THE MORALITY OF MARKETS





TRUE ONLY OF PERFECTLY COMPETITIVE MARKETS.








1.	ENABLE EXCHANGE IN A 	‘PERFECTLY JUST’ WAY.





2.	MAXIMISE UTILITY OF BUYERS 	AND SELLERS.





3.	RESPECT THE FREEDOM OF 	TRADERS.








�
Marketing scenarios





 A brand manager with Easybrush Paints changes the label on his Stain and Seal deck varnish, which requires only one application, to recommend two applications in order to increase turnover. 





 A marketing manager sends out a survey guaranteeing confidentiality but has secretly coded it to construct a list of prospective customers. 





 An advertising manager uses exaggerated claims in advertisements because they are more effective than realistic claims. 





 A marketing executive commissions a budget model of his product to attract buyers, knowing that her sales team can divert them to the standard but more expensive model.  





 A brand manager repackages a product and relaunches it as “new and improved” although the only thing to change is the packaging.  





 A sales executive instructs sales staff to close sales by telling customers that certain items are the last in stock and that it might not be possible to get further supplies, though this is in fact not true.  





 A manager is hired straight from a competitor’s company not because he is not the best qualified candidate for the job but because he is willing to disclose the competitors marketing plans for the coming year.  





�
Marketing Ethics Case Studies


In 1978, the US Food and Drug Administration (FDA) warned manufacturers of hair dyes that it was considering a requirement for them to place this label on products warning that they contained 4-MMPD (4-Methoxy-M-phenylenediamine sulfate). The alert on 4-MMPD had gone out in 1975, when it was found that it caused mutations in bacterial genes. This was taken as a sign of carcinogenic potential in humans. Because of powers under its act of 1938, the FDA was unable to do more than require a label to be fixed to the dye. This was not an appealing prospect for dye manufacturers, who strenuously defended their products against the imposition of the warning label. Despite legal action, the cosmetic industry lost the fight and the labels were required.





Most manufacturers removed 4-MMPD from their products, thereby avoiding the offending warning label. Revlon, however, removed 4-MMPD and replaced it with 4-EMPD. When the FDA tested this chemical, it found that it too caused bacterial mutations. Revlon countered that the National Cancer Institute had tested 4-EMPD and had not found it a cancer inducing agent. The NCI then denied that it had ever tested the chemical and Revlon was forced to correct its story: its own scientists had done the tests, and like the FDA, the Revlon researchers had found bacterial mutations. Nevertheless, the FDA was not able to require a warning label to be placed on dyes with 4-MMPD until animal tests were conducted, a process which takes three to four years. Warning labels cannot be affixed to containers until a further one to two years after this. Meanwhile, no manufacturers using 4-MMPD withdrew old stock from the market when labels were imposed. These products continued to be sold for several years without the warnings.





Between 1982 and 1986, Norelco knowingly marketed a water filter with a glue that contained a probable carcinogen. This chemical leached into the water, a fact that the firm’s engineers quickly became aware of, but which management decided was too small a risk to prevent continuing sales.





Supermarkets demand slotting fees from manufacturers because their margins are low and shelf space is scarce and stock which does not move costs money. But this cuts small manufacturers out of the market.





Having been progressively hampered in marketing tobacco products in the West, the producers now market heavily in developing countries.





Similarly, Western countries sometimes dump unsaleable products, such as expired pharmaceuticals, in developing countries which are not as tightly regulated. After the Chernobyl disaster, Bavarian dairies were ordered to destroy contamianted milk but instead shipped it to Egypt where it was discovered.





Overseas dairy producers have promoted the value of their products in women’s magazines for preventing osteoporosis, but neither the dairies not the women’s magazines mention the fat content in milk and other diary products. In Australia you can see that marketers have taken advantage of the health conscious to sell fat reduced, high calcium milk.





Marketing is about creating products for consumers and consumers for products. It involves product development, advertising, pricing, and merchandising. So it is a comprehensive area in the selling of goods and services and offers a paradigmatic overview of justice in the market. Marketing theory attempts to identify how certain know variables can be controlled in an environment in which so many variables are uncontrollable. The tools it uses range from consumer psychology to microeconomics.





This has been the cause of criticism about the way marketing problems are conceived and resolved to the exclusion of ethics. Eric Reichenbach and Donald Robin have argued that the thinking and language of marketing, are permeated with images and metaphors which make it difficult if not impossible to consider ethics. The images and metaphors they look at are ‘instrumental man’ or ‘rational economic man’; biological evolution as an analogue of the market - only the best adapted survive, so that ethical questions are driven out by survival questions; and metaphors of war - ‘marketing is war', as in ‘cola wars’ and there are marketing ‘strategies’, ‘campaigns’ and ‘manoeuvres’. They quote from Michael Porter - and I am not sure whether this is the Australian Michael Porter who founded and runs the Tasman Institute - (Competitive Strategy: Techniques for Analysing Industries and Compeitiors, NY, 1980): “The ture nature of marketing today involves the conflict between corporations, not the satisfying of human needs and wants” (7).





Instrumental man posits a rationally self-interested individual who is able to take care of himself in the market. It is the foundation of caveat emptor. It is also the propulsion system for Adam Smith’s invisible ordering or markets to produce the best economic outcomes - and thereby the best society ethically, because utility is maximised and autonomy is respected.





The evolutionary metaphor, that only companies able to adapt to changing environments survive, leaves no room between bare survival and doing very well indeed. It smuggles survival into every question of a corporation’s operations. This is a very convenient move for galvanising a workforce or management team, and all done with the best of intentions and motives. It is beautifully self-justifying: every business that fails is a lesson in hard nosed self-interest: “If those guys had understood the competitive environment, they would have taken the precautions we have and been tough enough to beat off their competitors.”





Pretty much the same is true of the warfare metaphor: by placing conflict, survival and victory ahead of all other considerations, it can justify an amoral attitude to business. Ethics in this context is seen to be a kind of luxury, something reserved for peace. Everyone else is an ememy and cooperation is not an option unless it is strategic; “Unlike war, the market place participants are almost never completely defeated and are present for the next round, and many rounds thereafter”. As peace never comes in the market, ethics never has a place.





These kinds of metaphors dominate thinking and focus attention on competition, productivity, efficiency, and profits. Ethics is not a consideration here. This is reflected in the rhetoric of this kind of marketing thought:


ALL’S FAIR IN LOVE AND WAR (MARKETING)


GOOD GUYS FINISH LAST


DO UNTO OTHERS BEFORE THEY DO UNTO YOU


DOG EAT DOG


CAVEAT EMPTOR


THE SPOILS OF VICTORY GO TO THE WINNER





I am not sure how strongly these metaphors still exclude new conceptualisations because I have seen no survey results on this. The thesis of the authors, however, remains plausible. It is not just that traditional images and metaphors have made it impossible for new ones to emerge, but that these metaphors are tied to prevailing conception about how the market works. The use of ‘spaceship earth’ for example, has met with resistance from marketers whose neoclassical economic beliefs do not allow them to think of the earth’s resources as finite: they think instead in terms of the infinite substitution of resources in a way that defies entropy.





The implication of this criticism is that marketing could be directed to ethically justifiable ends which pay due regard to justice, fairness and respect for persons and their environment. What are the true ends of marketing: what social purpose does it serve? If we can answer these questions, then we have benchmarks for deciding whether marketing is done (morally) well in particular cases.





If the goal of marketing is simply to increase sales, then there is no place for ethics or social responsibility. We have seen as much in tobacco advertising and marketing gimmicks to glamorise a horrible and dangerous habit. (see our book) But such a goal is not socially justifiable. There has to be social benefit to marketing. One social justification is that marketing informs potential consumers. This would contribute to market justice (see slide about information and competition) if it were true, because information increases consumer autonomy and choice.





The problem here is that marketing seldom states facts as they are, mainly because strings of facts are boring. They are dressed up in various ways to make the purchaser feel better about the purchase and to maximise the return to the producer. While this is not blatantly dishonest in most cases, there remains the moral issue of how much information a customer needs. Should all the ingredients on food be listed on the label? At present there is a dispute between food manufacturers and consumer groups about the labelling of genetically altered soya bean additives. These additives are very common in foods and about 80% of such additives will soon be made with genetically altered soya beans. But the marketers of these beans do not want their product labelled genetically altered. It is easy to see why, but isn’t this information the consumer should have? Is it unethical to conceal it? Do such practices prevent the market operating efficiently through consumers expressing a choice or preference? Is this not marketing as manipulation?





Is not the case of soya beans typical of much marketing? I believe it is, but the matter is not so simple as providing as much information as possible. You have heard of being baffled by science. This is a marketing strategy as well: look at marketing for computers. It is not strongly brand based, but is related strongly to pricing and options. The pitch is more for less. But when you consider some of the outdated software offered ‘free’ with machines you have to wonder about more for less. And then there is the hardware: clock speed and ROM are stressed, and so are peripherals like printers. But most have only 16 MB of RAM and the rest of the technical information is either standard or lost upon the consumer, who has no idea of what ‘pipeline burst cache’, or IDE controller means. So here the average consumer is bombarded with information which seems solid but which he does not know how to interpret. Stereo systems are another consumer good which are clouded in mystery which is only increased by the addition of extra information. Graphs on PMPO and RMS are about as useful to a customer as an extra nasal hair. True audiophiles ask for and get what they need to make an informed choice. The mass market products contain information which is largely gimmick driven to calculated to impress the technically illiterate. What really decides a stereo purchase is not the sound or science but the look, the remote and how many CDs it will hold. In other words, convenience and appearance - and these are not rational so much as emotional.





So the less the signal to noise ratio in providing information to a consumer, the less able is that consumer to make an informed decision. That is opposed to market justice. Of couse word can leak out about products and services and customers can be turned off it despite marketing hype. The Leyland Marina was like this. But a menace to humanity like Dr Harry Bailey, the mad psychiatrist, was not. Word got around, but who would believe people being treated by a psychiatrist? Now we have doctors giving away freebees to attract patients. Is this the way to market medical services? How about after hours calls, parking, bulk billing and consultations kept close to the time of the appointment? So many products and services - think of financial services! - are of a highly technical nature that consumers are not in a position to make an independent judgement no matter how detailed the information.





Finally, there is the big lie that marketers only give the public what they want. This does not sit well with the idea of creating a market for a product. Nor is it true: no one asks consumers what they want in a marketing line. There have been many sexually explicit ads on the busshelters of Sydney - including Eddy Ave - which people do not object to, but must find embarassing. When some people do react by defacing such posters, they are labelled fanatics (which they might be, but that is to be shown) and prosecuted if caught. We are required to be civilly tolerant. Indeed, it is a mark of a civilised society to be tolerant of offences of this kind, but that is very different from approving of them. Indeed, it is not possible to be tolerant if one does not disapprove of something: we cannot be tolerant of things to which we are indifferent or which we like.





Marketers succumb to the false view that it is not their task to be responsible for a consumer’s choices, especially when those choices are informed. This informed choice theory is not robust enough to provide an ethical justification. In order for any profession to conduct itself ethically, it has to observe the requirements of distributive justice I talked about 2 lectures ago. In other words, observance of the law and of the demands of contractual justice might still damage people. Where this can be avoided, it should be. I don’t know in advance how a particular marketer would go about this. I am simply concerned here to criticise the old saw that marketers just give people what they want and that informed desire on the part of the consumer gets everyone else off the ethical hook. Take cigarette smoking: it is certainly not in a person’s interest to smoke, although they may perfectly well have an informed desire to do so. They may be school pupils who want to fit in with a peer group, and while fully aware of the risks and dangers of smoking, do so because of a desire which is stronger than their fear. Or take pharmaceutical firms: the strict industrial code against promotion to the public or misrepresenting in any way the nature of the product is founded on a duty of care for marketers. The same applies to alcohol marketing: it must not be aimed at minors or misrepresent the effect of alcohol or encourage over-consumption. There is a duty of care implicit here. But take gambling. The idea here is that if a person is informed about the rules of a particular game, including the risks, then he should be at liberty to do with his money what he wishes. This pays no attention to the responsibilities of the individual, or his motivations or even his state of mind. It imposes no ceiling because that would be an infringement of his autonomy and be paternalistic. Moreover, unlike other duties of care, in gambling there is not supposed to be an inequality of power or information: the game is played by chance and luck determines the outcome. Duty of care in most products and services applies when the consumer must depend on the greater expertise of the producer.





But while marketing casinos respects autonomy, it places self-interest above the interests of the least well off. True, there is no duty of care for the casino operator towards the gambler. It would be difficult to see how a casino could operate if such a duty of care were required. Nonetheless, that is a reason not to make casinos generally accessible. It might be better to have them illegal if they cannot be expected to fulfil a duty of care. It does not meet the conditions of just operation because it does not apportion burdens and benefits fairly. By this, I do not mean in terms of procedural fairness, but in terms of the circumstances of the individual. It might not be unfair for Kerry Packer to win the lottery instead of a single parent with 3 children under 6 and short term rental accomodation, but it is not just to impose further burdens on the parent. They should be borne by Mr Packer because he is better able to shoulder them. That is what casinos do: place avoidable burdens on those who cannot shoulder them. But that is not just what casinos do: it is what marketing execs do in selling casinos as recreation.





And so we have the marvellous sight of tuna labelled dolphin free to indicate that no dolphins were trapped in the nets used to catch tuna, but we catch those least able to play in the marketing net used to pull punters into casinos. A social costs view of casino liability would ask why the welfare system or private charities should pick up the cost of supporting families who have gone broke in casinos. It is alleged in this strict liability view that one of the risks of making a profit by gambling is to pick up the costs of those who lose their shirts. It does not matter that all reasonable precautions have been taken to protect the stupid or gambling addicts (remember the brilliant psychologist, ‘Fitz’ in the TV series Cracker was a gambling addict): the costs of doing this line of business should not be externalised.





Now all this has been rather negative about marketing. If there can be abuse of marketing, then there must be a beneficial social purpose to it.





Ideally, marketing should assist consumer discrimination and choice, rather than trying to manipulate her. It should communicate information which it is in both the customer’s and the seller’s interest that the customer know. For example, during the fifties and early to mid-sixties, there was an impression in Australia that Japanese goods were inferior in quality to British, American or Australian goods. It was in the interest of both Japanese producers and Australian consumers that this attitude should be overcome. Ethical marketing is not just about information disclosure and a non-manipulative attitude to the customer. Where there is consumer resistance, it is the business of marketing to understand this and attempt to remove it. This might mean overcoming a prejudice or it might mean going back to the producer and getting her to modify her product. In neither case is a narrow view of self-interest taken. The producer’s long term interest is in finding and satisfying a customer, even if it means addressing that consumers attitudes or prejudices. Being wrong is not in the interest of consumers or producers.





Take the case of American retail giant, Montgomery Ward, founded in 1876 on the then revolutionary principle of “satisfaction guaranteed or your money back”. These were the days of caveat emptor. The company prospered for almost 100 years, then began to lose market share. By the 1980s, competition had outstripped the capacity of the market - the population had grown 10% in the time it had taken retail space to grow by 75%. Discounters and brand name specialists like Benetton began to outcompete general merchandisers like Montgomery Ward, which responded by lowering the quality of their goods to compete on price and cutting back on customer service. Such quick fix strategies only dug a deeper hole. In 1985, Montgomery Ward’s parent, Mobil, considered liquidating it, but gave it one more chance with Bernard Brennan at the helm. He took some cost cutting measures like scrapping the 113 year old catalogue business, but then looked at the marketing strategies of successful retailers like Toys“R”Us, and turned the company around. This was done through attention to store label goods which did not deliver the quality of brand names. Customers had not complained of inferior quality - they had just stayed away. So Brennan had to change both the quality and customer perceptions of house products. He did that by stocking the best quality brand names and selling his own merchandise beside it. This was highly competitive and had spin offs not just in positioning his own products but in sizing up the quality of the opposition. Secondly, Brennan addressed the cynicism of customers in buying only when sales were on. When there were no discounts, customers waited until there were, and then bought. So he introduced the concept of “low prices everyday” which has been adopted by Woolworths here. Moreover, he guaranteed customers that MW would match the advertised price of any other retailer within 30 days of purchase, thus taking the uncertainty out of purchasing with MW. All of this was backed with a pledge of satisfaction guaranteed.





“This,” says Brennan, “is a dramatic example of putting the customer first, and of dealing with them ethically and honestly. … The customer expects that when he/she walks into our stores, we will deliver on the promises we make in our advertising. … We have a marketing committee, including myself, which meets regularly to examine not only our advertising directions in terms of increasing sales, but conformity to honest communication with the consumer.” So when MW advertises stock, unlike some retailers who go for the bait and switch, MW “guarantee to give the same or better quality item to the customer at the same price”.





The foundation of Brennan’s approach at MW was three values:





Quality merchandise


Low prices


Excellent customer service





As a result of this strategy (!) MW achieved the largest MLBO in US history at $B3.8; the largest participation in the LBO - 1,500; it is the 10th largest private company in the US; it achieved record after-tax earnings despite leveraging and decreased its debt to equity ratio from 10:1 to 2:1 in four years. Brennan says this occurred because they made ethics work for them.





Finally, Marketing associations themselves are responsive to public demands for ethical standards. The American Marketing Association’s code of ethics, it has been argued, is founded on the principles of justice. The code obliges members of the AMA to “recognise the significance of my professional conduct to society and to the other members of my profession:


1. By acknowledging my accountability to society .. and the organization for which I work.


2. By pledging my efforts to assure that all presentations of goods and services … be made honestly and clearly.


By supporting free consumer choice….





And so on.


The first principle comes under distributive justice - from individual marketers to society and their company. Where conflict occurs here, the individual must judge where the greater ethical priority lies.


The second principle falls under equity: not treating customers as suckers. The fourth precept supports the second. It covers the promotion of alcohol or tobacco to minors and so on. And finally the code insists on disciplinary powers against those violating the code. This is a public declaration that ethics is integral to marketing. It is also markedly at odds with the view of marketing I began with. Just like any good which relies for its realisation on public trust, marketing can be abused. But that is not a reason to hold that is flouts the principles of justice.
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