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Case Study – Loyalty Schmoyalty

In Loyalty Schmoyalty we learn from Mike Scales that the G.M., John Fallin, is taking care of Eddie, representing him in court and paying any fines for him. John’s logic being that all of the recent inspections were a direct result of his refusal to bribe the city inspector. Supposedly, Frank (the owner of FOI) was going to take care of the harassment problem.

Mike came in on his day off to make sure Bill Gardner, Chief Engineer, fixed the leaky pipe at the bar. So he was standing there watching Bill work, thinking about all the recent troubles at the bar, when a guy named Vaughn Harding came in and sat. He was the rep from a new liquor distributor in the area, and he tried to sell Mike on their product. He had a printout of exactly what Mike was paying Raleigh for liquor and said they would go 3-5% lower than Raleigh. 

Mike's liquor costs had been high lately and he was more than a little concerned for his job. Lower liquor costs would be most appealing to him. Mike told Vaughn that he'd been doing business with Raleigh for years, though, and, when he noticed the printout, said, "And so we’re supposed to just blow these guys off, huh?" 

That is Mike's decision to make: to go or not to go with the new supplier. Using the  blank Ethics Analysis Form following the lesson, enter the decision option and stakeholders on the form. When you have completed the analysis, compare your form with the Key at the end. Who are the stakeholders who may be affected by this decision?  Enter Mike, Raleigh, Vaughn, and FOI on the form.
This is a rather difficult and complex case. We have to determine whether Mike should stay with Raleigh or go with the new distributor. Even though Mike has been satisfied with Raleigh, a local firm, for 6 years (since opening), a cheaper price is tempting. 

This is similar to the decision we make to shop at Home Depot rather than a small local hardware, or we go to Wal-Mart, etc. Most of us choose to pay less, and this has put many local independents out of business. Whether we know it or not, most of us purchase products that are made in countries where workers are paid next to nothing for their labor, and these products appeal to us because they are considerably cheaper than those made in the U.S. Some of us don't even think about who makes our products, we just consume. 

We perhaps should ask ourselves why some companies can charge less for their products. Do they operate more efficiently? Have economies of scale? Pay their workers slave wages? Are we responsible for unknown workers' plights in foreign countries?

Raleigh vs. Bettis 

Let's assume the two distributors have the same products and the same services. Raleigh is a local company we have done business with for 6 years. Bettis is a company from somewhere else trying to get a foothold in our area. Is there anything wrong with a company trying to expand into new territories? 

We regard competition as good in this country. We see competition as a way of keeping prices low, and have made it illegal for companies to collude to keep prices high. So Bettis coming in and offering the same products at lower prices seems in keeping with the American way of doing business. 

Only one of the points of business is to make profits. Obviously most businesses cannot survive if they don't make profits. The main goals of business are to provide us with products, services, jobs, and an economy. Big companies gobbling up small companies, however, have made competition the point and short-term profits the goal. The numerous business scandals described in Chapter Two of the textbook show us how destructive greed and the misuse of power are. 

While it's good for Bettis to try to grow and move into a new territory, the methods they use to that end should be ethical. That is, they should be fair, honest, and trustworthy. Vaughn Harding, the rep for Bettis, had a printout of all the prices FOI was paying Raleigh for liquor. Is that information that Raleigh would make available to Bettis? How do you imagine Vaughn got hold of it? 

Go to the list of Ethical Principles near the end of this lesson and read “Loyalty.”  "…do not use or disclose confidential information; they respect the proprietary information…" Vaughn, representing Bettis, chose to use information that gave them an unfair advantage. Perhaps they could sell for less than Raleigh and still make an acceptable profit, or perhaps they were choosing to forego an acceptable profit to get FOI on board. At some point, they would have to raise their prices to be profitable. But, they used information they should not have had. 

Sellers like to have loyal customers, and this concerns the evolution of a relationship between the buyer and the seller. If there is no trust, there can be no relationship. It might seem to be in our short-term interest to go for the low price, but we need to stand back and consider the bigger picture. If we do business with a company that used dishonest or unfair business practices to get our business, perhaps, down the road, they will be less than honest and fair with us. 

These sorts of unfair practices change the atmosphere of business. We maybe aren't aware that it's changing and maybe we don't think we care. But it's still another breakdown in society. We become less and less civilized. Business is not just about making money. In order for business to be considered a profession, it has to have some purpose that is good for society, rather than merely personal gain for its management. The reputation of our industry has value, and it is up to you who will be managing in this industry to raise the reputation. This is done through making ethical decisions and behaving in ethical ways. 

Vaughn didn't assault anyone, but he did use unethical practices in his attempt to get Mike's business. Do Vaughn's unethical practices rub off on us? I think they do. We can be arrested for buying stolen property. We are considered to be an accessory to the crime. If we buy into others' unethical offers, we are violating integrity and perhaps loyalty and reputation. 

As managers, and in life, we should always endeavor to take the high road. Which, of course, is increasingly difficult. We can truly believe that it's wrong to use slaves or operate sweatshops, but are we willing to pay more for products that are produced by workers who are paid fair wages? We can identify the violated ethical principles when a supplier tries to get our business by taking unfair advantage of proprietary information, but are we willing to pay more for products that are being sold by companies that are not using unethical business practices?

On the surface (obviously we don't have all the details), which of the companies - - Bettis or Raleigh - - is the more ethical operation? Which company, if their prices were the same, would we rather do business with? 

As usual we're faced with the money vs. ethics dilemma. All this talk and it still boils down to: Do we stay with our trusted supplier of 6 years, or switch to a less ethical company for the current cost savings?  
In Loyalty Schmoyalty Mike noted that John, the G.M., was loyal to Eddie, the bartender. John models loyalty to his employees. His loyalty will cost FOI the $500 fine and attorney's fees. It costs John personally going to the jail in the middle of the night to bail out Eddie and his A.G.M. Mike's dilemma now is whether or not he should be loyal to Raleigh, and how much is he willing to pay to be loyal? 

Perhaps he could talk to the Raleigh rep and see if they would be willing to re-negotiate their prices in light of the other offer. If Raleigh could meet the Bettis prices, there would be no problem. If they can't match Bettis' prices, perhaps Raleigh could offer them some sort of incentive for FOI to remain loyal customers. If not, we're back to the same dilemma.

Using the blank Ethics Analysis Form following this discussion, enter “To go or not to go with the new liquor distributor” as the decision option and analyze it. Mike, Vaughn/Bettis, Raleigh, and FOI are the stakeholders. When you are done, compare your analysis with the key at the end. 

Mike, Bar Mgr. 

[What are the benefits to Mike if he goes with the new distributor? Are there any negative consequences if he goes with the new distributor? Bettis used unfair practices to get Mike's business. They will initially undercut Raleigh's prices but could raise their prices later. They have shown themselves to be a less than ethical company, and that makes them less than trustworthy. Mike could attempt to negotiate a lower price with Raleigh, and that could go either way. If Raleigh can't or won't lower their prices, Mike will be paying the same as he has been paying if he stays with Raleigh. In competitive marketplaces, companies have to work to keep our business. Raleigh can be given the chance to keep Mike's business. Raleigh must have something to make it worth staying with them. We need a reason to be loyal. 
Raleigh Liquor Dist.

How will Raleigh be affected if Mike switches to Bettis? What affect can new competition have on old businesses? If Mike switches to Bettis, other accounts might be more likely to also switch. Raleigh could lose a lot of business. 
Vaughn from Bettis

How did Vaughn come across to Mike? What did Mike think about Vaughn having the printout of the exact numbers FOI paid Raleigh? How could Mike's negative perception of Vaughn affect the rep and his ability to do business? Does Mike's perception of Vaughn affect his perception of Bettis? How? Do you think Mike networks with other hospitality and/or bar managers? Could Vaughn and the company he represents come up in conversations? How could this affect Bettis? 

It might have been a good idea for Vaughn to analyze his decision to use the printout to undercut the competitor's prices. It may be a decision that does more damage than good. Are any of the Ethical Principles violated by Vaughn's decision to use the printout of Raleigh's prices? 

Vaughn's assumption was that Mike didn't care about loyalty and would be influenced by money alone. Maybe that's because Vaughn does not honor loyalty and would be influenced by just the savings. It's a mistake to assume everyone thinks like we do. That is why we need written ethical codes. As G.M., John can model loyalty, but it is more effective if there is a stated rule that we are modeling. If the rule isn't stated, some people might not recognize the behavior they are seeing modeled!

FOI

Will FOI's customers know if FOI changes liquor distributors? If liquor costs are lowered, profits should be higher. Negative consequences to FOI for switching liquor distributors may be negligible. Under John's leadership, however, FOI tries to make ethical decisions and do business ethically. Dealing with an unethical company and/or company rep. may not be in keeping with the inn’s philosophy.

Ethical Principles
Are any of the Ethical Principles violated if Mike decides to switch to Bettis? (Integrity, Loyalty, Concern & Respect for Others, commitment to Excellence, Leadership, Reputation & Morale.)

Other Decision Options
There are degrees of violations to the Ethical Principles. Mike is not doing anything terrible by switching liquor distributors. If Bettis had used fair business practices, and Raleigh would not negotiate a lower price, Mike would be remiss not to consider changing distributors. As managers we are to do what is best for our companies because our employees and customers depend on us. 

However, ethical business people do not do business with unethical business people. To have integrity means that we make ethical decisions no matter the costs. There are other alternatives here. We can negotiate with Raleigh for lower prices, or we can look at other distributors. We are in business, and lower prices are to our advantage and should be pursued, but not at the cost of our integrity. 
This case, Loyalty Schmoyalty, was not easy. We may, like Mike, not have been impressed with Vaughn when he came into the bar and offered his deal. But we also may not have seen any good reason to turn it down, and we may not have seen any other options at that time either. Through the analysis process, however, the thought of dealing with Vaughn became less appealing and other options became apparent, such as negotiating with Raleigh or looking at other suppliers.
Conclusion

We all know that we should not steal. We know that it is wrong. Most of us are not struggling with whether or not to rob a jewelry store. But how about this: A couple is going to get married and a friend of the prospective groom's father knows someone who has beautiful diamond rings for very good prices - - amazing prices! He has a 2-karat diamond ring that the groom can have for a song, which is all the young man can afford. It's real. It's perfect. It's stolen. Hmm…a 2-karat diamond ring or a cherry Lifesaver? 

Is it wrong to buy stolen property? Not only is it wrong, it's illegal to buy stolen property. People with integrity do not do things that are wrong just because they make a nice profit for themselves. Taking advantage of someone's hardship, even if the ring was covered by insurance, is unethical. It's easy to be ethical on paper, or when it doesn't cost us anything, or when we don't care about the gain. That's why integrity is so valuable - - because it’s so hard to come by. It means always making the ethical choice . . . even if it entails wearing candy instead of a great big diamond. 

Analysis helps us to clearly think through a situation and gives us the strength to make better choices. It's not easy, but the payoff is long-term and invaluable.

Ethics Analysis Form

Decision Option: 
	Stakeholders
	Principles
	Consequences

	
	
	

	
	
	

	
	
	

	
	
	


Ethical Principles for Hospitality Managers
Honesty:  Hospitality managers are honest and truthful.  They do not mislead or deceive 
others by misrepresentations.

Integrity:  Hospitality managers demonstrate the courage of their convictions by doing 
what they know is right even when there is pressure to do otherwise.

Trustworthiness:  Hospitality managers are trustworthy and candid in supplying 
information and in correcting misapprehensions of fact.  They do not create 
justifications for escaping their promises and commitments.

Loyalty:  Hospitality managers demonstrate loyalty to their companies in devotion to 
duty and loyalty to colleagues by friendship in adversity.  They avoid conflicts of 
interest; do not use or disclose confidential information; and should they accept 
other employment, they respect the proprietary information of their former 
employer.

Fairness:  Hospitality managers are fair and equitable in all dealings; they do not abuse 
power arbitrarily nor take undue advantage of another’s mistakes or difficulties.  
They treat all individuals with equality, with tolerance for and acceptance of 
diversity and with an open mind.

Concern and Respect for Others:  Hospitality managers are concerned, respectful, 
compassionate and kind.  They are sensitive to the personal concerns of their 
colleagues and live the “Golden Rule.”  They respect the rights and interest of all 
those who have a stake in their decisions.

Commitment to Excellence:  Hospitality managers pursue excellence in performing 
their duties and are willing to put more into their job than they can get out of it.

Leadership:  Hospitality managers are conscious of the responsibility and opportunities 
of their position of leadership.  They realize that the best way to instill ethical 
principles and ethical awareness in their organizations is by example.  They walk 
their talk!

Reputation and Morale:  Hospitality managers seek to protect and build the company’s 
reputation and the morale of its employees by engaging in conduct that builds 
respect and by taking whatever actions are necessary to correct or prevent 
inappropriate conduct of others.

Accountability:  Hospitality managers are personally accountable for the ethical quality 
of their decisions as well as those of their subordinates. 

KEY – Ethics Analysis Form

Loyalty Schmoyalty
Decision Option: To go or not to go with the new liquor distributor
	Stakeholders
	Principles
	Consequences

	Mike, Bar Mgr. (Decision Maker) 
	Integrity

Loyalty

Concern & Respect 

     for Others

Commitment to 

     Excellence

Leadership

Reputation & 

     Morale
	· Mike's liquor costs will go down if he switches to Bettis - - at least for now.

· Mike may be unable to trust Bettis since Vaughn, the rep, had a printout of their Raleigh prices. Bettis would undercut a competitor using information that they should not have been able to get. What else would Bettis do? 

· Mike could, perhaps, negotiate a lower price with Raleigh to either match or be slightly lower than Bettis.

· Mike might not be able to have the same relationship with Bettis as he had with Raleigh. He might find himself without the service levels he has come to depend upon. 

	Raleigh Liquor Distributor
	
	· If Mike switches to Bettis, they lose the account/income. 

· Whether or not Mike switches to Bettis, Raleigh has a new competitor and they will have to make sure they are competitive - - that they can either match Bettis' prices or have additional value that customers are willing to pay for. The competition may force Raleigh to be a better company. 

· If Mike switches to Bettis, other accounts might be more likely to follow. Raleigh could lose a lot of business.

	Vaughn Harding from Bettis Inc. Liquor Distributor
	
	· Vaughn came across to Mike as "flashy." That Vaughn had a printout of the exact numbers FOI was paying Raleigh left Mike feeling he was dealing with a less than trustworthy person. That perception rubs off on the company Vaughn represents. 

· Vaughn's use of the printout violated all the Ethical Principles and was, perhaps, a bad decision. 

· If Mike switches to Bettis, Vaughn makes more money. If Mike doesn't switch, Vaughn does not get the commission. 

· If Mike is not impressed with Vaughn, he could share his negative impression of Vaughn with other industry people, which could hurt Vaughn's reputation and his ability to bring in new accounts.

· Vaughn represents Bettis. Customers' perceptions of Vaughn may hurt Bettis' reputation and discourage potential customers.

	FOI
	
	· Customers may not be aware that anything has changed. 

· Lower liquor prices mean higher profits.

· FOI, under John's leadership, tries to make ethical decisions and do business ethically. Dealing with an unethical company and/or company rep. may not be in keeping with the inn’s philosophy.












































