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OBJECTIVE AND METHOD

1.1 Objective of the research

The research project reported was carried out by GfK Praha, which was commissioned by a non-governmental, non-profit organization Transparency International, Czech Republic. The main objective of this research was to map actual bussines situation in Czech Republic from the point of the view of business ethic, detect opinions of businessman and company representants on the level of business ethic, to map possibilities for changes towards higher ethic in business relations and exertion of internal ethic regulations in companies.

1.2 Method of the research

The research was conducted as a qualitative study via a method of individual depth interviews.

The questionning was conducted through educated moderators on the basis of pre-drafted scenario.

The target person: individuals in the top management positions from companies and corporations with the turnover over CZK 100 mil annually (including). 

In total, 50 complete interviews conducted with business representatives from Prague, Brno and Liberec.

Sample structure according the main branch of business

	Branch

                                                           Town
	Prague
	Brno
	Liberec
	Total

	Transportation and Forwarding
	1
	2
	1
	4

	Construction industry and Materials retail
	1
	3
	6
	10

	Food processing industry and retail
	3
	1
	 
	4

	Other processing industry
	3
	 
	1
	4

	Wholesale, retail
	5
	 
	 
	5

	Power and water industry, recycling
	1
	 
	1
	2

	Projection, technologies, apparatuses
	1
	2
	 
	3

	Enginery and devices
	 
	3
	 
	3

	Publishing, printing, records
	2
	1
	 
	3

	Telecommunication and electronic devices and services
	3
	2
	 
	5

	Others
	5
	1
	1
	7

	Total
	25
	15
	10
	50


Introduction

Managers’ attitudes, collected by means of 50 in-depth interviews, allow for a comprehensive analysis in all parts of the survey. 

The answers of the managers interviewed indicate that their opinions and attitudes are affected by similar factors. The differences in their opinions are influenced by their personal characters and individual history rather than by any regional or industry-related variation. Any discernible differences that suggest possible regional or industry-related influences are mentioned in their respective chapters below. At the same time, some of the key opinions are corroborated and they can be considered as generally acceptable.

Summary and Conclusions

The business environment per se is given mixed evaluations: slightly prevalent is the opinion that the current environment is generally unfavorable for business, but a number of managers are convinced the opposite is the case, especially when they compare it with the past. 

The managers agree that the existing legislation is complicated, not very clear and it supports the growth of bureaucracy. While some see it as a crucial obstacle to business activities in the Czech Republic, others are satisfied with the strengthening of rules governing business activities and they do not perceive complex administrative requirements as a fundamental handicap. 

The Czech business environment is unethical. Anyone who wants to keep up with the pack has to conform to it at least to a certain extent. It is not that it is impossible to do business ethically. It is probably more difficult, though, and it forces you to give up some business opportunities. It is possible to go your own, ethical way. Hypothetically speaking, it is open for those who have an edge over their competitors – a strong position in the market or an exceptional niche, a strong competitive advantage.

The unethical environment is due to the general political and social atmosphere in the Czech Republic, due to the national culture, which is still influenced by the attitudes of people from the communism era, and it is facilitated by our complicated and nontransparent legislation. 

For managers, the expression ‘business ethic in the conduct of business’ relates to either observance of agreements by business partners, and more specifically, to their partners’ compliance with the agreed terms of payment, or it relates to good manners – good behavior when dealing with clients. It means that their understanding of ethic is linked directly to company’s profits. The notion of corruption seems to be only secondary. 

The fact that the environment here is unethical is basically accepted as a given with which the entrepreneurs themselves cannot or are not willing to do anything. A certain level of unethical behavior is considered a standard. A change is certainly desirable – the most frequent way of trying to bring about changes is only by passive insistence on ones own moral principles, however. 

As far as ethic is concerned, the best way to improve the existing environment would be through more transparent legislation, through increasing the enforceability of law, and by improving the moral climate in the society. All of the three factors listed must be applied simultaneously to make the change efficient. Big force could have leading through a good example, according to respondents – ethic behavior of managers would lead to following.

By all means, unethical behavior pays. In a short-term perspective, it boosts profits without any doubts whatsoever. It is possible that such an exposure would lead to loss of reputation, but loss of reputation per se does not necessarily jeopardize a company’s prosperity. Prosperity could be threatened, as a result of a loss of reputation probably only in the future – when good name will eventually become a guarantee of quality.

The standard of business ethic is gradually improving and respondents voice their hope that the trend will be positive. There have been perceptible changes since the late 90’s when legislation was stabilized and business activities settled into a more stable legal and human framework. 

Business ethic abroad is perceived as being somewhat higher – especially in countries with a long history of business enterprises, but this opinion is not espoused universally. The same applies to foreign companies’ ethical standards. On one hand they are perceived as arrogant, while on the other hand, they are believed to bring higher ethical standards. 

Whenever foreign companies are considered to be more ethical, a question arises how long they will be to maintain their higher ethical standards in our market. According to some of the opinions, such companies had to adapt to our conditions, and another problem may be due to the fact that their management is local and such managers behave according to the local customs. On the other hand, there were also voices which claimed that strong foreign companies are not only capable of holding onto their internal ethical standards but they are also able to influence their business partners.

Corruption is most widespread in the public sector, and public contract award process is particularly affected. The private sector is better able to watch over its ethical standards – market principles do work here. It is necessary to say, though, that unethical attitudes occur in the private sector as well, the perception is that the extent of unethical attitudes is more limited. 

The procedures used in the public procurement are totally nontransparent. The overwhelming majority of managers know about corruption in this field. The ways used to influence public tenders are well-known. The most frequent tool is manipulation with the tender conditions to make them suit only the candidate which is to win the tender.

Even though the managers usually indicate that unethical attitudes in private contracts award process are less common, it must be said, that it occurs here too. On one hand, it is obvious that public-sector corruption has to involve partners from the private sector whose participation is an active one, while on the other hand, managers’ answers – the transparent ones as well as the vague – show that unethical attitudes are commonplace in the private sector too. 

We may make the hypothesis that private sectors more tolerant towards partial transgressions of strict ethical standards – it is considered to be a part of the conduct of business – especially in areas such as the sensitive issue of fees. It is possible to carry our conjectures still further about how much is the strict assessment of corruption in public contracts influenced by the respondents’ ability to join in the unethical attitudes surrounding these public tenders. It was not possible to verify this hypothesis however. 

Unethical behavior is perceived differently depending on its results. It may be said that respondents distinguish between ‘good’ and ‘bad’ unethical behavior. Good corruption is the kind that benefits the company and as such it is tolerated and accepted. It is always viewed from the perspective of its indispensability, of the profit it brings to the company. Sometimes respondents tend to see it as rescue intervention. Bad corruption is such that directly damages the company’s financial performance, leaks money away and this kind should be punished severely. 

Similar are the positions adopted by the respondents towards cases when companies’ unethical activity is exposed. First of all, it would be necessary to assess the extent of the case. Furthermore, it has to be pointed out that managers tend to link cases of unethical attitude to individuals and slightly play down the involvement of the company as such, describing the transgression as an individual failure. There is a number of managers, though, who would welcome if companies were punished for proven cases of corruption – for example by withdrawing the company’s business license. 

The most efficient tool to punish the offending companies would be a thorough investigation of the case, followed by legal or criminal sanctions and the publications of the whole case. Publishing of investigated cases would nave positive impact on cleaning of business environment.

Ethical guidelines are generally perceived as useful and important – if they are efficient. If a company’s management see ethic as a priority and if they devote the required amount of attention to ethical regulations coupled with monitoring, then such regulations are efficient. Company management must lead by example – this is a must.  

Ethical guidelines do exist in companies, but in a variety of formats, ranging from descriptions of company culture principles, work codes, job descriptions, internal regulations, ISO standards, codes of ethic. Each company uses a different setting for their in-house regulations and there is a difference between what managers consider as internal ethical guidelines or regulations. 

A number of managers consider a written format of ethical regulations as redundant, especially in companies with smaller workforce size. In such firms, company culture is transmitted and shared through everyday interactions between personnel and the most important tool is leadership by personal example. 

In our conditions, leadership by example is generally considered more important than formal rules. 

Analysis

Business environment in ČR

General opinions about the business environment in the Czech Republic tend to vary. All in all, they seem to lean towards the opinion that our environment is adverse to business activities, even though a number of managers are convinced the opposite is the case, especially when comparing our current situation with the past. 

From the managers’ perspective, the largest part of the problems is related to legislative conditions for the conduct of business. According to them, legislation is unnecessarily complicated, incomprehensible, ambiguous, and insufficient. Massive bureaucracy is a problem of its own. 

However, those managers who are satisfied with the current state of our business environment maintain that legislation is actually one of the factors which currently improves business conditions – the laws and regulations do cover over business environment well, even though these managers admit that laws and regulations abound and that they are very complicated. 

“… further growth of business activities is supported by suitable legislation, this is a sure thing, and of course, it is a hindrance as well, because the huge volume of administrative steps and requirements and so on rather obstruct the conduct of business …“

Another obstacle to business activities that slows down Czech entrepreneurs is the preferential treatment provided to foreign companies and investors coming to our market. Managers would like to see similar support devoted to Czech businesses, and what they are given now seems to them as very insufficient. According to the managers interviewed, large companies and global corporations, which per se are better equipped to deal with bureaucratic obstacles, also obtain a lion’s share of the support provided. In contrast, the conditions for mid-sized companies are much more complicated – they have no major financial group or foreign capital to support them, they have to fight their way through the maze of bureaucratic requirement with less personnel and less experience, so their burden is much higher. 

“It is certainly adverse for Czech companies that the state evidently favors large multinational corporations – incentives, subsidies, tax holidays – a Czech company would never obtain such conditions … It rather seems like the liquidation of domestic businesses.“
Another problem besetting scores of businessmen is the high tax burden. In their eyes, this issue is only exacerbated by the above-mentioned support which the Government lavishes on foreign companies. 

In the introductory part of the interview, some of the managers interviewed have spontaneously voiced their opinion that corruption-ridden environment is major obstacle for the conduct of business in the Czech Republic. 

“…the persisting level of corruption, this, I think, is the biggest problem …”
A number of managers are also aggrieved by the low enforceability of law. This is a phenomenon which affects companies – particularly concerning their efforts to collect overdue payments. 

On the other hand, a few interviewees believe that the conduct of business in the Czech Republic is improving – the compliance with agreements, honest and straightforward dealing, reliability of companies. This is, then, a certain sort of maturity of way of trading – and they perceive it as a positive factor which positively affects business activities. 

Factors influencing business environment in CR

	obstructs
	supports

	legislations
	legislations

	support for foreign companies 
	healthy market

	taxation
	level of business relations

	low law enforceability
	

	corruption environment
	


1.2.1 The Environment in ČR Assessed from the Perspective of Business Ethic

The managers interviewed mostly share the opinion that the Czech business environment tend to be adverse to ethical conduct of business or directly supports unethical attitudes. 

At this point, it is necessary to mention that a number of managers or businessmen associate the notion of ‘ethic in the conduct of business’ prevalently with compliance with agreements and payment discipline. Ethical behavior for them often translates like observance of agreed payment deadlines, and reliable solvency of their business partners – i.e. factors which are directly related to a company’s everyday life and which even affect its very existence. As far as managers are concerned, business ethic in general – as corruption-free attitude – is secondary for the everyday existence of their companies. This phenomenon is most pronounced in mid-sized Czech companies, which lack the security provided by stronger foreign capital. This perspective necessarily shows up in their opinions. 

Unethical conduct of business is supported especially by the overall atmosphere in our society, which is partially due to the habits and opinions engrained during the long communist rule (the maxim “The ones who do not steal, impoverish their own families.”), and partially due to the handling of the recent major corruption scandals extensively covered by the media and reaching up to the top echelons of business and politics which show that unethical behavior not only pays, but it is not punished. The human factor, determined by the moral characteristics of individuals and examples from high places is considered as very important here, and it other parts of the survey as well. 

 “As for unethical conduct of business, it is especially the political atmosphere (KPN Orlen speaks for itself). It always smells from the head. If the Government engages in it, why should not others do the same?”
Imperfect and ambiguous legislation then makes it possible for those who tend to behave unethically due to their internal psychological motives to engage in unethical activities in business. Laws by themselves are perceived as nontransparent and ambiguous. 

“It certainly is not only the number of scandals who never get disentangled, nothing happens to anybody, so everybody may have the feeling that everything is permitted. This is also facilitated by the legislation, as long as our laws remain as they are and allow ambiguous interpretations, this gives (them) wide room for unethical conduct of business …“

„…the laws basically sanction unethical behavior, they are not good enough to restrict such activities …“

Another factor that may contribute to the widespread use of unethical procedures is the environment which is adverse for business activities. It is may be the case that if it were simpler for entrepreneurs to engage in business activities, if these were less ridden by bureaucracy and complex administrative requirements, and if legislation created favorable conditions for our entrepreneurs, they might gladly abide by ethical codes of conduct. 

„I would say that the worse is the business environment the more businessmen try to their way out of it, in any way, and choose the path of least resistance … I think that if the environment was more favorable for businessmen, they would not engage in frauds, ... etc.  .... I do not say that it will be entirely perfect, there will always be some one who will do it, but the more extreme is the environment the more will entrepreneurs try to circumvent laws whether staying within their limitations or on their edge or also transgressing their edge …“
But again, there are optimistic managers, and these are convinced that the Czech environment does support business ethic. From their perspective, this field is developing towards better standards, our business environment is maturing ethically and coming of age.  As for the efforts to improve legislation, they consider them as positive and supportive of business ethic.  

Business ethic will probably grow with time and also thanks to new generations of managers coming to the fore, coupled with new company personnel who will be less and less affected by the communist regime and will engage more in a healthy business environment. 

The Ethical Standard of the Conduct of Business in ČR

From a long-term perspective, unethical business behavior does not pay for companies – or it should not do so. Most of the businessmen share the belief that unethical activities will not pay – in the long run. If the company focuses on short-term success, though, (within the scope of years) then unethical business conduct does pay.

Compared to results in other parts of the interviews, it must be pointed out, that what managers were expressing at this point was their faith or wish rather than their experience. What also may have influenced their answers is the social desirability of certain answers – where the respondent say what they think is socially acceptable.  

“From a long-term perspective, in my opinion, they will be worse off for sure. Because the environment is very slowly cleaning up and it certainly is no path for the future, it is not the right path …”

And again, the voices speaking to the contrary are also of significance. A number of managers believe that unethical behavior pays even in the long run, especially in cases where it is not disclosed. 

“I think that a company engaging in unethical activities is financially better off – it may win more contracts, make more money, create a stronger position in the market and often nobody even notices that their conduct is unethical so that often even from a long-term perspective everything is fine.”

It also depends on the size of the company and the field of industry in which it is involved. Here, as well as later on, there are opinions that big companies and companies with strong market and economic position may find it easier to weather even the potential exposure of their unethical activities. 

“The Czech Republic is a small market so everybody knows everybody – the circle of people involved in the corporate sphere is limited. Corruption will always be exposed, at least informally so that you know it about the person. But the company whose business conduct is unethical and which is financially strong, it has results, growth and profit, which then defines its success.”

If the unethical attitude involves transgressions affecting business partners (violation of agreements, payment default etc.), respondents are convinced that such an attitude will not pay in the long run – such a company would lose its clients this way. 

In general, respondents consider ethic as quite important. As they themselves say, what they mean in particular is that their companies do not cooperate with partners who behave unethically in their conduct of business. Managers differ as far as whether, all in all, the business environment in the Czech Republic is more ethical than not or the other way round. Their previous answers and those that will come later rather indicate that the Czech environment is unethical, but a number of managers maintain that they consider it to be more ethical than not. Here we should again take into consideration the influence of social desirability. 

If the respondents want to preserve the impression that their companies refuse unethical conduct, they will answer that the environment in our country is more ethical than not – otherwise it is hard to explain why their respective companies are so successful in such an environment. 

1.2.2 The Potential for Change

Changes towards higher ethical standards in business are just a question of time. The changes have to be imposed from the top down as well as in the opposite direction. Triggering and executing such changes depends on the executive and legislative bodies of the country on one hand, and on the other it depends on individuals who form the Czech society.

“It is a very long and time consuming process, and it always depends on individual people, some simply behave ethically and others do not. The situation would certainly be improved by better laws, but it remains a question how much they will be observed – and this is where I see the problem, there is a number of laws which do exist, but they are ignored anyway.”

It is necessary to change the laws in such a way so that they are more transparent, clear and unambiguous. Another thing that has to be achieved is to insure the enforceability of law. 

„(the Government) … set the example by forcefully resolving the problems, and by thinking again and again about legislation that would help to restore the environment ...”

“The most important probably is extensive media coverage of illegal behavior, which means to investigate, to punish, to jail and broadcast by the media. The legal fundamentals are in place, but enforceability is terrible, either somebody is interested not to (prosecute), or the position of the felons in existing laws is too strong”  

At the same time, it will require an internal change of the society itself, a change to its morals, to its ways of thinking and values and the ensuing change in the attitudes of individuals. This change will take place thanks to increased enforceability of law (there will be less negative examples, supervision will increase) on one hand, and thanks to personal examples of managers and companies with ethical attitudes, further contributions will come from education and also the arrival of new generations of businessmen. 

„I think that it is determined rather by the culture of a community of people who will come to understand that cheating, stealing and theft ... there is no future in it. “
A number of managers do not have any illusions about a perfect setup where there would be no place for corruption. They believe, however, that the environment may be improved and cleaned up to a considerable extent.

Factors influencing change

	transparent legislations

	law enforceability

	moral maturing of society


The managers are unanimous about the point that businessmen themselves can improve the environment particularly by their own correct behavior. Good personal example is considered as the strongest power which can influence the attitudes of other people. It is also a way in which businessmen, companies, and the respondents themselves most frequently influence their surrounding environment, their staff, their business partners, and customers. 

“Of course, if they behave ethically ...”

A number of managers are convinced that it is possible to exert an active influence as well – first of all by means of associating into trade or industry chambers and other organizations which can acquire a strong position and defend the interests of entrepreneurs. This is the way they can lobby, influence legislation in their respective fields of industry and create other pressures. 

“…we are members of professional associations, we are also members of the Association ... within the framework of these organizations it so happens that before a bill is discussed in the Parliament, they send it to us to provide our comments, and that, I think, is the most efficient lobbying ...”

Some of the respondents do not trust professional associations and consider their efforts as inefficient. A certain number of the companies interviewed are active in professional or industry-related associations. Some of the managers believe that their company is too small or too weak to try to become active in such a way. 

“I am a mid-sized company, I do not have the necessary clout. “

Most of the companies that participated in the survey do not engage in lobbying on their own, and neither do they actively try to achieve changes in the legislation that affects their industry. A few companies are independently actively participating in this field, though.

1.2.3 The Ethical Standards of the Conduct of Business - Comparisons

The overwhelming majority of the managers observe some changes under way in their field of industry, and most of the respondents agree that business ethic is improving in the Czech Republic. They first noticed changes for the better in the mid or late 90’s when the period of wild and tumultuous changes after the Velvet Revolution had settled down and the legal and social business environment began to consolidate. The laws covering particular fields of business activities acquired a stable shape, entrepreneurs gained experience in their fields, the largest wave of businessmen interested only in get-rich-quick schemes was flushed away. The business environment in general was becoming more sophisticated and cultured. 

“After 1989, it was a jungle rather than anything resembling a sophisticated business environment, I would even say that only after the year 1995 or so ...”

“... the 90’s were very spontaneous and chaotic, the quicker and cleverer ones, or those who made use of the gaps, had more chances to accumulate capital, nowadays the market is very tight, very compartmentalized, more consolidated, today, in my opinion, there is no room for any get-rich-quick schemes such as those we saw in the 90’s ...”

The current environment is, due to the changes above, perceived as tougher and more challenging. From the perspective of some respondents, the current state of affairs is worse than the 90’s. The 90’s were for them a lively period full of freshness which they liked and they welcomed a certain level of disorganization in the business environment. 

There are managers, however, who feel the current environment is worse as far as ethic is concerned and it is still deteriorating. They mostly link this assessment to their partners’ or clients’ payment discipline. 
“It certainly, certainly changed – it is clearly visible even in the current payment discipline, because now only about 20% pay you in time, some 60% pay within the next month, and the rest only if you keep at their heels and they even feel offended that you want the money. So I think it is getting worse ...”

The managers mostly do not know anything about international conventions. This is why they could not give us their opinion whether the ratification of international conventions (e.g. by OECD) triggered any improvements in business ethic in the Czech Republic.  

Some of the managers, however, spontaneously comment on the changes related to the Czech Republics’ admission to the European Union. For those who object to bureaucracy this step is linked to a potential deterioration of business conditions and for the ethic as well, because it involves an increase in administrative activities and legislative changes required by the EU. In this respect, the managers voice their concern that EU directives are applied here too strictly and thus handicap our business environment. 

“…but it seems to me that our transition to the EU was observed too strictly in certain cases ... conditions more or less stricter for us or for entities in ČR than for those in the EU …”

Several managers welcome the contact with the EU, however, and see it as a chance to improve the business ethic. 

“…all of this affects us inconspicuously, I feel it this way and I think that it is good that we are in the EU ... … That it will really show somewhere.“
As far as the general trend in business ethic is concerned, managers see it optimistically. For the most part, they express their hopes that the Czech environment will keep improving. 

The perceptions of the situation abroad is very diverse. The managers show a tendency to perceive the foreign business environment – especially in the one in the original EU member states – as more ethical and better. The general picture is not so clear, though. There is a number of respondents who think that the environment in other countries is no better than in the Czech Republic and sometimes even give examples they know from first-hand experience which corroborate their point of view. 

“Well, I don’t know, I live with the illusion or I live with the idea that everything there, the environment is more transparent there, cleaner, the laws are well-grounded, better ...”

“…legislation is strictly observed there, of course, there will instances of gaps, but the quantity of such gaps is incomparably lower then here. (I mean) the gaps which can be used to obtain an advantage in an dishonest way ...”

“the same thing works in the West too, I have no illusions about that ... we had a relationship to one really huge company, they came and said: you have to convince those people there to start buying from you, promise them a holiday trip there and there ... I think that bribery is everywhere, I do not believe that there is no bribery in Germany, they are better able to camouflage it, the way it is done here is often quite silly ... ”

All things considered, foreign countries, especially those belonging to the original EU member states, are perceived to have higher standards of business in general, brought about by dozens of years of uninterrupted market development. It is not entirely clear however that their ethical standards are also higher and that their environment is corruption-free. 

The opinions about foreign companies that do business in the Czech Republic vary in a similar fashion. Managers often watch with resentment what accompanies the entry of multinational corporations or foreign capital into the Czech Republic. They take offence when seeing the benefits provided to such companies by the Government – tax holidays, investment incentives, friendly approach and also the advantages which simply reflect their strong position.

“Foreign companies here take liberties they would never dare at home, they treat their employees as well as their competitors much more harshly and the Government policies only sanction it, as I have said before, they dictate the conditions …“
Czech companies’ representatives feel that they are at disadvantage, they have to adapt to the corporations’ conditions which – from Czech managers’ perspective – seem very forceful.

As a result, a number of managers do not believe that foreign companies would exhibit higher standards of business ethic than Czech companies. 

Even those managers who believe that foreign companies come to the Czech Republic only to exploit investment incentives, share the opinion with a number of others that foreign companies show higher standards business ethic in the sense of higher transparency in the way they negotiate. 

“It has happened to me, that a German purchasing agent returned me a pen he had been given, ... thanking me and saying that he has a moral code against it and ... he would not take the pen...”
The opinions concerning the question to which extent this type of ethic is compatible with our environment vary. The majority of managers believe, however, that foreign companies’ business manners clash with our environment and the companies have to adapt and lower their requirement concerning ethical behavior. 

“They adjusted their behavior to ours of course ... they were hit by reality and at a certain point they simply adjusted to our environment which, obviously, offers them more possibilities, they do not have to be bound so much by the ethic they are accustomed to ... they started to conform to our ethic or pseudo-ethic ... and they certainly profit from it.”

“It is natural that the external image of company is one thing and what is behind is something quite different – they have tons of codes of ethic, they are all over their walls, and they sometimes quote them in the negotiations ... So they do not behave so ....” 

What the respondents also perceive as a problem is the fact that companies hire local workforce for their branches and that includes management positions. Such employees can then act in accordance with their habits and if unethical attitudes are a part of their capabilities, they will use them accordingly.  

“…on the other hand, it is a big disappointment that, basically, foreign companies that came to the Czech market employ again only Czech people who do business again in accordance with their Czech customs...” 

On the contrary, some of the managers believe that foreign companies bringing higher standards of business ethic are not only able to maintain their high standards but also influence positively other entities through their activities in the market. 

“Yes, it brings. It’s not compatible, but it grows into the Czech environment and people who work in foreign companies transmit such attitudes to the rest of their field of industry.“
Very unambiguous statements were voiced concerning the question of ethical standards in the private and public sector. The public sector is clearly burdened with high levels of unethical attitudes. The survey indicates that the public sector is saturated with corruption in many forms and at all levels. 

“…This way I don’t mean to say that it cannot happen in private companies too, but I think that, in public companies, there is room for corruption (and this is not restricted to us, it is so throughout the world) and by the same token there is room for unethical business activities ...”

The manager attribute this difference in particular to the different types of motivation of the agents in either sector. While in the private sector, businessmen are motivated to keep track of their companies’ expenses and revenues, because their very existence depends on it, in the public sector the way an agency handles its money does not affect its prosperity in any way and neither does it affect the salary of the official in charge. Such a link can be created only through corruption. 

“...I have data from various friends, various sources, that indicate how important it is how much the official obtains, what kind of reciprocal service is provided by whom to whom, there are different priorities there, personal ones, I would say...  ”
Respondents do admit, though, that even in the private sector, unethical business attitudes are employed. 

“…Cases of transgression in the private sector are not so often covered extensively by the media. This is more of a threat in the public sector. In the private sector, there is also, in my opinion, lower tolerance for bribery – an owner, a co-owner, they would not accept a bribe to purchase something that is overpriced as it is them themselves who would end up paying it out of their own pockets anyway. If there is ‘only’ some kind of an executive manager, than it is not without a risk, but it depends on his position.” 

“…it is a problem of morals and it affects both sectors.“
All things considered, it is only logical that, if there is corruption in the public sector, there must also some on the other side in the private sector which participates in the trading with the corrupt public sector. In this relationship it is the public sector that stands on the receiving side while the private sector will be the side of the ‘givers’.

“When I divide it up, it is the public sector where they ask (for bribes) while the private sector tends to offer. This is closely related to the situation on each side – what their interests and activities are. The public sector purchases. It does not sell.”

Here too we have to take into account the influence of social desirability – respondents always say that their company does not engage in corruption. The social desirability hypothesis is corroborated by the answer of given by a representative of a company which is partially publicly, owned:

“…As we are a state-owned company we can hardly engage in unethical business activities. Our founder would harshly deal with us if did so, but it thanks to this that we have been around for the past fifty years …“

Observance of Ethical Procedures in ČR

The overall results of the survey show that, in the Czech Republic, corruption is quite wide-spread and it takes many forms. Most of the companies which want to be successful in the market have to – at least to a certain extent – take measures which do not comply with strict business ethic. In certain cases the borderline between business procedures and corruption is not very clear to the businessmen. To  violate business ethic then seems like an ordinary standard path to take in the given environment.

The managers ascribe the reasons behind the wide-spread use of unethical procedures in the conduct of business to, among other things, the overall atmosphere and social culture. People are still influenced by the past, old habits and values die hard. It is still the custom to seek personal benefit and consider it from a short-term perspective (the maxim: The ones who do not steal, impoverish their own families.). In our culture, there is a tendency to play down the usefulness of guidelines and regulations, in extreme cases it becomes a resistance against them. It is entirely natural for us to seek ways to circumvent guidelines and regulations and it seem that we are very good at it. 

1.2.4 Public Procurement

As far as ethic is concerned, public contracts are, without doubt, the critical area. The process of selection and awarding of public contracts is nontransparent. The whole process offers a number of opportunities for corruption, and these opportunities get ample use. For the majority of managers, this is a generally known fact. The potential corruption risk involved is due to the very nature of the public contract award process. As has been said above, the decision-making agents manage money which they did not obtain through their own efforts and the way they handle it does not affect directly their own prosperity. 

“Well, certainly, public contracts entail enormous inherent risk of corruption – it is kind of potential, because the persons who pick suppliers do not pay them from their own pockets, they pay from the taxpayers’ money, and this is a fundamental difference compared to the tenders conducted by a company that pays everything from its own money and what the company saves, it can keep for itself. So it is fundamental that there is enormous natural room for corruption and it is very tempting. It is the same whether the contract is worth 5 million or 50 million, here I am exaggerating a bit, but if the agent in charge is able to explain it, then its all the same. The only thing there is that the explanation must be plausible.” 

Another factor which makes public contracts more corruption-prone is the fact that for those competing for the contract, it represents a relatively sizeable and secure source of revenue once they win it. The public sector does not involve the risk of insolvency which is present when dealing with private companies, and the funds distributed through public contracts are bigger in volume than those in private contracts. Tender applicants are thus more motivates to win the contract. 

“…simply put, this is secure money …“

“If you have a public contract there the company basically needn’t worry about the money, if it is a private contract, the situation is more complex ... For these reasons such contracts are acquired, this is why so much fighting is involved, because they are kind of more stable...”

A number of respondents said that, due to the high nontransparency involved in the public contract award process, they do not apply for such contracts or only rarely.

“We do not participate in any public contracts, exceptionally ...” 

“... ”

„… for major contracts at municipal offices, a variety of boarding houses, pensioners’ houses or blocks of flats, we also prepare offers here for such issues and I can say that we have never won anything. Our pricing was competitive, our services too, so I think that completely different rules are decide here...” 
As has been said before, most of the respondents are well aware of the fact that ethical rules are violated in public contacts. For a number of other managers, it at least raises doubts how such tenders are conducted, because they are not sufficiently transparent. Other managers take notice of the signs of corruption attitudes by the government officials. 

“Naturally, I do not have any evidence, but ... we participated in a number of tenders and we never won anything, even though I am convinced that we often offered far better conditions that our competitors – financially speaking as well as quality-wise.... often the parameters of a tender are set in such a way that it is clear from the very beginning who will win and that everything was prearranged and the tender is only a necessary but irrelevant step ...    ”

“... there may be simply signs, proactive signs hinting at unethical attitude on the part of a Government agency...”

According to the managers, the winner of a public tender is most often decided even before the tender is launched. The public tender then just goes through the motions. The procedure is roughly as follows:

1. The company to execute the contract is selected, based on personal contacts.

2. The parameters and source material for the tender are prepared, probably in cooperation with the future tender winner.

3. The conditions for the execution of the contract are set in such a way that only the preselected competitors can match them. 

4. A tender is conducted, nominally abiding by all the regulations imposed by the Law on Public Contracts. 

… when the contract is tailored to suit a specific supplier …. the conditions are set up in such a way that only the one supplier can match them, the supplier knows how to prepare it …“

„… the parameters of the requirements are tailored to suit a specific supplier, to make it clear to all the potential competitors that they can never meet them, that the government agency has set the rules in such a limiting way that they know that no one else has such a product, but for the one company which then has won everything in advance...” 

Sometimes the Step #1 is preceded by a preliminary stage where the winner-to-be himself selects a suitable contract and then secures the financing of the whole project through his personal contacts at the relevant agencies and government bodies. 

“...as it is known, lots of projects are not carried out as a result of the initiative of those who manage public funds, but owing to the initiative of people which kind of need to do some construction work ...”

Another method how to influence the tender process is by manipulating the price in the course of the tender. A contact person at the agency that issued the tender informs a company of the pricing conditions offered by those companies which submitted their bids earlier, the company then adjusts its own offer according to the agreement arranged with the contact person, and submits it shortly before the deadline for submissions. 

Another widely used method is the ‘competitive bids’ technique. A coalition of companies agrees that they will jointly participate in a specific tender. One of the companies in the coalition is predetermined as the eventual winner and all the other companies adjust their pricing conditions to create a favorable environment for the winner-to-be. The winner-to-be then executes the contract even if it is awarded to a different company belonging to this coalition. 

 „Sometimes they request an company which they cooperate with to prepare a bid that would set the expected pricing at a higher level. Let’s say there is a project which has one million crowns of funding. Companies’ bids range from 0.5 to 0.7 million. The company whose bid is 0.7 million, secures two more ‘competitive’ bids whose price is 0.9 and 1.0 million. This moves the company to acceptable pricing levels, as its bid is no longer the most expensive one. And if the contract is awarded to either of the ‘associated’ companies bidding at 0.9 or 1.0 million, the contract will still be performed by the 0.7 million company anyway. They have agreed to do so in advance.”  

For any manipulation in the course of the tender, it is necessary for the bidder to have a long-term personal relationship with the representatives of the agency that issued the tender. Such corruption activities are then not an isolated incident, a bribe, but it is a long-term mutually beneficial cooperation. And there are many methods to reward the associates, ranging from direct financial payments or bonuses, to reciprocal services or big gifts. 

“In the construction industry (reciprocal services) are an obvious solution, facade repairs, a new roof ... some ... reciprocal service, let’s say. This includes holiday trips to exotic destinations, this in our industry ...”

“Companies abroad (the so-called ‘trainings’). Gifts. Financial rewards, even though in this case I wonder how this can be arranged in the order of hundreds of thousands. Our accounting could never accommodate it. I don’t understand it ...”

Unethical attitudes related to public contracts result from a collusion by both parties – the agency and the bidder – and their contribution is roughly similar. Respondents only slightly tend to believe that the agency issuing the tender is more to blame. It has to be said, though, that the bidder is an active participant, and not a passive link in the chain of corrupt activities. 

1.2.5 Private Contracts

In the field of private contracts, the situation seems to be somewhat better. But even here, not all respondents are completely sure that the contract award process is entirely in line with strict ethical rules. 

“ It probably is a bit better, but room for corruption can be found everywhere, it always depends on the particular people involved ...”

In the process of private contract awarding, it is also easier to blur the borderline between unethical attitudes and sound business practices. Is an invitation to dinner a case of corruption or is it just strengthening of good business partnership.

“Is an invitation to  dinner a violation of standard business practices?” 
In general, respondents are convinced that corruption in the field of private contracts makes no sense. They believe that this kind of thing is typical especially for higher levels – among the owners, whose main interest is the company’s profit. Within private contract processes, there is higher supervision of financial flows in a private company and the oversight includes supervision of the efficiency of the money invested, and these elements limit the available room for corruption, according to the respondents.    

“…why should private sector succumb to corruption – this is a bit of a nonsense, when he invests his own money, then he, of course, keeps an eye on it as well. 

“…I cannot imagine that somebody could influence the owner, if he knows that it would be a failure and nothing else, he will never ever accept any such influencing ...”

The respondents believe that there is less corruption in the field of private contracts – that there is less room for it and, according to the managers interviewed, company representatives are less corruptible than officials involved in public contracts. Again we are taking into consideration the influence of social desirability. In spite of it, some respondents’ answers were open and their answers can be used to make further conclusions. 

Managers and entrepreneurs try to motivate their employees to become corruption-resistant. First of all, they are concerned about their companies’ profits which may suffer if any of their employees gets involved in corruption and makes business decisions which are not for the benefit of the company. 

“People have different motivation, they appreciate good jobs, they have more money, they have no need to get ensnared in something which is against human nature.“

Corruption and unethical behavior have their own strong position even private contracts. According to the respondents, it mostly concerns influencing procurement agents by suppliers. In the Czech Republic, the process of awarding private contracts is based on creating, maintaining, and reinforcing good personal contacts/relationships. And this is exactly the sensitive spot where the borderline between sound business practices and unethical attitudes is fuzzy. It is also possible that respondents played down unethical and corruption-related attitudes in respect of private contracts and mostly limited themselves to admitting (only) the existence of influencing of procurement agents. 

“…my negative experience comes from my clients who complain that this is a huge barrier, that even in the private sector a procurement agent referent asks for money for pushing a contract forward.”

“In our field of business, there are cases related to major contracts, the bigger the contract, the bigger the room, ... there is negative experience with chain stores ... ... it is there even concerning payment defaulting or delaying payment deadlines, and this also concerns influencing procurement agents by means other than official stamps ...”

Here we have to point out that respondents have usually taken into consideration unethical attitudes that damage their own companies. Only very few managers were able to talk about the other side of corruption as well – about unethical attitudes that provide a market advantage to their own companies. Some respondents however were willing to step even into this touchy area. Their answers indicate that unethical behavior that benefits ones own company is tolerated here, in some cases even accepted. It is usually considered as a positive measure oriented towards improving a company’s profits, and sometimes the interviewees tend to use a difficult financial situation as an argument.

“Well, if somebody came to me and told me that for just a bit of money I would get something else, I would give it a thought ... And those who say that not, well I don’t know ... It is just a deal for a deal. Simply put, who has more money, can afford more leeway in business. And then, one should take into consideration whether one does business for money of for some glory. And this is the question. It is always a question what is the purpose actually ...

When a person makes three or four attempts to get a contract and just sees that it is always somebody else who wins it and his price is good, but the contract is awarded to a person whose price is higher, then he starts to think that maybe it’s the quality, so he improves the quality and another public contract goes to somebody else again, then he thinks again where the crux of the problem may lie. Then somebody comes to this guy and says, yes you will get the contract, but you have to know somebody, then the person starts to think about it ...”

The rewards are similar as in the public contracts: 

· Fees/bonuses

· Holiday trip incentives 

· Gifts

· Reciprocal invitations to social events

“(It’s) gifts most often. Ten thousand, twenty thousand ... up to ... what is used a lot – it is called ‘holiday trip incentives’, a lot of trips which pretend to be business trips are basically holidays including the procurement agent’s family...”

1.2.6 Business Ethic Violation

Most of the respondents admit that they have encountered unethical attitudes, or that they at least suspected their presence. A certain level of unethical behavior in the conduct of business is commonplace in the Czech Republic. Several managers were willing to back their experience by specific examples.  

The biggest room for transgressions against business ethic is evidently related to procurement of goods of services – involving traders or procurement agents and also positions with decision-making powers. 

“Purchasing, selling – this provides the biggest amount of room...“

„…it obviously depends on the decision-making powers …“

„… it certainly is related to a variety of business activities, I think, that marketing is a huge temptation, it usually involves big contracts ... then there can be some room somewhere at the top, maybe near the owners ...”

1.2.6.1 Corruption Stories 

Some respondents describe their experience with public contracts:

„…I would almost say that government administration and the education sector it is almost the standard …I am not talking about tens or hundreds of thousands but about little bribes like a digital camera worth 3000 crowns or something ...”

„When talking about hearsay, Liberec is famous for this – that there is what is called ‘regional political corruption’, that a certain group of people no matter what their political colors are, have been in positions of power for a longer period of time, and that it is related to one or two important regional companies, and especially in the construction business where actually all the lines of power meet in respect of decision-making about public contracts in the whole region ...”

“... a long time ago, now I can’t say if it was 10 or 12 years ago, when we were starting, we took part in a tender for hospital monitoring systems, we knew that we were the best so , because we were the only ones who could supply a system that was compatible with their computer network which drove the costs to the rock bottom, ..., the cheapest by far and absolutely on a par or even better that the others, we didn‘t win it, then we found some contacts and so we asked, could you tell us finally the real reason, because it couldn’t have been the quality. Their answer was: “Because you monitors are gray.” That was the end of it, we understood that this is a no-go ...”

“... we participated in a tender issued by the Defense Ministry for transportation of field hospitals to Afghanistan. We got the tender documents by fax on a Friday evening (when anybody could guess that nobody would be in) and we were supposed to submit our bid on Tuesday morning, but nobody at the Defense Ministry had realized that Monday was a public holiday in Russia (only Russian airplanes were a viable option), which means, that nothing could have been arranged on the only day left to get it done. We managed to arrange it in time anyway and submitted our bid to the Ministry. We called them in the afternoon and we were told that one of the bidders didn’t make it in time and so the deadline was postponed by 24 hours. We said OK so we will go and collect our bid, and they told us, “ You know, your envelope has already been opened! ... It was clear that the Ministry informed another potential supplier about our pricing, so we reduced our price by 2000 dollars and sent another envelope to the Ministry, again within the deadline. The next day we again asked them about the whole thing and they told us “We will repeat the tender, because we have changed the conditions - the departure of the airplane has been postponed by 12 hours.” This is an absolute nonsense in freight transport, because freight airplanes have no fixed schedules and a delay is quite ordinary and it does not require a change in the tender. We again requested to have our envelope back, and it was open again... They added some more details for the new tender – they wanted a TU-154 and this aircraft type exists here only in our Government’s wing and there are some flying in Russia, but without legal papers it is practically impossible to get such an airplane. So, in the new tender, we offered a similar airplane, which can also accommodate 150 people with their luggage and has legit papers. We didn’t get it, because we didn’t offer a TU-154 ...”

Other interviewees provide interesting stories and experience from private companies which demonstrate that the private sector is very well-acquainted with unethical principles related to the contract award process:
“Of course that I have (some). It goes just like this: An investor comes to you and, just between you two, he tells you “I will not accept this insulation material, and if we find a reasonable arrangement ...”, and then it depends on what kind of person the investor is, sometimes he would tell you the amount, and sometimes he would wait for the amount (to be quoted), and then there is no problem ... sometimes it affects even on the quality of the construction, ...

Either the (client) refuses it and then it creates problems with the construction, or he just does not refuse it ..., it usually ends up like this ... ... if the investor is sufficiently corrupt then the whole construction goes smoothly and without any problems ...”

“…we tried at some place do something to influence the decision even though the decision was not for this employee to make ... in one case we were informed that the employee was fired because it is a violation of work discipline (ethic) ...”

“ ... at one chain store, and I will refrain from quoting its name, our best-selling product was removed from the racks and it was replaced by another one which would be among the least-selling. So it was hard for us to find the reason for it, but we knew, generally speaking, that let’s say, the person who decided was open to other arguments then commercial ones and that the company the company which replaced us ... let’s say it does not have a grudge against non-standard procedures ...”

“Well then, ... I know about a few cases where people who have a procurement contract, it is basically a company within a company, he is in charge of procurement for his company and he has a company of his own, and he cooperates with the same supplier ... the supplier charges the client (a certain amount), and from this volume the procurement agent obtains what amounts to a bonus or fee which is then channeled either through his company or through his wife’s company.

In my field of business, it is rather a creation of relationship, the procurement agent would ask for a certain ..., well it is automatic there, it can be said that it is the standard in that field – that one or two percent from a contract is for somebody in a decision-making position, who awards the contract, and it may cover a larger number of people. So it is just nothing out of the ordinary there ... I am not an accountant, but I know there is a bracket called bonus ...”

Some of the stories are related to situations where companies or their representatives were incited to engage in unethical behavior: 

“Construction suppliers wanted to supply us and tried to bribe the managers. The individuals who had been offered a bribe (cash) reported it to their bosses. There was no cooperation. We refused the company and we informed them in writing about the reason. We did nothing else. In both cases, it was construction companies.”

And there is another one, it is very well-known, (relating a story from hearsay): ... I had know the person there for years, I came there to ask him to register my product and he asked me for half a million. Some time ago, there was another guy who was buying shops or securing leases for shop premises in the following fashion: “How much do you want for that, 20 million, OK I will give you 23, but you will send me a million and a half back to my account”, it was all paid by a foreign owner. There were lots of such things ...” 

“…another custom is that different manufacturers visit construction project managers and offer them a fee if these include them in a project ...”

“I don’t know, it’s enough if a procurement agent calls you on his own initiative if we noticed that he had already registered a products of ours ... This means that he included it into the range of products offered, it is kind of untypical, it is a sign that the person is waiting, like he wants to give us a hint. I usually just give him my thanks...”

“A company was requested to prepare a pro-forma bid with a higher price. This is the case I talked about as the 0.7 million company. This really happened. And the company was successful, they won the project. I don’t know if it was due to this, but it had probably helped ...”

“…On countless occasions, I have certainly had a feeling that if I made an offer to the person, he would be open to it  … You can always feel it in the air when ... “well, you know that’s gonna be complicated, I would have to have a look at it again. There are more offers like this.” Hints like that. “And your isn’t bad, we would have to fine-tune it a bit ...” These are clear signals. If you fall for them.”

Of all respondents, it was the Liberec-based respondents from construction companies who talked about ethical problems relatively most frequently. The construction sector is the field of industry which is most frequently cited in connection with unethical procedures in the contract award process and in the execution of contracts, especially public ones. 
1.2.6.2 Attitudes towards Unethical Behavior 

Most of the respondents claim that they do not approve of unethical behavior and do not take part in it. If they think about how to deal with unethical behavior, they are especially strict about corruption that damages their companies. Then, they usually relate their own stories, or stories from hearsay about cases when the offending employee was punished – by losing his job or by having his cooperation terminated. Also, if companies were approached by their business partners with offers to engage in unethical activities, managers mostly maintain that they did not take part in such cooperation, or that they abandoned such a partnership or stopped doing business with such a company.    

Some respondents mention instances of such behavior which ended up in some kind action. In the overwhelming majority of cases, they speak about punishments dealt to individuals whose corruption was either directly demonstrated or it was a suspicion backed by indirect evidence. Respondents do not know about cases in which the whole company would be punished or would suffer a direct impact on its activities, with the exception of media exposure. 

“… for example in the chain stores, a few procurement agents changed their positions there …“

„…I know of a case, where it got exposed just by a fluke, but it took eight years, and the person who had been accepting bribes was just fired eventually, there was no other sanction ...”

“The problem is that such cases are very difficult to prove. So the company made an agreement with manager that he would leave, but with a significant severance pay. The company did not want to be mentioned in the media in connection with any corruption case, they were almost sure about it, but courts are slow, and such publicity is undesirable. He got quite a lot of money. It is very hard to prosecute, you can lose the case, even in most of the cases which seem to be water-tight.”

A large number of respondents answer, however, that they do not know and never heard of any cases of unethical behavior which would bring about some reaction. 

The managers interviewed tend to perceive unethical behavior as something limited to an individual person. 

When considering unethical behavior involving their own respective companies, managers usually picture it as a transgression of an individual, most likely related to corruption-related activities that may hamper the company. In such cases they unanimously declare that they would deal with the employee involved – some would take very harsh measures, firing the person straight away, others would first discuss with the offending employee about the reasons for his behavior and they would take the magnitude of the transgression into consideration. However, most of the actions cited are aimed at reducing the opportunities or motivation for the employee to behave unethically – and making the employee redundant is an extreme case of such efforts.  

“This would be handled jointly by the company owners and the management ... it would depend on the specifics of the case, what kind of unethical activity it would be, I can’t give you a single answer.”

“I would deal with it. Depending on what it would be ... we would certainly fire the person ... We would either agree on a job contract termination or we would give the employee a letter of admonishment and then follow the standard procedures ... which end up by firing the person. 

“... depending on how high it would be, and would it cause, if it was kind of ... although unethical ... but if it did not compromise the company on some significant scale ..., in the first place, I would discuss it with him or if he had his own boss, he would admonish him somehow, and, well, if this didn’t help, other sanctions would have to follow ...” 

Some managers talk very openly and it seems that they also take into consideration attitudes that would benefit their companies. In such cases, their answers are somewhat contradictory and this may indicate that such behavior would be silently tolerated by their companies. 

“I cannot tell you now that if somebody came and offered me a lucrative contract that I would say that I am refusing it, that I would think it over, but maybe I would refuse it... Maybe that it would be so lucrative that I would gladly let them persuade me ...”

“... we react in appropriately ... everybody in business behaves rationally, this means they would count the pros and cons, if it is worth it or not, and then they would act in an absolutely rational fashion. I must admit that I do not intend to turn this society around. The conditions here are set so that one can get things done (unethically), if it works people would keep doing it ...”

Thus, unethical attitudes are differentiated into ‘good’ ones – those benefiting the company, and ‘bad’ ones – those which hurt the company directly.  

“I don’t want to pretend that I’m like Brownie ... I have an opinion, but I also know from my colleagues that money simply is important for them ... I also like money quite a lot,  ... so I do not want to say that if you offered me that you would give me half a million for the interview that I would tell you NO,  ... it has not happened to me, so I don’t know how I would react. I believe that I would like to see the issue sorted out, exposed, the employee fired ... Most of what I know, it is a kind of bribes, bonuses ... our borderlines are farther, as I say – we really ... have here several suppliers who invite us to their place, we have dinners there, this is in fact also a form of a bribe, but ...”

 “We have to differentiate here, if such unethical activity for instance result in damage to our company, then there is a standard procedure ... ”
In general, the survey indicates that ‘good’ unethical actions are tolerated and accepted, as long as they work – they benefit the company, or they do not exceed a stretched concept of ‘sound’ business conduct and they are not discovered and exposed.  

“Was the company in such a difficult situation that they resorted to this type of activities? If it was a prosperous company which would not be that much affected by a potential loss of this contract, but if it still resorted to this then it is a different solution than if it is a company which is about to go bankrupt and it is the only possible way out for them how to get back into the market and into action.”

If the managers in our survey found out that their company uses unethical procedures, they would considered changing their job only if they were forced to take part in it themselves, and if they objected against it. On the other hand, most of them would probably not pass it over as if nothing has happened – if they found out about it. A number of managers declare that they would at least consider the option of leaving their position. 

“Well, I would definitely start to think about it, because when you are a member of the top management then the idea that something like this is going on and you can’t influence it and you do not identify with it, ...so I think that it would be a reason ...”

The managers share the opinion that if it was demonstrated that some company engaged in unethical activities, it should lead to some punitive action. The issue should first be investigated. A part of the respondents again believe that a company’s unethical behavior is only due to unethical behavior by individuals who should be investigated, and punished eventually. The respondents often feel that any potential sanctions must depend on the extent and magnitude of the unethical behavior committed and on whether it was the ‘good’ or ‘bad’ sorts of unethical behavior. If the activity in question is a criminal offence than the courts should deal with it. 

“It depends on whether it is demonstrated that it was an isolated individual, or whether he obviously did it with his boss’s tacit approval, ...

It depends on the what, who and how of the case. Of course, this depends on the magnitude of the unethical behavior, obviously, somebody can do something unethical ... although totally unintentionally for instance ... at a moment when he thought that he was behaving ethically, correctly, it is absolutely difficult to compare case by case ...”

Unethical actions which are covered by the law should be dealt with pursuant to the Criminal Code. The question that remains open is the cited enforceability of law and the functioning of courts in the Czech Republic.    

“… to deal with that we have laws, the police, and courts, if everything worked as it should, more cases would probably get resolved ...”

In the eyes of managers, the most significant sanction against companies is media exposure of the case. The fact that the public and the company’s business partners have been informed about the corruption should be the most severe punishment for the company. A proper publication of corruption cases in the media could also help to sort out the business environment in the Czech Republic. Such opinions are based on the respondents’ assumption that media exposure of cases of unethical actions would damage the company to such an extent that it would either have to fundamentally change its attitudes or it would disappear from the market entirely. And on top of that, it would serve as an exemplary punishment.    

“I think that this doesn’t work like that here, it will not get published and basically nobody has the courage to open the issue. Acquaintances of mine from abroad, they say that it somehow works like that there. If a company cheats somebody or it fails to pay or something like that, it is well-known and then such company has problems until it improves its reputation again, but we have still a long way to go (to get there)... ”

Some respondents take or took an action when they encounter unethical activities. A few managers said that their company had reported cases of unethical behavior to the police or was involved in court proceedings concerning such issues. 
The managers believe that, to clean our business environment up and make it more transparent, it would help if information about corruption was spread around. According to managers’ answers, companies that engage in unethical activities expose themselves to the risk of losing their reputation in the market if their activities are exposed. 

However, a loss of reputation is not a risk by itself. What can actually jeopardize the company is if the loss of reputation threatens the company’s prosperity, and this outcome cannot be taken for granted. A part of the managers think that companies in the Czech Republic do not lose their reputation even if it is demonstrated that they did something unethical. The use of unethical procedures is, in their opinion, so common in this country that it is no surprise for any one if they learn about a company that it resorts to such methods. 

“… a company may get exposed, but nobody is interested. Nobody gives a damn ...”

 “Its prosperity probably would not (be affected), it is sad, but its reputation undoubtedly...” 

“…for limited period of time, but I have a strange feeling that ... maybe it’s a kind of skepticism only, that unethical stuff, procedures are so deeply rooted and engrained here that it must really be a mess of huge proportions to make the market to buzz for half a year and for others to be extra careful with such a company ...”

Another part of the interviewees are convinced that it depends on the company’s size and importance. Opinions vary though – some managers believe that bigger companies can afford to lose their reputation because their strength allows them to weather it more easily, while others are of the opinion that smaller companies can get away with unethical behavior more easily because they are not so visible. 

I think that if the company is small and really needs to win customers that in such a case it really would be a problem, I think that loss of prestige would be, whereas with big companies can afford to do so, it just dissolves, because many suppliers, the smaller ones would still deal with them, so in their case I think it does not matter that much ...”
As has been said before, reputation is not directly linked to a company’s prosperity in our conditions.  Hence, a loss of reputation does not necessarily translate into a threat to a company’s prosperity, even though there are managers who are convinced that it there is a direct threat and that, in extreme cases it can end up in bankruptcy, if the company’s business partners lose their confidence in it. What these managers have most likely in mind is unethical behavior in the sense of failing to observe business agreements. 

“But a company’s business performance is not always proportionate to its loss of reputation. It happens sometimes that even though reputation or image is lost, but business performance is not too much disrupted ...” 

Just the other way round, a company’s prosperity may be boosted by its unethical actions. Corruption may help the company win more contracts, strengthen its market position and prosperity. And if we take into consideration the opinions that companies do not lose their reputation even if their unethical actions are demonstrated, it means that unethical behavior pays without any doubt.  

Nevertheless, we have to say that a number of managers honestly believe that, in the long run, companies which behave unethically may lose their reputations and that, in turn, can damage them. 

„„Certainly …. they will perceive you as unreliable from then on, I think that good name, will later become the alpha and omega of any business operation, a good name, prestige.”

Ethical Guidelines

Ethical regulations in our sample of companies come in a variety of formats. They range from unwritten, generally shared moral attitudes up to written codes of ethic which include ethic of business conduct. There are less instances of the latter, though. Most of the companies cover ethical issues in their internal standards that include all activities by the company and its employees. Often ethic is perceived as good manners – i.e. principles of good attitude when dealing with clients and doing business with them. 

1.2.7 General Evaluation and Attitudes 

In general, respondents are convinced that ethical regulations may be efficient only if they are given enough attention by companies, and if there is regular supervision aimed at inspecting their observance, and if managers lead by example. If these conditions are not met, all regulations and guidelines are just pro forma and have no real impact on employees’ attitudes. 

“... and again, it depends on the size of restrictive precautions. If I set up some rules, and then those who created them fail to observe them, then I can hardly ask my subordinates to abide by them ... It is relatively simple – when I start to behave in line with them, and I will strictly observe them, and, in turn, demand, well then I see no reason why others shouldn’t follow them too...” 

“They are effective, if they are set right, and if the management consistently focuses on it.”

According to the respondents, ethical regulations are important especially for major companies (with large workforce). In companies where most of the key company employees meet on an everyday basis – which means companies whose workforce is smaller in size – in such companies, our respondents believe that it is sufficient if they share common values coupled with ethical spirit and principles, reinforced by managers’ example.  

“I consider it as a sensible and suitable tool especially in major companies, and I think that when these things are in writing and they are visible, everybody has an opportunity to get in contact with it every day and this also is a way how these things can take root.”

Ethical regulations lose their force if the company does not enforce them and if the bosses do not take them seriously. The regulations just on their own, without active support and implementation will fall pray to typical Czech downplaying.

The general opinion among our respondents is that ethical regulations in any shape or form are useful and important.

Critical issues for companies:







Potential consequence of unethical conduct






Position






“Theft – employees. corruption – procurement agents, management, malfeasance – top management”

“This is evident, procurement agents, and all the decision-making positions …“

1.2.8 Internal Ethical Regulations in Companies 

Most of the managers are satisfied with the quality of the inspection mechanisms used by the company for ethic of the conduct of business. Frequently, they come in the shape of regulations that form a part of internal company guidelines, in-house standards. A number of companies use ISO certifications which, according our respondents, cover the ethic of business conduct as well. The standards include a description of the methods to be used to bid for contracts and to award them – covering both contracts for the company and cooperation with suppliers. 

Another format that has been mentioned a number of times is written job descriptions which are sometimes a part of the job contract, and which, according to the respondents, include descriptions of the methods of business conduct. Internal guidelines are usually posted on companies’ Intranets, and the managers are convinced that all employees are acquainted with them. Several companies work with explicit definitions of internal company culture or with work codes which, in the managers’ opinions, deal with ethical issues as well. 

“... we have precisely set procedures to follow in contract award processes, selection of suppliers, everybody was repeatedly informed what procedures we would use if there was a case of unethical action ... internal regulation is ... everybody was familiarized with it, but it is those who are affected who give it most attention.”
The most widely used inspection mechanism is “four-eye system”. Contract negotiations and signing must be conducted in the presence of at least two people. 

Furthermore, major companies (by workforce size) conduct regular audits, often a combined action by an in-house department and an external auditor. 

“Some kind of an inspection is a must, we have internal audits – they are quite regular and we get good results.” 

Some companies have internal codes of ethic in the proper sense of the word – a number of written regulations dealing with the ethic of the conduct of business. 

“As for the company where I work, our codes, both written and unwritten are well-built... In writing and they are twofold: a standard operation procedure and the code of ethic... The Board of Directors is acquainted with it, the first two echelons of management. The second level, for instance vice-directors’ deputies or manufacturing and maintenance supervisors etc. This entails everybody who have some decision-making authority. The regulations are binding for everybody in the company, but higher-level employees are much better acquainted with them.”

“The company code of ethic ... this is no fixed statutory rule which I would sign. We naturally do sign some things in our job contracts. The job contracts indicate who can and can’t do what ... (we are) signing our scope of work, area of authority and the like. The Code is something that should have a moral influence on people …“

As for companies whose workforce is smaller in size, the managers think proper and regular communication is enough.

“It consists of oral unwritten rules... They certainly affect everybody and I think that the core is that we are supposed to act honestly, tell the truth, and when we run against problems, we should communicate openly ... and avoid trying to camouflage something and play some below-the-line game, because such tactics will do jive with the way we want to operate it and how we operate it …. as I say, we are a small company and, whenever there is something of consequence we talk about it all together and we do we do not set a strategy for negotiations and competitions for a orders. 

According to the respondents, managers’ malfeasance is covered in most companies by management contracts. As has been mentioned above, the inspection mechanisms are most frequently set in such way so as to decision making or signing of contracts was witnessed by more managers.

We have the so-called matrix management system, so it is based on team-work to a large extent ... it practically does not happen that something would be decided by a single person...”   

Respondents include even such managers who directly refuse internal ethical regulations and they believe more in charismatic, moral bosses or owners. 

“…I always try to behave decently myself, and I tried to treat these people decently, ... when somebody came with some kind of a bribe, I refused it, ... they (the employees) see it how I behave …“
Companies which have not worked so far with any ethical regulations, usually do not consider their implementation either. Those managers who already work with some kind of codes of ethic often say that they keep improving these regulations or intend to do so, even though they are basically satisfied with the way these regulations work. 

A SUMMARY OF THE QUANTITATIVE AND QUALITATIVE PARTS OF THE BUSINESS ETHIC SURVEY

The research Business ethic was conducted in two parts – quantitative survey, conducted via method CATI and CAWI offered quantitative data for analysis and qualitative study conducted via method of In-depth interviews enriched the view on the subject of ethic by depth assay of attitudes, experiences and motivations of managers.

The results of both parts of the study are very consistent and they allow conjoint summary.

1.3 The Business Environment in the Czech Republic

The environment in our country is not too favorable for ethical business conduct. All things considered, it is possible to do business ethically, it is probably a more difficult way to go, though. The corruption atmosphere is supported by the overall culture of the society, imperfect and nontransparent legislation. The huge bureaucracy makes business activities more difficult.

1.4 The Standard of Business Ethic in the Czech Republic

A certain level of unethical attitudes in the conduct of business is fairly commonplace here and businessmen are familiar with it. Certain level of violations of ethical rules seems to be a standard state of affairs. 

In general, our ethical standards seem to be slightly higher than before and the trend should be positive. Compared to other countries, we are somewhere in the middle between the original EU member states, which are perceived as ethically advanced, and the new EU members which have lower business ethic standards than we do. 

The situations in the private and the public sector are dramatically different. Unethical behavior is mostly linked to the public sector in particular, whereas the private sector is better capable of regulating the ethic of the conduct of business by its own mechanisms, and it is more likely to behave ethically. 

1.5 Observance and Violations of Business Ethic

The worst situation reigns in the area of public contract award processes. Public contract awards seem to be based on corruption and there are many ways how to evade the law. The most frequent method is to set the public tender parameters in such a way that the winner-to-be is the only one that can meet them. Unethical procedures in the public contract award process are built upon long-term personal contacts. It is the individual responsible for awarding the contract who carries a bigger part of the guilt for violating the ethic, but the bidder is an active part to the corruption process. 

The field of private contracts is affected by corruption which is rather lesser in extent and magnitude, and by fuzzy borderlines between sound business practices and corruption. In the Czech Republic, business activities are based on personal relationships which represent an important condition for success in business. The initiation and reinforcement of such relationships make it possible to stretch and transgress the borderlines of strict ethic in a very delicate manner. 

1.6 Attitudes towards Unethical Behavior

Unethical behavior brings profit, especially in a short-term perspective. In the long run, it is possible that a company may lose its reputation due to its unethical activities that were exposed, but it remains an open question to which extent it actually affects its prosperity. Most of the managers are convinced that, in a long-term perspective, a loss of reputation may disrupt or even seriously jeopardize a company’s prosperity. It is likely, however, that at present it is more of a respondents’ wish or belief for the future rather than a qualified estimate of the current situation.

Unethical behavior is subdivided into two categories – good and bad. The good unethical behavior benefits the company, and as such it is tolerated or even accepted by most of the respondents. The bad unethical behavior directly damages the company, it sternly condemned and, according to the overwhelming majority of respondents, it should be punished. 

It is desirable, however, to try and change the attitudes of companies towards higher ethical standards. What we trust most is leadership by example, which is considered as the strongest driver leading people towards higher ethic of business conduct, and exemplary punishment of disclosed cases of corruption, exposed in the media and punished could also support these efforts.  

1.7 Codes of Ethics

Ethical regulations of some kind or the other are used by around a half of the companies. In general, ethical regulations are considered to be useful and important. It is necessary, however, that the bosses pay attention to them and that the management set a perfect example for their employees to follow. 

The term ‘ethical regulations’ covers a variety of regulation types and formats ranging from job descriptions and companies’ in-house guidelines and definitions of internal culture to ISO standards and binding written codes of ethics. About half of the companies lay down their rules against malfeasance in managers’ contracts.  
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