
become clear in the course of my remarks, the move
towards companies giving an account of their social
activities and impact in fmancid terms or their equivalent, is bedevi~ed by the strait-jacket of cost-benefit
analysis and by the need to find some basic unit of
quantifying and comparability.
Undoubtedly there are financial considerations to be
taken into account in all business activities, but as we
have seen, while it maybe possible to estimate or Mculate some of the costs of a compan~s social activities it is almost impossible to do the same for the
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pany-centred model can only with difficulty take into
account the benefits which result for others from
enlightened corporate social policies. And there may
be the underlying assumption through extending the
model of accountancy to a compan~s social accountabfity that the ultimate criterion remains the bottom
he.
To conclude on a more positive note, however, I want
to su~est that more important than how a compan~s
record is calculated and communicated, and by
whom, there is a prior and more important stage
which might be appropriately called an Annual Company Ethics Review. And that, whale this must inevitably include some financial considerations, the
weaknesses of the accountancy model which I have
mentioned would argue against describing this annual
ethics review in terms of an audit. It would in fact be
a comprehensive review of dl the compan~s activities
during the past year in the tight of ethical considerations; and since I have an aversion to what I all
‘would-be’ writing or speaking, let me describe such a
review in terms of what it is, rather than what I envisage it would be.
A designated group of members of the company, including non-executive directors and representatives
from all levels of operation, and reporting to the
Board of Directors, conducts an annual examination
of the compan~s ethical performance, within the four
concentric circles which cover the firm’s activities,
and which I have described in previous Gresham lectures: starting with the organisation’s internal activi. ties, including its choice and treatment of employees,
the qudlty of communication, and the recognition of
individual rights as wefl as the responsibfities of the
work force, managers and shareholders then moving
out to a second circle of cltstomer relations, where
what the company produces, as well as its product
safety and qudlty, its advertising and customer satisfaction figure large; moving further to the circle of
the compan~s relations with otherfinns, whether as
suppfiers or competitors, and examining how fair
one’s dealings have been with them; and finally considering the fourth and outer circle, the communi~ of
which the company is an integral part, where the
compan~s impact on not only the physical environment, but also on the social and pofitid environments form the agenda.
The yardsticks or criteria which are applied in the
conduct of such a regular company ethics review are
several. First and most obviously, the law of the land,
certainly in its letter if one is to be law-abiding, but
also in its spirit if one is to be ethiml. A second set of
standards can be industry-wide agreements, or the

canons of various professions. Then, importantly, the
~nmpan~s
own mission statement, code of conduct,
or statement of what it considers best practice; and
herein lies the acid test of any corporate statement of
ethical standards, that it be observed and appfied, that
non-compliance be sanctioned realistically, and that it
be regularly scrutinised and updated when necessary.
A third criterion which the company can apply is its
own procedures for internal complaints and whistleblowing, as we~ as the mechanisms which it has in
place for de~ng with customer, public or supptier
complaints. Ad fmdly, reference can be made to
the goals and targets which the company may have set
itself, in such areas as environmental respect and affirmative action.
You will note that aIl the items which I have mentioned have to do with the normal day-to-day activities of the company, and that raises what I consider a
most important point about the social responsibility
of businesses. In the field of externrd relations, it is
not too difficult for a company to decide on devoting,
say a variable proportion of its income to charitable
and social activities, and in my last lecture I considered some aspects of this corporate activity of sponsorship. It remains, however, that important and
beneficial although what I prefer to dl such extramural corporate activities are, they cannot ethidy
substitute for the conduct of business, far less cover
up for any ethi~l shortfall in the run-of-the-mill activities of the fm.
Should such an annual company ethics review be
made public, as is becoming required of environmental auditing and expected of social auditing?
On the whole, I should say not, since that way ties at
least the danger of puffery and lack of candour. This
is not to say that an Annual Report may not contain
some reference to corporate respect for ethid values. But the purpose of the ethical exercise is more
domestic and serious than that.
Ultimately such a review is based on the ethical
bedrock which underfies all formal statements of
company policy or professional or Iegd requirements:
what may be considered the basic human decencies of
fairness, honesty and reliability. If these are approached in auditing or accountancy terms, as i have
su~ested, they may tend to confuse financial accounting with moral accountability, and obscure the
fact that there are some things in the conduct of human beings, including in the conducting of business,
which are worth doing for their own sake, whatever
the cost. And it is basially these criteria and values
which not only give the ultimate raison d’ ~tre to business, but are sufficiently important to mll for regular
reconsideration and review of the way in which business is conducted in society.
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