


BUSINESS ETHICS IN THE CROATIAN ECONOMY





Josip Županov�





Received: 10. 06. 1998.						Preliminary communication


Accepted:  25. 10. 1998. 					UDC:





Business ethics represent an important part of modern business and managerial discourse in the world, as well as in Croatia. The discourse has two crucial characteristics:


1. The observation of business ethics in doing business is attempted to be justified in terms of everyday pragmatic values.


2. Normative orientation of discourse prevails (the emphasis is on the how businessmen, particularly managers, should behave).


Much less, though, has been discussed on how they really behave. Very often empirical studies on their real behavior are lacking. Bearing in mind such an inadequacy, CROMA (CROatian Managers’ Association) decided to poll its own members on the (un)ethical behavior of Croatian managers as the first step in further researching the issue.





1. Basic information on the survey





Each survey requires an operative definition of survey topics. So this survey defines three “dimensions” of ethical behavior in the economy:


1. Observing laws and other government regulations.


2. Prompt execution of accepted agreement obligations.


3. Unethical deeds and procedures which do not violate neither legal provisions nor contract stipulations.





Though we are fully aware that each legal regulation does not necessarily express basic ethical values and norms, and that some of them even permit a doubtful behavior in terms of ethics, we still consider any breach of legal regulation as an unethical act because the violator tried to achieve some unacceptable gain or advantage, or other parties were to be unduly damaged. Therefore, such behavior cannot be regarded as moral.


An unaccomplished agreement obligation is equal to the breach of pledge word. In our society, it has always been regarded as immoral, let alone various tricks, which are feasible within the legal framework and within clauses stipulated by an agreement.





However, how to get to the data on behavior related to the three above-mentioned dimensions ? We can achieve it by two methods. The first one is the “objective method”, which consists of a systematic search into objective records (judicial, police, inspection, etc.) containing individual data on violations of law and tricking agreement obligations, which are yet to be quantitatively (statistically) processed. The second method is to request the information on the subject from people who are well informed about it. They could not be asked, of course, to provide precise quantitative data, but rather qualified judgement. Both methods have advantages as well as disadvantages. An advantage of the first method is that we get precise individual data, which can be subject to the quantitative analysis. However, it has a serious fault: no record covers all the cases of law violations – as it is a number of cases which are hard to estimate, as well as a volume of unaccomplished agreement obligations. As a rule, there has been no evidence on various misconducts emerging within the legal and contract framework. On the other hand, even “objective data” from various records are not objective in the same sense as data on the water level or earthquake intensity - there are not ‘pure facts’ but judgement upon which even experts do not have to always agree.





The second method (opinion poll) has a great advantage due to relatively easy and quick implementation and significantly lower costs compared to the first method. Of course, it is more imprecise (in quantitative terms) and more subjective than the first method. However, if one wanted to get a general perception of the phenomena, which is then to be used as the starting point for further quantitative examination, the second method is no less reliable than the first one.





While outlining the survey questionnaire, we had to decide on how to phrase questions on the three dimensions of managerial ethical behavior. Should we ask direct questions (whether and how many times the respondent has violated the law or tricked the agreement; whether and how often, when conducting business, he has used maneuvers permitted by law, which were not ruled out by the contract; etc.) or, should we ask projective questions, such as the request to evaluate ethical behavior of other managers (in other companies) on the basis of personal insight and comprehension ? Although direct questions would have been more appropriate for processing, they would probably cause a psychological resistance and defensive reaction of the respondent.  Therefore, many of them would refuse to cooperate completely or answer some particular questions. Also, a tendency to deck out a real situation would occur. In the case of projective questions, the respondent’s ego is sufficiently protected. Thus, we need not expect either a refusal of cooperation to a greater extent, or distortion of real events. Therefore, we chose the second type of questions. The obtained answers seem to be “grosso modo” reliable in the sense that they reflected a pretty realistic, general perception; however, it is necessary and useful to determine and clarify precisely some results through discussion.





The opinion poll was carried out by mail, and 210 respondents returned completed questionnaires by 15 October 1997, which enables quantitative processing of received data. Admittedly, while this report was being written, completed questionnaires were still coming in, so the final return is to be greater, but hardly above 15%. When the last forms get in, they will get processed in the same way, so the final report would be completed. Anyhow, we do not expect that it will significantly change the results obtained after the first processing.





As mentioned above, 210 respondents participated in the CROMA survey. They form an “ex-post” sample, which in strictly statistical terms was not representative. However, there are reasons to believe that those who, for whatever reason, failed to complete the questionnaire do not evaluate the real situation much differently, so the survey data are to be taken into consideration very seriously.





Although a self-selected sample is at stake, the structure of the sample with regard to the size of the firm and the type of ownership is, one could say, optimal as shown in the following review:





Size of firm (%)�
Type of firm (%)�
�
Small 29.52�
Privately owned 47.6�
�
Medium 33.81�
Mixed ownership 28.0�
�
Large 32.38�
State owned 20.1�
�



The crosstabulation of received answers with the size and ownership will be made when all expected forms are returned. It will enable us to switch from univariant to bivariant analysis at least for some survey questions.








2. Review of main results





2.1. (Non)observing the regulations





The question was whether and how much, according to one’s own insight and comprehension, do Croatian businessmen (in conducting everyday business) observe law and regulations ? Special evaluation, concerning the relationship with five subjects, was requested: domestic business partners; foreign business partners; own personnel; consumers; the state, medical and pensioners fund. For each particular type of relationship, it was necessary to evaluate whether businessmen do observe regulations “in most cases”, “often, but not much”, or “little, or not at all”. In order to ease the presentation, we attempted to reduce three figures for each type of relationship to one. In the first modality of the answer, we applied an index value of 3.0; in the second, 2.0; in the third, 1.0; and then for each particular type, we calculated the average index between 1.0 (minimum) and 3.0 (maximum). The results received are shown in Chart 1.
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Chart � SEQ Chart \* ARABIC �1�. Observing legal regulations in dealing with five subjects





Before making any comment, let us try to imagine what average index we could get in western developed countries. The average index would probably be 3.0 and the deviation would not be  bigger than 0.1 up to 0.2 from the maximum. Probably, there would not be any variations with regard to the type of relationship. Our findings are completely different. The variations, with regard to the type of relations, are very high; and deviations from the standard (value 3.0) are substantial. In brief, the regulations have not been observed sufficiently, even when referring to the relationship with foreign companies. Also, as far as national companies and consumers are concerned, the breach of regulations is disturbing.





In the second question, the respondents were required to evaluate the importance (effect) of seven possible reasons for which they do not observe the regulations. It follows from the survey data that all the proposed reasons, to some extent, influence (un)observing  the laws and regulations, but, at the most, the following four factors:


1. Failed efficiency of courts (62.86+34.28)


2. Strong political background (60.00+30.00)


3. Economic benefit of the firm (52.38+35.24)


4. Inadequacy of the regulations to market economy (45.71+37.14)


The respondents did stipulate some additional reasons in the free choice answers (total of 20 free choice answers), which can be divided into three categories: economic, political-legal and cultural-civilization.





The given economic reasons are as follows:


general condition of the national economy, insolvency, unemployment, unfair competition,


weak economic strength of the entrepreneur,


high taxation of net wages and misconducts regarding it,


black market in obtaining materials and labor force, and the collusion with the government inspection, as well.





As political and legal reasons, the following were stated:


the state institutions and firms in public ownership themselves are not observing the regulations (unsettled payments of their bills),


exaggerated normativism, politicized economy and the party interests,


key role of the moral-political loyalty (“if you were not a member of the ruling party, woe thee”),


there is no free market; the market has been ideologically politicized,


the opening of more than one bank account is permitted, which “simply and without consequences enables undermining of the business moral”.





As cultural and civilizational reasons, the following were stated:


lack of consciousness on co-existence (interdependency) among the people, 


disputes over different political preferences,


relatively low level of cultural and civilizational development.





2.2. (Not) accomplishing contracted obligations 





Respondents were requested to evaluate whether and how much Croatian companies, in whole and on time, execute their contracted obligations towards: domestic and foreign companies, their own personnel and consumers. The answer modalities are “all or almost all the companies”, “more than half” and “less than half”. According to the same procedure as in the first question, the average indexes have been calculated (from 1.0 to 3.0) for each class of contracted partners. The results are shown in Chart 2.
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Chart � SEQ Chart \* ARABIC �2�. Accomplishment of contract obligations with regard to five subjects





As we can see, the own personnel and foreign companies fare relatively the best, consumers and public utility companies fare worse than foreign firms and the national companies fare the worst. 





However, we could ask the question whether the evaluation on the accomplishment of the labor agreement is realistic, bearing in mind that about 150,000 employees do not regularly receive their salary. We could also ask whether the effective execution of labor contract obligations is the number one priority.





The described disturbing conditions beg the question: what are the reasons for not accomplishing the agreement obligations ? Respondents were offered five possible reasons: from the lack of professional attitude and imprudence of management while concluding deals up to the generally unbalanced situation in the economy. They could check off two answers, at the most.





Three-quarters of the respondents (75%) stated an unbalanced situation in the economy and insolvency as the main reason. As a respondent said: “a disturbance in all business and life streams”. In the second position is the inefficiency of courts, but with a much smaller frequency (37.1%). The third and the fourth position share “economic benefit from contract violation” and “lack of professional attitude and imprudence of the management” (each modality at 28.5%).





However, when one side persists in failing to fulfill its obligations, the other side faces the problem of how to react. At first, we asked respondents how they would personally react.  The solid majority (65.8%) would suspend further transactions with such a partner, until he delivered the contract obligations, but the vast majority would not be inclined to definitely break all the business relations. A little more than one-third (37%) would bring a lawsuit against their partner. So, we could deduce the following business tactics: stop the further transactions and renegotiate the issues already agreed upon. Also, just in case, one could begin legal action in court. A disputed case cannot be solved in an informal way (by personal favors and counter-favors), and especially not by political pressures. 





So, what else to do when a state institution fails to deliver a contracted obligation ? What would a businessman need to do, providing that such a situation took place ? 





The opinions over suing the state have been split. A little less than half (45.71%) thinks it should be done, but one-quarter thinks it should not be done (25.7%), and more than one-quarter (25.28%) is indecisive – they responded that they did not know, or they gave no answer. 





An equal group of respondents (about 45%) think that a reasonable compromise ought to be reached. However, a little less than one-fifth (17.14%) was against it, and more than one-third (27.14%) did not respond. Almost half the respondents think that a business relationship is to be suspended up to the obligation accomplishment, but almost one-quarter (22.96%) disagrees, and one quarter (24.28%) is indecisive. The majority opposed complete suspension of a business relationship (57.14%) and about one-third (24.28%) was indecisive.





Also, the modality to inform the general public was offered. Two-fifths (40%) was in favor of such a step, but a little more than one-quarter (27.14%) opposed it and one-third (32.86%) was indecisive. In another words, the solid minority supported public pressure against a state institution, but the majority is either opposed or restrained.





And what would personally the respondent do if he were in such a situation ? This question is not hypothetical because only 15% of the respondents were never in such a situation. The vast majority (92.8%) would suspend further business until the debt was not settled. More than one-third (37.1%) would attempt to fix the issue with an authorized state official, and almost one-third would attempt to spring up a political intervention from a higher level (31.4%). One-fifth (20.9%) would bring suit into court. The three respondents only would passively wait for an outcome.





Business tactics of our respondents could be phrased as the following: the pressure should be carried out against the state institution by temporary suspension of all the business, and an attempt should be made to find some informal or semi-formal solution to the problem.





We have seen how the solid majority does not take into account that they could make a state institution deliver contracted obligations by pressure of the public. It is assumed that state institutions are not too easily affected by public pressure. However, how much, if at all, are businessmen, particularly managers, sensitive to the public pressure ? What is said about this is found in the answer to the following question: Would each businessman be concerned if his partner sued him ? Theoretically, a reason for concern can be dual: 


1. he could be concerned  with financial loss if he lost a lawsuit,


2. the lawsuit itself, regardless of outcome, is damaging to the image of the firm in public.





Responding to this question, only about one-fifth (21.43%) thinks that the majority would be concerned by a lawsuit, while an overwhelming majority (71.43%) think that a lawsuit would only concern some of them.





How to explain these answers ? Whether due to the inefficiency of the court, a firm is not greatly subjected to material damages if it lost a lawsuit? Or, maybe it is normal in the Croatian business environment to be taken into court, and the image in the public could only be ruined if the media reported about it?





With respect to that, the question was addressed: would Croatian businessmen be concerned if the press reported on their unethical conduct ? The solid minority think that the majority of business people would be concerned by such a coverage, but the majority (52.86%) still think that it would concern only some. Although Croatian businessmen seem to be more sensitive to anti-propaganda in the media rather than to lawsuits, the presented data suggest that the business image is not as important to our businessmen as to their western colleagues.





2.3. Unethical procedures which violate neither law nor agreement





According to this survey, such incidences happen often, or very often in relation towards national companies (80%) and towards consumers (54.28%). Significantly smaller, but not to be neglected, is the incidence of unethical conduct toward foreign companies (31.43%).





On the other hand, respondents were asked to list three examples of such non-ethical procedures, of course, without submitting the name of the person or the firm in question. We wanted to get more detailed information on “mean machinations” (quote from German sociologist Georg Simmel) at stake. However, we wanted to check whether the question was addressed properly. Twenty-four free choice answers to this question arrived. However, most answers (almost all) include violations of law and very often of a contract, too.
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Chart � SEQ Chart \* ARABIC �3�. Unethical behavior related to the domestic business partners
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Chart � SEQ Chart \* ARABIC �4�. Unethical behavior related to the foreign business partners
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Chart � SEQ Chart \* ARABIC �5�. Unethical behavior related to the own personnel
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Chart � SEQ Chart \* ARABIC �6�. Unethical behavior related to the consumers


I have not found  a single example of refined tricks, as for instance, such as the “mouse type” in the US during the conclusion of a credit card agreement. For example, the credit card agreement (teaser card) stipulates, in block letters, the interest rate of 5.9%, but in small letters (“mouse type”), the contract contains real terms: for instance, the interest is to be increased up to the “prime rate” of 6% plus 9.9%, or in total, as high as 15.9%.





Let us have a look into the situation. The credit card issuer observed the regulations of the Federal Reserve Board stating that the conditions (in first place the interest rate) had to be drawn in the offer. Thus, they were drawn. When the bearer of the card, in the course of credit card use, discovers that the interest rate was not 5.9% but 15.9%, he could not sue the firm which issued the card for violation of the contract because the contract stipulated clearly the interest rate was 15.9%, although it was printed out in tiny letters. If the new owner of the card did not read what was written in tiny letters, it would have been his own fault. 





Such maneuvers and tricks have occurred in America a great deal (and most likely in other fields of activity) and that was a main example of unethical behavior without the violation of laws, breech of agreement, or failure to deliver contracted obligations. In our country, it seems that still much “rougher” methods have prevailed: such methods involve open violation of laws and agreements. Maybe refined unethical procedures are yet to come in the future. However, one could assume that the “import” of such operations to our country is in due course, so they cumulate together with the open violation of laws and agreements. This is suggested by the answers to the following questions.





Namely, respondents were required to compare ethical behavior in Croatia and developed countries, countries in transition and the Third World countries. The huge majority of surveyed managers (88.57%) hold the same opinion, claiming that the situation in Croatia is worse than in western countries. If we bear in mind the cumulative figure of unethical procedures, the response is completely logical. There is a pretty large consent that the situation in Croatia is more or less the same as in other transitional countries (77.14%), although one-tenth thinks the situation in our country is better, and the same number of respondents think the situation is worse than in other transitional countries. However, when Croatia is compared with the Third World countries, it is obvious the opinions were split. The solid relative majority (47.14%) thinks the situation in our country is better, but according to the opinion of one-third of the respondents (35.71%), it is approximately same, and there were those who think that it was worse than in the Third World countries (11.43%).


3. How to improve the situation ?





The respondents were asked to evaluate the efficiency of seven suggested corrective measures on a scale of three degrees (“not very efficient”, “quite efficient”, and “very efficient”). Having added the index value of 1.0 to the first degree, 2.0 to the second and 3.0 to the third, we have calculated an average index of anticipated efficiency for each corrective measure. The distribution of average indexes is as follows:





Rank: 


to increase efficiency of courts – 2.8


to improve education of businessmen and managers – 2.6


to increase outside control (inspection and auditing services, etc) – 2.2


to increase internal control and self-regulation (internal control, control through the professional associations, etc) – 2.1


to tighten up the regulations (more comprehensive state regulation and harsher penalties) – 1.9


to increase “investigative journalism” – 1.8


to increase the use of  “agents-provocateurs” – 1.6.


We believe that these figures need no comment.





Towards the end, the question addressed was on priorities in doing business - respondents were asked to evaluate their importance on a five degree scale (minimum is 1.0, and maximum is 5.0). The biggest importance was given to moral priorities:


everything should be done in compliance with regulations – 4.3


everything should be done in compliance with good business customs – 4.3


interests of all those involved in the business should be equally respected – 4.2





In the second position, according to importance, was the risk reduction for businessmen (managers)  themselves:


precise anticipation of personal and business risks – 3.8


precise determination of a mode of solving potential disputes – 3.6.





Only in third position were the interests of the main business stakeholders:


ensuring the maximum profit for the employer  - 3.4


securing interests of the employees (employment, wages, etc.) – 3.5.


The results are certainly very interesting. We can see that the ethical considerations were put before economic interests. Also, a priority in risk reduction was very important for managers.





The last question was on the ethical code in management. An overwhelming majority (65.7%) thought the existing Croatian Managers’ Association Code is a good document and that it only needs strengthening in practice. Four-fifths of the respondents thinks that managerial contracts would obligatory need to include the clause on respecting the ethical code.





The majority of respondents were not familiar with whether an another informal ethical code existed in practice. However, the ethical code for managers is not sufficient: according to the opinion of the overwhelming majority of respondents (74.25%), besides the professional managerial ethics, there should have existed the code of proprietors’ and political ethics.





4. Some preliminary conclusions and questions for discussion





In general, business ethics is perceived as very poor. According to the survey data, in everyday business operation, the regulations get violated massively, especially in transactions with domestic partners. As far as the accomplishment of contract obligations were concerned, the impression is even worse.





Although such a situation is caused by various reasons, it seems that the most important two were:


generally unbalanced situation in the economy, which is reflected in a huge level of insolvency, and


very inefficient sanctioning of unallowed behavior by the courts.





In opinion of the respondents, the unethical procedures not violating the law or breaching the agreements are also pretty frequent. However, from the open-ended (free choice) questions, one could conclude that the rough unethical procedures involving the open violation of legal norms and contracted agreements prevail in our country, unlike the situation in developed countries, in which the unethical behavior is usually restricted to the hardly traceable violations of ethical norms within the framework of law and contracts. However, it is just a hypothesis which needs to be tested in another survey. It would have to include the other groups outside the firm, such as consumers and their associations, trade unions, etc. Protection from such unethical procedures is significantly harder than the protection from rough violations of legal norms and contracted arrangements – it demands different forms of social organization and public actions, which are not usual in Croatia.





The massive failure to live up to contract obligations enforces another problem – the issue of the trust level in the Croatian economy, not only between the employers and the employees, whose interests are traditionally confronted, but also between business partners (firms), and between the economic subjects and the state. Also, the contemporary management theory emphasizes the key role of trust among the parties in the economy for accomplishing business success and economic development. The spectacular rise of Japan after World War II is primarily attributed to the high level of confidence among the parties in the economic life. The question is to be brought for a serious discussion, which of course has to be based upon the empirical data.





Finally, the discussion is to respond to a practical question. Namely, it was determined that the average index of observing regulations in relation with one’s own personnel was not high (2.1), but the average index of accomplished contracted obligations towards them was in first position (2.5), even slightly higher than the index of accomplishing contracted obligations toward foreign partners.





Do these conclusions reflect reality, or are they an artifact created by the survey  itself (whether by phrasing the questions, or by the fact that the “ex-post” sample was used ) ? Results of the discussion will be included into the final report, so this temporary report might be corrected, up to a certain point.
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POSLOVNA ETIKA U HRVATSKOM GOSPODARSTVU


Sažetak





Poslovna etika predstavlja važan dio suvremenog poslovanja i managerske prakse, kako u svijetu, tako i u Hrvatskoj. Ovaj problem ima dvije temeljne karakteristike:


Provjera poslovne etike u svakodnevnom poslovanju se pokušava opravdati u smislu uobičajenih pragmatičkih vrijednosti;


Prevladava normativna orijentacija (tj. naglasak se stavlja na željeni način ponašanja poslovnih ljudi, a naročito managera).


U mnogo se  manjoj mjeri proučavala stvarna prisutnost etičkog ponašanja u poslovanju, o čemu vrlo često nedostaju i empirijske studije. Imajući na umu neadekvatan tretman ove tematike, CROMA (Hrvatsko udruženje managera) je odlučila anketirati svoje članove na teme (ne)etičkog ponašanja u hrvatskom managementu, što bi trebalo poslužiti kao prvi korak za daljnje istraživanje.
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