Chapter 4 – Ethics in international business
Ethical issues in international business
Circumstances that affect ethical considerations:
· Political environment
· Consequent laws and regulations that are established
· Social-cultural environment
· Technological environment
· Economic environment
· Competitive environment
Ethics refers to accepted principles of tight or wrong that govern the conduct of a person, them members of a profession, or the actions of an organization
Business ethics are the accepted principles of right or wrong governing the conduct of business people
An ethical strategy is a strategy or course of action that does not violate these accepted principles. 
· What is considered normal practice in one country may be considered unethical in others
· In international business the most common ethical issues involve exchanges of money, employment practices, human rights, environmental regulations, corruption, and the moral obligation of multinational corporations. 
Employment practices: 
· What employment practices should be applied? Those of the home nation, those of the host nation, or something third?
· Establishing minimal acceptable standards that safeguard the basic rights and dignity of employees, auditing foreign subsidiaries and subcontractors on a regular basis to make sure those standards are met, and taking corrective action if they are not, is a good way to guard against ethical abuse
Human rights:
· Rights that we take for granted are by no means universally accepted. 
· It is often argued that inward investment by a multinational can be a force for economic, political, and social progress that ultimately improves the rights of people in repressive regimes
· Some regimes are so repressive that investment cannot be justified on ethical grounds, e.g. Myanmar
· Mandela – freedom of association, speech; assembly (unions)
· The Ivanhoe case in Myanmar
Environmental pollution:
· A Corporate Right to Pollute?
· Regulations against pollution are often lacking in developing nations, and the result can be higher levels of pollution from the operations of multinationals than would be allowed at home
Corruption:
· OECD 1997 convention on combatting Bribery of Foreign Public Officials in International Business Transactions
· Obliges member states to make the bribery of foreign public officials a criminal offence
· The convention excludes facilitating payments made to expedite routine government action from the convention
· To be effective, the convention must be translated into domestic law by each signatory nation
Moral Obligations: 
· Some argue that with power comes the social responsibility for multinationals to give something back to the societies that enable them to prosper and grow
· Social responsibility refers to the idea that business people should consider the social consequences of economic actions when making business decisions, and that there should be a presumption in favor of decisions that behave both good economic and social consequences. 
· Noblesse oblige refers to honorable and benevolent behavior considered the responsibility of people of high (noble) birth
· There are examples of multinationals that have abused their power for private gain 

Ethical Dilemmas
· Some argue that what is ethical depends upon one’s cultural perspective
· Ethical dilemmas are situations in which none of the available alternatives seems ethically acceptable
· What all managers need is a moral compass that would guide them through ethical dilemmas to find an acceptable solution
· Ethical dilemmas exist because many real-world decisions are complex, difficult to frame, and involve first-, second-, and third-order consequences that are hard to quantify

The Roots of Unethical Behavior
· Business ethics are not divorced from personal ethics, which are the generally accepted principles of right and wrong governing the conduct of individuals
· Personal ethical code exerts a profound influence on the way we behave as business people
· The first step to establishing a strong sense of business ethics is for a society to emphasize strong personal ethics
· Many studies of unethical behavior in a business setting have concluded that business people sometimes do not realize they are behaving unethically
· The intense competitiveness of the international business environment puts pressure on companies to squeeze out every advantage they have and to cut costs in the most extreme way
· The fault also lies in processes that do not incorporate ethical considerations into business decision making
· Organizational culture refers to the values and norms that are shared among employees of an organization
· Pressure from the parent company to meet unrealistic performance goals that can be attained only by cutting corners or acting in an unethical manner
· If leaders do not act in an ethical way, their employees might not do it either

Philosophical Approaches to Ethics
· Straw men either deny the value of business ethics or apply the concept in a very unsatisfactory way
· The straw man phrase is used when people want to make a point, but it is a weak point and not likely to be convincing or stand up to scrutiny
The Friedman Doctrine:
· The only social responsibility of business is to increase profits, so long as the company stays within the rules of law
· Rejects the idea that businesses should undertake social expenditures beyond those mandated by the law and required for the efficient running of a business
Cultural Relativism:
· The belief that ethics are nothing more than the reflection of a culture, and that a firm should adopt the ethics of the culture in which it is operating
· “when in Rome do as the Romans do”
· At its extreme, cultural relativism suggests that if a culture supports slavery, it is okay to use slave labor in a country
The Righteous Moralist:
· Claims that a multinational’s home country standards of ethics are the appropriate ones for companies to follow in foreign countries
· This approach is typically associated with managers from developed nations
· The main criticism of this approach is that its proponents go too far
The Naive Immoralist:
· “Do what others do”
· Asserts that if a manager of a multinational sees that firms from other nations are not following ethical norms in a host nation, that manager should not either
· The objection is twofold:
· To simply say an action is ethically justified if everyone else is doing it is not sufficient
· The multinational must recognize that it does have the ability to change the prevailing practices in a country
· The tribal chief problem constitutes one of those intractable ethical dilemmas where there is no obvious right solution, and managers need a moral compass to help them find an acceptable solution to the dilemma
Utilitarianism – Economic:
· The moral worth of actions or practices is determined by their consequences
· Maximization of the good one and minimization of the bad one
· Actions have multiple consequences, some of which are good in a social sense and some of which are harmful
· The best decision is those that produce the greatest good for the greatest number of people
· One problem is measuring the benefits, costs, and risks of a course of action
· Another problem is that the philosophy omits the consideration of justice
Kantian Ethics:
· Hold that people should be treated as ends and never purely as means to the ends of others
· People have dignity and need to be respected as such
Rights Theories:
· Recognize that human beings have fundamental rights and privileges that transcend national boundaries and cultures
· Universal Declaration of Human Rights 
· Along with rights come obligations
· Certain people or institutions are obligated to provide benefits or services that secure the rights of others
· The obligation rests not on the shoulders of one moral agent, but on the shoulders of all moral agents whose actions might harm or contribute to the harm of the workers and residents
Justice Theories:
· Focus on the attainment of a just distribution of economic goods and services
· A just distribution is one that is considered fair and equitable
· Rawls argue that all economic goods and services should be distributed equally except when an unequal distribution would work to everyone’s advantage. 
· Valid principles of justice are those which all persons would agree if they could freely and impartially consider the situation (Rawls)


Ethical Decision Making
· Many of the most vexing ethical problems arise because there are very real dilemmas inherent in them and no obvious correct action. 
· If a company behave in an unethical way to employees, customers, or suppliers, this will jeopardize morale and negatively effect productivity
There are five things that an international business can do to make sure ethical issues are considered in business decisions:
1. Favor hiring and promotion people with a well-grounded sense of personal ethics
2. Build an organizational culture that places a high value on ethical behavior
3. Make sure that leaders within the business not only articulate the rhetoric of ethical behavior, but also act in a manner that is consistent with that rhetoric
4. Put decision-making processes in place that require people to consider the ethical dimension of business decisions
5. Develop moral courage
Hiring and Promotion - meritocracy vs alternatives:
· You would expect a business to not promote or hire people whose behavior does not match generally accepted ethical standards
· Businesses can give potential employees psychological tests to try to discern their ethical predisposition
· It is also in the interests of prospective employees to find out as much as the can about the ethical climate in an organization
Organization culture and leadership:
· The business must explicitly articulate values that emphasize ethical behavior
· This can be done by drafting a code of ethics, which is a formal statement of the ethical priorities a business adheres to. 
Stakeholders: Individuals or groups that have an interest, claim, or stake in the company, in what it does, and in how well it performs.
Internal stakeholders: Individuals or groups who work for or own the business. They include all employees, the board of directors, and shareholders. 
External stakeholders: All other individuals and groups that have some claim on the firm. This is typically customers, suppliers, lenders, governments, unions, local communities, and the general public
Ethics Officer:
· An ethical officer makes sure that a business behaves in an ethical manner
· Responsible for:
· Making sure that all employees are trained to be ethically aware
· That ethical considerations enter the business decision-making process
· That the company’s code of ethics is adhered to
Moral courage:
· Enables managers to walk away from a decision that is profitable, but unethical
· Gives employees the integrity to go public to the media and blow the whistle on persistent unethical behavior in a company
· Companies can strengthen the moral courage of employees by committing themselves to not retaliate against employees who exercise moral courage, say no to superiors, or otherwise complain about unethical actions
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