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1 INTRODUCTION

1.1 Background of the Study

Busness ethics and corporate responghility are terms that are, of late, on
everyones lips. Though currently a bandwagon, business ethics cannot be
conddered as a new thing. Since ancient times, philosophers and others have
discussed the relationship between busness and mord life. Yet, especidly over
the last 30 years, busness ethics has, to an increasng extent, raised interest
among various actors of society. Not only has it become an established academic
discipline dtracting atention among both philosophers and economigts, but in
recent years it hes also been a popular issue for public debate. The popular press is
full of dories about the latest busness scandds caused by unethicad behaviour,
ethics experts are frequently quoted in mass media and the public is cdling for
“corporate responsibility” in severa areas of busnesslife.

Indeed, the demands for socid responsbility and ethica behaviour by companies
and their leaders today are stronger than ever before. Just as companies have
woken up to environmental responghilities, they now face even more complex
demands concerning socia responghility, corporate citizenship and sustainable
devdopment. Following laws, paying taxes and sdaies and producing high
quality products is no longer enough; companies are required to actively influence
the development of the societies in which they operaie. Ethicd and responsble
busness has truly become an inevitable norm in most of the developed world.
Where pat of the organisationd redlity, in turn, these expectations make it amost



impossible for companies to ignore ethicd condderations. Consequently, the
adoption of codes of ethics' has become highly popular.

Corporate ethics and respongbility have in fact become such fads that one gets
eadly confused in the crosfire of different declardtions, clams, rumours,
scandds, guiddines, and reassurances concerning them. On one Sde, companies
tdl convincing dories about their exemplary activities and publicly commit
themsdves to even better behaviour. With a multiplied number of codes of ethics
a hand, one is made to beieve that companies are far, honest and trustworthy
and follow their ethicd principles wherever in the world they operate. However,
on another dde there is the media who have rather convincing stories to tell as
wdl. In these dtories the same companies make cartel agreements, evade the law
in devdoping countries, do not pay even minimum sday in some of thar
factories, contaminate the environment with their operaions and cary out
subgantia  denouncements  with  doubtful judtifications. To confuse things even
more, there are experts who argue that companies are not even supposed to be
socidly responsble, because the busness of budness is business, not socid
sarvices. Other experts, on the other hand, indst that as companies have dl the
more power in the world, they have to compensate it by contributing to societies
wedl-being.

Thus, in the middle of dl the fuss and confuson about ethicad issues and the
abundance of codes of ethics adopted by business organisations in recent years,
some important questions reman to be clarified. Do companies redly act more
gthicdly and responsbly? Ethicd principles ae beng deveoped and
communicated to the public, but are these principles actudly followed by the
companies that developed them? In other words, are companies redly committed
to following their codes of ethics in practice, or are they only building a scene for

! For definitions of the key concepts refer to Appendix 1.



the public and ignoring ethical consderations behind it? Is there basis in the clam
that codes of ethics are “ famous for gathering dust on shelves’ (Derry 1991:133)?
Findly, are companies convincing sories only skin-deep or does the media make
extravagant cdlams?

To evauae the degree of commitment to ethicd and responsible behaviour, one
has to look at the reasons and aims that companies have for usng codes of ethics.
It feds reasonable to assume that deeply interndised vaues, such as mord
congderations, behind codes of ethics tend to lead to high commitment whereas
developing codes of ethics for superficia reasons, such as for the sake of public
pressure or company image, most probably leads to low commitment. Business
ethics researchers have traditiondly trested companies as mord actors, assuming
thus mord reasons behind codes of ethics and not redly quedioning the
implementation of the pronounced intentions. This view is, however, impugned
by increesngly many people, as different kinds of reveaions about company
redlity tend to suggest the opposite to be closer the truth.

1.2 Research Gap, Objectives and Question

There exits an abundance of business ethics literature that basicaly discusses
codes of ethics and the reasons and ams behind them. Nevertheless, the approach
seems rather one-sided. Most business ethics researchers (eg. DeGeorge 1990,
Sorel and Hendry 1994, Barry 1998, Rosenthd and Buchholz 2000) take business
organisations as mord actors without much in-depth questioning and thus assume
that the reasons and ams behind codes of ethics are respectively mord. The idea
of the amoraity of business is widely discussed (a least mentioned by many), but
readily denounced as a myth. In other words, any vdid arguments agang the
mordity of busness organisations and the resulting mord reasons for action seem

to be more or lessignored.



Limiting the discusson in business ethics on mord reasons for action done may
have resulted to a Stuation where some of the reasons and ams behind codes of
ethics are perhaps yet to be discovered. This can be consdered a mgor flaw,
because reasons and ams are supposedly some of the main factors needed to
illuminate the fundemental issue of commitment to the codes”. And, after dl,
codes of ethics are not of much use on paper done, they are effective only when

applied.

Thus, it redly seems that previous dudies of busness ethics suffer from some
rather important limitations. One can in fact identify a clear research gep tha
merits research. Codes of ethics being adready a mgor issue in contemporary
organistiona  life, one can cetanly ague that the fundamentd question of
whether the codes are actudly put into practice or whether they are just word
mongering, has not been properly addressed. And, as discussed above, to clarify
the quegtion the motives and ams behind the adoption of codes of ethics have to
be uncovered.

The purpose of this sudy is to contribute to the understanding of business ethics
and paticulaly to the understanding of the current trend of adopting codes of
ethics. This is done by chdlenging some of the basc assumptions of business
ethics and by shedding light on dternaive ways to see business ethics and the
reessons and ams for usng codes of ethics Alternative points of view could
nauraly be found from severd disciplines, but in this sudy, the doman of
inditutiond  theory, and paticulaly its organisaiond branch, was chosen.
Ingditutional theory was chosen because of its good explanation power and the
resulting posshility of getting completdy new and interesting points to the
discusson aout busness ehics Given this posshility and the fact that
inditutional theory has not redly been introduced to the fidd of business ethics,

2 Seediscussionin Section 2.5.1.



its presence was found particularly interesting. Another dternative view to
business ethics literature used in this study is the treditional view of business This
view was chosen because it is drongly present both in the discusson about
busness ethics and in the discusson of inditutional theoriss, both of these
disciplines rgect or a least chdlenge the traditiona view. Consequently, it seems
useful to be taken into account as an dternative point of view.

Thus, more specificdly, the objective of this study is to ducidate what kind of
reasons and ams companies have for usng codes of ethics and whether these
reesons and ams support the propostions of business ethics literature, the
propogtions of the traditional view of busness and/or the propostions of
indtitutional theory. Based on that, one will hopefully be able to better understand
the phenomenon and to evauate the degree of commitment companies have to
their codes of ethics.

The research question of this study can be specified asfollows.

What are the man reasons and aims that

companies have for adopting codes of ethics?

To find an answer to the main question, the following sub-questions will be asked:
0 Do companies specify in their codes of ethics reasons and/or ams for
adopting them?
o Do the reasons and ams support the propostions of busness ethics
literature, the propostions of the traditiona view of business, and/or the
propositions of inditutiond theory?



1.3 Method of Research

This sudy puts a big emphass on andysng the exising academic literature on
busness ethics and inditutional theory. In other words, the research question is
approached first by reviewing the ideas of traditionad business ethics research and
then introducing a new fidd of study to the discusson about business ethics,
namdy inditutiond theory. The autthor's beief is that this discipline might
improve the undergtanding of the issue and possbly give a whole new viewpoint
to the phenomenon and its implications. Based on these disciplines and on the
traditional view of business that both of them regect, three different propositions
about the reasons and aims for adopting codes of ethics are then identified.

After the theoretical propostions, empiricdl materid is used to illuminate the
rescarch question. This materid condsts of the codes of ethics developed and
used by Finland's ten biggest companies. The data was collected mainly from the
chosen companies Internet dStes, from their annua reports, and other relevant
reports. In addition to this five interviews were conducted to get a deeper
understanding of the companies reasoning (or the lack of thereof) behind their
decison to adopt a code of ethics Findly, the empiricd findings are compared
with the theoreticd propogtions and the implications of that comparison ae
discussed.

The terms used in both business ethics and inditutiond theory are ill defined
rather vagudy and used inconsstently. Because of this, ther use in this study
needs to be explaned rdatively extensvely. Consequently, definitions of the man
concepts of this sudy are presented in Appendix 1. Some of them are dso
discussed in Chapter 2.



1.4 Limitations of the Study

This sudy inevitably has limitations. As the theoreticd bass of the research
includes only literature of busness ethics and inditutiond theory, the propostions
consdered only reflect the points of view of these particular branches of study. It
should be noted though, tha the dominant dternative view, i.e. the ingditutiona
theory, is naurdly only one of the many views exiding in the fidd of
organisation studies, and it by no means represents the absolute truth.

The empiricd materid of this sudy condsts essentidly of the codes of ethics of
Finland's ten biggest companies. Taken into account the possble effect of culture,
the results are difficult to generdise to other countries, as the inditutiona
environment in Finland might be totaly different from thet of other countries It is
however assumed that being a developed country where public concern for ethical
issues seems to be rather high making the adoption of codes of ethics is very
popular, Finland represents a good base for searching an answer to the research
question. The large dze of dl the case companies can be regarded as a limitation
as wdl as the demands on big, powerful companies may be very different from
those made on smdl firms. Consequently, the results cannot be readily
generdised to smdl firms,

A further limitation is the nature of information found in (public) codes of ethics.
Finding comprehensve and truthful Statements about the reasons and ams for
usng a code of ethics may be difficult. Since the subject is a rather delicate one,
companies may be indined to give a dightly polished image of themsdves®. Also
the interviewees may tend to give politicaly correct answers, either intentiondly
or unintentionaly. Because of these tendencies, the found reasons may not tdl the
whole truth. As such, this study is not an attempt to provide the fina answer of the

3 See more detailed discussion in Section 3.4
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reasons and ams behind the use of codes of ethics. Rather, it is an atempt to
bring forward a neglected but potentidly fruitful fidd of study to the discusson
about busness ethics in the beief that it might be able to give further ingght into
the much discussed but hardly criticaly analysed topic.

1.5 Thesis Structure

The rest of this thess is structured as follows: Chapter 2 discusses the two fields
of sudy on which this thess is based, namdy busness ethics and inditutiond
theory. After discussing the two disciplines separately, they are put together, that
IS, busness ethics is discussed as an inditution. As a result, two different views on
the reasons and ams for adopting a code of ethics are identified. In addition to
these two theoretica propogtions, the “traditional view of busness’ is taken into
account in the theoretica framework. Findly, after presenting the theoretica
framework, some previous empirical sudies related to it are reviewed. In Chapter
3, the research methodology is discussed. After tha, the empirica findings are
presented in Chapter 4, and in Chapter 5, the rdation between the empiricd
findings and the theoretical propostions is andysed and the results are discussed.
Findly, the main conclusons will be summarised in Chapter 6.

11



2 THEORETICAL BACKGROUND

The theoretical base of this study condsts of two domains. business ethics and
inditutional theory. This chepter is intended to shed light on both of these
disciplines by defining ther key concepts and discussng ther role and
implications in organisttiond life. The chepter begins with business ethics and
continues with inditutional theory. After discussng these two domans separady,
they are put together, that is, busness ethics is discussed as an inditution. Findly,
the ressarch question is approached through the lenses of these disciplines and
additiondly through the lens of the view of business that both of them rgect. To
answer the question, three different theoretical propostions will be formulated.
The propostions serve as the theoreticd framework for the empirica study that

follows.

2.1 Business Ethics

This section begins by describing the different views exising on the relationship
between ethics and busness. After that, the main characteristics of business ethics
ae discussed. The section continues by bringing out the man subject of this
study—codes of ethics. Also the ideas of stakeholder theory are briefly reviewed.
Following this, the mordity of actions is approached through different ethica
theories and findly, some crticd views on busness ehics and the diverse

responsibilitiesimposed on companies are presented.
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2.1.1 Ethics and Business Organisations

Ethicd issues in busness have exiged as long as business itsdf (eg. Freeman
1991, Donddson 1992). However, there exists today a growing “business ethics
movement” which started from the US and has spread from there to other parts of
the world, becoming popular dso in Europe. In the US this movement of business
ethics, both as an academic discipline and in business practice, dates back about
four decades. In Europe it began to gain popularity in the 1970s and in Japan in
the 1980s. (Epstein 2002) Despite the impressve developments over the past few
decades, however, busness ethics is far from being an edablished academic
discipline, particularly in Europe but dso in the US (Enderle 1996).

Ethicd issues in busness conduct have dready become “one of the most
challenging issues confronting the corporate community in this era” (Epsten
2002:11). There are currently a dgnificant number of business ethics courses
taught a universties (dthough rardy compulsory ones), there are a smdl number
of internationa professona journals dedicated to the topic and, in addition to
these, there are regularly articles concerning business ethics in other academic
journals. Business ethics has dso become part of the accepted vocabulary both in
the academic world and in the popular press, and the topic seems to be a popular
one among people in- and outsde the business world. Moreover, developing

codes of ethics seemsto be increasingly popular anong companies.

Indeed, it seems to be increasingly expected that companies act moradly, at least in
ceatan ingances and within certain limits. According to Hosmer (1996:iii), the
role of ethics in busness is increasingly important as “ our society becomes more
crowded, our economy more competitive, and our technology more complex”.
Based on this view, the importance of busness ethics would only increase in the

future, as the trends mentioned are hardly weskening. Business ethics researchers
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in generd ague tha the dgnificant role given to busness ehics is judified, as
busness and mordity are reated in a number of Sgnificant ways. One of the
oftendated relaionships is that busness is an important pat of contemporary
society. It involves dl of us, in one way or ancther. In other words, business is not
something separate from society, or imposed upon it—it is an integrd pat of
society and its activities. Societies, in turn, are structured around mora rules in a
fundamental way. Consequently, for businesses to be able to operate in a socid
dructure, which is as much ethicd as it is legd, politica, economic, or anything
ese, mora issues cannot be ignored or dismissed as irrdevant. As busness
activity is human activity, it can well be evduated from the mord point of view,
just as any other human activity can be so evduated. Additiondly, according to
DeGeorge (1990), the rdationship between business and moraity goes even
deeper than this Busness, like most other socia activities, presupposes a
background of mordity, and would be impossble without it. Using his words,
“morality is the oil as well as the glue of society, and, therefore, of business’
(ibid: 9).

Though the growing group of busness ethics researchers trumpet about the
importance of ethical congderations in business, not dl people think that ethica
standards should be applied to the behaviour of business organisations. A famous
cliché mantains that “the busness of busness is busness’. In other words, the
busness of business is not government, chaity, or socid wdfare—nor is it
mordity. (eg. DeGeorge 1990, Soredl and Hendry 1994) Essentidly, there seem
to be three arguments behind this way of thinking (Vdasquez 1992:23-25). First,
it is sad that the pure pursuit of profit will by itsdf ensure that the members of
society are served in the most socidly beneficid way, because it means producing
efficiently what the members of society vaue This argument is very congstent
with Adam Smith's classc idea of the invigble hand in a free market system.
Second, it is consdered that a manager is only an agent of the owners of a

company and it is his duty to serve his or her employer in whatever ways will
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advance the employer’s interests. Third, it is said that for business people to be
ethicd it is enough to merely obey the law.

The above datements supporting the idea of the amordity of busness can,
however, be chalenged by counter-arguments, based on the generd views of
business ethics ressarchers. Firdt, the view agpparent in business ethics writings
seems to hold that even if companies serve the society by producing goods and
sarvices, they dso have to do so with mordly good practices, eg. without
haming the environment. Second, the manager does have to serve higher
employer, but he/she aso has to take into account the other stakeholders of the
company and serve ther interests as wel. In other words advancing the
employer’s interests has to be done as far as it implies mordly good actions.
Third, obeying the law is not enough, because dl immora actions cannot be made
illegd. All things consdered, it seems to be clear that the debate about the

mordity of busnessis not over.

2.1.2 What Is Business Ethics?

There is dill a good ded of ambiguity concerning just what business ethics is.
Lewis (1985, quoted in Smith and Johnson 1996b) has noted that there are over
300 different definitions of busness ehics avalable in the literaiure, which
implies that there is currently little consensus regarding what conditutes “business
ethics’. According to the Oxford Dictionary of Economics, business ethics can be
defined as “the study of what standards businesses should observe in their
dealings over and above the compliance with the letter of law”. Thus this
definition darts from the assumption that merely obeying the law is not enough in
order to behave ethicadly. The Oxford Dictionary of Economics aso specifies that
“if a good reputation helps to gain and retain business, ethical conduct need not

necessarily conflict with profit, but there are bound to be cases where it does’ . In

15



other words, the definition implies that there is an inherent tenson between
busness and ethics and that behaving ethicdly may require giving up some

business interests.

It is generdly sated (eg. Veasquez 1992, Chryssdes and Kaler 1993) that
business ethics is gpplied ethics. “It is the application of our understanding of
what is good and right to that assortment of institutions, technologies,
transactions, activities, and pursuits which we call ‘business” (Veasquez
1992:1). In other words, it is a specidised study of mord right and wrong. It
concentrates on how mord dsandards apply paticulally to business policies,
inditutions and behaviour.

Chryssdes and Kaer (1993) point out that the conventiond definition of business
ethics as a st of principles prescribing a behaviour code that explains what is
good and right or bad and wrong is far too dtatic to be useful in today's dynamic
environment. According to them, this conventiona definition presumes a
consensus about ethica principles that does not exist in this plurdigic age with
multiple dients ghifting vaues and eodon of a unifying sodd ehic
(puritan/protestant ethic). Consequently, they argue, a more dynamic definition of
business ethicsis needed.

A dynamic definition of business ethics required by Chryssdes and Kder (1993)
is provided by Powers and Vogd (1980, quoted in Chryssdes and Kaer 1993).
They date tha, in essence, ethics is concerned with carifying what conditutes
human wefare and the kind of conduct necessary to promote it. This again leads
to two kinds of debate a debate on vaues (“what conditutes human wefare?’)
and a debate on behaviour (“what kind of conduct is necessary to promote human
welfare?’). These values and consequently behaviour changes in response to new
politicd and economic forces, which implies that deciding what is good and right
or bad and wrong in a dynamic ervironment is necessarily Stuationd and that

16



business ethics is about an ethicd process rather than about a set of fixed ethicdl
principles. This dynamic definition of busness ethics naturdly leads to the
question of ethicd rdativism discussed later, as vaues and the behaviour resulting

from them are by no means the same everywhere.

Different Approaches to Business Ethics

As the way researchers define the concept of business ethics depends greetly on
their underlying assumptions about the subject, acknowledging these assumptions
can be consdered extremey important. There seems to be three main approaches
to busness ethics (1) the prescriptive gpproach, (2) the descriptive or redivist
gpproach and (3) as a combination of these two, the approach of mord plurdism.
(Smith and Johnson 1996a)

Prescriptive Approach

The prescriptive approach is based on the idea that in business ethics, universdly
goplicable sandards are possble. In other words, there exist eternal mora
principles that are cognitively accessible to everyone in the conduct of busness
regardless of socid and higtorical context and it is possble to objectively judge
the behaviour of others in the light of their conformity to, or deviance from, these
dandards. This is why the approach is aso often cadled normative ethics. (Smith
and Johnson 1996a) The main schools of thought related to the prescriptive
gpproach are the teleologicd and the deontologica approaches, which are very
well presented in mogt of the books related to busness ethics They will be
discussed in more detail in Section 2.1.5. Briefly put, however, the firgt tradition
is aout judging actions based on their consequences wheress the latter is about
judging actions based on certan characteristics and independently of the find

consequences.
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Descriptive/Relativistic Approach

The descriptiverdativisic approach to the study of business ethics seems to be
increasingly discussed, as in today’s globa business world people have noted that
one can no longer presume a common, universd, prevaling consensus for
persond and corporate ethics (Smith and Johnson 1996a). The approach is based
on the idea that the ways in which people reason about ethica issues, and thereby
subjectively congruct ethica principles that are gpplicable to human behaviour,
vaies between and within different societies both contemporaneoudy and
hisorically (see eg. Benn 1998). This is because ethicd sysems are socid
congructions bound by cultural traditions and are, therefore, dways reldive to a
tradition from which human actors can never escape (Sumner 1988, quoted in
Smith and Johnson 1996&). Thus, according to the view, there is no ultimate,
universal, or absolute set of ethica principles that can be discerned and gpplied to
evduate or prescribe the ethicd behaviour of others. One can only describe

different ethicd principles, not normatively judge them.

Even though it seems a lees when reying on the definitions of business ethics
provided by different researchers, that most academics have a precriptive
gpproach to business ethics, many of them do acknowledge the exigtence of
ethicd rdaivisn. However, the descriptiverdatividic agpproach is usudly
criticised. For example, DeGeorge (1990) points out that the “popular form” of
mora and ethicd rdativisn daes tha mordity is purdy persona and no one
should force his’her mord views on others, and that each country and culture has
its own view of what is mora and immord and no one country or culture is better
than the other. Moreover, he (ibid.) argues, according to this way of thinking, it is
arogant to think that the mordity of on€s own country is better than that of
another country, or to think that the mordity of on€'s own country is binding
when doing business in another country. However, according to DeGeorge (ibid.),
this popular form of ethicd reativism has its problems, because mordity cannot
be consdered smply as a matter of individud choice. It would imply tha
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whatever anyone considers to be mord is thereby mora, which aso according to
Rosentha and Buchholz (2000) results in irresponsible tolerance. DeGeorge
(ibid) argues additiondly that ethicd rdativiam implying that mord judgements
are not right or wrong but amply statements of opinion or of feding leads to a
bizarre dtuation where moral means “gpproved by this society” and consequently
one can only report one€'s own society’s view, not a statement about an action as
such. As Sordl and Hendry (1994) put it, “to accept the relativist position isin
some sense to deny any objective grounds for morality at all, and so to reject the

very concept of morality as commonly understood” .

Moral Pluralism

As an dternative to ethicd rdaivism (and aso to mord absolutism), DeGeorge
(1990) presents the gpproach caled mord plurdism. This gpproach is a sort of
compromise between the prescriptive and the descriptivelrdativisic approaches
suggesting that there are some basic eternd mord vaues and principles that are
dways and everywhere gpplicable, forming a basc framework within we dl can
work, even if mordity is plurdidic in nature. This view is supported by numerous
rescarchers. Steward and Donleavy (1995) point out that even if there are
differences in ethical issues across cultures, there is dso solid evidence on the
exigence of basc bdiefs hdd in common by mog, if not nearly dl, communities.
Consequently, business people from dl cultures share a wide measure of
agreement about the concepts of right and wrong; truth and fasehood; honesty
and chegting, etc. Also Sordl and Hendry (1994) argue that despite their vishble
differences, different cultures dso have a lot in common. They say that as cultures
are the products of very smilar socia and biologica processes, it would be very
aurprigng if these did not lead to smilar mord sysems and to enough common
mora vocabulary to make mord debate between societies meaningful. And, like
Rachels (1992) points out, there are some mord rules that dl societies share,

because certain rules are necessary for society to exist.
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The gpproach of mord plurdism is very dose to the pragmatic view of Rosentha
and Buchholz (2000), which dso ams a finding a solution between the
“irrepongble tolerance” of mord rdativism (i.e. descriptive approach) and
“dogmatic impogtion” of mora absolutism (i.e. prescriptive goproach). The
pragmatic view dtempts to combine the commonness of humans with the
uniqueness of each human being. Also Hosmer (1996) notes that the question
today is not whether different mord standards and ethical beliefs exist, because
they obvioudy do, but rather the question is whether there is commondity
overriding the differences. According to the researcher, there is one principle that
does seem to exis across dl groups, cultures, and times and that forms part of
every ethica sysem. That is the belief that members of a group do bear some
form of respongbility for the well-being of other members of that group.

Findly, one might say that dl the researchers supporting the approach of mord
plurdism seem to agree that it is irregponsble for busnesses to act on the basis of
“anything goes’, as ethicd reativian suggests. However, there is an dement of
culturd relativism in many aress of budness practice and for a business to assume
that its own ethicd dandards are necessarily the only best ones is dso

irrespongible.

Approaches to the |dea of Business Ethics

As discussed above, there are many ways to see the essence of business ethics and
the applicability of ethicd sandards across cultures. In addition, one has to
acknowledge that there are differences in the way people in different cultures ded
with business ethics on a larger scde as well. A rough digtinction can be made at
least between some Eagtern and Western cultures, the first representing Confucian
culture base and the latter Chrigtian tradition. According to Jang and Chung
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(1997), mordity in Western-style management is based on an individudigic and
contractual relationship often labeled rationdity, whereas Confucian values do
not sem from rational behaviour but from a deep-rooted sense of tradition, from
mordity beyond rationdity. One would thus expect that in the Eastern cultures
busness ethics as a research fiedd or as a “management tool” would not be as

popular asin the Western world.

2.1.3 The Benefits and the Problems of Business Ethics

According to Smith and Johnson (1996a), the key contribution that business
ethics, as an area of study and discourse, has to make to the ativity of busnessis
that it serves to focus atention on the things that redly maiter: the reationship
between business and the society, the production of goods and services for
cusomer and dient, the qudity of working life experienced by employees
regardless of rank and datus, and the importance of the individud as a socid
agent.

DeGeorge (1990), on the other hand, argues that the vaue of business ethics is
modly that it can help people approach mord problems in busness more
gysemdicdly, and with better tools than they might otherwise use It can hdp
them to see issues they might normdly ignore. It can dso encourage them to
make changes they might not otherwise make. However, he (ibid.) stresses that
busnes ehics will not, in and of itsef, meke anyone mord, just like the
exigence of law will not make crimindity disgppear. In other words business
ethics will not change busness practices unless those engaged in the practices
wish to change mord. And obvioudy, only those in a postion to implement the
changes will be adle to bring them about.
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Many researchers (eg. Chryssdes and Kaler 1993) argue that taking business
ethics into account is in the sHf-interests of a company as “good ethics is good
busness’. For example, being a responsble company enhances employee
stidaction and loydty, dtracts cusomers and hdps to avoid image risks.
However, this may be regarded as an instrumental view of business ethics because
it implies that budness ethics is important only as an insrument of busness
efficiency, like any other management tool. Moreover, it is increesangly
recognised that good ethics is not aways good business.

In effect, quite a few researchers even see an inherent conflict between the
economic performance of the firm and the socid peformance of the firm (eg.
Hosmer 1996, Smith and Johnson 1996a). This conflict is mainly due to the fact
tha many “ethical practices’ do create immediate costs for companies. For
example, invesing in ceaner production technology takes money, faling to
discharge an unnecessty employee means more costs than necessary, and
refusing to bribe when expected may result in lost busness opportunities and lost
profits. Smith and Johnson (1996a) argue that this tenson between business
behaviour and ethical consderations needs to be acknowledged and recognised,
but not necessarily in the form that ethics and busness ae inherently
incompatible with each other. Rather, a baance should be found (Hosmer 1996).
According to some business ethics researchers (eg. Hosmer 1996, Smith and
Johnson 1996a), in the increasingly competitive busness world it is not adways
possible to decide in favour of socid performance at the cost of business interests,
but on the other hand, nether is it possble to concentrate soledy on economic

performance and ignore socia concerns atogether.

Nevertheless, according to Frank (2002), the above-discussed problem might not
be as severe as it would seem. He (ibid.) argues that even if firms that cooperate,
i.e. act mordly right, in opportunities for cheating and other opportunistic
behaviour and thus recelve a lower payoff than do firms tha defect, socidly
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responsible firms compensate for this disadvantage in other areas. For example,
they are better a solving commitment problems with employees, cusomers and
other firms and match with the mord vaues of socidly responsble consumers
and recruits. These strengths lead to red business advantages and payoffs, and
thus compensate for the higher costs of socidly responsible behaviour. According
to this view, there would not be any contradiction between the socid and the
economic performance of a firm, a least not when it comes to one-shot dilemmas

covered by Frank’s (ibid.) research.

Also the research of Aupperle et d. (1985) found no reationship between
corporate sociad responghility (CSR) and profitability. He, like any of the earlier
methodologicaly sound studies, could not find any correlation between the socid

orientation and the performance differences of companies.

2.1.4 Codes of Ethics

A code of ethics may be conddered as the manifestation of a company’s ethica
measures, or a least of a company’s intentions or commitment to act ethicdly.
Even though codes of ethics are nowadays widely used and discussed, there is not
an exiging commonly agreed upon definition of what precisdy conditutes a
code—in fact, there seem to be two main types of conceptions of codes of ethics.
According to the fird, a code of ethics is understood drictly as a list of rules or
recommendations. The second view, on the other hand, defines codes of ethics
more broadly, so that a code refers not only to smple lists of rules but to nearly
any company daement concerning issues of ethicd behaviour, environmentd
responghility or socid responsbility. It is this broad view of codes of ethics that
seems to be prevdent in academic texts and, consequently, it is the one used in
this sudy as wdl. Resulting from this, the terms “code of conduct‘, ”operating
principles’, “company objectives’, “socid regponghility programme’, “public
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policy”, etc. that are so often used in practice are consdered to equate to the term
“code of ethics’. For darity and for its frequent use specificdly in the academic
literature, however, the term code of ethicsisthe one used in this study.

The view of codes of ethics used in this sudy could thus be crysdlised as

follows

“ A code of ethics is a statement setting down corporate principles,
ethics, rules of conduct, codes of practice or company philosophy
concerning responsibility to employees, shareholders, consumers, the
environment or any other aspects of society external to the company "
(Langlois and Schlegelmilch 1990:522).

The definition of Johnson e d. (1996:164) completes the above definition by
indicating the roles a code is often assumed to teke:

" A corporate code provides a visible and public statement of
ostensible organizational values, duties and obligations. As such they
can both play a role in controlling members behaviour and present a
particular public image of the organization to stakeholders.”

As such, codes are used to establish a basdine for action within the corporation.
According to Mathews (1990), corporations and their executives use written codes
of ethics to demondrate 1) socia responshility, 2) a corporate culture that
promotes anti-crimina  behaviour peatterns, and 3) the possbility of sdf-
regulation. However, even if codes do provide a potential form of sdf-regulation,
most research has shown that the reationship between codes of ethics and
behaviour is minima (eg. Mathews 1990, Donadson 1992, Carasco and Singh
2003). This has naturally roused much discusson about whether codes of ethics
ae medy window-dressng and a public rdations activity raher than an
indication of red intentions to put the made commitments into practice. However,
there is dso some research arguing that codes of ethics do not typicdly stand in
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isolation but are associated with a greater attention to ethica issues than is found
in companies without codes (Guillén et d. 2002).

Along with the increasing importance given to busness ethics in generd, codes of
ethics have aso naurdly become more and more popular in recent years.
Adopting codes of ethics sarted as an essentidly American practice, which has
dowly made its way to Europe via the subsdiaries of US firms (Langlois and
Schlegelmilch 1990:524). According to a research comparing the state of business
ethics in the US and in Europe (Guillén et d. 2002), as much as 93% of large US
companies dready have a written code of ethics The number of codes in
European countries seems to be increasing dl the time but is till wel behind the
American one. According to the same research, the adoption of codes of ethics is
adso a rdativey recent phenomenon: 70% of the codes in the US were created
after the year 1990.

Many reasons behind the trend of adopting codes of ethics have been identified in
academic literature. Firg of dl, codes being the manifestation of ethicd affars in
gened, ther popularity dealy results from the increedng attention given to
ethica issues in busdness. This is the reason prevdent in busness ethics literature.
Reated to the growing ethica consciousness, codes of ethics are seen in two very
different ways dther as principles tha companies truly seek to follow
(mainstream business ethics literature), or as a way to enhance corporate
reputetion and brand image among ethicdly aware consumers (business ethics

critics).

However, other reasons have dso been identified. One of them is the globdisation
of markets and the increasing internationdisation of companies. Besdes the effect
that globdisation has on the increasing importance given to busness ethics, the
intermationdlisation of companies has a more direct link with codes of ethics as

wel. That is, codes of ethics are often seen as a means to creaste a common
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corporate culture, as a Statement of core principles that are universadly applicable
in an internationd company. They are thus meant to create a sense of community
among employees, across nationa boundaries. Nevertheless, for this purpose, the
vaues or principles that a code brings out need not necessarily be related to mord
action. One could thus assume that the ethicd content of a code (if one actudly
exigs) ill results from the growing importance of ethicd condderations in

generd.

2.1.5 Ethical Theories and the Morality of Actions

From the point of view of this study, two fundamenta issues to be addressed in
business ethics are the mordity of actions and the related moral reasons for action.
This issue is probably best approached through different ethicd theories that
suggest criteria for determining which actions can be consdered mord. It has to
be noted though, that with this god in mind, it is explicitly normative ethica
theories' that are rdevant. The most important normative ethical theories are
teleological or consequentialist and deontological or non-consequentialist
theories. These theories, which will be presented next, are discussed practicaly in
every book on business ethics.

Teleology (Utilitarianism)

Utilitarianism is a theory of ethics (or a group of theories) that is most generdly
referred to when discussng teleologicad or consequentidist theories. According to
Utilitarianism, it is the ussfulness of actions ther result, which determines ther
mord character. An action that results in more good has more utility. (Chryssdes

“ Discussed in Section 2.1.2, p. 16.
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and Kaer 1993) Thus, a moraly good action B one that “ produces, or tends to
produce, the greatest amount of good for the greatest number of people affected
by the action” (DeGeorge 1990:43). In other words, actions are not good or bad in
themsalves, but rather they are to be judged by their consequences.

Utilitarianism has more than one verson. Commonly, a didinction is meade
between Act Utilitarianism and Rule Utilitarianism. Act Utilitarianism assesses
each act for the good it produces and then chooses the act that produces the most
good in the given gStuation. Rule Utilitarianism again evauates acts based on their
consistence with rules for promoting the greatest good. (Sorell and Hendry 1994)

In brief, according to Utilitarianism, mora reasons are those that seek to produce
as much good as possble for as many people as possble ether by complying
with a rdevant mord rule or by trying to choose the act that does <so.
Respectively, immord reasons would be those that do not have this motivation, or
worse, seek to produce as much bad as possible for as many people as possble.
According to Utilitarianism, it is possible to serve on€'s own narow sdf-interest
and dill have a mordly good reason, provided that dong with sdf-interest, dso
the maximum amount of good to others is produced. In utilitarian reasons, the
find outcome is dways the main mativating factor.

Deontology (Kantianism)

The theory mogt often identified with nonconsequentidism in  ethics is
deontology. Deontology is very often smply referred to as Kantianism, after he
German philosopher Immanud  Kant  (1724-1804), who had a very strong
influence on the branch of ethicd theory. However, to be precise, deontologicd
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theories include not only Kantianism but dso many other theories, for ingance
theological ethics.

According to Kantianigm, an action is mordly right if and only if it is motivated
by good will (i.e. reasons of principle, sense of duty), and mordly wrong if it is
not. Thus, mord rightness or wrongness of an action is independent of its
consequences, it is only the sense of duty or the lack of it that counts. Moreover,
Kant recognises that things like kindness, loyaty, sympathy, and other “good
motives’ for actions are admirable, but they do not conditute mord motivation
for acting and thus do not result in mordly good action. (Chryssdes and Kaer
1993) An important notice related to the Kantian tradition is the ides, that to be
mord is to be rational. That is, we act moradly when we specificaly choose to act
the way reason demands. “The reason” agan is the mord law, which Kant cdls
the “Categoricd Imperative’, the highest mord principle. Kant gives three aspects
of the Categoricd Imperative that an action must have if it is to be a mord action:
(1) condgent universdisation, (2) respect for rationd beings as ends in
themsdlves, and (3) autonomy of rationd beings. Faling to pass one or more of
these criteria makes an action immoral.

As Sordl and Hendry (1994) point out, Kant sets the standard for moral behaviour
vay high when aguing that doing the right thing is the only dlowed motive for
mora action. In redity, after al, people often have a mixture of different motives
for actions (Zsolna 2002). On the other hand, Kant's standard is very low,
because the only requirement for mord action is rationdity, not good nature,
empathy or any other “good character”. One has to note however, that there is a
difference between Kant’s theory and Kantian theories. Whereas Kant himsdf
emphadses purity of moral motivetion, other theories inspired by his thoughts
(“Kantian theories’) are usudly less drict about the purity issue and rather put an
emphasis on respecting people (Sorell and Hendry 1994).
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Mord reasons according to Kant’'s own theory would thus be only reasons of
duty, indicating compliance to the mord law, i.e. to the Categorical Imperative.
Nevertheless, the less demanding Kantian theories accept some other reasons as
well. According to Sorell and Hendry (1994), these would include at least reasons
that consder society vauable in itsdf, not just as the source of consumption and
labour. One should note though, that contrary to utilitarianiam, Kantianism never
dlows «f-interest to exit in mordly vauable reasons. Consequently, one can
argue tha in practice, “good actions’ in busness would very sddom, perhaps
never, be mord actions in the Kantian sense. This is because the good acts of even
the mogt enlightened corporations ae dmost dways judified in pat on the
grounds that such actions are profitable. (Bowie 2002) For example, being honest
in business would not be consdered genuiney mord if it is done to earn a good
reputation, even if a person would be honest also because it is right (on€'s duty).
This fact has provoked discusson about whether Kant's theory is too drict to
aoply to business. However, like Bowie (2002) noted, the general public tends to
judge business from a drict Kantian pogition. In public discusson about business
ethics, it often comes up that actions that enhance “the bottom ling’ are
consdered as acts of sdf-interest on the part of the corporation and thus cannot be
cdled mord acts.

Virtue Ethics (Aristotelianism)

Even though Utilitarianism and Kantianism ae the two most discussed ethicd
theories in business ethics literature, they are by no means the only ones. Among
the other ethica theories, virtue ethics is one of the most discussed. It is premised
on the thoughts of the Greek philosopher Aristotle (384-322 BC), who is best
known for his emphass on the cultivation of virtues. Consequently, the theory is
often cdled Aristotelianism.
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The basic idea of virtue ethics is tha we are fird of dl members of community
and our Hf-interests are most often identicad to the interests of the community.
Being virtuous, then, is “ an exemplary way of getting along with other people, a
way of manifesting in one’s thoughts, feelings, and actions the ideals and aims of
the entire community” (Solomon 1992:79), which according to Arigtotle is of the
greastest importance, as dl ethics is contextud and it is “good judgement” that
leads to correct or virtuous behaviour. In other words, virtue ethics regjects the idea
that there could be mora duties or rules based on which one could easly judge an
act “right” or “wrong’. Ingead, virtue ethics emphasses individua responghility
and cultivation of charecter, leading to good judgement of every gtudion.
(Solomon 1992)

Regarding the mordity, amordity, or immordity of reasons and acts then, the
Arigtotelian gpproach does not give smple answers, as everything depends on the
Stuation. It can be noted though, that virtue ethics rgects the idea that sdf-interest
and virtues would be incompatible. It is recognised that there are occasions that
demand sdf-sacrifice, but that usudly sdf-interest and virtuous behaviour are not
in conflict with each other (ibid.).

In sum, the views of different ethicd theories on mord reasons for action will be
illusrated with the following quedtion: If it is in the interest of busness to be
socidly responsible and to act ethicaly, and if it is done primarily because it pays,
can it redly be described as moraly creditable—as good in an ethica sense?

1) Utilitarianismt Mordity and sdf-interest are often compatible, but where the
two conflict sdf-interest must give way to mordity. So, if there is a conflict and a
company chooses the way that pays over the way that produces most good, the
answer is no. If there is no conflict or the choice is the way tha produces most

good, the answer isyes.
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2) Kantianism: An act has to be performed without regard to sdf-interest, only
from duty. Thus, the answer is no.

3) Aristotelianism: The demands of mordity promote the kind of goas, namdy
happiness and well-being, that are dways in one's Hf-interest to pomote. So the
demands of mordity are dways in on€'s interests to satisfy as well. Consequently,

thereis no conflict of interest and the answer isyes.

Amoral Reasons

As regards the difference between mora and amora reasons, business ethics
literature does not give many explicit Statements, but rather concentrates on
discussng what conditutes a mord (presumably vs. immord) action. However,
one could question whether the opposte of a moral reason and a mord act
automaticaly has to be an immoral reason leading to an immora act, as it often
seems to be assumed. An act that is not moral could dso be an amoral act
resulting from amora reasons. It has to be noted though that in Kantianiam, it is
clearly dated that if an action is not done soldy out of duty, it is wrong, i.e
immord. Utilitarianism, on the other hand, only defines what conditutes a mora
act. Consequently, one could assume that even if an act would not be done to
produce the grestest amount of good to as many people as possble, it does not
automaticaly have to be an immora act, but it could dso be an amoral act,
leading to amorally acceptable, if not genuindy mord, outcome.

Summary: Morality of Reasons—Definitions Employed

Despite the lack of clear discusson, one coud define, based on the spirit of
business ethics literature in general, mora reasons as reasons that are inspired by
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morad condderations (e.g. seeking to produce good, complying with mora rules,
acting from a mord duty) whereas immord reasons would be those that conflict
or are contrary to these condderations (seeking to produce bad, violating mora
rules, offending one's duty). Amord reasons, on the other hand, refer to reasons
that are invoked by consderations without any mord implications. These would
include a least reasons rdated to externa condraints, such as complying with
laws, acting to avoid punishment, or conforming to general expectaions. Amora
reasons lead to behaviour that is not bad in its consequences, and it may thus look
like mordity. This kind of behaviour could thus be cdled “quas-mord” or “as-if-
mord” behaviour (Gosding 2003). For example, if somebody refrains from
killing a person to avoid going to prison, the act is nather genuingy right nor
wrong in a mord sense, but rather a morally acceptable or “ quasi-moral” act.
Killing the person would dearly be immord and refraning from killing because it
is mordly wrong would be genuindy mord. Smilaly, if a company invests in
cleaner production technology mainly to conform to its clients expectations, the
act would be consdered amord. Refusng to invest even though the old
technology damages the environment (produces bad) would be immora, whereas
investing mainly to produce good to society by protecting the environment would
be genuindy mord. In the same way, maximisng profit can be seen as an amord
reeson for action as such, as it badcdly implies neither mord nor immord

reasons and acts.

It has to be emphasised though that the above definitions of mord, immord, and
amord reasons and acts are formulated according to the spirit of business ethics
literature in generd, and they do not fully comply with any of the theories
discussed earlier. Neverthdess, they are the definitions used in this thess. One
should adso take cognisance of the assumed reation between reasons for
behaviour and the mordity of that behaviour. According to the author, behaviour
is not to be judged solely according to its consequences, nor is it to be judged
soldy by its compliance of a mord rule. The mogt important thing is the intention
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behind behaviour and its assumed consequences. In other words, a moral reason,
as defined above, leads to morad behaviour despite of its eventua result.
Behaviour with immord ressons behind, respectively, leads to immord
behaviour, regardiess of its find consequences. And likewise, amora reasons lead

to amord behaviour.

2.1.6 Stakeholder Theory

When discussng busness ethics, one cannot avoid colliding with the idess of
stakeholder theory, that is, the idea that corporaions have responshilities not only
to their owners but aso to their various stakeholders. The stakeholder approach
has been popular for about three decades, and consequently the discusson of the
topic in academic literature is abundant. As ideas of <takeholder theory are
presumably often found behind the adoption of codes of ethics the basc
reflections of the approach will be discussed next.

The term “sakeholder” gppears to have been invented in the early 1960s as a play
on the word “sockholder”, to emphasise the point that dong with stockholders,
there are other groups having a “steke’ in the decisonrmaking of a corporation
(Goodpaster  1992). Professor R. Edward Freeman, one of the pioneers of
stakeholder theory, defines stakeholders as “ groups and individuals who benefit
from or are harmed by, and whose rights are violated or respected by, corporate
actions. [...] Stakeholders are those groups who have a stake in or claim on the
firm’ (Freeman 1992: 39, 41). Stakeholder groups would include a least
suppliers, digtributors, customers, employees, stockholders, the locad community,
government officids, and the management of the company (Anshen 1980).

Wheder and Sillanpda (1997) categorise dtakeholders dong two dimensons
socid/non-socid and primary/secondary. Socia stakeholders are those that can be
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communicated with directly, whereas this is not possble with nonsocid
sakeholders such as nature or future generations. Primary stekeholders have a
direct stake n the organisation and are thus vitd to the survival and success of the
corporation, while secondary stakeholders are less involved with the organisation

(governments, media, etc.).

The fundamentad premise of dakeholder theory is that the interests of all
stakeholder groups have to be taken into account in company decisionmeaking.
However, as the various interests often conflict, the task of management is to
baance them so that no one sakeholder group is given primacy over others.
(Freeman 1992) This view is obvioudy very different from the traditiona idea of
manageria capitdism, coming from the work of Adam Smith. According to the
traditional “stockholder theory”, aso cdled “Friedmanesque’ (Werhane 1994),
companies exist to make profits and in the end are thus only responsible to their
owners. In line with this view, there are dso researchers (eg. Barry 1998) who
argue that it is specificdly irresponsible for companies to interfere in the interests
of other stakeholders and take on “socia respongbilities’ as, quoting the words of
the famous critic of CSR Milton Friedman, *“the social responsibility of business
is to increase its profits’ (Friedman 1992:33). All in dl, the stakeholder theory
may be widely discussed, but it isfar from being widely accepted.

2.1.7 Business Ethics Critics

Business ethics researchers, for most part, seem to share a certain daze when it
comes to the value and rationality of the ideas of takeholder theory or the socid
respongbilities of corporations. However, a few criticad views have dso been
presented about the topics.



The dassic aticle “The Socid Respongbility of Business Is to Incresse Its
Profits’ of Milton Friedman (1992, origindly published in 1970) is of course an
important example. Briefly put, he argues that busness organisations only have
responghilities regarding their shareholders and making profits, so long as they
day within the “rules of the game’. All “socid responshilities’ are out of the

expertise of business organisations. They are best taken care of by governments.

In addition to Friedman, Bary (1998) has presented a very criticd view on
current idees in business ethics. It could be argued that his views more or less
encagpsulate in academic terms mogt of the critica ideas present in today’s public
debate about corporate responghilities. In short, Barry (ibid.) argues tha even
though we should indeed apply to business organisations the same conventiond
mordity of a liberd society as we goply to dl private persons, the current trend to
mordise corporations to the extreme has redly gone too far. He says that business
gthics is actudly imposng podtive mora duties on busness organisaions
(“supererogatory  duties’)—duties that private persons are not expected to
perform. In other words, it is not good enough anymore for corporations to refrain
from wrongdoing or to act moraly in the conventiona sense. Instead, they are
adso expected deliberately to do “good” for society, which in practice means
forgoing opportunities for profit in the name of some supposedly compdling
mord god. For example, corporations are urged to refrain from downsizing out of
benevolence, to the deriment of profit, even though in effect denouncing
employees is drictly an amoral issue that depends only on economic
circumstances and not on mora principles. Paradoxicdly, according to Bary,
busness ethicigts wish to make the supererogatory duties drictly enforcesble,
gther by podtive law or a lees by the force of public opinion. And, it is
explictly these supererogatory duties that are inconsgent with profitability, not
the conventional mord rules. In other words, following Barry’s ideas, the much
discussed conflict between ethics and business results mainly from the imposition

of these excessve “mora” duties.
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Quite out of tune with other busness ethics writers, Barry (ibid) regards the
dakeholder idea of business ethics in fact as a form of immordity. He judtifies his
view with the fact that according to the stakeholder idea, “ stakeholders are being
used merely as means to the ends of other stakeholders, or at least to the ends of a
shadowy collective entity” (ibid: 75). This would actudly mean turning
commercid enterprises into non-profit organisations. The idea is by no means
new, but is in fact very dmilar to the ideas of Milton Friedman (1992), who
strongly condemned the view that shareholders money could be used to whatever
ends the managers of a company wished and thus shareholders as a group would
be used merdly as an indrument to attain other ends. Also Vaughn (1997, quoted
in Joyner and Payne 2002) warns of the dangers of being ethicd a any cost:
"They [managers] need to remember that their shareholders are not empowering
them to manage charities but are asking them to manage their corporations’. The
writers criticise business ethics researchers of not accepting the fact that the mgor
purpose of a corporation is to maximise shareholder vaue and of not recognisng
property ownership as decisve in the control of a business organisation. They dso
rgect the view of most busness ethicigs that private enterprise exists only by
permission of society and that consequently, companies owe something to society.
This view can be seen eg. in the common demand that companies should be
charitable, give away part of their profits for the benefit of society.

2.1.8 Overview

As a concluson one could say that business ethics seems to be a very wide and
dill very vague topic area covering numerous issues. There is dill a great ded of
ambiguity concerning what budness ethics is and even the sense of bringing

ethics into the business world 4ill seems to be questioned by many. However, it
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scems that discusson on busness ethics is ever more intense and that the

importance of thefidd isonly going to increase in the (near) future,

As the research and discusson in the fidd of business ethics has, for most part,
been taking place in the US, it has to be noted that most of the issues dedt with in
busness ethics literature have a digtinctivdly American character. However, in
recent years some research has shown that there is a difference between the
approaches to business ethics in the US and in Europe. According to Guillén et d.
(2002), for ingance, the Americans have a more normative, legdisic and
practica approach to business ethics than Europeans. Moreover, business ethics in
practice, & least in the form of written satements, is dso ill sSgnificantly more
widespread in the US than in most European countries. Despite that and e fact
that academic research of business ethics was pioneered in the US, however, the
fidd has dso become quite popular in other parts of the world, especidly in
Europe. This can be seen for ingance in the growing popularity of company codes
of ehics, as discussed earlier. One can thus probably expect to see more
“European” gpproaches and issuesin the fidd in the future.
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2.2 Institutional Theory

This section begins with a brief ovedl survey of organisiond inditutiond
theory. The fidd is then examined in terms of its higory and reation to other
branches of organisationd sudies. Following this, the festures of indtitutions and
ther implications for organisations are reviewed. Findly, the differences between
inditutiond and relaiona contexts are discussed. Definitions of the key concepts
(eg. inditution, legitimacy) are provided in the text in gppropriate contexts. They
are dso explained in Appendix 1.

2.2.1 Institutional Theory in a Nutshell

The centrd idea of organisationd inditutiona theory is that organisations exiding
in inditutiondised environments must conform to inditutiondised rules norms,
and taken-for-granted assumptions if they are to gain legitimacy. Legitimacy is
again of utmost importance as it facilitates access to resources and thus increases
the surviva capacities of an organisation (e.g. DiMaggio and Powdl 1991, Meyer
and Rowan 1977). An important point here is that conforming to inditutions most
often conflicts with principles of efficiency. Therefore, pursuing efficdency by
coordination and control and seeking support and legitimacy by conforming to
inditutions ae, a a gened rule mutudly excusve optionss when an
organisation chooses one it automaticaly gives up the other. However, sSnce even
among maket driven organisations productive efficency may have rdatively
little to do with survivd, conforming to inditutiondised norms a the cost of
efficiency is mogt often the optima solution. Furthermore, according to Meyer
and Rowan (1977), inditutiondised rules and norms function as powerful myths,
and many organisations adopt them ceremonidly. In other words, in the case of

grong pressures for efficiency, organisations often adopt Structures, procedures or
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rules ceremonidly, i.e. “just for the show” and maintain a loose coupling between
the public face and the red dructures of the firm (Scott 1981). Still, ceremonid
adoption of dructures being the case or not, by conforming to inditutiona
environment, an organisation becomes optimd, if not efficient, because in this
way it best increasesits surviva capabilities (DiMaggio and Powell 1991).

2.2.2 The Field of Institutional Theory

Origins and Current Sate

Generdly spesking, the origins of contemporary inditutiond theory can be traced
to the lae ningeenth century when inditutiond thought firg came up in
economics, political science, and sociology. However, even if inditutions were
identified and andysed rdativey early by socid scientiss, it was not until the
mid-1970s when inditutiond theory was fird properly introduced in the
organisations scene. (Scott 1995) Since then, the theory has crested much
attention and interest, and the enthusasm about inditutions does not seem to be
ceasing—aquite the contrary. Research under the banner of inditutiond theory has
dready covered a wide range of phenomena and more research seems to be
coming up dl thetime.

Despite the increesng amount of interet and research regarding inditutiond
theory, the fidd remans rather unclear. To begin with, the differences between
the “od inditutiondism” and the “new inditutiondism”’, dso cdled
“neoinditutiondism”  (Scott 1995), are condderable. Briefly put, in the “old
inditutiondism” issues of influence, coditions, and competing vaues were
centra, dong with power and informa dructures, and the focus was on individua
organisations and ther inditutiondisstion. The “new inditutiondism”, in
contrast, emphasses the concept of legitimacy, the embeddedness of
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organisationa fields, and the centraity of classfication, routines, scripts and
schema (Greenwood and Hinings 1996, Selznick 1996) In addition to the
differences between the old and the new inditutiondism, there exis many “new
inditutiondisms’ tha ds differ ggnificantly from one another, a cdear
diginction being observed a least between economic/public choice variants and
sociological variants of neoinditutiond theory. In addition, some researchers (eg.
Tolbert and Zucker 1996) complain that there is very little consensus on the
definition of key concepts, measures, and methods within the inditutiona
tradition. Even the concept of inditution itsedf has severd meanings, depending,
for example, on the discipline and/or on the point of time in question. The
definitions used in this study can be found in Appendix 1.

The theoreticd roots of neoinditutiona theory in sociology and organisationd
dudies can be found in saverd disciplines, induding manly cognitive and
culturd theory, socid psychology and anthropology, as well as ethnomethodology
(Scott  1995). The new inditutiondism in organistiond andyss has thus a
markedly sociological flavour. This branch of study is commonly sad to be
initiated by Meyer and Rowan in 1977, when thar farly radica, now consdered
cdassc aticle “Inditutiondized Organizations Formd Structure as Myth and
Ceremony” was published (American Journad of Sociology). In this thess, when
taking smply about inditutiond theory, it is spedificdly this branch of study that
is meant. For reasons of feashility, the other branches of inditutiond theory are
excluded from this study. Comprehensive reviews of them are provided eg. by
DiMaggio and Powell (1991) and Scott (1995).
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Institutional Theory vs. Other Organisational Theories

When compared to other organisationd theories, inditutiond theory is
didinctivdly the one that mog highlights culturd influences on decison making
and formad dructures (Barley and Tolbert 1997). Whereas other organisationa
theories, particularly the rational actor models, tend to see organisations as mere
production systems, inditutiondiss view organisaions as socid and culturd
systems as wdl (Scott 1995). Inditutiond theory is aso the theory that has sought
to respond to empiricd anomdities within organisstiond <udies. In fact, the
emergence of the theory in the first place was mainly due to the fact that the way
other theories explained the world was seen incondgtent with findings from the
rel world. (DiMaggio and Powell 1991) For instance, organisations were
conddered to function like their formad dgructures suggested, until researchers
uncovered that there is in fact a consderable gap between the formd and the
informa organisation (Meyer and Rowan 1977). This unsatisfactory Stuation
encouraged researchers to look for dternative models that would be more
consistent with the organisationa redlity observed (Kleymann 2002).

Prior to the birth of the “new inditutiondism” in organisationd Sudies, the area
of study used in this paper, the field of organisationd studies focused mostly on a
view of organisaions as retiona actors. This view emphasses coordination and
control, leading to productive efficiency, as the man success factors of formd
organisations because inefficient firms are seen to be diminated by competition.
Rationdity is conddered as the driving force behind al organisationd decison
making, condtant utility-maximisng cdculaions being reflected in  behaviour.
(e.g. Kleymann 2002, Tolbert and Zucker 1996)

As a contrast to this view, new inditutiondism in organisation theory and
sociology

41



“comprises a rejection of rational-actor models, an interest in
institutions as independent variables, a turn toward cognitive and
cultural explanations, and an interest in properties of supraindividual
units of analysis that cannot be reduced to aggregations or direct
consequences of individuals' attributes or motives’ (DiMaggio and
Powell 1991:8).

The key ingght of the revolutionary work of Meyer and Rowan (1977) was that
forma dructures have symbolic as well as action-generating properties and that
the adoption of forma dructures is not very dependent on the exigence of
coordination and control problems. They dso argued that the social evauation of
organisations, and hence ther surviva, is not 0 much relaed to actud task
peformance but rather to observation of formad dructures that function as
manifestations of inditutiondised rules and  expectations.  Consequently,
“rationd” action, according to inditutiondids, does not necessxily am a
operationd efficiency or a profit maximisaion, but rather, there are different
types of rationdity which can adso be directed eg. towad acquiring or
mantaning legitimacy. (Tolbet and Zucker 1996, Meyer and Rowan 1977,
Kleymann 2002)

It seems that these two modds of socid actor, the rationd actor modd and
inditutiond modd ae usudly treated oppostiond by inditutiondiss Even the
dating point for the new inditutional theory was “rejection of rational actor
models’ as DiMaggio and Powdl (1991:8) put it. However, a different kind of
view is suggested by Tolbert and Zucker (1996), who argue that the two modes
should rather be seen as two ends of a continuum of decison-making processes
and behaviours, not as opposites. They appear to consder both of the models a
little too extreme to be vdid as such and instead emphasise that it dways depends
on the dgtudion how much raiondity and/or socid norms have impact on
decision-making.
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2.2.3 Characteristics of Institutions

Definition

Inditution is one of the oldet and most often-employed concepts in socid
thought. The term has been given varying meanings over time, the old and the
new ones ill coexigting. (Scott 1995) Consequently, it has to be emphasised that
the definition discussed here is pointedly related to the field of study referred to as
“new inditutiondism” and, specificdly, to the branch deding with organisationa
andyss.

The Oxford Dictionary of the Socid Sciences defines inditutions as “ deeply
embedded patterns of social practices or norms that play a significant role in the
organization of society”. The dictionary dso specifies that “institutions can
include diverse areas of social activity, from the family to basic aspects of
political life”.

Based on the fundamentd work of Meyer and Rowan (1977), inditutions can be
defined as “ socially constructed templates for action, generated and maintained
through ongoing interactions’ (Barley and Tolbert 1997:94). According to
another definition, namely the one Barley and Tolbert (1997:96) use themselves,
inditutions are “ shared rules and typifications that identify categories of social
actors and their appropriate activities or relationships’. In other words,
inditutions are generd assumptions and bedief sysems in the environment of
organisations that define what a specific kind of organisation should look like and
what it is supposed to do, and not to do, if it is to be seen as a member-in-good-
ganding of its class. They are beyond the judging ability of any one individud or
organisation and, as such, they ae dmply taken for granted as legitimate,
regardless of ther effect on activity or performance. (Meyer and Rowan 1977)
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Thus, to put it briefly, “ ingtitutional norms deal with the appropriate domains of
operation, principles of organizing, and criteria of evaluation” (Kondra and
Hinings 1998.744).

I nstitution—Property and Process

Ingtitutions are often seen both as property and as processes, induding the
processes of inditutiondisation and deinditutiondisation (Scott 1995). In the
process of inditutiondisation “ certain social relationships and actions come to be
taken for granted” (Zucker 1983, quoted in DiMaggio and Powel 1991) and
certan conventions atan a raiondised and ruldike datus in socid thought and
action. Denditutiondisation on the other hand, is a process by which ingitutions
weaken and disappear (Scott 1995). Indtitutions as a property refer to a state of
afars in which shared rules, norms, and taken-for-granted assumptions determine
how things are and should be, what is legitimate and what is not (Zucker 1983,
quoted in DiMaggio and Powdl 1991). In other words, a structure that has
become inditutionalised is one that has become accepted by a socid group as
efficient and rationd. This inditutionalised dructure tends to produce certan
patterns of behaviour, which creates more dability in the environment (Tolbert
and Zucker 1996).

The Three Pillars of Inditutions

The centra building blocs of inditutions are commonly seen to include regulative,
normative, and cultura-cognitive eements. In addition, the concept encompasses
the behaviour and materid resources associated to these symbolic dements. The
three dements, cdled “the three pillars of inditutions’, can be seen as a



continuum moving “ from the conscious to the unconscious, from the legally
enforced to the taken for granted” (Hoffman 1997, quoted in Scott 1995:51). All
of these dements can also be seen as contributing to an inditutional environment,
even if thar rdative importance varies widdy according to the socid theorigt in

question.

The regulative pillar refers to the widdly accepted fact that inditutions congtrain
and regularise action. Regulative sysems include rules, laws, and sanctions. Their
way of making organisationd actors comply is coercive force. Normative systems
include vadues and norms, vaues referring to the preferred or desirable and norms
oecifying the legitimate means to pursue valued ends. Instead of coercive force,
they use normative pressure as a mechanism to make organisationd actors
comply. The culturd-cognitive pillar recognises tha “internal interpretive
processes are shaped by external cultural frameworks” (Scott 1995:57). Cultural-
cognitive sysems include taken-for-granted assumptions, shared understanding,
common bdiefs, and shared logics of action—things that are mosily unconscious
or pre-conscious. Compliance in culturd-cognitive systems comes quite naturdly,
because other ways of behaving ae sSmply inconcevable as inditutiond
arangements ae, by definition, taken for granted. The way of assuring

compliance here is mimetic behaviour.

A Classification of Institutions

Kleymann (2002) has suggested a daifying and intereding dassfication of
inditutions, based on two dimensons. Firs, she differentiastes “High Code’
ingitutions from “Low Code’ inditutions. “High Code’ inditutions are based on
clearly defined regulations, norms, rules or laws, whereas “Low Code’
inditutions are vague, more contextud, and grounded in tacit understandings of
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“the way things ar¢’ or “the way things are don€’ in a certain context. Second,
(ibid) didinguishes “grong” and  “wesk” inditutions  “Weak”
inditutions are those that require only ceremonid adoption and are thus mostly

Kleymann

used to gan legitimacy, whereas “strong” inditutions require deegper assmilation,
making them pat of dakeholders innermost mindsets. The following table gives

some clarifying examples of Kleymann'sfour different types of inditutions.

possible. Adherenceis
mogtly displayed by actorsin
an am to gain legitimacy.

High Code “TRAFFIC LAWS’ “RELIGION”
Regulation, laws, Fairly clear stipulations and
associations etc. One needs | rules, wholeheartedly
to adhere to gain legitimacy embraced, internalised and
and rules are clearly written | part of mindset.
down, but thereis no
requirement for actors to
internalise these rules.

Low Code “MANAGEMENT FADS’ | “DEMOCRACY”

On everybody’ s lips, but Relatively loosely defined
unclear conceptualisation. concept open to
Variationsin interpretations | interpretation and adhered to

in different ways according
to context, but clearly a part
of stakeholders' mindset;
used asan ‘icon’.

Weak

Strong

TABLE 1: CATEGORISATION OF INSTITUTIONS (Kleymann 2002:164)

Kleymann (ibid) aso notes that inditutions may pass from one caegory to
another when they emerge or develop and that in some cases this shift may be
accompanied with ambiguity and potentid conflict. This could be the case eg.
when trying to formdise, i.e “code’, a strong low code inditution into high code
indtitution.
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Multiple Levels of Analysis

One of the ways in which the various branches of inditutiond theory differ from
one ancther is the level of andyss used. This is a reatively important aspect to
notice, as the scope of the phenomena studied varies condderably according to the
level of analyss. According to Scott (1995), a least Sx different categories of
levels can be identified: world sysem, society, organisationa field, organisationd
population, organisation, and organisationd subsysem. Most of these leves are
widedy employed by socid scientists and dl of them are of interest. Nevertheess,
the most significant level for the interests of inditutional theory seems to be the
level of organisttiond fidd, dso cdled industry system (Hirsch 1985, quoted in
Scott 1995) or societal field (Scott and Meyer 1983). To be exact, this is explicitly
the case with nedinditutiondigts, the “old inditutionlists’ focusng manly on the
level of individua organisations (Selznick 1996).

Carriers of Institutions

According to Scott (1995), indtitutions can be seen to vary in their mode of carrier
or repogtory. He divides the cariers in four different types symbolic systems,
relationa systems, routines, and artefacts. And, in this respect as wdl, different
indtitutional theorists tend to vary as they favour and emphasse some cariers
over others. (Scott 1995)

The concept of symbolic sysem is a farly complicated one. In principle,
symbolic sysems may exig both in the wider environment, such as a the societd
or a the world system leve, or they may be specific to a certain organisaion or to
a subsystem of an organisation. Symbolic sysems can aso be conddered to
equate with the concept of culture in its broad sense, as both include rules and
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vaues as wel as classfications, modes, representations and logics (Jepperson
and Swidler 1994, quoted in Scott 1995:78). Finaly, depending on the dements
of inditutions emphasised, different symbolic sysems are seen to dominate as
cariers. For example, regulaive theorists tend to emphasse the importance of
rules and conventions, whereas normative theorists may dress the role of vaues
and normative expectations. (Scott 1995)

Rdationd sysems are “ carriers that rely on patterned expectations connected to
networks of social positions. role systems’ (Scott 1995:79). Like regarding
symbolic systems, reational systems may be ether shared by many organisations
or specific to a paticular organisation. Moreover, the dimensons of relaiond

systems emphasised aso depend on the dements of indtitutions that dominate.

Inditutions may aso be carried by routines, which refer to “ structured activities
in the form of habitualized behaviour [ ...] and procedures based on inarticulated
knowledge and beliefs’ (Scott 1995:80). According to Scott (ibid.), routines are
the fundamenta premise for dability in organisationd behaviour, which result
both in solid performance and organisationd rigidities.

Antefacts refer to the materid culture, such as technology. They, as well as the
other cariers, are rdaed to the different dements of inditutions and thus vary
according to them. They may dso operate & vaious levels of andyss ranging
from the world system to organisationa subsystems.

Resistance to Change

According to the badc principles of inditutiona theory, inditutionalised rules,
norms and assumptions are reproduced because actors in  indtitutionalised
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environments cannot even perceive other dternatives for their action, or because
they consder other options irrationd, ineffective, or unredidic (eg. DiMaggio
and Powell 1991).

Additiondly, even when dternatives are perceived and consdered feasible, once
edtablished, inditutions remain resgant to change. This is the case even if an
inditution would be collectivdy sub-optima. One reason behind this is
transaction cogts of inditutiona chenge. In other words, even if an inditution
would be sub-optimd, the gains from dtering the inditution are often outweighed
by the costs of making the changes, which makes inditutions eesily undtered
even if they would serve no one sinterests. (DiMaggio and Powell 1991)

A further reason for organisations resstance to change is risk averson. Even if
organisationd actors identify opportunities for more effective action and better
peformance, they often resst changing existing dructures because of preference
given to peformance dability (performance fdling within inditutiond range of
peformance) over seeking high and uncertain peformance. This preference is
encouraged by the fact that organisations operating within the inditutional range
of peformance (i.e. achieving “normd” results) have ther performance evauated
acceptable by shareholders.  Consequently, management postions of the
organisation are usualy kept undtered. In other words, there exists no incentive
for change, because peforming acceptably by merely keeping up with the
industry average is good enough for any one organisation as this way management
besx ensures mantaning its own pogtions in the organistion. (Kondra and
Hinings 1998)
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Change

Though inditutions function to provide stability and order and are, by their nature,
resgant to change, they actudly do change over time—ether gradudly or
abruptly (Scott 1995). However, even though the possbility of change is
recognised by inditutiondigs, inditutional theory has not thoroughly addressed
the question of how or why indtitutiond rules and norms change (see eg. Oliver
1992; Powel 1991, quoted in Kondra and Hinings 1998). In fact, inditutiona
theory is not usualy consdered as a theory of organisationd change at dl, rather
the contrary: it is conddered as a theory explaning smilarity and dability of
organisational arrangements (e.g. Greenwood and Hinings 1996). Consequently,
only a few views &bout the factors behind inditutiond change have been
presented in thefield.

Meyer and Rowan (1977) have addressed the question of change rather briefly.
According to them, change in inditutiona environments occurs dong two
dimensons. Fird, powerful organisaions in an organisaiond fidd force other
organisations to adapt to ther dructures and relations. Second, these powerful
organisations aso try to introduce their sructures and procedures directly as
inditutiona rules for the society. The powerful organisgtions have dso been
cdled “issue sponsors’ (Dutton 1993, quoted in Kleymann 2002). These issue
goonsors can be thought of as “champions’ of an emerging inditution, as
organisations that “ raise the legitimacy (or perception of legitimacy) of a concept
or idea to the extent that it becomes an institution” (Kleymann 2002:161).

A more in-depth andyss about inditutional change is provided by Kondra and
Hinings (1998). They ague that the essentid force leading to change in
inditutiona norms is diverdty, because for change to be initiated there must be an

organisation that deviaes from inditutiond norms and peforms outgde
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inditutional  outcomes. According to their view, organisations do deviae from
inditutional  norms, either by choice or by chance, dthough the stronger the
inditutionad environment and thus the pressure to conform, the less organisations
tend to deviate. If an organisdion deviating from the inditutiond norms peforms
above the inditutionad range of performance, other organisations in the fidld may
have an incentive to mimic tha organisaion. If this happens successfully, a
criticl mass of organisations may be reached that is aile to assign the new
procedure or gdructure enough legitimacy to make it the new inditutiond norm in
the fidd. Even g0, it is possble that other organisations in the fidd do not want to
mimic the deviating organisation. They dso might react by using coercive force to
make the deviding organision comply with the established inditutiond norms
of the fidd. This happens especidly where inditutiond norms have legd, mord,
or economic aspects. Moreover, it must be noted that even when change occurs, it
may only be “trendy” and have no long-term benefits, or it might even be harmful
for the organisations that have changed ther dtructures. (Kondra and Hinings
1998)

An interesting concept related to indtitutional change is tha of agency, mosly
discussed by Scott (1995). The concept refers to “ an actor’s ability to have some
effect on the social world, altering the rules or the distribution of resources’
(Scott 1995:76). The way inditutiond theorists have tended to view individud
actors  &dility to influence the inditutiond environment has vaied gredly.
Generdly spesking, early neoindtitutionaists, such as Meyer and Rowan (1977)
and DiMaggio and Powell (1983), have mostly stressed the power of inditutions
to condran organisations actions. They seem to have regarded organisations
themsalves as lacking red power to make a difference in the flow of events. For
exanple, as discussed above, Meyer and Rowan (1977) only consder the
powerful organisations of a fied to be able to make a contribution to ingtitutiona
change. Nevertheess, the more recent work on inditutional theory, for example
from DiMaggio and Powell (1991) and Scott (1995), has better recognised the

51



role of agency in the creation, maintenance, and trandformation of inditutions.
The theorists behind this work ague that complete and uncontested
inditutiondisation is rare and that interests and agency play a role in determining
how organisations handle ingtitutions (Goodrick and Sdancik 1996). Thus, they
emphasise the power that individua actors have to innovate, act drategicdly and
influence inditutiond change. For ingance, according to Scott (1995), dl actors,
both individua and collective, have agency to some extent, but the level varies a

lot among actors and types of socid structures.

Actudly, recent views in neoinditutiona theory have emphasised agency, and
thus the role of organisationa interests, to such an extent that, according to
Goodrick and Sdancik (1996), they even risk discounting the socid-fact qudity
of inditutions, just like earlier theorists discounted the role of agents. As a
reponse to this flaw, the authors have suggested an dternative view, one tha
vdues the role of agency while presarving the essentid features of the
inditutional  perspective.  They ague tha while inditutiond dandards do
determine action when they are certain, inditutionaisation is not aways complete
and thus inditutional standards may sometimes be uncertain. In such a case, they
will be unable to congrain actions completely and a range of acceptable practices
is legitimate within a particular inditutiond context. Organisations may thus
generate vaiation in practice while conforming to ther inditutions by pursuing
their drategic interests within the limits permitted by the uncertain inditution. In
other words, Goodrick and Salancik see inditutions as “defining the very
conditions under which agency is able to influence the adoption of organizational
structure and practices’ (Goodrick and Salancik 1996:25-26). This assumption
was actudly raised by Gadaskiewicz dready in 1991 in his sudy about inditution
cregtion by corporations in urban socid sysems. Also he concluded that
“ organizations will respond to social pressures emanating from the larger society

and make strategic choices on those grounds” (1991:309).
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2.2.4 Implications of Institutions for Organisations

Structures, procedures, or rules that have dataned an inditutiond dSatus are
presumed to have a profound impact on the behaviour of organisations. The
various ways in which inditutions affect organisationd life are discussed next.

Legitimacy

One could argue that the core of inditutiond theory is the concept of legitimacy.
According to inditutiondids, organisationd environments are “ characterized by
rules and requirements to which individual organizations must conform if they are
to receive support and legitimacy” (Scott and Meyer 1983:140). Legitimacy is
thus the underlying reason why inditutions have such a profound influence on
organisationd life. By definition, legitimacy is

“ a generalized perception or assumption that the actions of an entity

are desrable, proper, or appropriate within some socially

constructed system of norms, values, beliefs, and definitions’
(Suchman 1995:574).

Scott (1995:59) further describes legitimacy asfollows:.

“Legitimacy is[...] a condition reflecting perceived consonance with
relevant rules and laws, normative support, or alignment with
cultural-cognitive frameworks. [...] It is a symbolic value to be
displayed in a manner such that it isvisible to outsiders’ .

The “socidly condructed sysems’ referred to in the definition obvioudy mean
inditutional frameworks. In other words, as Meyer and Rowan (1983, quoted in
Scott 1995:59) date briefly, “organizational legitimacy refers to the degree of

cultural support for an organization” .
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Legitimacy is the very core of inditutiona theory, because it is the utmost reason
why organisations conform to inditutiondised rules and norms.  Organisations
conform in order to become legitimate in the eyes of the society, to become “good
corporae citizens’ that are seen to act on collectively valued purposes in a proper
manner. The god of organisations in trying to become legitimate is to protect
themsalves from having their conduct questioned, as socid acceptance is vitdly
important for organisational surviva. If seen as a member-in-good-sanding of
society, an organisation is much more likely to be trusted and, thus, have access to
important resources (e.g. bank loans and employees), consequently increasing its
aurvival capacities. On the other hand, organisations that do not incorporate
environmentaly legitimated dructures lack legitimacy and are more vulnerable to
cams that they are negligent, irrationd, or unnecessary. These kinds of attitudes
can mean real codts for the organisation. (Meyer and Rowan 1977)

All this implies thet even if conforming to inditutionalised rules and norms may
not be efficient in productive terms, it most probably is the optima solution for an
organisdtion anyway. According to inditutiondists, immediate efficiency is in
redity much less important than often conddered and acting, or a least
pretending to act, according to inditutiondised arangements is in fact

consderably more important, even a prerequisite, for surviva.

Sources of Legitimacy

Different theoreticd approaches have identified various sources of legitimacy
(Mazza and Alvarez 2000). From the works included in this paper, one can bring
fooward a least three different views concerning the sources of legitimacy: the
view of Scott (1995) based on the three pillars of inditutions, the view of
Suchman (1995) based on three different types of legitimacy that he distinguishes,



and the view of Mazza and Alvarez (2000) focusng on the concepts of

conformity, socid support and dramatisation.

The view based on the three pillars of ingitutions® takes a general approach to the
sources of legitimecy by smply recognisng that conformity to inditutions leads
to legitimacy. The three pillars of inditutions represent three related but different
edements of inditutions and thus three related but different bases of legitimacy.
According to the regulative pillar, organisations that are established and operate in
accordance with the lav and quasi-legd requirements are legitimate. After the
normative pillar, legitimae organisaions are those that comply with mord
obligations. The culturd-cognitive pillar agan links legitimacy with organisaions
with cognitive condgtency, that is, with organisations adopting a common frame
of reference. Thus, the bases of legitimacy are quite different in each of the pillars
and the various bases may sometimes be in conflict with one another. Moreover,
what is findly taken as evidence of legitimacy depends on which dements of
ingtitutions (pillars) are emphasised. (Scott 1995)

Suchman (1995) has discussed the concept of legitimacy in greet depth. He
digtinguishes three broad types of legitimacy, termed pragmatic legitimacy, moral
legitimacy and cognitive legitimacy. Even if dl three types share a gened
perception of legitimacy discussed above, they ret on a dightly different
behaviourd dynamic.

Pragmdtic legitimacy rests on the sdf-interested cdculations of an organisaion’s
most immediate audiences or condituencies whose wdl-being is directly affected
by the organisation’s actions. Thus, an organisstion can gan legitimecy by
diglaying responsveness to condituent wel-being. Mord legitimacy, on the
other hand, rests on judgments about whether an organisation’s activity is “the

® See Section 2.2.3, p. 43.
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right thing to do’. Unlike in pragmétic legitimacy then, the judgments are about
generd socid wefae, defined by the audienceés socidly congructed vaue
system, not about direct benefits to the evaluator. In the ideal case, organisations
are judged based on what they accomplish. However, outcomes are often difficult
to evauae and thus mord legitimacy is garnered by embracing socialy accepted
techniques and procedures, by adopting inditutionaly prescribed structures, or
relying on the charisma of individud organisaiona leaders. These convey the
message that an organisdion is making an effort to achieve collectivey vaued
purposes in an adequate manner. The third type, cognitive legitimacy, does not
res on interest or evauation, but on cognition, i.e. comprehensbility or taken-for-
grantedness. In other words, legitimacy is granted to organisations that are
understandable and consequently conddered  predictable, meaningful, and
inviting, or to organisations whose practices and presence to be different is
literdly unthinkable. In practice, organisations gain cognitive legitimecy modly
by conforming to established models or sandards. (Suchman 1995: 578-585)

The third view, the approach presented by Mazza and Alvarez (2000), focuses on
three concepts as the man sources of legitimacy: (1) conformity, (2) socid
support, and (3) dramatisation. Conformity smply refers to the widdly accepted
idea that legitimacy is ganed by displaying conformity with the externd
(inditutiona) environment. Socid support refers  essentidly to a  common
Stuation where the endorsement of powerful collective actors leads to legitimecy,
for example to the legitimacy of a new procedure. These powerful actors may be
gther large corporaions or young, innovative, and profitable firms. The idea is
that leading organisations adopt practices that other organisations then mimic.
When a practice recalves continuous social support, it eventudly becomes taken
for granted. The third source, dramatisation, refers to the cregtion of legends and
myths and manifesting their pectacular effects on performance by usng
dramatised language.
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The three views on the sources of legitimaecy are somewhat different from one
another. The first two take organisations as the actors seeking legitimacy, whereas
the third focuses more on the legitimisation of procedures and practices. However,
one could, perhaps, see these two different standpoints being just different sides of
a coin, as legitimate organisions are often those tha incorporate legitimised
procedures and practices.

All in dl, the ideas of Mazza and Alvarez (2000) stand, nonetheless, dightly apart
from the other two views. Indeed, Suchman's (1995) three types of legitimacy
seem to be quite close to the three pillars of indtitutions. However, he does not
discuss regulative issues but instead considers pragmatic interests more important
in ganing legitimacy. In addition, Suchman’'s (ibid.) discusson about garnering
legitimacy seems to be more comprehensve as he emphasses the fact that
legiimacy is a perception or assumption, not something that is possessed
objectively. Consequently, unlike Scott (1995), he does not limit ganing
legitimacy to actud compliance (that might even go unnoticed) but identifies
dternative ways of showing or implying desirability and appropriateness. Indeed,
according to Suchman (1995:588) *“outputs, procedures, structures, and
personnel can all signal that the organization labors on the side of the angels—

even if these supposed indicators amount to little more than face work” .

Constraints on Perception, Action, and Performance

Inditutions represent condraints on action by redricting the opportunities and
dternatives we perceive. In fact, inditutions are more than mere condraints on
dternatives as they actudly edablish the criteria by which we identify our
preferences in the fird place (DiMaggio and Powel 1991). Still, inditutions do

not completely determine action as these condraints are open to change, even
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eimination, over time. However, as mentioned before, inditutions are (dmost by

definition) resistant to change.

Organisations conforming to indtitutiondised arrangements are dso bound to an
inditutiona range of peformance. By faling to conform, or by choosng not to
conform, to inditutiond rules and norms, an organisation’s performance can
potentidly have a dgnificantly wider range of outcomes (DiMaggio and Powell
1991). Conforming to certain principles of action increases the probability of a
catan kind of behaviour over other kinds of behaviours. This makes the
behaviour of different actors more predictable and thus increases dability in the
environment.

Opportunities

Inditutiondl rules and norms are widdy recognised as condraints on action.
Neverthdess, it should be noted that they dso offer organisations great
opportunities by empowering and supporting activities and actors (Meyer and
Rowan 1977, Scott 1995). For example, labdling activities with inditutionaly
repected issues can dgnificantly add to their vaue and increase the support the
organisation is recaving from the sociely. An organisstion operaing in an
inditutiona environment can aso benefit from ceremonid criteria of worth and
ceremonidly derived production functions thet legitimate the organistion among
its stakeholders and serve as tools to demondrate socidly the fitness of the
organisation.  Additiondly, inditutiondly controlled environments ae rdaivey
dable and thus protect organisations from turbulence (Meyer and Rowan 1977).
This naturdly facilitates organisations operationsin thefidd.
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| somorphism

According to inditutiondists, the tendency to conform to an inditutiona
environment condraints the variety of organisationa responses to the
environment and limits the organistiond forms found in a fidd, thus making the
organisations of a field look increesngly smilar (eg. Kondra and Hinings 1998).
This process of homogenisation is labelled isomorphism. It is a phenomenon
related to inditutiond theory that has been Sudied especidly by DiMaggio and
Powdl. Isomorphism can be defined as “a constraining process that forces one
unit in a population to resemble other units that face the same set of
environmental conditions’ (Hawley 1968, quoted in DiMaggio and Powell
1983:149). DiMaggio and Powel (1983) ague that in the firt Stages after
edablishment, organisationd fields are often characterised by diversty in forms
and procedures. Nevertheless, over time the fiedd faces a push towards
homogenisation, which makes the actors of the field to creste an environment that
redricts the fidd's ability to change in the future. The push towards isomorphism
has three sources. (1) coercive practices by governments, regulatory agencies, and
accreditation bodies, (2) mimetic behaviour of organisations resulting mainly
from rik aveson, and (3) normative pressures that result manly from
professondisation. (DiMaggio and Powell 1983, Kondra and Hinings 1998)

Isomorphism is closdy reated to dability as it results in organisations acting
amilaly and predictably. Due to this, isomorphism can be sad to promote the
success and survivd of organisations. However, it has to be noted that this
dructuration of organisationd fidds makes organisations more Smilar  without
necessarily meking them more efficient. Consequently, a fidd often continues to
peform less efficiently than it could, nonethdess making everyone happy as
organisations are seen to fit to inditutionalised arangements and to perform
within the inditutiond range of peformance, which is conddered to indicate
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success, or at least acceptable outcome. (DiMaggio and Powell 1983) This implies
that performance and success are not absolute notions, but relative notions. This is
dso the reason why isomorphism is often consdered inefficient: it encourages
contenting to below-possible performance. However, Kondra and Hinings (1998)
ague tha when taking risk averson into account, this kind of organisationd
behaviour is actudly optima, by the dominant codition's dandards a leest. By
risk averson the authors refer, for example, to the fact that an organisation’s
management may have an interes in keeping the organisaion’s performance
lower than would be possble but carefully within the inditutiond range of
performance, because this increases the probability that the performance will be
judged acceptable and the management will maintain their own postions in the
organisation. Thus, playing safe and daying within the inditutiona range of
performance is the optimad solution as it minimises the risk of performing beow
the industry average and being judged faled, a risk involved in seeking higher
(and uncertain) performance. As a consequence, there is an incentive not to
question inditutiond rules and norms and just teke them for granted, which
further consolidates the indtitutional environment of the organisationd fidd.

DiMaggio and Powel (1983) argue that the concept of inditutional isomorphism
is a useful tool for understanding the politics and ceremony very much present in
the contemporary organisationd life. Isomorphism can, for example, help to
explan the irrationdity and the lack of innovation in many fidds today.
Neverthdess, it should be emphasised that isomorphism is a phenomenon that
vaies between indugtry fidds and that different organisationd fidds ae (in
inditutiona terms) relatively independent of one another. (DiMaggio and Powell
1991)
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2.2.5 Institutional vs. Relational Contexts

When lodng onesdf in the world of inditutional theory highlighting the presence
of an inditutiordlised environment, the great impact of its requirements, and the
mgor role inditutions have in organisational success, it becomes eadly forgotten
that not dl environments are highly daborated in inditutiond terms. Therefore,
even if becoming isomorphic with an inditutiond environment leads to legitimacy
and practicdly guarantees success in a  highly eaborated  inditutiond
environment, it has to be emphassed tha this only happens in such an
environment. Conseguently, in some environments, conforming to inditutiona
demands may actuadly be less important than being efficient in productive terms.
It dl depends on the environment in question. (Meyer and Rowan 1977)

However, as Meyer and Rowan (1977) noted, al organisations, to one degree or
another, exig in both rdationa and inditutiondised contexts and ae thus
concerned both with demands of efficiency (rdationd demands), that is
coordingting and controlling ther activiiess, and with conforming to
inditutiondlissed myths (indtitutional demands). The reaive importance of these
two contexts varies among environments, which means that the demands most
relevant for success have to be analysed case by case. In fact, the authors suggest
that organisations could be ordered dong a continuum, with production
organisations, whose success depends on relationd networks, & one end and
indtitutionalised organisations, whose success depends on legitimacy based on
isomorphism with indtitutiona requirements, a the other end. The same kind of
continuum has been later suggested by Tolbert and Zucker (1996) with the two
models of socid actor, the rational actor modd and the indtitutiond modd, at the
ends. Thus, dso they suggest that the relaive importance of raiondity and

conformity to socid norms varies among Stuations.
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2.2.6 Overview

As a concluson one might say, that a driking feature characteriang the fied of
neoindtitutiond theory in organision dudies is uniformity of views In other
words, the inditutiona theorigs included in this study seem to agree on the grest
magority of issues. Evidently, this is partly because the branch of study dedt with
in this paper is only one pat of the broader fidd of ingitutiona theory.
Consequently, the magor differences of views exiding in the fidd a large ae
dready excluded from this study. Even despite this fact, the researchers of the
fidld seem to think surprisngly smilaly about the mgor issues in inditution
theory. In fact, just like Scott (1995) has noted, the most important dsagreement
between the different inditutional theorists is concerned with according priority to
the various inditutiond dements and even this dissgreement is mosly found
between different schools of thought in inditutiona theory, not within the branch
of study used in this paper.

2.3 Business Ethics as an Institution

On the bass of the discussion in the previous sections, one can rather safely argue
that business ethics may be taken for an inditution. In fact, busness ethics seems
to dign more or less pefectly with the characteridics of an inditution. Some of
these characterigtics will be discussed next. Following, the traditiond view and
inditutiona views on busness ehics will be compared and, findly, the
implications of regarding business ethics as an indtitution are discussed.
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2.3.1 Grounds for Regarding Business Ethics as an Institution

One important trait of busness ethics linking it to inditutions is that busness
gthics quite obvioudy didinguishes legitimate from illegitimaie action by
determining what business organisations are supposed to do and what they are not
to do. In other words, busness ethics principles determine which action may be
consdered ethicd, thus legitimate, and which action should be labeled unethica
and illegitimete.

Ancther characterigic of business ethics indicating it being an inditution is tha
busness ethics has become increesngly taken for granted as rationd and
effective, as “the thing to do’. Severad researchers discussng business ethics do
acknowledge that there is a conflict between the economic performance (i.e
efficiency criteria) and the socid peformance (e inditutiond fit) of an
organisation, but just like inditutional theory suggedts it is often stressed that, in
the end, “good ethics is good business’. Thus, the above dogan represents a myth
of rationdity, suggesting that it is aso in the busness interests of an organisation
to act ethicadly.

Furthermore, business ethics appears to be widely consdered as a “necessity” for
busness organisations without anyone redly specifying why it is a necessty. The
answver from the inditutiond theory point of view is naurdly, that caring for
busness ethics is necessary to gain legitimecy, which, in turn, incresses an
organisation’s surviva cgpabilities. It seems rather unsatisfectory that a relevant
point like this is more or less ignored by business ethics researchers. “Necessty”
to act ethicdly is amply taken for granted without any questioning the reasons
behind it. Moreover, some business ethics researchers (e.g. DeGeorge 1990) argue
that as mordity is an integrd part of any society, busness organisations acting in

a society are necessarily mora actors and cannot escape taking business ethics
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into condderation. In other words, busness ethics is seen as a must whose
presence cannot be changed and should not be questioned. This, if anything,
unquestionably indicates that business ethics can be taken for an indtitution.

Busness ethics can dso be seen to collide wel with the three pillars of
inditutions. Mora rules can be made explicit by legidaion, they can be spoken
norms of conduct, or unspoken social agreements. For example, there are laws
related to the amount and nature of releases dlowed for an industry, but in
addition, it is expected by the public that companies reduce their releases even
more than required by law. The trend in many western countries seems to be that
mord rules reaed to busness are increasingly made pat of legidation, especidly
when it comes to issues of environmenta protection or employee rights.
Moreover, dong with the increesng public discusson aound business ethics
issues, many unspoken socia agreements are aso now being made spoken norms.
Using Kleymann's (2002) terms®, the ingiitution of business ethics may thus be in
the process of “coding”, taken-for-granted assumptions being coded into norms
and norms being coded into rules and laws. This process, however, is not a globa
phenomenon, but seems to be teking place mostly in some developed Western

countries.

When thinking about Kleymann's (ibid.) categorisation, one could argue that
busness ethics, generdly spesking, maiches wdl with the category “management
fads’, being thus a wesk and low code inditution. Busness ethics is, undeniably,
a widdy discussed topic today, both among business people and people outside
the busness world. However, as discussed in Section 2.1.2, it dill remains a
vague doman without clear conceptudisation. Different definitions flourish, as an
example, when taking about codes of ethics, and so do different conceptions of
what conditutes a mord, i.e legitimate, action. In this respect, even though

6 See discussion in Section 2.2.3, p.44.



business ethics would be in a process of coding, as of yet, it is hardly moving
from a low code category to a high code category. It dso strongly seems that
business ethics is a weak inditution. As discussed in Section 2.1.1, there is dill
much disagreement about its value and it cannot redly be conddered as pat of
people’'s innermost mindsets, a least not in generd. As seen in many red world
caes lady, codes of ethics can, indeed, be ceremonidly adopted to gan
legitimacy, even though it might not dways be the case.

Ancther important issue here is the driking gmilarities between some of the
vocabulary of inditutional theory and that of busness ethics For example the
concept of corporate citizenship is very close to the definition of legitimecy, as
legitimate organisations are those regarded as “members-ingood-ganding  of
society”. Even more specificdly, one of Suchman's (1995) three types of
legitimacy is “mord legitimacy” which naturdly implies that busness ethics and
inditutions are parts of the same game. Thus, according to Suchman (ibid) the
need to “do the right thing” is an inditutiondised reguirement to which
organisations conform, or pretend to conform, to gain mord legitimacy.

2.3.2 Traditional vs. Institutional View of Business Ethics

Probably the most sgnificant contradiction between the view of busness ethics
commonly held by busness ethics researchers (i.e. the “traditiona view”) and that
of busnes ethics as an inditution is related to the mordity of busness
organisations. As discussed in the section about business ethics, the grest mgority
of busness ethics books and articles regard business organisations as mord actors
and view the amordity of busness as a myth, as an irreponsble view of the
relation between busness and society held by people that do not understand
better. As a result, caring for business ethics is consdered to be the result of mord

reasons.
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In contragt, based on the inditutiona theory, business organisations must be seen
as amord actors. If seen as an inditution, business ethics merely refers to a set of
rues and norms exiging in the environment to which organisations have to
conform in order to gan legitimecy. Here as wdl, it is in fact, important for
organisations to take business ethics into account, but not for mora reasons nor
even because it would be good busness as such. The only reason is to gan
legitimecy, which helps to get more resources and increase the organisation’s
surviva cgpabilities. Thus, in the end, acting ethicdly is due to business reasons,
even if the rdaion between these two is not direct but goes through legitimacy. It
has to be noted though, that even if ethicd behaviour may often be optimd aso
for budness reasons through legitimacy, busness organisations tend not to
cdculate this. Rather, they often make decisons irraiondly, conforming to
inditutionalised norms (i.e. ethicad principles) for other reasons, eg. because they
can perceve no other way of behaving. All in dl, the mordity of busness
organisations is a fundamentd issue when discussng the reasons for adopting a
code of ethics and thus, this contradiction between the traditiond and the
ingtitutiond view of business ethics may be consdered essentid.

As mentioned above, the different ideas of the mordity of business organisations
held by business ethics researchers and inditutiondists can dso be seen in the
views concerning the reasons companies are conddered to have for following
ethical principles. The view of busness ethics ressarchers emphasises mord
reasons as motives, whereas the inditutiond view dresses willingness to conform
to inditutiondised rules and norms, which often is rather irrationd. As an
example of irrationdity one can bring up the dogan “good ethics is good
busgness’, which can be (from the inditutiond theory point of view) regarded as a
myth of rationdity, suggesting thet it is dso in the busness interests of an
organisdtion to act ethicaly. In redity though, good ethics is not dways good
busness in operationd sense. Reying on inditutional theory, it is only through
legitimacy that good ethics makes business sense, because due to legitimacy
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conformity to inditutiondised ethicd norms is usudly the optima solution even
if it would mean giving up €efficiency concerns. This, however, does not seem to
be recognised, or at least not brought up, by people discussing business ethics.

Having sad that, it gill has to be noted that the dogan “good ethics is good
busness’ adso refers to the fact that a good reputation, being seen as a good
corporate citizen (i.e. being perceved legitimate), sometimes benefits an
organisation a the operationd level as wel, and so represents the link between
ethicd behaviour and busness interests. However, this link is not clealy
discussed by busness ethics researchers in generd. Actudly, the lack of
discusson is rather understandable, teking into account the generdly held view
that genuine mordity involves a choice between adherence to a mord principle
and the pursuit of sdf-interest, eg. profit. Most busness ethicists emphasse the
view that there is a conflict between the ethicd performance and the economic
performance of a company and therefore regard caring for ethics as a Sgn of more
or less pure goodwill that has no busness ams, but actudly results in sacrificing
efficiency concerns (a Kantian view). Thus, being ethicd rexults only from mord
concerns of a busness organisation, not from business interests. For example,
being charitable in order to gain a favourable public image or to secure a tax
advantage may wdl be profitable for a company, but with these reasons, the
genuine mordity of the action is highly quedionable This in mind the dogan
“good ethics is good busness’ seems then very paradoxicd and hypocritica when
dated by a business ethicigt. The idea that “mordity pays’ is after dl just another
way to say “busness interests fird”; exactly the idea that busness ethicids are

trying to fight againd!

All the above discusson does not mean, however, that goodwill would aways be
considered as the only motivation behind ethical behaviour. There are many
business ethics researchers (eg. Chryssdes and Kaer 1993) who talk about self-
interests of companies for acting ethicaly (eg. good reputation), but the point is
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that these reasons are trested as secondary. This view is, in fact, consstent with
teleological ethicad theories, which dlow sdf-interest to exist, but emphasse that
when in conflict, sdf-interest has to be secondary to producing good for society.
By contradt, inditutiona theory suggedts thet it is above dl legitimacy and the
resulting increased survivd capabilities that motivate companies to follow ethica
principles. Briefly put, one could say tha inditutiond theory recognises the link
between the economic and the socid performance of a company, wheress

business ethics researchersin genera see an inherent conflict between the two.

Relaed to the above conclusion, a further contradiction between the traditiona
view on budness ethics and the inditutiond theory point of view is that the
traditional view seems to regard organisations as rationa actors, just like mogt of
the schools of thought in organisationd <udies. For ingance, busness ethics
researchers tend to consider productive efficiency as the main success factor and
worry about the fact that ethicd condderaions often contradict with efficiency.
Many researchers dso point out that ethicad congderations and business
condderations should be baanced, as sometimes business interests just have b be
put firgt. This baancing would obvioudy be based on rationdity. By contradt, the
inditutional view emphasises that organisations are not rationd actors and tha
productive efficiency is not the main success factor. Instead, decison-making is
very much affected by the inditutiond environment and it is thus often non
rationd (i.e. not based on rationdlity). To succeed, it is more important to conform
to indtitutiondised rules and norms than to seek productive efficiency.

It has to be noted here that when andysng busness ethics as an inditution, it is
mainly the conventiona definition of business ethics that applies’. In other words,
snce an inditution here refers to a cetan st of rules norms and taken-for-
granted assumptions, to take busness ethics for an inditution, a certain gability of

" See Section 2.1.2.

68



the principles has to be assumed. The dynamic definition of business ethics
suggested by Powers and Voge (1980, quoted in Chryssdes and Kaler 1993)

seems therefore incompatible with the characteridtics of an inditution.

2.3.3 Theoretical and Practical Implications

It seems rather obvious that tregting business ethics as an inditution enables one
to bring severd new idess to the discusson about the subject and most probably
a0 hdps to get further ingght into the topic. In fact, regarding business ethics as
an inditution has implications for both the generd conception of business ethics
and for understanding the activities of business organisations.

To dat with, forma dructures of organisations may be seen in a different light.
Traditionally, forma structures are seen to coordinate and control activity and,
thus, function according to their blueprints. According to this view, codes of
ethics would be eaborated rationdly and aways implemented in practice as
planned. However, like early ingtitutiondists (e.g. Meyer and Rowan 1977) noted,
organistions do not actudly function according to their forma Sructures.
According to them, formd sructures have mogt of al symbolic meaning and are
adopted primarily for ceremonid purposes, i.e. “just for the show”, in order to
gan legitimecy, not to gain efficiency. This would mean for indance, tha codes
of ethics exig manly as manifestaions of ingditutionalised rules, as indicators of
legitimacy of an organisation. As such, adopting a code of ethics would have
nothing to do with actudly implementing the ethicad principles in quegtion, as the
man motivation behind conformity to inditutions is ganing legitimecy, not
actudly acting according to the formd blueprints in this case thus acting
ethicaly. Acting in accordance with the codes in day-to-day work activities would
be then congdered secondary, if important a dl. All this naurdly implies that
when adopting a code of ethics, the man point would be to effectivdy
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communicete about it, to make sure that the surrounding society acknowledges the
inditutional conformity of the organisation in question.

Related to the issue of forma dructures is the issue of success factors. According
to the view of busness ethicigts, and aso to the rationd actor modds, it is the
objective productive efficiency resulting from effective coordination and control
of attivities that leads to survivd and success. Consequently, as ethicd
consderations often conflict with efficiency criteria, implementing codes of ethics
must be seen to impede success and thus present a real burden for an organisation.
Based on the inditutiona view, however, organisations could stop worrying about
the negetive effects that ethical behaviour has on productive efficiency, because it
is ill the optima solution for a company to care for its ethicad performance, even
when it results in decreased efficiency. No bdancing between economic
performance and ethical performance would thus be needed.

It must be noted that the above concluson only holds in highly inditutionalised
environments. In addition, as discussed in the Section about inditutiond theory,
al environments are not highly daborated in inditutiond terms. For example, it
seems rather clear that business ethics can be consdered as an inditution in the
US and aso in many European countries, but not necessarily in other parts of the
world, and not even everywhere in Europe. Naturdly, this does not mean that
companies in  nonrinditutiondlised  environments/countries  would  consequently
act unethicdly. Rather, it means that in these environments using codes of ethics
is not inditutiondly required and thus companies might be less indined to

emblazon their ethicd principles.

It should dso be noted that inditutions operate a different levels and it may be
questioned if business ethics is inditutiondised mogtly on the society levd, on the
indudry fidd level, or a some other levd. For indance, even if business ethics
seems to be highly important in the US, one may raise the question whether it is
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inditutiondised in dl indugsry fidds or jus for example in indudries with
consumer interface, where it would naturdly get much public attention. The point
is that in nonrinditutiondised environments productive efficiency can ill be the
most important success factor. And, between the two extremes, there are
environments where inditutiona demands and efficiency demands have to be
balanced.

The idea of different rates of inditutiondisaion fits rather well together with the
concept of culturd relativism discussed by some business ethics researchers (eg.
Sumner 1988, quoted in Smith and Johnson 1996). Business ethics cannot be
considered equaly important everywhere, and ethicd principles (ingtitutionalised
rues and norms) dso vary according to the environment in question—a society,
an indusry fidd, or some other level. Consequently, the reative importance of
busness ethics vs. productive efficiency has to be andysed based on the
environment in question, on a cae by cae bads Having sad this, it strongly
seems that busness ethics would be highly inditutiondised in many western
societies/indudries and that it is getting indtitutiondised in an increesng number
of environments.

One explanation to the increasing popularity of business ethics is sad to be the
changing nature of the world. As Meyer and Rowan (1977) have noted, the
relative importance of inditutiond demands (vs. efficiency demands) depends,
among other things on the complexity of the organistion. They argue that
organisations whose output can be easly controlled are more readily trusted and
can thus rdy on efficency as the main success factor. On the other hand,
organisations with ambiguous technologies and outputs that ae difficult to
evduate do not become that eesly trusted. Consequently, inditutionalised rules
are needed to promote trust and protect the organisations from falure. This point
seems to be rdatively €ucidaing, taking into account that today’'s busness

environments and companies are widdy consdered ever more complex with fine
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technologies and difficult-to-evaluate outputs. These are, for ingtance, a result of
the importance shifting from smple primary or indudtrial products to the service
sector in the Western world. Based on this view, it is no surprise that business
ethics is fag increesng in importance; it represents a means to amplify the
complex world. In other words, looking a the ethicd performance of an
organisation (codes of ethics sarving as an indicaion) is like a rule of thumb
helping people to determine which company should be trusted and which should

not.

Related to the above discussion, it has to be specified that the rule of thumb
sarving as the base of legitimacy does not have to be, and probably rardly is, the
actud ethica performance of an organisation. Rather, as outcomes in ethics tend
to be difficult to observe or evaluate, structures and procedures often serve as
easly monitored proxies for the less vishble targets of evauation. Organisations
may dso circumvent the need for ethical actions by carefully chosen displays of
symbolism. For example, managers may even revise their core misson statement
to give off a fase gopearance of conformity to societal ideds. This is precisely
what Meyer and Rowan (1977) cal “ceremonid adoption’. That, in turn, may
potentialy be the case dso when organisations adopt codes of ethics.

A further important idea inditutional theory implies regarding business ethics has
to do with business opportunities that an inditution may offer. Thus, even though
the demand for ethicd behaviour does somewha restrict the posshilities for
action that organisations have, it cetainly adso represents an opportunity. For
example, putting a labd that reflects conformity to an inditution on an activity
most probably evokes trust eeser than otherwise would be the case. For instance,
the line between chaity and pure adverttisng is often very blurred but the
difference in dedrability between these two is congdered significant by the public
opinion. Some companies have indeed used this opportunity. For instance, the fact
that Nike has congtructed basketbal fields in the poor areas of Bronx and Harlem
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may perhaps resemble charity but in redity is far from it. The red am of course,
adong with ganing legitimacy, is to promote the Nike brand among the most
important user group for the brand image, and that way link up the swoosh with
trendy street fashion. As a result of Nike's aggressve campagns related to the
“ethica action”, people in the dums pay 150 dollars for a pair of shoes. (Klein
2000) However, for Nike, cdling this activity “chaity” is naturdly a good
business opportunity, as it indicates conformity to an inditution and more eesly

awakes trust towards the brand.

One more idea that inditutiond theory may bring to the discusson about business
ethics is the posshility of deinditutiondisation. Generdly spesking, it is very
well recognised by researchers that business ethics has become widely discussed
and seems to be increasing in popularity dl the time. Severd researchers even
ague tha busness ethics is here to day (eg. DeGeorge 1990). The latter
comment should not, however, be readily accepted if taking the inditutiond point
of view. Inditutiond theory suggedts that, even if inditutions tend to be resgant
to change there exits dways the posshbility of denditutiondisation, because
organisations aways have agency, a least to some extent (Scott 1995). For
ingance, relying on the work of Kondra and Hinings (1998), deingtitutionalisation
of busness ehics would only require that an organistion deviating from
inditutiondised  ethicd  requirements  would perform  better  than  other
organisations of a field. This could present an incentive for others to deviate and
in time change the inditutiondlised rules and norms. This is a posshility that
busness ethics literature has completely ignored. However, the inditution of
business ethics seems a present quite strong, and thus organisations do not easly

deviate from the rules and norms, or at least do not succeed in doing .
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2.4 Related Literature: Drivers for CSR

One study related to the research problem of this thesis cannot be counted among
gther the literature of business ethics or that of inditutiond theory. However,
since this sudy can be considered significant, it is presented next.

Rochlin and Bogudaw (2001, quoted in Googins 2001) conducted a study about
motivating factors for corporate community involvement®.  Their purpose was to
disentangle the multiple drivers that influence corporaie behaviour. These drivers

are presented in Figure 1.
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FIGURE 1: MOTIVATIONAL SILOS (Rochlin and Bogudaw 2001, quoted in
Googins 2001)

The vaue-driver is based on persona mords, a desre to "give back” to society.
The compliance-driver, in turn, results from compliance pressures created by
government regulations and grassoots activits. The intangible factors include
building reputation, brand, and relationships, as they affect business performance.

8 Even though the term “community involvement” is used in the study, its characteristics seem to
equate with the more often-used terms of “corporate responsibility” and “ corporate social
responsibility”. That iswhy the drivers found in the research are automatically considered as
drivers behind CR/CSR and, even more generally, behind codes of ethics.
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Market drivers again lead to "typicd" projects and investments, such as product
launches, production, purchasing, or employee training. The diginction to
“norma” business is that these projects occur with non-traditional stakeholders,
and with a socid, and wdl as market based gods. Examples of this kind of
projects would be job training of low-income individuds inveding in "dean"
production technologies, deveoping "socidly responsble' consumer products,
and cresting employee stock ownership plans. (ibid.)

When comparing the different drivers to the ideas of budness ethics and
inditutiona theory, one can rather safely argue tha the vaue-driver represents a
moral motivation whereas al the others are more or less amora in nature. The
compliance-driver is very close to the ideas of inditutiond theory, implying that
companies have to conform to externa regulations and other expectations. The
intangible-driver is dso very close to that idea, since reputation and image result
from perceved congruence with society’s vaues. The market-driver can be
conddered as an amora motivation as well. However, one shoud note that
according to Rochlin and Bogudaw (ibid.), the resulting projects dso involve a
social god, which could in fact make them mord actions. The question is which
one predominates, the market based god or the god to benefit the society’. All in
dl, given the teem “market-driven”, the author presumes that it is the market
based goa that dominates and an action inspired predominately by socia gods is
moativated by the vaue-driver.

® According to the definition used in this study, self-interest can be found behind moral actions,
but when in conflict, self-interest must give way to moral considerations
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2.5 Theoretical Framework

2.5.1 Three Theoretical Propositions

Based on al the above discusson, one can formulate different views on the
reesons and ams behind the adoption of codes of ethics Two views ae
paticularly gpparent, namely the view of busnes ethics literature (i.e. the
traditiond view of business ethics) and the view of inditutiona theory (i.e the
view of busness ethics as an inditution). They ae included in the theoreticd
framework (Figure 2) that forms the bass for the following empiricd research.
However, to complement these two views, the author dso wants to take into
consderation the view of busness that is rgected or a least chalenged by both
busnes ehicists and inditutiondigs—the traditiond, “rationd actor” view of
business, which is gill the dominant way to perceive the nature of business world.
This perspective has been referred to several times both in the discusson about
busness ethics (Section 21) and in the discusson about inditutiond theory
(Section 2.2). It has thus been implicitly conddered as an dternative point of
view, even though it is only here explicitly eaborated. Thus, these three views
conditute the different propostions of the theoretical framework whose tenability
will be sought to illuminate in the empiricd pat. The propostions are presented
in Figure 2.

The View of Business Ethics Literature

According to the view of business ethics literature, companies should be regarded
as mord actors whose actions dways have mora implications. In compliance
with this idea, the reasons behind the adoption of codes of ethics are consdered
mord, reflecting deeply interndised vaues. In other words, the aims behind codes
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THEORETICAL FRAMEWORK
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FIGURE 2: THEORETICAL FRAMEWORK

of ethics could be eg. producing good for society, following mord rules, or acting

according to mord duty. Sdf-interest can exid, but the main am is dways one of

the above. According to the view, companies are aso rationd actors and, as such,

are thus wdl aware of the reasons and ams behind the adoption of codes of

ethics.

Reaulting from dl this, companies are assumed to be highly committed to ther

codes of ethics caefully following them in practice The assumption is made
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based on the known role of vaues in determining behaviour (see eg. Akaah and
Lund 1994, Copeland 2004). The author believes it is reasonable to assume that
having on€s innermogst vaues produce an intention for behaviour will result in
commitment to put that behaviour into practice, regardless of the amount of
recognition or benefits this brings to the company. In brief, the view of busness
ethics literature sees codes of ethics as an indicaor of companies red
commitment to ethicd behaviour, i.e. as a commitment that holds through thick
and thin,

It must be specified, that the view of busness ethics literature is based on both
teleologica and Kantian theories, but rgjects the very drict verson of Kantianism.

This is amply due to the fact that the drict verson, as discussed in Section 2.1.5,
is rdaivey incompatible with busness and would practicaly result in
condgdering dl reasons and ams immora. However, the ideas of mora duty and
following ethicd principles are an integrd pat of the possble ams rdated to
codes of ethics and in this way Kantianism is dso srongly presart in the above
view. The assumption behind the business ethics view is thus that sdf-interest
and mordity are not mutudly exclusve things However, a some point, being
mora often conflicts with making profits, and then the decison has to be in

favour of mordlity.

The Traditional View of Business

Contrary to the view of busness ethics literature, the traditiona view of busness
considers companies as amora actors. The role of a company is to produce goods
and services that consumers need and want and to make a profit in the process
(Carroll  1991:41). Consequently, the ultimate am behind a code of ethics is
maximigng profit for the company’s owners or shareholders. This am leads to
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reasons like Rochlin and Bogudaw's (2001, quoted in Googins 2001) market-
driver, which implies doing things Smply because they are good for busness. The
traditiond view of busness dso equates the view of organisations as rationd
actors, an idea rejected by indtitutionaists'®. According to this view, the key to
success is productive efficiency. Thus, organisations man reason behind any
activity, induding adopting a code of ethics would idedly be efficdency of
operdtions. In addition to these, mantaning a srong competitive postion is
included in the reasons. Carroll (1991:40) ligts it as one of the mgor issues for the
economic peformance of companies, which is after dl the primary god per this

VIEw.

One can ague that the traditiond view of busness assumes a moderate
commitment to codes of ethics This is because of two things. Firs, to get any
efficiency benefits, companies actudly have to put ther codes of ethics into
practice. For example, employees need to be treated well in practice before their
wel-being results in reduced sck leaves. The same goes for taking advantage of
market opportunities. To be able to sl “ethicaly produced” products, the
company must, generdly spesking, produce them ethicdly in practice However,
even if companies were committed to ethica action when it makes operations
more efficient, they are only committed as long as this is true If efficdency is
better achieved through other types of behaviour, companies may easly abandon
their ethicd behaviour. Supposedly the market driver dissppears as wdl if eg.
consumers stop vauing “ethicaly produced” products. In brief, even though mere
ceremonid adoption of codes of ethics would be impossible here, in the absence
of true mord vaues the traditiond view of busness suggests only a short-term
commitment to them. This type of commitment, being between the high

commitment proposed by busness ethicigs and the low (even ceremonid)

10 See Section 2.2.2, p.40.

79



commitment proposed by inditutionaists, would represent a moderate
commitmen.

The View of Institutional Theory

Like the traditiond view of budness, the indtitutiona view begins by consdering
companies as amora actors as wel. However, contrary to the emphasis on
rationdity and efficiency given by the former, inditutionad theory sees companies
as entities continuoudy conforming to environmental pressures (rules, norms and
taken-for-granted assumptions), in order to avoid punishment (i.e being
consdered illegitimate). The ultimate am behind codes of ethics is thus to be
consdered legitimate, that is, a “good corporate citizen” and, in this way, survive
in competition. The reasons behind the adoption of codes of ethics are then
anord, such as following laws, rules, norms, and other externd condraints,
conforming to externd expectations and ultimately, as mentioned above, avoiding
punishment. These reasons, in turn, reflect not only compliance with regulations
and expectations, but aso congruence with society’s vaues. The compliance-
driver and the intangible-driver of Rochlin and Bogudaw (2001, quoted in
Googins 2001) are thus considered to represent quite well the reasons proposed by
the indtitutiond view.

The inditutiona view concelves organisations as irraiond entities that are not
often aware of the red reasons behind their actions. Insteed, they act upon myths
of rationdity. In the case of codes of ethics a myth could be eg. the dogan “good
ethics is good busness’. Organisations might think they adopt codes of ethics
because that is the rationd thing to do even if in redity they only conform to
externd expectations in pursuit of legitimacy. In other words, the reasons for

usng a code of ethics do not necessarily reflect the innermost values and bdiefs
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of ther developers. Because of this they are more “externd” than the genuindy
moral reasons assumed by busness ethics theorists. From dl this it follows that
organisations are not necessarily committed to their codes of ethics but instead
may adopt them ceremonidly, i.e. just to manifes ther legitimacy to the externd
world. Organisations might even communicate about their ethicd engagements
without having red intentions to put them into practice.

2.5.2 Empirical Studies Related to the Theoretical Framework

Apat from the “traditiond” literature related to busness ethics and inditutiond
theory that obvioudy support the busness ethics view and the indtitutiona view
respectively, one can dso find academic research related to the theoretica
framework that could be conddered more “outdde’ the two domains. This
literature, which mogly condsts of empiricd research, offers some interesting
views concerning the theoreticd framework of this study. These views will be
discussed next. Moreover, as pat of busness ethics literature has interesting
points regarding the ideas of inditutiona theory, some of this work will dso be
handled below.

Sudies Supporting the Amorality of Reasons

One can rather safdly argue that the two views assuming amordity of reasons (i.e.
the inditutiond view on busness ethics and the traditiond view of busness) are
very wel supported in academic research. This is the case especidly when it

comes to empirical research done about the adoption of codes of ethics.

Hedberg and Mamborg (2003) interviewed al Swedish companies that use the
Globd Reporting Initiative (GRI) guidelines in their CSR reporting and found out
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that companies produce respongbility reports manly to seek organisationa
legitimacy, and that the man resson for the use of the GRI guiddines is the
expectation of increesing credibility of the CSR activity. If this is so, according to
the research, codes of ethics are used to manage public impressons of the
organisaion’s operations and consequently establish or maintain  organisationa
legitimacy. The ressarchers aso found out that companies interact with each other
and watch each other in order not to do anything thet is considered too much. This
crestes isomorphic patterns for the design of environmenta and sugtainability
reports. Moreover, conggently with the am of ganing legitimacy, the researchers
noticed that companies publish ther reports to provide information mainly
showing how responsble and wel organised they are. Practicing sudtainable
development is, in fact, congdered a way to look after the company brand. This
was found especialy agpparent with companies like Volvo and VCC who produce
trangoort equipment run by fossl fueds, which they continuoudy need to
legitimise. Other motivations that the researchers (ibid) found for the use of
responsibility reports were eg. that collecting the data needed for the report gave
a useful view of the company for the management. This reason may be consgdered
in line with the traditiond view of busness. All told, most of these reasons and
ams dealy support the inditutiond view of the theoreticd framework of this
sudy, wherees mora condderations were absolutely congpicuous by their
absence.

Another research that strongly supports the amoraity of reasons is that of Carasco
and Singh (2003). They sudied the content and focus of codes of ethics of the
world's largest transnational companies. The researchers argue that underlying the
growing importance of codes of ethics there are a least five important business

reasons:

1. A code of ethics is thought to enhance corporate reputation and brand
image. For example, according to a study redised by the Inditute of
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Business Ethics in 1998 (BSR 2001, quoted in Carasco and Singh 2003)
75% of British companies identify supporting the company’s reputation as
the motivation for developing a code of ethics. Thus, according to the
researchers, a code of ethics is essentidly about sending the right message
about good business practices, both internally and externdly.

2. A code of ethics is a good way to 9gnd to shareholders, activists and the
media that a company is committed to ethica behaviour, so that in times
of crigs, unethica behaviour is seen as an exception, not arule.

3. A code of ethics helps to creste a cohesive corporate culture and provides
a mechanism for a corporation to operationdise its vaues. In other words,
it gives a sense of community among employees.

4. A code of ethics hdpsto avoid fines, sanctions and litigation.

5. Sound busness practices will enhance development prospects in emerging
economies by edablishing universd standards that transcend differences in

laws and cultures.

Undoubtedly, dl these reasons are amord in nature and mogt of them cearly
imply that codes of ethics are regarded as a tool in seeking legitimacy in the eyes
of society. However, two of the reasons seem to be more congruent with the
traditiond view of busness than with inditutiond theory; namedy credting
coherent corporate culture and having sound business practices, which necessarily

require implementing the ethicad engagementsin practice.

Besdes the above reasons, other potentiad benefits of codes of ethics are dso
seen. Gengdly, these include a least increased customer loyaty, enhanced
company reputation, and drengthened employee commitment and productivity
(eg. McAliger and Ferdl 2002). In fact, it is incressingly recognised that
corporate socid responshility initiatives or corporate philanthropy have become

1 Business for Social Responsibility (BSR): Issue Brief “Ethics Codes/Values’, available at
http://www.bsr.org/CSRResources/ | ssueBriefsList.cfm?area=all.
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drategic issues—a tool among others helping an organisation to improve its
ovedl peformance. McAliger and Ferdl (2002) cdl this new modd of
philanthropy “drategic philanthropy” and congder it as an investment, which
leads to expectations for some type of return or vaue All this implies that the
reasons behind corporate responsbility are hardly mora in nature.

The research of Guillén e d. (2002) concerning the differences of European and
American approaches to business ethics can adso be considered congruent with the
ingitutional view. The researchers studied reasons for adopting codes of ethics,
and found out that the most popular one both in Europe and in the US seems to be
“soreading the company’s values or philosophy”. This reason is quite an
ambiguous one as it could basicaly be interpreted as supporting any of the three
theoretica propogtions. If a company wants to Soread its vaues manly to the
externd world, it is probably about ganing legitimacy. If vaues are spread
interndly in order to create a coherent corporate culture, it is most likely about
increesing the efficiency of operations. However, if the reason refers to making

employees act ethicdly, it could even be amord reason.

The researchers (ibid.) adso found differences in the reasons for using codes of
ethics between European and American companies. For example, reasons such as
“reputation and competitive advantage’ got a higher score among American
companies whereas European companies got a higher score for idedls such as “to
build trust within the firm” and “to present public commitment”. One could argue
tha the more American reasons reflect seeking legitimacy wheress of the
European reasons, only “presenting public commitment” can be reaed to
inditutional  theory. “Building trust within the firm” can be seen to support the
traditiond view of busness, as building trugt is probably mainly important for the
efficient functioning of the organisation. Furthermore, the main assumption of the
indtitutional view is that companies adopt codes of ethics in order to conform to



external pressures and to gan legitimacy in the eyes of the external society.
Building trust within the firm does not directly serve thisam.

Regarding the perceived impact of ethics satements that the research (ibid.)
uncovers, one would be inclined to interpret the results in favour of the traditiona
view of budness. The most oftermentioned impact was “building the corporate
culture’, an obvious amord issue that incresses the efficient functioning of an
organisation. The following impacts for both USA and Europe (other than Spain)
were “shgping policies and practices’ and “avoiding misconduct’. These two
impacts are rather ambiguous. they can ether refer to amord or mora reasons.
Policies and practices can be shaped in terms of ther efficiency, ther inditutiond
fit, or their mordity and resporshbility. In the same way, misconduct may be
avoided to protect the company’s image and reputation (i.e. legitimacy) or to
follow ethica principles. Concerning the next perceived impact (second most
important for Span), however, ambiguity is not an issue: “improving the
corporateimage’ clearly supports the view of inditutiona theory.

The research (ibid.) adso shows well the current popularity of codes of ethics. In
al business categories sudied, the mgority of companies had a least one written
ethics document. For some indudtries the proportion was dready very high: 86%
of companies in consumer packaged goods category had a written code of ethics.
Furthermore, the research supports the common assumption that business ethics is
dill far more inditutionalised in the US than in most European countries. For
example, 100% of the studied companies with HQ in the US had written ethics

datements whereas for companies with HQ in Spain the percentage was only
63%.

Further research that could be interpreted as showing differences in the

inditutionalisation of busness ethics is presented by Puttonen (2002). The
rescarch (executed by the Inditute of Fiscd and Monetary Policy) included a
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guestionnaire about stakeholders for corporate managers in five countries (Japan,
USA, UK, Germany and France). The responses for the question “for whom do
companies exit? cdealy show tha the responghilities of companies are seen
very differently in various parts of the world. The results can be seen in Table 2.

All stakeholders Shareholders
Japan 97.1% 2.9%
USA 24.4% 75.6%
UK 29.5% 70.5%
Germany 82.7% 17.3%
France 78.0% 22.0%

TABLE 2: FOR WHOM DO COMPANIES EXIST? (Puttonen 2002)

The interegting point in these results is the driking difference between the Anglo-
Saxon countries (USA and UK) and the others. How can it be that precisdy the
countries that are the incontestable pioneers in business ethics, both on the
practicd level and in the academic world, clearly support the “stockholder view”
and do not accept responshility for other stakeholders? These countries are ill
the ones adopting codes of ethics to the greatest degree. The answer to this
evident contradiction can be found from the inditutionad theory. Taking the
inditutional view, the resllts cearly show that busness ethics is fa more
inditutiondlised in the USA and in the UK than in Jagpan or in the continental
Europe. The inditutiondisation of busness ethics leads precisdly to a Studion
where codes of ethics are sometimes adopted ceremonidly, to show conformity to
ingdtitutiondlised rules and norms. In other words, the fact that a code of ethics
exigs does not mean that the company adopting it would have internalised the
idea of socia responghility, i.e. the “stakeholder view”, nor does it then mean that
the company would actudly have the intention to cary out the (facildy) assumed
ethical responghilities. Indead, where business ethics is strongly ingtitutionalised,
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companies adopt codes of ethics manly to gain legitimacy, i.e. to survive in the
competition, which ultimatdy means making profits for shareholders. All in dl,
the results presented by Puttonen (ibid.), together with the well-known popularity
of busness ethics in the USA and the UK, support wdl the inditutiond view of

the theoretica framework.

In addition to recent empirical research on the subject, some (more or less)
“traditiond” business ethics researchers seem to acknowledge business ethics
being an inditution. If not immediatdy apparent, a least this could be read
between the lines. For example, using the words of Vergtraeten (2000)

“business organizations are not merely private organizations, but
social institutions which are part of the larger society. They get their
legitimacy by way of contributing to the welfare and well-being of the
communities on which they have an influence” (Verstragten 2000:7)

The busness ethicig’s words are definitdly more congruent with the inditutiona
view than with the view of busness ethics literature, especidly when teking into
account his following argument: “ Ethical behaviour is more rational than
unethical behaviour, among other reasons because of the influence of positive and
negative sanctions’ (Verdragten 2002:5). This argument clearly refers to an
amoral motivation® behind ethical behaviour, and dso to the idea of legitimacy,
which isthe “positive sanction” of ethica behaviour.

In addition to Verdragten (ibid.), Munro (1997), has aso discussed the use of
codes of ethics, recognisng that codes of ethics are initidly, used as pat of a
public relations exercise, i.e. for the reason “we care because you do”. In the same
way, Johnson et d. (1996) point out that codes of ethics play essentidly a role in
presenting a paticular public image of the organisation to stakeholders. These

aguments naturdly imply that companies manly try to conform to externd

12 Negative sanctions (i.e. external constraints) are discussed in Section 2.1.5, p.31.
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pressures, which is a badc assumption of the inditutiond view. However,
Johnson et d. (ibid) aso argue that codes of ethics can be used to control
employee behaviour, which could be interpreted as a support for the traditiona
view of busness After dl, coordination and control ae ways to increase
efficiency and consequently maximise profits, which is the very basc idea of the

traditiona view.

The inditutiond view is clealy present in the idess of Lozano (2000), who
discusses the reations between companies and society and the role of ethica
respongbilities in that setting. In brief, the researcher argues that CSR is not a
upplementary activity that companies can choose to do or not to do, but that to
urvive, companies have no other dternative than to integrate ethicd
respongbilities to ther actions. This, according to the researcher, is because
indead of just producing “neutral” products and services, companies aso produce
meanings, i.e socid responghility. Consequently, society’s recognition  of
corporate contributions involves smultaneoudy acknowledging both the benefits
provided through products and services and the legitimacy and credibility
waranted by company activity. Even though a busness ethicig in principle,
Lozano's (ibid.) view is obvioudy very far from the business ethics view of the
theoreticd framework of this study and insead maiches wdl with the indtitutiona

view.

The inditutiond view dso seems to be supported by the opinions of company
managers presented in the Campaign Report on European CSR Excellence 2002-
20033, Managers quoted in the report acknowledge that in some cases consumer
pressure has helped to drive socid respongbility initiatives. In other cases,
consumer ignorance limits the demand for more sustainable products and services,
egpecidly if they cot more. In ether case, the implication is that the externd

13 http://mww.csrcampai gn.org/publications/default.aspx
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environment determines  whether the company adopts socid  responsbility
initiatives. The same idea is gpparent in the complaints of the managers about the
reluctance of investors and their “falure to acknowledge the benefits of socidly
respongble company”, which hinder socidly responsble action. In other words, a
manager may have a mord moativation behind an action but if the environment is
not al for it, he/she is assumed to make the decison in favour of stockholders, not
in favour of the mora duty or mord rule. Thus he/she is assumed to conform to
theinditutiona environment.

Sudies Supporting the Morality of Reasons

When it comes to the view of busness ethics literature of the theoretica
framework, there seems to be much less supporting research available tan is the
cae with the view of inditutiona theory and the traditiond view of busness.
However, even if most research would generdly stress ideas that are congruent
with the two “amord” views discussed above, it sometimes aso contains
arguments that could be interpreted as a support for the view of business ethics
literature,

An example of an ambiguous study discussed above is the study of Guillén & 4.
(2002). Even if ther aguments mogly support the inditutiond view, the
researchers aso found out things that maich with the view of busness ethics
rescarchers. For example, none of the respondents included in their study chose
the gatement “ethics has nothing to do with busness’, which indicates that the
idea of the amordity of busness does not seem to be accepted. However, the
datement being an extreme one, one could argue that probably even the most

enthusiagtic inditutiondists or busness ethics critics would not choose it, as they
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do generdly acknowledge that the basc ethicd principles (eg. being hones,
playing fair) do apply to business organisations.

Even 50, the researchers (ibid.) adso found out other, more convincing arguments
supporting the view of business ethicigts. For example, they noticed that forma
codes usudly do not stand in isolation but, rather, are associated with a greater
attention to ethical issues than is found in companies without codes. This naturaly
implies that codes of ethics would not be usudly used ceremonidly, i.e “just for
the show” as the view of inditutiona theory suggests. Instead, according to the
research and conggtently with the view of business ethics literature, codes of
ethics are possbly adopted with a genuine intention to implement them. One must
remember though that an intention to implement can dso be reaed to the
traditiond view of busness

Guillén ¢ d. (ibid.) further noticed that over a haf of the firms (58%) included in
the study communicate their ethics statements only to employees. Thus, codes of
ethics are most often not used as a public statement, which means that they cannot
be adopted mainly to conform to externd inditutiond pressures, as in ganing
legitimeacy. This finding is contrary to the inditutiona view and, thus, supports
the busness ethics view. However, it should be noted that the American
companies in the sudy tend to make their codes public more often (50% of the

companies).

Another research partly supporting the view of business ethics literature was done
by Joyner and Payne (2002). In fact, the researchers argue that both the
indtitutiondl view and the business ethics view would be vdid, depending on the
company and the dtuation, as businesses engaging in ethicd business practices do
it ether out of the desire to do the right thing (the “ethicd” motivation) or in order
to convince the dekeholder that the firm is doing the right thing (the
“mechiavdlian” mativation).
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3 RESEARCH METHODOLOGY

3.1 Research Approach and Research Method

As the generd purpose of this study is to gain a better understanding of the
phenomenon of adopting codes of ethics, the suitable research approach is quite
naturdly quditative research. Quadlitative research seems to be the right gpproach
adso because the phenomenon is complex and context-sendtive, and consequently
cannot be meaningfully operationdised in quantitative terms (Bonoma 1985). Due
to the qualitaive gpproach of this study, conclusons ae derived through
andyticd reasoning.

The research method of this sudy is multiple-case study. Yin (2003:13) defines a
case study as “ an empirical inquiry that investigates a contemporary phenomenon
within its real-life context, especially when the boundaries between phenomenon
and context are not clearly evident”. He aso argues that case studies are
epecidly auitable in dtuations which involve “how” or “why” questions and in
which the researcher has little control over events (ibid: 7). This sudy matches
wdl al the above characteristics™. More specificaly, Yin argues that case studies
are especidly used in Stuations “ where a previously developed theory is used as
a template with which to compare the empirical results of the case study” (ibid:
32-33). That is precisdy what thisthessamsto do.

Different researchers have categorised case studies in a different way. Using the
teems of Yin (1981, 2003), this study would be an explanatory case study,
whereas Merriam (1998, quoted in Aita and Mcllvain 1999) would cdl it a

14 Essentially, the research question of this study is about finding out why companies adopt codes
of ethics.
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heuristic case study and Stake (1994) a collective case study. In other words, this
sudy seeks to explain the phenomenon of adopting codes of ethics, to shed light
on why codes of ethics are adopted and what the reasons and ams behind them
imply in practice. The case companies are chosen because they are bdieved to
provide indght into the phenomenon at hand and, thus, the goa is not to go deep
into any particular case.

Using the words of Yin (1981:61),

“ an explanatory case study consists of a) an accurate rendition of the
facts of the case, b) some consideration of alternative explanations of
these facts, and c) a conclusion based on the single explanation that
appears most congruent with the facts’ .

In this study, the facts of the phenomenon of adopting codes of ethics (eg. its
increesing popularity) are disclosed in the introduction chapter and some are
scattered in the literature review. Subsequently, based on the two different
disciplines discussed, i.e. busness ethics and inditutiond theory, three dterndive
explanations for the phenomenon were outlined. Findly, based on the next
chapter, i.e. the empiricd pat of this sudy, one should be able to determine
which explanation is the most congruent with the real world Stuation.

3.2 Study Design

The case study design is ” the logical sequence that connects the empirical data to
a study’s initial research questions and, ultimately, to its conclusions” (Yin 2003:
20). The elements of the design are the following (ibid: 21):

1. Study questions
2. Study propogitions
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3. Unit of andyss
4. Linking detato the propositions
5. Criteriafor interpreting the findings

The study question in this research is What are the main reasons and aims tha
companies have for adopting codes of ethics? More specificdly, it will be
examined whether the reasons and ams, if dated, support the view of busness
ethics literature, the traditiond view of busness or/fand the view of inditutiond
theory. The idea behind wanting to examine reasons and ams behind codes of
ethics is that they are assumed to determine how committed companies are to their

codes, i.e. how determined and motivated they are to putting them in practice.

The study propostions are the three modds forming the theoreticd framework of
this research’®, i.e. the “business ethics literature view”, the “traditiond business
view” and the “inditutiond theory view” on the reasons and ams behind codes of
ethics. Ther tenability will beilluminated with the empiricd findings.

The unit of analyss the “cas?’, is the codes of ethics of the case companies.
However, the information found in the codes is, in come cases, complemented by
interviews with company representatives responsble for adopting or developing
the codes. It should be clarified that the ethicd performance of the companies or
the actua content of the codes is not anadlysed. With the research question in
mind, the only relevant aspect in the codes is the reasons and ams behind them.
The point is then to examine whether or not reasons and/or ams are mentioned in
the public reports and what they are like. Regarding the time boundaries of the
case, the codes of ethics used in this sudy are from years 2002 and 2003. This is
because of the objective to get a baanced view of the reasons and aims—both in

the sense of having not only environmenta but aso socid issues covered and in

15 See Section 2.5.
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the sense of having dl the companies presented as equdly as posshble. During
2002 and 2003, most companies just started to produce public statements about
ther socid and environmenta respongbilities. Moreover, before 2002, most
reports only covered environmental issues, and cannot thus be conddered as
“complete” codes of ethics.

After collecting and categorisng the empirical data, the findings will be linked to
the propositions of the study, i.e. to the theoretica framework. In other words, the
theoretical framework is used as a template with which to compare the empirica
results. In this replication logic is used. According to Yin (2003:33), the
empirica results can be consdered more potent if two or more cases support the
same theoreticad propodtion (replication), and even more dgnificant if they
moreover do not support a rival theory. The procedure used in the andyss is
further explained in Section 3.4.

3.3 Selection of Case Companies

The case companies in this sudy are the ten biggest companies in Finland,
measured by ther turnover in 2002. The companies, ther industry, turnover,
daffing, and degree of internationdisation are liged in Appendix 2. There are

severd reasons behind selecting these companies.

The country of origin of the companies was restricted to Finland mostly due to the
feaghility of the study. Redtricting the sudy to only one country naturdly limits
the posshilities to generdise the results. However, as the am of this Sudy is to
understand the phenomenon, not to make wide generdisations or to compare
countries, this limitation is not that severe. Furthermore, according to ingitutiond
theory, inditutions may vary even more between indudries than between

countries. This dso reduces the dgnificance of the above limitation and a the
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same time brings up the good posshility to learn from the sdected case
companies that represent severd different indudtries.

Despite some limitations, choosng Finland as the base country has severd
advantages as well. According to the World Economic Forum®®, Finland is the
number one country in ethicd behaviour of companies A CSR survey of the
Copenhagen Centre'’ (from 2003) dso placed Finland as the best country for
corporate responghility. Generdly spesking, the current trend of adoption of
codes of ethics is often conddered as an Anglo-Saxon and North European
phenomenon. If the US is regarded as the reference country in business ethics,
Finland could perhaps be described, dso in this respect, as “the most American
country in Europe’. Codes of ethics are indeed very popular in Finland: over 80%
of liged companies had daements on their environmentd and/or socid
responsibilities in 2003'. Also public debate about the subject is intense. All
things condgdered, one could assume tha Fnland is a fruitful country for

searching reasons and aims for the adoption of codes of ethics.

The decison to choose the ten bigget companies in Finland has severd
judtifications as well. Fird, as the am of this study is to shed light on the reasons
and ams behind codes of ethics, the basic requirement is that each case company
has a code of ethics. Codes of ethics, again, are found to be much more common
in big companies than in smdl ones (eg. Langlois and Schlegdmilch 1990:521).
This is a least because the bigger the company, the more it has public presence
and importance for society and the more it probably faces externd pressure for
adopting a code. Moreover, smdler companies can often be managed without
forma datements and even if a code would be needed or desired, they tend to

have fewer resources for adopting one. Second, in case sudies, the researcher

18 http:/Avww.weforum.org/pdf/Ger/GCR_2003_2004/Finland.pdf
7 http://www.mallenbaker.net
18 hitp://www.fortum.com. Referred 16.12.2003.

95



typicaly chooses cases that seem to offer most opportunity to learn (Stake 1994).
The bigges companies in Fnland ae dl drongly involved in internaiond
business, which supposedly increases the breadth of the codes and the range of
possible reasons and ams. This is due to the variety of cultures the companies
operate in and aso due to the fact that multinational companies tend to face levels
of corporate responshbility higher than purdy nationd companies (Zyglidopoulos
2002). Third, the ten biggest companies represent rather wdl different industries
in Finland, which dso increases the opportunity to learn from them. Fourth, the
number of cases had to be limited for the sske of the feashility of the study. Even
50, the author feds that these ten companies can give a rather good picture of the
reasons and ams for adopting codes of ethics. The case companies are presented
in Section 4.1. More detalled information about them can dso be found in
Appendix 2.

3.4 Data Collection and Analysis

Ca= dudies typicadly combine sources of evidence such as various written
documents, public or private archives, interviews, questionnaires, and direct
observation. The evidence may be quditaive (eg. words) or quantitative (eg.
numbers), or both. (e.g. Eisenhardt 1989, Yin 2003, Leonard-Barton 1990) Taken
into account the nature of this study, the most rdevant source is obvioudy written
documents, i.e. the actud codes of ethics As the teem “code of ethics’ is
understood broadly®®, it may, in practice, be a part of an annua report, a part of a
specid socid or environmental  responsibility report (either printed or on the
Internet), or some other report or vaue datement. These written documents
represent data thet is thoughtful, in that participants have given much atention to
developing them (Creswell 2003). One could, thus, assume to find a least some

19 See the definition of the term in Appendix 1 or in Section 2.1.4.
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indication of the reasons and ams in these documents. On the other hand, if the
ressons and ams behind the adoption of the codes are less than flattering for the
company, they may be purposefully Ieft out.

To compensate for the above flaw, the intention was to interview a representative
from each case company in order to complement any lacking information. All
companies were contacted via e-mall for interviews, ether in December 2003 or
in July 2004. Some companies were contacted both times. Findly, five companies
agreed, one refused, three did not reply, and one company was favourable to the
idea but finding the suitable time turned out to be impossble. Fortunately, the
interviewed companies represent well different industries, which, despite ther
limited number, alows good posshilities to learn from them. The respondents
were al socid responghbility managers or, in some other way, in charge of or
closly involved in adopting or developing the company’s code of ethics. Four
interviews were conducted in Finnish, one in English. They were recorded on tape
and then transcribed for trandation and analyss.

The type of interview used was individud, semi-structured interview. These kinds
of interviews are guided, focused, and openended communications events. The
guestions, probes, and prompts are written in the form of a flexible interview
guide. (Crabtree and Miller 1999) The interview guides of this study can be found
in Appendix 3 (English) and Appendix 4 (Finnish). Even if a sandardised ligt of
questions was used as the basis for each interview, the researcher dso sometimes
included quegtions particularly talored for the company in quedtion, in order to
specify or complement the company’s code of ethics. The questions were open
ended, which dlows the resesarcher to get both factud information and
respondents own opinions and propostions of their own insgghts (Yin 2003:90).

Theinterviews were focused, so that each event took maximum one hour.
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The rdiability of the interviews is not very high. Because the subject is reatively
sengdtive, the respondents are probably inclined to give “palitically correct”’, i.e
socidly acceptable answers that support the interests of their employer (eg.
Hirgarvi et d. 1997, Eskola and Suoranta 1998, both quoted in Roto 2003:108-
109). This generd tendency is even more accentuated as the interviews were dl
conducted in the case companies premises. Moreover, even the basic assumption
of inditutiona theory is that companies, i.e. the people working in them, are not
usually aware of the red reasons behind conforming to inditutional requirements.
All things conddered, one should probably expect to get a dightly embdlished
view of the reasons and aims for using codes of ethics. Neverthdess, even if the
vaue added of the interviews was not expected to be substantia, they were
conducted in the smal hope that something important might be reveded. After dl,
as the written documents are thoughtful in nature, they are even more politicaly
correct and caculated than the answers one gets from interviews. In addition,
even if the interviews had not given draight and unembelished answers to the
main quesions, they did hep to adduce many important points and, thus to
increase the generd understanding of the phenomenon

The andytic drategy of this dudy is to test riva explanations (Yin 2003:112).
This was a logicd choice of drategy as the theoretical framework leading to the
case dudy outlined three competing explanations for the reasons and ams of

using a code of ethics.

The andydss itsdf condsts of severd phasss. When andysng the written
documents and transcribed interviews, dl reasons and ams given for the adoption
of a code of ethics were firg identified, company-by-company. Based on the
idertified reasons, one could cluster sSmilar topics together and formulate
different categories of reasons. For replication purposes, the presence of the
categories in every code was mapped. However, the cases (i.e. the codes of ethics)
were not compared to the theoreticd framework separady (like in mogst multiple-

98



case dudies), because the purpose was not to portray any single company and its
code of ehics they sarve only as the evidentiary base for the sudy.
Consequently, the cross-case categories were then compared to the propositions
of the theoretical framework, evaduating whether they matched or whether the
framework should be modified. After the comparison, its implicaions were
discused. This discussion, following the generd ideas of qudlitative research, is
based on the interpretations of the researcher and focuses on judging the tenability
of the two propostions of the framework.

3.5 Reliability and Validity

The rdidbility of this sudy is rdaively good. Even if the empiricd daa usd
migt gve a dightly embdlished view of the companies ethicd reasoning, a
replication of this sudy is very likely to get the same kind of view and thus draw
the same kind of conclusons. Neverthdess, it should be noted that just like in dl
quditative research, the researcher’s opinions and worldview play a role,
especidly in interpreting the findings. Other dudies might thus make somewhat
different emphases depending on the issues the researcher finds important.
Nonethdess, the generd conclusons about the nature of the phenomenon ae
likely to be amilar.

A dngle case dudy is subject to limits in generdisability and potentid biases,
such as migudging the representativeness of a dngle event or exaggerating the
importance of a data because of its ready avalability. Multiple cases increese
externd vdidity and hep prevent observer biases. (Leonard-Barton 1990)
However, according to Leonard-Barton (ibid: 257), in case studies the danger is
not so much that one may surrender to ones own biases as that one may
unconscioudy accept those of the informant. The researcher may dart to see the
phenomenon through the lenses of the chosen interviewees, and he/she may take
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the story as told, without questioning interpretations. Thus, the researcher has to
recognise this risk and pay atention to being a criticd audience, aware of
everyone's vulnerability to subjective perceptions (Sears and Freedman 1974,
guoted in Leonard-Barton 1990:257).

The externd vdidity of a case sudy, i.e. the posshility to generdise the findings
beyond the immediate case, is usudly conddered a problem. It is seen to suffer
amply because of the inability of any single research method sSmultaneoudy to
minimise thrests to both reiability and vdidity (Campbel and Stanley 1963,
quoted in Bonoma 1985:200). A practicad “feashility condraint” forces the
researcher to trade some of the coin of causation (rdiability of results) for the
moderate generdisability of findings he or she obtains because of the very choice
of research problem and method. However, one should note that case studies are
not even supposed to lead to traditiond “datistica generdisation” but to “andytic
gengrdisation” (Yin 2003:32). In other words, the findings are not generdised to
a population of other cases, but to a broader theory, using replication logic. In this
sense, the externd validity of this study is good.

In the following empirical pat of this sudy, Chapter 4 introduces the case
companies and presents the findings from the case companies codes of ethics and
the interviews conducted. In Chapter 5, these findings are andysed in relation to

the theoretical framework, and the resulting implications are discussed.
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4 EMPIRICAL FINDINGS

4.1 The Companies

The case companies of this thess congst of the ten biggest companies in Finland:
Nokia, Stora Enso, Fortum, UPM-Kymmene, Metsdiitto, Nordea Bank Finland,
Kesko, Outokumpu, Kone, and Metso. The companies represent rather well
different indudtries. forest (three), metal (three), eectronics (one), energy (one),
financid services (one) and retal (one). The companies are presented in more
detall below. The information presented here is obtaned from the companies
Internet gtes (July 2004) and annud reports. The companies and ther man
figures are dso listed in Appendix 2.

Nokia is the world leader in mobile communications producing such products as.
mobile phones, solutions for imaging, games, media mobile network operators,
and businesses. In 2003, Nokia's net sdes totaled EUR 29.5 billion. The
company has 16 manufacturing facilities in 9 countries and R&D centres in 11
countries. At the end of 2003, Nokia employed approximately 51,000 people.
Nokia is a broadly held company with lisings on the Helsnki, Stockholm, Paris,

Frankfurt, and New Y ork stock exchanges.

Today, Nokia comprises four busness groups Mobile Phones, Multimedia,
Networks, and Enterprise Solutions.
Mobile Phones develops mobile phones for al mgor sandards and
customer segments in over 130 countries.
Multimedia brings mobile multimedia to consumers in the form of
advanced mobile devices and applications. Its products have features and
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functiondity such as imaging, games, music, media, and a range of other
content.

Networks is a leading provider of network infrastructure, service ddivery
platforms, and related services to mobile operators and service providers.
Through the Enterprise Solutions business group, Nokia seeks to leverage
its knowledge of the two crucd eements in mobilisng enterprises high
leves of security and rdiability, and the ability to produce date-of-the-art,
pocketable, powerful and user-friendly devices

Stora Enso is an integrated paper, packaging and forest products company
producing publication and fine papers, packaging boards and wood products,
areas in which the Group is a globd market leader. Stora Enso's sdes totdled
EUR 12.2 hillion in 2003. The Group has some 44,000 employees in more than 40
countries in five continents. Stora Enso’s shares are liged in Helsinki, Stockholm,
and New York. Stora Enso's customers are large and smal publishers, printing
houses and merchants, as wdl as the packaging, joinery and congruction
industries worldwide. It serves these customers through its own globd sdes and
marketing network. The main markets are Europe, North America, and Asa,

where the Group has dso production facilities.

Nordea Bank Finland Plc is pat of the Nordea Group, the leading financid
savices group in the Nordic and Bdtic Sea region. It engages in banking in
Hnland, deveoping and marketing financing products and services to persond
customers, companies, corporations, and the public sector. The bank has a leading
position on the Finnish money and capitd markets, and it has gpproximately 3.3
million cusomers Nordeds net bank is the best-known e-banking service in
Finland with some 1.2 million users. Nordea Bank Finland and its subgidiaries
have about 9,000 employees. A dgnificant part of Nordea Bank Finland's retall
banking operaions is a large branch network. Persona and corporate customers
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are served locdly at roughly 400 places of business. The Nordea share is listed in
Helsnki, Stockholm, and Copenhagen.

Though it is specificaly Nordea Bank Finland that is included as a case company,
it should be noted that the code of ethics examined is group-wide, and thus
encompasses not only Nordea Finland, but dso Nordea Banks in other Nordic

countries and in Poland.

Fortum is a leading energy company in the Nordic countries and the other parts
of the Bdtic Rim. Fortum’'s activities cover the generation, digribution, and sde
of dectricity and hest, the production, refining, and marketing of oil, the operation
and maintenance of power plants as wel as energy-rdated services. The man
products are electricity, heat and steam, traffic fuds, and heating oils. For power
generation, the company uses hydro, wind, and nuclear power, cod, natura gas,
peat, biomass, and oil as our energy sources. In 2003, Fortum's net sdes totaled
EUR 114 bhillion and operating profit sood & EUR 1.4 hillion. The average
number of employees was 13,300. Fortum's shares are quoted on the Hesnki
Exchanges.

UPM -Kymmene is one of the world's leading forest products companies. The
company's businesses focus on magazine papers, newsprint, fine and specidty
papers, converting materials, and wood products. The company has production in
16 countries and an extensve sdes network comprisng over 170 sdes and
digribution companies. UPM's turnover in 2003 was close to EUR 10 hillion and
the group employs approximately 35,000 people. UPM shares are quoted on the
Helsinki and New Y ork stock exchanges.

UPM has a long tradition in the Finnish forest products industry. The group's firgt

mechanical pulp mill, paper mills and sawmills dated operations a the
beginning of the 1870s. Pulp production began in the 1880s and paper converting
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in the 1920s with plywood production sarting the following decade. The present
group was edablished in autumn 1995 when the Kymmene Corporation and
Repola Ltd and its subsidiary United Paper Mills Ltd decided to merge. The new
company darted its operations May 1, 1996. It comprises approximately 100
production facilities that were originaly functioning as independent companies.

Metsdliitto Group is one of the biggest forest companies in Europe. Metsdiitto
cooperative, conssting of over 130,000 private forest proprietors, is the Group's
parent company that accounts for the procurement of wood for the Group's
production plants. Mesdiitto's main fidds are chemica (M-red, Botnia) and
mechanicd (Finnforest) forest industry.

Kesko is Finland's biggest trading sector group. Kesko's focus areas are the
cregtion of new trading systems and store types, purchasing and logistics services,
marketing, and the development of its retail store network.

The domains of Kesko are the following:
Kesko Food Ltd: groceries trade (53% of net salesin 2003)
Rautakesko Ltd: building and interior decoration supplies trade (14% of
net salesin 2003)
Kesko Agro Ltd: agriculturd and machinery trade (11% of net sdes in
2003)
Keswell Ltd: home and specidity goods trade (10% of net sdlesin 2003)

Kaukomarkkinat Oy: international technical trade, branded products trade
(4% of net salesin 2003)

VV-Auto Oy: car and spare parts trade (8% of net salesin 2003)

104



Kesko's man maket aea is Finland, but the Group has dso expanded its
operations to neighbouring countries. Sweden, the Baltic countries, and Russa In

addition, Kaukomarkkinat operatesin over 20 countries.

Outokumpu is a metals and technology group. Outokumpu's core businesses are
danless sted, copper products, and technology, in which it ams to be the world
leader. Outokumpu's products, technology, and services are marketed worldwide
to cusomers in a wide range of industries—from catering and households to
building and congruction, transportation and indudrid machinery and equipment,
as well as to dectronics and communication. Outokumpu employs some 19,000
people in more than 40 countries. The Group's net sdes amount to some EUR 6
billion, 90% of which is generated outsde Finland. Outokumpu Oyj has been
listed on the Helsinki Exchanges since 1988.

Metso Corporation is a globd supplier of process industry mechinery and
sysems, as wel as know-how and aftermarket services. The Corporation's core
busnesses are fibre and paper technology (Metso Peper), rock and minerd
processng (Metso Minegrds) and automation and control technology (Metso
Automation). Metso's net sdes in 2003 totaled EUR 4,250 million and it
employed 26,240 people. 46% of net sales came from Europe, 23% from North
America, 19% from Ada-Pecific, 6% from South America, and 6% from the rest

of the world.

KONE is a globd service and engineering company that specidises in moving
people and goods. It comprises two divisons. KONE Elevators & Escaators and
Kone Cargotec. KONE Elevators & Escdators sdls, manufactures, ingalls,
maintains, and modernises devators and escalators, and services automatic
building doors. Kone Cargotec supplies products and services to ease moving and
loading goods. KONE operates some 800 sarvice centres in more than 40
countries. The company’s B shares are listed on the Helsinki Exchanges.
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4.2 Presentation of the Findings

As a generad note, one can say that codes of ethics seem to be a very recent
phenomenon in Finland. It is true that many companies have discussed ther
environmental responghbilities for several years dready, but developing more
complete codes of ethics that adso involve ethics dsatements or discuss socid

regpongbilities of companiesisanew thing.

Among the companies sudied, the firs “complete’, large-scae code of ethics was
published by Fortum in 1999, followed by Kesko in 2000. After the pioneers
came the forest sector with UPM-Kymmere and Stora Enso in 2002. Also Metso
published its firg Sustainability report in 2002. These five companies are those
tha have an extendve public daement concerning ther ethicd, socid and
environmenta respongbilities, both in a printed verson and on the Internet. Ther
responsibility reports are clearly separate from their annua reports, though they
ads have short sections discussng the issues there. Also Nokia has sgnificantly
increased its discusson of ethicd and socid matters on the Internet in the past
couple of years (Mdin and Holtari 2001). However, the company published its
first red corporate responshility report on the Internet for the year 2003. Before
that, the issues were discussed, but a digtinct report was only made on
environmental issues. Four companies out of ten, namely Nordea, Outokumpu,
Kone, and Metsdiitto, gill do not publish a separate document discussing ethical
and socia responshbilities. Nordea has a short section devoted to the issues in its
annud review, ad a somewha more extensve discusson on the Internet.
Outokumpu has an environmentad report on the Internet snce 2000, which
contains a short section discussng ethicd and socid  respongbilities. The
company is planning to publish its firda complete corporate responsbility report as
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soon as the company’s CSR development process dlows it?°. Metsiliitto is quite a
specid case. Each Mesdiitto Group company (Finnforest, M-red and Botnia)
reports separately on its environmenta and/or socid responsibility issues, but the
group only discusses its regponghilities shortly on the Internet and in its annud
report. Kone, has clearly formdised its CSR activities the least of dl. The
company only has very short sections about its personnd and the environment in

itsannua report and on its Internet Ste.

All in dl, one can only date that there are sgnificant differences in the scae, as
well as in the scope and emphases of the codes studied. However, dl the case
companies do have some kind of a code of ethics and a clear trend seems to be
moving to large scae, in-depth statements about ethica issues. For the purpose of
this study, dl the above-mentioned documents, both printed and Internet versions,
were examined. Some companies aso had smal ledflets related to the issues,
which were naturdly taken into account. It should be noted, though, that with
regard to Metsdiitto, only the group-wide code of ethics was studied. The same
goplies to Nordea: Nordea Bank Finland employs the group-wide Nordea code of
ethics.

A generd impression regarding the reasons given for the use of a code of ethics is
that the amount and variety of reasons varies quite dgnificantly. Whereas
companies like Kesko, Nokia, and Stora Enso make it very clear why they use a
code of ethics, other companies, particularly Metsdliitto, Kone, and Nordea are
much less explicit about ther reasons. However, in generd the reasons are
relatively clearly indicated. The companies that do not redly put them forward are
the same companies that do not have a separate publication for ethica issues and,
thus, they do not redly need to judtify their satements as much.

20 According to Anne-Mari Y likulppi, Outokumpu Corporate Communications (e-mail discussion,
30 July 2004).
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In the following section the man empiricad findings will be presented. As
discussed earlier, the am of this study is not to go deep into any particular case.
Rather, the case companies are only used to illuminate the research question. The
empirica findings will, therefore, be presented by themes and the case companies
will not be handled separately.

4.2.1 Reasons

When andysing the written codes of ethics of the case companies, seven different
categories of reasons could be identified. This section, the presentation of the
found reasons, is structured around these categories. The categories are dso listed
in Table 3.

REASONS FOR ADOPTING A CODE OF ETHICS CODE
Contributing to the wdl-being of society WBS
Economic performance / operationd efficiency EOE
Image / reputation / brand management IRB
Conforming to externd expectations/ gaining legitimacy EXP
Business opportunity BOP
Acting asamodd / promoting CR in generd MOD
Creating a coherent corporate culture CUL

TABLE 3: REASONS FOR ADOPTING A CODE OF ETHICS

To get an idea of the rdative importance of these found categories, their
occurrence in the codes of the case companies was mapped. The results can be
seen in Table 4. One should note that only the written codes of ethics were taken
into account, not the interviews. Including the interviews would have resulted in

an unbaanced view as not al the case companies were interviewed.
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WBS| EOE | IRB | EXP | BOP [MOD | CUL
Nokia X X X X X X
Stora Enso X X X X X
Fortum X X X X
UPM -Kymmene X X X X
Metsaliitto X X
Nordea Bank Finland X X X X X
Kesko X X X X X
Outokumpu X X X X
Kone X X
M etso X X X X X X X
TOTAL | 0| 8 | 7 | 7 | 5 | 4 | 3

TABLE 4: THE OCCURRENCE OF THE CATEGORIES

Contributing to the Well-Being of Society

As contributing to the wdl-being of society is the basic idea of corporate
repongbility (CR), it is quite naurdly mentioned, directly or indirectly, in al
case companies codes of ethics. However, though this seems to be a popular
reeson, it is usudly mentioned in a dde sentence, which clealy gives the
impression that “producing good for society” is most often a secondary eason for
companies commitment to ethicd behaviour, not the driving force behind it.
Nokia's ex-responsble for ethicd issues in the supply chain, Hanna Kaskinen,
puts this in the following way: “ One reason is that we need to be good because
we want to be good, but | would say that the big thing why we are doing this
[supply chain ethics is because it is a business risk” L. In other words, companies
seem to adopt codes of ethics for other reasons and treat the well-being of society
asatruly vauable thing, but yet as a by-product.

21 The quotation isfrom the new documentary film about Nokia's ethical behaviour, “ Saadyllinen
tehdas’ (Thomas Balmés, France & Finland 2004).
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However, there are some smal exceptions to the above genera rule. For example,
UPM-Kymmene dearly gives the impresson that the well-being of society is one
of the mogt important reasons behind its activities: ” The well-being of people and
the community are the real goal of sustainable economic growth” (UPM-
Kymmene Corporate Responsbility Report 2003:9). Also Stora Enso clams to
put its busness interests asde sometimes and act from a mord principle “We
don’t buy timber from rain forests, for example, even though it would often be a
lot cheaper for us, we just don't” (Stora Enso Performance & Responshility
2002:34). Stora Enso adso explains its responsble activities by saying (among
other things) tha “sustainability is the right thing to do” (Stora Enso
Sugainahility; The key to long-term profitability: 3).

Economic Performance / Operational Efficiency

A frequently sated reason for responsble behaviour is that it often increases
operationa efficiency. Altogether eight companies mention this reason. Especidly
caing for the environment is seen as a means to increase efficiency, as eg.
environmentaly friendly production processes “make more out of less’, which
adso means reduced cods related to raw materias and energy consumption.
Outokumpu puts this in the following way: “Improvements in process control
systems are an important activity for Outokumpu for economic reasons if for
nothing else. However, these systems also help to reduce the environmental
disturbance fromindustrial activity” (www.outokumpu.fi, 1.12.2003).

Also Kesko emphasises tha the main reason behind its commitment to ethica
behaviour is that it improves the economy and the efficiency of the compary’s
operations (Kesko Corporate Responsibility Reports 2002 and 2003). Moreover,

Jouko Kuisma from Kesko (interview 18.12.2003) sees a clear link not only
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between environmental and economic performance but adso between socid and
economic performance. This is eg. due to the noted fact that the well-bang of

employees reduces sickness, accidents, and mistakes at work, and improves
qudlity.

It should be noted that economic performance here is consdered as a short-term
benefit, as a direct link between responsble behaviour and efficiency. Economic
performance is, however, dso very often stated as the main long-term am behind
acode of ethics. Thisaim isdiscussad in Section 4.2.2.

Image / Reputation / Brand Management

The third most popular resson for making a commitment to ethicd behaviour is
that it enhances or protects the company’s image or reputation and is a tool in
brand management. These issues, through customers, employees, investors and
community’s trust, are in turn acknowledged as fundamenta to the ability to do

business.

Having a reputation of a “good corporate citizen” is often seen as a compstitive
advantage when contending for customers. Furthermore, the importance of this
kind of reputation in the eyes of cusomers is only consgdered to grow in the
future. This trend seems to be particularly well anticipated by Kesko:

“Company ethics and social responsbility are emphasised as
competitive assets. Future consumers will increasingly choose
products and services of those companies that recognise their
corporate responsibility. [...] Safety, reliability and ethics will
gradually rival price as a factor in communications and marketing.”
(Kesko's Y ear 2002:13, Corporate responsibility report 2002:9)
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In addition to customers, a good reputation in terms of responghility is consdered
vitdly important when competing for new employees and motivaing exising
ones. Employees, in turn, are commonly conceived as companies most important

asset. Nokia describes the importance of employees in the following way:

“Innovative, skilled and motivated employees are our most important
asset. Responding to their expectations on corporate values,
openness, career development, performance management, diversity
and work-life balance is important for attracting, retaining and
motivating employees.” (www.nokia.com, 1.12.2003)

It is widdy recognised that recruiting and maintaning good employees is
becoming more and more difficult. Not only do employees tend to be less
committed to one company but aso the retirement of the baby boomers will make
employees an increasingly scarce resource in the future. This Stuaion seems to be
well acknowledged by the case companies the mgority of them mention
atracting and motivating employees as one of the main reasons behind their code
of ethics.

Kesko describes the linkage between image and competition for employees in the
following way:

“The values and appreciation of the company and its brands
contribute to the attraction of the job. Kesko's corporate
responsibility actions interest the new generation now entering
working life and thereby facilitate recruitment. [...] Our good track
record in the area of corporate responsibility will secure our position
in times when labour is scarce.” (Corporate responsbility report
2002:3)

Even if enhancing company reputation seems to be one of the important reasons
for usng a code of ethics, reputation is even more commonly related to the risk of
losng it. Many companies tak about “reputation risks’ or “image risks’ that
codes of ethics hep to manage. This view is naturdly based on the assumption
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that codes of ethics lead to proper behaviour, but aso on the posshility that if
judged “responsible’, companies tend to be treated more favourabdly in times of
criss (Carasco and Singh 2003)%2. Reputation risks are discussed in many written
codes and dso brought up in dl the interviews. The interviewees mentioned some
famous waning examples, namey recent busness scandds, where the
companies reputation was lost in the blink of an eye. Like Sonja Lohse from
Nordea (interview 17.8.2004) puts it, “a reputation that has been built during
decades can be lost in one afternoon” (trandated by the author).

Nokia describes the need to protect its brand in the following way:

“The Nokia brand is one of the most valuable in the world, so a good
reputation is vital in order to maintain our standing among
employees, investors, network operators and consumers, [ ...] protect
the Nokia brand and build a reputation for citizenship. The most
obvious link to Nokia's strategy can be found in the strategic intent,
where "trusted brand" clearly demands a good reputation.”
(www.nokia.com, 1.12.2003)

Stora Enso is dso one of the clearest examples of a company for which avoiding
image risks seems to be the prevdent reason behind the company’s ethicd
engagements.

“During 2002, the sales and marketing organisation created a task
force to develop the Stora Enso Business Conduct Guidelines.
According to these guidelines, the main principle is to ensure that the
Group’'s reputation and credibility is never endangered because of
unethical business practices. [...] Ultimately sustainability is about
building trust —a commodity that no multinational company can take
for granted, particularly in times when the legitimacy of globalization
is questioned. [...] Sustainability is one of the cornerstones of the
Stora Enso brand.” (Stora Enso Performance & Responshbility 2002)

22 Spe Section 2.5.2.
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Conforming to External Expectations/ Gaining Legitimacy

Today, around the world, a wide range of stakeholders is showing greater interest
in the ethicd performance of companies. This trend is clearly brought out in the
codes of ethics of the case companies. The companies seem to recognise that the
pressures for trangparency and ethica engagements are increesing al the time and

that conforming to these pressuresisvita for their surviva.

Stora Enso reasons its sugtainahility activities in the following way:

“ Looking after the environmental aspects of sustainability has been a
vital part of Sora Enso’s customers' requirements for a long time.
Many of the Group’s customers are nowadays increasingly interested
in the social performance of their suppliers’ (Stora Enso
Sugtainahility 2003:9).

Also Mesddiitto has created its environmental objectives, among other things, “to
recognise and take account of customers and members environmental
requirements in all its operations’ (Commitment to corporate responshbility,
www.metsdiitto.com, 2.9.2004).

Nokia's attitude to ethical issues has dso been affected by externd demands. Vi
Sundbéck, Nokia's executive level responsble for ethical behaviour, says in the
interview of Tdousdama (Mdin and Holtari 2001) that Nokia became active in
CSR (at least partly) because of public expectations. Still in 2001 Nokia did not
have a forma modd for CSR, nor did it have a full-time CSR director.
Consequently, the company was criticised for beng passve in examining ethicd
questions. Because of this, an advisement group was formed and a postion of a
ful-time CSR director was edablished. (Mdin 2003) The role of externd
expectations aso comes up in the new documentary film about Nokia's activity in

114



ethicd issues®™. According to Nokids ex-reponsble for ethicd issues in the
supply chain, Hanna Kaskinen, people, especidly important investors, have
darted to ask a lot of questions about Nokid's ethica behaviour and because of
that, Nokia has had to stat working on formaisng ethicd issues and credting a
sysem of ethica assessment for the supply chain. In sum, even though Nokias
practices would have dways been relatively proper, it clearly seems that externd
expectations had a mgor role to play in Nokia's decison to take a more active
role in ethics and to adopt a complete code of ethics.

Not only are NGOs, media, employees, and customers more voca about their
expectations, aso investors are conducting more research into the ethica
performance of companies. As Stora Enso dates, “an increasing number of
investors are paying attention to companies sustainability performance. Such
investors can make use of various indexes designed with their specific needs in
mind” (Stora Enso Sudtainability 2003:11). In some cases it even seems tha
codes of ethics are, to a large extent, created to target this group of investors.
Interestingly, related to this, many of the case companies paticipae in the Dow
Jones Sudanability Index (DJSl), which is probably the most employed
sugtainability index. Stora Enso, Metso, and Nokia have even been ranked number
onein ther indudries thisyear (DJS World).

In fact, notwithstanding the impresson one might get from the public discusson
about corporate responshility (CR), when it comes to externa expectations,
consumers seem not to be the mogt critical group for companies. It is explicitly
agued (eg. KuismalKesko, interview 18.12.2003; StonehanV/Nokia, interview
26.8.2004) that consumer expectations are dill not very high. Also Kettunen from
M-red argues that “there are hardly any planks left unsold because the wood is
from an uncertified forest” (Yrjola 2003, trandated by the author). The campaign

23 «sgadyllinen tehdas” by Thomas Balmés, France & Finland 2004.
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report on Europesn CSR Excelence 2002-2003°* even dtates that consumer
ignorance is a problem for sudtainability because consumers do not vaue
sustainable products and services, especidly if they cost more. However, even if
consumers themsedves would not be aware of ther interests in tems of
sugtainability, these may be pronounced through other channels, eg. by consumer
associations and NGOs representing consumer interests.

Another issue rdlated to externd pressure is that it seems to be especidly
important for big companies, jus as it was assumed when sdecting case
companies. Like Stora Enso states, “ the leading companies in any sector are more
closely scrutinized by all kinds of stakeholders than the rest of the industry”
(Stora Enso Sugtainability; The key to long-term profitability: 3).

From dl the arguments emphassng conformity to externd pressures, it is clear
that the case companies see conformity as vitd for the ability to do busness—it is
about producing what and how customers and investors want, which is, after dl,
the man idea of busness. Moreover, some companies even mention the word
“license to do busness’, i.e legitimacy. Like Stora Enso puts it, “ sustainability
supports the license to operate” and “ enhances access to capital” (Stora Enso
Sudanability; The key to long-term profitability: 3). Also Nokia argues that “the
‘license to do business' begins with legal compliance and good practice, to which
environmental work and employee programs contribute” (www.nokia.com,
1.12.2003). Outokumpu, for its part, emphasises that the company “can only
operate with a mandate from society, in harmony with its norms and values’
(www.outokumpu.com, 1.12.2003). It must be noted here, however, that even if
some companies indeed seek acceptance for themsalves by using a code of ethics,
there are dso companies tha bring up the need to legitimise the whole industry
with good practices.

24 http://www.csrcampai gn.org/publications/default.aspx

116



An interegting notice is made by Lohse from Nordea (interview 17.8.2004), who
argues that externa pressures focus essentidly on making codes of ethics public,
not so much on the actud content and commitment, which have dways exised, a
leest in Nordea. Making public declarations is, however, regarded as ill-fitting to
the Nordic busness culture where, unlike in many other cultures things are,
goparently, fird and foremost done, and communicated only after, if a dl. Jari
Lemetyinen from UPM-Kymmene (interview 19.12.2003) even says tha making
public datemerts about how wel the company behaves may sometimes be
regarded as boasting—a paticulaly negdive thing in the Finnish culture
Neverthdess, since the case companies are dl very internationd, they have had to
conform to internationad practices. At least Lohse from Nordea (interview
17.8.2004) sees the situation that way: “ If we want to be regarded as an European
bank, we have to act like one. So to avoid any wondering, it is easier just to
conform to the existing [European] model of doing these things’ (trandated by
the author).

Though many companies have adopted their codes of ethics in order to respond to
externd pressures, some of them deny this reactive approach and rather emphasise
that, thanks to their proactive approach, externa pressures have come after ther
commitment. The undeniable pioneer of CR in Finland, Kesko, even argues that
reponding to external pressures or demands is actudly an indication of the
company being too late in developing its code of ethics (Kuisma, interview
18.12.2003). Indeed, whereas Kesko thinks it has been able to work with these
issues tranquilly at its own pace, Nordea (Lohse, interview 17.8.2004), one of the
last case companies to adopt a code of ethics, sees externd pressures as an

interference to its corporate responsbility development process.
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Business Opportunity

Some researchers (e.g. Googins 2001) have discussed the trend of using codes of
ethics more and more drategicdly. Some companies indeed seem to make
sudanability a cornersone of ther brand image and consder the pressure for
ethicd behaviour as a concrete business opportunity. Not only does the genera
perception of a company’s responsbility attract its stakeholders, making codes of
ethics an advantage in competition, but the pressure for responghility aso
increases the demand for certain kinds of products. Taking advantage of this
possihility of product differentiation is, for some companies, an important reason
behind their code of ethics.

Outokumpu is one of the companies that clearly seems to recognise the business

opportunities hidden in the demand for respongbility:

“ Eco-efficiency creates new business opportunities. Consideration of
environmental matters and environmentally safe products bring
appreciable added value and success—both for us and our customers.
When metal products are largely the same in other aspects,
customers more and more often turn to the most environmentally
friendly producer. [..] Demand for energy-efficient and
environmentally friendly technology is expected to grow rapidly in
the future.* (www.outokumpu.com, 1.12.2003)

Another company emphasisng responshility as a busness opportunity is Fortum,
who eg. defines one of its four targets for the Climate Initiative as “ continuous
increase in the number of climate benign products and services (as appreciated by
customers and markets)” (Fortum’'s Climate Initigtive 2000, www.fortum.com,
29.2004) Also Stora Enso specifies that its “objective is to gain competitive
advantage by offering products that also meet customers requirements on
sustainability” (Stora Enso Sudtainability 2003:9). Findly, the whole idea of
codes of ethics being an important busness opportunity is wel crystdlised by
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Nokia “Our strategy is to trandlate stakeholder expectations into business

value.” (www.nokia.com, 1.12.2003)

Acting as a Model / Promoting CR in General

As the case companies are modtly industry leaders in Finland, some even in the
world, it seems quite natura that they assume some responshility as modd
companies that should promote corporate responshbility in generd. Nordea dates
this in the following way: “ As the largest financial services group in the Nordic
countries, Nordea has to be a good example’” (www.nordeafi, 2.9.2004,
trandated by the author). The same kind of willingness can be seen in Métso's
Satement:

“As a leading player we know our responsibility to promote
sustainable development. [...] Metso wants to be an industry shaper
in its chosen businesses. We want to promote the industry’s
environmental performance by developing eco-efficient solutions”
(Metso Sustainability Report 2002:10)

Beng a modd company, a pioneer in the area, seems to be especialy important
for Kesko, who has quite clearly developed its CR activities to the largest extent.
Kuisma (interview 18.12.2003) says this is because “if one wants things to be
done in a certain way, one has to run the show” (trandated by the author). Indeed,
the company is vey activdy involved in devdoping CR issues in seved
international organisations and ams to create models for corporate behaviour in
this area—modds that will serve eg. Kesko's competitors. Thus, even if on the
other hand codes of ethics are consdered as a competitive issue, on the other hand
companies are in the same boat with these things. As Jari Lemetyinen from UPM-
Kymmene (interview 19.12.2003) says, “how individual companies act has a

major impact on how the system as a whole functions” (trandated by the author).
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Lohse (interview 17.8.2004) is very much in step with the above statement. She
argues that whereass 10-15 years ago people would not have questioned
companies, or a least banks, mordity, today there exids a certan lack of
confidence or even distrust towards companies. This Stuaion is a least partly
caused by some individua company scandds, which have cast a shadow over the
entire busness world. It may even be that codes of ethics have become
increasingly important as a tool in the attempt to prove wrong the basc suspicion
of companies immordity.

Creating a Coherent Corporate Culture

For some companies, adopting a code of ethics seems to be a bal in cregting a
coherent corporate culture, because it defines common practices and operating
principles. For this purpose, however, the vaues need not necessarily have ethicdl

content.

One could assume that the more internationd the company, the more this function
of codes of ethics is important—and chdlenging. This view is supported at least
by Lemeyinen from UPM-Kymmene (interview 19.12.2003), who defines

corporate culture as one of the main reasons behind the company’ s code of ethics:

“We operate in many countries and regions and cultures, so we
thought that it would be good to have some basic principles that are
made and accepted together, so that in different parts of the world it
would be easier to know what our premises are” (trandated by the
author).

Moreover, building coherent corporate culture is most probably important in
companies that have recently gone through a merger, such as Nordea and Fortum.

Indeed, Nordea does emphasise this reason for using a code of ethics: ” A common
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set of values and behavioural guidelines is a core element in building a common
corporate culture, the very glue that makes one bank of previously separate
entities” (Nordea Annua Review 2003). Lohse (interview 17.8.2004) confirms
this and says that the main function of Nordea's code of ethics is that it supports
the idea of “One Nordea’. Hannu Hérkénen from Fortum (interview 18.12.2003)
aso identifies the main reasons behind Fortum's code of ethics as reated to their

brand and to managing the company’ sinternd culture.

4.2.2 Ultimate Aim

The ultimae am for the use of a code of ehics is dealy dated by some
companies and in other cases can be read between the lines. Even if companies do
seem to have society’s interest in mind as well, the prevdent am is to enhance the
bottom line. Nokia is one of the companies that bring this out in a sraightforward
way: “Doing business in a responsible way makes business sense to Nokia. It
helps us create a sustainable product life cycle, sustainable employment,
sustainable corporate reputation, ultimately sustainable economic growth”
(Wwww.nokiafi, 1.12.2003). The economic growth here naturaly implies long-
term growth, as many activities with an ethicad label tend to create codts in the
short term.

Nordea adso emphasises that enhancing shareholder vdue is findly the ultimate
purpose of their commitment to ethica behaviour:

“The CR strategy, focus areas, policies and procedures, have all
been developed as reflections of the Group’s business strategy and
actively designed to support our business objectives. [...] Managing
business ethics, environmental and societal risks, as well as
maintaining a common community social impact are important
elements of protecting and enhancing shareholder value [..].”
(Nordea Annua Review 2003:55)
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Legitimecy dso comes up as the utimae am behind ehicd codes
“Sustainability supports the license to operate...and attracts access to capital.”
(Stora Enso: Sugtainability; The key to long-term profitability: 3)

A further issue that dearly arises is the importance of competition. Being the best
in the area of corporate responsbility, and recognised as the best company, seems
to be one of the man ams for cetan companies. Nokia dates this in the
folowing way: “ Our aim is to be among the best in corporate responsibility as
defined by performance and benchmarking in individual programs, employee
satisfaction and external reputation.” (www.nokiacom, 1.12.2003) Stora Enso
hes vary dmilar ams “ The Group’'s overall strategy is to aim for operational
excellence and superior performance and image in the field of sustainability. [...]
Sora Enso aims to excel in sustainability, and to be recognized for its
achievements.” (Stora Enso: Sudtainability 2003: 10, 30) The latter statement
clearly gives the impresson that the company uses its code of ethics manly to

achieve a certain reputation.

4.2.3 Additional Remarks from the Interviews

In the interviews it was possble to &k questions that are relevant for the modds
of the theoretica framework but could not be answered based on the written codes
of ethics. Some of these issues will be discussed in this section.

The Need to Have a Code of Ethics

The views concerning the necessity to have a code of ethics seem to be somewhat
contradictory. Some interviewees argued that having a written, public code of

ethics is not imperative as the essentid thing is to act correctly. However, three

122



out of five company representatives strongly fed that they could not operate
anymore without a code. Even if they think as wdl that behaving properly is the
fundamenta point, they see public pressure for written statements so strong that
not having one would not be wise or redidic. Neverthdess as discussed in
Section 4.21, many interviewees argued that giving public dtatements about
respongble behaviour does not suit well the Finnish busness culture. In fact, they
do not generdly seem to be overly enthusiastic about the demand to make ther
ethicd engagements public. All of them emphassed that in Finland, as in the
Nordic countries in generd, practices have adways been good and proper and
companies have traditionadly been “good corporate citizens’, though they have
not caled thar actions “corporate responsbility”. Thus, many of the issues
handled in today’s codes of ethics have dways exised on the practicd leve; only
now have companies faced the extend demand to formulate their operating
principles in writing and make them public.

Differences between (Northern) Europe and the US

It was quite surprisng to note that dl the interviewees brought out the idea that
Europeans and North Americans tend to have a different conception of corporate
respongbility and busness ethics The common view, in brief, is that whereas
Europeans focus on how they operate in their everyday business practices, North
Americans focus more on what they do with the money they have made. In other
words, in Europe CR activities are more tied to the actud busness whereas
Americans see CR as an “add-on activity”, as something that is not pat of
“everyday busness’. In practice, the American way tends to equate charity or
community involvement activities. This view is supported eg. by the research of
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the World Economic Forum?, in which Finland was ranked number one in ethicdl
behaviour of companies but very low in doing charity, wheress the US was
number one in charity. Additiondly, according to a survey of the Finnish Centra
Chamber of Commerce, chaity is rdaivdy rae in Fnland: only 17% of
companies congder it important (Mdin 2003). However, even if this were the
dtuation now, it is argued (Hagelin 2003) tha the Finnish way of practicing CSR
is fast gpproaching the American modd, i.e. the focus seems to be shifting from

ethical behaviour to visble measures such as charity.

Many interviewees dso agued that in the Northern European countries
responsible behaviour is very typicd, even a traditional way to behave. Related to
this, issues tend to be thought through before a company makes any public
datements, whereas in Anglo-Saxon cultures companies tend to give grand
promises fird and dart thinking about ther implementation only afterwards, if a
al (eg. Lohse, interview 17.8.2004).

It is indeed interesting to note that though business ethics as a fidd of study and
practice was born in the US and has aways had a certain American flavour, one
can note, smply by looking a the Dow Jones Sustainability Index®, that the best
companies are for the most pat European—not to mention that Fnnish
companies are very well represented.

Conflict between Economic and Social Performance

Continuing the above discusson, the case company representatives do not see a

conflict between the economic and the socid peformance of their companies.

% http:/ww.weforum.org/pdf/Ger/GCR_2003_2004/Finland.pdf and
http://www.weforum.org/pdf/Ger/GCR_2003_2004/USA .pdf
26 http://www.sustai nability-indexes.com/htmle/djsi_world/isectoroverviews.html
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They seem to agree tha if only thinking about short-term financid targets, many
“respongble’ activities do incur costs. However, dl of them see a long-term link
between responsible behaviour and economic success, in fact to the extent that
success would not even be possible without ethical behaviour.

This view may be rdated to the different conceptions of busness ethics as wdll.
Business ethics literature does see a conflict between the economic and the socid
performance of companies, but one has to remember that most literature comes
from the US, where ethicd behaviour focuses more on charity, wheress in Finland

it is more about good, efficient, and proper everyday operations.

Future

All the interviewees seem to think that ethica behaviour of companies is here to
day. However, they dso predict that after a certain time, it is going to be part of
norma business practices (again). In other words, the issues themsdves will not
disappear but the externa discusson around them, and maybe aso the public
codes of ethics, will disgppear after a while. However, according to Kuisma from
Kesko (interview 18.12.2003), the trend has not yet reached its highest point and

e.g. the interest from consumersis only going to grow in the following years.
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5 ANALYSIS AND DISCUSSION

In this chapter, the presented empiricad findings will be compared to the three
propostions of the theoreticd framework. Based on the results of tha
comparison, the role of the different views will be discussed and the following
practicad implications will be evaduated. Findly, based on the discusson, the
theoretical framework will be revised.

5.1 The Findings vs. the Theoretical Framework

Among the seven categories of reasons identified from the empiricd materid, two
seem to maich well with the view of busness ethics literature: “contributing to the
wdl-being of society” and “acting as a modd/promoting CR in generd”. The firg
category is built on the idea of mord duty as it cearly implies that contributing to
the well-being of society is smply the right thing to do. It is adso congruent with
the ideas of utilitarianism, as the case companies tend to say, directly or indirectly,
that their operations am to creste as much good as possible for society at large.
The latter category of reasons has the same kind of reasoning behind it. Promoting
CR in generd must be based on the idea that being responsible is the right thing to
do and it should thus be in every company’ s agenda.

The second barrd of the theoretical framework, the treditional view of business,
seems to be wel supported by the empiricad findings as wel. The most obvious
match is the category “economic performance/operationd efficiency” which is
more or less pefectly congruent with the propostions of the traditiond view.
According to both of them, responshble behaviour is explained by the fact that it
increases operationd  efficiency and profitability and findly maximises profits—

the most common am nentioned by the case companies. In addition, the category
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“busness opportunities’ equates the market-driver reason related to this
theoretical propostion. Moreover, it could wel be argued that the category
“corporate culture’ refers to making practices more uniform which, in turn,
increases the efficiency and predictability of operations. For this reason it can dso

be consdered consstent with the traditiond view of busness.

In addition to the categories that quite fully maich the propogtions of the
traditiond view of busness the caegory “conforming to extend
expectations/gaining legitimacy” partly supports the idess of this view. For
example, conforming to concrete customer expectations concerning the
company’s products is clearly about the traditiond role of business, i.e. about
making competitive products valued by customers with the am of making a profit

in the process.

Two of the seven categories seem to match the propogtions of inditutiona
theory: “conforming to externd expectaionsganing legitimecy” (CEE) and
“imagelreputation/brand management”  (IRB). The compdibility can be
consdered very high, as the first category clearly equates the compliance reason
related to the inditutiond view and the latter goes wel with the intangible-driver.
However, not al pats of the categories can be assgned under the inditutiona

view done.

Concerning the IRB category, the maich is very good. It is clear that when it
comes to avoiding the risk of lodng one€'s reputation, it is dl about avoiding
punishment, i.e. avoiding being conddered illegitimate, which is one of the core
idess of indtitutiona theory. In addition to this, adopting a code of ethics because
a responsible reputation atracts, for example, investors and potential employees is
obvioudy about manifesting legitimacy in order to improve access to vitd
resources. This is one of the main idess of inditutiona theory as wel. However,
as discussed above, part of the CEE caegory is more in line with the traditiond
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view d busness than with the inditutiond view. This is the case when it comes to
conforming to concrete customer expectations concerning the company’'s
products. Making the kind of products that customers want is not done to gain
legitimecy, but raher, it concerns the traditiond role of companies—maximisng
profits by making products that sdl. However, conforming to generd expectations
about (manifedting) respongble behaviour with a code of ethics is dealy
concerned with trying to gan or mantain legitimacy and, in that way, improve
access to resources (eg. capitd from investors). Like Lohse from Nordea
(interview 17.82004) sad, having a code of ethics is much about avoiding
inconvenient questions and suspicion about a company’s responsble and ethica
behaviour (i.e. legitimacy).

5.2 Implications of the Comparison

As could be seen in the above comparison between the found categories of
reesons for adopting a code of ethics and the three theoretical propostions
concerning these reasons, dl the propostions seem to have a leat some
counterpart in the red world. In other words, none of the propostions fully maich
the found categories of reasons but dl of the propodtions matich some of the
categories. Each propostion tells only part of the story, but together they seem to

cover the found reasons very well.

It has to be acknowledged, though, that the importance of each theoretica
proposition is by no means equdly big and that the visble maiches between
certain categories and theoretica propostions may not bring out the whole truth.
As noted dready in Chapter 4, companies mention many reasons for adopting a
code of ethics but do not seem to consder them equaly important. For example,
contributing to the well-being of society is an obvious reason for adopting a code
of ethics for dl companies, because it is the basic idea behind the whole issue.
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Companies, however, seem to treat this reason secondary, as a by-product of
behaviour that has more important reasons behind it?’. It could be, of course, that
mora reasons are not dways mentioned because they are regarded as sdlf-evident
when taking about codes of ethics. Perhgps giving weight to them could even be
seen as hypocritical or as boasting. However, the existence of mora reasons
atogether could be explaned in a completdy different way as wdl: pursuant to
the ideas of ingtitutiona theory.

According to the idess of indtitutiona theory, the gpparent link between the found
“mord” reasons and the propostions of business ethics literature is spurious
because none of the reasons can be conddered truly mora. The existence of the
“mord” reasons can be explaned by the inditutiondisation of business ethics.
Business ethics being an inditution, companies need to date socidly acceptable
and desired reasons for their codes of ethics in order to be perceived as legitimate.
In other words, the reasons found in categories “contributing to the well-being of
society” and “acting as a modd / promoting CR in generd” are nothing but a way
to manifest acompany’s legitimecy.

Based on the empiricd materid used in this Sudy, it is impossble to tell whether
the above-mentioned explanations are valid or not. Instead, one can only draw the
concluson that in explaining the adoption of a code of ethics the emphass is
clearly put on amord reasons. In other words, the importance of the view of
busness ethics literature can, supposedly, be located somewhere between “zero”
(the inditutional explanation) and “rather low” (literd company Statements) as the
found reasons tend to support ether the traditiond view of business or the view of
inditutiond theory.

27 See Section 4.2.1, p.108.
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The reasons supporting the traditiona view of business and the reasons supporting
the view of inditutiond theory are rdated to different Sdes of a code of ethics.
Smply put, whereas the reasons supporting the traditiona view of busness are
about the actud engagement (i.e. the content of a code), necessxrily leading to
related action, the reasons supporting the view of inditutional theory are more
about making the written engagement, the code of ethics, public. In the latter case
the engagement does not necessxily lead to related action. Quite obvioudy,
making a commitment to responsible behaviour because of the need to increase
the efficiency of operations, to take advantage of a business opportunity or to
make the corporate culture more cohesive could be done without any public
satement, whereas enhancing reputation could not be achieved without one. As
Stoneham (interview 26.8.2004) says, “if you think of reputation, then of course
it's very difficult just to do good things or do things properly without talking
about them”. Indeed, of the two categories linked to the inditutiona view,
protecting reputation and especidly enhancing it seem to be the man factors
behind companies need to make their codes of ethics public. However, adopting a
code of ethics because of the need to conform to external expectations presumably
sarves nothing ether if the conformity is not shown to the externa world. Being
perceived as legitimate is, after dl, the main point here, and impossble without
meanifesting the source(s) of legitimacy to the public.

In sum, the traditiond view of budness and the view of inditutiond theory seem
to provide the most adequate ways to explain the phenomenon of adopting codes
of ethics This concluson is dso very in line with the found ams for usng a code
of ethics they were dl about enhancing the bottom line and succeeding in the
competition for the title of the most responsble, i.e. most legitimate, company.
These two ways of explaining the phenomenon will be next discussed.
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5.2.1 The View of Institutional Theory

Congdering business ethics as an inditution appears to be a rather vaid way to
see the fidd and the phenomenon of adopting codes of ethics that it includes.
However, this broad and complex fiedd does seem to have some specid
charecterigics tha merit more detailed discusson. When andysing business
ethics from the point of view of inditutiona theory, it seems clear that the wide
domain should be divided into different pats that have inditutiondised to a
different degree. A digtinction has to be made a least between basc mord
principles and the more recent “voluntary” activities related to corporate

responshility.

Following Basic Moral Principles

Basc mord principles, such as principles of fairness, honesty and judice, are
obvioudy wdl inditutiondised; they are very often taken for granted as necessary
and raiond, they have atained a ruldike satus and require adherence if a
company wants to be consdered legitimate. Companies often clam to follow
these mora principles for mord reasons, eg. because they are smply “the right
thing to do’. However, many red world cases show that these principles tend not
to be widdy interndised, i.e. pat of busness people's innermost vaues. If one
condgders, for example, the working conditions and wage policies of many “good”
Western companies in Asa or Centrd America, the principles of farness and
justice seem to be rather distant (see eg. Klein 2001). One does not even have to
go that far. Many of the case companies tha praise the good Finnish busness
practices have recently been accused (and some dready found guilty) of making
cate agreements, which is not redly a sgn of far play. Thus it seems that the
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red reasons for following basic mora principles are not dways mora®®. It might
even be tha the reasons employed represent myths of rationdity. For instance,
folowing basc mord principles is often consdered as the “foundation of
busness’, i.e as a necessxy, rationd thing to do. The assumed rea reason,
conforming to inditutiondised expectations to gan legitimacy, may day
subconscious. The mord reasons that companies tend to mention, in turn, are only

away of manifesing legitimacy.

Indeed, it truly seems that companies have to manifest ther adherence to basic
mora principles to gan legitimacy. At least thee principles ae mentioned
practicaly in every code of ethics. In addition, as basc mora principles are often
condgdered as the foundation of business, abandoning them is generdly regarded
as unredigic or irrationd. All the interviewees dressed that, in the future,
following these ethical principles will not change because they are pat of the
companies badc, rationad way of operating. This statement can be interpreted as a
myth of rationdity (see above), but it dso shows that these principles can be

conddered very resstant to change.

In sum, it is, of course, posshle that companies have mora reasons for following
basc mord principles. However, another explanatiion for the mord reasons
mentioned is that people in the case companies only think they follow these
principles for mora reasons, whereas in redity they try to conform to the
inditutiondlised requirements that exis in ther operating environment. The latter
dternative seems to be most often supported by evidence from the rea world.
Busness interests seem to overide playing far or promoting judice raher
eedly—a fact that clearly indicates absence of true mord reasons. It has to be
remembered, though, that the press is eager to report of companies that break
these rules but does not often highlight companies thet truly behave ethicdly.

28 The reasons are not moral in the way suggested by business ethics literature and the theoretical
framework of this study. See discussion in Section 2.1.5.
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“Voluntary” Activities of CR

The “voluntary” activities of CR refer to issues like corporae philanthropy,
charity, environmenta protection, and taking care of generd socid wdfare. The
difference between basic mord principles and these more “voluntary” activities is
that whereas bresking basc mord principles makes the bresker “immord”, not
practicing voluntary activities of CR makes a company “irregpongble’, which is,
supposedly, not as bad as being immord, but still makes the company percelved
as illegitimae. Here these activities are cdled voluntary, because they have not
(yet?) ataned a full ruldike status but basicaly remain under the discretion of
every company. For example, whereas basc mord principles are often coded into
the law (eg. discrimination of employees is illegd, cated agreements are illegd)
or are otherwise drong norms in society, voluntary activities are modly at the
level of norms or even bdow that. The word voluntary is however, between
quotation marks due to the fact that these issues have been inditutionalised and
cannot really be congdered voluntary for a company that wishes to be consdered
legitimate. 1t has to be noted though, that drawing the line between “voluntary”
activities of CR and basic mora principles depend on the industry in question. For
example, whereas environmenta protection could well be regarded as a basc
mora rule in the paper indudry, it is quite obvioudy a more voluntary issue in the
retail or banking sectors.

Whereas the basc mord principles were, supposedly, indtitutionalised dready a
long time ago, the inditutiondisation of the “voluntary” activities of CR is a more
recent phenomenon, dating back only a few years for mogt issues. In Finland one
can even identify a clear “issue sponsor” for the voluntary activities, a champion
of the emeging inditution: Kesko. The company is clealy the pioneer in
developing these issues and seems to have promoted them quite drongly in the

recent years. Nowadays, the “voluntary” activities of CR seem to be quite wdl
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inditutiondised in Finland and dmos dl the case companies have put a least

some of them in their agendas.

However, dnce the “voluntary” activities of CR ae a rddivdy new thing, they
are not as profoundly inditutionalised as the basc mora principles. For example,
whereass most mora principles ae teken for granted as necessary, the
responsbilities of companies concerning generd socid welfare are going through
an intense debate these days. Corporate socia responshility is widdy discussed
but «ill is not aways accepted as the most rationa tack. Environmenta
protection, on the other hand, is generdly accepted as necessary and rationd, but,
for example, when it comes to reducing indudriad discharges to a levd where
business interests may be endangered, companies tend to be opposed to the
demand. In spite of the controversy that 4ill exists, however, like the found
category of reasons “conforming to externa expectations’ suggests, companies

are more and more often required to manifest their compliance to these demands.

An interesting note can be made rdated to community involvement, which is an
obvious “voluntary” activity. Precticdly dl the case companies have these
activities and tak about them in their codes of ethics, but they do not generdly
mention any reasons for having these practices. In the interviews it arose that the
reesons were ether relaed to company image and reputation or not
acknowledged. Community involvement activities seem to be (for some
companies) “the way things are done’, and the author redly got the impresson
that some of the respondents had not thought about why these activities exig.
Many interviewees emphasised though that the amount of money tha goes into
these activities is truly indgnificant, so that there is no actud need to thoroughly
judtify their existence.
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Adoption of Codes of Ethics

As discussed above, it seems that some parts of business ethics have been
inditutiondlised for a long time whereas other parts can be consdered as a
relatively new inditution. Still, how is the phenomenon of adoption of codes of
ethics related to this view? Why have codes of ethics become popular only in

recent years?

A possble explanation for this can be found in sources of legitimacy. As
discussed throughout this section, codes of ethics are, from the point of view of
inditutiond theory, a way to manifet legitimacy. Manifesing legitimacy is
naurdly srongly linked to the sources of legitimecy, which ssem to have
changed somewhat. More specificaly, per Suchman (1995), one could argue that
the prevdent source of legitimacy has moved from pragmatic legitimecy to mord
legitimacy?®. This can be seen, for example, in the manner in which legitimacy is

demongtrated to the external environment.

Many interviewees argued that what is new about ethica behaviour or corporate
respongbility is the need to tak about it in public. They seem to think that
whereas before companies smply behaved properly without externd stakeholders
redly being aware of their practices, now this is not enough; proper behaviour has
to be “proved” to the externa environment by means such as usng codes of
ethics. However, one could argue that legitimecy relaed to ethicd and socid
responsbility was manifeted before as wel; only the ways to do tha were
different as they were rdated to a different source of legitimacy.

In times when pragmétic legitimacy dominated, legitimacy was “granted” by locd
communities who were directly affected by the company’s actions. Consequently,

29 see discussion about Suchman's (1995) sources of legitimacy in Section 2.2.3, pp. 54-55.
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if relying on the case companies dtatements, companies concentrated on showing
their good nature to locd communities where ther impact was usudly sgnificant,
for example by providing day care, schooling, and hedth care for their employees
and their children and by supporting locad sports teams or other locad community
activities. In other words manifesing legitimecy was mosly done in loca
company units, not on the corporate/group leve. Today, when mord legitimacy
seems to be the dominant source of legitimecy, the prevdent way to manifest
legitimecy has shifted to a higher organisstiond levd. That is as legitimecy is
granted by an incressngly large public (for some companies nationd, for others
even globa), “good corporate citizenship” must be demondrated in a different
way. The dominant way to accomplish this is to adopt a corporate/group-wide
code of ethics a “proof” of the company’s determinaion to act in a socidly
accepted and demanded manner.

The reasons behind this gpparent shift in the prevdent source of legitimecy are
probably manifold. Some of the most likdy include the globaisation of business
and the advancements made in information technology. As increesngly more
people have access to information about company practices worldwide and an
increasing number of people are dso affected by these practices, their avareness
of, and interest in, the ethicd behaviour of companies has extended beyond their
locd communities. For example, only with the hdp of today's fast flow of
information has general awareness of the world's environmenta and socid
problems increased. The world has become seemingly smaler and society, whose
well-being people demand, has expanded from a locd village or town to a country
or the globe. Consequently, it is not enough anymore to be responsive on the local
level; companies must increesngly respond to the expectations of the globd

community.

In today’s complex world codes of ethics work as a rule of thumb. As the

practices of multinationd companies are of interest to a larger number of people,
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but a the same time their operations are increasingly sophisticated and difficult to
understand, ethical performance has become a clue of companies trustworthiness
ad legitimacy®®. However, because companies actud ethicd performance,
meaning the results of ther activities, is ds0 very hard to measure, people must
base their evauations on clues here as well. As discussed above, codes of ethics
have become the prevdent way to give this clue. This view is supported a least
by Jouko Kuisma (Karttunen 2003), who argues that even the Dow Jones
Sudanability Index is mainly based on the visble sructures of companies that
are easy to understand, not on their actud performance, which is very difficult to
evaduate. In practice, the “mogt sustainable” companies may, thus, only be masters
of rhetoric. Knowing this potentidly makes companies focus on adopting these
forma dructures and communicating about them—at the cost of doing good
things in practice. This, in turn, is exactly what Hari Lammi from Greenpesace
reproaches companies for doing (Haukkasao 2001). He argues that whereas
before companies denied dl thar (environmentd) problems, today they
unashamedly embelish ther activiies by creating images of environmentaly
friendly acts without any red results. Thus it ssems that sometimes there is
indeed a loose coupling between the engagements made in codes of ethics and the
practical measures taken by companies.

| somor phism

A further characterigic supporting the indtitutiond view in the fidd of busness
ethics is isomorphism. It seems rather clear that the ingtitutiondised requirements
of business ethics have made companies look increesingly smilar. All the codes
of ethics tak more or less about the same issues, same kind of formal sructures

are adopted and, a least according to many interviews conducted for this study,

30 see discussion in Section 2.3.3, p.71.

137



companies tend to follow their competitors performance in the area—jprobably to
mimic therr behaviour and to avoid the risk of being perceived different. The field
has dso become a jungle of dandards, certificates and guiddines that companies

try to follow and adopt. This, of course, makes them even more isomorphic.

Commitment

Because it seems tha the view of inditutiona theory provides a good explanation
for the devdopment of the fidd of business ethics, the implications that this view
has on companies commitment to their codes of ethics have to be taken serioudy.
According to the inditutiona view, companies commitment to their codes of
ethics is low because of two things. Firg, as the main reason for having a code of
gthics is to show conformity to inditutionalised requirements, if this reason
dissppears, i.e. inditutiondised requirements change, companies will presumably
not hedtate to abandon their ethica behaviour. Second, as the man purpose of
codes of ethics is manifesting legitimacy, not actudly behaving ethically, codes of
ethics may be adopted ceremonidly.

Though ceremonia adoption should be regarded as a red posshility, in practice
many things make it difficult for companies It seems that many companies have
indeed tried it, but given the increesng amount of business scandds that have
been made public, quite a few attempts have been reveded—sooner or later.
These revelations, as discussed in Section 4.2.13!, have created a more suspicious
atitude towards companies. Thus, the possbility of ceremonia adoption has been
recognised and consequently, company practices are today carefully monitored, at
least in some parts of the world. There are dready a vast number of organisations
that have devoted themsdves to monitoring companies ethicd behaviour. Even

31 p.119.
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for Fnnish companies done there is Finnwatch®®. Finnwaich is an organisation
that collects, anadyses and spreads information on the consequences of Finnish
companies operations on human and labour rights, the environment and
devdlopmentd and socid matters. The organistion’s am is to increase the
awareness of these consequences in companies and to encourage them to true
responsble action. Indeed, these organisations increase the often-mentioned
reputation risks that supposedly not only increase the need to use a code of ethics
but dso the need to implement the engagements in practice. On the other hand,
the need to have this kind of monitoring organisations only proves that companies
have a tendency towards ceremonial adoption of codes of ethics. Moreover, asiit
is practicdly impossble to follow every company’s practices, one can only
assume that a least part of the engagements included in codes of ethics reman
word mongering.

It has to be remembered though, that ceremonia adoption is not the only option
within the inditutiond perspective it is possble that companies actudly
implement their codes of ethics as long as it makes them percaved legitimate.
Following the ethical engagements might even continue for a long time, because
inditutions are resgtant to change. However, if ethica issues do denditutiondise
in the future, codes of ethics are presumably no more needed.

5.2.2 The Traditional View of Business

It seems that many issues of busness ethics have become inditutiondised to a
great degree. However, inditutional theory cannot explain al the found categories

of reasons—the remaining ones are linked to the traditiona view of business,

32 http://www.finnwatch.org
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The categories in question are mostly about the efficiency of operations and about
taking advantage of business opportunities. As mentioned above, these are related
to the actua content of the codes and require implementing the made
engagements. However, it should be specificdly emphessed that even if this
satement seems to hold, it does not work the other way around, i.e. not dl the
content of the codes of ethics can be placed to the categories supporting the
traditional view of busness, and consequently, not al the engagements made in
the public codes are necessarily implemented. The need to implement concerns
only the issues in the two categories mentioned. These issues, in turn, could be
described as “part of norma business’, because the main reasons behind them are
the same as for most procedures or programs in a company aming to maximise its
profits. In other words, if this sudy was not limited to issues of busness ethics,
these categories would include a vast number of company activities, not only
practices with an ethica labe. This presumably implies that if more rationd and
efficient procedures become avalable, these “ethicd” or “responsble’ procedures
are treeted like any other “norma” practices, that is, easily |eft behind.

At a generd leve one could say that as long as these above-discussed practices
that are today consdered pat of companies socid responghility or ethicad
behaviour make busness sense, they ae actudly implemented. In addition, as
they are dso among the inditutionalised issues of CR, companies mention them
when manifesing their legitimacy with ther codes of ethics—unlike many other
issues done to increase efficiency. In respect of the other issues connected to

business ethics, the adoption can, in principle, only be ceremonid.

It must dso be noted, that if the activities that are adopted mainly because they
make business sense stop being the best way to enhance productive efficiency and
business advantages, the main reasons behind them will supposedly shift to one of
the “inditutional” categories of reasons. In other words, teken that issues of
business ethics dill are inditutiondised, these activities will stay in the codes of
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ethics but their implementation in practice may be given up. Mord reasons are not
redly a possbility: If they would exig behind these activities they would,
theoreticaly, be mentioned in the firg place, as (true) mordity requires placing

mora reasons before business interests.

Ore can thus argue that even if the inditutiond view of adopting codes of ethics
seems to have the most powerful explanaion, the traditiond view of busness
plays a role in explaning the phenomenon as wdl. In principle, one could dso
interpret the “traditiond reasons’ as myths of rationdity. However, given the fact
that the issues that have “traditiona” reasons behind them have apparently been in
exigence dnce long before budness ethics was redly inditutiondised, this
interpretation does not seem very credible. For example, employees have been
treated well for a long time because it clearly increases the efficiency and qudity
of ther work, and reduces sck leaves. Only after the inditutiondisation of
busness ethics has good treatment of employees publicly been given an ethicd
label. Nevertheless, it seems that employees continue to be trested well mainly
because of the “traditionad” reasons—at least that is what the companies dtate. If
in the future it will be proven that good trestment of employees does not
(anymore) have a link with the efficiency of operations, companies may basicaly
direct their attention to practices that provably increese efficiency—at the cost of
good trestment of employees. If the issue is 4ill inditutiondised, however,
companies will probably continue to clam that their employees are treated as well
as ever. This view is, obvioudy, a hypothetica dtuation and a theoreticd way to
se things. Ye, it badcdly summarises the nature of the phenomenon rather
clearly.
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5.3 Revised Theoretical Framework

Based on this research, it would seem that companies commit themsdves to
ethicd behaviour and various socid responghilities ether for pure busness
reesons or in order to enhance the bottom line through legitimacy. However,
mord reasons cannot be completely excluded ether, even if it strongly seems that
they are less important. Companies do state mora reasons for adopting a code of
ethics (eg. "producing good for society”), but these reasons are usudly treated as
secondary to amora reasons. This is why they cannot be consdered congruent
with the definitions of a mord act provided by the main ethica theories. In spite
of this, one cannot completely ignore the posshility that mord reasons are not
given proper weight in public statements because they are regarded as self-evident
or as boagting. All things consdered, the theoreticad framework of this study can
be consdered a rather valid way to explain the trend of adopting codes of ethics—
only smal correctives in the emphases can be made and some categories of

reasons may be added.

Figure 3 portrays the revised verson of the theoretica framework. The business
ethics literature barrd is faded, indicating its smdler importance or possible non
exigence. In addition, one category of reasons is added to the traditiona view of
business, namely “corporate culture’. The other proposed categories match well
with the found categories of reasons.

Regarding the degree of commitment companies have to their codes of ethics, it
would seem that commitment probably varies from low (even ceremonid) to
moderate. It gppears that companies can and often do adopt codes of ethics, at
leest pats of them, ceremonidly. However, engagements taken for efficiency
benefits dways require implementation and those taken for compliance and

intangible reasons can dso be implemented. In fact, the latter is more and more
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REVISED THEORETICAL FRAMEWORK
Adoption of Codes of Ethics

TRADITIONAL INSTITUTIONAL
VIEW OF BUSINESS THEORY
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FIGURE 3: REVISED THEORETICAL FRAMEWORK

often the case eg. due to incressed company monitoring. Despite this,
commitment to codes of ethics is consgdered only low or moderate because
“ehicd” or “responsble’ actions ae implemented just as long as they ae
inditutionaly required or conddered the best way to enhance operationd
effidency. High commitment, i.e acting ethicdly and responsbly even when it is
not specificaly demanded and does not enhance the bottom line, cannot be totaly
disclamed, but it seemsto be avery dight posshility.
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6 SUMMARY, CONCLUSIONS AND
RECOMMENDATIONS

6.1 Main Findings and Conclusions

The god of this thesis was to shed light on the reasons and ams that companies
have for adopting a code of ethics. The topic was found interesting mainly
because of the assumed magor effect that these underlying reasons and ams have
for companies commitment to their codes of ethics. Besdes traditiond business
ethics literature, the literature of inditutiond theory was adso dudied. Based on
these two disciplines and on the “traditiond way to see busness’ rgected by both
of these disciplines, or a least chdlenged by them, three theoretica propostions
concerning reasons, ams, and degree of commitment were identified. In the
following empirica part, the codes of ethics of the ten biggest Finnish companies
were andysed and five of these companies were interviewed. The found reasons
were grouped into categories, which were then compared to the theoretica
propostions. Findly, the results of tha comparison were discussed and

conclusions from them were drawn.

Based on the empiricd findings, conddering busness ethics as an inditution
seems to be a vaid way to see the fidd. It seems that some parts of business ethics
(mainly basc mord principles) have been inditutiondised for a long time dready
whereas other parts (the more “voluntary” activities) have inditutiondised only
recently. That companies must demondrate their legitimacy by compliance to
ethical issues is then nothing new; only the issues have multiplied and perhaps
adso changed over time. Along with the generd trend of globdisation, the man
source of legitimacy seems to have changed as well. Legitimacy is no longer
granted mainly by locd communities but rather by an increesngly large, even
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globa, community. This is why corporate or group level codes of ethics have only
relatively recently become the prevaent method of manifesting legitimacy.

The propostions of busness ethics researchers do not seem to derive much
support from the rea world. However, it should be noted that the existence of
moral reasons as secondary reasons is actudly very common. The view of
busness ethics literature does not seem to have much importance in practice
because traditiond ethicad theories (on which the propodtion of busness ethics
literature is based) consider the secondary position of “mora reasons’ opposed to
true mordity. Still, despite the absence of “true mordity”, one should remember
that companies do seem to have some mora consderations behind their codes of
ethics.

The traditiona view of business, on the other hand, is somewhat supported by the
empirical findings. The nature of the reasons that support this view is purey
amord and thus many of the related practices could be better described as part of
norma busness practices than as part of corporate ethics or responghility. For
example, one could wel argue that teking advantage of business opportunities has
nothing to do with ethics or responghility—it is the very basic role of companied
However, many “normd” business practices have been given an ethica labd and
have been included in codes of ethics—probably because many of them have
inditutiondised as pat of CR. A good example of that is environmenta
protection, which is mostly practiced through more efficient production processes.

In conclusion, one can argue that the theoretical framework gives a rather good
picture of the phenomenon under study: the empiricd findings suggest only dight
modifications to it. Even if the inditutiond view of the phenomenon under study
seems to provide a good explanation, the other two propositions cannot be
completely excluded either. On a practical leve, dl this means that companies are
assumed to have a basic tendency to adopt codes of ethics just for the show.
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However, due to the increased monitoring of company practices, the risks of
ceremonial adoption are greater than ever and consequently implementation may
be, or a least may become, the dominant way to act. If the indtitution gets wesker,
i.e denditutiondises, companies will presumably pay less and less attention to
gthicd issuues Deinditutiondisation concerns  predominantly the “voluntary”
activities of CR because thar inditutiondisation is not as profound as that of
basc mord principles. The latter can be evduated as rdaively resdant to
change, just as many company representatives suggested.

Yet, there are issues that are regarded somewhat differently. Activities related to
the traditiond view of busness i.e. those that are performed mainly because they
increese the company’s operating efficiency or otherwise directly enhance the
bottom line, are not that dependent on the inditutiondisation of busness ethics.
The fact that these issues exist in codes of ethics is indeed because they are
inditutiondised, but ther importance does not go away  with
deinditutionaisation—provided thet their positive effect on efficiency holds.

In sum, the nature of the found reasons is clearly amora and consequently
companies commitment to their codes of ethics can be evaluated as only low or
moderate. If externa demands change or more efficient ways to enhance the
bottom line ae found, “ethicd” or “responshle’ practices may eadly be
forgotten. One should note, however, that even though this change may, in
principle, happen in the near future, many current practices make it very unlikey
to happen. Thus, low and moderate commitment may sound worse than what they
actudly imply in practice.
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6.2 Theoretical and Managerial Implications

The a@bove-discussed conclusons imply severd things for both busness ethics
literature and company practices regarding codes of ethics.

When discussng environmentd and socid respongbilities of companies, using
ethicd terms does not seem completely proper. As is dealy shown, the
motivating reasons behind “ethicd” and other responghilities are amord in nature
and thus referring to companies as mord actors and to ther “responsible’
activities as mord deeds seems rather hypocritical or naive. This is a point that
busness ethics researchers should perhaps acknowledge. One should note,
though, that the companies themselves do not clam to be mord actors or to act
purely out of good will or mord duty. Insteed, it is usudly very clearly stated that
“ehicd” and “respongble’ action makes busness sense and that is why it is
practiced. This is especidly directly said by the Confederation of Finnish Industry
and Employers (TT) in its guide of CSR. TT argues that ethicad and responsible
behaviour is nothing but a way to manage reputation and company and product
image. TT dso dates that companies care for product quality, natura resources,
and drug problems only because customers demand or gppreciateit.

Based on this study one could well argue that respongbility and ethics are n fact
two very different things. In other words, practices may be responsible without
being purely ethicd. Maybe, for clarity, a specific term should be adopted for this
responsibly selfish activities. In other words, instead of the rather black and white
view of busness ethics literaiure, it could be acknowledged that even if
companies  “responsble’ activities would not be pure benevolence but rather
based on their vested interest, they can be considered good and responsible.
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Regarding companies management, the inditutiondisation of business ethics
implies some important things. Since codes of ethics seem to be commonly
adopted in order to conform to inditutionalised requirements of the environment,
not because they would reflect the actud ethicd culture of companies, there might
exig dgnificant problems of mativation to put the codes into practice—even
when the management would in fact want it (see eg. Sorrdl and Hendry 1994).
Even if codes would be adopted full heartedly, they may encourage acting on
them only in the presence of exemplary people, i.e. “issue sponsors’. In other
words, if top level executives not only verbdise ethicad behaviour as espoused in
the codes but adso engage in behaviour that matches the words, as well as reward
ethicd behaviour in others, then corporate employees will be more likely to teke
the codes intent and content serioudy as well (see eg. Mathews 1990). Thus, if
motivation problems exis even when codes are adopted full heartedly, one can
only imagine how important issue sponsors are when codes of ethics are adopted
mainly to manifest legitimacy.

It is dso good to note that even if the inditutiondisation of busness ethics implies
amordity and thus conflicts with the idea of pure mordity, its consequences for
actud organisgtiona behaviour might be postive. In the spirit of Gaaskiewicz's
(1991) research, conscious efforts to inditutiondise meanings, values, and norms,
both within the organisation and a the inter-organisationd fidd levd, are often
effective in changing organisationd behaviour. In other words even though there
might be problems of moativation, vaues brought up by codes of ethics may
actudly have a role in changing behaviour. The same kind of idea is rased by
Hedberg and Mamborg (2003). Applying their findings, one could argue that if
codes of ethics give legitimacy for the company externdly, then perhaps they give
issues of ethics and responghbility legitimacy within the company as well. Codes
of ethics might, thus, pogtively influence ethicd behaviour through interna
legitimecy.
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6.3 Limitations of the Study

In addition to the limitations outlined in Section 1.4 and Chapter 3, during the
research, some issues that potentidly have an effect on the assessment of this
thess arose.

Fird, though the intention was to interview al the ten case companies, it was
only, in the end, possble to interview haf of them. The reasons for this are known
for two of the non-interviewed companies. one of them refused because they did
not have time for this kind of thing and for the other, finding a suitable time was a
problem, though the company was favoureble to the idea. The refusd is quite
understandable, because the company in question has very few public statements
concerning ethicd issues. As to the three remaning companies, the author
received no answer in spite of severa messages. One can only venture a guess as
to the reasons. Perhaps it was a technica problem so that the representatives did
not get the messages, perhaps the managers just did not have the time, or perhaps
they did not want to discuss ethicd issues with an outsder. In any event, the fact
that the codes of ethics of only some of the case companies could be
complemented by interviews may, a least somewhat, decrease the rdidbility of
the results. Fortunatdly, however, the interviewed companies represent well
different industries and in that sense the results should not be overly distorted.

Second, the fact that al the interviewed company representatives were CSR
managers may result in a particular kind of impresson of the companies “ethica”
and “responsble’ behaviour. As the interviewed informants work with these
issues every day, they have, naturaly, consdered the kind of answers they should
give to ousders. In other words, they are probably even more inclined to give
politically correct answers than would be an average employee. Moreover, the

picture that these high-ranking managers have of the actud ethica practices and
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the reasons behind them might be somewhat different from the picture that an
average factory worker or even an average middle levd manager has of them.
Consequently, it should be pointed out tha the results of this sudy strongly reflect
official company policies, which are not necessaily in line with the common

opinions prevailing in the companies.

Third, unlike it was intuitivdy thought in the beginning of this dudy, the
empiricd results fully support none of the three theoreticd propostions. Thus,
one canot give unequivoca answers regarding the tenability of the modes but
only conclude that some of them seem to have more explanaion power than
others. Especidly the role of mora reasons remains unclear. On the other hand
one could argue that companies have more mora 1easons for codes of ethics than
is gpparent on the surface, on the other hand one could argue that even the stated
mora reasons exig jugt for show. Thus, untangling the definite role of the view of
business ethics literature requires profound research on the status of mord reasons
in companies. The results of this research are limited to the public Statements of
companies and to the smal number of interviews, which could only scratch the
suface of these companies reasoning behind their ethicdl  engagements.
Consequently, the results of this study hardly tell the whole truth but are rather
indicative by nature.

6.4 Suggestions for Further Research

The most obvious suggestion for further research would be to repeat the same
dudy after a few years when the subject will, supposedly, be somewhat less
overheated. This would dlow for a find evauaion of the theoretica framework,
epecidly regarding the commitment eement, which is difficult to evduate a this

moment.
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To specify the theoretica framework of this study, dso the status of mord reasons
should be further clarified. As discussed above (Section 6.3), in the results of this
sudy, ther role remains rather ambiguous. It would thus be extremey vauable to
profoundly research the role of mora reasons in companies, to see whether they
redly exid, even to a grester extent than what is mentioned in the public
datements, or whether morad reasons are only dated to gain legitimacy. The
results of this kind of research would naurdly have importance in evduding the

degree of commitment companies have to their codes of ethics.

As this sudy is limited to Finnish companies, it would be very interesing to see
damilar gudies from other countries. This would findly dlow some internationd
comparison about the degree of inditutiondisation of busness ethics. It would be
epecidly interesting to see a study comparing Northern Europe and North
America, due to the oftermentioned differences between these regions. Another
interesting comparison would be between different indudtries, which would cdl
for dudies concentrating on a certain industry/industries across countries. This
would be especidly vauable because of the big emphass that inditutiondists put
on andysing inditutiona developments on the industry levdl.
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APPENDIX 1 — Review of Central Concepts

The following terms, lised aphabeticaly, are consdered the most centrd ones in
this study. It has to be noted though that these definitions are not globdly
accepted. The fields related to them remain very vague about ther use and
consequently many terms are used incorrectly or interchangegbly. However, the
following definitions are the ones that are used in this study.

Business Ethics

The Oxford Dictionary of Philosophy defines ethics as “ the study of the concepts
involved in practical reasoning: good, right, duty, obligation, virtue, freedom,
rationality, choice’. It ds0 identifies busness ethics as a fidd of gpplied ethics.
According to the Oxford Dictionary of Economics, busness ethics can be defined
as “ the study of what standards businesses should observe in their dealings over
and above the compliance with the letter of law” . Thus, this definition garts from
the assumption that merely obeying the law is not enough in order to behave
ethicadly. The Oxford Dictionary of Economics dso gpecifies that “if a good
reputation helps to gain and retain business, ethical conduct need not necessarily

conflict with profit, but there are bound to be cases where it does” .

Morality and Ethics

The terms mordity and ethics have, in principle, different meanings. Simply put,
mordity refers to the ability to didinguish between right and wrong, wheress
gthics is the theoreticd study of mordity. Thus, mordity is practice, and ethics
theory. However, the terms are widdy used interchangesbly, both in everyday
language and in busness ethics literature. This is patly because it is sometimes
difficult to draw the line between ethica theory and ethicd practice. Following
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the common policy in busness ethics literature, dso in this dudy the terms
moraity and ethics are used interchangesbly.

Code of Ethics

In this study, like in academic literature in genera, a code of ethics refers not only
to ample ligts of rules but to practicaly any company statement concerning issues
of ethicd behaviour, corporate socia respongbility or corporate environmenta
respongbility. It is here trested as a public commitment to responsble and ethicd
behaviour. Thus, the terms “code of conduct‘, "operating principles’, “company
objectives’, “socid respongbility programme’, “public policy”, etc. tha ae so
often used in practice are here consdered to eguate to the term “code of ethics’.
Also the parts of socid respongbility reports or sustainability reports that present
intentions or commitment are consdered as (a part of) a code of ethics. According
to Langlois and Sclegelmilch (1990, quoted in Carasco and Singh 2003:71)

“ A code of ethics is a statement setting down corporate principles,
ethics, rules of conduct, codes of practice or company philosophy
concerning responsibility to employees, shareholders, consumers, the
environment or any other aspects of society external to the
company .

Corporate Citizenship

The concept of corporate citizenship is closdy related to corporate respongbility
and corporate socid responghbility, in fact to the extent that the terms are often
used interchangesbly. Corporate citizenship refers to a two-way, Symbictic
relaionship between companies and society (Kourula 2002), Sgndled by
commitment to the environment, good treatment of employees, producing safe
and reliable products, incorporating ethica practices, in addition to more
traditiond philanthropy, employee volunteerism, and community involvement

programs.
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Corpor ate Responsibility (CR)

There is no sngle, commonly accepted definition of Corporate Responshbility
(CR)—in fact, the term is often used interchangegbly with terms like corporate
ctizenship or corporate socid responshbility. Nevertheless, the Internationa
Chamber of Commerce defines corporate responsbility smply as “ the voluntary
commitment by business to manage its activitiesin a responsible way" .

Corporate responghbility can be divided into three pillars, widdy referred to as
“the triple bottom ling® (TBL). These pillacss ae economic responghility,
environmentad regpongbility, and socid responghility. According to this view
then, corporate social responghility (CSR) is only one pillar of the more generd
concept of corporate respongbility (CR), which means that in principle they are
not the same thing. However, for the purpose of this study one can only
acknowledge the vague use of the terms and conclude that company Statements
regarding any of these concepts can be (part of) a code of ethics. Following the
generd practice, the terms are used interchangesbly in this study.

Corporate Social Responsibility (CSR)

As noted above, corporate socia responsihbility is part of the nmore general concept
of corporate responshility, even if in practice the terms ae often used
interchangeably. The damilarities of the terms can be seen in the definition that the
World Business Council for Sustainable Development (WBCSD) has provided for
CSRinits publication "Making Good Business Sense” (2002:8)%*:

"Corporate social responsibility is the continuing commitment by
business to behave ethically and contribute to economic development
while improving the quality of life of the workforce and their families
aswell as of the local community and society at large"

33 |nternational Chamber of Commerce policy statement “Business in society: making a positive
and responsible contribution”. Available at
http://www.iccwbo.org/home/statements_rules/statements/2002/business _in_society.asp.

34 Available at http://www.whbcsd.ch/DocRoot/uDwvirShdbM FmA 1rl FNn/csr2000. pdf
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After the above definition, CSR can obvioudy be consdered to include not only
purdy socid but dso environmenta and economic issues. Consequently, in this
sudy aswell, theterms CR and CSR are used interchangesbly.

Institution

Meyer and Rowan (1977) define indtitutions as “ socially constructed templates
for action, generated and maintained through ongoing interactions’ (Barley and
Tolbert 1997:94). According to another definition, namey the one Barley and
Tolbert (ibid.) use themselves, inditutions are “ shared rules and typifications that
identify categories of social actors and their appropriate activities or
relationships’ (ibid: 96). In other words, inditutions are generd assumptions and
belief systems in the environment of organisations that define what a specific kind
of organisation should look like and what it is supposed to do and not to do if it is
to be seen as a member-in-good-standing of its class. Indtitutions are keyond the
judging ability of any one individud or organisation, due to which they are smply
taken for granted as legitimate, regardless of ther effect on activity or
performance. (Meyer and Rowan 1977)

L egitimacy

Legitimacy is one of the core concepts of inditutiond theory. It is the foremost
resson why organisations conform to ther inditutiond environments. Suchman
(1995:574) defines legitimacy as “a generalized perception or assumption that
the actions of an entity are desirable, proper, or appropriate within some socially

constructed system of norms, values, beliefs, and definitions” .

Scott (1995:59) further describes legitimacy as “ a condition reflecting perceived
consonance with relevant rules and laws, normative support, or alignment with
cultural-cognitive frameworks. [...] It is a symbolic value to be displayed in a

manner such that it isvisible to outsiders’ .
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Stakeholder

Professor R. Edward Freeman, one of the pioneers of stakeholder theory, defines
stakeholders as “ groups and individuals who benefit from or are harmed by, and
whose rights are violated or respected by, corporate actions. [...] Stakeholders
are those groups who have a stake in or claim on the firm” . (Freeman 1992:39,
41) Stakeholder groups include then a least suppliers, customers, employees,
gdockholders, the loca community, and the management of the company.

Environment can aso be consdered as a stakeholder.

Wheder and Sillanp&a (1997) categorise dtakeholders dong two dimensions
socid/non-socid and primary/secondary. Socia stakeholders are those that can be
communicated with directly, whereas this is not possble with nonsocid
sakeholders such as nature or future generations. Primary stakeholders have a
direct stake in the organisation and are thus vita to the suirvival and success of the
corporation, while secondary stakeholders are less involved with the organisation
(governments, media, etc.).

Sustainable Development

Jug like other terms in the fidd, sustainable development means different things
to different people. However, the most frequently quoted definition is from the
report “Our Common Future® (1989:43) of the World Commisson on
Environment and Devdopment (WCED): “Sustainable development is
development that meets the needs of the present without compromising the ability

of future generations to meet their own needs” .

In other words, sustainable development has traditiondly been understood as the
harmony between the environment, society, and economy. One could thus argue
that, compared with the concept of corporate respongbility, the term has more

environmentd flavour in it, whereas corporate reponsbility is more often
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asociated with social respongbility. Neverthdess, as most definitions of both
concepts involve features from dl the three domains of responghility (economic,
environmental, and socid), the terms are used interchangegbly in this study. This

isaso widely donein practice.
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APPENDIX 2 — The Case Companies®

36 NET SALES FROM 37
COMPANY INDUSTRY (million €) ABROAD PERSONNEL ABROAD
Nokia Electronics 29455.0 9% 51605 57%
Stora Enso Forest 121723 1% 44 264 67%
Fortum Energy 113920 5% 13343 46%
UPM -
0,
Kymmene Forest 99480 8% 35751 44%
Metsdliitto Forest 8318.3 90% 30065 66%
NordeaBank | Financia 72930 | Negligible 10415 %
Finland services
Kesko Retail 7070.2 12% 15219 35%
Outokumpu Metal 5921.0 5%% 21442 74%
Kone Metal 53444 9% 34489 91%
Metso Metal 4250.0 91% 27 400 65%

TABLE 5: THE CASE COMPANIES™

35 Ranked according to their net sales (information obtained from official financial statements from
2003).

38 Theindustry that constitutes at |east 60% of the company’ s turnover.

37 The average number of employeesin 2003 except for Nordea Bank Finland. Thisis due to the
legal restructuring of the Nordea Group in 2003 in which Nordea AB (publ) acquired Nordea Bank
Danmark A/S (NBD), Nordea Bank Norge ASA (NBN) and Nordea Bank Sweden AB (publ)

(NBS) from NordeaBank Finland Plc. The author believes that the number of employees at the
end of the year describes better the real situation.

38 Sources: http://www.tal ouselama.fi/te500list_eng.te, annual reports of the companies, e-mail
discussions with company representatives.
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APPENDIX 3 — Interview Guide in English

Name:

Title

Responghilities

Adoption of Codes of Ethics
» Since when does your company have a code of ethics (or socid responshility
statements or such)?

» Why was it adopted in the beginning?

Reasons and Aims

» Wha ae the man functions of your code of ethics nowadays, i.e. what are
you trying to achieve by using it? Have the functions changed over time?

» Do you think that the reasons and ams for your code of ethics have been
clearly defined? Do you state explicitly why you are using an ethical code?

» The divison in environmenta vs. socid responghility: is there a difference in
the reasons of adopting ethical principles related to these areas?

> Different issues in the code (depending on the company): reasons and ams?

» Do you take “ethica actions’ that are not communicated to the public? Why

are they (not) taken? Why are they (not) communicated?
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External Influences

>

Do you see ethical codes as a must or are they rather voluntary extra? Would
it be possible for your company not to have a code of ethics?

How do you see the degree of pressure from the outside world for using codes
of ethics? Do you see any difference between Finland and other countries you
operatein?

Does your internationa presence affect the need to have a code of ethics? If
yes, in what ways?

What is the role of organisations like Greenpeace and such for your
adoption/use of a code of ethics?

In the past few yeas severd internationd environmentd and socid
recommendations, programs, cerificates etc. have been made public. In your
opinion, what is the dgnificance of these to corporate practices and for your
company in particular?

How do you see the effect of industry on the adoption of codes of ethics? Has
your industry affected your decision to adopt a code of ethics?

Have your main competitors adopted codes of ethics? Has it affected your

decison to adopt one?
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Codes of Ethicsand Operational Efficiency

> Socid performance is often seen to conflict with economic performance as
programsg/projects with ethica labels often mean more cods for companies.
How do you see the relation between ethical consderations and operationa
efficiency? Do they conflict in practice? If yes, how is this conflict handled in

your company (i.e. do you have to do balancing?)?

Future

» How do you see the use of ethica codes evolving in the future both in generd
and in your company in paticular? In Finland vs. internaiondly?
» Do you think that codes of ethics are here to stay, or are they just a passing

trend?
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APPENDIX 4 — Interview Guide in Finnish

Nimi:
Tittdi:

V astuual uest;

Eettisten saAnndstoj en kayttoonotto
> Midéa lantien yrityksdldgnne on ollut eettinen sd8nnOstO/ecttiset periasttest (tai
sodadisen vastuun raportti, tms.)?

> Miks sdlainen psétettiin tehdd?

Syyt jatavoitteet

> Mitka ovat yrityksenne eettisen sBannoston tarkemmét funktiot, ts. mitd sen
avulla hdutaan saavuttaa? Ovatko tavoitteet/tentdvat muuttuneet gan myGta?

» Onko yrityksenne eettisen sé8nndston syyt ja tavoittet midesténne salkeddt
mé&ritelty? Tuotteko ylaisesti esin syyt miksi kaytétte eettisté sSBnnOstoa?

» Jako ympaist- ja soSadiseen vaduuseen: eroavako ndhin duedin

» Onko vyrityksdlanne “eettisd tomid joida efte kommunikoi  julkisesti?

Miks/miks @?
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Ulkoiset vaikutukset

> Néettekd eettiset s@NnOsGt vAttaméttomyyterd va ovatko ne midesténne
enemmédn  vapaeehtoita "ekdrad’? Oligko  yrityksdlenne mahdollisa  olla
kayttamétta eettisia sSENNGSLoj 82

> Millasena néette ulkoisen ympaisén paneen edtigen s&nnogdjen
kayttamisdle? Onko Suomen ja muiden maiden (missa yritys toimii) vdill& eroa?

» Vakuttavatko kansanvdiset  toimintonne  tarpeeseen k&yttéd  eettisd
sBannBst6a? Jos kyllg, miten?

» Mika on <dlagen organisagtioiden kuin  Greenpeace vakutus eettigen
> Viime wvuosna on julkasu monia kansanvdlisd ohesoja ohjdmia
satifikaettga, jne.  ympa&idd/sosadiseen  vestuuseen  liittyen.  Mik& on
midestdnne ndden vakutus yrityden toiminndle, ja eityissti  omdle
yrityksdlenne?

> Miten midestdnne tedlliswudenda valkuttaa  edttigen  s@8nndstdjen
tarped lisuuteen/kayttoonottoon? Onko teollisuudendlanne  vaikuttanut  yrityksenne
pééttkseen ottaa kdyttdon eettinen sGANNGSO?

» Onko tarkemmilla kilpalijoillanne eettisst sé8nnGstét? Onko se vaikuttanut

yrityksenne paétokseen kayttaa eettisia periaatteita?
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Eettiset sddnnostot ja tehokkuus

» Usan sanotaan, ettd yritysden sosadinen ja tdouddlinen  suoritus  ovat
rigiriidassa keskendén, koska toimiminen eettiten periagtteiden mukaan aheuttaa
yritykslle usan  ylimé&dda kuluya Miten te néette edttigen toimien ja
talouddlisen tehokkuuden vélisen suhteen? Ovatko ne midestdnne kaytdnndssa
rigiriidessa  toigensa kanssa? Jos kylld miten téa ridiriitaa kagtdldan

yrityksessdnne (tasgpainottelua asoiden vailla?)?

Tulevaisuus

ohimenevatrendi?
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