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pun and Ready (D&R) Company is a retail firm

that started out in the United Kingdom. It recently
expanded into Mexico. D&R management are excited
sbout the expansion because they anticipate a large
market for their goods in Latin America. They hired
Raul to negotiate contracts for getting the necessary
permissions to begin building retail stores in Mexico
City. Although Raul graduated from Cornell University,
he spent his childhood in Mexico and knew the
country well. Raul's manager, lan Menkin, stressed

to Raul the importance of getting the new locations
approved as soon as possible so the company could
begin building their stores.

Unfortunately, Raul ran into some difficulties
receiving permissions in the required time frame.

Due to unforeseen circumstances, the permissions
process took longer than originally thought. When
Raul explained to lan that the building process would
lkely be delayed due to these problems, lan was not
pleased. “Look, Raul. We have a schedule to keep.
The people here at headquarters will not take kindly
to any delays.”

“But what should | do, lan?” Raul asked.

“Just do whatever it takes to get those permits
approved,” lan said before hanging up the phone.

Raul called up Pedro, his main government
contact that worked on approving zoning permits. Raul
explained the situation, but Pedro would not budge.

“I'm sorry, Raul. But | can’'t make the process go
any faster.”

Raul, knowing his job could be on the line,
begged Pedro to reconsider. Finally, Pedro agreed to
meet with Raul to “talk things through.”

Later that day, the two men met. Raul again
presented his case. Pedro listened and finally spoke.
‘I understand your predicament. And although it's
against policy, | believe | can help you get those
permits approved. However, I'm going to need 6,000
pesos to complete the job.”

Raul was uncomfortable with the idea. Again, he
called up lan in London. Raul explained the situation.
“Unfortunately, this is really going to be the only way
fo get this process done quickly.”

lan was quiet for a little while. Then he spoke.
“The money isn't that important. It only amounts to a
little more than £300. Go ahead and pay him.”

“But lan, what if anyone at the company finds
out?”

lan replied, “It's our policy to respect the
different cultures in which we do business. It is one
of our core values. If giving small payments is the
only way to get things done quickly, then that’s what
we have to do.”

Raul agreed and paid Pedro the money. The
permits were approved, and the first store was built.
The success of the store convinced the company to
expand to more locations in the area. Unfortunately,
Raul ran into the same problem. Management at
D&R wanted their building permits to be approved in
a reasonable time period. Raul explained that gaining
approval could be a long process in Mexico, but D&R
assumed since he had gotten approval quickly once
before, he could do it again. Raul was in a bind. So
whenever Pedro offered to speed up the process in
exchange for a small amount of money, Raul agreed.

As a result of Raul's success, he was promoted
and relocated to the United Kingdom to the corporate
offices. His pay tripled since from when he had first
started. Raul enjoyed London and loved his new job
responsibilities. Everything seemed to be going well.

Then one day Raul got a frantic call from lan.
“We have a problem. Somehow someone figured out
about the payments made to secure building permits
in Mexico. They are launching an investigation.”

Although Raul was nervous, he could not
understand lan’s panic. “But the payments we made
were not extensive. It's just the way things work in
Mexico. You said everything would be fine.”

lan's voice was sharp. “You fool! It doesn’t
matter whether the payments were small! Any type
of bribery can be prosecuted under the U.K. Bribery
Act. It doesn’t matter whether the bribery took place
in Mexico—any company with operations in the U.K.
can be held liable.”

Raul swallowed. “So what do we do?” he asked.

“Listen carefully to what I'm telling you,” lan
said. “I want you to find any documentation that
might be incriminating and destroy it. If anyone
comes asking, deny any payments. Also, contact the
person you made the payments to. Do what it takes
to make sure he denies that D&R made any improper
payments to him.”
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Raul hung up the phone. He knew if found out QUESTIONS I EXERCISES
the co 'T‘Dc y could face massive fines. Perhaps he
and lan could get into legal trouble. However, he also
knew covering up the bribery would make it worse for
everyone if discovered. On the other hand, Raul thought
there was a good probability that the payments would
not be noticed. He knew that almast all companies
have to make these payments to get transactions done <11 case is strictly hypothetical; any resemblance 1 real pergp,
in different countries, and many have not been caught.  companies, or situations is coincidenta.

1. What are the ethical issues in this situation?

2. Identify the pressures that caused the ethyc.
issues to develop.

3. Discuss the advantages and disadvaniages f
each decision Raul could make.

dvances in communication, technology, and transportation have minimized ¢,

world’s borders, creating a new global economy in which more and more coyy.

tries are industrializing and competing internationally. These transactions acros;
national boundaries define global business, a practice that brings together people frop
countries with different cultures, values, laws, and ethical standards. Therefore, intern,.
tional businesspersons must understand the values, culture, and ethical standards of their
own countries and also be sensitive to those of other cultures.

In this chapter, we explore the ethical complexities and challenges facing businesses
that operate internationally. We help you understand how global business ethics has more
complexity than domestic business. The global business environment, if not understood,
can destroy the trust companies need to be successful. To transition from one well-
understood culture or country to the global arena requires additional knowledge. Our
goal in this chapter is to help you become aware of or avoid the ethical quagmires that
lurk in this domain. To help you become ethically sensitive to the global environment of
business ethics, we start with discussing global values and cultural dimensions used by
companies to modify their business practices to different countries. Next, we examine
the economic foundations of business ethics. In addition, we help you understand there
are global entities that do not necessarily conform to your country’s view of the world or
the way to do business. In this chapter we examine multinational corporations and the
ethical problems they face. We then discuss the International Monetary Fund, the United
Nations Global Compact, and the World Trade Organization. We conclude with an analy-
sis of current and future ethical problems facing global businesses, including global ethical
risks, bribery, antitrust activity, Internet security and privacy, human rights, health care,
labor and right to work issues, compensation, and consumerism. Qur goal is to help you
understand how international business activities can create ethical conflicts and help you
improve your ethical decision-making ability.

GLOBAL CULTURE, VALUES,

AND PRACTICES

A nation’s culture consists of values that are subjective, based on social and economic
institutions, and used to develop norms that are socially and legally enforced. Because
institutions such as government and religion affect the development of norms, conven-
tions, and other aspects of culture, values can be specific to countries, regions, sects, or
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er concept than organtzational culture and includen
cveything i our surroundings made by people — both tangible tems, such an artifact
o intangible entities, such ax concepts and values. Language, law, politics, technology,
education, social organtzations, general values, and ethical standurds are all included
witin this definition. Each nation contains unique cultures and distinctive beliefs aboot
what business activities are acceptable or unethical, Subcultures also exist within many
tions.cthinic groups, and religious groups. Therefore, when transacting internation
s, individuals encounter values, beliefs, and fdeas that may diverge from their
awn. When someone from another culture mentions “integrity” or “democracy;’ many
Anricans might feel confident that these are familar concepts, However, these concepts
e different things to different people, depending on their culture, Moreover, you must
keep in mind that organizational culture i different from national culture, though often
organizational cultures are derfved from —and influenced by—national cultures,

Most cultures need auditors, directors, or other entities assochated with corporate
vernance to provide independent oversight of the aperations of an organtzation. Yet even
il such a simple concept as “independent oversight” culture can come into play. For
cxanple, i the Japanese banking system, the concept of “independent oversight” is blurred
sectse retired Japanese bureaucrats often become auditors and dircetors, They are trusted
sl because of their status, When those providing oversight also have relationships within
sl vested interest in the suceess of the company,  truly independent relationship docs
1t existand could create confliets of interest or corporate governance oversight failure.

Different cultural values and how they affect business have intrigued management
cperts for years. Many have developed frameworks for classifying cultural behavior

cons that can help businesspeople who work in different countries. One of the most

nown frameworks was proposed by Dutch management professor Geert Hoftede.

e dentified four cultural dimensions that can have a profound impact on the busi-

covironment: individualism/collectivism, power distance, uncertainty avoidance, and

linity/femininity. We will discuss the first three in the following paragraphs.

Ihe individualism/collectivism dimension of culture refers to how self-oriented mem-

f culture are in their behavior, Individualist cultures place high value on individual

cvement and self-interest. The United States exemplifies an individualistic culture.

iivist cultures value working toward collective goals and group harmony. Mexico and

J countries in Asia adhere to more collectivistic principles. Collectivist cultures tend

i public confrontations and disagreements.? In Thailand, for instance, negatives
“00”tend to be avoided in business settings. By understanding this cultural dimen-
auare more likely to maneuver correctly within different cultural business settings.
e power distance dimension refers Lo the power inequality between superiors and
inates. The United States has clements of both a higher and a lower power distance
. Over the years, the US. business environment adopted forms of management,
1» participative management, that place supervisors and subordinates on a more
fting, In some businesses, employees address their superiors by their first names
e the power to make decisions normally reserved for management. Arab countries
Higher on the power distance dimension. Cultures with high power distance tend to
e hicrarchal, and respect for (or fear of ) supervisors may be so great that managerial
sduct could be hard to pinpoint.*

‘certainty avoidance refers to how members of a society respond to uncertainty or
iy, Cultures scoring high on the uncertainty avoidance dimension, such as Great
L tend to avoid risk-taking. Organizations within these cultures may have more rules

o v much bro
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in place to ensure employees do not deviate from acccptec? stelllda?rds. Lul_tures W.ith lis
levels of uncertainty avoidance, such as Canada, believe rlsk-talfmg and innovation are
important in achic\:ing successful outcomes.” Busincsst‘es from ‘eltl.wr cultun_'e need.to be
views uncertainty avoidance. For instance, if a busineg.
ation to a business in Uruguay—4 cul.
usinessperson might reassure th,

aware of how a particular culture
person from the United States gives a sales present
ture with higher uncertainty avoidance—the American b
Uruguayan company by mitigating the risks involved. . . .
As Hofstede’s dimensions suggest, businesspeople travelmg. to other cov..lntrnes qQuickly
perceive other business cultures have different modes of operatlon: Interes.tmgly, research
shows that consumers who score high on collectivism and uncertainty av.01dance an.d low
on masculinity and power distance tend to avoid engaging i'n more (lluestlom'lble actl\.lities
than those scoring the exact opposite. This has important. 1mqp11cat10ns for internationg|
managers when dealing with consumers in different countries.” .

The perception exists that American companies differ from those in other countries,
and some view U.S. companies as superior to their foreign counterparts.. This implied
perspective of ethical superiority—“us” versus “them”—is also common in other coun.
tries. Figure 101 indicates the countries that businesspeople, risk analysts, and the genera|
public perceive as the most and least corrupt.

In business, the idea that “we” differ from “them” is called the self-reference criterion
(SRC). The SRC is an unconscious reference to one’s own cultural values, experiences, and
knowledge. When confronted with a situation, we react on the basis of knowledge we accu-
mulated over a lifetime, usually grounded in our culture of origin. Our reactions are based

on meanings, values, and symbols that relate in a certain way to our culture but may not
have the same relevance to people of other cultures.

Yahoo!’s clash with the French government is one example of how the SRC can cause
problems. The International League against Racism and Anti-Semitism (LICRA) claimed
Yahoo! violated French law by displaying Nazi memorabilia on its auction sites. Yahoo!
was asked to remove the memorabilia or block the auctions from being accessed by
France and its territories. Yahoo! refused to comply, stating doing so would create a large

financial burden for the company and Yahoo! had the right to display these items under
the First Amendment of the U.S. Constitution guaranteeing freedom of speech. Neverthe-

less, French courts found Yahoo! violated the law. While Yahoo! appealed in the United

FIGURE 10-1 Perceived Levels of Public Sector Corruption
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Gt Conrtot Appeals eventually ruled that Yahoo! could not use the First Amendime
adiak e law Crities believe Yahoo! tadled to execute corporate social responnibil
Mg VS laws enabled them touse the Internet to display items considered illegal
ahervonniien ® Phis example demonstrates that despite the global nature of the Intern
et e must understand velevant laws in the countries where they do business,

One ol the critival ethival business issues Hinked to cultural differences is the questic
onwhose values and ethical standards take precedence during international negotiatio
and bunness transactions, When conducting business outside their home country, shou
Noneapeople impose their own values, ethical standards, and laws on members of oth
et Should they adapt to the values, ethical standards, and laws of the countri
whare they are doing business? This was the issue Yahoo! faced in its conflict with Freng
v Avwith many ethical issues, there are no casy answers (o these questions,

“When i Rome, do as the Romans do” or “you must adapt to the cultural practic
he country where vou operate” are rationalizations businesspeople sometimes off
onstaving trom their own ethical values when doing business abroad. By defending tl
aavment of bribes or “greasing the wheels of business™ and other questionable practices |
i fashion, they ave resorting to cultural refativism, the concept that morality varies froy
oneculture to another and that “right™ and “wrong™ are defined differently.

Despite the various difterences in values between countries, there are certain valu
Soadly accepted worldwide. These global common values are shared across most culture
laws are directly or indirectly the result of values derived from the major religior
fuism, Buddhism, Contfucianism, Judaism, Islam, and Christianity. Although mo.
these religions have similar core virtues, the importance placed on these virtues ma
v For instance, predominately Hindu cultures value nonviolence, mind and sense cor
t { austerity:” traditional Chinese cultures honor respect, righteousness, and loyalt
<amic cultures value wisdom, tolerance, self-restraint, and mercy;® Judaism promote

tues of Kindness, peace, and hospitality; predominately Christian cultures cheris
ss, mercy, and faith;® and Buddhist cultures place high importance on the “fou
wwasurables” of equanimity, joy, loving-kindness, and generosity.'"’ By understanding
surticular culture’s values, global businesses have a better chance of forming relationship
2 individuals and organizations in that culture. They may also avoid conduct offensiv
citizens of certain countries (e.g., shaking with the left hand in Islamic nations). It i
svond our scope to explain all nuances, but there seems to be a consensus on the follow
< desirable and undesirable common values.!!

+ Desirable common values: Integrity, family and community unity, equality, honest
fidelity, sharing, and unselfishness

+ Undesirable common values: Ignorance, pride and egoism, selfish desires, lust, greed
adultery, theft, deceit, lying, murder, hypocrisy, slander, and addiction

ECONOMIC FOUNDATIONS

BE BUSINESS ETHIES

romic and political events as well as natural disasters reflect and affect the environ
« for global ethical decision making. We first examine haw recent dnni]
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bending rules, and engaging in unethical activity. A major part of the problem was the
excessive focus on rewards and the bottom line that pervaded the global financial industry,
The global financial market is a highly interconnected system that can exhibit a lack of
transparency in decision making, accountability, and accounting methods. This system,
combined with rampant leveraging and the widespread use of highly complex financial
computer models many experts did not fully understand, resulted in a global financial

meltdown.
Our financial system is complex, and this complexity provides ample opportu-

nity to take excessive risks and manipulate various stakeholders. Many who should
have known about such risks were ignorant because of risk compartmentalization. fisk
compartmentalization occurs when profit centers within corporations are unaware of the
overall consequences of their actions on the firm as a whole. As a result, no one per-
son, company, or agency should be blamed—the problems were systemic. Before the
financial meltdown, most companies remained in compliance with legal systems, while
others looked for legal loopholes and unregulated means of maximizing profits and
financial rewards. Many companies tried to be ethical, yet the complex nature of the
global economy prevented them from seeing the impending disaster because everyone

was focused on their bottom lines.
Economic and social disasters and conflicts have intensified the risks and challenges

global businesses encounter. For instance, widespread changes are occurring in the Mid-
dle East. While democracy becomes more of a possibility, instability within these regions
has led to an exodus of foreign businesspeople.'? Attempts to oust the Syrian president
and overthrow the ruling party led to a civil war wherein thousands of people have died.
The instability of Middle Eastern governments and their views toward global commerce
could strain business relations. In fact, the Eurasia Group, a global political risk research
and consulting firm, listed the Arab Summer as one of the top risks of 2013."* Although it
is possible this upheaval could lead to positive long-term change, the economies of these
countries may take time to stabilize. Economic stability is affected by the supply and com-
modity price fluctuations caused by such political events. Changes in governments result
in the necessity for new social and legal processes, processes that support ethical and legal
systems that fit into the global economy.
National disasters can also destabilize economies and affect the economic system. The
devastating 2011 earthquake and tsunami in Japan resulted in the destabilization of the
economic and social institutions within that country. Japan also faced the challenge of a
nuclear meltdown after the tsunami breached the seawall around the Fukushima Daiichi
complex and damaged the reactors. The combined crises caused the Tokyo Stock Exchange
to lose $700 billion within a three-day period.' Later that year flooding in Thailand—the
site of many of the world’s automotive and technology supply chains—cost businesses such
as Honda and JPMorgan millions of dollars.'®
Many ethical issues emerge while coping with crises. The disruption of necessities
and global supply chains creates opportunities for individuals and organizations to engage
in exploitation. An unethical organization might charge exorbitant prices during a time
of crisis because the people are dependent upon its products for survival. Conversely, the
global community is expected to engage in aid and philanthropic efforts to help countries
recover from disasters. Corporations, particularly multinationals, are often expected to
help in recovery efforts since many have profited from doing business within the affected

~errntriac
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Finally, the world is still coping with the aftereffects of the last global recession th
used public distrust of the stability of governmental institutions as well as those charg
yith managing the money of individuals, corporations, and countries. Some countrie
such as Iceland, Zimbabwe, Hungary, Ukraine, and Serbia, declared a form of bankrupt
asaresult of the recession.'® The European Union is still struggling to recover since Po
tugal, Ireland, Greece, and Spain all required bailouts to stay afloat. Greece defaulted on i
debt. As a lack of trust, honesty, and fairness caused major investors to question the con
petence of regulatory institutions, which in turn caused instability and public mistrust |
the entire financial system, many questioned the foundations of capitalism and the policit
needed to make it function. Today, people are discussing and even revising fundament
concepts and assumptions of capitalism. Because you will enter this new reality, we wi
briefly explain the global economic debate.

Economic Systems

Tounderstand capitalism—and the types of businesses that operate in different economies-
you must understand basic economic systems. Economic systems have a significant impa
on business ethics because they determine the role of governments in business, the types ¢
laws that regulate businesses, and the amount of freedom companies have in their activitie
The main forms of capitalism and socialism are derived from the works of Adam Smit]
John Maynard Keynes, and Milton Friedman.

Adam Smith was a professor of logic and moral philosophy during the late eighteent
century, as noted earlier, and he developed critical economic ideas still considered impo:
tant today. Smith observed the supply and demand, contractual efficiency, and divisio
of labor of various companies within England and wrote about what he saw. His idea ¢
sissez-faire, or the “invisible hand,” is critical to capitalism because it assumes the ma
ket, through its own inherent mechanisms, keeps commerce in equilibrium. Smith als
believed businesses must be guided by ethical people for the market to work properly.

The second form of capitalism gained support at the beginning of the Great Depre:
sion. During the 1930s John Maynard Keynes argued that the state could stimulate econom;
¢rowth and improve stability in the private sector through, for example, controlling inte;
<t rates, taxation, and public projects.!” Keynes argued that government policies could b

edto increase aggregate demand, thus increasing economic activity and reducing unerr
vment and deflation. He believed the solution was to stimulate the economy throug
ne combination of a reduction in interest rates and government investment in infrz
cture. President Franklin D. Roosevelt employed Keynesian economic theories durin
ime in office when he sought to pull the United States out of the Great Depression.
The third and most recent form of capitalism is associated with Milton Friedman, an
esents a swing to the right of the political spectrum. Friedman lived through the Gre:
ession but rejected the Keynesian conclusion that markets sometimes need interver
to function efficiently. He believed deregulation could reach equilibrium withot
rment intervention.'® Friedman’s ideas were the guiding principles for governmer
v making in the United States, and increasingly throughout the world, starting in tk
nd half of the twentieth century.
Both Keynes and Friedman agreed that “(1) People have rational preferences amor
ymes that can be identified and associated with a value; (2) Individuals maximize uti
nd firms maximize profits; (3) People act independently on the basis nf f”]] man
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Socialism refers to economic theories advocating the creation of a society when wealth
and power are shared and distributed evenly based on the amount of work expended
in production. Modern socialism originated in the late nineteenth century and was a
working-class political movement that criticized the effects of industrialization and
private ownership. Karl Marx was one of socialism’s most famous and strongest advocates.
Marxism was Marx’s own interpretation of socialism, and it was transformed into com-
munism in countries such as the Soviet Union and Cuba. History has shown that com-
munism, strictly interpreted, causes economies to fail. For example, Cuba traditionally
held an antagonistic view toward capitalism and private enterprise. As a result, most of
the population was employed in the public sector. However, during the most recent reces-
sion, the Cuban government realized it could not support so many workers. In an attempt
to save its struggling economy, the government took the unprecedented step of laying off
half a million state workers to make room for private sector jobs.? In the 1940s forms of
social democracy emerged. Social democracy allows private ownership of property and also
features a large government equipped to offer such services as education and health care
to its citizens. Social democracies take on such problems as disease, ignorance, squalor,
and idleness, and advocate governmental intervention. The Scandinavian countries such
as Denmark, Sweden, and Finland are examples of social democracies. Studies indicate
that the populations of these small European democratic nations are some of the happiest
in the world.?!

Past economists could not imagine the multinational corporation, or that the
world’s energy resources would be concentrated under the control of a handful of cor-
porations. Our world has grown increasingly bimodal in wealth distribution. Bimodal
wealth distribution occurs when the middle class shrinks, resulting in highly concentrated
wealth among the rich and increased numbers of poor people with few resources. This
is not a desirable scenario and can result in instability. The size and power of today’s
multinational corporations are immense. For instance, companies can pit one govern-
ment against another for strategic advantages. You can see the same strategy by country
group in trade blocs such as NAFTA (North American Free Trade Agreement), the EU
(European Union), and ASEAN (Association of Southeast Asian Nations). These trade
blocs give economic leverage to country groups and use the same economic principles as
multinationals. To understand the future global perspective, we next discuss the differ-
ence between rational and behavioral economics.

Rational economics is based on the assumption that people are predictable and will
maximize the utility of their choices relative to their needs and wants. For example, if
you are hungry and have $10 to spend, rational economics suggests you will spend the
money on food that satisfies your hunger needs and wants. However, people are not always
rational. No one wants to go to jail. Even those who stole millions admit the reward was
probably not worth the punishment. Yet this does not stop individuals from engaging in
crimes to secure short-term gains. Barry Minkow, former pastor, businessman, and fraud
investigator, pleaded guilty to securities fraud as a result of manipulating the stock of
Lennar Corp. Minkow already served seven years in prison after being convicted in 1988
of operating a Ponzi scheme through his business.?? He clearly did not act in a rational
manner when he decided to commit another instance of securities fraud.

The second assumption is that people act independently on the basis of full and
relevant information. Normally, we might assume that a criminal did not have full or
relevant information concerning his/her actions. However, Minkow already experienced
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caught. His example illustrates that some individuals willactirrationally even when they
have a clear idea of the consequences of their actions. There are many individuals and
arganizations willing to take risks to achieve their objectives. This high-risk approach
afen results in manipulation and misconduct,

Sefavioral econonics assumes humans act irrationally because of genetics, emo-
tions,learned behavior, and heuristics, or rules of thumb. Heuristics re based upon past
experiences and do not always yield the most rational response. Behavioral economics
assumes economic decisions are influenced by human behavior. Figure 10-2 depicts
where countries may be in the process of developing economic philosophies, and helps
tounderstand where they may want to go. China, Sweden, and the former Soviet Union
arein the lower left quadrant, representing socialism as a saciety with behavioral eco-
aomics s the vehicle to happiness. As we mentioned, each of these country’s definitions
ofhappiness is derived from social democratic goals. They are behavioral because they
helieve very little in laissez-faire. The dates presented are important, because they show
countries can change their positions over time. In the upper right quadrant, the graphic
shaws how certain countries’ economies define happiness and the government’ role.
finally in the upper left quadrant are the United States and (again) Sweden, representing
Sweden's shift o capitalism and more lissez-faire cconomics, and the United States’shift
taaless laissez-faire economy:

“The conflict between capitalism and socialism stems partly from the Cold War.
Many in the United States perceive socialism as Marxisms it is not. Outside the United
Suates, socialism is often perceived as group-oriented as it relates to social problems.
Socialism argues for the good of the community, with government helping people

FIGURE 10-2 The Economic Capitalism Country Differential
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through manipulation of the economy. The American form of capitalism is grounded

in individualism, where government is perceived as a hindrance in the pursuit of
happiness

“Today, captalism is one of the United States' many cultural exports. But while the
United States practices one kind of capitalism, there are many other forms. The success of
the US. model of capitalism during the 1990 and 2000s led many businesses and coun-
tries to champion it as the premier economic model. However, the last recession, combined
with the collapse of some of the world's largest financial firms, dampened global enthu-
siasm for this model. I islkely that in the future, more attention will be directed toward
other forms of capitalism 2

Sweden was one of the poorest countries in Western Europe in the 1880s. During
the 1890s, it became more workerfriendly. From 1918 to 1970, Swedens standard ofiv-
ing rose faster than most countries.** After 1970 the country changed worker polices fo

become more corporate friendly and continues to enjoy one of the highest standards of
living in the world

India and China have introduced the free market into their systems, although their
models are different. China’s large communist government blurs the lines between
organizations, businesses, and government because organizations must comply with
government mandates. India, on the other hand, is democratic with a lively civi society
that is often empowered to stand up against the government and capitalism. These
two countries represent about one-third of the world's population and are considered
rising powers—yet their forms of capitalism are radicall dissimilar. China's government
involvement in business, combined with the rapid growth of its economy, may cause us
10 question the notion that large governments stand in the way of business success—
in fact, the government often appears to be the premier entrepreneur In 2010 China
superseded Japan to become the world's second largest economy.2* More recently the
Chinese government began planning for private businesses and open markets to playa
larger role in it economy: As the Chinese economy slovwed in 2013, Chinese leaders ¥t
reducing the states role in economic matters would improve creativity, entrepreneur-
ship, and growth.”

s capitalism with minimal government interaction and the free flow of goods and
services across national boundaries best? Or should governments be more protectonistin
giving local businesses the upper hand? Economists are sl searching for the answer. On
the one hand, corporations can create competitive barriers via government lgislaton o
by collusion to form oligopolies for managed competition. The argument is tha without
‘government intervention, local businesses could decline. On the other hand, certin forms
of capitalism argue that the corporation should pay shareholders as much as possile nd
other stakeholders are of secondary importance.

Despite these differing viewpoints there is a general consensus amongst expers
academics, and businesspeople that corporations operating with social responsiily
in mind must take into account the norms and mores of the societies in which th
operate. Corporations take varying views of corporate social responsibility (CSR).*
A broad view includes thinking about the consequences of their actions on a wide
range of stakeholders and using the corporation as a tool for public policy, while s

narrow view involves, for example, only looking at the number of jobs created. These
are ethical questions businesses and governments need to address as they operate on
a globalized scale. There is no agreement that one form of free-market system is more
ethical than others. Ethical business systems are not restricted to capitalist models
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socialist countries also develop ethical businesses. Countries, institutions, social sys-
ems, technology, and other cultural factors have a major effect on organizational
ethics. To understand global ethics, we examine ethical dimensions surrounding mul

tinational firms.

MULTINATIONAL CORPORATIO

{inational corporations (MNCs) are public companies that operate on a global scale
Jithout significant ties to any one nation or region. MNCs represent the highest level of
national business commitment and are characterized by a global strategy focusing on
sportunities throughout the world. Examples of UsS.-based multinational corporations

ude Nike, Monsanto, and Cisco Systems. Some of these firms have grown so large that
s generate higher revenues than the gross domestic product (GDP)—the sum of allthe
.« produced in a country during one year—of some of the countries where

and servi
 do business, as shown in Table 10-1.
Based on revenues versus GDP, Royal Dutch Shell is greater than the economies of

<ce, Denmark, Taiwan, Argentina, and Iran. Because of their size and financial power,
are the subject of much ethical debate, and their impact on countries where they
Lsiness i controversial. Both American and European labor unions argue it is unfair
\INC to transfer jobs overseas where wage rates are lower. Other critics charge that
sationals use labor-saving devices that increase unemployment in countries where
anufacture. MNCs have been accused of increasing the gap between rich and poor

“LE 10-1 A Comparison Between Countries and Corporations Based on Gross Domestic

s and Revenues
484,489.0

es 15650000 Royal Dutch Shell

12,380,000 Exxon Mobil 452926
5,984,000 Walmart 446,950
ermany 3,367,000 BP 386,463
h 1,947,000 Sinopec Group. 375,214
483800 China National 352,338
pr Petroleum
eing az
e 0 State Grid 259,142
Y 474, )
Bere e 2’2;’ Chevron 245,621
- 255'000 ConacoPhillips 237,272
N il Toyota Motor 235,364

T ——
B 98 bt comparsanof 45 GOP compore o otver

OO ” MMy, it e
o e
e I e 2195
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1able them to control money, supplies, employment, and even the economic well-being
[ less-developed countries. For example, IKEA, the Swedish furniture company, dealt
ith the consequences of questionable labor practices that occurred over 30 years ago
1 Germany. The allegation is that under the Communist regime, East German political
risoners were forced to produce various parts of furniture for the company. If the inmates
id not meet the given expectations of production, they were severely punished. IKEA has
losely monitored its supply chain since 2000 to ensure forced labor is not a part of the
roduction process. However, these claims from the past have shown that top manage-
nent knew about the forced labor and did little to deal with the issue. Some praise IKEA
or taking responsibility for the company’s past actions, but others see it as a blight on the
‘ompany’s reputation.>’

Critics believe the size and power of MNCs create ethical issues involving the exploi-
ation of both natural and human resources. One question is whether MNCs should be
able to pay a low price for the right to remove minerals, timber, oil, and other natural
resources, and then sell products made from those resources for a much higher price.
In many instances, only a fraction of the ultimate sale price of such resources comes back
to benefit the country of origin. This complaint led many oil-producing countries to form
the Organization of Petroleum Exporting Countries (OPEC) in the 1960s to gain control
over the revenues from oil produced in those lands.

Critics also accuse MNCs of exploiting the labor markets of host countries. As noted
earlier, MNCs have been accused of paying inadequate wages. Sometimes MNCs pay
higher wages than local employers can afford to match; then local businesses complain
the most productive and skilled workers go to work for multinationals. Measures have
been taken to curtail such practices. For example, host governments levy import taxes
that increase the prices MNCs charge for their products and reduce their profits. Import
taxes are meant to favor local industry as supply sources for an MNC operating in the
host country. If a tax raises the MNC’s costs, it might lead the MNC to charge higher
prices or accept lower profits, but such effects are not the fundamental goal of the law.
Host governments have also imposed export taxes on MNC:s to force them to share more
of their profits.

The activities of MNCs also raise issues of unfair competition. Because of their diver-
sified nature, MNCs can borrow money from local capital markets in much higher volume
than smaller local firms. MNCs have also been accused of failing to carry an appropriate
share of the cost of social development. They frequently apply advanced, high-productivity
technologies that local companies cannot afford or implement because they lack qualified
workers. The MNCs thus become more productive and can afford to pay higher wages to
workers. Because of their technology, however, they require fewer employees than local
firms would hire to produce the same product. Additionally, given their economies of
scale, MNCs can also negotiate lower tax rates. By manipulating transfer payments among

their affiliates, they pay fewer taxes. All these advantages explain why some claim MNCs
combpete unfairlv.
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practice provides much-needed employment and keeps currency within the local econ-
omy. Therefore, they often choose to use lacal laborers instead of purchasing equipment
from foreign countries.

al conduct that grabs world headlines,

Although it is usually MNCs' unethical or
many MNCs strive to be good global citizens with strong ethical values. Texas Instru-

yents (T1) adopted a three-tiered global approach to ethical integrity that asks: “(1) Are
e complying with all legal requirements on a local level? (2) Are there business practices
1+ requirements at the local level that affect how we interact with co-workers in other parts
the world? (3) Do some of our practices need to be adapted based on the local laws
 customers of a specific locale? On what basis do we define the universal standards
apply to Tl employees everywhere?"™ One of the ways Texas Instruments puts this
oach into practice is specifying rules on excessive gift giving. Since what is considered
sive” varies depending on country, Texas Instruments adopted an approach that
gift-giving “in a way that exerts undue pressure to win business or implies a quid-

\fany companies, including Coca-Cola, DuPont, Hewlett-Packard, Levi Strauss &
 Walmart, endorse following responsible business practices abroad. These com-
support a globally based resource system called Business for Social Responsiility
45R tracks emerging issues and trends, provides information on corporate lead-

2d best practices, conducts educational workshops and training, and assists
Jtions in developing practical business ethics tools. It addresses issues such as

v investment, corporate social responsibility, the environment, governance,
biity. BSR also established formal partnerships with other organizations

n corporate responsibility in Brazil, Israel, the United Kingdom, Chile, and

1gh MNC are not inherently unethical, their size and power often seems threat-
cople and businesses in less-developed countries. The ethical problems MNCs
from the opposing viewpoints intrinsic to multicultural situations. Differences
perspectives may be as important as differences in economic interests. Because
and power, MNCs must take extra care to make ethical decisions that not
¢ their own objectives, but also benefit the countries where they manufacture
¢t their products. Even the most respected MNCs sometimes find themselves in
4 conflctand face liability as a result.

ic LS. model of the MNC is fading as developing countries such as China, India,
bl and South Korea form MNCs as alliances, joint ventures, and wholly owned
ssidiaries.”” The turn away from the American model does not mean less concern for
s and social responsibility. As corporations expand internationally, ethics and social
sponsibiity are important firm-specific capabilities that can be a resource and lend a
“mpany an advantage for growth and profit. The development of trust and corporate citi-
utipisanecessary capability, much like technology or marketing. A number of Chinese
Suesses have earned that long-term success cannot be achieved by selling products that
sl or of nferior quality: Ethical and responsible business conduct is a requirement
“tlongterm success in global business. With the increasing globalization of companies
Yiscome a growing intolerance toward opportunistic business activities driven by profit
ater acceptance for multinationals able to contribute toward economic and social
wement* s a resul, several global organizations have formed to support coopera-

U esponsile business practices.
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International Monetary Fund

The International Monetary Fund (IMF) originated from the Bretton Woods agreement of
July 1944 when a group of international leaders decided the primary responsibility for the
regulation of monetary relationships among national economies should rest in an interna-
tional body, the IME. The IMF makes short-term loans to member countries with deficits
and provides foreign currencies for its members. The IMF also provides information about
countries that might default on their debts. Member states provide resources to fund the
IMF through a system of quotas proportional to the size of their respective economies.
Member states also receive IMF voting power relative to these quota contributions. Under
this rule, the United States has just under one-fifth of the votes. The IMF has become the
international coordinator of regulatory policy for the world.

Although the IMF’s main function is to regulate monetary relationships between
national economies, the organization has taken steps to promote responsible global
business conduct. For instance, the IMF suggested governments adopt a “binding code of
conduct across nations” to determine the conditions necessary for interceding in troubled
firms, and how to share losses from financial institutions operating across multiple borders.
The IMF also recommended new regulations for large firms posing the biggest “systemic
risk”* The concept of risk and IMF bailouts took on significant importance during the last
global recession. Because of a massive amount of debt, the European countries of Greece,
Ireland, Portugal, and Spain required major bailout packages from the IME. These bailouts
caused a negative economic impact felt throughout the European Union.*

United Nations Global Compact

The United Nations (UN) was founded in 1945 by 51 nations. Its goals are to promote
worldwide peace, establish beneficial relationships between countries, and support the
creation of better standards and human rights on a global scale. Today, the UN includes
193 member states from across the world. Although the United Nations is generally
thought of as a peacekeeping organization, this coalition of diverse countries also focuses
extensively on sustainable development, human rights and gender equality, global environ-
mental issues, and more.” Another major concern for the UN is business developmen.
Recognizing that business is “a primary driver in globalization;” the UN views business asa
way to increase the economic outlook of countries, create equality with fair labor practices,
combat corruption, and promote environmental sustainability.* Conversely, unethical
businesses that go global to take advantage of favorable factors such as cheap labor could
have the opposite effect.

To support business as a driver for positive change, the UN created the United Nz
Global Compact, a set of 10 principles that promote human rights, sustainability, and the
eradication of corruption. Table 10-2 gives a brief description of these principles. Above
all, the UN hopes the Global Compact creates a collaborative arrangement among busi-
nesses, governments, nongovernmental organizations, societies, and the United Nations
to overcome challenges and advocate positive economic, social, and political change
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TABLE 10-2 United Nations Global Compact

Homan Rits

" Prncile 1. Businesses shoid support and resect the prtectn ofneratoaly
procaimed human rights, ang

+ Prciple 2 make sure 1t ey are ot complict i uan rghts abuses.

e 3. Busioesses should uphod e feedom of associalon and heefcthe
scgion of th (ght 0 colectve bargaining:
e & the cmiaton of a fors o rced an computcry bour
it 5 th fective abolfionof chid labour;and
i 6t cminalon of dhscAminaton n fespac of employmentand cccupaon

ent
<o 7. Businesss shoukd support a precaulonary appreach o envronments

8 ndetake ntates o promotegreatr envronmentl responsiiy: and
5 encourage he deselopmen and dfsion o envicnmentaly rendy

pes

Businesses should werk against corupton na s fors, nclucing extorion

mpact s voluntary for organizations. Those that oin are held accountable,
ved 1 annually post the organization's progess toward Global Compact goals
smitment o UN guiding principls. Global members are expected o cooper-
o social projects within developing nations where tey do businss. More
s particpae in the UN Gilobal Compact.*
sl busines ethis is essntial knowledge for companies, it s ritical knowl-
w5 students. The Association to Advance Collegiae Schools of Business
{csational, an organization that represents about 1,350 members,joined
4 g sch s he N Global Compact to inspie a set ofsix priniples for bus
il Theeprinciples all under he itle “Principles for Responsible Management
7 Thefirst principle encourages tudentsto become fture leaders in creating
ik vl for business,socety, and the global economy: Other principles include
ing ol social respansibility into curricul; reating educational materials
e responsbe leaders; and encouraging dialogue among educators, students,
ks ndtherstakeholders o adcres socia responsibility and sustainablt sses.
T rcipls for Responsible Management Education are powerfully influenced by the
sl development and corporate social responsibilty.

Warld Trade Organization (WTO)

b Ty Orpnizaton (WTO) was established in 1995 at the Uruguay round of
“5toof e Generl Agtement on Tariffs and Trade (GAT'). Today the WTO has
“caber adobsever ntions. On behalf of its membership, the WTO administers
e greements, fcltes trade negotiatons, setles trade disputes, and moni-

Y5l gl of member natons. The WTO adresses economic and sacial issues

Ny e






[image: image16.jpg]involving agriculture, textiles and clothing, banking, telecommunications, government
purchases, industrial standards, food sanitation regulations, services, and intellectual
property. It also provides legally binding ground rules for international commerce and
trade policy. The organization attempts to reduce barriers to trade between and within
nations and settle trade disputes. For instance, the WTO often rules on situations involv-

ing allegations of dumping. Dumping is the practice of charging high prices for products in
domestic markets while selling the same products in foreign markets at low prices, often at
below cost. It places local firms at a disadvantage and is therefore illegal in many countries.
Two U.S. honey processors were fined after they allegedly imported Chinese sweeteners to
avoid antidumping duties. One of the major reasons provided for fining the firms was the
fact that the scheme placed legitimate importers and other firms in the honey industry at
a disadvantage.*

Not all countries agree with the WTO’s particular stance on free trade. In the past,
import tariffs increased on Asian plastic bags in Europe; oil in South Korea; Chinese steel
pipes in the United States; and all imports in Ukraine. According to the WTO, shoes, cars,
and steel are among the goods most vulnerable to protectionism, or trade restrictions among
countries.** During global downturns, countries tend to restrict trading. However, many
firms find ways to get around tariffs. If a company wants instant free trade access to the
United States, for instance, it can manufacture in Israel. If the company wants free trade
access for low-tech products to the EU, the company can manufacture in the African country
of Senegal because of its free trade agreement with France. Companies with the right knowl-

edge can find a number of ways to bypasses tariffs, particularly as trading blocs such as the
EU continue to grow.*!

GLOBAL ETHICS ISSUES

In this section we focus on issues that have a dramatic impact on global business, includ-
ing global ethical risks, bribery, antitrust activities, Internet security, and privacy. We also
discuss fundamental rights such as human rights, health care, labor, and compensation, as
well as the issue of consumerism. Bribery and antitrust issues are among the most targeted
areas of concern for governments worldwide. Human and labor rights are some of the more
commonly abused in global business environments.

Global Ethical Risks

Although globalization has many benefits, it is not without risks. Risk creates ethical issues
for global companies to manage. The organization known as the Eurasia Group recently
identified 10 key areas of international risk. Many of these risks require organizations

conducting business globally to make ethical business decisions. Some of these risks are
described below.

«  Emerging markets offer many opportunities for investors but are not without signifi-
cant risks. Political instability, imbalances in power, social discontent, and faltering
economies represent major risks for foreign investment

Chinese leadership has been encouraging more nationalism, which could threaten
relationships other countries, particularly the United States and countries in South
east Asia. Tension between China and Japan appears to be rising; attacks on Japanese
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businesses in several Chipese cities demonstrates this heightened conflict. Additionally,
1he growing influence of the Internet and the proliferation of information available to
citizens could potentially lead to more crackdowns or attempts at censorship.

The economic outlook for many countries in the Euro zone continues to remain weak.
olicies for financial reform have been recommended, opposition is likely to be

While p

fierce."”

Corporations worldwide l\:.ave become more glob?l in their compliance actions.
[able 10-3 represents a compilation of important cafnpllance issues of global companies
i the United States and in the European Union. Global competition laws, anti-
e requirements,ethics and values, and export controls are considered more rel-

1t by the EU than onfidentiality, records management, and labor and employment

- Ihese differences give us clues as to the types of laws governments will formulate

he future.
Bribery

. 1 is a difficult topic because its acceptance varies from country to country. While

e ainesses i illegal in countres such as the United State, it i an

£ 10-3 Global Business Ethics and Legal Issues

Code of Conduct
U.S. Antitrust

Mutual Respect
U.S. Foreign Corrupt Practices Act (FCPA)

Conflicts of Interest and Gifts

B iy o

Proper Use of Computers

Insider Trading

Financial Integrity

= Confidentiality

“‘ Records Management
Labor and Employment Law

2
8 Intellectual Property
2 Global Competition Law
lo Global Anti-bribery Requirements
1 Ethics and Values
12 Export Controls

75 ofGlotal Companes,”
bl Companses,” bt/ 2 com (accessed May 16, 2013)
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accepted way of doing business in other countries. It is not unusual for managers in BRIC
countries (Brazil, Russia, India, and China) to offer favors in order to attain business
goals. Because these “favors” are of minimal value and are not considered to be bribery
within these countries, their use is generally considered to be ethical in these cultures.*
Today, most developed countries recognize that bribery is not a responsible or fair way
of conducting business because of the potential to damage consumers and competition.
However, companies must determine what constitutes a bribe. In Japan it is considered
courteous to present a small gift before doing business. Are such gifts bribes or merely
acts of gratitude? Without clear guidelines, the topic of bribery remains ambiguous
enough for misconduct to occur. For this reason, both the United States and the United
Kingdom passed regulations defining bribery and set legal precedents for businesses that
encounter these situations.

U.S. FOREIGN CORRUPT PRACTICES ACT (FCPA) The U.S. Foreign Corrupt Prac-
tices Act (FCPA) prohibits American companies from making payments to foreign
officials for the purpose of obtaining or retaining business. In 1988 Congress became con-
cerned that American companies operated at a disadvantage compared to foreign compa-
nies whose governments allowed bribes. In 1998 the United States and 33 other countries
signed an agreement intended to combat the practice of bribing foreign public officials in
international business transactions, with an exception for payments made to facilitate or
expedite routine governmental actions (known as facilitation or “grease” payments). Pros-
ecution of bribery has increased, with the U.S. Justice Department making violations of the
FCPA a top priority.

Bribery has become a problem for some major corporations. IBM, Daimler AG,
and Monsanto were charged for violating the FCPA and paid heavy fines. Walmart is
under investigation for alleged bribes in Mexico. Although sometimes bribery is done
with the full compliance of top management, larger companies with multiple branches,
global operations, and many employees have a harder time detecting such misconduct.
The FCPA was modified recently and now provides a “best practices” guide for compa-
nies. The change was prompted by two major cases. RAE Systems Chinese joint ventures
paid about $400,000 to Chinese officials in exchange for contracts worth $3 million.
The company’s sales force used cash advances to fund the bribes. The SEC claimed RAE
lacked solid internal controls and failed to respond to red flags. The other case related
to the company Panalpina and also involved bribery.*” The resulting settlements led to
the creation of guidelines used by the U.S. Department of Justice and the Securities and
Exchange Commission in assessing FCPA compliance. The guidelines can be helpful to
ensure companies comply with the Foreign Corrupt Practices Act. These guidelines are
outlined in Table 10-4.

Violations of the act can result in individual fines of $100,000 and jail time. Penalties for
companies can reach into the millions.* Some FCPA violations are easier to detect than oth-
ers. Some of the riskiest practices include payment for airline tickets, hotel and meal expenses
of traveling foreign officials, the wiring of payments to accounts in offshore tax havens, and
the hiring of agents recommended by government officials to perform “consulting” ¢

vices.* Current enforcement agencies are targeting these third-party bribery payments.

U.K. BRIBERY ACT  Many nations, including China and European nations, ar¢ tak-
ing a tougher stance against bribery. The United Kingdom instituted perhaps the most
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TABLE 10-4 FCPA “Best Practices” for Compliance Guidelines
igs . The development of clear policies against FCPA violations zﬂf
i Support by senior management for the company’s compliance policy A
The development of standards and policies relating to the acceptance of gifts, hospitality, entertainment, %

~xpenses, customer travel, political contributions, charitable donations and sponsorships, facilitation payments,
<olicitation, and extortion

BEES

The development of compliance procedures that include risk assessment and internal controls
Annual reviews of compliance procedures and updates when needed
The development of appropriate financial and accounting procedures

"= implementation of policies to properly communicate procedures to directors, officers, employees, and other
soropriate stakeholders

sstablishment of a system that provides legal guidance to appropriate stakeholders
~slnary procedures for violations of anticorruption rules
~wercise of due diligence to ensure compliance with anticorruption policies
‘lusion of anticorruption provisions in agreements and contracts with suppliers, agents, and other partners »»s
~reviews of codes and procedures to ensure they measure up to FCPA regulations 1

=porting of violations to the SEC

e v

S Secunities and Exchange Commuission and Department of Justice Clarify ‘Best Practices’ for FCPA Compliance,” Mayer Brown, January 11, 2011

e anti-bribery legislation to date.>® The U.K's Bribery Act will likely cause com-

P ing business in the U.K. to dramatically change their compliance reports.
While the act overlaps with the U.S. Foreign Corrupt Practices Act, it takes further steps
¢ 5 bery. Under the law British residents and businesses, as well as foreign com-
Paics ok operations in the U.K., can be held liable for bribery, no matter where the

ofensc s committed or who in the company commits the act, even if the bribe itself
%00 L section with the U.K. Unlike under the FCPA, companies are not required [
O have explicit knowledge of a bribe to be held criminally liable.”' Additionally, the law !‘1
desifies bribes between private businesspeople as illegal. Initially, the law did not make |
Povisions allowing for “grease payments” to speed up services that otherwise would ”I
(Zdﬂaw_d, although this part of the law is being reconsidered. The law also requires
"Dorations 1o determine if their subsidiaries or joint-venture partners are involved in :
\:1;’\1:; a_r;y level”? The act increased the maximum jail time for bribery from seven k_
Vears,? !
°pe;l:§}-: &’ncon?p'assing‘ provisions against bribery createld concern fc3r busil?esses that
b wrilllﬂt:e bmt'ed ngdo.m. Some fear something as simple as tfiklng a client out to
e ac:Escofnsuier.ed a brll?e under UK. la‘aw. Hov'vever, UK. 91iﬁc1alS and lc?gal experts
Mgy lhemse(iv ofspntahty will not l?e con.tslde‘red illegal. Additionally, businesses can
thyy insge ¢s from heavy penalties by instituting an effective compliance program
€0t supports. Managers should set the correct tone at the top along with

e
meming
Proper reporti .. .
porting procedures, periodic reviews of the company’s code of
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conduct and compliance programs, risk assessments, and other policies discussed in this
book and outlined in the US. Federal Sentencing Guidelines.* Legal experts question if
the Serious Fraud Office in the UK. will choose to prosecute cases that deal with small
“grease” payments or prosecute cases that occur outside the United Kingdom 5

Antitrust Activity

Fair competition s viewed favorably in many countries, with the belief that compettion
yields the best products at the best prices. This basic concept of captalism has begun o
change, however. During the nineteenth and early twentieth centuries, US. corpor
began using what today would be considered anticompetitive practices, creating high
barriers of entry for competitors in an attempt to dominate markets. These practices ed
to higher prices and fewer options for consumers. In 1890 the United States passed the
Sherman Antitrust Act to prevent such anticompetitive behavior, Other countris have
similar laws, Issues of competition become more complicated when companies do bus:
ness in countries with differing laws. For instance, the EU'has stricter antitrust laws
than does the United States, making it harder for some MNCs to compete in Europe. EU
antitrust probes have been launched against Google, Microsoft, and IBM, among other
companies.

Because large MNC create economies of scale and barriers to entry, they tend to
reduce overall competition and can put smaller companies out of business. If these firms
remain unregulated, they could engage in a vertical systems approach to become monopo-
lies. A vertical ystem is created when a channel member (manufacturer, wholesaler,dis
tributor, or retaier) has control of the entire business system, via ownership or contac,
or through it purchasing ablity. Vertical systems create inertia, causing channel mer:
bers tostay with their various rtailers and distributors even though competitors may bare
better products and prices. Sometimes MNCs use their size to coerce other companics 0
do business exclusively with them. The EU charged Intel $1.45 billion for anticompet
tive behavior. Intel allegedly provided rebates to retailers if they bought only it computr
chips, as well as paying manufacturers for delaying or restricting the distribution ofpro¢
ucts from its main rival, Advanced Micro Devices (AMD).5

Internet Security and Privacy

‘Today's computer hackers can use tools like the Internet and computer viruses o comt
corporate espionage, launch cyber attacks against government infrastructures, and sl
confidential information.” Until recently, Internet security has not been a sigaifican
of business ethics. However, serious Internet crimes have brought thi isue o he i
lics attention. Computer hackers became particularly problematic in the United States
China. Several cyber ttacks i the United States have been traced back o s Chinese skt
group that accessed tillions of terabytes of highly sensitive information. Notanly ar ¢
attacks directed toward businesses and their trade secrets, but more alarmingly, the ¢
directed at the country’s pover grid systems, financial systems, and military nformiin
systems. The United States admits to cyber hacking as a form of nationa securi,ss e
China. However, one report suggests that a Chinese hacker group that stole Americe
trade secrets is linked with the Chinese armed forces. China vehemently denies thesc
claims. Because of the economic and national security threats, the United Staes considere
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implementing trade sanctions against China. This lluminates another complexiy between
perceptions of right and wrong between countris and cultures.*

Hacking, Trojan horses (devices that look desirable but steal information once
installed), and worms are not necessarily illegal in some countres. However, the global
community has begun to classify such practices as unethical, arguing they should become
illegal. Although companies develop software to track down viruses and mahware and
keep them from infecting computers, hackers constantlycreate new ways fo bypass fhese
systems. Many companies use questionable Internet practices that may not b ilegal but
could be construed as unethical. For instance, many websites insall cookics, or small den-
fifying strings of text, onto users' computers. This allows the website to dentify the user’s
computer when he or she revisits the site. These companies use cookies 3.2 way to tailor
their offerings to specific users. For example, Amazon.com uses cookics (o make product
recommendations to users, Despite the consumer convenience and competitiv advantages
of ookies, being able to identify users without their consent or direct knowledge creates

alssue: privacy.
While some Internet privacy violations, such as breaking info users accounts and
scaling their financial information are clarly uncthical, many other situations present
more challenging ethical issues. For instance, mobil advertising networks fce privacy
fsues for the way they display advertisements to mobile splicaion users. Businesss hire
 networks to post their advertisements on Internet pages and mobile sppications. The
usinesses buy a certain amount of space on the mobile or website page and do notalways
tow how the ad networks display their ads. The ad networks started using tracking

tethods within the mobile devices to determine the user’ location and preferences in
1der o display ads relevant o each individual. Appe, afer discovering their methods, has
sraibited ad ntsorks from using personal information for advertsing, The ad networks
s people are identifid by a random set of numbers that cannot b traced back o

syoncs personl identity, but others claim ths information i sored in specific profiles
st could eventually be traced o personal identifying characterstics. There is no curtent
Iegulation on this issue, but the Federal Trade Commission s invetigating the matter 1o
Getemine it s a violation of consumer privacy ™

‘Another ethical dilemma regarding privacy isthe use of personal information by com-
penis.Facebook, the most popular social networking ste worldwide, has been critcized
Jorlax privacy policies and making member nformation t00 public. Privacy has become
Such'a comcern that governments have begun considering new legisltion t regulate infor
mstion collection on the Internet. The United States government is debating whether to
gulte the Internet to limit the types ofinformation websites track
n countries such as Saudi Arabia and China, Internet privacy s not just  cor-

porat ssue. Governments take an active role n censoring citzens’ use of the Internet
Saudi Arabia nearly banned BlackBerry smartphones because Blackierrys use overseas
Touting, Overseas routing gives the government les control and Saudi Arabia feared it
ould llos third partes outside the country o gain acces 1o encrypted messaes. The
Soudigovernment also censors websites and provides users with online messages teling
e they have been denied acces t0.aparticulr site) The Chinese government rou-
el uses an Internet filtering system calld the “Great Firewall”to censor Internet stes.
Ioften does ot tell ts citizens when materials are censared. Instead, the filering looks
likea technical gitch. Networks such as YouTube and Facebook are blocked completely.
This makes i difficult for foreign businesses such as Google, which adheres to a “Donit
BeEil palicy,tojustify doing business with China. Google experienced repested clashes
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with the Chinese government over censorship, including accusations that the government
disrupted the company’s email services among its Chinese users.®? These scenarios demon-
strate the types of ethical issues companies encounter when conducting business globally.

Human Rights

The meaning of the term human rights is codified in a UN document, and is defined as
an inherent dignity with equal and inalienable rights and the foundation of freedom,
justice, and peace in the world. The concept of human rights is not new in business. It was
established decades ago, but few companies took it into consideration until recently.
Table 10-5 presents three articles from the UN Human Rights Declaration. Their imple-
mentation in the world of business has serious ethical ramifications. Article 18 concerns
freedom of religion. From a Western perspective this is straightforward. However, how
should firms respond to employees from countries where it is acceptable to have multiple
wives? Should they all be granted health insurance? In response to such challenges, Ford
Motor Co. started the Ford Interfaith Network to educate employees about different reli-
gions and foster respect for the beliefs of its diverse employees across the world.** On the
other hand, research on FTSE 100 firms demonstrates that while many large corporations
have basic human rights policies listed in their documents, including non-discrimination
and the right to join unions, other rights in the UN Human Rights Declaration such as
right to privacy, right to work, and equal pay are mentioned far less.**

Health Care

Another ethical issue gaining in importance is health care. Globally, a billion people lack
ccess to health care systems, and about 11 million children under the age of five die from
nalnutrition and preventable diseases each year.®® As a result, global concern about the
riorities of pharmaceutical companies is on the rise. This ethical dilemma involves profits
ersus health care. Those who believe pharmaceutical companies are inherently unethical
uggest the quest for profits led these companies to research drugs aimed at markets that
an afford luxuries, such as cures for baldness or impotence, rather than focusing on cures
or widespread deadly diseases like malaria, HIV, and AIDS.

Patents are another challenging issue. Since patents give pharmaceutical companies
clusive rights to their products for a certain period, the companies can charge higher
ices—prices those in emerging economies cannot often afford. In a major decision, the
dian supreme court ruled against a drug patent for Novartis for the cancer drug Glivec.

\BLE 10-5 Selected Articles from the UN Human Rights Declaration

rticle 18. Freedom of thought, conscience and religion ... either alone or‘ih‘ community ... in
ublic or private ... iy

rticle 23. The right to work ... to just and favorable conditions of work and to protection
sainst unemployment ... equal pay for equal work ... ensuring for himself and his family
) existence worthy of human dignity ... right to form and to join trade unions ...

ticle 25. Right to a standard of living adequate for the health and well-being ... Motherhood
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patent protection. The Indian supreme court disagreed, ruling thechanges were not cnough
o warrant a patent for something alrcady out on the market. While this ruling has msjor
mplications for lower-income people ability 0 aford the medicaion, Novarts clims
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ing n the country Pharmaceutical companies such as Novaris rgue that high prices
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ot be able to fus
et hen the e s ane of e ar desth, -
nesses must find ways to balance proftability
it human need.
A related issue affecting both developing
d developed countries i the aifordability of
it care. Rsing health care costs continue
pose  citcal hallenge, particalarly in the
sted Staes, where millions of people emain
nured Studies have revealed that the United
v spends more per capita on health care
Y ather industrialized counties—but without
e results or the investment. Pricesof health
products and procedures can vary greatly
1 the country” When health care becomes
oty usinesses tend to either drop health
packages offered to employees or down-
10 less expensive—and less inclusive—
ses.For instance, some unions, companies.
surers have begun dropping mental health
Jians due 0 alaw that states mental health
ofeeed, must be s “robust” as the ret of
scical benefits. Rather than offr the more
ntal health benefits, some companies
Jsing 0 drop them entirely
Iobal health care fraud is a serious eth-
e, cosing businesses and governments
25 and depriving individuals of funds
o citcal cae. One estimate places the
It o global health carefraudiat $260 illon
sl Fraud includes providing less medi-
e in packages for the same prie, filing false
Meciare claims, and providing kickbacks for
kil and fraud can be committed by individ-
il umpanis, doctors, and pharmacists. A jury
nicted the supervisor of mental health care
apiny Health Care Solutions Network with
sreheading a $63 million fraud that crossed
s e, The fraud took place i the form of
e statements to Medicare and Medicaid ™

—

o, Anather argument i that since other firms e allowed to
ot their products, pharmaceutical companies should be allawed the same privieges

s HealthCare a ight r a Priviege?

Tha Uniersal Decratinc Haman Rghts, adopted
by the Unlted Natins n 1948, proctams “everycre.
as th gt 103 standard o g adequat o he
ealih and we being o nesal o o' iy
Including 000, cloing. husing, 10 medea cre”
Ford werk and ealty Iing oes ot ssarebeing
Deairy Wi the igh cost fheathcar, many
cansumers cannt afod heit nsrance. The
USS. government s olawing ther industiazed
ations I adoptng univers Pesthcore

(it rgue i the ncidual’ responsiiy,
ot the governments, o ensure parsonsl heath.
Many healin problems, such as obesity and
dabelss,can fen be preventd by ndivat
chocsing v hestie Hestys. Ancter
concern invobes the costof it care. Cris
beliete niversal hesith nsuance il ncrease
costs because more people wil depend upon the
government o neathcare. This inturn gt
cause costs o b passed onlo the consaers and
prampt the goveniment o it cetain types o care.
Gusranieeing heath care for all may lead pecsle o
make riske decsions because they know f tey gt
ur, they ar guarantesd nealt care coverage

1. Because healt care protects ffe 1155
fundamentalright and snould therefore be
ensured by the federal government

2. Health care fs a prviege and shauld not be
provided by the government because of the high
costs invlved.





[image: image24.jpg]the lundamental issue leading some businesses into ethical and legal trouble around
the world is the question of whether health care is a right or a privilege. Many people in the
United States see health care as a privilege, not a right; thus, it is the responsibility of indi-
viduals to provide for themselves. People in other countries, such as Germany, consider
it a right. German employees have been guaranteed access to high-quality, comprehen-
sive health care since 18837 Many countries believe health care is important because
it increases productivity; therefore, governments should provide it. As health care costs

continue to increase, the burden for providing it falls on companies, countries, employees,
or all three.

Labor and the Right to Work

Another global issue businesses encounter is labor. Today, many people live and workin
a country other than their homeland. In the European Union, workers can carry ben-
efits across countries within the EU without any reductions or changes. Many workers
therefore ask the question, “Am I a multinational employee first and then a citizen ofa
country, or am I a citizen first and an employee second?” Because businesses must makea
profit, there are increasing occasions when nationality no longer is a deciding factor.
In business, we are becoming global citizens. As a result, firms need to understand that
certain employee issues, once country-specific, have become global.

One example of a global labor issue involves gender pay inequality. This debate has
spread throughout the globe, in both developing and industrialized countries. In the
European Union women are estimated to earn on average 16 percent less than their male
counterparts per hour.” Despite these disparities, equal pay is recognized as a fundamental
right by the UN Human Rights Declaration, and gender pay inequality is illegal in many
countries. Businesses, particularly multinationals, must consider this issue carefully. Failure
to do so could lead to lawsuits or reputational damages. Walmart spent years fightinga
class-action lawsuit from hundreds of female employees claiming they were discriminated
against in pay and promotions. Companies working to eliminate gender pay inequalites
within their organizations will be acting ethically and protecting themselves legally as well.

In addition to equal pay, Article 23 of the UN Human Rights Declaration discusses
the right to work and join trade unions. Within the European Union, trade unions are
accepted, but in many other countries, including Burma, North Korea, Cuba, and Iran,
trade unionists risk imprisonment. China and Syria allow only one trade union.” European
companies with employees in these countries face many ethically charged decisions. Trade
unions are an issue in the United States, too. McDonald’s and Walmart have discouraged
attempts to unionize in the United States, but they acquiesced to their workers in China
and allowed them to unionize. Both companies have unions in all of their Chinese facili-

ties, yet they continue to fight against unions in their home countries.™

Article 25 of the UN Human Rights Declaration mentions a standard of living and

special rights related to pregnancy. The United States lags behind other industrialized

nations in its treatment of pregnant women and new mothers. While other countries
allow female employees a specific amount of paid maternity leave, the United States guar
antees only 12 weeks of unpaid leave.’* Some countries have argued for allowing mento
take off the same amount of leave (either paid or unpaid). This debate never takes placein
Sweden because Swedish parents get 480 paid days off that can be split between parentst
100 percent pay.”®
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Compensation

The last global recession set off a spark prompting employees worldwide to question their
compensation relative to those of others. Employees, particularly those in places with-
out strong employee protections, began questioning why high-level executives get so
many benefits while their incomes have stayed the same or fallen. These questions high-
light two wage issues having a profound effect on business: the living wage and executive

compensation.

LIVING WAGE A living wage refers to the minimum wage workers require to meet
basic needs. Many countries have passed minimum wage laws to provide employees with
+living wage (whether the “minimum wage” is actually enough to meet a worker's basic
ceds is highly debatable). These laws vary from country to country. While the United

tates has a federal minimum wage law of $7.25 per hour, Australia’s minimum wage is
15,37 per hour, while the United Kingdom's minimum wage equals $9.57 per hour for
kers 21 or older.”” Regions within these countries may adopt higher regional minimum
¢ laws to account for higher costs of living. The issue of a living wage is a controver-
1 topic for MNCs. Because laws of industrialized countries dictate employers must pay a
imum wage, some MNCs choose to outsource their labor to other countries where no
imum wage exists. While not necessarily unethical in and of itself, this practice becomes
snificant ethical dilemma when the public perceives the organization as paying foreign
ers unfair wages. The problem multinationals face is finding a solution that balances
sterests of the company as a whole with those of its employees and other interested
olders. Nike continues to be criticized for the wages paid to factory workers in other
ties. While Nike claims it pays workers in these countries higher than the mandated
mum wage laws of the country, critics point out the amount is not suitable to cover
« expenses of workers or their families. Nike contends that a “fair” wage is hard to
ine when dealing with other countries, a statement with which many multinationals
likely agree.”® However, the concept of a living wage is a challenge companies must
wledge if they hope to successfully do business in the global environment.

UTIVE COMPENSATION  The issue of executive pay came to the forefront during
s global recession. In the United States the government felt it necessary to bail
+ms that would go bankrupt otherwise. However, when companies that received
tupayer money such as American International Group and Merrill Lynch subsequently
paid their executives millions in compensation, the public was outraged. These types of
incidents led to a global demand for better alignment between managerial performance

o

and compensation.
The Swiss government, after bailing out several organizations, recently passed a refer-

endum called “say-on-pay” that requires a yearly shareholder vote determining executive

pay” Another referendum called “1:12 Initiative for Fair Pay.” which limits executive pay to

nmomore than twelve times the company’s lowest paid employee, is receiving Swiss support

andis expected to pass into law. This kind of mentality on executive pay, often called “share-
older activism,” is spreading to American companies as well.* Meanwhile, the Chinese
government ruled the disparity between the country’s executives and its workers was too
g I therefore cut the salaries of top executives at state-owned banks and insurers.5' The
9 between executive and worker compensation willlikely remain a major business ethics
e until stakeholders are satisfied that executives earn their compensation.

.
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Consumerism

Consumerism is the belief that the interests of consumers, rather than those of producers,
should dictate the economic structure of a society. It refers to the theory that consumption
of goods at an ever-increasing rate is economically desirable, and equates personal happi-
ness with the purchase and consumption of material possessions. However, over the past
50 years consumption placed significant strains on the environment. Many scientists argue
that human factors (such as the increase in fossil fuel emissions from industrialization and
development and deforestation), have caused global warming. Many countries contend
that consumer choices are moral choices, that choosing a high rate of consumption affects
vulnerable groups such as the poor, and the world will be less habitable if people refuse to
change their behaviors %

As nations increase their wealth, consumers increase their quality of living with luxury
items and technological innovations that improve the comfort, convenience, and efficiency
of their lives. Such consumption beyond basic needs is not necessarily a bad thing; how-
ever, as more people engage in this type of behavior, waste and pollution increase. Some
important issues must be addressed in relation to consumerism. For example:

«  Whatare the impacts of production on the environment, society, and individuals?

« What are the impacts of certain forms of consumption on the environment, society,
and individuals?

+ Who influences consumption, and how and why are goods and services produced?

«  What goods are necessities, and what are luxuries?

+ How much of what we consume is influenced by corporations rather than by our
needs?

«  Whatis the impact on poorer nations of the consumption patterns of wealthier nations?™

China’s rise to dominance in manufacturing and world trade caused it to outpace the
United States as a consumer. It now leads the United States in consumption of basic goods
such as grain, meat, coal, and steel. China also surpassed the United States in greenhouse
gas emissions. Some fear China’s newfound consumerism will drive up global prices for
goods, as well as speed up global warming, even as other nations take measures to stop it
Chinese consumers are pushing for more cars, appliances, and technology like never
before. With 1.3 billion consumers, this causes a major strain on the environment. China
has taken steps to curb its negative environmental impact, such as becoming the largest
investor in wind turbines in the world. Unfortunately, most of Chinals energy needs are stll
produced by fossil fuels that cause its carbon dioxide emissions to increase.*!

India, with its 1.1 billion people, is following China and the West on the consumer
ist path. India has the world’s fastest-growing information technology market, creating
skilled, high-wage jobs for software engineers, business process experts, and call-center
workers. The country is well-situated to weather global recessions because much of the
country’s demand for goods is domestic. India has the second-largest domestic market
for goods in the world.* While this demand has fueled growth, it has also led to an enor

mous increase in greenhouse gas emissions. India is now the third largest emitter of
greenhouse gases.*
The ethics of these consumerism issues are many. Large emerging economies are
the proﬁt-maldng centers of the future. Most in business understand it is in the best inter-
ests of the firm that consumer needs and desires are never completely or permanently
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fulfilled, so consumers can repeat the consumption process and buy more products. For
example, made-to-breat, or planned obsolescence, products are better for business since
they keep consumers returning to buy more. It also is profitable to make products part of
s continuously changing fashion market, Thus, items stil in good condition and that last
for many yearsare deemed in need of constant replacement to keep up with fashion trends.
In this way, steady profits are assured—as well as waste. The top 20 percent of consumers
1 the highest-income countries comprise 86 percent of global consumption expenditures,
whereas the poorest 20 percent comprise 1.3 percent of consumption expenditures. The
ichest 20 percent also consume 58 percent of the total energy used on the planet
One ethical question being asked by more people and countries is, “Does consumer-
s lead to happiness?” Consumer detractors are gaining ground globally, and the United
tess their example of non-sustainable consumption. They note that while the United
Sutes comprises 4.6 percent of the world's population, it consumes 33 percent of the
\ds resources. The world's poorest 2.3 billion people consume 3 percent of the worlds
<es. The average American generates twice as much waste per person per year as the

e European.™
hese consumption statistis point to a different liestyle for the future, and global

<swill drive it. The moral conflict between countries,especially between the United
< and the developing world, will increase, with corresponding ethical challenges for
5. The future may be one filled with international violence, to which business must
d.or it may be characterized by a lfestyl that global business creates and markets to

ind global war. I is up to you and others to decide.

E IMPORTANCE OF
IFHICAL DECISION MAKING
GLOBAL BUSINESS

cision making is essential if a company is to operate successfully within a
iness context. Without a clear understanding of the complexities of global eth-
sis will face a variety of legal and political snares that could result in disaster:
{ant t0 ealize that many of the same issues we discussed in this chapter can be
domestic markets as well. Internet seurity; for instance, can be just as much of
jssue domestically as it s in companies operating internationally. As such, busi
Jidincorporate both global and domestic ethical ssues into their risk manage-

mpanies looking to expand globally, the multitude of ethical ssues to consider

Guunting. Many companies choose to adopt global business codes of ethics to pro-
lines for their international operations. To this end, several organizations created

s and social responsibiliy frameworks businesses can adopt in formulating their own

gt ahics codes. The International Organization for Standardization has developed SO

00114150 14000, among other guidelines, to address issues such as ethics, sustainabil-
iy andsacal responsibility. Another set of global principles were developed by Reverend
Less Sulvan s a way to rise above the discrimination and struggles in post-apartheid
St Afic Reverend Sullivan worked with the UN Secretary General to revise the prin-
ks 10 mee global needs. Since then, both large and small companies have agreed to
by the Global Sullivan Principles that encourage social responsibility throughout the
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world. The Global Sullivan Principles, the UN Global Compact, the UN Human Rights
Declaration, as well s others promote foundational principles of conduct for global
businesses. Table 10-6 provides  synthesis of typical foundational statements.

For multinational corporations, risk management and global ethics are 5o inte
geal to the stability of their overseas operations that they have created special officrs o

TABLE 10-6 Global Princples fo Ethical Business Conduct

Global principles e ntegnty stataments abot foundational bellefs that shoud remain corst
as businesses operae gabally, These principles address ssues such as accountabiiy

franspatency, trus,natural enironmen, afey,reatment of employees, human ights, y
impoance ropertyrghs, and adherng 1o allga requirements. Th prinises are sl
tofocus o areasthat may prsen chalenges o the ethical conduct of giobal business. |

1. Redquire accountability and ransparency in allrelationships. Accountabilty equres
accuate reporing 1 sakehoiders, and ransparency requires openness and trihfulness
3l transactions and operalions.

2. Comply wth the spiitand intent o al laws. Laws, standards, and regulations mustbe |
respected nal couniies a5 well a5 gobal conventions and agreements derloped amcng. |
nators.

3. Build trust in il stakeholder relationships through a commitment to ethical conduct,
Trustis requied o buid the foundation or igh integrty reationships. This reguies
organzational members to avoid maor interationalrisks such s bribery and conficsof
Intrest. Law supporting ths priociple include the U.S. Foreign Corrupt Practices Ac, he
UK. Aoy Act, OECO Convention, and UN Corvention Against Corruiin,

4 Be mindful and responsibl inrelating to communities where there are operatons. T
communites where businesses operae should be supported and improved a much 5
possile 1 beneft employees, supplirs,customers, and the comimuniy overal |

5. Engage i sustinable practces to protect e natural environment, This recures e
prtectin of the long term welbeing of the natural enironment inclucing all bokges
enttes 3 welasthe interaction among nature, individuals, organizations, and busness
stteges.

6. Provide equal opportunity, safety, and far compensation for employees. €1 <
shoud b teated firy,not expofed or taken acantage of, especialy i developig
‘countres. Laws supporing tis principle include equal opportuny egilaion hrus's
theword

7. Provide safe products and create value for customers. Product saely < 4 o e
varous governiments and logal ystems sometimes provide oppartunite for s o<
connerson safety, Al products should provde thir represenied value and perlice.

8 Respect human rights as defned in the UN Global Compact. Humar (g o 1551
concem ofthe UN Global Compact and most oher tespected principles saerents o
international business

. Supportthe economic viabilty of al stakeholders. Econoric by supports ol
partcipants i business operations. Concerns such as ar trade and sayment of 2 g
‘wage are embecided n ths pincipl.

10. Respect theproperty f others. Respec o properly and hose who own 82 i
concept tht . il oundation o the operaton of econoic yslms PEpry
includs physcal sses a5 well a he polction of electua proparb.






[image: image29.jpg]committees to oversee global compliance issues. Walmart created a global ethics othice
to communicate company values and encourage ethical decision making throughout its
global stores.* General Motors’ Board Audit Committee created the Global Ethics and
Compliance Department after revisions were implemented to the U.S. Federal Sentencing
Guidelines. GM not only wanted to comply with these guidelines, it also wanted to create
acentralized system of compliance that would be used at all GM locations worldwide.”

I'he successful implementation of a global ethics program requires more than just
aglobal ethics committee. It also requires extensive training for employees. As this chap-
ter demonstrated, various differences exist between cultures and businesses from different
Employees of global companies should be trained to understand and respect these
s, particularly those employees directly involved in global operations. Ford Motor
online global ethics training program for employees available in 13 languages.
The company also offers hotlines for employees in 24 countries and trains its Office of the
General Counsel how to handle global complaints.” Codes of global ethical conduct, global
ethics training, and global channels for employees to communicate misconduct are impor-
tant mechanisms in creating a culture of globalized ethical decision making.

A global firm cannot succeed simply by applying its domestic ethical programs
to other global environments. Although ethical issues such as honesty and integrity are
common to most countries, differences in laws, political systems, and cultures require a
more targeted approach to ethical decision making. Global ethics is not a “one size fits all”
concept. With that said, it is important for companies to act with integrity even if they are
doing business in a country with lax laws on certain ethical subjects. Those companies who
incorporate globalized ethical decision making throughout their international operations
not only enhance their reputations, but also demonstrate a respect for their employees and
cultures—as well as avoid the costly litigation that often accompanies misconduct.

In this chapter we tried to sensitize you to the important topic of ethical decision mak-
ing in an international context. We began by looking at values and culture. A country’s
values are influenced by ethnic groups, social organizations, and other cultural aspects.
Hofstede identified four cultural dimensions that can have a profound impact on the busi-
ness environment: individualism/collectivism, power distance, uncertainty avoidance, and
masculinity/femininity. The self-reference criterion is the unconscious reference to one’s
own cultural values, experiences, and knowledge and is a common stumbling block for
organizations. Another approach organizations tend to take is that of cultural relativism, or
the idea that morality varies from one culture to another and business practices are defined
asright or wrong differently.

Risk compartmentalization is an important ethical issue and occurs when various
profit centers within corporations become unaware of the overall consequences of their
actions on the firm as a whole. The last financial meltdown was in part the result of risk
compartmentalization. Understanding rational economics and systems is an important
foundation for understanding business ethics. Rational economics assumes people make
decisions rationally based upon utility, value, profit maximization, and relevant informa-
tion. Capitalism bases its models on these assumptions. Behavioral economics, by con-
trast, argues that humans may not act in a rational way as a result of genetics, learned
behavior. emotions. framine. and heuristics. or rules of thumb. Social democracy. a form of






[image: image30.jpg]socialism, allows private ownership of property and features a large government equipped
0 offer servicessuch as education and health care (o it citizens. Sweden, Denmark.and
Finland are social democracies

Multinational corporations are public companies that operatc on a global scale
without significant ties to any one nation or region. MNCs contributcd 10 the growth of
global economies but are by no means immune o critcism. The International Monetary
Fund makes shart-term loans to member countries that have deficits 1nd provides forign
currenciesfor it members. The UN Global Compactisa vt of 10 principles that promote
buman rights, sustainability, and the eradication of <o <upion, while the World Trade
Organization administers ts own trade agreements. icltats trade negotiations,setles
trade disputes, and monitors he trade policies of s nations.

There are severa citcal ethis ssues thal ol businesses
rsks create ethical issuesfor gobal companic-
prompting legislation such as the LS. For 1 or1pt Prac
ery Act. Antitrust actviiesare llegal - 111+ ndustral

‘major ethical sue,
et and the UK. Brib-
untries and are pursued

exen more ardently in the European |+ 1.1 1 theUed States. Iternet security s
an ethical isue, and hackingand pr .+ +1¢1ms afglon the rise. The United Nations
Codified human rights 3¢ a fanction 1111t human digaity and includes equal and
inalicnable rights such s the found. 1 ireedom, justice, and peace in the world

Healthcare and Tahor s st mporta ¢ icl isues but end to vary by country. Wage
ssues such as  ving wage and exccuve sompensation are controversal topicsthataffect
avarity of lobal sakeholders, Consumerism i the belie hat the interets of consumers
Should dicat he economic srucure of asocety,athr than the intrests of producersi
vefes o the theory that n ncreasing consumption of goods s economicaly desrablend
equates personal happiness with the purchase and consumpion of material possessons
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 graduating from college and working a few
rs at a small technology firm, Preet scored
igh-level job in the logistics department at
ex Corporation, Amex sells high-quality elec-
nic products that are extremely popular among.
hnical savvy young adults. Part of Preet’s job
olves working with a team to oversee Amex’s
ntractors in China. Amex contracts with facto-
s across Asia 10 build components for the com-
ny's electronics. Preet’s team was to ensure the

ipments were as orderly as possible. Preet’s team
Jd innovative people, and they performed so well
¢ company began giving them more responsibil-
v including solving major challenges that arouse

ithin the factaries.

One day Preet was to visit the factory in the
handong province of China. Shipments were fall-
ngbehind schedule, and there seemed to be more
cidents occurring there. Preet was to observe the
ictory and meet with management to determine
where the problems occurred. Preet looked for-
ward to her first trip to China and to actually visit
afactory to learn more about the manufacturing
process.

When Preet arrived at the airport, the man-
agers of the factory greeted her and showed her
around. When she got to the factory, all of the
employees were hard at work. One group of work-
erscleaned the components using special chemi-
als. Preet noticed they did not wear protective
face masks, even though she knew the chemicals
could be harmful if inhaled. When Preet asked
about this, she was told that face masks were rec-
ommended but not required because the chances
afgetting sick from the chemicals were low,

As Preet spent time at the factory, she noticed
more things wrong, She discovered employees, on
average, worked at least 12 hours per day, som
times with no breaks. She knew company pol
mandated an cight-hour work day. Sometimes
employees would put in as much as 18-hour shits.
Preet spoke with one of the employees who told
her on condition of anonymity that they were
denied sick leave. Any perceived idleness on the
employee's part resulted in reduced pay. He also

informed her there had been several suicides at the
plant from overworked employees. When Preet
asked the supervisor why the factory did not hire
more workers, he replied they did not have the
money.

When Preet returned to the United States,
she wrote a list of recommendations for improv-
ing the factory. Later that month, her team met
‘with the company’s top managers in the logistics
department. They expressed concern about Preet’s
findings but offered no recommendations for how
to fix them. Afterward, Preet complained to mem-
bers on her team.

“Of course they aren't going to do anything,”
said Jim, who had been working in the logis-
tics department for 12 years. “Why should they?
As long as the company gets their shipments, they
aren't going to disrupt the process by requiring
major changes”

Dawn, who had only been working for six
months, chimed in. “But Jim, they have to do
something. From what Preet said, the workers
‘have terrible working conditions”

Jim sighed. “Dawn, you haven't been in this
business long enough to see how things work. The
factory in Shandong really isn't that bad compared
to many other factories in China. It’s not unusual
for factory workers to work longer hours. Besides,
you might think the employees there don't make
much for the amount that they work, but it’s a lot
better than what people get in other factories. For
better pay people are willing to work in less than
ideal conditions”

Preet spoke up. “Just because that’s normal in
the culture doesnit necessarily make it right. Many
of these problems could be avoided if the factory
ensured their workers wore appropriate safety gear
and hired more employees”

“The factory probably can't hire more work-
ers Jim said. “Where are they going to get the

money?”
“Well, maybe Amex should begin paying
them more.” Dawn replied. “That would trans-

late into higher wages and the ability to hire more
staff?”
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Jared worked for Darwin Chemical Company (DCC)
for four years. DCC is a multinational corporation with
<ubsidiaries in eight countries. About six months ago
Jared was offered a job as a plant manager for its
Chinese subsidiary.

We don't usually offer this opportunity to
<omeane who has only been with the company for a
few years,” said Jonathon, Jared's supervisor. “But

the short time you've been with the firm, we feel
Jauive shown a lot of management potential. We
<ee from your resume you spent a semester
Lvoad in China as part of your MBA program.
1% velieve this makes you a better fit than other
didates since you are more familiar with the
ture.” Jared saw this promotion as a stepping
to.a much higher position within the company.
areed to the promotion and arrived in China a
months later.

ared found the transition in dealing with

« culture challenging, but rewarding. He

illy appreciated his assistant manager Bojing,

Iped him learn the ropes and communicate

« employees. DCC gave Jared free rein in
he plant. Its main measure of performance
m line, and employees are well aware of

too long. This resulted in employees sometimes
dumping the waste in the local river.

Jared was shocked. The local river was not
large, and many of the rural villagers in the area used
it for drinking water. “But this is a toxic chemical!
How long has this been going on?"

“Several years now,” Bojing stated. “However,
the previous plant manager told us not to worry. He

said when mixed with water the chemical byproduct
loses its potency. You would need to consume a lot
for it to be harmful.”
Jared immediately took action. He ordered a halt

to the operations to investigate the matter further.

He called the employees of the plant together and
stated that from then on they would be following all
procedures for disposing of waste properly. He also
reported the situation to his supervisor Jonathon

back home and told him about the previous plant
‘manager’s knowledge and noncompliance with
proper waste disposal.

When Jared called Jonathon, he detailed all of
the changes he made and was planning to make.
Jonathon congratulated him on detecting and
immediately putting a stop to the improper disposal
practices. Then Jared started to discuss how the
company should report the situation to the Chinese
authorities and discuss cleanup methods.

Jonathon was quiet for a while. “Look, Jared,
you must understand that in China, water pollution
and improper disposal of waste is more accepted
than it is here. I'm not sure we should be worried
about cleaning up the river, particularly as other
410 be disposed of safely. The problem was  companies in the area likely use the river to get rid
srwork employees were required to submit of waste. We are ot the only factory around there,

 corporate detailing how they performed  after all.”
dure was missing. In fact, Jared could not “But Jonathon, people who use the river for
v record paperwork had ever been filed. drinking water might get sick,” Jared replied.

e approached Bojing about the issue. “I don't know, Jared. A cleanup would cost
perwork is more of a formality,” Bojing millions of dollars, and we'd probably be cleaning up
Nobody seems to follow up on it.” the mess of other factories in the area. Additionally,

Trals beside the point,” Jared said. “We need  we would probably be given heavy fines since we're
1ese systems in place to make sure we are  a foreign company. Besides, you said yourself people
g of waste properly.” would have to consume a lot of this chemical waste
Kier more questions, Bojing finally confessed before they got sick.”
they usually tried to dispose of the waste Jared hung up the phone, more confused
414 time crunch the entire process took than ever. He thought perhaps Jonathon was right.

‘w weeks ago Jared noticed something
! he plant's waste disposal procedures of

‘< more popular chemicals. Developing this

&1 chemical involves a complex process,

¥ Iter of water used results in half a liter of
waste. Company procedures stated this
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QUESTIONS | EXERCISES
1. Describe the ethical dilemma Jared faces.
2. How does Jonathon rationalize his reasons for nt

reporting the pollution?
3. How might the water pollution impact different

stakeholders?

Maybe he was overreacting. However, later that day
some reports he requested showed up. The reports
stated that local fishing in the area had decreased
dramatically in the past few years, and some of the
fish were deformed or sickly. Jared was worried the
chemicals could be impacting the fish population in
the river. If this was the case, what kind of an impact
might it have on the rural villagers using the river as
drinking water?

*This case is strictly hypothetical; any resemblance to real persons
companies, or situations is coincidental.

nvironmental responsibility and sustainability have become mainstream for

businesses. Many consumers are willing to buy sustainable products, especially

when there is no increase in price, and other consumers are willing to pay more for
sustainable products. The reality is, we live in a world with limited resources being used
up by more than seven billion people. These global environmental issues have numerous
consequences for business. The collective participation of employees in making sustain-
able decisions can result in business success and at the same time contribute to find-
ing positive solutions to questions about the use of natural resources and the well-being
of society.

Our focus is how ethics can be integrated into strategic business decisions. In most
firms guiding principles, values, and norms create an ethical culture that shapes decisions.
Artifacts of ethical decision making reflecting the ethical culture include statements and
strategic plans such as policies about sustainability initiatives. While most decisions can
have ethical implications, organizations must be mindful that inaction concerning the nat-
ural environment creates a host of ethical issues. Using non-renewable natural resources
can inflict damage on consumers, communities, and society at large. The BP Deepwater
Horizon oil spill, the second largest oil spill in the world, destroyed not only marine life but
also put the livelihoods of fisherman and other industries relying on the Gulf of Mexicoon
hold, resulting in massive losses for the regions bordering the Gulf. Sustainability claims
in marketing activities will be evaluated by relevant stakeholders, and all organizations a1¢
expected to make accurate and truthful disclosures.

Our purpose is to outline key issues and risks in making business decisions that impict
the natural environment. This is not a chapter on the scientific evaluation of environment
ethical decisions. Identifying issues and risks provides opportunities for responsible indi
vidual and organizational responses to promote sustainability. We examine the concep!”
sustainability and the concerns of various stakeholders about our future. Next, we !00
at some of the major issues that relate to sustainability. We then examine some "f_ ! AE
major environmental agencies and legislation that impact business sustainability practc;

We Jook at businesses’ responses to sustainability issues, including green marketing ﬂ“"
greenwashing. Finally, we link sustainability to a stakeholder orientation that considt{rS' _
ethical and financial performance of organizations. Firms that adopt a stakeholder 0" “’"rf_

tion in their sustainability initiatives need to conduct stakeholder assessments & elﬂi
ronmental audits to ensure they meet stakeholder needs while not overlooking financ
performance.

Chapter 12: Sus

from

well-being of the na
ally beneficial inter:
strategies. Sustainabi
eCconomic sectors, wo
ral environment. It
future generations to n
sustainability can have
for example, sustainab
the United States, sust:
ers believe the term env
focus on human sustain
make it complex for bus
increase the sustainable i
reiterate our earlier defin
natural environment and
organizations, and busines

HOW sus

TO ETHICA
AND SOCIA

I‘:]‘;}:E?:’{lya.bility falls into the
Stakeh O'f;ﬂg negative impacts
Some oo : :-”r I\nodel addressed
theiy Sl;kttct's of the natural en
Mo ategies, policies, and
°ring legal compliance, a
“Orporate culture that it
ncreasik:h()lder r(fsp s L
Mploeon culture and support
abijry, pr. €Xposure to sustainal
ticeg ¢, ) C8TAMS as well as econo
Eveng, r;'"(’_nstrate their social c
Ore gy Y eling, modifying mant
the ,, u:F) Native energy sources, al
If;mpan ,-ei “IVironment. Table 12-
Obif; (" >OMe companies are e
iny 'SSiong ;n Rex Tillerson encoura
PAC of gy €T 10 fight global wa
N programs on future

‘abJC st





[image: image35.jpg]Chapter 12: Sustainability: Ethical and Social Responsibility Dimensions

DEFINING SUSTAINABILITY

tainability from a strategic business perspective is the potential for the long-term
well-being of the natural environment, including all biological entities, as well as mutu-
ally beneficial interactions among nature and individuals, organizations, and business
strategies. Sustainability includes the assessment and improvement of business strategies,
economic sectors, work practices, technologies, and lifestyles while maintaining the natu-
ral environment. It meets the needs of the present without compromising the ability of
future generations to meet their own needs. Before going any further, you should note that
sustainability can have different definitions, particularly in different cultures. In Europe,
for example, sustainability includes both environmental and economic connotations. In
the United States, sustainability is associated more with environmental concerns. Oth-
ers believe the term environment is itself too broad, and sustainability in business should
focus on human sustainability with a customer focus." Indeed, these differing definitions
make it complex for businesses to determine what to evaluate when investigating ways to
increase the sustainable impact of their organizations. For the purposes of this chapter, we
reiterate our earlier definition of sustainability in terms of the long-term well-being of the
natural environment and the mutually beneficial interactions among nature, individuals,

organizations, and business strategies.

HOW SUSTAINABILITY RELATES
TO ETHICAL DECISION MAKING

AND SOCIAL RESPONSIBILITY

Sustainability falls into the social responsibility domain of maximizing positive and
Minimizing negative impacts on stakeholders. As a result, sustainability issues fit into our
Slakeholder model addressed in Chapter 2. Because most stakeholders have concerns about
- *Mmeaspects of the natural environment, organizations should respond to those issues in
their strategies, policies, and operations. Decisions in this area relate to assessing risks,
m‘mjtoringlegell compliance, and avoiding misconduct within the environment.
Acorporate culture that includes a sustainability agenda can create long term favor-
sakeholder responses.” In addition, corporate social responsibility performance can
employees’ company identification and commitment.® Values are an important part
ethical culture and support an organization’s sustainability agenda.* Research indicates
%ﬂes' exposure to sustainability activities increases the ability to implement sustain-
ﬂ‘ypmgrams as well as economic benefits.” Many firms use sustainable business prac-
demonstrate their social commitment through such activities as sponsoring cleanup
tecycling, modifying manufacturing processes to reduce waste and pollution, using
Mative energy sources, and generally reevaluating the effects of their products on
M“_“l environment. Table 12-1 provides a list of some of the world’s most sustainable
Msczsbsome companies are even becoming involved politically. For example, Exxon
i« ““ORexTillerson encouraged the U.S. Congress to enact a tax on greenhouse gas
g, . MOrder to fight global warming.® Companies that do not recognize the potential
8reen programs on future profits and corporate reputation may pay later.
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TABLE 12-1 World's Most Sustainable Companies

Umicore Materials Belgium
 Natura Cosmeticos Consumer Staples Brazil
Statoil Energy Norway
Neste Ol Energy Finland
Novo Nordisk Health care Denrmark
Storebrand Financials Norway
Koninklijke Philips Electronics Industrials Netherlands fg

Biogen Idec Health care y United
Dassault Systems Information Technology France
Westpac Banking Financials o Australia Lo

AN/201 2012y

Forbes, January 23, 2013, hitp /iwww forbes com/sites/jacqu

Sustainability, social responsibility, and ethics should not be used interchange-
ably. Some take the approach that if an organization is sustainable then it is also ethical.
However, an organization cannot ignore basic principles, values, and legal obligations to
society. For instance, Walmart made a name for itself in sustainability with its attempt to
sell more organic food, develop more environmentally-friendly supply chain practices, and
invest in other green alternatives. Yet allegations it used bribery to conduct business in
Mexico demonstrates that although it has made great strides in sustainability, it has expe-
rienced lapses in other areas of ethical decision making. Because ethical decisions relate
to specific conduct and relationships in the decision making process, it becomes clear that
sustainability is only one aspect of ethical decision making.

Additionally, social responsibility is a much broader area than sustainability. Examples
of social responsibility topics relating to various stakeholders include consumer protection,
corporate governance, employee well-being, and more. All of these social responsibil-
ity areas have an ethical decision making dimension. Figure 12-1 describes how ethical
decisions impact sustainability as a component of corporate social responsibility (CSR).

The concept of CSR—and by relation sustainability—has become a major initia-
tive because of stakeholder expectations. Common questions asked of companies might
include how they use energy resources, how they control for pollution, whether they recy-
cle, and how pure their food products might be. This prompted organizations like Best Buy
to release corporate social responsibility reports to answer these questions. In the United

States such reports are optional, whereas in the European Union they are mandatory for
publicly held corporations.

There are four reasons social responsibility became such an issue for organiza-
tions. First, socially responsible activities such as sustainable business practices can cre-
ate competitive advantages. Consumers’ buying behavior, the interaction of stakeholders
with representatives of the organization, advertising practices, and participation in social
media can help a firm stay on top of market knowledge and create beneficial relationships
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Examples of Social Responsibility Concerns

Ethical Issue Awareness

with stakeholders. Second, both positive and negative information about products and
organizations became more available. Therefore, consumers and other stakeholders gained
power and can influence the economic success of the company.” Third, organizations can
use their products and brand identity to create social value, quality, and consumer loy-
alty. Finally, in this interconnected society, companies use their sustainable and socially
responsible decisions to differentiate their firms and promote their products. Patagonia,
for instance, uses organic cotton in its apparel. As a result of these reasons, social respon-
sibility is becoming part of the budget, and sustainability is becoming a tool for ethical
decision making and financial performance.® Positive stakeholder evaluations about sus-
tainability are viewed as a valuable resource that contributes to competitive advantages. By
responding to multiple stakeholders, the firm taps into valuable resources and provides a
jeans to forge enduring relationships of strategic importance.”

Entire industries, often encouraged by regulation and consumer demands, are
esponding to stakeholder concerns about sustainability. It might be surprising to learn
ompanies in the oil and gas industry are some of the largest investors in alternative
can energy sources. Within a ten-year period, the industry claims it invested about
<71 billion into sustainable and renewable energy technologies, more than the U.S.
covernment. While some of these investments are the result of new regulations, the indus-
ry recognizes the positive publicity that arises from investing in cleaner energy. Addition-
Iy, if the trend toward clean energy sources continues, companies in the industry will
t want to be left behind.!® Even companies generally thought to be unsustainable are

ognizing the need for sustainability investments for the continued success of their
1siness operations.

GLOBAL ENVIRONMENTAL ISSUES

Ihe protection of air, water, land, biodiversity, and renewable natural resources emerged as
+major issue in the twentieth century in the face of increasing evidence that mankind was
putting pressure on the long-term sustainability of these resources. As the environmental
novement sounded the alarm over these issues, governments responded with environ-
mental protection laws during the 1970s. In recent years, companies are increasingly incor-
porating these issues into their overall business strategies. Most of these issues are the focus
of concerned citizens as well as government and corporate efforts. Some nonprofit organi-
zations have stepped forward to provide leadership in gaining the cooperation of diverse
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groups in responsible business activities. For example, the Coalition for Environmentally
Responsible Economies (CERES), a union of businesses, consumer groups, environmen.
talists, and other stakeholders, established a set of goals for environmental performance,
By being proactive in addressing these issues, companies can reduce their environmenta|
impact and generate a reputation as an eco-responsible company.

In the following sections, we examine some of the most significant environmental
ues facing business and society today, including air pollution, acid rain, global warming,
water pollution and water quantity, land pollution, waste management, deforestation,
nd genetically modified foods.

urban sprawl, biodivers

Atmospheric

Among the most far-reaching and controversial environmental issues are those that relate
to the air we breathe. These include air pollution, acid rain, and global warming.

AIR POLLUTION  As emerging economies become more industrialized, air pollution is
an increasingly serious issue. Air pollution typically arises from three different sources:
stationary sources such as factories and power plants; mobile sources such as cars, trucks,
planes, and trains; and natural sources such as windblown dust and volcanic eruptions."
These sources discharge gases, as well as particulates, that can be carried long distances
by surface winds or linger when air stagnation occurs. Air pollution can cause markedly
shorter life spans, along with chronic respiratory problems (c.g., asthma, bronchitis, and
allergies) in humans and animals. The most susceptible people are children, seniors and
endurance athletes. Some of the toxic chemicals associated with air pollution contribute
to birth defects, cancer, and brain, nerve, and respiratory system damage. Air pollution
harms plants, animals, and bodies of water. Ozone creates a haze that reduces visibility and
interferes with traveling.'>

Recently, another air pollution concern emerged with the increased use of hydraulic
fracturing, or fracking. Fracking occurs when water, chemicals, and sand are pumped into
a well at high pressure. This process fractures the rock layers deep in the ground, allowing
natural gas to be extracted. Because the United States has a great amount of shale, frack-
ing can increase the country’s energy independence. Combustion of natural gas is more
carbon efficient—it releases about half the particulates and gaseous emissions of oil and
coal. The advantages of fracking and the financial opportunities prompted many energy
companies to invest in such wells. However, fracking also releases fast-moving flammable
gases such as methane that is flared (burned) without proper control equipment. For this
reason, the Environmental Protection Agency passed legislation that fracking wells must
have pollution-control equipment to catch the released gas by 2015.

ACID RAIN  In addition to the health risks posed by air pollution, when nitrous oxides
and sulfur dioxides are emitted from manufacturing facilities, the compounds are exposed
t0 air and rain and form new compounds, resulting in what is commonly called acid rain.
This phenomenon contributes to the deaths of many valuable forests and lakes in North
America and Europe. Acid rain corrodes paint and deteriorates stone, leaving automo-
biles, buildings, and cultural resources such as architecture and outside art vulnerable.””
Cleaning up emissions from factories and cars is one way to reduce acid rain. Acid rain
legislation in the United States appears effective. Research shows sulfates in rain (a major
contributor to acid rain) in the northeastern United States have decreased 40 percent.”
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GLOBAL WARMING  When carbon dioxide and other gases collect in Earth’s atmo-
sphere, they trap the sun’s heat like a greenhouse and prevent Earth’s surface from
cooling. Without this process, the planet becomes too cold to sustain life. However,
during the twentieth century, the burning of fossil fuels—gasoline, natural gas, oil, and
coal—accelerated dramatically, increasing the concentration of “greenhouse” gases (car-
bon dioxide, methane, nitrogen oxides and fluorinated gases) in Earth’s atmosphere. At
the same time, chlorofluorocarbons—from refrigerants, coolants, and aerosol cans—are
believed to be the cause of 2 giant hole in the Earth’s atmospheric ozone layer. The ozone
layer filters out the sun’s harmful ultraviolet light. To further complicate things, while the
United States and China give off the most greenhouse gases, developing nations like India
are going to make up an increasing percentage of overall emissions. Emerging economies
are also more likely to use coal, which is the dirtiest of all fossil fuels in terms of emissions
and the most expensive to control. Because controlling the levels of pollutants is costly,
businesses have to decide whether to take action and spend resources to control these gases
or take a wait-and-see approach.

Global warming remains a hotly debated issue, especially between scientists, politi-

cians, environmental groups, and industries. Scientific proof of global warming can be dif-
ficult as the test tube for global warming is the Earth and its atmosphere. The Earth goes
through natural heating and cooling cycles. However, many scientists believe that concen-
trations of greenhouse gases in the atmosphere accelerate global warming. Greenhouse gas
accumulations increased dramatically in the past century, causing some of the hottest years
on record within the last two decades. The accumulation of five gases increased average
temperatures by over 1° Fahrenheit over the last century. This is sufficient to increase the
rate of polar ice sheet melting. For the first time in thousands of years, ships are able to
cross through areas of the North Pole previously covered with ice. Climate change also
affects weather. For instance, climate change is blamed for making northern countries
more prone to flooding and southern countries more drought-ridden. As the polar icecaps
melt, scientists fear rising sea levels will flood many coastal areas and submerge low-lying
island nations. The Arctic is warming twice as fast as the rest of the planet, resulting in
increased melting and habitat loss for Arctic animals such as the polar bear. However,
the melting Arctic also provides the ability for ships once blocked by ice to travel more
efficiently. Geologists believe the arctic region holds huge oil and gas reserves. For this
reason, countries bordering the Arctic are eager to use these new passages for oil and gas
exploration.'”

One attempt at addressing global warming is the Kyoto Protocol created in 1997. This
protocol is an international treaty meant to curb global greenhouse gas emissions by hav-
ing countries voluntarily reduce national outputs. The United States did not ratify the
treaty and therefore is not bound to it. Since 1997 the Kyoto Protocol has been highly
unpopular among polluting multinational corporations. Signing the treaty required slash-
ing their level of greenhouse gas emissions by 6 percent of their 1990 levels. U.S. leaders
feared compliance would jeopardize U.S. businesses and the economy.'® The treaty went
into effect in 2005, and by 2006 the number of signatory nations topped 150.

In 2010 most of the world’s nations agreed to a package of climate initiatives called
the Cancun Package. The agreement called for industrialized countries to cut greenhouse
gas emissions and pay into a $100 billion a year green fund to help poorer countries.

mes_ﬁ‘






[image: image40.jpg]‘The goal was to limit global warming to less than 3.6° Fahrenheit above pre-industrial lev
els. The United States, China, Japan, and India did not agree to a binding climate treaty bu
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Coal s another area of contention among different countries and is one of the dirtist
forms of energy. Burning coal contributes to air pollution by releasing large amounts of
gaseous and particulate emissions into the atmosphere. Some countries are combating coal
usage by implementing cap-and-trade programs. A cap-and-trade program sets carbon
emissions limits (caps) for businesses, countries, or individuals. Companies are given a
certain amount of carbon they are allowed to emit, and to legally emit anything beyond the
limit a company must purchase carbon credits from another company that does not pol-
lute as much. The EU, which has been at the forefront of emissions reductions, mandated
and implemented a cap-and-trade program on carbon emissions, known as the European
Union Emission Trading Scheme. However, efforts to create a cap-and-trade program in
the United States have met with much criticism. Most states in the United States, however,
have a form of cap-and-trade. Any new source that emits more than 100 tons of emissions
a year must offset their emissions. Capping carbon emissions cost businesses money and
can lead to job losses within the coal industry. Coal burning is also the main source of
electricity in many Asian nations. Coal plants are used to generate more than four-fifths
of China’s electricity and 70 percent of India’s. The problem is that coal is less expensive
compared to renewable energy.? This represents a major dilemma between the well-being
of the environment and humanity.

Water

Water is emerging as the most important and contested resource of the Twenty First
century. Nothing is more important to human survival, yet fresh water is being polluted
and consumed at an unprecedented rate. A 2012 report on drinking water and sanitation
found that more than 780 million people lack access to improved or uncontaminated water
sources; more than 2.5 billion people live without basic sanitation; and only half of rural
populations have access to improved sanitation facilities, versus 80 percent of those living
in urban areas.? In order to remain viable, all businesses must think about water conserva-

tion, purification, and allocation.

WATER POLLUTION Water pollution is one of the biggest contributors to illnesses in
developing countries. Chemicals found in commonly used fertilizers and pesticides can
drain into water supplies with each rainfall. Mercury, a common chemical found in batter-
ies and some houschold products, is another concern as it contaminates oceans and there-
fore human food supplies. Even in the United States, which has one of the safest drinking
water supplies in the world, pollution remains a problem. Pollutants come from a wide
variety of sources in today’s industrialized world, and many of them have unknown side
effects on people and wildlife. Water pollution associated with fracking is also a major issue.
Chemicals and methane have been released into water sources from fracking operations, a
serious concern for consumers and governments 2 In addition, waste liquids from frack-
ing are re-injected into the wells. The waste stream causes pollution in aquifers and can
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water stress.
Proactive companies are facing this reality and coming forward with solutions. Fo

instance, Starbucks installed a new, manually operated pump faucet to replace regular tury.
on fixtures in their stores, estimated to save approximately 100 gallons of water per store
cach day. Volkswagen has also set a target to reduce its water consumption by 25 percent by
2018. To reach its goal, the company studied its water usage to gain a broader understanding
of its corporate impact so as to target water reduction activities more effectively.

Land

Land sustainability issues include everything from pollution and waste to loss of biodi-
versity and genetically modified food. These ethical issues are decreasing the use of viable
land for human and animal habitation. Because businesses generate waste, contribute to
urban sprawl, and often require the use of hard-to-restore natural resources, they have an

ethical responsibility to minimize their harmful impact on the land.

LAND POLLUTION  Land pollution results from the dumping of residential and industrial
wastes, strip mining, and poor forest conservation. Such pollution causes health problems
in humans, jeopardizes wildlife habitats, causes erosion, alters watercourses (leading to
flooding), and can eventually poison groundwater supplies. China is at the epicenter ofa
debate over pollution. Chinese officials revealed that soil pollution is a serious problem,
perhaps more so than air and water pollution. Much of the soil contamination in China
comes from arsenic, a byproduct from mining operations.?” On the one hand, mining cre-
ates many jobs for the Chinese economy. While soil pollution may not be as much of a
problem in other countries, balancing the needs of stakeholders, including consumers,
businesses, the environment, and society at large, is an important ethical consideration.
In order to reduce pollution around the planet, all businesses must become aware of and
accept responsibility for the problem of pollution.

However, trying to pinpoint who is responsible for environmental degradation is not
always easy, especially when it involves different countries. For example, an Ecuadorian
judge ordered the gas giant Chevron to pay $9.5 billion to clean up oil pollution in the
Ecuadorian rainforest. The original lawsuit was filed in 1993 by 30,000 plaintiffs against
Texaco, which was acquired by Chevron in 2001. This could mean Chevron is liable for the
damages, but Chevron claims a 1998 agreement that Texaco signed with Ecuador absolves
it of liability. Additionally, Chevron officials cried foul, claiming the government colluded
with the plaintiffs in the ruling.* At this point, Chevron has not had to pay the settlement,
and an arbitration decision was in favor of Chevron blocking the plaintiffs’ attempts to col-

lect the money.

WASTE MANAGEMENT  One of the biggest factors in land pollution is the dumping of
waste into landfills. American consumers are by far the world’s biggest wasters. The nation
has up to 40,000 abandoned landfills that are often left untreated and are filled with plas-
tics and other materials that can take 1,000 years to degrade. San Francisco, Portland, the
Indian state of Himachal, the United Arab Emirates, and Bangladesh have all banned plas-
tic grocery bags, and Ireland and Washington D.C. charge grocery-goers for plastic bags.*!
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offer incentives for consumers to use more recyclable materials such as canvas grocery
~ess. Starbucks. for instance, gives 2 small discount to those who bring in their own Star-
_‘mmmeeLnnedSmesmdtheLnned Kingdom recycle 10 percent and 11 percent
i household waste. Swiss households recycle about 56 percent of their waste, w hile
‘sm.uenmm and the Netherlands have recycling rates of more than 45 percent. 2
Electronic waste is becoming 2 big problem since it can release harmful toxins into
the air and water. Increasingly, electronics firms are pressured to take back used electron-
recycling. Large chains such as Best Buy now offer e-cycling to keep this wasté out
of landfills. 3M voluntarily stopped making Scotchguard, a successful product for 40 years
with $300 million in sales, after tests showed it did not decompose in the environment.®
(Orher organizations like Terracycle organized a business around turning trash into sellable
products. Many stakeholders believe companies that produce the goods should be respon-
p their proper disposal and recycling. Companies, on the other hand, argue this
would be too expensive and argue for greater responsibility on the part of indi-
Perhaps 2 more suitable solution would be to balance environmental responsibility
between companies, governments, and individuals.
One solid-waste problem is the result of rapid innovations in computer hardware,
h render machines obsolete after just 18 months. Today, hundreds of millions of com-
have reached obsolescence and tens of millions are expected to end up in landfills.
ones are another problem, with billions destined for landfills. Computers and cell
contain such toxic substances as lead, mercury, and polyvinyl chloride, which leach
< soil and contaminate groundwater when disposed of improperly. The Environ-
mental Protection Agency hosts its own electronics recycling program, stores like Staples
& Best Buy offer limited recycling programs, and companies like Dell and Samsung are
seeking to extend the availability of recycling for their products.* Laws are also chang-
how consumers discard their old electronics. Seventeen states, including Minnesota,

Connecticut, North Carolina, and New Jersey, banned e-waste from landfills. Instead, it
must be recycled properly

DEFORESTATION The world’s forests are being destroyed at a rate of nearly
50,000 square miles annually.** The reasons for this wide-scale destruction are varied.
Because of the boom in biofuels, Southeast Asia and the Pacific regions cut down trees to
make room for palm oil plantations. Brazil cuts down the Amazon rain forests for farm-
ing or raising sugarcane. On 2 more optimistic note, in 2012 deforestation of the Brazilian
rainforest hit its lowest rate in 22 years. The Brazilian government credits improved over-
sight and police monitoring for the reduction in deforestation and hopes to reach its goal
of decreasing deforestation to 3,000 square kilometers (1,930.5 miles) per year by 2017.%

A competitive global economy drives the need for money in economically challenged
tropical countries. In the short term, logging and converting forestlands to other uses
seems the profitable thing to do. However, the profits from deforestation for farmers are
usually short-lived since rainforest soil is poor quality. This prompts low-income farm-
ers to destroy more forest to eke out a living. Unless this cycle of poverty is stopped, the
destruction of forests is likely to continue. Ecuador has posed a potential solution to the
problem: if the world wants it to avoid cutting down its rainforests, then it must compen-
sate Ecuador for the lost revenue it could obtain drilling for oil where the rainforest now
stands. Although some might feel the Ecuadorian government is engaging in a strange
type of blackmail, it also poses the idea that the entire world should be responsible for

m
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preserving and p

where they are located.™
Companies are adopting designations like one granted by the Forest Stewardship

Council, a nonprofit organization comprised of loggers, environmentalists, and sociolo-
ate forest management around the world and develop a
C-certified helps companies indicate to consumers and

ving for the maintenance of the world's rainforests, not just the countries

gists. The FSC seeks to coordi

| uniform set of standards. Being |

stakeholders they are committed 1o preserving forest resources, they are socially respon-

sible, and they take a long-term view of environmental management. Home Depot sells
ailer in the United States.*

more FSC certified wood products than any other re

URBAN SPRAWL  Urban sprawl began in the United States with the post-World War I1
building boom. This boom transformed the nation from primarily low-density commu-
nities designed to accommodate one-car households, bicyclists, and pedestrians to large-
scale suburban developments at the edges of established towns and cities. Downtowns and
inner cities deteriorated as shopping malls, office parks, corporate campuses, and residen-
tial developments sprang up on what was once forest, prairic, or farmland. As the places
where people live, work, and shop grew further apart, people began spending more time in
automobiles driving greater distances. Urban sprawl consumed wildlife habitat, wetlands,
and farmland, but has also contributed 1o land, water, and especially air pollution. Lack of
urban planning means these places grow without reason. In an age of erratic gas prices,
traffic congestion, and obesity, it becomes increasingly expensive in terms of dollars and
. Walmart as well as other big-box stores have been accused

health to live in sprawling citie

of contributing to urban sprawl.
Some urban areas fight to limit sprawl. Portland, Oregon, for example, established

an Urban Growth Boundary to restrict growth and preserve open space and rural land
around the city. Adding to the appeal of returning to cities is a movement to increase urban
parks. Rather than allowing loggers to profit from forests, more cities are buying forested
and to convert to park space. Stemming sprawl preserves natural spaces outside the city.
People also realize that living near their place of employment is more convenient, cheaper,
and better for their health. Although limiting urban sprawl creates disadvantages for car
, many businesses can benefit from urban renewal movements that

nd oil companies
duce sprawl.

| BIODIVERSITY  Deforestation, pollution, development, and urban sprawl put increasing
pressure on wildlife, plants, and their habitats, Many plants and animals became extinct,
and thousands more are threatened. The Yangtze River Dolphin is a recent extinction,
and thousands more animals, including the Florida panther, tigers, frog species, and most

lemurs, face the same fa
Experts fear overutilization of natural resources will cause catastrophic imbalances

in the environment. Because each biological species plays a unique role in its ecosystem
and is part of a complex chain of events, the loss of any of them may threaten the entire
ccosystem. Pollinators, for example, play a significant role in the growth of fruits and veg-
etables by spreading pollen from plant to plant. Increasing development and widespread
use of pesticides reduced the populations of bees, insects, and bats needed to help plants
reproduce. Without these species, the world's food supply would be seriously jeopardized.
use resources more carefully in order to maintain a livable

People and busine
world for many genera

to come.
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GENETICALLY MODIFIED ORGANISMS ~ Depending on whom you ask, genetically
modified foods are going to save impoverished areas from starvation and revolution-
ize agriculture, or destroy biodiversity and make us all sick. Genetically modified (6M)
srganisms are created through manipulating plant and animal DNA to produce a desired
effect like resistance to pests and viruses, drought resistance, or high crop yield. This
process generally involves transferring genes from one organism to another in a way
that would never occur naturally, in order to create a new life form with unique traits.
Companies like Monsanto and DuPont develop genetically modified corn, soybeans,
potatoes, canola oil seeds, and cotton plants they claim are more weed and insecticide
resistant and provide higher yields. Many people fear these unnatural genes will have
negative effects on nature, somewhat like how invader species of plants and animals can

wipe out native ones. People are afraid that GM
food will have negative effects on humans. Also,
because GM seeds are patented, farmers can-
not keep any of the seed themselves but must
purchase seeds each year from companies such
as Monsanto. Even so, interest in GM products
remains high. In countries where malnutrition
isa problem, the idea of higher yields is appeal-
ing, even if the seed itself is more expensive.
Monsanto, the world’s largest agricultural bio-
technology company, is experimenting with
genetically-modified seeds that can withstand
drought, which could make a major difference
in drought-prevalent countries.

However, the long-term impact of this
genetic tinkering is not known, although
the Food and Drug Administration deemed
GM food safe to consume. Today, as much as
75 percent of all processed food contains GM
ingredients—and the United States does not
require these products to be labeled as such.
This causes many consumers to turn toward
organic foods, creating a market opportunity
for organic and all-natural grocery chains like
Whole Foods. Other parts of the world boycott
products made from GM crops. For instance,
it is illegal to grow GM crops in Thailand. In
addition, studies show that certain GM crops
are losing their effectiveness as insects become
increasingly resistant. More farmers have
reverted to using pesticides, which also damages
the environment.*

As with GM plants, the problem with the
genetic engineering of animals or animal prod-
ucts is that the long-run effects are unknown.
Large numbers of genetically altered animals

TAKE A STAND

‘The benefits of organic food

Organic food has become a profitable industry in
the past decade. Consumers who purchase organic
feel confident they are buying more natural food
without the health risks of genetically modified (GM)
organisms.

However, consumer perceptions of organic food
are not always accurate. For instance, the Food
and Drug Administration has not found organic
food any healthier than non-organic. Additionally,
many consumers mistakenly assume organic food
is completely pesticide-free. In reality, to be certified
organic, any pesticides used on the produce must
be made from natural materials. Many farmers use
organic pesticides on their produce to protect from
bugs and other pests.

On the other hand, consumers should not
ule out the benefits of organic food. Supporters
claim that although GM food is not considered
10 have health risks, its relative newness makes
it questionable. Organic food is also more
environmentallyfriendly, and consumers might
still believe organic pesticides derived from natural
sources are safer than synthetic pesticides.

1. Organic food is a healthier alternative to
genetically-modified products.

2. Consumers are misled about the benefits of
organic food
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such as the abilty to reproduce or fight diseases and pests. Additionally, if genetically
modified plant sceds are carried by wind or pollinators to areas with native plants, it is
possible genetic contamination could take place among native plants, thus reducing bio
logical diversity: Further research is nceded to addss public concerns about the safety and

Jong:term environmental effects of these technologies.

NVIRONMENTAL LEGISLATION

Until the 1970, environmental concerns were of litle importance to many organizations.
However, with the first Earth Day, increasing stakeholder awareness of environmental
concerns and the creation of the Environmental Protection Agency brought sustainabil.
ity t0 the forefront. As the warlds resources become increasingly depleted, the costs to
business and consumers simultancously increase.t* As such, it is no longer acceptable
for businesses to continue their day-to-day business operations without concern for
how their activities impact the environment. Laws such as the Clean Air Act and the
Environmental Protection Act are meant to protect the environment by limiting activi
ties that create damage o harm to the planet. Organizations found to be in violation of
these laws can receive severe penalties. However, while some companies adopt sustai
ability initiatives simply to avoid getting in trouble with the law, more companies are
recognizing that al of their activities either directly or indirectly affect the planet—and
thereby the lives and well-being ofits inhabitants. " For these companies, sustainability is
not merely a legal issue but a significant cthical issue that must be addressed. Recogni
ing the finiteness of the world' resources and the changing preferences of consumers,
many firms are adapting their marketing activities and operational areas toward a more

sustainable framework ¢
“The United States, like most other nations, passed numerous laws and established

regulatory agencies to address environmental issues. Most of these efforts focused on the
activities of businesses, government agencies, and other organizations that use natural
resources in providing goods and services.

Environmental Protection Agency (EPA)

“The most influential regulatory agency that deals with environmental issues and enforces
environmental legislation in the United States is the Enviranmental Protection Agency (EPA).
‘The EPA was created in 1970 to coordinate environmental agencies involved in conduct-
ing environmental research, providing assistance in fighting pollution, and enforcing the
nation’s environmental laws. Establishing the EPA was the culmination of a decade of
growing protests over the deterioration of environmental quality. This movement reached
a significant climax with the publication of Rachel Carson's Silent Spring, an attack on the
indiscriminate use of pesticides, which rallied scientists, activists, and citizens from around
the country to crusade to protect the environment from abuses of the time. President
Nixon responded with the establishment of the EPA. The agency is charged with ensuring

the following:

« Managing environmental risks based on empirical information.

Protecting Americans from significant health and environmental risks.
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o Losuring the fairness and effectiveness of laws protecting human health and the
environment,

o Eosuring environmental protection is an integral consideration in U.S, policies,

o Making available access 1o accurate information that allows participation in managing
health and environmental risks

o Making sure environmental legislation contributes to diverse, sustainable, and
cconomically productive communities and ecosystems,

To fulfill its mission, the EPA established five strategic goals to define its planning,
budgeting, analysis, and accountability processes (see Table 12-3), These goals reflect pub
lic priorities in the form of statutes and regulations designed to achieve clean air and water,
proper waste management, and other important concerns,*

The EPA can file civil charges against companies that violate the law. For instance, the
FPA fined Scotts Miracle Gro Co, for placing insecticides into its wild bird food that was
lethal to certain birds. The company was forced to pay a total of $12.5 million. Even though
employees warned management about the pesticide dangers and more than 70 million
units were sold, it was the actions of a few employees that created the situation, "

Environmental Legislation

A significant number of laws have been promulgated to address both general and specific
environmental issues, including public health, threatened species, toxic substances, clean
air and water, and natural resources. For instance, leaded gasoline was phased out dur-
ing the 1990% because catalytic converters, used to reduce pollution caused by automobile
emissions and required by law on most vehicles, do not work properly with leaded gasoline.
In addition, lead exposure harms people, particularly children, Increased Corporate Aver-
age bucl Economy (or CAFE) standards are forcing the automobile industry to determine
methods to increase gas mileage. For instance, automobiles must get 35.5 miles per gallon
(mpg) by 2016 and 54.5 mpg by 2025, This has led car makers to look for alternative
ways of building their cars to get better gas mileage, such as incorporating lighter materials
like aluminum. ™ Strategies include increased production and sales of hybrid vehicles, as
well as improving electric cars and hydrogen fuel-cell technology. Table 12-4 summarizes
significant laws related to environmental protection,

TABLE 12-3 Goals of the Environmental Protection Agency

Taking Action on Climate Change and Improving Air Quality

o omonanuea Vrotes o Ao, L Satesg. Vian,” anuary 18, 2015, 100 oo ot oihanardts gt/ sratoge plan Wi (ncc oo
Vot 72, 7009
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‘Safe Drinking Water Act, 1974

‘Energy Policy and Consenvation Act, 1975

‘Toxic Substances Control Act, 1976

Resource Conservation and Recovery Act, 1976

Comprehensive Environmental Response,

‘Compensation, and Liabilty Act, 1960
Emergency Community
Right-to-Know Ac

O Poluton Act, 1990

Established airqualiy standards; requires approv
state plans for implementation of the standards-

Established broad policy goals for al federal ager
the Council on Environmental Quality as a monito

Provides financial resources to the states to
protect caastal zones from overpopulation

Designed 1o prevent, reduce, or eliminate water p

Designed to control the noise emission
of certain manufactured items

Provides federal control of pesticide distribution, sale,

Provides a progra for the conservation of
threatened and endangered plants and animals

and the habitats in which they are found

Established to protect the quality of drinking water in the
United States; focuses on ail waters actually or

designed for drinking use, whether from above ground
or underground sources; establishes safe standards of
purity and requires all owners or operators of public
systems to comply with primary (health-related) stan

Requires auto dealers to have “gas mileage.
Buides” in their showrooms

Requires testing and restricts use of certain chemical

substances to protect hurman health and the

from the “Cradie to grave”
transportaton, treatment, storage, and cisposal
of hazardous waste, as well as a framework for
the management of nonhazardous waste

Created a tax on chemical and petroleurn indi
provides broad federal authority o respond directly |
releases or threatened releases of hazardous Substane
that may endanger public health o the e

The nafionallegisiation on community safety,
o help local communities protect public heath,
and the environment from chemical hazards

Streamiined and strengthened the EPA's abily 10|
respond 1o catastrophic oif spills; a trust fund finary
tax 0n ol s available to clean up spills when the

party is incapable of doing so or unwilling to do s0.

Focuses industry, government, and public
reducing the amount o pollution thiough costeffe
changes in production, operation, and raw matera
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Food Qualty Protection Act, 1996 Amended the Federal Insectcide, Fungicide and
Rodeniiide Actand the Federa Food Drug and
Cosmetc Act th requiremens include a new saety
standard-reasonable ertanty of no harm—hat
st b applec o al pesticdes used on foods

Energy Polcy Act 2005 Addresses the way energy s produced In the Unted
Stales n et of enery eiciency, renewabie energy,
oifand gas,coal, ribal energy, nuclear matters
and secunty vehices and moto fues, hydrogen,
clctncty, eergy tax centives, hydropower and

eothermal enery, and climate changa technology .

Energ Independence and Securiy Act, 2007 Establshed a plan for moving the Urifed Sates 1onard
a more sustainabl fture, i steps tha include
the phasing out o the incandescent ight bulb

Clean Air Act (CAA) is a comprehensive federal v tht regu-

CLEAN AIR ACT The
lates atmospheric emissions from a variety of sources. ® The law established national air

quality standards as well as standards for significant new pollution sources cmitting haz-
ardous substances. These maximu pollutant standards, called National Ambient Air

Quality Standards (NAAQS), were federally mandated to protect public health and the
environment. Individual sates were dirccted to develop state implementation plans (SIPs)
0 meet the NAAQS by restricting emissions of crieria pollutants from stationary sources

(industries) within the state
Under the Clean Air Act, states are responsible for the quality of theirair and cannot

negatively impact the ar quality in bordering states. The EPA continues to develop sricter
standards to address this issue. However, the general populace averwhelmingly agrees with
the purpose of the Clean Air Act; @ survey from the American Lung Association showed
that 75 percent of respondents thought clean air was very or extremely important.*
“This has important implications for businesses and their relationships with consumers,
particularly those in industries that have a greater tendency to contribute toair polution.

ENDANGERED SPECIES ACT The Endangered Species Act established a program to
protect threatened and endangered species as wellas the habitats in which they live.™ An
endangered species is one in danger of extinction, whereas a threatened species i one that
may become endangered without protection. The USS. Fish and Wildlife Service of the
Department of the Iterior maintains the lst of endangered and threatened species, which
currently includes more than 2,000 endangered and threatened species,including the bald
cagle, American bison, and Ozark big-cared bat.* The Endangered Species Act prohibits
any action that resultsin the harm (o or death of a lsted species or that adversely affects
endangered species habitat. It also makes the import, export, interstate, and foreign com-
merce oflsted species ilgal. Protected species may include birds, insects, fish, reptiles.
mammals, crustaceans, flowers, grasses, cact, and tres.

The Endangered Species Act is highly controversial. In some cases, threatened or
endangered species deemed a nuisance by ranchers and farmers, for example, have been
harmed or Killed by landowners seeking (o avoid the hassle or expense of compliance. For
instance, both the Gray wolf and the Red wolf re endangered in the United States, and
livestock owners would like to eliminate them. Concerns about the restrictions and costs
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se it because it was home to an endan-

sue when the Endangered Species Act

s bought land only to be told they could not

e
is becomes a business ethics

gered species,
impacts firms,
TOXIC SUBSTANCES CONTROL ACT

Act (TSCA) to empower the EPA with the ability to track the 75,000 industrial chemi-
The agency repeatedly screens

Congress passed the Toxic Substances Control

cals currently produced or imported into the United State:
these chemicals and requires reporting or testing of those that pose an environmental or

ban the manufacture and import of chemicals that pose
nds of new chemicals developed each year

‘The agency can control these chemicals

human health hazard. It can als
an unreasonable risk. The EPA tracks tho

with either unknown or dangerous characteris
as necessary to protect human health and the environment.* For instance, the Environ-

mental Protection Agency considered using the Toxic Substances Control Act to decide
upon new rules for bisphenol A (BPA), a toxic chemical found in some plastics. Not only
is this chemical deemed to have a negative impact on the environment, but it can also be
harmful for humans who consume it. BPA has been used in plastic baby bottles as el as

food packaging.**
CLEAN WATER ACT  In 1977, Congress amended the Federal Water Pollution Control
Act of 1972 as the Clean Water Act (CWA). This law granted the EPA the authority to
establish effluent standards on an industry basis and continued the earlier law’s require-
ments to set water quality limits for all contaminants in surface waters. The Clean Water

Act makes it illegal for anyone to discharge any pollutant from a point source directly into
navigable waters without a permit.* This rule also requires industrial companies to draft
plans to prevent storm water run-off. Arch Coal Inc. paid $4 million in fines for violating
the Clean Water Act. Charges against the company maintained the firm improperly dis-
charged pollutants into water sources, including large amounts of the mineral selenium,
iron, manganese, and other pollutants that harm aquatic wildlife. Arch Coal also had to
agree to increase inspecting, auditing, and tracking of its treatment systems.*”

POLLUTION PREVENTION ACT  The Pollution Prevention Act focuses on reducing
pollution through cost-effective changes in production, operation, and raw materials use.
Practices include recycling, source reduction, sustainable agriculture, and other practices
that increase efficiency in the use of energy, water, or other natural resources and protect
resources through conservation.™®

One common method for reducing pollution has been designing buildings to be more
environmentally-friendly. Buildings are rarely considered major pollution sources. Yet 33
percent of major U.S. energy consumption, 33 percent of major greenhouse gas emissions,
and 30 percent of raw material use are the result of buildings.* Two competitive certifi-
cation groups authorize schools, houses, and commercial buildings as “green.” These two
rival groups, Green Globes and Leadership in Energy and Environmental Design (LEED),
are vying for leadership in government adoption of environmental rules to determine
whether a building can be labeled green. Green Globes is led by a former timber company
executive and received much of its seed money from timber and wood products compa-
nies. LEED is a nonprofit organization with fewer ties to business interests. Already two
states, Maryland and Arkansas, have adopted Green Globes as an alternative to LEED, giv-
ing officials an alternative for government-funded construction. The Clinton Presidential
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Library in Little Rock as well as 7 World Trade Center, the first tower rebuilt near Ground
Zero in New York, were certified by Green Globes.*"

FOOD QUALITY PROTECTION ACT ' In 1996, the Food Quality Protection Act amended
the Federal Insecticide, Fungicide, and Rodenticide Act and the Federal Food, Drug, and
Cosmetic Act to fundamentally change the way the EPA regulates pesticides. The law
included a new safety standard—reasonable certainty of no harm—that must be applied
to all pesticides used on foods.*" The legislation establishes a consistent, science-based
regulatory environment and mandates a single health-based standard for all pesticides
in all foods. The law also provides special protections for infants and children, expedites
approval of safer pesticides, provides incentives for the development and maintenance of
effective crop protection tools for farmers, and requires periodic reevaluation of pesticide
registrations and tolerances to ensure they are up-to-date and based on good science.

ENERGY POLICY ACT  Signed into law in 2005, the Energy Policy Act's focus is on pro-
moting alternative forms of energy in the desire to lessen U.S. dependence on foreign oil.
The bill gives tax breaks and loan guarantees to alternative energy companies like nuclear
power plants, solar, and wind energy and requires utilities to comply with federal reliability
standards for the electricity grid. Additionally, the bill provides tax benefits to consum-
ers who purchase hybrid gasoline-electric cars and take other energy-saving measures.
These benefits lasted from 2006 until 2010. Tax credits were provided for plug-in electric

drive conversion kits.®? In addition, the bill extends daylight savings time by one month to
save energy.”

LTER IVE ENERGY SOURCES

Alternative energy sources already have a major impact on many stakeholders. In some
cases, they significantly decreased the carbon footprint of communities, cities, and even
countries. Figure 12-2 provides a sustainability map of the world’s different countries.

FIGURE 12-2 Sustainability Index Based on Consumer Choice

Greendex score, 2012
W 551-600
W 501-550
W 451-500
401450

Not surveyed

HNote: The highr the index score, the greater the choice sustainabily.

Source: “Greendes,” National Geographuc, it fenvironment nationalgeographic. convenvironmentgreendex! (accessed June 3, 2013),






[image: image52.jpg]Businesses such as New Belgium Brewing incorporated alternative energy sources into
their operations, decreasing their carbon emissions as well as their energy costs. The fol-
lowing section will describe some of the more popular forms of alternative energy Sourceg.
being explored.

Wind Power

Wind power holds great promise for the United States and has already taken off in many

countries. For instance, one-fifth of Denmark’s electricity needs are supplied by wing

farms.®! Because the United Stat home to the Great Plains—one of the greatest sources
of wind energy in the world—experts believe wind energy could meet as much as 20 per-
cent of the nation’s energy needs. However, restructuring the nation’s power grids to effi-
ciently transmit wind-generated power will take huge investments. Widespread adoption of
wind power is slowed by the high cost of the turbines as well as limitations on an outdated
national power grid. Despite these roadblocks, many people believe the United States wil]
be a wind power hot spot in the future. Wind power also offers opportunities for businesses,
even those for whom alternative energy might otherwise be perceived as a threat. BP, for
example, invested in several wind farms in North America and in other parts of the globe.

Geothermal Power

Seothermal power has significant advantages and disadvantages that either advance or limit

ts adoption. On the one hand, geothermal energy provides a constant source of heat. It is

ubsequently a more dependable energy source than some other forms of alternative energy.

seothermal plants also emit fewer carbon emissions than coal power plants. On the other
and, geothermal energy is expensive, and geothermal drilling sites are not readily avail-
ble everywhere. However, in spite of these initial costs, those who use geothermal energy
eported a savings in overall energy c Due to its reliability, geothermal power could be a
ood substitute for natural gas in powering buildings and homes. Some IKEA stores as well
s Lipscomb University started to use geothermal power to meet their energy needs.

Solar Power

olar power is 100 percent renewable energy that can be converted into electricity through
e use of either photovoltaic cells (solar cells) on homes and other structures or solar
ower plants. The major disadvantages of solar power are the technology remains expen-
ve and inefficient compared to traditional fossil fuel-generated energy, and the infra-
ucture for mass production of solar panels is not in place in many locations. However,
udy days are not necessarily a problem as the UV rays needed to generate power filter
rough clouds.

Given the strong sunshine in places like the U.S. Southwest and California, solar
wer gained a lot of support in the United States. The administration is attempting to lead
example. For instance, the Obama administration approved 17 zones of public land for
ar energy development projects.®® Solar power was implemented at the White House
ring the Bush administration to heat the pool and power a maintenance building on
-grounds.® These actions at the top levels of government might spur more businesses
I individuals to invest in alternative energy like solar power. Dell, Whole Foods, Intel,
nson & Johnson, and Kohl’s already use solar power at some of their locations.®

Nuclear Power
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Nuclear Power

w hrughout Eaope managed to greatly reduce their emissions through the
Wplenentation of nuclear power planta, yet this form of power remains controversial,
Becae ol the daner awsoclated with nuclear meltdowns and radioactive waste disposal,
aclear power earned a bad reputation in the United States, On the one hand, nuclear
power i pollution free and contcompetitive. Uranium i sbundant enough that gener
At even 60 tines more energy tan what is produced today would not be a problem.
Nuclear energy iv Frances main source of power and reduced the country’s nitrogen oxide
and other emissions by 70 percent * With carcful oversight, nuclear energy could change
the worlds dependence on oil,

On the other hand, critics are concerned with the safety of nuclear power plants and
Uhe disposal of waste: Since production of nuclear power gives off radiation, the safety of
workers and the transport of nuclear waste is a prime concern, The Chernobyl nuclear
disaster in the Ukraine, which resulted in deaths, sicknesses, and birth defects, made this
arviable concern. The crisis that occurred in Japan after nuclear reactors were damaged in
the 2011 carthquake and tsunami further decreased support for nuclear encrgy.

Biofuels

Perhaps the most controversial form of alternative energy after nuclear power is ethanol.
Crities argue manufacturing ethanol takes a lot of energy and is not much more sustain-
able than oil. Garmakers said the models they currently manufacture are not calibrated
10 handle greater amounts of ethanol. Because ethanol in the United States is made from
<o, opponents believe it decreases the world’ food supply and increases food prices. One
study showed expanding ethanol production in the United States cost net corn importing
countries an additional $11.6 billion in prices for corn. With 870 million people who go
hungry worldwide, higher prices for a common food staple could become a problem.™
This prompted some companies to begin looking at alternatives to corn ethanol.

However, ethanol has taken off in countries like Brazal, leading to legal mandates to
incorporate biofuels as a substitute for fossil fucls. In 1976, for example, the Brazalian gov-
ernment made it a requirement 10 blend gasoline with ethanol. As a result, Brazil currently
s the largest exporter of bioethanol. Biofuel production in countries like the Philippines

because it has contributed to rapid deforestation of ecologically sens
mpanies in a rush to create profits from the popularity of biofuels installed
plantations on former jungle land, for example.

1o solve these problems and take advantage of the benefits of ethanol, scientists are
rescarching alternative sources for this fucl. Algae and nonedible plants such as grasses are
currently being explored. Since grass and algac are not food sources and do not require the

destruction of trees, ethanol proponents are excited to see whether these alternatives will
be adopted.

Hydropower

Throughout history, people used water as a power source and means of transportation.
From the water-powered mills of centuries past to modern hydroelectric dams, water is
a powerful renewable energy source. Although in the United States, hydroelectric power
provides only 7 percent of total output, hydroelectric provides 19 percent of total electricity
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This approach takes into consideration social and environmental performance variabl
in addition to economic performance. Many firms are learning that being environmental
friendly and sustainable has numerous benefits—including increased goodwill from stak
holders and money savings from being more efficient and less wasteful. Several compani
nave a vice president of environmental affairs, like Staples, Disney, and Hyatt Hotels
Resorts. This position is designed to help firms achieve their business goals in an enviro
mentally responsible manner. Businesses like Walmart and IBM developed environment
scorecards for their suppliers.”? Corporate efforts to respond to environmental issues foc
on green marketing, recycling, emissions reductions, and socially responsible buying.

Yet despite the importance of the environment, companies are in business to make
profit. Economic performance is still a necessary bottom line. Studies suggest improvis
2 company’s environmental performance can in fact increase revenues and reduce cos
Figure 12-3 suggests mechanisms through which this can occur.

As shown in the figure, better environmental performance can increase revenue
hree ways: through better access to certain markets, differentiation of products, and t
sale of pollution-control technology. A firm’s innovation in sustainability can be bas
on applying existing knowledge and technology or creating a completely new approac
Improving a firm’s reputation for environmental stewardship helps companies capture
growing market niche. Large companies like Walmart are requiring their suppliers to |
more environmentally friendly, and improving a supply chain’s environmental performan
may be key to attracting more business from the retail industry. “Greening” a compan
supply chain is particularly important because it is an often overlooked part of improvii
2 company’s sustainability. In one study, 42 percent of responding companies stated th
do not include supply chain members when considering their environmental footprint
This suggests companies tend to focus more on their own efforts as a distinct unit rath
than on the entire supply chain.”® Recognizing the interconnectedness of firms regardi
sustainability could be a major step in improving corporate environmental impact.

Going green may help firms differentiate their products from competitors. Whc
Foods, a natural foods retailer, made being environmentally friendly part of its image fro
he start. Method built an entire business around green cleaning products. Finally, goi:
zreen opened up a new industry referred to as the eco-industry, where some firms actua
A
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FIGURE 12-3 Positive Links Between Environmental and Economic Performance

Source: “Stefan Ambec and Paul Lanaoie, “Does It Pay to Be Green? A Systematic Overview,” The Academy of Management Perspectives, 22 (4),
November 2008, p. 47

firms. Siemens now generates 40 percent of its products from eco-friendly technologies.”
The company developed technology that helped firms decrease water usage, reduce carbon
emissions, and reduce traffic congestion.”

Better environmental performance can reduce costs by improving risk manage-
ment and stakeholder relationships, reducing the amount of materials and energy used,
and reducing capital and labor costs. Improved environmental standards should prevent
major environmental disasters in the future. For those disasters that cannot be avoided,
the firm can at least show it applied due diligence with its environmental performance,
which may reduce the company’s culpability in the public’s eye. Companies can decrease
the costs of compliance with governmental regulations and reduce fines if they become
more energy efficient.

Today’s greener firms may find they have better access to capital. Banks often have
environmental experts evaluate the environmental performance of potential borrowers to
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an an increased lability. Finally, labor surveys show that workers care about the environ.
1 of the firms for whom they work. Clearly, company environmental perfor.
i environmental matter; it also influences the bottom line.

mance is ceasing to be jus

Green Marketing

v makeling i strategic process involving stakeholder assessment
ful lang term relationships with customers, while maintaining, supporting, and enhancing
the natural enviranment. Two of the largest craft brewers are known for their commit
ment to sustainability. Sierra Nevada gets 20 percent of its energy from solar power and
40 percent from hydrogen fucl cells”” New Belgium Brewing gets 100 percent of it energy
from wind power, its faciltics use natural lighting, and it provides its employees with bikes
v they can travel 10 work and reduce fossl fuel usage. Some real estate developers are
attempting o integrate environmental concerns into new communities to protect the land.
A environmental mandates on emisions and waste become stricter,real estate developers
can cut costs and increase compliance by using green technology and materials as much

create meaning.

as possible
s that want 10 become leaders in sustainability should embed sustainability into

ts values, norms, and beliefs.” For instance, UPS made it a goal to increase the sustainabil
ity of its business practices, particularly its delivery services. The company tests the use of
el. While these trucks might be healthier for the environment,
ves they might help the firm increase efficiency and save on fuel costs.™ By
investing in more fuel efficient delivery, UPS aligns its sustainability agenda with strategic
goals of efficiency and cos effectiveness,
Many products are certified as “green” by environmental orga
Seal and carry a special logo identifying them as such. In Furope, companies can volun-
tarily apply for an Feo-label to indicate their product is less harmful to the environment
than competing products, based on scientifically determined criteria. The European Union
supports the Eco-label program, which has been used in product categories as diverse as
refrigerators, mattresses, vacuum cleaners, footwear, and televisions *

tions such as Green

Greenwashing

As green products become more popular, greenwashing increasingly becomes an ethical
st Gre00washing involves misleading a consumer into thinking a product or service is
more environmentally friendly than it really is. Greenwashing ranges from making envi-
ronmental claims required by law and are therefore irrelevant (CFC-free) to puffery (exag-
gerating environmental claims) to fraud. Rescarchers compared claims on products sold
in ten countries, including the United States, to the labeling guidelines established by the
International Organization for Standardization (150), which prohibits vague, misleading
and unverifiable claims such as "environmentally friendly” and “nonpolluting™ The study
found many products’claims are too vague or misleading to meet the 1O standards. For
example, some products are labeled “chemical-frec.” when the fact is everything contains
chemicals, including plants and animals. Products with the highest number of misleading
o unverifiable claims were laundry detergents, household cleaners, and paints. Environ-
rec there s stll a long way o go 1o ensure shoppers are adequately

informed about the environmental impact of the products they buy **
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‘The most common reason for greenwashing is to attract environmentally-conscious
consumers. Many consumers do not find out about the false claims until after the pur-
chase** Therefore, greenwashing may increase sales in the short-term. However, while gre-
enwashing might make a company appear sustainable, this strategy can seriously backfire
when consumers find out they are being deceived. Greenwashing is negatively related to
financial performance; therefore, companies that engage in greenwashing can expect to
receive criticism and decreased sales in the long-run.*" On the other hand, because the
term “green” and “sustainability” can be hard to define, some greenwashing might not be
intentional. Is a product green if one component is environmentally-friendly, even if the
other components are not? Often stakeholders look at the product itself but may not con-
sider the sustainability practices throughout the rest of the supply chain. To reduce this
ambiguity, the Federal Trade Commission released green guidelines to help marketers
determine the truthfulness of “green” claims.**
Another challenge with greenwashing is determining if companies are actually engag-
ing in deception. Consumers often perceive certain practices as being more sustainable
or healthier even when marketers never make claims to support this assumption. For
instance, it has long been an assumption that locally grown food is more eco-friendly. New
research suggests local food may not be much more environmentally-friendly than non-
local* Using certain colors on products can lead consumers to believe the products are
sustainable. Consumers associate the color brown with recycled materials, leading firms
like Dunkin’ Donuts to use brown recycled napkins in their stores."” While these may be
good cues for consumers to pinpoint more “eco-friendly” items, it also leads to the pos-
sibility that marketers could use consumer perceptions to market products without actu-
ally changing their content. Research indicates greenwashing destroys consumer trust and
creates consumer confusion and perceived risk associated with green products.®®
Although environmentalists and businesses are often at odds, there is growing agree-
ment between them that companies should work to protect and preserve sustainability
by implementing a number of goals. First, companies should strive to eliminate waste.
Because pollution and waste stems from inefficiency, the issue should not be what to do
with waste, but how to make things more efficiently so no waste is produced. Second, com-
panies should rethink the concept of a product. Products are classified as consumables,
that are eaten or biodegradable; durable goods, such as cars, televisions, computers, and
refrigerators; and unsalables, including undesirable byproducts such as radioactive materi-
als, heavy metals, and toxins. The design of durable goods should use a closed loop system
of manufacture and use, and a return to the manufacturing process that allows products
and resources to be disassembled and recycled while minimizing the disposal of unsal-
ables. Third, the price of products should reflect their true costs, including the costs of
replenishing natural resources used or damaged during the production process. Finally,
businesses should seek ways to make their commitment to the environment profitable.®

STRATEGIC IMPLEMENTATION OF

ENVIRONMENTAL RESPONSIBILITY

Businesses have responded to the opportunities and threats created by environmental
issues with varying levels of commitment. Some companies, like New Belgium Brewing,
consider sustainability a core component of the business. Other companies engage in
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Recycling Initiatives

Many organizations engage in recycling. Recycling is the reprocessing of materials, espe-
ially steel, aluminum, paper, glass, rubber, and some plastics, for reuse. In fact, recycling is
ne of the country’s greatest sustainability success stories. Paper consists of one-third of the
ecyclables in the United States.” More than 50 percent of all products sold in stores are
acked in recycled paperboard.

Paper is not the only material that is recyclable, however. Gills, the largest onion pro-
essor in the country, uses onion waste to make 600 kilowatts of electricity and cattle feed.
tarbucks makes coffee grounds available free to those who wish to use them for compost
0 add nutrition to their gardens. Additionally, more than 2,000 organizations are part of a
roup called WasteWise that aims to reduce municipal solid waste and industrial waste.”’
sroups like this help companies save money through reducing waste, receive positive pub-
city, and track how they reduce waste over time.

Companies and local and regional governments are finding ways to recycle water
o avoid discharging chemicals into rivers and streams and preserve diminishing water
upplies. Companies such as Coca-Cola took steps to reduce water use. These types of

"IGURE 12-4 Strategic Approaches to Environmental Issues

Low Medium High
Commitment Commitment Commitment

S S )

Has strategic programs

Deals only with
existing problems

Makes only limited plans
for anticipated problems

Fails to consider
stakeholder
environmental issues

Operates without
concern for long-term
environmental impact

Attempts to comply
with environmental
laws

Deals with issues
that could cause
public relations
problems

Views environmental
issues from a tactical,
not a strategic,
perspective

Views environment
as more of a threat
than an opportunity

to address environmental
issues

Views environment
as an opportunity
to advance the
business strategy

Consults with
stakeholders about
their environmental
concerns

Conducts an
environmental audit

to assess performance
and adopts international
standards
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concerns and efforts led to the formation of the Beverage Industry Environmental Round-
table, developed by 18 companies in 2006 to investigate water conservation, energy use, and
other issues that impact the industry. Since its creation, companies partnered with envi-
ronmental groups and cities to enhance water conservation and bring water to consumers
living in low-income countries. As part of the initiative, Dr Pepper Snapple Group is work-
ing with the Nature Conservancy on a $1.1 million project to conserve Texas watersheds.”

Stakeholder Assessment

Stakeholder assessment is an important part of a high-commitment approach to environ-
mental issues. This process requires acknowledging and actively monitoring the environ-
mental concerns of all legitimate stakeholders. Thus, a company must have a process in
place for identifying and prioritizing the many claims and stakes on its business and for
dealing with trade-offs related to the impact on different stakeholders. Although no com-
pany satisfies every claim, all risk-related claims should be evaluated before a firm takes
action or ignores a particular issue. To make accurate assumptions about stakeholder inter-
ests, managers need to conduct research, assess risks, and communicate with stakeholders
about their respective concerns.

However, not all stakeholders are equal. There are specific regulations and legal
requirements that govern some aspects of stakeholder relationships, such as air and water
quality. A business cannot knowingly harm the water quality of other stakeholders in order
to generate a profit. Additionally, some special-interest groups take extreme positions that,
if adopted, would undermine the economic base of many other stakeholders (e.g., fish-
ing rights, logging, and hunting). Regardless of the final decision a company makes with
regard to particular environmental issues, information should be communicated consis-
tently across all stakeholders. This is especially important when a company faces a crisis or
negative publicity about a decision. Another aspect of strong relationships with stakehold-
ers is the willingness to acknowledge and openly address potential conflicts. Some degree
of negotiation and conciliation is necessary to align a company’s decisions and strategies
with stakeholder interests.

Risk Analysis

The next step in a high-commitment response to environmental concerns is assessing risk.
Through industry and government research, an organization can usually identify environ-
mental issues that relate to manufacturing, marketing, and consumption and use patterns
associated with its products. Through risk analysis, it is possible to assess the environ-
mental risks associated with business decisions. The real difficulty is measuring the costs
and benefits of environmental decisions, especially in the eyes of interested stakeholders.
Research studies often conflict, adding to the confusion and controversy over sustainability.
Debate surrounding environmental issues force corporate decision makers to weigh
evidence and take some risks in final decisions. The important point for high-commitment
organizations is to continue to evaluate the latest information and maintain communica-
tion with all stakeholders. For example, if the millions of sport utility vehicles (SUVs) on
U.S. roads today were replaced with fuel-efficient electric-powered cars and trucks, there
would be a tremendous reduction of greenhouse gas emissions. However, the cooperation
and commitment needed to gain the support of government, manufacturers, consumers,
and other stakeholders to accomplish this would be almost impossible to achieve. Although
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SUVs may harm the environment, many of their owners have prioritized other concerns,
such as protection in case of an accident, A compromise might be to increase the use of
‘masstransi o limit the use of those SUVs, Urban spravw] makes this an unattractive option,

Additionally. it is important that companies remain competitive. Container-shipping
<ompany Macrsk Liner has been using low-sulfur fuel when leaving Hong Kong 1o reduce
the iy’ pollution problem, Despite government incentives 1o use the fuel, Maersk states
using the fue is too costly compared to competitors. As a result, the company stated it
would stop using the cleaner fuel unless its competitors were forced 1o use the fuel as well

“This issue llustrates that many environmental decisions involve trade-offs for vari.
ousstakeholders risks. Through risk management, it is possible to quantify the trade-offs
to determine whether to accept or reject environmentally-related activities and programs.
Usualy, the key decision is between the amount of investment required to reduce the risk
of damage and the amount of risk acceptable in stakeholder relationships. A company
should assess these reltionships on an ongoing basis. Both formal and informal methods
are used to get feedback from stakeholders. For example, the employees of a firm can use
formal methods such as exit interviews, an open-door policy, and toll-fee telephone hot
lines, Conversations between employees could provide informal feedback. But it is ulti-
mately the responsibility of the organization’s management to make the best decision pos-
sible after processing all available research and information. Then, if it is later discovered
amistake was made, change is still possibe through open disclosure and thoughtful rea-
soning. Finally, a high-commitment organization will incorporate new information and
insights into the strategic planning process.

The Strategic Environmental Audit

Organizations highly committed to environmental responsibility may conduct an audit
of thei efforts and report the results o allinterested stakeholders. Table 12-5 provides a
starting point for examining environmental sensitivity. Such organizations may use glob-
ally accepted standards, such as IO 14000, as benchmarks in a strategic environmental
audit The Inernational Organization for Standardization developed ISO 14000 as a com-
prehensive set of environmental standards that encourage a cleaner, safer, and healthier
world. Currently,there is considerable variation among the environmental laws and regu-
lations of nations and regions, making it difficult for high-commitment organizations to
find acceptable solutions on a global scale. The goal of the ISO 14000 standard is to pro-
mote a common approach to environmental management and help companies attain and
measure improvementsin environmental performance. Companies that choose to abide by
the ISO standards must review their environmental management systems periodically and
identify allaspects of their operations that could impact the environment.* Other perfor-
‘mance benchmarks available for use in environmental audits come from nonprofit orga-
nizations such as CERES, which has also developed standards for reporting information
about environmental performance to interested stakeholders.

As this chapter demonstrated, social responsibility entails responding to stakeholder
concerns about the environment, and many firms are finding creative ways to address
environmental challenges. Although many of the companies mentioned in this chapter
chose to implement strategic environmental initiatives to capitalize on opportunities and
achieve greater eficiency and cost savings, most also believe responding to stakeholders
concerns about environmental issues will improve relationships with stakeholders and

make the world a better place.
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Better environmental performance can increase revenue in three ways: througl
ter access to certain markets, differentiation of products, and the sale of pollution-cc
technology. Good environmental performance also reduces costs by improving risk
agement and stakeholder relationships, reducing the amount of materials and energy
and reducing capital and labor costs.

Green marketing is a strategic process involving stakeholder assessment to
ate meaningful long-term relationships with customers while maintaining, suppor
and enhancing the natural environment. However, some companies desire to obtair
benefits of green marketing without the investment. Greenwashing involves mislea,
a consumer into thinking a product or service is more environmentally friendly th:
really is. While it might seem to be helpful to a firm, companies discovered engagin
greenwashing may suffer reputational damage.

Businesses have responded to the opportunities and threats created by environm
tal issues with varying levels of commitment. Those firms proactive in anticipating r
and environmental issues develop strategic management programs that view the envir
ment as an opportunity for advancing organizational interests. Many organizations eng
in recycling, the reprocessing of materials, especially steel, aluminum, paper, glass, r
ber, and some plastics, for reuse. Additionally, stakeholder assessment, risk analysis, ¢
the strategic environmental audit are important parts of a high-commitment approach
environmental issues. Stakeholder assessment is a process that acknowledges and activ
monitors the environmental concerns of all legitimate stakeholders. Through risk ana
sis, it is possible to assess the environmental risks associated with business decisio
Organizations highly committed to environmental responsibility may conduct an au
of their efforts using standards such as ISO 14000 and report the results to all jnterest
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RESOLVING ETHICAL BUSINESS CHALLENGES*®

After graduating from Ohio State, Keisha got a job
in the marketing and public relations department
at a small soda company called Smith’s Sodas.
Smith’s Sodas specializes in high-quality fruit-
flavored soft drinks with unique flavors such as
pomegranate, raspberry, blueberry, and coconut.
The company had great plans for the future. In ten
years Smith’s Sodas wanted to become a competitor
to its larger rivals, Pepsi and Coca-Cola. The com-
pany sold sodas with lower calories than its rivals
and offered them in a variety of flavors. However,
the product was only half the battle. The rest was
up to the marketing department to promote the
sodas as being superior to the competition.
Recently, Keisha was called into her supervisor’s
office and assigned a new project. She would take the
lead in a marketing initiative that promoted a new
feature meant to appeal to the eco-conscious con-
sumer: biodegradable packaging. One of the compa-
ny’s suppliers came up with a soda bottle made with
anew biodegradable plastic manufactured with plant
materials. Keisha was told the supplier struggled to
develop this plastic for years and Smith's Sodas was
staking much of its cr