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According to Union Carbide’s own inspector, the Bhopal plant did not meet U.S. stan-
dards and had not been inspected in over two years. In addition, the Indian government
allowed thousands of people to live dangerously near the plant, and there were no evac-
uation procedures.”!

Many important questions that have implications for manufacturing abroad have been
raised by the Bhopal disaster. Among the more important of these issues are the following™:

1. To what extent should MNCs maintain identical standards at home and abroad
regardless of how lax laws are in the host country?

2. How advisable is it to locate a complex and dangerous plant in an area where the
entire workforce is basically unskilled and uneducated, and where the populace is
ignorant of the inherent risks posed by such plants?

. How wise are laws that require plants to be staffed entirely by local employees?

4. What is the responsibility of corporations and governments in allowing the use of
otherwise safe products that become dangerous because of local conditions? (This
question applies to the infant formula controversy also.)

5. After reviewing all the issues, should certain kinds of plants even be located in devel-
oping nations?

w

At the heart of these questions is the issue of differing safety standards in various
parts of the world.

The complexity and tragedy of the Bhopal gas leak case for its victims, the Indian govern-
ment, and Union Carbide are attested to by the fact that this issue remains a topic of discus-
sion today. In 1989, Union Carbide extricated itself from relief efforts by agreeing to pay the
Indian government $470 million to be divided among victims and their families. Dow
Chemical Co. bought Union Carbide in 2001. Over 30 years later after the accident, the
Union Carbide tragedy continues to haunt Dow Chemical. Survivors of the accident and
their supporters continue to push Dow to pay more than $1 billion in additional damages
for what they claim are unmet medical bills and toxic cleanup.”® Dow continues to argue
that the $470 million settlement it paid in 1989 resolved its outstanding liabilities.*

In 2012, the Madhya Pradesh, India, high court finally lifted a five-year stay that pre-
vented the summoning of Dow Chemical in the ongoing criminal case in connection
with the gas tragedy. Activists in India insist they will continue to pursue this case until
Dow Chemical is held accountable.”® The ghosts of Bhopal continue to haunt multina-
tional firms as they contemplate locating in a developing country. When the Bhopal
disaster occurred, it was a less media-saturated, pre-Twitter world so many Americans
were unaware of the disaster. Today, companies would experience significant media,
activist, and political pressure that did not weigh on the Union Carbide officials back
then.*® Current Web pages (http://www.bhopal.org) document that the Bhopal tragedy
continues to be of deep concern even today. Like the infant formula controversy, it is
an ethical issue that will not be forgotten.

Factory Fire and Building Collapse in Bangladesh In a factory fire reminiscent of the
Bhopal tragedy, 112 workers were killed in a Tazreen Fashions, Ltd., factory near Dhaka,
Bangladesh, in November 2012. This disaster was especially newsworthy because more
than 500 Bangladeshi garment workers had died in fires in the previous six years accord-
ing to labor groups. The fire has been called the country’s worst industrial accident and
it received high-profile news coverage when it was discovered that garments for Wal-
Mart Stores’ were being manufactured there at the time.””

‘Wal-Mart says it had found serious fire-safety concerns at the plant in an inspection
conducted in 2011 and that it had removed Tazreen from its list of authorized factories
“months ago” but that one of its suppliers used the plant without its authorization.*®
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A Bangladesh government committee investigation found that the incident was an act of
sabotage. In addition, the committee’s report disclosed that three mid-level executives
from Tazreen Fashions were suspected of stopping workers from leaving during the fire
because they wanted to prevent employee theft.”” Companies such as Wal-Mart were
under the gun even more so to police the safety concerns of factories used. Although
45 cases were filed against the Tazreen Fashions factory owners, as of 2016 no action
had been taken against them.*

In April 2013, a garment factory known as the Rana Plaza Building collapsed in
Bangladesh killing more than 1,100 workers and injuring some 3,000 more. The building
housed 5,000 workers in five textile firms. This incident has continued the spotlight on
Western companies that use factories for low-cost clothes manufacturing though these
companies have not been identified as the guilty parties.*’ The building that collapsed
was owned by a local politician who had the building built six years earlier without the
required permits.

The public in Bangladesh had been upset over the lack of safety regulations governing
buildings and the ease with which politicians get these structures built.*” In 2015, police
finally filed homicide charges against 42 people, including the building owner, former
mayor of the local council, owners of the five garment factories located in the complex,
and dozens of council officials and engineers. This was considered to be a remarkable
legal st}ep in a country where past industrial accidents were rarely pursued or prose-
cuted.*

After the 2013 disaster, global corporations not held to be responsible in the disaster
formed two parallel, corporate-backed groups to address safety issues in Bangladesh’s
garment industry. Twenty-six North American-based companies formed the Alliance
for Bangladesh Worker Safety. One hundred eighty-nine mostly European retailers and
global workers’ unions formed the Accord on Fire and Building Safety in Bangladesh.**
These groups were formed to help monitor and improve working conditions in the Ban-
gladeshi garment industry.

The lessons from Bhopal, Tazreen Fashions, and Rana Plaza are many and will
continue to be debated. In companies around the globe, these disasters have stimulated
continued discussions in the debate about how to operate abroad. To be sure, legal and
ethical issues are central to the discussions. What are at stake, however, are not just the
practices of businesses abroad but also the very question of their presence. Depending on
the final outcome of the Union Carbide case, MNCs may decide that the risks of doing
certain types of business abroad are just too great.

10.2b Human Rights, Sweatshops, and Labor Abuses

No issue has been more consistently evident in the global business ethics debate than the
use and alleged abuse of women, children, and workers in cheap-labor factories, often
called “sweatshops,” in developing countries. In a report by the Associated Press (AP)
released in 2015, for example, labor abuses in the Thai shrimp industry were reported.
The AP found that slavery persists in this industry though Thai businesses and govern-
ment have repeatedly vowed to clean up the nation’s $7 billion seafood exporting indus-
try. One factory was found to be housing dozens of enslaved workers and runaway
migrants. Children and their parents were found to be working side by side in a ware-
house that had overflowing toilets and the stench of sewage."

The AP found shrimp peelers who were working 16 hour days for little or no pay
while the company monitored them to prevent their escape. They also found that the
farmed shrimp entered the supply chains of major food stores and retailers including
Walmart, Whole Foods, and Target, as well as the supply chains of popular restaurant
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Is the Fair Trade Movement Sustainable?

The Fair Trade Movement began with coffee. Starbuck’s
was one of the first companies to sign on to the idea of
fair trade coffee to help farmers and workers in less-
developed countries. But, after the collapse of the Rana
Plaza factory in Bangladesh, killing over 1,100 workers,
the fair trade movement for apparel and home furnish-
ings took off. Fair trade is an alternative approach to con-
ventional trade and is based on partnerships being
developed between producers and traders, businesses
and consumers. The global fair trade system is repre-
sented by Fair Trade International (FTI) and its member
organizations.

FTI carries out its mission of empowering producers
and combating poverty by certifying factories that meet
certain standards that include employee safety and
health, acceptable wages and working conditions, envi-
ronmental impact, worker's rights, and other pertinent
criteria.

Fair Trade USA (FTUSA) audits and certifies transac-
tions between U.S. companies and their international
suppliers to ensure that rigorous Fair Trade standards
have been met. Fair Trade USA is a 501 (c) (3) nonprofit
organization that seeks to inspire the rise of conscious
consumers and eliminate exploitation. Fair Trade USA
now certifies 20 brands and includes companies such
as Patagonia, Williams-Sonoma, and Bed Bath &
Beyond. Before Rana Plaza, FTUSA only certified a hand-
ful of brands. Whole Foods Market got into apparel when
it began carrying Fair Trade Certified T-shirts made by
Pact Apparel.

Fair trade does not come without higher costs. The
average total cost to the brands to get certification
including third-party factory audits comes to about 1 to
5 percent of what the brands pay to factories. Brands are
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also expected to pay more based on the volume of pur-
chases from factories.

In its concept, the Fair Trade Movement appears to
be the epitome of CSR. The Fair Trade Movement has its
detractors, however. Among the criticisms are that: (1)
littte money actually reaches the developing world, (2)
less money actually reaches the farmers and workers,
(3) evidence of impact has not been adequately
assessed, (4) fair trade is profitable to traders in rich
countries, (5) fair trade hurts other farmers and produ-
cers, (6) fair trade criteria presuppose a set of political
values that everyone does not agree with, (7) some sup-
porters of fair trade use bullying and misleading selling
techniques, (8) people who volunteer to work on free
trade are misled, (9) there is failure to monitor standards,
and (10) corruption is in the process. In another criticism
of fair trade, it was pointed out that it may increase rev-
enues to some farmers, but it is mostly about redistribu-
tion rather than expanding the overall amount of value
created.

1. Do consumers continue to support the idea of pay-
ing more for a product just to help workers in emerg-
ing economies?

2. Why did the Fair Trade movement explode in popu-
larity after the Rana Plaza collapse? Will the move-
ment continue to grow once working conditions get
better?

3. What are the global ethical issues embedded in the
concept and implementation of fair trade?

4. Do the “certified” companies really care or are they
simply interested in their reputations?

5. Is the Fair Trade Movement sustainable? Or, will it
plateau and decline over time?

Sources: Fair Trade USA, http://fairtradeusa.org/about-fair-trade-usa. Accessed April 19, 2016; Fair Trade International, http://www.fairtrade
net/. Accessed April 19, 2016; Andria Cheng, “Fair Trade Becomes a Fashion Trend,” The Wall Street Journal, July 8, 2015, B7; “Fair Trade

Debate,” Wikipedia, https://en.wikipedia.org/wiki/Fair_trade_debate. Accessed April 19, 2016; “Criticisms of Fair Trade,” http://money

“howstuffworks.com/fair-trade2.htm. Accessed April 19, 2016; Bizzy Resource, “Michael Porter's Creating Shared Value Concept—Summary

Notes,” January 21, 2011, http://www.bizzyresource.com/2011/01/michael-porters-creating-shared-value.html. Accessed April 29, 2016.

chains such as Red Lobster and Olive Garden. Although most of these companies
denied that this was happening, they condemned the reported labor practices and said
they were striving to eliminate human rights and labor abuses that were taking part in

the industry.*®

In the Tazreen factory fire described earlier it was reported that even though Bangla-
desh has become the world’s second largest exporter of garments behind China, it also
pays some of the lowest wages in the world.*” It was recently reported that workers in
Bangladesh now earn about $67 a month.* The major players in this controversy, large
corporations, have highly recognizable names—Nike, Wal-Mart, Gap, Kmart, Reebok,
J. C. Penney, and Disney, to name just a few. The countries and regions of the world
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that have been involved are also recognizable—Southeast Asia, Pakistan, Indonesia,
Honduras, Dominican Republic, Thailand, China, Bangladesh, the Philippines, Mexico,
and Vietnam. Sweatshops have not been totally eliminated in the United States either,
but the most serious problems seem to be in the developing countries."’

The search for cheap labor has led many firms to Africa, called the final frontier in
the global rag trade—the last untapped continent with plentiful and cheap labor. In
Ethiopia, for example, the garment industry has no minimum wage as workers there
start at about $21 a month. These moves are being made because labor costs have been
rising in China, with Chinese garment workers said to be earning from $155 to $297 a
month.*

Though sweatshops, characterized by child labor, low pay, poor working conditions,
worker exploitation, and health and safety violations, have existed for decades, they have
grown in number in the past couple decades as global competition has heated up and
corporations have gone to the far reaches of the world to lower their costs and increase
their productivity.

The Nike Corporation became an early lightning rod for social activists concerned
about overseas manufacturing conditions, standards, and ethics. A major reason for this
was the company’s high profile and visibility, extensive advertising using athletic super-
stars, as well as the stark contrast between the tens of millions of dollars Nike icons
Michael Jordan and Tiger Woods were earning and the several dollars of daily wage
rate the company’s subcontractors once paid their Indonesian workers.”" The continuing
challenges faced by Nike are developed further in Case 15 in the Case section at the end
of the book.

Critics of sweatshop labor practices, including social activist groups, labor unions, stu-
dent groups, and grassroots organizations, have been speaking out, criticizing business
abusers, and raising public awareness for decades. These critics claim many businesses
are exploiting children and women by paying them poverty wages, working them to
exhaustion, punishing them for minor violations, violating health and safety standards,
and tearing apart their families. Many of these companies counter that they offer the
children and women workers a superior alternative. They say that although their wage
rates may be embarrassing by developed-world standards, those rates frequently equal
or exceed local legal minimum wages, or average wages.

Defenders of the system that has produced sweatshops further say that because so
many workers in developing countries work in agriculture and farming, where they
make less than the average wage, the low but legal minimums in many countries put
sweatshop workers among the higher-paid ones in their areas.” A study conducted by
economists found that MNCs generally paid more, often a lot more, than the wages
offered by locally owned companies. In one study, it was found that affiliates of U.S.
MNCs pay a wage premium that ranges from 40 percent to 100 percent higher than
the local average pay in low-income countries.”® When these wages are compared to
the developed world, however, they seem embarrassing and abusive.

A number of different programs, organizations, and initiatives have begun seeking to
redress these problems in sweatshops. Two that merit closer consideration include The
Fair Labor Association and SA8000.

Fair Labor Association (FLA). The Fair Labor Association (FLA) has been working
to improve sweatshop conditions and human rights violations for 20 years. FLA claims
that its mission “is to combine the efforts of business, civil society organizations, and col-
leges and universities to promote and protect workers’ rights and to improve working con-
ditions globally through adherence to international standards.”** Some of its participating
companies include well-known names such as Adidas Group, Cutter & Buck, Patagonia,
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and Under Armor. FLA uses a multi-stakeholder approach to improving workers’ lives.
They have employed a three-step process that entails setting standards through a code of
conduct, monitoring and reporting, and supporting compliance.”

In addition to the work of FLA, there have been a number of other proposals aimed
at eliminating or improving sweatshops. Some call for clothing firms and their contrac-
tors to impose a code of conduct that would prohibit child labor, forced labor, and
worker abuse; establish health and safety regulations; recognize workers’ right to join a
union; limit the workweek to 60 hours (except in exceptional business circumstances);
and insist that workers be paid at least the legal minimum wage (or the “prevailing
industry wage”) in every country in which garments are made. Such proposals have
some drawbacks, however. For example, the legal minimum wage in many developing
countries is below the poverty line. In addition, the “prevailing industry wage” could
prove to be a convenient escape clause.

Some groups are also concerned that some initiatives, in effect, have sanctioned
60-hour workweeks and that it will still allow 14-year-olds to work if local laws do.
Another big issue also includes monitoring the agreements abroad. For example, at one
time Liz Claiborne alone had 200 contractors in over 25 countries. Furthermore, in some
countries, like the Philippines, Malaysia, Thailand, and Vietnam, sweatshops go to great
lengths to hide their business dealings by “fronting” businesses using false documents to
“prove” they pay minimum wages and by intimidating workers to keep quiet.”®

Social Accountability 8000 (SA8000). Another major initiative to improve sweat-
shop and human rights conditions was created by Social Accountability International
(SAI). SAI is a nongovernmental, multi-stakeholder organization whose mission is to
advance the human rights of workers around the world. SAI convenes key stakeholders
in an effort to develop consensus-based standards, conduct cost-benefit research, accredit
auditors, provide training and technical assistance, and assist corporations in improving
social compliance in their supply chains.””

SAI has developed one of the world’s preeminent social standards—Social Account-
ability 8000 or SA8000—designed to piggyback on the ISO8000 quality-auditing system
of the International Standards Organization (ISO).

The SA8000 initiative involves a broad spectrum of U.S. and international companies,
such as Gucci, General Mills, Walt Disney Company, Chiquita Brands, VF, and Carre-
four, plus a number of labor and human rights groups. The current standards for
SA8000 may be summarized as follows®®:

1. Child Labor: No use or support of child labor.

2. Forced or Compulsory Labor: No use of forced or compulsory labor.

3. Health and Safety: Provide a safe and healthy work environment; prevent potential
occupational accidents.

4. Freedom of Association and Right to Collective Bargaining: Respect the right to form
and join trade unions and bargain collectively.

5. Discrimination: No discrimination in hiring, remuneration, access to training, pro-
motion, termination, or retirement based upon many different factors.

6. Discipline: No corporal punishment, mental or physical coercion, or verbal abuse.
No harsh or inhumane treatment is allowed.

7. Working Hours: Comply with the applicable law but, in any event, no more than 48
hours per week with at least one day off for every seven-day period; voluntary over-
time paid at a premium rate and not to exceed 12 hours per week on a regular basis.

8. Remuneration: Respect right of personnel to living wage; all workers paid at least the
minimum wage; wages sufficient to meet basic needs and provide discretionary income.
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9. Management Systems: Facilities seeking to gain and maintain certification must go
beyond simple compliance to integrate the SA8000 standard into their management
systems and practices.”

The SA8000 process offers companies the opportunity to be certified. To certify con-
formance with SA8000, every facility seeking certification must be audited. Thus auditors
will visit factories and assess corporate practices on a wide range of issues and evaluate
the state of a company’s management systems, necessary to ensure ongoing acceptable
practices. Once an organization has implemented any necessary improvements, it can
earn a certificate attesting to its compliance with SA8000.

This certification provides a public report of good practice to consumers, buyers, and
other companies and is intended to be a significant milestone in improving workplace
conditions.” However, like other multi-stakeholder initiatives that are cooperative in
nature, the SA8000 faces challenges in implementing best practices, particularly in bring-
ing sustained improvements to workers™ conditions in developing countries.”"

Campaigns to create ethical supply chains have proliferated in recent years as companies
have sought to improve working conditions in factories.*> Richard Locke of MIT decided to
study how things really worked and he convinced four major companies to share with him
six years of data from their factory audits. After analyzing the data, Locke reached four con-
clusions. First, codes of conduct, compliance programs, and audits do not deliver sustained
improvements in labor conditions over time. These help to highlight the problems but don’t
remedy them. Second, investments in helping factories improve their managerial and tech-
nical capabilities did benefit in improved working conditions. Third, for significant and sus-
tained improvements to occur, the company and the suppliers needed to function in a more
collaborative way. Fourth, many firms use business models such as just-in-time manufactur-
ing that prevent improved working conditions from occurring.”

Individual Company Initiatives. In addition to the initiatives by such industry
organizations as the FLA and the SAI (SA8000), it is important to note that some indi-
vidual companies are striving on their own behalf to address the issues surrounding
sweatshops. A number of companies have developed global outsourcing guidelines and
codes and have made important strides in attempts at self-monitoring of their produc-
tion facilities in developing countries. Companies such as Nike, Levi Strauss & Co., and
Gap are notable examples.**

Despite the best of efforts by some companies to improve factory conditions in
emerging countries, there is growing evidence that some suppliers have learned how to
conceal abuses and continue to get away with unacceptable practices. In a major report,
Businessweek disclosed that many factories, especially in China, have learned how to
“game the system” through questionable practices. Some of these practices include keep-
ing double sets of books; scripted responses wherein managers and employees are
tutored how to answer auditor’s questions about hours, pay, and safety practices; and
hidden production, whereby plants meet U.S. demands by secretly shifting work to sub-
contractors that violate pay and safety standards, but these subcontractors are hidden
from the auditors.*®

Sweatshops and labor abuses sharply contrast the “haves” and the “have-nots” of the
world’s nations. Consumers in developed countries have benefited greatly from the lower
prices made possible by cheap labor. It remains to be seen how supportive those consu-
mers will be when prices rise because MNCs improve wage rates and conditions in
developing countries. The MNCs face a continuing and volatile ethical issue that will
not go away. Their profits, public image, and reputations will hinge on how well they
respond. The MNCs must be prepared to handle increased scrutiny in their age-old
quest to balance shareholder profits with the desires of expanded, global stakeholders
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Helping Factories to Pass Sweatshop Audits—Using Cheating Consultants

A new group of consulting firms in China now advertise
that they can help Chinese factories pass labor audits
being conducted by Western companies. These firms
claim they can help generate two sets of books—real
ones and fake ones. These consultants are part of a
growing cottage industry in China that help factories
“appear” to pass the increasingly stringent audits being
used to help clean up sweat shops and labor abuses in
that country.
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factory books. The software also allows the factories
to adjust their employee data to present the type of pro-
file the auditors are expecting. The demand for the ser-
vices of these consulting firms seems to be rising as
factories seek to pass the sometimes difficult audit
standards.

In their defense, some factory owners in China say
it's impossible to meet the MNC's demands for better
working conditions while also keeping prices low.

Auditors of working conditions in low-wage plants
have also said they have found documents that might
have been used in factories to prep workers with the
answers the factory wanted the auditors to hear—this
is according to the Fair Labor Association (FLA) that con-
ducted an investigation.

The director of the Ethical Trading Initiative, a London-
based group, has said that audit fraud is a serious prob-
lem. Fake payroll books have become so common that
auditors now assume there are (at least) two sets of
books. China Labor Watch, a New York-based advocacy
group, alleged that one toy factory in China may have
bribed its auditor in addition to forging employee time
sheets and salary records.

One Chinese consulting firm even advertised on the
Internet that it has software available to generate fake

1. Is it ethical to operate a consulting firm that
helps factories to lie, cheat, and deceive auditors
seeking to monitor working conditions? Could you
imagine firms such as this succeeding in your
country?

2. What are the implications for the business system in
countries that permit this to occur? What happens to
the business and society relationship?

3. Should the MNCs striving to create ethical supply
chains attempt to interact with and lobby the
Chinese government to outlaw consulting firms
such as these?

4. Is it possible that we have now reached the point
that working conditions cannot be improved while
keeping prices low? If so, what comes next?

Sources: Ethical Trading Initiative, “Auditing Working Conditions,” http://www_ethicaltrade.org/in-action/issues/auditing-working-conditions.
Accessed April 13, 2016; Kathy Chu, “Some Chinese Factories Lie to Pass Western Audits,” USA Today, April 30, 2012, 4B; China Labor Watch,
http:/chinalaborwatch.org/home.aspx. Accessed April 13, 2016.

who want better corporate social performance. In the age of transparency, we should
expect more revelations in the years to come.

Alien Tort Claims Act and Human Rights Violations. Looking beyond possible
human rights violations in sweatshops, claims that companies may have violated the
human rights of foreign nationals could come back to haunt firms that have been
accused of more serious human rights abuses. What is at stake is the U.S. courts inter-
pretation of an obscure piece of legislation known as the Alien Tort Claims Act
(ATCA). Though researchers cannot determine why Congress passed this little-known
act in 1789, recently it has been the centerpiece of a controversy that may have wide-
spread implications for American firms operating abroad.

In the past decade, efforts have been made to use the ATCA to sue transnational
companies for violations of international law in countries outside the United States.
Plaintiffs have argued that ATCA could be used by foreign individuals seeking to sue
U.S. firms in U.S. courts for companies’ actions abroad. If these suits were to succeed,
the ATCA could become a powerful tool to increase corporate accountability around
the globe.*® Some of the companies that have been targeted under this law include Occi-
dental Petroleum of Los Angeles, Del Monte, Chevron, Caterpillar, Ford, IBM, and GM.

Many of the companies have said that they have been unfairly targeted by activists
who are using the law to try to remedy the injustices of foreign governments. Many of
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the lawyers for these companies also say the companies are being blamed for crimes they
deplore and know nothing about. The president of the National Foreign Trade Council
observed that the ATCA statute was being misused and that it was being exploited by
trial lawyers who have seized the law as their new “asbestos” litigation and are hoping
to get rich by hitting the jackpot.”

In a significant 2013 judgment, the U.S. Supreme Court reined in the scope of the
Alien Torts Act. The Court held that the statute cannot be applied to actions that take
place overseas thus weakening a device some human rights groups have used against
alleged violators in their home countries. The Court held that the ATCA only applies
to actions that take place in the United States. The Supreme Court’s ruling will shut
down many cases that have been ongoing for decades. Several justices expressed the con-
cern that affirming liability in events which took place overseas would make American
courts a magnet for distressed foreign plaintiffs for acts unrelated to the United States
and could invite foreign courts to encourage judging U.S. corporations for actions out-
side their own borders.”® This court ruling was upheld in a Connecticut U.S. District
Court as recently as 2016.%

10.2¢ Corruption, Bribery, and Questionable Payments

The most frequent and highly publicized ethical problems with respect to global business
have most recently been corruption, bribes, and questionable payments. These acts of
fraud are as old as history itself, but in the past decade governments around the world
have escalated their attempts to eliminate them. In the United States alone, the Justice
Department enforcement actions related to bribery and corruption have increased dra-
matically in recent years.””

Corruption in global business continues to be an overarching problem. It starts with
outright bribery of government officials and the giving of questionable political contribu-
tions. Beyond these, there are many other corrupt activities: the misuse of company
assets for political favors, kickbacks and protection money for police, free junkets for
government officials, secret price-fixing agreements, and insider dealing, just to mention
a few. All of these activities have one thing in common—they are attempts to influence
the outcomes of decisions in cases when the nature and extent of the influence are not
made public. In essence, these activities are abuses of power.”"

Corruption afflicts virtually every country in the world, especially developing coun-
tries. It has been observed that the scale of corruption is mind-boggling, especially in
countries such as Argentina, China, India, Pakistan, Russia, Turkey, and many African
nations as well.”? It has also been argued that corruption is more of a symptom than a
disease. To eliminate corruption, institutions in these countries will need to rebuild and
strengthen, especially their legal and political institutions.

Corruption does not just occur; it is the predictable result of economic and political
institutions that permit some to take power and others to be shut out. The absence of
accountability and checks and balances such as the rule of law and media freedom are
typically the root causes. Institutional voids exist in these settings such that multina-
tional businesses are left trying to enforce the rules and regulations of their home coun-
tries without virtually any guidance or support from legal, judiciary, or even cultural
norms.” And, global poverty will not be defeated until corruption is defeated.”*

Though one seldom hears an official definition of corruption, such synonyms as dis-
honesty, sleaze, fraud, deceit, and cheating are typically invoked. Two definitions of cor-
ruption that are useful include the following”*:

«  Behavior on the part of officials in the public sector, whether politicians or civil ser-
vants, in which they improperly and unlawfully enrich themselves, or those close to
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them, by the misuse of the public power entrusted to them. This would include embez-
zlement of funds, theft of corporate or public property as well as corrupt practices such
as bribery, extortion or influence peddling. (Transparency International [TI])

«  Corruption involves behavior on the part of officials in the public and private sectors,
in which they improperly and unlawfully enrich themselves and/or those close to
them, or induce others to do so, by misusing the position in which they are placed.
(World Bank)

Corruption comes in many forms, some petty and some grand. Though hugely lucra-
tive to a few, corruption is incredibly damaging in terms of its effects on stakeholders and
their countries. It corrodes the rule of law, the legitimacy of government, the sanctity of
property rights, and incentives to invest and accumulate. Corruption also is a drag on a
country’s growth. In fact, corruption has become the biggest problem for developing econ-
omies.”® A major problem, of course, is that those who benefit from corruption most will
resist attempts to curb it, and often these are politicians who play decision-making roles.

Bribery is the primary form of corruption found in global business, and its practice
merits closer examination. Simply speaking, bribery is the practice of offering something
(usually money, but also other monetary benefits) in order to gain an illicit advantage.
Bribes, of course, are illegal in most places and generally held to be unethical, but it is
informative to consider the debate about bribery that has been ongoing. Some business-
people continue to contend that bribery is necessary in some parts of the world, and
some countries of the world continue to assert that they are culturally obligatory or
defensible.

Debates about Bribery. Opinions typically given in favor of permitting bribery have
included the following: (1) they are necessary for profits in order to do business;
(2) everybody does it—it will happen anyway; (3) it is an accepted practice in many
countries—it is normal and expected; and (4) bribes are forms of commissions, taxes,
or compensation for conducting business between cultures.

Reasons frequently cited against giving bribes include the following: (1) bribes are
inherently wrong and cannot be accepted under any circumstances; (2) bribes are illegal
in the United States and most developed nations and, therefore, unfair elsewhere; (3) one
should not compromise her or his own beliefs; (4) managers should not deal with cor-
rupt governments; (5) such demands, once started, never stop; (6) one should take a
stand for honesty, morality, and ethics; (7) those receiving bribes are the only ones who
benefit; (8) bribes create dependence on corrupt individuals and countries; and (9) bribes
deceive stockholders and pass on costs to customers.””

The costs of bribes and other forms of corruption are seldom fully understood or
described. Several studies suggest the huge economic costs of such corrupt activities.
The World Bank estimates that more than $1 trillion of bribes are paid worldwide each
year. The World Economic Forum estimates that the cost from global graft is more than
5 percent of world domestic product and this probably underestimates it. In addition,
bribes and corruption retard economic growth, especially in emerging economies.”®

When government officials accept “speed” money or “grease payments” to issue
licenses, the economic cost is 3 to 10 percent above the licensing fee. When tax collectors
permit underreporting of income in exchange for a bribe, income tax revenues may be
reduced by up to 50 percent. When government officials take kickbacks, goods and ser-
vices may be priced 20 to 100 percent higher than they actually could have been. In
addition to these direct economic costs, there are many indirect costs—demoralization
and cynicism and moral revulsion against politicians and the political system. Due to
bribery and corruption, politicians have been swept from office in many countries
including Brazil, Italy, Japan, and Korea.””
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The Foreign Corrupt Practices Act (FCPA). One of the first initiatives by a major
government to address the problem of corruption and bribery in international business
was the passage of the U.S. Foreign Corrupt Practices Act (FCPA) in 1977. Before this,
many of the payments and bribes made by U.S.-based MNCs were not illegal. Even so,
firms could have been engaging in illegal activities depending on whether and how the
payments were reported to the Internal Revenue Service (IRS).

With the passage of the FCPA, however, it became a criminal offense for a represen-
tative of an American corporation to offer or give payments to the officials of other gov-
ernments for the purpose of getting or maintaining business. The FCPA specifies a series
of fines and prison terms that can result if a company or management is found guilty of
a violation.*® The legislation was passed not only for legal and ethical reasons but also
out of a concern for the image and reputation of the United States abroad.

The FCPA differentiates between bribes and facilitating payments, also called grease
payments. The law does not prohibit so-called grease payments, or minor, facilitating
payments to officials, for the primary purpose of getting them to do whatever they are
supposed to do anyway. Such payments are commonplace in many countries. The real
problem with questionable payments is that some forms of payments are prohibited
(e.g., bribes), but other payments (e.g., grease payments) are not prohibited. The law is
sometimes ambiguous on the distinctions between the two.*

To violate the FCPA, payments (other than grease payments) must be made corruptly
to obtain business. This suggests some kind of quid pro quo. The idea of a corrupt quid
pro quo payment to a foreign official may seem clear in the abstract, but the circum-
stances of the payment may easily blur the distinction between what is acceptable
“grease” (e.g., payments to expedite mail pickup or delivery, to obtain a work permit,
border crossings, or to process paperwork) and what is illegal bribery. The safest strategy
for managers to take is to be careful and to seek a legal opinion when questions arise. It
also is helpful for companies to have clear policies on such payments.

Figure 10-2 presents a basic distinction, with examples, between bribes (which are
prohibited) and grease (or facilitating) payments (which are not prohibited) based on
the FCPA.

The FCPA was intended to have and has had a significant impact on the way American
and many developed country’s firms do business globally. A number of firms that paid

e Payments

Examples
Grease Payments

Relatively small sums of money given for the purpose of Money given to minor officials (clerks, attendants, or
getting minor officials to: customs inspectors) for the purpose of expediting. This
form of payment helps get goods or services through red

* Do what they are supposed to be doing tape or administrative bureaucracies.

* Do what they are supposed to be doing faster or sooner
* Do what they are supposed to be doing better than they
would otherwise do

Relatively large amounts of money given for the purpose of ~ Money given, often to high-ranking officials. Purpose is
influencing officials to make decisions or take actions that often to get these people to purchase goods or services
they otherwise might not take. If the officials considered the  from the bribing firm. May also be used to avoid taxes,
merits of the situation only, they might take some other forestall unfavorable government intervention, secure
action. favorable treatment, and so on.
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bribes to foreign officials have been the subject of criminal and civil enforcement actions,
resulting in large fines and, sometimes, suspension and debarment from federal pro-
curement contracting. Sometimes their employees and officers have been imprisoned
as well.*? The Department of Justice (DoJ) has been cracking down on bribery at an
accelerating pace in recent years. The DoJ’s crackdown on corrupt practices has been
broadened in that it is now attempting to catch both U.S. and foreign-based compa-
nies. Beginning in the late 1990s, the antibribery provisions of the FCPA now apply
to foreign firms and persons doing business in the United States. Further, foreign com-
panies whose securities are publicly traded in the United States now are also subject to
the FCPA.®

The costs that companies have to pay when found guilty of FCPA violations can be
staggering even for large corporations. In addition, these companies have to spend huge
amounts defending themselves against charges. For example, as of 2015 Walmart had
spent $800 million so far in defending itself against 2012 alleged bribery charges in
Mexico. This sum is expected to settle down somewhere between $1 and $2 billion
when all is completed. To this can be added whatever fines may be levied, bills for set-
tling related private litigation, and the hard-to-calculate thousands of man-hours man-
agers and employees have spent on what has turned out to be a huge distraction from
conducting everyday business.**

In other cases, Siemens, the German industrial group, spent more than $3 billion on
bribery-related fines and costs over an eight-year period. In addition, Avon, the Ameri-
can cosmetics firm, was caught bribing in China and it spent $350 million on a variety of
legal and compliance fees.*” A recent trend on the part of companies to reduce their
costs has been to self-report bribery issues with the hope that the government might
not punish them with larger fines. Some lawyers have said that self-disclosure can be a
huge factor in settling cases faster and less costly.*® It is no wonder that with this kind of
approach to corruption, companies that have high incidences of corruption have been
found to embark in other areas of social irresponsibility.*”

Figure 10-3 summarizes some of the key features of the antibribery provisions of the
FCPA.

| FIGURE 10-3 [ Antibribery Provisions of the Foreign Corrupt Practic

In general, the FCPA prohibits American companies from making corrupt payments to foreign officials for the purpose of
obtaining or keeping business.

The Department of Justice is the chief enforcement agency, with a coordinate role played by the Securities and Exchange
Commission (SEC).

The FCPA's antibribery provisions extend to two types of behavior: making bribes (1) directly and (2) through
intermediaries.

The FCPA applies to any individual firm, officer, director, employee, or agent of the firm and any stockholder acting on
behalf of the firm.

The person making or authorizing the payment must have a corrupt intent, and the payment must be intended to induce
the recipient to misuse his or her official position to direct business wrongfully to the payer or to any other person.

The FCPA prohibits paying, offering, promising to pay, or authorizing to pay or offer money or anything of value.

The prohibition extends only to corrupt payments to a foreign official, a foreign political party or party official, or any candi-
date for foreign political office, or anyone acting in an official capacity.

* The FCPA prohibits corrupt payments through intermediaries.

* An explicit exception is made to the bribery provisions for “facilitating payments” for “routine governmental action.”

* The following criminal penalties may be imposed: firms are subject to a fine of up to $2 million; officers, directors, stock-
holders, employees, and agents are subject to a fine of up to $100,000 and imprisonment for up to five years. Fines
imposed on individuals may not be paid by the firm.

Source: “Foreign Corrupt Practices Act Antibribery Provisions,” U.S. Department of Justice, http://www.osec.doc.gov/ogc/occic/fcparev.html.

Accessed April 18, 2016.
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The Growing Anticorruption Movement. Corruption and bribery in global busi-
ness is a significant and ongoing topic. With substantial increases in global trade and
competition, free markets, and democracy over the past decade, this comes as no sur-
prise.*® Several powerful developments are worthy of mention. Each has contributed to
what has been called a growing anticorruption movement. By all accounts, the fight
against corruption has been a long and continuing march but progress is being made.*”

The following programs and initiatives constitute the major players in the anticorrup-
tion movement: Transparency International, OECD Antibribery Initiatives, UN Conven-
tion against Corruption, and individual country initiatives.

Transparency International An innovative special-interest group—Transparency
International (TI)—was modeled after the human rights group Amnesty International.
TI has established itself as the world’s foremost anticorruption organization. TI states its
vision in the following way: Our Vision: A world in which government, politics, business,
civil society and the daily lives of people are free from corruption.”®

TI maintains over 100 national chapters run by local activists.”" TI has established
two simple principles for businesses striving to root out corruption:

«  The enterprise shall prohibit bribery in any form, whether direct or indirect.
«  The enterprise shall commit to implementing a program to counter bribery.

According to TI, “These Business Principles are based on a Board commitment to
fundamental values of integrity, transparency and accountability. Enterprises should
aim to create and maintain a trust-based and inclusive internal culture in which bribery
is not tolerated.””

There are two primary tools that TI uses to combat corruption worldwide—its Cor-
ruption Perception Index and its Bribe Payers Index.

Corruption Perception Index (CPI). One of the most important tools TI uses to
combat corruption is its now-famous annual Corruption Perception Index (CPI). The
annual CPI has been widely credited with putting TI and the issue of corruption on the
international policy agenda. The CPI ranks more than 175 countries by their perceived
levels of corruption, as determined by expert assessments and opinion surveys. The result
of the ranking is a list of countries in the world ranging from “highly clean” (least cor-
rupt) to “highly corrupt.””

In TI’s 2015 rankings, the most recent available, the “highly clean” countries included
Denmark, Finland, Sweden, and New Zealand. The most “highly corrupt” countries
included Somalia, Afghanistan, and North Korea. The United States was ranked 16th
from the top. TI makes the point that in spite of excellent records, no country is exempt
from corruption. They have reported that many “clean” countries have dodgy records
over: 5235.94
Bribe Payers Index (BPI). In addition to the CPI, TI also publishes what it calls the
Bribe Payers Index (BPI). The BPI ranks leading exporting countries in terms of the
degree to which international companies with their headquarters in those countries are
likely to pay bribes to senior public officials in key emerging market economies. In that
sense, the BPI measures the supply side of bribery in the countries where the bribes are
paid. Countries are ranked on a mean score from the answers given by respondents to
the following statement: “In the business sectors with which you are most familiar, please
indicate how likely companies from the following countries are to pay or offer bribes to
win or retain business in this country.”*

Among the major exporting countries of the world, the countries that are perceived to
pay more bribes include Russia, China, Mexico, Indonesia, United Arab Emirates, and
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Argentina.”® The countries least likely to pay bribes include Netherlands, Switzerland,
Belgium, and Germany. The United States ranked tenth from the top in a list of 28
exporting countries studied.”” It should be pointed out that Transparency International
does not conduct its BPI as often as it does its CPI so the rankings are only approximate.
Transparency International hopes and expect that public exposure to its corruption rat-
ings will bring pressure to bear on countries and companies to become less corrupt.

OECD Antibribery Initiatives Another major ongoing program in the anticorruption
movement is an antibribery treaty and initiative that the 29 industrialized nations of the
Organization for Economic Cooperation and Development (OECD) and five other coun-
tries agreed to in late 1997. By 2016, 34 OECD member countries and seven non-member
countries were subscribed to the OECD Antibribery Convention.” The OECD member
nations agreed to ban international bribery and to ask each member nation to introduce
laws patterned after the U.S. FCPA in its country. The main thrust of the treaty was to
criminalize offering bribes to foreign officials who have sway over everything from govern-
ment procurement contracts and infrastructure projects to privatization tenders.

In spite of good intentions, the OECD has been criticized for not doing enough
quickly enough. It has also been criticized for dramatically failing to live up to its own
governance and anti-sleaze standards. The broader criticism is that the OECD antibrib-
ery signatories have failed to follow through on their plans. Implementation and execu-
tion, often problems in effective management, have been serious issues for the OECD
initiatives. According to one critic’s report, only four of the OECD nations are major
enforcers of their laws and only six are moderate enforcers.”

It may be some years to come before the OECD Antibribery Convention is fully imple-
mented. However, the OECD represents a noteworthy initiative by a number of major
countries in the global battle to eliminate corruption from commercial transactions.

UN Convention against Corruption (UNCAC) Another major initiative to combat
corruption around the world is the UN Convention against Corruption (UNCAC),
which was implemented in December 2005.'” It created the opportunity to develop a
global language about corruption and a coherent implementation strategy. A multitude
of international anticorruption agreements already exist; however, their implementation
has been uneven and only moderately successful. The UNCAC gives the global commu-
nity the opportunity to address both of these weaknesses and begin establishing an effec-
tive set of benchmarks for effective anticorruption strategies.'!

From a business perspective, UNCAC claims to hold the potential to become the
global framework for combating corruption, which will pave the way for the establish-
ment of a level playing field for all market participants. A central objective of UNCAC
is to bring a higher degree of uniformity in the formulation and application of anticor-
ruption rules across the world. For companies doing business in multiple jurisdictions,
this agreement aspires to improve legal certainty and facilitate their global compliance
efforts, thereby allowing them to fully compete in open markets without being exposed
to extortion or unfair practices by their competitors.'”> UNCAC builds on the UN
Global Compact, which presents ten principles of conduct in the areas of human rights,
labor standards, and environment. The most recent principle of the Global Compact
states that “Businesses should work against corruption in all its forms, including extor-
tion and bribery.”'®® To date, 140 countries have become signatories to UNCAC.'™*

Individual Country Initiatives In addition to the antibribery initiatives discussed,
some individual countries have begun antibribery campaigns on their own. Great Britain
has its Bribery Act, and France has its Paris-based Financial Action Task Force that
monitors member states for their effectiveness in implementing anti-money-laundering
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Following are some hypothetical situations that involve
payments while doing international business. Do these
represent bribes, which are illegal under the Foreign Cor-
rupt Practices Act (FCPA) or are they “grease payments”
intended to facilitate work getting done?

Situation 1

Healthy Forever, an infant formula manufacturer, has a
subsidiary in Korea. The subsidiary makes payments to
health-care professionals to get them to recommend
Healthy Forever's products to new and expectant
mothers.

Has a violation of the FCPA occurred in this situation?

Situation 2

QualityCom, a Phoenix-based technology company,

hired several relatives of Chinese officials who were

deciding whether to select the company’s products.
Has a violation of the FCPA occurred in this situation?

Situation 3
Dynamic Products Co. (DP) of Atlanta, Georgia, is attend-
ing a trade show in Beijing, China, because it wants to
penetrate the Asian market. While at the trade show, a
DP manager takes some prospective customers out for
dinner and drinks and picks up the tab. The customers
were mid-level managers at several different companies
that were regulated by the government of China.

Have violations of the FCPA occurred in this
situation?

ETHICS IN PRACTICE CASE

Violations of the Foreign Corrupt Practices Act or Not?

Situation 4

While at the trade show in Beijing, Dynamic Products Co.
decides it wants to invite some executives from one of
China's state-owned utilities to the United States to
engage in talks about a lucrative contract with the utility
on which it plans to make a bid. DP desperately wants
the contract and offers to fly the officials and their wives
first class to the United States and put them up at Augusta,
Georgia's nicest hotel for a week and offers them tickets
to The Master's, one of the premier golf events in the
world. On the final day of their visit, DP organizes a meet-
ing at which they discuss the possible contract.

Have violations of the FCPA occurred in this
situation?

Situation 5

Big Mining Corp. (BMC), a major company listed on the
New York Stock Exchange, recently discovered a quartz
deposit in Kuwait. To get access to the deposit, BMC
needs to construct a road from the deposit site to the
nearest port. BMC hires an agent to help it get this job
done, especially the securing of the required permits and
documents from government officials. The agent
informed BMC that he will need to make a small cash
payment to an administrative clerk in Kuwait so that he
will process the permit application speedily. In their pre-
vious experiences, BMC learned that permit approvals
such as this could take months to get approved. BMC's
director of projects is anxious to get the road permit
approved, so she gives the agent permission to make
the payment to the clerk.
Is this payment a violation of the FCPA?

Sources: U.S. Securities & Exchange Commission, “Spotlight on Foreign Corrupt Practices Act,” http://www.sec.gov/spotlight/fcpa.shtml.
Accessed April 20, 2016; “Is it a Bribe...or Not?” The Wall Street Journal, July 22, 2013, R3; U.S. Department of Justice, “Foreign Corrupt
Practices Act,” https://www.justice.gov/criminal-fraud/foreign-corrupt-practices-act. Accessed April 20, 2016; The FCPA Blog, http://www
fcpablog.com/blog/2016/2/19/heres-our-new-top-ten-list-with-vimpelcom-landing-sixth.html. Accessed April 20, 2016.

laws.'”® Interestingly, many other countries that have begun antibribery campaigns are
those that typically do not score very highly on business ethics surveys, for example,
Mexico and China. Perhaps they were motivated by Transparency International’s rank-
ings of them.

Mexico has dabbled in its anticorruption fight though it continues to say it is trying.
After three years in office, Mexican President Enrique Pena Nieto has not yet fulfilled his
campaign promises to fight corruption. Apparently, Mexico’s Congress has also been
dragging its feet on important legislation. Mexico was hurt badly in real estate scandals
in 2014. In 2015 its Congress passed important constitutional changes to create a new
anticorruption task force, an independent prosecutor, and specialized courts, but in
2016 the enabling legislation was stalled in the legislature.'*

On a positive note, in early 2016 a group of college students began collecting signa-
tures to support an anticorruption bill that could be the first legal initiative proposed
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directly by the people. Though the initiative seems to indicate growing power of civil
society in Mexico in responding to disillusionment with the country’s politicians, many
citizens are skeptical that such a bill would make a difference if passed.'””

China is another country that seems to be working to eliminate graft. In its broadest
crackdown launched in late 2012, the government of President Xi Jinping has been cam-
paigning against corruption and has even appointed one of its most savvy and efficient
senior leaders to be its top enforcer. President Xi is focusing on the culture of bribery
and kickbacks among the country’s political and corporate elites and more than 70,000
officials were reported to have been punished in one year for violating anticorruption
rules.'® In 2016, Xi Jinping was still aggressively trying to root out corruption.

Regardless of what various countries do, the best way to deal with bribes is to stem
the practice before it starts. A major paradox is that the very people who often benefit
from illicit payments—the politicians—are the ones who must pass the laws and set the
standards against bribes and corruption in the first place. Another factor is that bribes
and corruption, whenever possible, need to be exposed. Public exposure, more than any-
thing else, has the potential to bring questionable payments under control. This means
that practices and channels of accountability need to be made public."*”

Transparency International’s CPI and BPI are especially valuable in making the issue
public. Beyond these steps, managers need to understand that corruption and bribery are
not in their best interests. Not only do bribes debase the economic system, but they cor-
rupt business relationships as well and cause business decisions to be made on the basis
of factors that ultimately destroy all the institutions involved. The OECD treaty and indi-
vidual country efforts suggest that many countries now understand this important point.
Their efforts will not totally eliminate bribery, but they do represent a significant step
toward reducing bribery and bringing it under control.

We have by no means covered all the areas in which ethical problems reside in the
global business environment. The topics treated have been major ones subjected to
extensive public discussion. Examples of other issues that have become important and
will probably increase in importance include the issues of international competitiveness,
protectionism, industrial policy, political risk analysis, outsourcing, and antiterrorism.

Also vital will be the dangers of developed countries importing dangerous products
from some of the less-developed ones. These issues are of paramount significance in dis-
cussions of business’s relations with international stakeholders. Other issues that include
an ethical dimension are national security versus profit interests, dealing with rogue
nations, the use of internal transfer prices to evade high taxes in a country, mining of
the ocean floor, stealing intellectual property, offshoring, and harboring of terrorists.
Space does not permit us to discuss these issues in detail.

ELE] Improving Global Business Ethics

It is clear from the discussion up to this point that business ethics is much more com-
plex at the global level than at the domestic level. The complexity arises from the fact
that a wide variety of value systems, stakeholders, cultures, forms of government, socio-
economic conditions, and standards of ethical behavior exist throughout the world. Rec-
ognition of diverse standards of ethical behavior is important, but if we assume that
firms from developed countries should operate in closer accordance with developed
countries” ethical standards than with those of developing countries, the strategy of ethi-
cal leadership in the world will indeed be a challenging one.

Because the United States and European multinationals have played such a leadership
role in world affairs—usually espousing fairness and human rights—these firms have a
heavy responsibility, particularly in underdeveloped countries and developing nations.
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The power-responsibility equation and the Iron Law of Responsibility (Chapter 1) sug-
gest that these firms have a serious ethical responsibility in global markets. That is, the
larger sense of ethical behavior and social responsibility derives from the enormous
amount of power these countries have.

In the following section, we will first discuss the challenge of honoring and balancing
the ethical traditions of a business’s home country with those of its host country. Next,
we will discuss four recommended strategies for conducting business in foreign environ-
ments.""” We will conclude by taking a look at some other steps companies are taking to
improve their global ethics.

10.3a Balancing and Reconciling the Ethics Traditions
of Home and Host Countries

One of the greatest challenges that businesses face while operating globally is achieving
some kind of reconciliation and balance in honoring both the cultural and moral stan-
dards of their home and host countries. Should a business adhere to its home country’s
ethical standards for business practices or to the host country’s ethical standards? There
is no simple answer to this question. The diagram presented in Figure 10-4 frames the
extreme decision choices businesses face when they consider operating globally. At one
extreme, firms may engage in ethical imperialism by adhering to their home country’s

Ethical Choices in Home versus Host Country Si

International Law

Global Codes of Conduct

ETHICAL ' CULTURAL
IMPERIALISM RELATIVISM

HOME HOST
COUNTRY COUNTRY

Cultural Standards Cultural Standards
Ethical/Moral Standards Ethical/Moral Standards
of Home Country of Host Country

BROAD
MIDDLE GROUND

Mix of Home and Host
Country Standards

t

Application of Ethical Principles

Questions to Be Resolved by Management:
Which ethical standards will be used?

Which ethical standards will transcend national boundaries?
Worker and product safety? Fair treatment?

Health? Discrimination? Freedom? Minimum pay?
Consumer rights2 Environmental protection?

What constitutes moral minimums in each category?
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standards. At the other extreme, they may engage in cultural relativism by adapting to
the host country’s standards. These extreme alternatives deserve further discussion.

Ethical Imperialism. At one extreme in Figure 10-4 is a position often called ethical
imperialism. This position holds that the business firm should continue to follow its
home country’s ethical standards even while operating in another country. Because U.S.
and Western standards for treating employees, consumers, and the natural environment
are quite high relative to the standards in many developing countries, it is easy to see
how managers might find this posture appealing.

As reliance on foreign factories has soared in recent years and harsh conditions have
been documented by the media, an increasing number of companies, such as Levi
Strauss, Nordstrom, Inc., Wal-Mart, and Reebok, have espoused higher standards for
foreign factories that cover issues such as wages, safety, and workers’ rights to organize.
Such higher standards could be seen by other countries, however, as the United States
and the Western world attempting to impose its standards on the host country—thus
the name “ethical imperialism” resides at one end of the continuum. Fortunately, the
business world seems to be moving in the direction of eliminating corruption and oper-
ating according to higher ethical standards.

Cultural Relativism. At the other extreme in Figure 10-4 is a position often called
cultural relativism. This position is characterized by foreign direct investors such as
MNCs following the host country’s ethical standards. This is the posture reflected in the
well-known saying “When in Rome, do as the Romans do.” This position would main-
tain that the investing firm should set aside its home country’s ethical standards and
adopt the ethical standards of the host country. For example, if Saudi Arabia holds that
it is illegal to hire women for most managerial positions, the investing MNC would
accept and adopt this standard, even if it runs counter to its home country’s standards.
Or if the host country has no environmental protection laws, this position would argue
that the multinational need not be sensitive to environmental standards.

It has been argued that cultural relativism holds that no culture’s ethics are better
than any other’s and that there are, therefore, no international rights or wrongs. If Thai-
land tolerates the bribery of government officials, then Thai tolerance is no worse than
Japanese or German intolerance. If Switzerland does not find insider trading morally
repugnant, then Swiss liberality is no worse than American restrictiveness.""" Most ethi-
cists find cultural relativism to be a case of moral or ethical relativism and, therefore, an
unacceptable posture for companies to take.

Presented in Figure 10-4 is a series of questions management needs to ask to help
determine its stance on home versus host country ethics. Depending on the issue (e.g.,
worker safety versus minimum pay), companies may be more inclined to follow their
home country’s ethics. Key questions that must be posed and answered include the fol-
lowing: Which ethical standards will be used? Which ethical standards will transcend
national boundaries? What constitutes moral minimums with respect to each category
of ethical issue?

It may sound like a simplistic solution to say that the MNC needs to operate in some
broad middle ground where a mix of home and host country ethical standards may be
used. The challenge for managers will be to determine what mix of ethical standards
should be used and how this decision should be made. As mentioned earlier, managers
will need to ask themselves which moral standards are applicable in the situations they
face. Which ethical standards best protect stakeholders and their rights?

Use of ethical principles such as those articulated in the previous chapters—rights,
justice, utilitarianism, and the Golden Rule—still apply. Managers will need to decide
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which ethical standards should transcend national boundaries and thus represent
hypernorms (transcultural values)."? Hypernorms can be thought of as standards that are
so basic that they are universally accepted. Examples might be health, safety, and
freedom—but some cultures would not accept these examples. Donaldson and Dunfee have
argued that for hypernorms to be established to help guide global business ethics, certain
evidences are needed to confirm their legitimacy. For example, they maintain that hyper-
norms are more justified or confirmed when they meet some of the following conditions:

« widespread consensus that the principle is universal;

« a component of well-known global industry standards;

« supported by prominent NGOs;

« supported by regional governmental organizations such as the European Commu-
nity, the OECD or the Organization of American States;

« supported by global business organizations such as the Caux Round Table and the
International Chamber of Commerce.'"?

When it is not possible to identify hypernorms that may guide ethical practices, the
safest course of action would be to operate based upon the higher of home versus host
ethical standards though this is not always easy to determine especially when a host
country invokes a standard as being part of its culture. The home and host country’s
stage of maturity on economic development and culture are also important factors that
must be considered.""*

Managers also need to decide what will represent their moral minimums with respect
to these and other issues. It would be nice to think that international laws and global
codes of conduct will make these decisions easier. Though several such sets of codes
and principles are available, they may be challenging to apply. In the interim, managers
will need to be guided by the ethical concepts at their disposal, possibly with help from
some of the strategies to which we now turn.

10.3b Strategies for Improving Global Business Ethics

In many instances, major companies work to improve their global business ethics
through their global social responsibility programs. Often, however, additional strategies
must be used when operating globally. Four major strategies or categories of action that
could help MNCs conduct global business while maintaining an ethical sensitivity in
their practices include the following and each deserves some explanation:

1. global codes of conduct,

2. linking ethics with global strategy,

3. suspension of business activities in certain countries, and
4. ethical impact statements and audits.''”

(1) Global Codes of Conduct. Global codes of conduct seek to establish universal
principles or guidelines that should be followed while doing business around the world.
These would be closely related to the hypernorms discussed in the previous section.
There are two types of global codes of conduct of interest here. First, there are specific
corporate global codes that individual companies have developed. Second, there are
global codes or guidelines that have been developed by various international organiza-
tions. Each of these deserves some consideration.

Corporate Global Codes In Chapter 8, we discussed codes of conduct, and that discus-
sion applies in the global sphere as well. While operating on the world stage, MNCs have
been severely criticized for employing divergent ethical standards in different countries,
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thus giving the impression that they are attempting to exploit local circumstances.
A growing number of MNCs, for example, Chiquita Brands International, Caterpillar
Tractor, Allis Chalmers, Coca-Cola, Johnson’s Wax, Medtronic, and others, have devel-
oped and used codes geared toward worldwide operations.

One of the first and most well-known of the corporate global codes is that of Cater-
pillar Tractor Company. It is now titled “Our Values in Action: Caterpillar’s Worldwide
Code of Conduct.”'® Caterpillar has been building work machines that have been used
the world over for over 80 years. The company asserts that its code sets a high standard
for honesty and ethical behavior for every employee. The code goes into considerable
detail and has major sections that cover the following important values that Caterpillar
aspires toward: integrity, excellence, teamwork, and commitment. In addition, on its
Web site, its code of conduct is presented as downloads in 18 different languages.''”

Other companies have specific categories of ethical issues in their codes of conduct in
which they address global considerations. For example, Chiquita Banana’s Code of Con-
duct says the following regarding bribery and corruption: “Chiquita policy prohibits
employees from using improper, unethical, or questionable business practices while con-
ducting business on its behalf. We abide by all international laws, treaties and regulations
that forbid bribery of foreign officials, including the U.S. Foreign Corrupt Practices Act.”"'®

The GBS Codex Four researchers have published what they have called a Global Busi-
ness Standards (GBS) Codex."'” The GBS Codex was not intended to be a model code of
conduct for global business, but a benchmark for companies wanting to develop their
own world-class code. The researchers studied 5 well-known global codes put together
by international organizations and 14 codes of the world’s largest companies and
extracted the underlying ethical principles they felt the different codes had in common.

The researchers found eight principles, representing worldwide ethical standards that
they thought were basic to the codes studied. The eight principles identified and
described standards of conduct in the following categories: fiduciary, property, reliability,
transparency, dignity, fairness, citizenship, and responsiveness.'*’ The researchers argued
that companies that wanted to assess their current codes of conduct or to create new
codes of conduct would find their eight principles useful as a standard by which compar-
isons could be made.

Company designed codes of conduct are usually just the starting point for companies
in dealing with global business ethics. The acid test is whether these codes become living
documents that the companies actually use on a daily basis. Beyond this, most compa-
nies will need to further develop their global ethics programs if they are to be successful.

Global Codes Created by International Organizations In addition to individual cor-
porate codes, global codes or standards have been developed by a number of interna-
tional organizations that anticipate companies will adopt and follow. Some of these
codes focus on one specific issue; many provide standards across a number of issue
areas. Two of the most recent global codes have been developed by the International
Standards Organization (ISO), an independent NGO with a membership of 161 national
standards bodies, with its headquarters in Geneva, Switzerland.

In 2010, the ISO activated ISO 26000-Social Responsibility. ISO 26000 provides
guidance on how businesses and organizations can operate in a socially responsible
way. This encompasses acting in an ethical and transparent way that contributes to the
health and welfare of society.'”' The standard was launched after five years of work by
many different stakeholders including governments, NGOs, industry, consumer groups,
and labor organizations. The core subjects and issues addressed in ISO 26000 included
human rights, labor practices, the environment, fair operating practices, consumer issues,
and community involvement.'*
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FIGURE 10-5

In 2016, ILO was preparing to launch ISO 37001 - Anti-Bribery Management
Systems, a new standard designed to specifically address bribery and corruption. In
addition to addressing bribery and corruption, the new standard was designed to
help companies instill a culture of honesty, transparency, and integrity. The draft
version of the new standard received 91 percent support and endorsement from the
ISO members involved in its creation. ISO 37001 proposes a series of measures to
help organizations prevent, detect, and address bribery. The steps include adopting
an antibribery policy, appointing a person to oversee compliance, training, risk
assessments, and due diligence.'*

Figure 10-5 summarizes brief information about some of the more prominent of the
global codes and principles that have been created by international organizations.
Among them are the UN Global Compact, Caux Round Table Principles, Global Sullivan
Principles, OECD Guidelines for Multinational Enterprises, Global Reporting Initiatives,
and ILO standards.

Two of the most widely used global standards are the UN Global Compact and the
Caux Round Table Principles. In 2015, the UN Global Compact took another impor-
tant step by issuing its Sustainable Development Goals that lay out a 15-year path to

Global Ethics Codes and Standards Developed by International Organizations

Codes, Standards, or Guidelines Brief Description and Web Site

UN Global Compact

The Global Compact's operational phase was launched at UN headquarters in New
York on July 26, 2000. Today, thousands of companies from all regions of the world
and international labor and civil society organizations are engaged in the Global Com-
pact, working to advance ten universal principles in the areas of human rights, labor,
the environment, and anticorruption. http://ww.unglobalcompact.org/. Accessed
April 18, 2016.

Caux Round Table Principles The CRT Principles for Business are a worldwide vision for ethical and responsible cor-

for Business

porate behavior and serve as a foundation for action for business leaders worldwide. As
a statement of aspirations. The CRT Principles aim to express a world standard against
which business behavior can be measured. http:/Avww.cauxroundtable.org/index.cfm?
menuid=8. Accessed April 18, 2016.

Global Sullivan Principles of The objectives of the Global Sullivan Principles are to support economic, social, and

Social Responsibility

OECD Guidelines for

political justice by companies where they do business; to support human rights and
to encourage equal opportunity at all levels of employment, including racial and gen-
der diversity on decision-making committees and boards; and to train and advance
disadvantaged workers for technical, supervisory, and management opportunities.
https://www1.umn.edu/humanrts/links/sullivanprinciples.html. Accessed April 18,
2016.

The guidelines are recommendations addressed by governments to multinational

Multinational Enterprises enterprises operating in or from adhering countries. They provide voluntary princi-

ples and standards for responsible business conduct in a variety of areas including
employment and industrial relations, human rights, environment, information disclo-
sure, combating bribery, consumer interests, science and technology, competition,
and taxation. http://www.oecd.org/daf/inv/mne/48004323.pdf. Accessed April 18,
2016.

Global Reporting Initiative GRI's guidelines have been updated over the years. They address three major cate-

Guidelines

ISO Standards

gories of reporting: Human Rights and Reporting, Reporting on Community Impacts,
and Gender Reporting.  https:/www.globalreporting.org/Pages/default.aspx.
Accessed April 18, 2016.

I1SO 26000 addresses Social Responsibility and ISO 37001 addresses corruption and
bribery. 1SO 26000 was launched in 2010 and ISO 37001 was set to launch late in
2016.  http://www.is0.0rg/iso/is026000, http://www.iso.org/iso/home/news_index
/news_archive/news.htm?refid=Ref2069. Accessed April 18, 2016.
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UN Global Compact Caux Round Table Principles

Human Rights
Businesses should
* Principle 1: support and respect the protection of interna-

tionally proclaimed human rights.
* Principle 2: make sure that they are not complicit in human

1. Respect Stakeholders beyond Shareholders

2. Contribute to Economic, Social, and Environmental
Development

3. Respect the Letter and the Spirit of the Law
4. Respect Rules and Conventions

rights abuses.

Labor Standards
Businesses should uphold

* Principle 3: the freedom of association and the effective

recognition of the right

* Principle 4: the eliminati
pulsory labor.

* Principle 5: the effective abolition of child labor.

® Principle 6: the eliminati

employment and occupation.

Environment
Businesses should

* Principle 7: support a precautionary approach to environ-

mental challenges.

* Principle 8: undertake initiatives to promote greater envi-
ronmental responsibility.

* Principle 9: encourage the development and diffusion of
environmentally friendly technologies.

Anticorruption
Businesses should

* Principle 10: work against corruption in all its forms, includ-
ing extortion and bribery.

5. Support Responsible Globalization
6. Respect the Environment
7. Avoid lllicit Activities

to collective bargaining.
ion of all forms of forced and com-

ion of discrimination in respect of

Source: UN Global Compact,

“The Ten Principles.” http://www.unglobalcompact.org/About TheGC/TheTenPrinciples/index html. Accessed

April 18, 2016; Caux Round Table, “Principles for Responsible Businesses,” http://www.cauxroundtable.org/index.cfm?menuid=8. Accessed

April 18, 2016.

end extreme poverty, fight injustice and inequality, and protect the planet. The 17 Sus-
tainable Development Goals (Agenda 2030) are intended to address the most important
economic, social, environmental, and governance challenges of our time."** The Caux
Round Table Principles were launched over 20 years ago and are seen as the precursor
to the UN Global Compact that was developed soon after.'*

Figure 10-6 summarizes the major specific principles in each.

(2) Ethics and Global Strategy. The major recommendation regarding ethics and
global strategy is that the ethical dimensions of multinational corporate activity should
be considered as significant inputs into top-level strategy formulation and implementa-
tion."* At the top level of decision making in the firm, corporate strategy is established.
At this level, commitments are made that will define the underlying character and iden-
tity of the organization. The overall moral tone of the organization and all decision mak-
ing and behaviors are set at the strategic level, and management needs to ensure that
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social and ethical factors do not get lost in the preoccupation with market opportunities
and competitive factors.

A more proactive stance is needed for dealing with ethical issues at the global level.
Strategic decisions that may be influenced by ethical considerations in the global sphere
include, but are not limited to, product/service decisions, plant location, operations
policy, supply chain, marketing policy and practices, and human resource management
policies. More and more companies are employing departments and strategies with
respect to global corporate social responsibility and global business citizenship.'” Two
companies illustrate how ethical considerations may be factored into global business
decisions: Levi Strauss & Co. and Starbucks.

Levi Strauss & Co. A valuable illustration of ethics being factored into strategic deci-
sion making is provided by Levi Strauss & Co. Because the company operates in many
countries and diverse cultures, it believes that it must take special care in selecting its
contractors and the countries where its goods are produced in order to ensure that its
products are being made in a manner consistent with its values and reputation. Years
ago, the company developed a set of global sourcing guidelines that established standards
its contractors must meet.'*

More recently, Levi Strauss took the unprecedented action of publishing on its Web
site a list of all active owned-and-operated and contract factories producing the com-
pany’s branded products. The company’s senior vice president for Global Sourcing said,
“We believe that greater transparency within the supply chain will provide additional
momentum for our efforts to improve working conditions in apparel factories world-
wide. Our hope is that this level of transparency will become standard across the apparel
sector, fostering greater collaboration among brands in shared factories.”"?’ Levi Strauss
& Co.’s Sustainability Guidebook discusses the company’s core values that it employs as
it strives to be socially and ethically responsible in its global operations.'*®

Starbucks  Another example of a company integrating ethical concerns into its corpo-
rate strategies is that of Starbucks Coffee Co., the Seattle-based firm. In an innovative
pilot program initiated over a decade ago, Starbucks began paying a premium above
market price for coffee, with the bonus going to improve the lives of coffee workers.
The initial payments were made to farms and mills in Guatemala and Costa Rica,
which co-funded health-care centers, farm schools, and scholarships for farm workers’
children. Starbucks’s incentive program was part of a larger “Framework for Action,”
its plan for implementing its code of conduct."*’ Starbucks began purchasing Fair
Trade Certified coffee in 2000. The company has been recognized for helping grow
the market for Fair Trade Certified coffee in the United States and bringing it to con-
sumers. By 2012, the company had reached the 93 percent level of ethical sourcing
(responsible purchasing practices, farmer loans, and forest conservation). Starbucks
states that it is committed to 100 percent ethical sourcing in its relationships with
farmers. The company has created what it calls Coffee and Farmer Equity (C.A.F.E.)
Practices, which is one of the coffee industry’s first set of sustainability standards veri-
fied by third-party experts. C.A.F.E. Practices include guidelines in four areas—product
quality, economic accountability and transparency, social responsibility, and environ-
mental leadership.'*

(3) Suspension of Activities. A multinational enterprise may sometimes encounter
unbridgeable gaps between the ethical values of its home country and those of its host
country. When this occurs, and reconciliation does not appear to be in sight, the
responsible company might consider suspending activities in the host country. For
example, years ago IBM and Coca-Cola established a precedent for this activity by
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suspending their activities in India because of that country’s position on the extent of
national ownership and control."*® In a fight against corruption, Procter & Gamble
even closed a Pampers diaper plant in Nigeria rather than pay bribes to customs
inspectors.'**

In 2010, Google decided to move its search engine out of China because it no longer
thought it to be appropriate to censor searches at the request of the Chinese government.
Google is credited with a clever, strategic decision by moving its search engine to Hong
Kong, which is a special administrative region that has broader free-speech protections.
This decision allowed Google to adhere to its own privacy principles while also allowing
the Chinese government to save face."> By 2016, however, Google was planning to
return to China while thinking of ways it could live with local laws and yet still provide
some services."*® Other technology companies such as Twitter and Facebook have also
faced challenges working in repressive regimes and they are seeking balances between
their standards and those of their host countries that will allow them to expand their
markets.

Suspension of business in a foreign country is not a decision that can or should be
taken too hastily, but it must be regarded as a viable option for those firms that desire
to travel on the higher moral road of free trade. Each country is at liberty to have its own
standards, but this does not mean that other country’s firms must do business in that
country. What does ethical leadership mean if it is not backed up by a willingness to
take a moral stand when the occasion merits?

(4) Ethical Impact Statements and Audits. MNCs need to be constantly aware of
the impacts they are having on society, particularly foreign societies. One way to do this
is to periodically assess the company’s impacts. Companies have a variety of impacts on
foreign cultures, and ethical impacts represent only a few of these. The impact statement
idea derived, in part, from the practice of environmental impact statements pioneered
years ago. Ethical impact statements are an attempt to assess the underlying moral jus-
tifications for corporate actions and the consequent results of those actions. The infor-
mation derived from these actions would permit the MNCs to modify or change their
business practices if the impact statement suggested that such changes would be neces-
sary or desirable.

One form of ethical impact assessment is some firms’ attempts to monitor their
compliance with their companies’ global ethics codes. For example, Mattel Toy Com-
pany developed an independent audit and monitoring system for its code. Mattel’s
monitoring program was headed by an independent panel of commissioners who
selected a percentage of the company’s manufacturing facilities for annual audits. In
one audit, for example, Mattel terminated its relationship with three contractor facili-
ties for refusing to meet company-mandated safety procedures.'” Mattel claims to be
continuing its auditing of compliance to its code of conduct through its Global
Manufacturing Principle&”“

A major problem with Mattel’s and others” auditing processes of their operations is
that maintaining them in the face of competitors who are not doing the same gets to
be time consuming and expensive. In a major report examining Mattel’s experience, a
group of researchers concluded that the company’s efforts began to fade or decline
once Mattel had reached its easy audit targets of auditing its company-owned plants.
But then, when the company had to take on the gargantuan task of monitoring vendor’s
plants, a new set of challenges were presented and management no longer pursued the
program as vigorously as it once did. The researchers concluded that Mattel’s manage-
ment did not see the advantage to their proactive stance when competitors were not
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following suit."** The Mattel example highlights the challenges involved in monitoring a
company’s social impact in international markets.

Many companies today are issuing sustainability audits and reports in which they
attempt to report on their global activities. For the most part, however, these reports
cover the positive impacts and do not carefully examine the questionable practices of
the firm. The major challenge in global business today is monitoring supply chains.
This is where unethical practices are likely to occur. And, though there are some viola-
tors, many companies today are doing a better job of monitoring their global operations
and working environments. As consumers and the public are becoming better educated
and aware of overseas operations, companies are sensing greater pressure to build more
sustainable supply chains.'*’

10.3c Corporate Action against Corruption
An enlightening study conducted by the Conference Board disclosed some details on
companies” anticorruption campaigns within their organizations. When asked what was
the single most important factor in their company’s decision to develop an anticorrup-
tion program, the most frequent responses were “senior management leadership and per-
sonal convictions,” “bribe payments being illegal under their home country laws,” the
belief that “bribe payments are wrong,” and the impact of “Sarbanes-Oxley Section
40471

The report revealed that there were five vital steps among anticorruption programs

that seemed to work best for companies'**:

1. High-level commitment by top management

2. Detailed statements of policies and operating procedures
3. Training and discussion of policies and procedures

4. Hotlines and help lines for all organizational members
5. Investigative follow-up, reporting, and disclosure

These essential steps, which mirror ethics programs discussed in Chapter 8, when
combined with the strategies for improving global business ethics discussed earlier, go a
long way toward establishing a solid foundation for fighting bribery and corruption, the
most insidious issues in global business ethics. The good news is that companies are now
very much aware of these issues and most are moving to address them.

Ethical dilemmas pose difficulties, in general, for busi-
nesses, and those arising in connection with doing
business in global markets are among the most com-
plex. An examination of major issues that have arisen
in global business ethics over the past several decades
shows that they rank right up there with the most well-
known news stories about business performance. The
infant formula controversy, the Bhopal tragedy, factory
fires and collapses in Bangladesh, corruption and brib-
ery, concern about human rights and sweatshops, and
the exploits of MNCs in Third World countries have
all provided an opportunity for business critics to
assail corporate ethics in the international sphere.
These problems arise for a multiplicity of reasons,

but differing cultures, value systems, forms of govern-
ment, socioeconomic systems, and underhanded and
ill-motivated business exploits have all been contribut-
ing factors.

Steps taken by the United States and other major
countries to address the issues of corruption and brib-
ery include the Foreign Corrupt Practices Act, the
OECD Antibribery Convention, and the UN Conven-
tion against Corruption (UNCAC). Individual country
initiatives also have been vital, as are the efforts of non-
profit organizations such as Transparency Interna-
tional. A number of different approaches to
improving global business ethics were presented. The
balancing of home and host country standards were
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within their organizations. Five vital steps being
taken against corruption were presented, and these
were headed up by high-level commitment by top
management.

In spite of the worldwide economic recession and
questions being raised about the future of international
business, current trends point to a growth in business
activity in the transnational economy, and though there
is some evidence of a backlash against globalization,
these issues will become more rather than less impor-
tant in the future. Indeed, it could easily be argued that
business’s greatest ethical challenges in the future will
be on the global stage.
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Discussion Questions

1. Drawing on the notions of moral, amoral, and
immoral management introduced in Chapter 7,
categorize your impressions of (a) Nestlé, in the
infant formula controversy; (b) Union Carbide,
in the Bhopal tragedy; and (c) Google, in moving
its search engine out of China. Why is Google
planning to return to China?

2. As an MNC seeks to balance and honor the
ethical standards of both the home and host
countries, conflicts inevitably will arise. What
criteria do you think managers should consider
as they try to decide whether to use home or host
country ethical standards? Does the use of
hypernorms help? Explain.

3. Differentiate between a bribe and a grease pay-
ment. Give an example of each.

4. Conduct research, for purposes of updating the
latest rankings of Transparency International and
the activities of the OECD, UNCAC, and indi-
vidual country initiatives. How could countries
such as China, India, and Russia most effectively
improve their TI rankings?

5. What are the major strategies companies might
employ in improving global business ethics?
What are the key steps research has shown are
important to successful company anticorruption
efforts?
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After studying this
chapter, you should be
able to:

1 Describe the ethical
and social challenges
faced by multinational
corporations (MNCs)
operating in the global
environment.

2 Summarize the key
implications for
‘managers of the
following ethical
issues: infant formula
controversy, Bhopal
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and human rights
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the Foreign Corrupt
Practices Act.

4 Identify and discuss
strategies companies
‘may employ for
improving global
business ethics.

Ethical Issues in the
Global Arena

been implicated in secret offshore companies in which they have been hiding

their wealth from the world and from taxation. This disclosure was made in
document leaks, now known as the “Panama Papers,” reporting that there have
been secret financial dealings of some of the world's richest and most powerful
executives, and, in some cases, outright corruption.’ The Panama Papers, reveal-
ing information about what was going on from the 1970s until the spring of 2016,
documented an extensive network of offshore shell companies in which a number
of mega-rich, high-level politicians and business people engaged in deception, cor-
ruption or fraud. Among those named have been some American business people
accused of or convicted of financial crimes or Ponzi schemes. One bookmaker
was even taking bets as to who would be the next world leader to step down.?
The Panama Papers have publicized yet another adverse blow to the state of
global business-government relations, and the implications for global business
ethics are yet to be fully determined.

The growth of global business as a critical element in the world economy is one
of the most important developments of the past half century, and from the Panama
Paper’s revelations, it is being seen as an increasingly fertile ground for corruption
and ethical challenges. This has been set up during the past two decades, in
particular, by the growth of foreign direct investment globally by the United States,
by countries in Western Europe, by Japan, and by other developing countries as
well, such as China, India, and Russia. Many emerging economies have joined the
mix. In the United States and elsewhere, domestic issues have been made
immensely more complex by the escalating international growth of commerce. At
the same time, the internationalization of business has created unique challenges
of its own. With the rise of global business, international markets have been seen as
natural extensions of an ever-expanding global marketplace that must be pursued if
firms are to remain competitive.

Peter Drucker referred to the expanded global marketplace as the transnational
economy.® One useful definition of this transnational or global economy is as
follows: trade in goods, a much smaller trade in services, the international
movement of labor, and international flows of capital and information.*

Most observers have assumed that international business would continue its
rapid growth of the past two decades and that, increasingly, companies and
countries would become more integrated with the rest of the world. Global trade
statistics, however, suggest that after a burst of globalization in the pre-2008
period, world business has been more in a period of consolidation, possibly even
retrenchment.®

| n 2016 it was revealed that many global leaders and business people had
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Time magazine recently observed that after decades of consensus on the value
of global free trade, it is now being contested by some as to whether globalization
has been good or bad for the American economy.® Some business experts have
begun to think that the globalization moment is over. Why, for example, would
one want to offshore jobs to China when Chinese workers are demanding and
getting large pay raises? Why would a company want to expand its supply chain
when it might be interrupted by terrorists?” These and other important questions
are being asked.

Not only has world economic growth slowed, but global instability in the form of
geopolitics has become more intense than in any recent period.® Geopolitical
issues that have now intertwined governments with business include terrorism,
global migration patterns, and corruption. The managing director of McKinsey
recently stated that he has not seen as much volatility since World War Il. He
observed that while businesses have not significantly pulled back from their
globalized operations they are now wondering, “what's next?"®

Some companies are beginning to question the breadth of their operations and
are worried about their vulnerability to regional instabilities.’® Not only has business
growth slowed in the global economy, but it has also been getting more complex
and subject to increasing disruptive changes. Researchers at the McKinsey Global
Institute have observed that there are four trends or forces that are transforming
the nature of the global economy and, hence, global business: the rise of emerging
markets, the accelerating rate of technological change on market competition, an
aging world population, and greater connectedness in movements of trade, capital,
people, and data.”’ These trends have been ushering in a dynamic, new phase of
globalization.

The complexity and intricacies of the transnational economy and the globalization
of business are seen visibly when social or ethical issues arise. At best, business
ethics is difficult when we are dealing with one culture. Once we bring two or
more cultures into consideration, along with the rapid changes in each of them, it
gets extremely complex. Managers have to deal not only with differing customs,
protocols, and ways of operating but also with differing concepts of law and
standards of acceptable business practices. All of this is then exacerbated by the
fact that world political issues become intertwined. What might be intended as an
isolated corporate attempt to bribe a foreign government official, in keeping with
local custom, could explode into major international political tensions between two
or more countries.

X} Business Challenges in a Global
Environment

Firms face two major underlying challenges as they operate in a multinational, global
business environment. One challenge is that of achieving corporate legitimacy as the
multinational corporation (MNC), or multinational enterprise (MNE), seeks to be rec-
ognized and accepted in an unfamiliar society. A related problem is the fundamentally
differing philosophies that may exist between the firm’s home country and the host coun-
try in which it seeks to operate.'? For firms to be perceived as legitimate in the eyes of a
host country, they must fulfill their social responsibilities and be good corporate citizens
abroad just as they were expected to do so at home. Sometimes being socially responsible
has different meanings in different countries.
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Closely related to the legitimacy issue is the dilemma of MNCs that have quite different
cultural or philosophical perspectives from those of their host countries. The philosophy
of Western industrialized nations, and thus their MNCs, has focused on economic growth,
efficiency, specialization, free trade, and comparative advantage. By contrast, many devel-
oping countries or emerging economies have different priorities. Other important objec-
tives for them might include a more equitable income distribution or increased economic
self-determination. In this context, the economically advanced nations may appear to be
inherently exploitative in that their presence may perpetuate the dependency of the poorer
nation."® Very large MNCs have budgets that exceed those of many small countries. Thus,
critics of MNCs say they have too much power and undue political influence over govern-
ments and can exploit developing nations."* These basic challenges set the stage for exam-
ining how ethical problems arise in the global environment.

Another issue that has come up in recent years has to do with the different views
about corporate social responsibility (CSR) relative to business-government relationships
that occur in different regions of the world. For example, Andreas Scherer and Guido
Palazzo have noted that under conditions of globalization, the strict division of responsi-
bilities between private businesses and nation-state governments do not hold as much
everywhere.'” They observe that many business firms have begun to assume social and
political responsibilities that extend beyond legal requirements and fill some vacuums in
global governance. That is, there is a growing politicized concept of CSR that is occur-
ring in some parts of the world."® Though this changing relationship between business
and government is not occurring everywhere, it is a factor that needs to be considered
in some parts of the world. This notion of Political CSR was introduced in Chapter 2.
It is in the global business environment where it has become most applicable.

One could well argue that social and ethical tensions are built into global business.
MNCs attempt to bridge the cultural gaps between two cultures; yet, as they attempt to
adapt to local customs and business practices, they are assailed at home for not adhering
to the standards, practices, laws, or ethics of their home country.

Figure 10-1 graphically depicts the dilemma of MNCs caught between the character-
istics and expectations of their home country and those of one or more host countries.
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on Sustainabilit,

Earth Hour: A Global Ethical Sustainability Movement

Earth Hour was started in Australia in 2007 by the World
Wide Fund for Nature (WWF). The organization’s mission
is to stop degrading Earth’s natural environment and to
create a low-carbon future for planet Earth.

Earth Hour is a global sustainability movement that
was initiated with the hope that each year will bring
about a continued celebration. The first Earth Hour was
held in Australia, and after national acclaim, it gained
high international interest, with more and more cities
beginning to sign up for the next Earth Hour campaign.

Earth Hour has now come to be known as the

event is recognized by millions switching off their lights
for one hour. Iconic buildings such as Sydney Harbur
Bridge, the CN Tower in Toronto, Rome's Colosseum,
India Gate, the Golden Gate Bridge in San Francisco,
and many more stood in darkness in contemplation of
the world’s ethical responsibility to planet Earth. Earth
Hour in 2016 was held on March 19, 2016.

Earth Hour now inspires a global community of mil-
lions of people across 178 countries to switch their lights
off to demonstrate a massive support for environmental
sustainability. You can discover the Earth Hour events in

world's largest global climate change initiative. The your country by going to: http://www.earthhour.org/.

Sources: Earth Hour, http:/www.carthhour.org/. Accessed April 29, 2016; “Earth Hour City Challenge,” WWF, http://worldwildlife.org/pages
Jearth-hour-city-challenge. Accessed April 29, 2016.

They often find themselves in an almost unmanageable situation, but cannot be deterred
from finding sustainable solutions if they desire to expand markets abroad.

™ Ethical Issues in the Global Business
Environment

The challenges for companies operating in the global business environment include
issues of corporate social responsibility, generally, and business ethics, specifically. Our
primary focus in this chapter will be on business ethics, but the issues related to other
dimensions of CSR should not be forgotten. For many companies, most of the ethical
problems that arise in the global environment are in the same categories as those that
arise in their domestic environments. These ethical issues reside in all of the functional
areas of business: production/operations, marketing, finance, accounting, and manage-
ment. These issues concern the fair treatment of stakeholders—employees, customers,
the community, and competitors—and involve product safety, plant safety, advertising
practices, human resource management, human rights, environmental problems, busi-
ness practices, and so on.

These ethical problems may seem to be somewhat fewer in developed countries, but
they exist there as well. The ethical challenges seem to be more acute in less-developed
countries (LDCs), or emerging economies because these countries are at earlier stages of
economic development and often do not have a legal or ethical infrastructure in place to
help protect their citizenry. This situation creates an environment in which there is
temptation to operate with lower standards, or perhaps no standards, because fewer gov-
ernment regulations or activist groups exist to protect the stakeholders’ interests. In the
LDCs, the opportunities for business exploitation and the engagement in questionable
practices (by developed countries’ standards) are abundant.

It is useful to consider some prominent categories of ethical issues in the global
sphere to provide some appreciation of the development of these kinds of issues for busi-
ness. First, we will discuss questionable marketing and manufacturing safety practices.
Then, we will address the issue of human rights and labor abuses often found in
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“sweatshops” (the use of cheap labor in developing countries)—a topic that has domi-
nated international business discussions for the past couple decades. Then, we will con-
sider the special challenges of corruption, bribery, and questionable payments. From
these prominent examples, we should be able to develop an appreciation of the kinds of
ethical challenges that confront all MNCs doing business globally. Finally, we will con-
sider some strategies for companies seeking to improve their global business ethics.

10.2a Questionable Marketing and Plant Safety Practices

The process of marketing either domestically or abroad creates many ethical and legal
challenges for businesses. The most obvious marketing issues are those embedded in
the product itself and its promotion. A classic example of a questionable marketing prac-
tice is the now-infamous infant formula controversy that spanned most of the 1970s,
1980s, and 1990s and remains an issue today. The plant safety issue is best illustrated
by considering the Union Carbide Bhopal crisis that began in 1984, continued into the
1990s, and is not completely resolved today. These plant safety issues have continued
with fires and building collapses in Bangladesh.

These issues are significant because they illustrate the endless problems companies can
face as a result of mistakes made in global business ethics and how their effects can be felt
for decades. It is easy to now predict that BP’s oil spill in the Gulf of Mexico may be in this
classic category someday as its repercussions are likely to last for decades.

The Infant Formula Controversy. The infant formula controversy is a classic
example that illustrates ethical questions that can arise while marketing products
abroad."” For decades, there was this realization among physicians working in tropical
lands (many of which were LDCs) that severe health risks were posed to infants from
bottle-feeding as opposed to breast-feeding. Such countries typically had neither refriger-
ation nor sanitary conditions. Water supplies were not pure, and therefore, powdered
infant formula mixed with bacteria-infected water likely led to disease and diarrhea in
the bottle-fed infant.

Because people in these developing countries are typically poor and often uneducated,
mothers tended to over dilute the powdered formula, trying to make it last longer, thus
diminishing significantly the amount of nutrition the infant receives. Once a mother
begins bottle-feeding, her capacity for breast-feeding quickly diminishes. Poverty also
leads the mother to put less-expensive substitute products such as powdered whole
milk and cornstarch in the bottle. These products are nutritionally inadequate and unsat-
isfactory for the baby’s digestive system.

It later became apparent that in LDCs there was increased bottle-feeding, decreased
breast-feeding, and a dramatic increase in the numbers of malnourished and sick babies
because of this. The problems began when several of the infant formula companies,
aware of the conditions just described, were promoting their products and, therefore,
promoting bottle-feeding in an intense way. Such marketing practices as mass advertis-
ing, billboards, radio jingles, and free samples became commonplace. These promotional
devices typically portrayed the infants who used their products as healthy and robust, in
sharp contrast with the reality that was brought about by the conditions mentioned.

One of the worst marketing practices entailed the use of “milk nurses”—women dressed
in nurses” uniforms, walking the halls of maternity wards, and urging mothers to get their
babies started on formula. In reality, these women were sales representatives employed by
the companies on a commission basis. Once the infants began bottle-feeding, the mothers’
capacity to breast-feed diminished, and they became hooked on the formula.'®

Although several companies were engaging in these questionable marketing practices,
the Swiss conglomerate Nestlé was singled out by a Swiss social activist group in an
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article entitled “Nestlé Kills Babies.” At about the same time, an article appeared in Great
Britain entitled “The Baby Killers.”'® From this point on, a protracted controversy devel-
oped, with Nestlé and other infant formula manufacturers on one side and a host of
organizations on the other side filing shareholder resolutions and lawsuits against the
company.

Among the groups that were actively involved in the controversy were church groups
such as the National Council of Churches and its Interfaith Center on Corporate
Responsibility (ICCR), UNICEF, the World Health Organization (WHO), and the Infant
Formula Action Coalition (INFACT). Nestlé was singled out because it had the largest
share of the world market and because it aggressively pushed sales of its infant formula
in developing countries, even after the WHO developed a sales code to the contrary.””

INFACT and ICCR organized and led a national boycott in 1977 against Nestlé that
continued for almost seven years.”' In 1984, after spending tens of millions of dollars
resisting the boycott, Nestl¢ finally reached an accord with the protesters. The company
agreed to make some changes in its business practices. The protesters, in return, agreed
to end their boycott but to continue monitoring Nestl¢’s performance.”” The infant for-
mula controversy continued well into the 1990s and 2000s.

The infant formula controversy illustrates the character of questionable business prac-
tices by firms pursuing what might be called normal practices were it not for the fact
that they were being pursued in foreign countries where local circumstances made them
suspect.”” The infant formula controversy also illustrates the endurance of certain ethical
issues, particularly in the global arena.

Later, the AIDS crisis, especially in Africa, put an unusual twist on the infant formula
debate. Some have said that UNICEF, the UN agency charged with protecting children,
today may be indirectly responsible for thousands of African babies being infected with
the deadly AIDS virus. AIDS entered the picture since the early boycotts of Nestlé and
others, and it was discovered that HIV-infected mothers could transfer the disease
through breast-feeding to their own children. In response to this problem, Nestlé and
formula maker Wyeth-Ayerst Labs said they stood ready to donate tons of free formula
to the infected women. However, UNICEF refused to give the green light to these gifts.*

Even today, the International Baby Food Action Network (IBEAN) (http://www.ibfan
.org/) continues to advocate safety in feeding babies and lobbies against companies that
continue engaging in questionable business and marketing practices.”® By 2013, the
infant formula issue was flaring anew in China where it has been alleged that formula
makers pay doctors and medical staff to motivate them to get newborns hooked on
infant formula.*® In addition, because many more well-to-do families in China do not
trust the quality and safety of their own brands, they have been buying up infant formula
from Australia that because of its proximity the product can be delivered more quickly.””

Plant Safety and the Bhopal Tragedy. The Union Carbide Bhopal tragedy
brought into sharp focus the challenges of multinationals conducting manufacturing
operations in a foreign, particularly less-developed, business environment. On December
3, 1984, the leakage of methyl isocyanate gas caused what many have termed the “worst
industrial accident in history.” The gas leak killed more than 2,000 people and injured
200,000 others. The tragedy has raised numerous legal, ethical, social, and technical ques-
tions for MNCs.*® Observers who have studied this tragedy say the death toll and
destruction are many times greater than the “official” numbers indicate. One report is
that more than 3,500 were killed in the accident.”” Over 30 years later, many issues
related to the Bhopal disaster remain unresolved.**

Interviews with experts just after the accident revealed a belief that the responsibility
for the accident had to be shared by the company and the Indian government.
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