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which has become synonymous with

Natura & Co SA in general, '
Natura Cosmetic?s developasnzrl:)ij::(:se ;:?tr:icjbatz::se :;Z”dSHOf & Bc‘)dy S '
Natura’s products include crea’lms deodc,)rants [ : Se‘ 3 o v ffagfancé = i et
_ , . lipsticks, lotions, makeup accessories, perfumes, shampoos,
shaving creams, soaps, and sunscreens, among others. Its portfolio is made up of brand names such as
Amo, Ekos, Tododia, Aguas, Chronos, Erva Doce, Homem, Horus, Seve. and Luna. Natura employs more
than 7,000 people in seven countries: Brazil, Argentina, Chile, Mexico, Peru, Colombia. and France.
Sustainable development has been Natura’s guiding principle since it was founded in 1969. A passion for
Customer Relationship Management (CRM) led the company to adopt direct sales as its main commercial
strategy. To support its direct sales model, more than 1,421,000 consultants around the world (most in
Brazil) promote the company’s values and products to consumers. Innovation is at the heart of Natura’s

sustainable development policy. For example, last year the company spent about $75 million on product
development, launching 164 products and achieving an innovation index of 64.8 percent (percentage of

revenue from products launched in the last two years). .
The Body Shop International Limited, trading as The Body Shop, is a well-known, formerly British cos-
rfume company that was founded in 1976 by Anita and Gordon Roddick. It cur-

cts which it sells in some 3,100 owned and franchised stores internationally
' ~ West Sussex, United

he Body Shop from

metics, skin care, and pe
rently has more than 1,000 produ
in 66 countries. The company is stil
Kingdom, but was bought from French C

Ilion (£880 million). .
. 2006 to 2017) in June 2017 for $1.2 billion (£8 oroducts worldwide

b Famously, The Body Shop has been a leader
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testing in general in the cosmetics industry. This position also feeds into its sustainability initiaHNES I

Roddick said that “My hope for the future of Ihe Body Shop is primarily vested in those people who will by

" Thi ' . i e T';:’?*r r
| | This Custodianship includes the pledge of beiNg 1
ethical, sustainable company. For example, in 2016, to mark its 40th anniversary, The Body I‘i
a global CSR strategy—Enrich Not EXploit™—that wil) underpin all aspects of its operations. The pioneering
commitment reaffirmed the globa] Cosmetics brand’s positioning as a leader in ethical ««»
business practices. T

the custodians of our culture and values

as Aesop’s first empl f the compa
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VY€€, was also instrumental in the foundation and growth o

viewed as an Australian skin care brand, owned fully by Natura since 2016 (althoug

ownership since 2012). The brand has been identified as a unique way of doing marketing it

AL I ne "t

R e L B,

PR s |

. B i F e ol N « -~
a LUAVEL L

“: 2 .:“.' 2 58 v (RN . .

R a

'~ /o i

. TSt s

Y

soclal media world.

g & .
¥ '-.“-,A BN <
.~ \\ " ' T“”.AI;_ ".“
. T .. el oS :
v « N : »
S )01
A = % 2
"n " 1
s ,Y"f' - .
o R e
SN

“Certified B Corporation.” A Certified B Corporation is a company that focuses on '
'ty issues. First, it has reached a threshold standard for its impact on society and the fﬁ{fff'5~ |
the company must have committed to consider the impact of its business decisions of IS\
ers, not just its shareholders. Currently, only 2,200 B Corps exist worldwide, and
focus is on the interdependence between society, environment, and economy. *
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show that it is possible to make a positive difference for the environment while alsq}f

viability of the company by profit making. This mindset also drove Natura’s purchase of
2017, the first billion-dollar B Corp acquisition by another B Corp. @

-

Sogrces: “Byilding for the Future,” The Body Shop Annual Report 2014/2015; Deanna Utroske, “The Body 1z
Animal Testing Ban,” Cosmetics Design, March 22, 2018: Andres Schipani, “Body Shop Owner Natura Targets Gl (
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February 4, 2018; Corporate Knights, “2018 Global 100 Results,” www.corporateknights.com/reports/2018-global-1¢
40th Year with Pledge to Be World's Most Ethical, Sustainable Global Company,” Sustainable Brands. Februar“'{f"

Hill, and Marcel Fukayama, “Building Bridges: Natura, Aesop and The Body Shop Join Thei ‘ 7O
September 13, 2017. y >hop eir Businesses as :
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and students. These modules focys
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Ourse modules Serves as
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port.ed out of China are currently tainted with
not 1llegal to use lead, for eXample, in plastics at this ti
a sustainability 1ssue—and usually a voluntary one I

choose to sidestep. : :

e e aIr)geTsl;:eOobfvrlr?:rsk reason >OME companies take shortcuts is simple math or

Can 1t be considered unethical t RS e Mo toy dndusiry.A basic question then is:

o e | 0 manu.facture toys that include heavy metals that are bad f :
g COME 1n contact with when using the toys 1n their proper way? Whataabo([);

corporate social 1bili
p lal responsibility among a country’s companies or the companiac’ |
business practices? panies  sustainable

As the opening case illustrates. some c |
| | : ompanies tackle these issues head-on with; '
%LObgl Sgr atSehgy of doing business. Specifically, with its core subsidiaries (Natura“(/jloglrﬁc-:ttlilce:;r
¢ Body Shop, and Aesop), Natura & Co SA has redefined success in business on a olobai
-

scale, with the 1dea that sustainability should be integrated throughout everythine th

pany fioes. Being a “Certified B Corporation,” the first publicly traded corny anmc; tbe S
cemflefi, Natura has to have (1) reached a threshold standard for its impactp onysoziefcoams
th.e environment and (2) committed to consider the impact of its business decisions ())/n ?ts
wider stakeholders, not just its shareholders. As we stated, it is important to note that

\Il\l{iict)trllr; smp\i),;litllgz ll;l;s:;esisr’i’nactti}?ntst;how that 1t i§ possi.ble to mal.<e a fiifference for the en-
T .g at the con.lpan)./ 1§ profitable. This mlnds.e.t Flrove Natura's

y Shop in 2017, the first billion-dollar B Corp acquisition by another
B Corp, with The Body Shop being a longstanding advocate of no animal testing in product
development.

The core starting point for this chapter is ethics. Ethics serves as the foundation for what
people do or do not do, and ultimately ethical behavior of employees results in corporate social
feSponsibility and sustainability practices engaged in by the company. Companies’ involvement
In corporate social responsibility practices and sustainability itiatives can be traced to the ethi-
cal foundation of its employees and other stakeholders, such as customers, shareholders, SUPih;

5 £ . Yoo or
€rs, regulators, and communities.! Ethics refers to accepted pr 1"CIP163. of right \‘;ﬁr;iﬁtos,
govern the conduct of a person, the members of a profession, or the act.nonshof ::n?lixgc eyt
Business ethics are the accepted principles of right and wrong g-over;,m:gd:)ei not violate these
nesspeople, and an ethical strategy is a strategy, or Courst of action, tha

dccepted principles.

Broadly, as a start, we look at how ethical issues sh g
' iew the reasons for poor ¢ using the ethical dec1sion”

ID an international business. We also revl

discuss different philosophical approaches 10
Making process as our platform, W€ pr esent a §¢t




boxes related 0 VW and Stora E
.man.agftrs can adopt to make sureil Z(l) |
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and Sustainability effopt W these decisions filter into cc-ors
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Understand the ethical, corporate

o
' Ethics i
SOcial responsibility, and 2 A d ' nte W at'o Al I B 2 i et
§ustainabl|ity Issues faced by Many of the ethica
International businesses laWS, €Conomic de

ONe nation may

[ issues in International business are rooted in differences :é 1tical .
velopment, and culture across countries. What is consi.dered;f}; ’
be considered unethical in another. Also, what is illegal in on
€ normal ethical business practice in another. ,
These unique complexities make it incredibly difficult to come up with f’e
ethics, COrporate social responsibility, and sustainability. Managers 11 d L”)l Pl
tion need to be particularly sensitive to these differences when they do business throughoy
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world. Many businesspeople try to advocate or even enforce b T
nies in other countries without much thinking about the 1mp11catfons O el

ethical issues involve employment prag
N T S _
d the moral obligation of mulfin:
M
e ‘: < 5

A N e e
?/‘ e
s
7‘?“‘"@ et ‘)‘ '
e . 3 >N
A v ..u' *: S >
bk Bt S ™

International business setting, the most common
human rights, environmental regulations, corruption, an
corporations.
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few would suggest that pay and work conditions should be the same across
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can they be before we find it to be unacceptable? For example, while

. ‘ - e
tremely low pay, and a failure to protect workers against toxic chemicals may

some less developed and so-called emerging nations, does this mean th

tional company to tolerate such working conditions in its subsidiaries
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local subcontractors in those countries? Without taking into account th
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cations, it would be easy to simply say that every company should be as ethica

sible, and sustainable as its home-country environment dictates. ::; not rea
Some time ago, Nike found itself in the center of a storm of a

vealed that working conditions at many of i1ts subcontractors ?

CBS painted a picture of young women who worked with toxic materials si»
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,,Emissionsgate" at Volkswagen

en, often abbreviated as VW, is a German automaker that was
VO”-(SWagb {he German Labor Front. The company is headquartered in
sl ylt < the flagship marquee of the Volkswagen Group and, for
' .e ever, became the top automaker in the world in 2017 and
ned that number one position. Volkswagen said it delivered
vehicles worldwide, while the nearest competitors Renault
bishi (10.3 million) and Toyota (10.3 million) had very simi-
les, some 500,000 units below VW (with General Motors

following just hehind due to strong sales in China).

To go along With t< car numbers, VW had sales of about $129 billion
(€106 bi lion) and an employee workfo'rce of some 630,000 people. These
staggering numbers and the new rarlklng as the top automobile manufac-
turer in the world came at the same time VW was facing perhaps its biggest
challenge in Its 80-year history (the company Was founded in 1937).

Sometimes eferred to as “emissionsgate” or “dieselgate,” the
Volkswagen emissions scandal began in September 2015 when the U.S.
Environmental Protection Agency (EPA) issued a notice of violation of
the Clean Air Act to the German automaker. EPA is an agency of the
U.S. federal government that was created to protect human health and

the environment by writing and enforcing regulations based on laws

Nissan Mitsu
jar global S8

The 2011 Volkswagen Jetta on display January 27, 2011 at the 2011

Washington Auto Show at the Washington Convention Center in
Washington, DC.

OKAREN BLEIER/AFP/Getty Images

passed by the U.S. Congress. The EPA has been around since 1970,

although the Trump administration has proposed a series of more thar(\)
40 cuts to the EPA (slashing the EPA workforce by more than 3,00

people and $2 billion in funding). |
In a rather astonishing finding, the EPA determined that Volkswagen

had intentionally programmed engines to activate emissions controls
only during lab testing. The unethical programming by VW caused the
vehicles’ nitrogen oxide output—which is the most relevant 'fac.tor for
air pollution standards—to register at lower levels to meet strict U.S.

standards during the crucia laboratory regulatory testing. In reality, the
vehicles emitted up to 40 times more NO_on the streets. Volkswagen

used this unethical and very sophisticated computer programming i'n
about 11 million cars worldwide, out of which 500,000 vehicles were In

use in the United States (for model years 2009-2015). |
VW went to great lengths to make this work. The software in the cars

sensed when the car was being tested in a regulatory lab, and then the
software automatically activated equipment in the vehicle that reduced
emissions. Think about that in terms of the decision making that had to

go into making this unethical choice! Additionally, the software turned
the car’s equipment down during regular driving on the streets or high-
ways, resulting in increasing emissions way above legal limits. The only
reasoning for doing this is to save fuel or to improve the car’s torque
and acceleration. Thus, not only were the emissions off, and unethically
adjusted, the car’s performance statistics were also affected in a posi-
tive way—which, obviously, can be seen as another unethical decision
or by-product of the emissions software.

The software was modified to adjust components such as catalytic
converters or valves that were used to recycle a portion of the exhaust
gases. These are the components that are meant to reduce emissions of
nitrogen oxide, an air pollutant that can cause emphysema, bronchitis,
and several other respiratory diseases. The severity of this air pollution
resulted in a $4.3 billion settlement with U.S. requlators. VW also agreed
to sweeping reforms, new audits, and oversight by an independent
monitor for three years. Internally, VW disciplined dozens of engineers,
which is interesting because it at least implies that the top-level manag-
ers were not aware of the software installation and unethical use.

Sources: Nathan Bomey, “Volkswagen Passes Toyota as World's Largest Automaker
Despite Scandal,” USA Today, January 30, 2017; Bertel Schmitt, “It's Official: Volkswagen
Is World's Largest Automaker in 2016. Or Maybe Toyota,” Forbes, January 30, 2017; Rab
Davis, “Here Are 42 of President Donald Trump's Planned EPA Budget Cuts,” The
Oregonian, March 2, 2017; "VW Expects to Sanction More Employees In Emissions
Scandal: Chairman,” CNBC, March 7, 2017.

ggh:rﬁ? ,RIGHTS Basic human rights still are not respected.in a .large ‘nurnber of r;a;

gram’e din ;‘ eral histor 1c.al and current examples exist to illustrate this point. Rights ta(l;en (c))f

assemb eveloped nations, such as freedom of association, freedom of speech, freedom
mbly, freedom of movement, and freedom from political repression, for example, are not

g:;:f Fi%al‘ly accepted worldwide (see Chapter 2 for details). One of the mos!

1994 pTi:’. was South Africa during the days of white rule and apartheid, W
- This may seem like a long time ago, but the effects of the old system ;

countries today we see an increase in authoritarian populists who are

human r: s thoritz
anrights pr inciples and fueling distrust of democratic institutions.

Also, ip many
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1990s and 2000s.* Gearing up for the 2020s and beyond, the aS:*“mp“‘%" t Goals 203
will follow the idea of, for example, the United Nation’s Sustainablée : {“ g
(established in September 2015). In doing so, more and more w using e
behavior as a core philosophy when competing for At ecich
General Motors, which had significant activitie.s In So.uth. /51\ rica, N ¢ aad
trend. GM adopted what came to be called the Sullivan pr s ‘g r’d of ,»/
African American Baptist minister and a member of GM Sf _02 15 \ co
that it was ethically justified for GM to operate 1N South A r.1ccl [aws 1t8 /3 n S
fulfilled. First, the company should not obey the aparthel .‘(;,,1
operations (a form of passive resistance). S.econd, the compafg’czl : (‘ S
power to promote the abolition of apartheid laws. As a pr aCS b AL f‘(,“ St
ultimately became widely adopted by U.S. firms oPeratmg Rl like. 7{ oHe S
end of apartheid, we think, was when these foreign corflpaﬂfes, » g
African apartheid laws and the government of South Afrl.ca c.ild not t . S
companies. Clearly, South Africa did not want to antagonizc %' i
then led to more and more foreign companies operating 1n the country ClCosE
the apartheid laws. | A »
After 10 years, Leon Sullivan concluded that simply following thg WO Princif
ficient to break down the apartheid regime and that American comp ’féx—— /€T
his principles, could not ethically justify their continued presence outh A
few years, numerous companies divested their South African operations
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General Motors, IBM, and Xerox. At the same time, many state
would no longer hold stock in companies that did business in South Afric:
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suade several companies to divest their South African operations. These
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andards. These developments wilj ultimately create pressure< f .
. ore participatory government, political pluralism and 1‘p il t_h(.: LHinese people
el . a limit to this argument. As in the cace f < 1€ Ireedom of expression and speech.
S estment cannot be justified on allL'?.d\\t o' South Africa, some regimes are so b e
? m'\ Lwn as Burma). Ruled by : f ?].(‘?] el A.m)ther ¢Xample would be Myanmar
kno Ry y a military dictatorship since 1962. Myanmar has one of
e wors! humap rlg.hts 1;10]1ds l'n ll?.o worl(.l. Bc‘ginning In the mid-1990s. many compz;nies eX-
ited Myanma.r, J}lc‘igmg the .mman rights violations to be so extreme that doing business there
41d not beJusuﬁeq on ethical gr('mnds. However, a cynic might note that Myanmar has a small
, and that dl.\'GSth‘m CAITIES No great economic penalty for firms, unlike. for éxa}nple
diveslment from China. Intert-)Sll.ﬂglys after d.ecades of pressure from the international Commu-:
ity the military government of Myanmar finally acquiesced and allowed limited democratic

aJections to be held, resulting 1n the country being rated as “partly free” today according to the

Ereedom HOUSE.

li\,ing Sl

ENVIRONMENTAL POLLUTION Ethical, social

reqponsibility. and sustainability 1ssues can arise when environmental
ations in host nations are inferior to those in the home nation.

ity and sustainability drive what companies ultimately decide to do.
Many developed nations have substantial regulations governing the
-mission of pollutants, the dumping of toxic chemicals, the use of toxic
materials in the workplace, and so on. Those regulations are often lack-
ing 1n developing nations, and, according to critics, the result can be
higher levels of pollution from the operations of multinationals than
would be allowed at home.

From a practical and moneymaking standpoint, we can ask: Should a
multinational corporation feel free to pollute in a developing nation? The
answer seems simplistic: to do so hardly seems ethical. Is there a danger

that amoral management might move production to a developing nation

|
4
2

—a — -

People wearing breathing masks walk at Tian’anmen Square
China’s capital city, Beijing.

©Kevin Frayer/Getty Images

precisely because costly pollution controls are not required and the com- |

pany is, therefore, free to despoil the environment and perhaps endanger
local people in its quest to lower production costs and gain a competitive advantage? What 1s the

right and moral thing to do in such circumstances: pollute to gain an economic advantage or
make sure that foreign subsidiaries adhere to common standards regarding pollution controls?
These questions take on added importance because some parts of the environment are a public
good that no one owns but anyone can despoil. Even so, many companies answer illogically and
say that some degree of pollution is acceptable. If the issue becomes degree of pollution instead
of preventing as much pollution as possible, then the strategic decision has been turned around—
everyone will start arguing about the degree that is acceptable instead of what to do to prevent

pollution in the first place. The problematic part of this argument and equation for measuring
pollution is that no one owns the atmosphere or the oceans, but polluting both, no matter where

the pollution originates, harms all.> In such cases,
Commons becomes applicable. The tragedy of the commons occurs when a rfes sy
mon by all but owned by no one is overused by individuals, resulting in 1its degradation

| 1b] | m in Six-
phenomenon was first named by Garrett Hardin when describing a particular proble o
ee for all to use as pastiit:

leenlh—century England. Large open areas, called commons, WEIe fr . - incomes.

The poor put out livestock on these commons and supplemented their -r:]eggzsequence i fap
r : l ~

ad"“mageous for each to put out more and more livestock, but the sOC adation of the

. ing, degr
more livestock than the commons could handle. The result was overgrazing

6
“©mmons, and the loss of this much-needed supplement. mmo
Corporations can contribute to the global tragedy e

. : sphe ,
lOcations where they are free to pump pollutants into the a;mo P h action may
T Tivers, thereby harming these valuable global com.rrlO:)lC'-i (al notions of
151t ethica]? Again, such actions seem (O violate basic SOCIF portance a5
dle socig] responsibility. This 1ssu




evidence from numerous datzbases - Hussarg
AT .SOCIC.tleS around the world are starting to restric | f! f
_ 2 ptdantoithe atmosphere as a by-product of industrial and COMMR | act
lations differ from nation to nation. Given this, is it ethical ,1 o
emission limits by moving production to a couniry with f atior
ontribute to global warming? Again, many would argue tha
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CORRUP TlON As noted in Chapter 2, corruption has been a :Wu
- : : : : 8 €N and alway
SOcClety in hlstory, and it continues to be one today.® There alw.ay S hj‘;le ; t S
% - ° ave gainec
COrrupt government officials. International businesses can gain an € g:

TN ~
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S QR LET A S

vantages by making payments to those officials. A classic example concerr

INCI : : : : made a _, 6 millio
Incident involving Carl Kotchian, then president of Lockheed. He o P
e " 1. .0CKheed
to Japanese agents and government officials to secure a large or ,& L
. . . cnareec
from Nippon Air. When the payments were discovered, U.S. officials char

T ,":"-\ A

falsification of its records and tax violations. Although such payments wer

A .
PR

accepted business practice in Japan (they might be viewed as an __
giving), the revelations created a scandal there too. The government r

i

criminally charged, one committed suicide, the government fell in _,z AT
people were outraged. Apparently, such a payment was not an lfi_'q Of doing b
Japan! The payment was nothing more than a bribe, paid to corrupt officials, to secure

order that might otherwise have gone to another manufacturer, such as boeing. Kc
. . : A , Mg oy s
engaged 1n unethical behavior—and to argue that the payment was an “acceptable fi

business in Japan” was self-servin g and 1ncorrect.
T'he Lockheed case was the impetus for the F oreign Corrupt
United States, discussed in Chapter 2. The act outlawed paying of

Foreign Corrupt Practices Act
(FCPA)
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5. law regulating behavior regarding officials to gain business, and this was the case even if other countries’ comr
the conduct of international business in E

-

the taking of bribes and other unethical  S0MeE U.S. businesses immediately objected that the act L., S
actions. disadvantage (there is no evidence that has occurred).” The act was subseque
low for “facilitating payments.” Sometimes known as speed mon :é"‘%"‘ grease
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INg payments are not payments to secure contracts that would no - otherwise be
they payments to obtain exclusive preferential treatment. Rather thev are pax
ceiving the standard treatment that a business ought to receive from a f
The trade and finance ministers from the member states of
| Co-operation and Development (OECD) later %
;11 / Convention on Combating 5
Transactions.'° The ¢ | ‘ -
Officials in International S' tOr; onveptlon, Which Went nt -7 7L MR
Business Transactions 1gnatories to make the bribery of foreign public officials Achn e
€ routine b
legally binding standards to Criminalize While facilitating payments, o e
bribery of foreign public officials in ; 5 noney, arg ‘5 e
Y, the ethical imp
PIOVdes for a host of related mene s ments are unclear, From a practical standpoint, giving brib
that make this effective : 2

might not due to the obstruction of a foreign offici e
. on followed ff
. | Convention on Combating Bribery of Foreig Offic
Bribery of Foreign Public
. An OECD convention that establishes excludes faClhtatmg payments made (o expedit
Practices ' ' -
International business Iransactions and Actand e OECD tonvention on br 1ber

or limit the workings of the market
smuggling, and side payments to
investments may enhance welfare !!

exempl facilitating payments from the FCPA .
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conomists have argued that corruption
returns on business investment and l.eads. to low
o with.!2 In a country where corruption 1s com-
e g(leCtive bureaucrats who demand side payments
mon; .r(; t;:e enterprise permission to operate may siphon

ma:a,tS from a business activity. This reduces busi-
.« centive to 1nvest and may retard a country’s eco-
h rate. One study of the connection between
”_ and economic growth in 70 countries found that
corruption had a significant negative impact on a country’s
3 Another study found that firms that paid more
likely to spend more, not less, management time

ats negotiating regulations and that this tended
WL

gise the €03 ATy

Conseque"dy’ many multinationals have adopted a zero-

ance policy- For example, the large o1l multinational BP
e sero-tolerance approach toward facilitating payments.
gi;:r corporations have a more nuanced approach. Dow
Corning used (O formally state a few years ago in its Code

Should the United States Haye
Jurisdiction over Foreign Firms?

The U.S. Foreign Corrupt Practices Act (FCPA) is not just imposed
on U.S. companies that operate globally. It also has jurisdiction
over foreign companies operating in the U.S. and what they do
Internationally. Settling a FCPA investigation, Siemens—Europe’s
largest engineering company and the largest electronics com-
pany in the world—was fined $800 million by the U.S. Department
of Justice and the U.S. Securities and Exchange Commission. To-
gether with various penalties imposed in Germany, Siemens’
home country, the penalties total $1.6 billion. The settlement in-
volved at |east 4,200 allegedly corrupt payments totaling some
$1.4 billion over six years to foreign officials in numerous coun-
tries. Meetings, negotiations, and bank account transfers were
taking place in the United States between Siemens and officials
from other countries. Is it appropriate that the U.S. government
can use the FCPA to investigate and fine foreign companies doing
business in other countries?

of Conduct that “1n cou.ntr.ies where local business prac-
iice dictates such [facilitating] payments and there is no
alternative, facilitating payments are to be for the minimum
smount necessary and must be accurately documented and
ecorded.”> This statement recognized that business prac-
ices and customs differ from country to country. At the same
ime. Dow Corning allowed for facilitating payments when “there is no alternative,” although
they were also stated to be strongly discouraged. More recently, the latest version of Dow
Corning’s Code of Conduct has removed the section on “international business guidelines”
altogether, so our assumption has to be that the company is taking a stronger zero-tolerance
approach.

At the same time, as with many companies, Dow Corning may have realized that the nu-
ances between a bribe and a facilitating payment are unclear. Many U.S. companies have sus-
tained FCPA violations due to facilitating payments that were made but did not fall within the
general rules allowing such payments. For example, global freight forwarder Con-way paid a
$300,000 penalty for making hundreds of what could be considered small payments to various
customs officials in the Philippines. In total, Con-way distributed some $244,000 to these of-
ficials who were induced to violate customs regulations, settle disputes, and not enforce fines

for administrative violations. !

Ethical Dilemmas

The cthical obligations of a multinational corporation toward employment conditions, h.urrll)an
? ghFS’ corruption, and environmental pollution are not always clear-cut. However, what 18 e:-
ing clear-cut is that managers and their companies are feeling more of the marlfetplace pr

CIhiCal s ~ ; .
Princip] * | ' | ective, some argue :
q pies. From an international business persp 4 acceptable to €X€

Sources: U.S. Department of Justice, www.justice.gov; “Siemens: A Giant Awak-
ens,” The Economist, September 10, 2010; J. Ewing, “Siemens Settlement: Relief
But Is It Over?” BusinessWeek, December 15, 2008.
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Recognize an ethical, corporate

sustainability dilemma.
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o lernational Managers often confront very 2. = hical dilemma
| ere the appropriate course of action is not clear. For 2xample, g
ne that a visiting American executive finds t'at 2 £ %£0 subsidiary j;
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dutifully complies. The girl, an orphan, /ho is the only breadwinne

. . I, . . ;; j’ ,:_,“?:v : :
tor herself and her six-year-old brother, is unable to find another job

oL WO or. she diat
In desperation she turns to prostitution. Two years la T, She die

R ' - od the gravity of the
AIDS Had the VISltlng American understo = = ér’ G
situation, would he still have requested her replacemflm e

Ayoung girl making cigarettes in Bagan, Myanmar. been better to stick with the status quo and allow t, el e
- ©Angela N Perryman/Shutterstock working? Probably not, because that would have vio »’ €

able prohibition against
acceptable solution. labor was not acceptable, but given that she was employed, neither was denying t

child labor found in the company s Own'et
code. What then would h
Use SmartBook to help retain what solution. Later, we will outline what such a moral compass, or ethical algorlthm;;?_ ight loo
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given this ethical dilemma? =
ethical dilemma There are no easy answers to these questions. That1s th 7o
A situation in which there is no ethically in which none of the available alternatives seems ethically acceptable. ™ In this case, € gk o
source of income. What this American executive needs, what all managers need,‘
& test PREP or perhaps an ethical algorithm, to guide them through such an ethical dilemma tof

ave been the right thing to doZ Wha
obligation of the executive . s
e nature of ethical dilemmas—situ
you have learned. Access your now, it is enough to note that ethical dilemmas exist because many real-world ons are cc
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@ L053 Roots of Unethical Behavior

Identify the causes of unethical i
behavior by managers as they relate E I 1 601 of - : 1 : : /
% T e xamples are plentiful of international managers behaving in a manner that 1
responsibility, or sustainability. unethical in an international business setting. Why do managers behave in an une
There is no simple answer to this question because the causes are co
generalizations can be made and these issues are rooted in six determinants o
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personal ethics, decision-making processes, organizational

“v .v‘.‘ ‘.P.C" \»_,_ .
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goals, leadership, and societal culture (see Figure 5.1).20 r
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Determinants of ethical
behavior,

! Ethical
| Behavioi
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j r.lage lie an | _ S Tight to behaye With integri A ko
Wln r 10, - what we believe to be right and rue. This j« generall =) 2nd hofior and 0 stand
rjob“@r P .fOIl code that guides our behavior comes from g numhc(r (3’(”“0 dcm'“ B i Fibeitr
d ' S ethiCd our religion, and the media. Oyr PErsonal ethjcal iy sources, Including our parents, our
e > of schools*beha\,e as businesspeople. An individya] With a ;lrm Q o1 & profound influence on the
- &1 way we D€ hical manfier in & B o B SETISE of personal ethics i fess likely
gy ve in an unethica usiness setting I follows th -
ha\, (o beha . S : i al the first Step to establishing 2
e business ethics is for a society ¢ g
Dntin trong Sensc of busine: ; y 0 emphaSlze Strong personal ethics
L edlib DL = e-country managers working abroad in Mmultinationa] f; |
“asq g ¢ than the usual degree of pres g pauiate gt e
Cthie experience nlqle . SRR P S.Ur € 10 violate thejr personal ethics. They are away
ik thal from thelr Orc'imar}’fso wht st Pporting culture, and they are psychologically and geo-
< sraphically distant MU AR COmpan.y. They may be based in a culture that does not place
Uag Ele same value on ethical norms important in the Mmanager’s home country, and they may be sur-
loatlons ounded by local employees who have less tigorous ethical standards. The parent company may
gchlld pressure expatriate managers to meet unrealistic goals that can only be fulfilled by cutting cor-
[ Only ners or acting unethically qu example, to meet centrally mandated performance goals, expatri-
mPaSS, ,te managers might give bribes to win contracts or might implement working conditions and
-Plab]e -pvironmental controls that are below minimal acceptable standards. Local managers might en-
Ke. For courage the expatriate to adopt such behavior. Due to its geographic distance, the parent com-
Mplex- pany may be unable to see how expatriate Managers are meeting goals or may choose not to see
antify, how they are doing so, allowing such behavior to flourish and persist
|
DECISION-MAKING PROCESSES Several studies of unethical behavior In a
business setting have concluded that businesspeople sometimes do not realize they are behaving
unethically, primarily because they simply fail to ask, “Is this decision or action ethical?’?2!
ndged Instead, they apply a straightforward business calculus to what they perceive to be a business deci-
nner? sion, forgetting that the decision may also have an important ethical dimension. The fault Jjes In
some processes that do not incorporate ethical considerations into business decision making. This may
avior: have been the case at Nike when managers originally made subcontracting decisions. Those deci-
14NCE

sions were probably made based on good economic logic. Subcontractors were probably chosen

based on business variables such as cost, delivery, and product quality, but the key managers sim-
ply failed to ask, “How does this subcontractor treat its workforce?” If they thought about the

question at all, they probably reasoned that it was the subcontractor’s concern, not theirs.

To improve ethical decision making in a multinational firm, the best starting point is to better
inderstand how individuals make decisions that can be considered ethical or unethical in an or-
ganizational environment.?2 Two assumptions must be taken into account. First, too often it is

“sumed that individuals in the workplace make ethical decisions in the same way as they would
they were home. Second, too often it is assumed that people from different cultures make ethi-
“al decisions following a similar process (see Chapter 4 for more on cultural differences): I?oth
l “S€ assumptions are problematic. First, within an organization, there are very few individu-
: xsi:l']o have the freedom (e.g., power) to decide ethical issues' i.nde'pendent of pressuresttl:(z)ltbr:lii)_/
ery?)u; - Ofganiz'ational setting (e.g., should we make a .fafcﬂltatmg payment gr geasncig N
Cou;)[}j “cond, While the process for making an ethical decision may largely bg t mee gt
1 e, OCS, th'e re.]auve emphasis on certain issues is unllkel)./ to. bf’ the same. a(; b s
3 Sateg 'Banizational factors (J apan), while others stress individual person

. | it on the
impon;yel “0me may base a decision purely on opportunity (Myanmar) and others base
1€10 their superiors (India).

n
The values and norms shared among a
organization’s employees.
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lnportant influence on the ethics of business cazision maklng,_..,g;'
bribes to secure business contracts was iorg viewad as an %

™

f gor eXxample, paying
0 Oin I . : v ’ - - . B Py
g business within certain companies. It was, in the words of 2n 1avestigator o
2 i O Y

d ains : T : P ,, ; s
gainst Daimler, “standard business practice” that permeated much of the OrZanization, inelude.

18
¥ ! ' VW = e

(jlfa' £ i ‘ . e
partments such as auditing and finance that were supposed to detect and halt such bel

' e i\

can be argued that such a widespread practice could have persisted only if the values ands
of the organization implicitly approved of paying bribes to secure business. F

UNREAL|ST|C PERFORMANCE GOALS A fourth cause of n i
1or has already been hinted at: pressure from the parent company to meet unrealistid? e
goals that can be attained only by cutting corners or acting in an unethical a;}
bribery may be viewed as a way to hit challenging performance goals. The 0
organizational culture that legitimizes unethical behavior, or at least turns a f :
behavior, and unrealistic performance goals may be particularly toxic. In -
there is a greater than average probability that managers will violate their o -
and engage in unethical behavior. Conversely, an organization’s culture can };,:,
and reinforce the need for ethical behavior. At Hewlett-Packard, for example; 11 He
David Packard, the company’s founders, propagated a set of values known as
values, which shape the way business is conducted both within and by the
important ethical component. Among other things, they stress the need
respect for people, open communication, and concern for the individual ’:‘"‘
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LEADE RSHIP The Hewlett-Packard example suggests a fifth se of
havior: leadership. Leaders help establish the culture of an organization,?e% they se
ple, rules, and guidelines that others follow as well as the structure o
both strategically and in daily operations. Employees often operate ““ -
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structure with a mindset very much similar to the overall culture of the 1zat
them. y
Additionally, employees in a business often take their cue from b e
leaders do not behave in an ethical manner, the employees might ‘* he
leaders say that matters but what they do or do not do. What mess?" the
Daimler send about corrupt practices? Presumably, they did verys.lf oo
may have encouraged such behavior.
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nethical manner. One study of 2

A | de’s dimensions of socia
study found that enterprises headquartered in cultures
e | a.v01dance are strong were more likely to emphasize the import:
te Srork :rc; e;O 252 ;Setya;n what firms headquartered in cultures where masculinity and p

- ur ' . Hone
e ributes. Such analysis suggests that enterprises headquar

check out SmartBook or go to scores high on masculinit :
and power ,
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@ 054 Philosophica

Describe the different philosophical . ,
:gp',oalch:s”,o hoiaiiass Gk ice o o In this section, we look at several different philoso tﬁ% |
Py rongsy. global marketplace. Basically, all individuals
decisions. This process is based on their personal -
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d -1 .
pha; zoﬁcllesttip]e desenbed as straw men, which either deny the value of busi-
P a very unsatisfactory way. Having discussed and, we hope you

> . Te DCE

t’ es\z‘ ethi®® or appl)l’] straw men, W -

¢ ' Zﬂiee' dismlsseld tseand form the beasi]soiloe s consider approaches that are favored by most

:1\ n;orﬁl philoSOP 1eT s for current models of ethical behavior in international

Ay N Straw men approaches to business ethics are raised by business ethics

Se to .demonstrate .thal they offer inappropriate guidelines for ethical decision

N Itinational enterprise. Four such approaches to business ethics are commonly

t the literature. These approaches can be. characterized as the Friedman doctrine,

e _the righteous moralrst, and the naive immoralist. All these approaches have
qe. but all are unsatisfactory in important ways. Nevertheless, sometimes
hese approaches

V. ~. { : The N , s . : :

Nce . the Fr jiedmarn DocC n.ne RIS obel Prize-winning economist Milton Friedman wrote

Ses, article 19 The New York Tlfnes in 1970 that has since bzecorpe a classic straw man ex.ample that

f an husiness ethiCS §Cilolars ourlme only b then tear dQWS. Friedman’s basic position 15 tiiar “the

such o al respODSiblhty of'busm.ess 1S tO increase profitS, so long as the company stays W1thin the

ACes s of law. He explicitly rejects the 1dea tllet businesses Siiould undertake soc1a1.expend1tures

thics bey0ﬂd those mandated by the la\y and req01red for the efireient running of a busmess. For ex-

0site ample, his arguments Suggest .that improving workllig .condmons beyond the level .requlred by the

t and law and necessary O maximize employee productivity will reduce profits and is therefore not

* ‘His belief is that 2 &irm should maximize its profits because that is the way {0 maxi-
f the firm, its shareholders. If the shareholders then

ding to Friedman,

Ve an mize the e
n and wish to USE the proceeds to make social investments, that 18 their right, accor
hut managers of the firm should not make that decision for them.

Although Friedman s talking about social responsibility and “othical custom,” rather than
cal be- husiness ethics per S¢, many business ethics scholars equate social responsibility with ethical
exam- hehavior and thus believe Friedman is also arguing against business ethics. HoOweVer, the
erating sssumption that Friedman is arguing against othics is not quite true, for Friedman does argue that
jefined there is only on€ social responsibiliry of business: to 1INCreasc the profltabihty of the enterprise SO
mploys §  longasitstays within the law, which is taken to mean that it engages in open and free competition

§ without deception Or fraud.”
if thos¢ There is one and only one social responsibility of business—to use 1ts resources and engage 1n
ast Wba‘t activities designed to 1ncrease its profits SO long as 1t stays within the rules of the game, which
;Td;r:: i -.._ s to say that it engages 1n Open and free competition without deception Or fraud.?®
e 1
1 In other words, Friedman argues that businesses should behave in a socially responsible man-

le ' - - '
1, according to ethical custom and without deception and fraud.

Cn ! - ’ . . . . .

o irilics Charge that Friedman’s arguments break down under examination. This 18 particularly

fr coi‘;frﬂatmnal business, where the “rules of the game’ are not well established and differ
y to country. Consider again the case of sweatshop labor. Child labor may not be

4gainst th - | |
lnation aleﬁl:w In a deyeloping nation, and maximizing productivity may not require that a mul-
m stop using child labor in that country, child labor be-

“ase the pracy . but it is still immoral to use
ctice conflicts with widely held views ab

Sy

| 1 :

oy Nllxﬁie; may be no rules against pollution in a l€ss
ntrol may reduce the profit rate of the firm, but

"Ould holq that 3¢
Tleages, |, :@ 1t1s still unethical to dump toxic pollutants in
f such pollution, which may have serio

lhOSe tW()

Uty

in al

N ) Relatiyi .
cmt“'&l relatiyi tIV|sm Another straw man often raised by bus - BT L5

g s Wich  the belief that ehics £10 AOTECE, gan the Tl & 1 cmrse e

the oty are culturally d : | firm should & op * '
Wtire o 1 s y determined—and that accordingly, @ . .0 operate
I which it is °Perating.2" This approach is often summmzed by the maxl
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“When in Rome, Behave Lie a
Swede,” Really?

zou woulq think that as one of the authors of this book is from
“Weden., It seemed convenient to revise the ancient proverb
when in Rome, do as the Romans do” to “when in Rome

behave. like a Swede.” But instead. this slightly reworded saying
Was coined in an article in The Economist. As |

this book (!)—that the global marketplace can be a jungle: It's
eat or be eaten. Now if we go back to the ancient proverb, the
meaning of it basically suggests that we should behave as those
around us and conform to the culture in the foreign society in
which we are doing business. So, what is your preference: Do

you prefer “when in Rome, do as the Romans do” or “when in
Rome, behave like a Swede”?

Sources: “The Corruption Eruption,” The Economist, April 29, 2010; Ethical Business
Ethics, May 6, 2010, http://ethicalbusinessethics.blogspot.com/2010/05/when-In-
rome-should-you-do-as-romans-do.html.

righteous moralist

One who claims that a3 multinational’s
home-country standards of ethics are the
appropriate ones for companies to follow
in foreign countries.

veloped nations. While this seems reasonable at first blush, the approach,;'
Consider the following example: An American bank manager was sent to '”
to learn that the local branch’s accounting department recommended ,
bank’s profits for income tax purposes.”” The manager insisted that the 3..
accurately, American style. When he was called by the Italian tax department to tt
hearing, he was told the firm owed three times as much tax as it had paid, reflecti
ment's standard assumption that each firm underreports its earnings '*“
protests, the new assessment stood. In this case, the righteous morali un intc
caused by the prevailing cultural norms in the country where he was f;:s;i busine

when in Rome, do as the Romons do. Ae with Pri ;

P : Lo Bk o o =
approach, cultural relativism doss not sizand 1p to a cloge r look
At its extreme, cultural relativism scgges:s Hatif a culture gy

ports S]avery, 1f 1S okay to use olave labor 10 4 country;i;;;’ e

£
e
" :

¥

~
-

it is not! Cultural relativism implicitly rejects the 1dea‘;:;

>

- . S -~ % LN x ‘1 :"C;.': " aba . ~
versal notions of morality transcenc SIErois cultu;;
we argue later in the chapter, some universai notions ofmee
Ity are found across cultures.

While dismissing cultural reiativism in 1Its W ‘
form, some ethicists argue there is residual value in'thig
proach.2® We agree. As we noted in Chapter 3, societaliva
and norms do vary from culture to culture, and customg ¢
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differ, so it might follow that certain business practicess
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ethical in one country but not another. Indeed, 1 1
payments allowed in the Foreign Corrupt »
seen as an acknowledgment that in some countries, the pz
of speed money to government officials is necessarys
business done, and, if not ethically desirabl"

ethically acceptable. g
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The Righteous Moralist A righteousn
that a multinational’s home-country standards of eth:
appropriate ones for companies to follow gﬂv N C
This approach is typically associated ager:
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he respond? The righteous moralist would argue for maintaining the position, v
matic view might be that in this case, the right thing to do is to fo
norms because there is a big penalty for not doing so.

The main criticism of the righteous moralist approach is that its
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there are some universal moral principles that should not be violated, it does r

that the appropriate thing to do is adopt home-country standards. For
down strict guidelines with regard to minimum wage and working condit
1s ethical to apply the same guidelines in a foreign country, T::'i';:?;j. )
paid in the United States, providing the same benefits and m
. the reason for investing in that k
the benefits of inward investment by the multinational. Cléé

because doing so might nullify

needed.

naive immoralist

One who asserts that if a manager of a
multinational sees that firms from other
nations are not following ethical norms in

a host nation, that manager should not lem. In one var 1ant of this
either.

everyone is doing it.

| .The objection is twofold. First, to s
It 1s not sufficient, If firms i
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defensible to do the same? Obviously not, and the company
can decide not to 1n-

ultinational must

ETS 4 it (herelore ethically
' i .. [t does not have to abide by local practices, and 1t

001(&. l()‘houreﬂ-zcleﬂ ehlls tic - Ayt -
Supy, J0¢S lm\c.‘ounlf)’ where the przt)c.ll‘ces alf: partlclularly OSin‘ous. Sec.onq. the m |
:arly’ o in A Lhﬂ‘ ¢ does have the abl 1l?/nt(? L.lanylge the p.r‘eval.lmg pracllcq in a country. It can USC.ltS
Uy, 2002 'Ze,l posili\’e m.oral UEpOss B]I]’S'IS e BP 1s doing hy.ﬂ.d()ptlng 3 zero-tolerance p.O.lle
1t 3 wer f"r:j & Facilitating payments. BE 1S Staling that the prevailing practice of making facilitat-
Ora) .‘ il eg? (s i ethically wrong, an.d it is incumbent upon the company (O USE its power (O tr).f to
i o paymeﬂc{andard. \W]ile. S'Ofne lﬂlféhl al‘gue.that suc.h an f\ppr()ach smells of moral imperi.allsm
’Ding Hange lhf‘ ¥ ~gltural sensitivity: if it 1S C(?Il.SlSlClll with widely accepted moral standards in the
S 3 od 8 lack € Sity, it may be ethically justified.
allllé; obal Ui
1S
> sr: |L|TAR'AN AND KANT'AIN .ET.ch.S In contrast to the straw men just
Aling UT <ed, MOS! moral phllOSOphers see value In utilitarian and. Kantian approa.ches to business
N be gisc™ >ﬂ1es » approaches were developed in the eighteenth and nineteenth centuries, and ahbough
‘Meyy, eth'}‘-" o beer jargely superseded by more modern approaches, they form part of the tradition On
0 pey [he:\‘:“ne“ . approaches have been c.onstructe.d.
leag, whl{‘he grilitarian approach to business ethics dates to philosophers such as David Hume
3 ,1776). Jeremy Bentham (1748—1832), and John Stuart Mill (1806—1873). Utilitarian utilitarian approaches 10 ethics
71! -hes 10 ethics hold that the moral worth of actions or practices 1S determined by their  These hold that the moral worth of
iy fﬂienwss‘“ Ap action is judged desirable if it leads to the best possible balance of good ?;;‘:”;3;:;:2‘:;55‘5 i i,
5 sequences over .bad. consequences. 'Utl.llta.rlamsm 1s.comm1tted to the maximization of
tries 1000 and the mimrm.zatlon of har.m. Utlll.tarlamsm recognizes that. actions have multiple conse-
m de: " ences, SOME of wl.nch .are good 1n a sqmal sense and some O,f which are harmful. As a philoso-
lems. shy for business thlcs, It focuses .ttention on the need to weigh carefully all the social benefits
palled and COSIS of a bUSITIG?SS action and t.o. pu.rsue only those actions where the benefits outweigh the
ng the osts. The best dec1s1005, from a utilitarian perspective, are those that produce the greatest good
rnings for the greatest number of people.
2’s tax Many businesses have adopted specific tools such as cost—benefit analysis and risk assess-
lepart- ~ent that are firmly rooted 1n a atilitarian philosophy. Managers often weigh the benefits and
e hic osts of an action before deciding whether to pursue it. An oil company considering drilling in
SR pe e Alaskan wildlife preserve must weigh the economic benefits of increased o1l prozzluction :md
e Lhe.creation of jobs against the costs of environmental degradation in a fragile ecosystem. An
e prag- gricultural biotechnology company such as Monsanto must decide whet;er the benefi£s of
ultural flcl?de:fnally m(:jdlfled c.rops that produce natural pesticides outweigh the risks. The benefits 1n-
o ity S;Z?E ogg(;fuzl) l’:l(iixisit(ti ;Z;iil;f:tncere(:)d for c.:hlf]:rniczlk fertilizers. The risks include the pos-
: Rl e : e ps @g { m | e matters worse over time 1f 1nsects
.followt e Vulnerzagcte to the natural .pestlcldes engineered into Monsanto’s plants, rendering the
aws S€ - Ohfll new lglgeneratlon of superbugs. =
ean Il | iloso -
gey i ts. One problem 12 measir 1);1 S(IES l[])ave some serious dr'flwbacks as an approach to business eth-
bly 1ok w0il company considering dr, 1e benefits, costs, and risks of a course of action. In the case =6
y ’ be regioy ering drilling in Alaska, how does one measure th :
y 1003!5 (onsi > ecosystem? The second problem with utilitarianism i ure the potential harm done to
oach 8 dlion of justice. The action th utilitarianism is that the philosophy omaits the
PE0ple may S .on that produces the greatest good for the
i ¢ unjustified treatment of a minor;i . areatest number of
Cause it is ypjy of a minority. Such action cannot be ethical
% costs i Just. For example, suppose that in the inte £ | cal, pre-
.rlatiOﬂal c,overage ( ll;o © government decides to screen people f e Feeplng doninipa iy
manager B iy, *€ Who are HIV positive, By red peih Sl the HIV virus and deny insurance
- prob' 2 L againlsl(efns for a large number Of.peg fa gClng heal'th c.osts,.such action might produce
¢ off tbz 2 : e Clhic‘:; rplrlx)oﬁ[y, ple, but the action is unjust because it discriminates
oy Olds lhg IS based on ( .
ﬂgecausﬁ fopl &nl: ,':e °Ple should pe tr:;é)dhllosol)hy of Immanuel Kant (1724-1804). Kantian ethics  Kants ethics
bt . Employmg 0l lnSUUmenls’ ks aS. ends and never purely as means to the ends of others. The belief that people ShOUldtbeth(;e:':g
‘ :ﬂdiliong iieopl.e in sweatsho SmaChnpe, People have dignity and need to be respected as such. :&iﬁnd widae o
g Cog; ina Violation of euuis, makmg them work long hours for low pay in poor working
4 Machine g aecuing 10 Kantian philosophy, because it treats people as
nd not as conscious moral beings that have dignity. Although
sibility, and Sustainability 137

Chapter Five Ethics, © %

-
Roasl R O s

T R LGN A i

. f » - \ -“,.','4_‘_‘ 7
aii Ly 3.\\' ,,,,,,
.....

orporate Social Resp



rights theories

Twentlellw~centu1y theories that recognize

that human beings have fundamental

rights and privileges that transcend
national boundaries and cullures,

Universal Declaration of
Human Rights

A United Nations document that lays

down the basic principles of human rights

that should be adhered to.

the notion that peopl
world,

"""""
‘‘‘‘‘‘‘‘‘
.....

RIGHTS THEO

that human bein

RIES Developed in the twentieth century, rights theorijes ﬁ
gs have fundamental ri ghts and privileges that transcc’m.l ﬁatlonal boundaries;‘
cultures. Rights establish a minimum level of morally acceptable behdylor € Te We“"fjlown;
Inition of a fundamental right construes it as something that tatkf::S p(r (;Ceccjlenczn(gler.o;
collective good. Thus, we might say that the right to free speech is a Tun dam , rg tthat;%*
Precedence over all but the most compelling collective goals and overrides, for ﬁxaﬂlple,
lerest of the state in civil harmony or moral consensus.?’ Moral the}cl)rls]tcsl iragvl;e att a:) fun imepy
human rights form the basis for the moral compass that r.nanagir 5 S hoouuld 7 gu:;uy Wh
Ing decisions that have an ethical component. More precisely, they s ke
Vlo"ll?lzz ;hoet?(fnl lt{lg]l:tst.there are fundamental rights that tra.nscend national b.orderts‘ il;ld cul !
the underlying motivation for the United Nations Universal Declaragllf(:ml(a)net
adopted in 1948, which has been ratified by almost every count}l]‘ y Onlt Ii)n e l:l

basic principles that should always be adhered to 1r.respect1ve. of the culture 1C # S |
business.’* Echoing Kantian ethics, Article 1 of this declaration states

All human beings are born free and equal in dignity and rights. They are end(3)3wed 37 st
and conscience and should act towards one another in a spirit of brotherhood.

Article 23 of this declaration, which relates directly to employment, states:
I. Everyone has the right to work, to free choice of employment, to just and "
conditions of work, and to protection against unemployment. i

2. Everyone, without any discrimination, has the ri ght to equal pay for equal work

3. Everyone who works has the right to Just and favorable remuneration ensuris

uring fa
and his family an existence worthy of human dignity, and supplemented, if n
other means of social protection.

4. Everyone has the right to form and to Join trade unions for the protection of |

of his

Clearly, the rights to “just and favorable conditions of work,” “equal pay for equs
remuneration that ensures an “existence worthy of human dignity” embodied i
that it is unethical to employ child labor in

wages, even if that happens to be common p
human rights that transcend national borders.
It is important to note that 2
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S interests.

yual work,” and

shoulders of all moral agents whose actions might harm or con
ribute (O t!le harm. of the workers and residents. Thus, it wa;
the Ob]igatlocn not J.USI of the Nigerian government bul’also Okf
the multinational firms thal shipped the toxic waste ‘

cure it did no harm to I'CSIdel.‘llS z.md workers. In this case, both
the govemment .and the mulllnallonals apparently failed to rec-
ognize their basic obligation to protect the fundamental human

Compass?

Are Human Rights a Moral

The Universal Declaration of Human Rights (UDHR) was adopted by
the United Nations General Assembly on December 10, 1943, in

righfs of others. Paris, France. The Preamble of UDHR starts by stating that

Whereas recognition of the inherent dignity and of the equal and

inalienable rights of all members of the human family is the founda-

JUST'CE TH EQR!ES Justice theories focus on the
,ttainment of 2 just dls.trlbt}tlon of economic goods and ser-
vices. A just distribution 1s one t.hat. 1S considered fair and
equitable. There 15 NO O theory OfJ.US.UCG, and several theories
of justice conflict with each other in important ways.3” Here,

we focus on one particular theory of justice that is both very
: fluential and has important ethical implications. The theory is
Jttributed to philosopher John Rawls.”® Rawls argues that all
-conomic goods and services should be distributed equally
except when an unequal distribution would work to everyone’s
advantage.

According to Rawls, valid principles of justice are those with which all persons would agree
if they could freely and impartially consider the situation. Impartiality is guaranteed by a concep-
wal device that Rawls calls the veil of ignorance. Under the veil of ignorance, everyone 1S imag-
ined to be ignorant of all of his or her particular characteristics, for example, race, sex,
intelligence, nationality, family background, and special talents. Rawls then asks what system
people would design under a veil of ignorance. Under these conditions, people would unani-
mously agree on two fundamental principles of justice.

The first principle is that each person be permitted the maximum amount of basic liberty
compatible with a similar liberty for others. Rawls takes these to be political liberty (e.g., the
right to vote), freedom of speech and assembly, liberty of conscience and freedom of thought,

the freedom and right to hold personal property, and freedom from arbitrary arrest and

Prize, www.nobelprize.org.

Se1ZUre.
The second principle is that once equal basic liberty is ensured, inequality in basic social

ooods—such as income and wealth distribution, and opportunities—is to be allowed only 1if such
inequalities benefit everyone. Rawls accepts that inequalities can be just if the system that pro-
duces inequalities is to the advantage of everyone. More precisely, he formulates what he calls

the difference principle, which is that inequalities are justified if they benefit the position of the
least-advantaged person. So, for example, wide variations in income and wealth can be consid-

ered just if the market-based system that produces this unequal distribution also benefits the
least-advantaged members of society. One can argue that a well-regulated, market-based econ-
omy and free trade, by promoting economic growth, benefit the least-advantaged members of
society. In principle at least, the inequalities inherent in such systems are therefore just (in other
words, the rising tide of wealth created by a market-based economy and free trade lifts all boats,
even those of the most disadvantaged).

| In the context of international business ethics, Rawls’s theory creates an interesting perspec-
ive. Managers could ask themselves whether the policies they adopt in foreign operations would
be considered just under Rawls’s veil of ignorance. Is it just, for example, to pay foreign workers

ilﬁss thap workers in the firm’s home country? Rawls’s theory would suggest it.is, so long as the
[hzguahty benefits the least-advantaged members of the global society (whxch. 1
ign0:y Suggests). Alternatively, it is difficult to imagine that managers operatin

ance would design a system where foreign employees were

lop .
. gho“fs‘ In sweatshop conditions and where they were €Xpose

“‘mmtil: i',mlafly, operating under a veil of ignorance, mosl pe-O’Ple W?“ld PEY . alobal commons,
 Malimparts some protection from environmental degradation to important globeat ==

tion of freedom, justice and peace in the world . . . .” The day on
which UDHR was adopted, December 10, is known as “Interna-
tional Human Rights Day,” and this day is also the one on which the
Nobel Peace Prize is awarded annually. One human right that we
discuss in the text is the right to free speech; by the same token, we
have an obligation to respect free speech. But are there issues,
situations, or reasons where free speech should not be granted?

Sources: “The Universal Declaration of Human Rights,” United Nations, www.un.
org/en/universal-declaration-human-rights/index.html; the official site of the Nabel

just distribution
A distribution of goods and services that

is considered fair and equitable.
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POWer of a multinational? In many cases, there are no easy answers to these questions: M
the most vexing ethical problems arise because there are very real dilemmas
no obvious correct action. Nevertheless, managers can and should do many things to mak.
that basic ethical principles are adhered to and that ethical issues are routin; ot
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International business decisions. .
Here, we focus on seven actions that an international business and its managers o

make sure ethical issues are considered in business decisions: (1) favor hirine and e
people with a well-grounded sense of personal ethics; (2) build an organ.iﬂi;“
exemplify leadership behaviors that place a high value on ethical ;(’f“‘ s
making processes in place that require people to consider the ethical A,

sions; (4) institute ethics officers in the organization; (5) develop moral courae a2

P - W

corporate social responsibility a cornerstone of enterprise policy; and (7) pur: s

o

are sustainable.

RN 'y gt
o Ry )
D ‘

2 -
. .
......
N gt F"\'- ~. “({ ******
N

or other em;~ oyees
tter. S of refer eénce and talklng tor e

7. ok

« v

!r (a3

rae

~ -.‘.‘
s
£

T
b P,
dy
ey
g
- ,‘:.FF’
TSRS
$- A, "% ;
wt BN = P |
anla
) s 1 8 ’ v,
e LN { r \ -
"/: B S

L g AR




DSRRIIOE At e s 5,

~ftine a code of ethics, which is a formal statem: : |
. drafting 1ch 1s a formal statement of the ethical priorities a business  code of ethics

adheres o. Often, lh? nnhn .“hf“ df‘i'lws heavily on documents such as the UN Universal Dec-

"Human nglll§. which itself is grounded in Kantian and rights-based theories of moral
. Others have incorporated ethical statements into dncmm:ms that articulate the values
Af the business. For example, the Academy of International Business (the top profes-

cjonal organization i international business) has a Code of Ethics for its leadership (as well as a
: . s+ members):

AIB'S Motivation for th.c C()fle of Ethics of the Leadership: The leadership of an organiza-
ton 18 altimately responsible for the creation of the values, norms and practices that permeate
ation and its membership. A strong ethically grounded organization is only possible
overned by a strong ethical committee. The term “committee” is used for succinct-
rganizational structures that have managerial, custodial, decision-making

A business's formal statement of ethical

priorities

Y

the organi7

when 1t 1S 8
s 11 ncludes all ©

ne | MR B
ancial authority within an organization.

oI ﬁn
articulated values 1n a code of ethics or some other document, leaders in the business

Having
must g1Ve life and meaning to those words by repeatedly emphasizing their importance and then
». This means using every relevant opportunity to stress the importance of business

that key business decisions not only make good economic sense but also

othics and making sure
have gone a step further by hiring independent auditors to make

are ethical. Many companies
ure they are behaving in a manner consistent with their ethical codes. Nike. for example, has

hired independent auditors to make sure that subcontractors used by the company are living up to

Nike's code of conduct.
Finally, building an organizational culture that places a high value on ethical behavior requires

. centive and reward systems, including promotions that reward people who engage in ethical
hehavior and sanction those who do not. At General Electric, for example, the former CEO Jack

Welch has described how he reviewed the performance of managers, dividing them into several

different groups. These included overperformers who displayed the right values and were singled
out for advancement and bonuses and overperformers who displayed the wrong values and were
let g0. Welch was not willing to tolerate leaders within the company who did not act in accordance
with the central values of the company, even if they were in all other respects skilled managers.*°

Degision-M ?k iIng Processes In addition to establishing the right kind of ethical cul-
ture in an organization, businesspeople must be able to think through the ethical implications of

decisions in a systematic way. To do this, they need a moral compass, and both rights theories
and Rz.iwls’s theory of justice help provide such a compass. Beyond these theories, some experts
on ethics have proposed a straightforward practical guide—or ethical algorithm—to determine
Whether a decision is ethical.*! According to these experts, a decision is acceptable on ethical

grounds if a businessperson can answer yes to each of these questions:

¢ D o s
oroes my .decmon fall within the accepted values or standards that typically apply in the
ganizational environment (as articulated in a code of ethics or some other corporate

Statement)?
* Am I will; ot : —
[ willing to see the decision communicated to all stakeholders affected by it—for

CXam le . . ‘ A 8P
Ple, by having it reported in newspapers, on television, or via social media?

’
ould the pe - e o .
o fP_ ople with whom I have a significant personal relationship, such as family stakeholders
, Iriends, or even managers in other businesses, approve of the decision” The individuals or groups thathave an
interest, stake, or claim I the actions an

ms (this 1S an-
which stake-

Othe ,
other exzn hﬂlve recomm.ended a five-step process to think through ethical proble
e Qf an ethical algorithm).*2 In step 1, businesspeople should identify

sfoups ¢ -
At have an interest, claim, or stake in the company, in what it does.

pel'fo,-ms 43 ~
Slakehm& they tan be divided into internal stakeholders and external stakehc
s‘akﬂholdeem are individuals or groups who work for or own the business. They Inc external smke:sotl;f::ve L
; ' : roups 1f
> Such as employees, the board of directors, and sharehol L’,‘;’,',,,""l‘ffﬂ‘ﬁn gsuch e
| and unions. -

th A : :
B " Other individuals and groups that have some direct Of indirec suppliers.
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ources (or contributions), snd in exchan
* For example, employees provide 1250f, SKi
dlge expect commensurate income, job satisfactioz, JOD Sey
. Customers provide a company with its revenues and in Wan
resent value for money. Communities provide businesses ;
Structure and ip €xchange want businesses that are responsible citizens and seek Iranc
that the quality of life wil] be improved as a result of the business firm’s existence.
Stakeholder analysis involves a certain amount of what has been called morat imagip,
fion.*” This means standing in the shoes of a stakeholder and asking how a propo{: decie
might impact that stakeholder. For example, when considering outsourcing to ,, act
hanagers might need to ask themselves how it might feel to be working under subs (3( t
conditions for long hours. , 0 .
Step 2 involves judging the ethics of the proposed strategic decision, given the infe

TRy

y Inducements).

A

gained in step 1. Managers need to determine whether a p.roposed decision :
Jundamental rights of any stakeholders. For example, we might argue that the ,U f
tion about health risks in the workplace is a fundamental entitlement of f
right to know about potentially dangerous features of a product is a fundamen al entitl

customers (something tobacco companies violated when they did not reveal ”‘ cu
what they knew about the health risks of smoking). Managers might also r,_ the
whether they would allow the proposed strategic decision if they were desig ; a Syst
Rawls’s veil of ignorance. For example, if the issue under consideration was
work to a subcontractor with low pay and poor working conditions, managers might w;
themselves whether they would allow such action if they were consideri_é;: it ung
ignorance, where they themselves might ultimately be the ones to work for the subc
The judgment at this stage should be guided by various moral pI‘lIlClpl that st
violated. The principles might be those articulated in a corporate code of e h
documents. In addition, certain moral principles that we have adopted "’; JET!
for instance, the prohibition on stealing—should not be violated. The
also be guided by the decision rule that is
Although maximizing long-run profitability
should be applied subject to the constraint th
ness behaves in an ethical manner.

R %’
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CNnosen to assess C proposed stre
- ~ S ::t; \ b .
is the decision ru G
O
\ -_\;:- ; ‘."":" <
. . o
y P p ‘ ;‘ Y ™\ 3 3
at no moral principles are viol

L
N

middle-level managers mi

the interests of stakeholde
favor such an approach.

ght tend to place the narrow €CoNomic interests of
1s. They might do so in the (usually erroneous
ron

Ethics Officers To make s
have oversight by a high |
These individuals-ofte

2 .‘ : ..\i o
W R



! \
Ua ) Sk » |
*h ggr()u | (6) n1onl(tjorg;gré‘3ii£li';l;l:ngdctl]h1(({:;1[1.conducl; (7) taking action. 4«
lx, kzbeqi % ‘iOI.]S;; ?(])vered by the ethics oﬂFi)cer“i]r% :1'1]0 2090 of ethics Peri,o?lk:c‘;lljlpmp“aw’ < Pensine Yo,
urity ()WL ('0[31.:0“ Lith responsibility for han d’ling . Ssg.gum.nes'ses ethics of ficegls ac[?eCduSL? of these broad
ge Mg f Sf':il;ts from employees or others, reporting flin(c:j?“a]\ nduiries from employeis@ ai?nlzgtet:mm° s
Cq) -Walll | P ‘Fof -xample, United Technologies, a multin ?gs, and making lecommenélgltlon Sflgﬂtlng RIS
83 lhfra\ | of more than $30 billion, has had a for a‘ i d€rospace company wi T c_hange
U : nues . T . ormal code of ethics cine y with worldwide reve-
rance ._ e 450 bUS.ll]CSS practice officers (the R ICS since 1990.%° United Technologies
"hqgi : sponsib!? for makmii Slu;(; (lhﬁ ?Ode 1S followed. United ?IT:QE::]I:) f;)fwcrth‘ics OfficEers), who are r ek"
deci e sperson ngran']ved Qom)a 61;12)1618‘. employees inquire an()nyrﬁoel: ?IS() eStahhSh.ed an _ombud-
tractsl()n ‘ program h,aS] re:]l]bud; el':on 000 inquiries since 1986, and more :hy at])Ou( ethics issues. The
qd he:lrx, (5 handled by the PC1sOl. an 10,000 cases have been
'r th Moral Coqrgge [t 1s important to recognize that emp|
'lﬂlati()n - may neeq 51gn1f1ca11t moral courage. Moral courage enables I[)nzyees st o e
dta the sjon that 1S pr(?fltable but unethical. Moral courage gives an e nlagers to walk away from a deci-
nforﬂla. superior B .her lo pursue actions that are unethijc I}lp oyee the strength to say no to a
rly. the the integrity 10 g0 public to the media and blow the whistle oa | Mo'ral courage.gives employees
Mep, of 1 company. M.0r§1 courage does not come easily; there are wenlll_)]ir sistent unethical be?havior in a
Stomg,, ‘ have lost their J.ObS because they blew the whistle on corporate belll1 D HO SR e L
Melye, clling the media about what was occurring, 5 aviors they thought unethical,
1 Unge, However, companies can strengthen the moral courage of employees b itti
o, selves [0 not retal.late against employees who exercise moral COlIJ)ray 2 Syt G B o
ae B othe/{m(sje com}f)llam about unethical actions. For example, consider tghee; ;(2)113;0[\13 to superiors, or
veil of | the Academy of International Business Code of Ethics: Ing excerpt from
tor. . AIB Statement of Commitment by Its Leadership: I B
pothe | i N TR T T e memberls)-ln establlshm.g P(.)licy for and on behalf
Mmpany | this organization. The AIB’s members recognize the n,eecgilrlr’1 RS st of thegssetsio
:iety- ; cowttee members to serve their organization and h e Comp?tem a“f‘ committed elected
e will i'l abilities. In return, the members deserve my utmost eff(?:te cli) u(;‘thelr Sy g
cision. as a committee member of the AIB, I acknowledge and , decucation, and support. Therefore,
ess, i dard of ethics and conduct as I devote my best e flgort - kCIOmmIt that I will observe a high stan-
e AlB and its members. I will perform e S, skills and resources in the interest of the
45 a committee member in such a manner that

“Orporate Socig|

[mm the; ReSponsibilit - ; Did You Know?
e Mul -
Altho If Contro] OVEer resources and th y e tinational cor pPoOr ations have POWCT that comes Did you know corporate social
Ugh that power i« eir ability to move production from country to country responsibily gl 38 lew =3 |
s seems?

constraine ,
d not only by laws and r egulations but also by the discipline of
Visit your instructor’s Connect®

mpetitive P ,
process, it 1s substantial. Some moral philosophers argue that
course and click on your eBook or

the social bili
responsibil Byir? : :
them (o PI'OS;)CI' and lty o1 mpiunationals o E1VE Somethmg back to the SmartBook® to view a short video
o BTOW, explanation from the authors.

Orporate soci ibili
T cial responsibility (CSR) refers to the idea that businesspeople i
onsequences of economic actions when making business decisions ("gg‘l’;’)”“’ el g

“there ghoyy .

IIII ' cons.eunn cesijbenai tl;r esumption in favor of decisions that have both good economic and ¢ . .., e dea that businesspeopl
dke Slmply b YT pur eSt' for m, corporate social r esponsibility can be suppor ted for itS  should consider the socia consequences
ha businegges S itis the right way for a business to behave. Advocates of this 3PP mach o e B s s

'86 an : giVe SOm : PaﬂlClﬂar]y large successful businesses, need (o recognize their noblessé ggzr:resumptlon in favor of decisions
s French ething back to the societies that have made their success possible: Noblesse  thathave bolh goct gl e

term that refers to honorable and benevolent behavior considered the TeSPOEE e
nsibllty, and Sustainabity 143
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or BP, 1s a very important thing for the local com-
.., For another example ol corporate social responsibility
tice, S€€ the accompanying Management Focus feature
in PrJLanigh company Stora Enso.

a1l thing l

qctions, many arc gravitating toward strategies
s oad 8 sustainable. By sustainable strategies,
trategies that not only help the multinational

cood pmfits. but that also do so without harming
aC

. ent while simultaneously ensuring that the
ally responsible manner with regard to
55 The core 1dea of sustainability 1s that the
ach its actions—does not exert a negative
; of future generations to meet their own

4 that its actions impart long-run economic

.« on stakeholders.

A company pursuing a sustainable s.trategy would not adopt

husiness practices that deplete the env1f0nment for short-term
‘ omic gain becausc doing so would 1mpose a cost on future

Zg(;:rationz. In other words, international businesses that pur-

«ue sustainable strategies try to ensure that they do not precipi-

well-being of key stakeholder
recognize that in the long run, this w
ees so little that it forces them into poverty,

FS)

. o situation that results in a tragedy of the
ple, a company pursuing a sustainable strategy W
jons) so that it does not contribute to global warming.

rsuing a sustainable strategy adopt policies that negatively affect the
s such as employees and suppliers because managers would

ould harm the company. The company that pays its employ-
for example, may find it hard to recruit employees 1n

Bd for Profits?

panies they buy products and

Is Sustainabilit

Most customers prefer that the cort Bkl
: C " .

services from engage In business-focused sustainability p

tices. Eighty-three percent of the reSDon(ieqlss in the PUP\\CSSODLTA
ion Survey on Sustainabllity said that they think companies

| ing to Im-
try to accomplish their performance goals while a\sq trymr?\umna-
prove society and the environment. At the same um\e(; i
tional firms are overwhelmed by the varied stakeholder

they face. And the Global Reporting Initiative, With.lF ;
equally important sustainability indicators, 15 not giving cOmMp

nies a clear set of sustainability proprieties. Meanwhile, sustztrt\—
ability executives In companies have not exactly been elevated to

the importance levels of other top managers. If you had to pay
more for a product, like gasoline for your sutomobile, how much

more would you be willing to pay to buy from a highly rated sus-
tainability-oriented company—>5 percent, 10 percent, 25 percent,

40 percent?

“The Pain of Sustainability,” Forbes, January 18,
from Companies on Sustainability,” Second
Global Reporting Initiative,

Sources: Epstein-Reeves, 1%

2012: “Consumers Expect Action
Annual Public Opinion Survey on Sustainability;

www.globalreporting.org.

sustainable strategies

Strategies that not only help the
multinational firm make good profits but
that do so without harming the
environment, while simultaneously
ensuring that the corporation acts in a
socially responsible manner with regard
to its multiple stakeholders.

ould try to reduce 1ts

the future and may have to deal with high employee turnover, which imposes 1ts OWn COSts on an

enterprise. Similarly, a comp
suppliers cannot make enoug

any that drives down the prices 1t pays (o its suppliers so far that the
h money to invest in upgrading their operations may find that

in the long run, its business suffers poor-quality inputs and a lack of innovation among its

supplier base.

Starbucks has a goal of ensuring that 100 percent of its coffee is ethically sourced. By this, it
means that the farmers who grow the coffee beans it purchases use sustainable farming methods
that do not harm the environment and that they treat their employees well and pay them fairly.
Starbucks agronomists work directly with farmers in places such as Costa Rica and Rwanda to
make sure that they use environmentally responsible farming methods. The company also
provides loans to farmers to help them upgrade their production methods. As a result of these

policies, some 9 percent of Starbucks coffee beans are “fair trade” sourced and the remaining

)1 percent are ethically sourced.

business ethics, p. 125

;lh!cal Strategy, p. 125

o Fonupt Practices Act (FCPA), p. 130
: Vention op Combating Bribery of

Officials in International
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Rights, p. 138

cultural relativism, p. 135
righteous moralist, p. 136
naive immoralist, p. 136
utilitarian approach to ethics, p. 137
Kantian ethics, p. 137

rights theories, p. 138 _
Universal Declaration of Human
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