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Chapter One

Basic Principles: Ethics and Business
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Introduction (story)

In 1980, Dr. Bill Campbell and Dr. Mohammed Aziz, research scientists working for
Merck, discovered evidence that one of the company’s best-selling animal drugs,
lvermectin, might kill the parasite that causes river blindness.
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Dr. Aziz, who had once worked in Africa and was familiar with river blindness,
traveled to Dakar, Senegal, where he tested the drug on villagers who had active
infections.
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Astonishingly, he discovered that a single dose of the drug not only killed all the
microfilariae, it also made the female worms sterile and made the person immune to
new infections for months.
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Introduction (story)

When Aziz returned to the United States, he and Dr. Campbell went to see Merck’s
head of research and development, Dr. P. Roy Vagelos, a former physician.
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They showed him their results and recommended that Merck develop a human
version of the drug. At the time, it cost well over $100 million to develop a new drug
and test it in the large-scale clinical studies the U.S government required
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Roy Vagelos realized that even if they succeeded in developing a human version of
the drug for the victims of river blindness, “It was clear that we would not be able to
sell the medicine to these people, who would not be able to afford it even at a price
of pennies per year.”
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Introduction (story)

And even if the drug was affordable, it would be almost impossible to get it to most
of the people who had the disease since they lived in remote areas without access to
doctors, hospitals, clinics, or drug stores.
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Moreover, if the drug had bad side effects for humans, these could threaten sales of
the animal version of the drug, which were about $300 million a year.
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Finally, if a cheap version of the human drug was made available, it could be
smuggled through black markets and resold for use on animals, thereby undermining
the company’s sales of Ivermectin to veterinarians.
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Although Merck had worldwide sales of $2 billion a year, its net income as a percent
of sales had been in decline due to the rapidly rising costs of developing new drugs,
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Introduction (story)

the increasingly restrictive and costly regulations being imposed by government
agencies, a lull in basic scientific breakthroughs, and a decline in the productivity of
company research programs.
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The U.S. Congress was getting ready to pass the Drug Regulation Act, which would
intensify competition in the drug industry by allowing competitors to more quickly
copy and market drugs originally developed by other companies.
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Medicare had recently put caps on reimbursements for drugs and required cheaper
generic drugs in place of the branded-name drugs that were Merck’s major source of
income.
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In the face of these worsening conditions in the drug indust"ry, was it a good idea for
Merck to undertake an expensive project that showed little economic promise?
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Introduction (story)

On top of all this, Vagelos later wrote: There was a potential downside for me
personally. | hadn’t been on the job very long and | was still learning how to promote
new drug development in a corporate setting.
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While we had some big innovations in our pipeline, | was still an unproven rookie in
the business world. | would be spending a considerable amount of company money in
a field, tropical medicine, that few of us other than Mohammed Aziz knew very well .
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CEO Henry Gadsden had become worried—with good cause—about Merck’s pipeline
of new products, and he had hired me to solve that problem.
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Introduction (story)

It was as obvious to me as it was to Mohammed and Bill that even if lvermectin was

successful against river blindness, the drug wasn’t going to pump up the firm’s

revenue and make the stockholders happy.
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So | was being asked to take on some risk for myself and for the laboratories. Vagelos

knew he was faced with a decision that, as he said, “had an important ethical

component.” Whatever the risk to the company and his career, it was clear that

without the drug, millions would be condemned to lives of intense suffering and

partial or total blindness.
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After talking it over with Campbell, Aziz, and other managers, Vagelos came to the

conclusion that the potential human benefits of a drug for river blindness were too

significant to ignore.

oszeadl & idl 819l O o3lae lisiee) ] pugher® Juogi ¢ cpysT (ppadeg 3369 JaalS e ool day
Lekalond (o Y s il 8,08 <8 (50 anll ylan)

ALWAYS LEARNING PEARSON




Introduction (story)

In late 1980, he approved a budget that provided the money needed to develop a
human version of lvermectin. It took seven years for Merck to develop a human
version of Ivermectin.
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The company named the human version Mectizan. A single pill of Mectizan taken
once a year could eradicate from the human body all traces of the parasite that
caused river blindness and prevented new infections.
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Unfortunately, exactly as Vagelos had earlier suspected, no one stepped forward to
buy the miraculous new pill.
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Introduction (story)

Over the next several years, Merck officials—especially Vagelos who by then was
Merck’s chief executive officer (CEO)—pleaded with the World Health Organization
(WHO), the U.S. government, and the governments of nations afflicted with the
disease, asking that someone—anyone—come forward to buy the drug to protect
the 100 million people who were at risk for the disease.
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None responded to the company’s pleas. When it finally became clear no one would
buy the drug, the company decided to give Mectizan away for free to victims of the
disease.
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Yet, even this plan proved difficult to implement because, as the company had
earlier suspected, there were no established distribution channels to get the drug to
the people who needed it.
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Introduction (story)

Working with the WHO, therefore, the company financed an international committee
to pro vide the infrastructure to distribute the drug safely to people in the Third
World and to ensure that it would not be diverted into the black market to be sold for
use on animals.
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Paying for these activities raised the amount it invested in developing, testing, and
now distributing Mectizan to well over $200 million, without counting the cost of
manufacturing the drug itself.
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By 2010, Merck had given away more than 2.5 billion tablets of Mectizan worth
approximately $3.5 billion and was providing the drug for free to 80 million people a
year in Africa, Latin America, and the Middle East.
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Introduction (story)

Besides using the drug to relieve the intense sufferings of river blindness, the
company had expanded the program to include the treatment of elephantiasis, a
parasitic disease that often coexists with river blindness which Merck researchers
discovered could also be treated with Mectizan.
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By 2010, over 300 million people had received Mectizan to treat elephantiasis and 70
million more received it the following year.
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When asked why the company invested so much money and effort into researchiné,
developing, manufacturing, and distributing a drug that makes no money, Dr.Roy
Vagelos, CEO of the company, replied that once the company suspected that one of
its animal drugs might cure a severe human disease that was ravaging people, the
only ethical choice was to develop it.
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Introduction (story)

Moreover, people in the Third World “will remember” that Merck helped them, he
commented, and will respond favorably to the company in the future.
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Over the years, the company had learned that such actions have strategicélly
important long-term advantages. “When | first went to Japan 15 years ago, | was told
by Japanese business people that it was Merck that brought streptomycin to Japan
after World War Il to eliminate tuberculosis which was eating up their society. We did
that. We didn’t make any money. But it’s no accident that Merck is the largest
American pharmaceutical company in Japan today.”
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Understanding Ethics

Issues in Ethics rises from simple philosophical questions such as;
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 What makes honest actions right and dishonest ones wrong?
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 Whyis death a bad thing for the person who dies?
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* Isthere anything more to happiness than pleasure and freedom from pain?
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Understanding Ethics

* These are questions that naturally occur in the course of our lives, just as
they naturally occurred in the lives of people who lived before us and in
societies with different cultures and technologies from ours.
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 Theyseem simple, yet they are ultimately perplexing.
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]
ETHICS = ethos = custom or character

= studes the rightness or wrongness of a human action

HOW DO HUMAN PERSONS
OUGHT TO ACT?

WHAT IS ARIGHT CONDUCT
AND A GOOD LIFE?

.- . (Abert, Denise B Peterfreund 984, p. 1)

'RIGHT DOING
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Nature of Business Ethics

According to the dictionary, the term ethics has several meanings. One of the
meanings given to it is: “the principles of conduct governing an individual or a group.”
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We sometimes use the term personal ethics , for example, when referring to the rules
by which an individual lives his or her personal life.
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A second—and for us more important—meaning of ethics according to the dictionary
is this: Ethics is “the study of morality.”
Mol Auhyo" (2 WY 150 ugaldl) Lidg BEMSDU - U &l 021y - JWI snall
Although ethics deals with morality, it is not quite the same as morality.
el o Lolad Conand @1 Y] o)l an Jolass GV OF oy o)1 e
Ethics is a kind of investigation—and includes both the activity of investigating as well
as the results of that investigation
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whereas morality is the subject matter that ethics investigates.
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Nature of Business Ethics

Ethics has several meanings;

1. “isthe principles of conduct governing an
individual or a group.”

2. “is the study of morality.”
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Morality (story)

Several years ago, B. F. Goodrich, a manufacturer of vehicle parts, won a
military contract to design, test, and manufacture aircraft brakes for the A7-
D, a new light airplane the U.S. Air Force was designing.
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To conserve weight, Goodrich managers guaranteed that their compact
brake would weigh no more than 106 pounds, contain no more than four
small braking disks or “rotors,” and be able to repeatedly stop the aircraft
within a specified distance.
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The contract was potentially very lucrative for the company and so its
managers were anxious to deliver a brake hat “qualified,” that is, that
passed all the tests the U.S. Air Force required for the A7-D.
¢ e " ol 8 A ol e ey ya Uy e S Ul s ¢ AS 80 AR Lay e el S
o 71 5yl Sy 51 sall 23 Lalla ) ol HLEAY) aas & jlia)

ALWAYS LEARNING Copyright © 2012 Pearson Education, Inc. All rights reserved. PEARSON



Morality (story)

An older Goodrich engineer, John Warren, designed the brake. A young engineer
named Searle Lawson was given the job of determining the best material to use as
the brake lining and testing the brake to make sure it “qualified.”
Og09) U (£ Old (udige S @5 . Jalydll ¢ ()l 092 ¢ luw ASYI 150)3 92 (wdige auo
e 30" gl cye aST) Jalyall 5Ll Jalyal BUasS golascind) slgall Juadl dyiod daga;
Searle Lawson was in his twenties. He had just graduated from school with an
engineering degree and Goodrich had only recently hired him. Lawson built a
“prototype” —a working model—of the small brake to test lining materials.
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He found that when the brake was applied, the linings on the four rotors heated
up to 1500 degrees and began disintegrating.
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Morality (story)

When he tried other linings and got the same results, Lawson went over Warren’s
design and decided it was based on a mistake. By his own calculations, there was
not enough surface area on the rotors to stop an airplane in the required distance
without generating so much heat the linings failed.
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Lawson went to Warren, showed him his calculations and suggested Warren’s
design should be replaced with a new design for a larger brake with five rotors.
Warren rejected the suggestion that his design was based on a mistake that a
“green kid” just out of engineering school had discovered.
dundes ST Jolyd) dadr @aouais (9 el sl 77819 diblus a 4gbols ¢ g J] Ogag) 03
oo 9l 7253 " pasl Jab" daaiSi las (e Live O dowauas 0L W #1831 ¢ply (ad) .ablgs
He told Lawson to keep trying different materials for brake linings until he found
one that worked.
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Morality (story)

But Lawson was not ready to give up. He went to talk with the manager in charge of
the project and showed him his calculations.
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The project manager had repeat edly promised his own superiors that development
of the brake was on schedule and knew he would probably be blamed if the brake
was not delivered as he had promised.
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Moreover, he probably felt he should trust Warren who was one of his best
engineers, rather than someone just out of engineering school.
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The project manager told Law son that if Warren said the brake would work, then it

would work. He should just keep trying different materials like Warren told him to
do.
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Morality (story

Lawson left the project manager feeling frustrated. If he did not have the support of
his superiors, he thought, he would just keep working with the brake Warren
designed.
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Several weeks later Lawson still had not found a lining that would not disintegrate
on the brake. He spoke with his project manager again.
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This time his project manager told him to just put the brake through the tests
required to “qualify” it for use on the A7-D airplane.
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Then, the manager told him in no uncertain terms that no matter what, he was to
make the brake pass all its qualifying tests. His manager’s orders shook Lawson and
he later shared his thoughts with Kermit Vandivier, a technical writer who had been
assigned to write a report on the brake:
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Morality (story)

| just can’t believe this is really happening. This isn’t engineering, at least not what |
thought it would be. Back in school | thought that when you were an engineer you
tried to do your best, no matter what it cost.
O9Suw il el Lo ud J8YI e ¢ dandids Cutd 04, J2ll iy 132 O Bual o apdaiiad Y
oS Ul (an ¢ Hugs $Huad JIs O gl ¢ ludige ciS ladie AT coddie! ¢ dusydall J) 8392JL
LAaisd|
But this is something else. I’ve already had the word that we’re going to make one
more attempt to qualify the brake and that’s it. Win or lose, we’re going to issue a
qualification report.
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| was told that regardless of what the brake does on tests, it’s going to be qualified.
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Lawson put together a production model of the brake and ran it through the tests a

dozen times. It failed every time.
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Morality (story)

On the thirteenth attempt, Lawson “nursed” the brake through the tests by using

special fans to cool the brake and by taking it apart at each step, cleaning it carefully,

and fixing any distortions caused by the high heat.
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At one point, a measuring instrument was apparently deliberately miscalibrated so it

indicated that the pressure applied on the brake was 1000 pounds per square inch

(the maximum available to the pilot in the A7-D aircraft) when the pressure was

actually 1100 pounds per square inch.
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Kermit Vandivier, who was to write the final report on the tests, was also troubled.
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He talked the testing over with Lawson who said that he was just doing what the

project manager had ordered him to do. Vandiver decided to talk with the senior

executive in charge of his section.
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Morality (story)

The executive listened, but then said, “It’s none of my business and it’s none of
yours.” Vandivier asked him whether his conscience would bother him if during
flight tests on the brake something should happen resulting in death or injury to the
test pilot.
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The Goodrich executive answered, “Why should my conscience bother me? ... | just
do as I’'m told, and I'd advise you to do the same.”
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When Kermit Vandivier was told to write up a report that concluded the brake had
passed all qualifying tests, he refused. Such a report, he felt, would amount to
“deliberate falsifications and misrepresentations” of the truth.
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Morality (story)

But a short time later, he changed his mind. He later said: My job paid well, it was
pleasant and challenging, and the future looked reasonably bright.
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My wife and | had bought a home ,If | refused to take part in the A7-D fraud, | would
have to either resign or be fired. The report would be written by someone anyway,
but | would have the satisfaction of knowing | had had no part in the matter.
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But bills aren’t paid with personal satisfaction, nor house payments with ethical
principles. | made my decision. The next morning | telephoned [my superior] and told
him | was ready to begin the qualification report.
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Morality (story)

Lawson and Vandivier wrote the final report together. “Brake pressure, torque
values, distances, times—everything of consequence was tailored to fit” the
conclusion that the brake passed the qualifying tests
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A few weeks after Goodrich published their report, the U.S. Air Force put the brakes
on A7-D test planes and pilots began flying them.
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Below, we will talk about what happened when test pilots flew the planes equipped
with the Goodrich brakes.
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At this point, note that Lawson believed that as an engineer he had an obligation “to
do your best, no matter what it cost,” and that Vandivier believed it was wrong to lie
and to endanger the lives of others, and believed also that integrity is good and
dishonesty is bad. These beliefs are all examples of moral standards.
o Sl pak ¢ dugr §Hlad Jie" ) dde udigeS 4l itay Ogung) O oY ¢ dloyell 0d (3
Aol O Ll disiang ¢ lasel) ¢33 Bl (i yady @ISl Uasdl ope 4 diias duwandSlé Oy ¢ "3ass)
ABMSYI julandl e il LS Oolddiaadl ods  diuw LY LS9 oy

ALWAYS LEARNING PEARSON




Morality

- As the standards that an individual or a group has about what is right and
wrong, or good and evil.
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Morality — “standards of right and wise conduct whose authority in
practical thought is determined by reason than custom.”
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moral standards: The norms about the kinds of actions believed to be
morally right and wrong as well as the values placed on what we
believe to be morally good and morally bad.
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Moral standards can be contrasted with norms or standards we hold
about things that are not moral.
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Morality

nonmoral standards The standards by which we judge what is good or bad and right
or wrong in a nonmoral way.
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Examples of nonmoral standards and norms (sometimes also called “conventional”
standards and norms) include the standards of etiquette by which we judge people’s
manners as good or bad,
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the rules of behaviour set by parents, teachers, or other authorities, the norms we
call the law by which we determine what is legally right and wrong, the standards of
language by which we judge what is grammatically right and wrong,
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the standards of art by which we judge whether a painting or a song is good or bad,
and the sports standards by which we judge how well a game of football or
basketball is being played.
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Why do company need to have business ethics?
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- Benefits to customers  Deall W5lg
- Benefits to the company  45,&dl (e 343 &I S5l gall
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Ethics Defined

“It’s the study of what are good and bad ends to pursue in file and what it is
right and wrong to do in the conduct of life. It is therefore, above all, a
practical discipline. Its primary aim is to determine how one ought to live
and what actions one ought to do in the conduct of one’s life.” John Deigh
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Ethics and Morality

e Ethics is the study of morality.

— Morality = The standards that an individual or a group has about what is
right and wrong, or good and evil.
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— Moral Standards = norms about the kinds of actions that are morally
right and wrong, as well as the values placed on what is morally good
or bad.
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— Non-Moral Standards: The standards by which we judge what is good or
bad and right or wrong in a non-moral way.
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ETHICS MORALITY
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