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P A R T  T W O

C O U N T R Y  D I F F E R E N C E S    Imagine No Metal 

   QUICKLY, CAN YOU SAY IN WHAT SECTOR (other than forestry or some particular 
species of grain) Canadians companies dominate internationally? In telecommunications, 
we do very well thanks to several companies like Research In Motion (Blackberry), but we 
are not number one. If you answered mining, you would be correct. 

   Many students who are reading this chapter are attending a university or college in a 
large urban area. There are no mines or slag heaps in downtown Toronto or in Vancouver 
or any other large city, so it is natural that most Canadians do not have any personal 
experience or contact with the mining industry. Yet the mining industry is one of the most 
critical components of the Canadian economy. Can you imagine how few manufactured 
items could be assembled with no metal parts, or metal machinery to make the parts? 

   Gordon Peeling, president of the Mining Association of Canada, likes to remind 
people “mining is an important sector to our country’s social and economic prosperity. 
It is one of the few sectors in the economy where Canadian companies dominate 
internationally, a position achieved through growth, innovation, ingenuity, and highly 
skilled workers.” The federal government’s Environment Minister David Anderson 
echoes Peeling’s comments, adding that Canadian mining companies have become 
“environmental and social industrial leaders both in Canada, and internationally.” 

   While mining is “big business” in large parts of northern Ontario, northern Alberta 
(tar sands), and elsewhere in Canada, students of international business should 
understand that mining is an important and growing sector worldwide. More and more 
manufacturing companies demand metals and alloys for an increasing variety of 
consumer products, which pushes the mining and exploration sector to increasingly 
grow and expand—in which area Canadian companies are the leaders. 

   Being in a leadership position as mining and exploration grows worldwide has put 
Canadian companies in an economically advantageous situation. This success in 
mining has helped the Canadian economy, but the increasingly risky and challenging 
locations in which mining companies operate (all the safe places are mined out) create 
situations that necessarily include dealing with contentious ethical issues. These 
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C H A P T E R4
ethical issues involve Canadian mining and exploration companies who have to deal 
with regional politicians that expect certain financial “rewards” for facilitating mining 
developments, as well as labour and employment practices by local companies hired 
to develop the sites. 

   Talisman Energy of Calgary is no longer involved in oil exploration and development 
in Sudan. In the late 1990s and early 2000s, the Alberta-based company was accused 
of developing oil exploration in the Sudan knowing that the country was in the middle of 
a civil war. A resource extraction business that intends to successfully operate in a 
country that has been, at times, referred to as the poorest country on earth and one 
of the most dangerous countries in Africa, will undoubtedly face many difficult 
challenges. One of the toughest challenges for Talisman was developing its oil 
exploration program and oil refinery operations in a region that had open armed 
conflict between religious and ethnic groups. 

   The Sudan, since the 1980s and up to today, has seen violent confl ict between the 
Muslims and Christians. The Muslims hold a majority position in the north of the country, 
and control the government and military forces. The Christians are concentrated in the 
south and, as a consequence of extreme violence over many years, have ended up in 
crowded, arid refugee camps along the southern and western borders. Along the western 
border of Sudan is Chad, a country described by various non-governmental organizations 
(NGOs) as having the lowest GNI per capita on the planet and certainly not in a position to 
supply food and support to the refugees fl eeing the confl ict. 

   Depending on your sources (Amnesty International reports that there are two million 
dead and six million refugees), hundreds of thousands of Christians have been 
displaced from their homes and large numbers have been killed violently by nomadic 
bands of lawless criminals—a sad tragedy that goes unchecked by the Sudanese 
government despite growing international pressure. A lot of that pressure was put on 
Talisman by activists who claimed that by operating in the Sudan and openly courting 
the government’s favour for developing their oil projects, Talisman must be, by 
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association, complicit in the crimes against humanity that are increasingly reported in the 
global media. 

   Why did Talisman operate in the Sudan and pay money that was then used to support armed 
conflict in the country? Ed Broadbent, former leader of the federal NDP Party, speaking at the 
2003 Canadian Evaluation Society (CES) conference, said “. . . global competition led Canadian 
business executives to do outside of Canada what they could not do at home. In developing 
countries this has led in the past to exploitative labour policies, bribery of public officials, and 
the degradation of the environment. In short, decisions about appropriate behaviour in the 
corporate sector, as with other decisions, are shaped by the market.” The intensity of 
the competitive market outside Canada has created a situation where some companies feel 
obliged to do battle with a blind eye to corporate behaviour that would not be tolerated in their 
home nation. 

   Was public opinion and activist pressure successful in changing Talisman’s business in 
Africa? Talisman’s share price did drop and the credibility of Talisman’s senior management 
was challenged in the Canadian media and by members of Parliament who addressed questions 
about Talisman in Ottawa. At a meeting of the Standing Committee on Foreign Affairs and 
International Trade the “Sudan” question was raised by MP M. Debien, who said “. . . very 
serious problems are affecting areas in which Canadian companies are involved in mining 
operations. Just look at the problems of Talisman in the Sudan . . . will the Canadian government 
adopt a clear and open policy and bring in a mandatory code of conduct for companies?” The 
government has not passed any new legislation restricting mining companies, but mining 
associations have subsequently advanced their own “codes of conduct” for ethical behaviour 
and much money is spent on public relations to convince shareholders that the various mining 
companies are operating with ethical considerations in mind. 

   Why is the situation in the Sudan and other African countries so problematic? One way of 
seeking a perspective might be to look at the context of the political environment and the 
inability to develop rules and regulations across multiple boundaries. Africa is home to an 
estimated 800 million people spread across 54 different countries. By contrast, China (PRC) is 
one country of 1.4 billion people living under one set of laws. When rules and regulations are 
so different among countries in one geographic region, it is sometimes possible for outsiders 
to create exploitative and unethical situations. Today, a formal investigation into allegations 
of war crimes in Sudan’s Darfur region is being planned for the International Criminal Court in 
the Hague. 

   In 2005 the Red Cross began airlif ts of food to refugees in the Darfur region of Sudan, but the 
food and medicine has not been effectual since aid workers are constantly threatened and 
the aid convoys continue to be attacked en route to the refugee camps. 

   In late 2007 and early 2008 the United Nations efforts to deploy a peacekeeping force in the 
Sudan were blocked by the Islamic government in Khartoum. Khartoum, in their desperation to 
distract attention from the crisis in the Darfur, tried to foment anti-Western feeling among 
Sudanese in the capital by prosecuting a British school teacher (Gillian Gibbons) for allowing 
her children to name a teddy bear Mohammed. The school teacher was sentenced to jail while 
thousands of Sudanese rioted and carried banners calling for the teacher to be executed. 
Moderate Muslims pointed out that many Muslim men use the name Mohammed and that there 
is nothing in the Koran that prevents using the prophet’s name in particular ways since the 
laws of the Koran are mostly based on deference to God, not his prophet. 

   Sources: www.mining.ca; “Proceedings of the 2003 Canadian Evaluation Society Conference” at www.2003.evaluationcanada.ca/
download_files/Broadbent_ed.doc; and www.parl.gc.ca/committee/CommitteeHome.     
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 I N T R O D U C T I O N  
 The previous two chapters detail how societies differ in terms of their culture and 
their economic, political, and legal systems. We also mapped out some of these 
implications for the practice of international business. This chapter focuses on the 
ethical issues that arise when companies do business in different nations. Many of 
these ethical issues arise precisely because of differences in culture, economic 
development, politics, and legal systems.  

 E T H I C S ,  A S  A F F E C T E D  B Y  T H E  “ E N V I R O N M E N T S ” 

 The circumstances that affect ethical considerations in the beginning of the second 
decade of the new millennium are circumstances caused by continued changes in the:  

■   political environment (regional, national, and international), and the 
consequent laws and regulations that are established (discussed in 
Chapter 2, noting the Canadian law, Bill S-21);  

■   social-cultural environment, which has been infl uenced by immigration 
patterns worldwide and a continued movement of populations from rural to 
urban areas;  

■   technological environment (faster Internet access speeds, more mobile 
devices such as Blackberries and iPhones to access Web content), which has 
affected communications regionally and globally and also affected the work 
environment and productivity;  

■   economic environment, which sees currency fl uctuations and international 
NGOs like the IMF and World Bank playing a more signifi cant role in 
national and regional economies. The need for corporations to remain 
economically competitive also infl uences corporate objectives and has 
consequences for consumer priorities.  

■   competitive environment, which is causing companies to make decisions in 
a global context and resulting in actions that sometimes negatively effect 
their employees or customers.   

   There has always been pressure on companies to behave ethically, but in years past 
this pressure was not so intense as it is in the new millennium, where the mistakes of a 
corporate executive can have international repercussions, such as when CNN makes 
it a headline story or it is posted on YouTube, Twitter, Facebook, or a Google news site, 
making it possible for millions of people to know about a company’s violation. 

   Let’s consider how politics has an effect on ethics. In the new millennium, the people 
you elect to run the city government cannot just attend to municipal affairs but must 

 L E A R N I N G  O B J E C T I V E S 
  1.  Explain the source and nature of ethical issues and dilemmas in an international business. 

  2.   Show how important it is for managers to consider ethical issues when making strategic and 
operating decisions. 

  3.   Identify the causes of poor ethical decision making in international business organizations. 

  4.   Describe the different approaches to business ethics that can be derived from moral philosophy, 
and show how these approaches can help managers to make international business decisions 
that do not violate ethical norms. 

  5.   Discuss the steps that managers can take to promote an awareness of ethical issues throughout 
the organization and to make sure that ethical considerations enter into strategic and 
operational decisions.     
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also take into account national and even international infl uences—recent examples that 
Canadians will be aware of are SARS and Toronto’s bid for the 2008 Olympics:  

  ■   Combating the fast spread of SARS challenged traditional concepts of 
privacy and government regulations of health records that caused awkward 
situations for Toronto authorities communicating with some of the 
international NGOs such as the World Health Organization.  

  ■   In the period when several cities were competing aggressively to host the 
2008 Olympics, newspaper stories worldwide noted some countries using 
unethical practices to obtain favourable reviews from IOC committee 
members. Canadian regulations on bribery and corporate ethics forbade 
the types of behaviour that some countries participated in, leading some 
Canadians to claim that our strong ethical rules put us at a disadvantage 
when competing against nations that did not follow such ethical practices.   

   Rules, regulations, laws, and guidelines that may have been created to serve the local 
citizens are now being infl uenced by events and circumstances far away from the 
municipality. Politics at the local and national level are also strongly affected by a 
worldwide shift in the social-cultural environment such that many groups of identifi ed 
cultures use technology and economic infl uence to exert pressure on governments to 
change rules and regulations, for example to allow gay marriage, to permit sharia 
law, to change the age of retirement, or to ban smoking in public restaurants. 

   The term ethics refers to accepted principles of right or wrong that govern the 
conduct of a person, the 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, and an    ethical strategy    is a strategy or course of 
action that does not violate these accepted principles. 

   In our society and others, many ethical principles are codifi ed into law—prohibitions 
against murder, stealing, and incest, for example—but many others are not, such as 
the principle that an author should not plagiarize another’s work. As long as it does 
not involve word-for-word copying, plagiarism does not technically violate copyright 
law, but it surely is unethical. Similarly, the history of science is replete with examples 
of researchers who claim their idea was “stolen” by an unscrupulous colleague for 
his own personal gain before the originator had the chance to fi le for a patent or 
publish the idea himself. Such behaviour is not illegal, but it is obviously unethical. 

   This chapter looks at how ethical issues can and should be incorporated into decision 
making in an international business. We start by looking at the source and nature of 
ethical issues and dilemmas in an international business. Next, we review the reasons 
for poor ethical decision making in international businesses. Then we discuss the 
different philosophical approaches to business ethics. We close the chapter by reviewing 
the different processes that managers can adopt to make sure that ethical considerations 
are incorporated into decision making in an international business fi rm.     

 E T H I C A L  I S S U E S  I N  I N T E R N AT I O N A L  B U S I N E S S  
 Many of the ethical issues and dilemmas in international business are rooted in the 
fact that political systems, law, economic development, and culture vary signifi cantly 
from culture to culture and nation to nation. Consequently, what is considered 
normal practice in one culture may be considered unethical in others. Examples of 
these “ranges” of ethical/unethical behaviour may include things such as how gift 
giving might be considered bribery and treatment of women. 

   Because they work for an institution that transcends national borders and cultures, 
managers in a multinational fi rm need to be particularly sensitive to these differences 
and able to choose the ethical action in those circumstances where variation across 
societies creates the potential for ethical problems. In the international business 

      BUSINESS ETHICS  
 Accepted principles 

of right or wrong 
governing the conduct 

of business people.     

      ETHICAL STRATEGY  
 A course of action 

that does not 
violate a company’s 

business ethics.     
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setting, the most common ethical issues involve exchanges of money, employment 
practices, human rights, environmental regulations, corruption, and the moral 
obligation of multinational corporations. The challenge today and beyond is that 
these ethical issues and challenges are intensifi ed by fast moving developments 
facilitated by the “technological environment.”  

 E T H I C S ,  A S  A F F E C T E D  B Y  T H E  “ T E C H N O L O G I C A L  E N V I R O N M E N T S ” 

 In the 2 nd  edition of this textbook written in 2009, we discussed an example of an 
ethical dilemma effected by changes in the technological environment. At the time, 
one of the controversial ethical issues was the use of embryonic stem cells. Ironically, 
when writing this edition, typing “ethics as effected by the technological environment” 
into Google resulted in a number of hits for essays for sale on this topic—which in 
itself raises an unethical problem in academics. 

   Developments and applications of sophisticated technology can create ethical 
nightmares reaching far across the globe and touching many governments and 
organizations. In November and December 2010 the sensational media coverage of 
the WikiLeaks whistle-blowing site fi lled pages and pages of Web sites, newspapers, 
and magazines in North America, Europe, and Asia. When WikiLeaks began 
releasing more than 250 000 pages of confi dential and secret communications 
between U.S. embassy communications and other U.S. government departments, 
there were many international embarrassments as certain passages came to light 
where U.S. government personnel made unfl attering comments about diplomatic 
and political meetings, people, and events. 

   In late December 2010, U.S. Attorney General Eric Holder stated publicly that the 
American government was investigating several responses, including the possibility of 
prosecuting WikiLeaks founder Julian Assange under the Espionage Act. While the 
U.S. media reacted defensively about revelations of particular American embassy 
personnel’s comments on world leaders and events, the British took action on behalf 
of the government of Sweden and arrested Assange and held him for extradition to 
Stockholm. The Swedish government claimed Assange was wanted for charges related 
to an outstanding sexual assault warrant. Meanwhile, back in the United States, many 
talk show hosts and newspaper editors expressed strong outrage at what had been 
revealed and there were many discussions about how Australian-born Assange could 
be dealt with legally, or otherwise, by U.S. law enforcement. American IT companies 
caught up in the WikiLeaks scandal included Apple and its App Store. As reported in 
Wired.com, Apple had “banned an iPhone and iPad app designed to facilitate access 
to WikiLeaks’ unfolding cache of leaked U.S. diplomatic cables, putting the company 
on the growing list of U.S. corporations aligned against the secret-spilling site.”  

 “We removed the WikiLeaks app from the App Store because it violated our developer 
guidelines,” a spokeswoman told Threat Level, reading from a statement. “Apps must 
comply with all local laws and may not put an individual or targeted group in harm’s way.” 1     

 E M P L O Y M E N T  P R A C T I C E S 

 As we saw in the opening case, ethical issues may be associated with employment 
practices in other nations. When work conditions in a host nation are clearly inferior 
to those in a multinational’s home nation, what standards should be applied? Those 
of the home nation, those of the host nation, or something in between? While few 
would suggest that pay and work conditions should be the same across nations, how 
much divergence is acceptable? For example, while 12-hour workdays, extremely 
low pay, and a failure to protect workers against toxic chemicals may be common in 
some developing nations, does this mean that it is okay for a multinational to tolerate 
such working conditions in its subsidiaries there, or to condone it by using local 
subcontractors? 
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   A strong argument can be made that such behaviour is not appropriate. But this 
still leaves unanswered the question of what standards should be applied. We shall 
return to and consider this issue in more detail later in the chapter. For now, 
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 abuses. Apparel company Levi Strauss has long 
taken such an approach. In the early 1990s the company terminated a long-term 
contract with one of its large suppliers, the Tan family. The Tans were allegedly 
forcing 1200 Chinese and Filipino women to work 74 hours per week in guarded 
compounds on the Mariana Islands. 2    

 H U M A N  R I G H T S 

 Beyond employment issues, questions of human rights can arise in international 
business. Basic human rights still are not respected in many nations. Rights that we 
take for granted in developed nations, such as freedom of association, freedom of 
speech, freedom of assembly, freedom of movement, freedom from political repression, 
and so on, are by no means universally accepted (see Chapter 2 for details). 

   In the previous edition of this text we discussed the human rights issues in South 
Africa during the days of white rule and apartheid, which did not end until 1994. 
The apartheid system denied basic political rights to the majority nonwhite 
population of South Africa, mandated segregation between whites and nonwhites, 
and reserved certain occupations exclusively for whites. Canada, as an infl uential 
member of the British Commonwealth, played a role in contributing to worldwide 
pressure on the South African government to abolish apartheid. 

   In 2011, Canada is again caught up in human rights issues through its participation 
in a coalition of countries operating in Afghanistan. Since the early days of NATO 
forces involvement in Afghanistan in 2002, and throughout the participation of 
Canadian combat troops and Canadian government agencies such as CIDA (Canadian 
International Development Agency), there have been widespread accusations about 
how corrupt Afghan offi cials, at the highest levels, are making it challenging for 
Canadian aid efforts (money and activities) to have results that improve the lives of 
the Afghan people. 

   One of the consequences of the WikiLeaks disclosures in late 2010 was the revelation 
that U.S. offi cials had tried to pressure Afghan President Karzai to remove from 
power certain senior ministers such as Ismail Khan. Khan, a former warlord, was 
named by Karzai as head of the energy and water ministry. Khan and other ministers 
of Karzai have been accused of excessive corruption and it was suggested that if 

Karzai does not remove these people from offi ce, 
U.S. aid to Afghanistan may be withdrawn. 3  

   Corruption in the areas of water and energy are 
particularly troublesome for Canada since our 
government’s main focus for assisting the Afghan 
people has been to rebuild the water dam north of 
Kandahar city and rebuild the schools in Kandahar 
province. In his New Year’s Message for 2011, 
Canadian Governor General David Johnston 
highlighted that “One of the Canadian signature 
projects in Kandahar province is to rebuild 50 
schools and train the teachers.”  

   Although change has come in South Africa, many 
repressive regimes still exist in the world. Is it ethical 
for multinationals to do business in them? It is often     Canadian soldiers on foot patrol in Afghanistan. Canadian Press.  
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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. This 
position was fi rst discussed in Chapter 2, when we noted that 
economic progress in a nation can create pressure for 
democratization. In general, this belief suggests it is ethical 
for a multinational to do business in nations that lack the 
democratic structures and human rights records of developed 
nations. Investment in China, for example, is frequently 
justifi ed on the grounds that although China’s human rights 
record is often questioned by human rights groups, and 
although the country is not a democracy, continuing inward 
investment will help boost economic growth and raise living 
standards. These developments will ultimately create pressures 
from the Chinese people for more participative government, 
political pluralism, and freedom of expression and speech. 

   But there is a limit to this argument. As was the case with 
South Africa’s apartheid rule, some regimes are so repressive 
that investment cannot be justifi ed on ethical grounds. A current 
example would be Myanmar (formally known as Burma). Ruled 
by a military dictatorship for more than 40 years, Myanmar has 
one of the worst human rights records in the world. Beginning 
in the mid-1990s, many Western companies exited Myanmar, 
judging the human rights violations to be so extreme that doing 
business there could not be justifi ed on ethical grounds.  

 Canada, Myanmar, and Ivanhoe Mines Ltd. of Vancouver 
 Canada’s objection to the way the Myanmar regime had been treating dissidents 
peaked in 2003 and again in 2007 when Ottawa looked for a way to leverage 
pressure on the country formerly called Burma. In the summer and fall of 2007 the 
world watched as the military regime in Myanmar used its soldiers to violently 
suppress protests led by Buddhist monks. Although foreign journalists were heavily 
restricted from the country, Burmese citizens used blogs and YouTube to post details 
about the atrocities in which thousands of civilians were jailed and hundreds killed 
by the military regime. Foreign Affairs Minister Bill Graham was reported as saying 
that he would seek the help of one of the Canadian mining companies that has a 
$60-million joint-venture copper mine in Myanmar. Minister Graham explained 
that the purpose of soliciting Vancouver-based Ivanhoe Mines Ltd. was to “put 
pressure on the country’s military junta to release the jailed opposition leader Aung 
San Suu Kyi.” Ivanhoe Mines was one of the largest foreign investors in Myanmar 
and very active in many aspects of the country, as would be appropriate to a large 
mining project. 4  Following the same position as when the Canadian government 
directly challenged specifi c Canadian companies that intended to do business with 
South Africa during apartheid, the government of Prime Minister Chretien publicly 
challenged Ivanhoe that it should not invest any further money in Myanmar under 
“present conditions.” 

   Ivanhoe issued a news release announcing its intention to divest itself of its 
Myanmar assets in October 2006. The divesture was completed in March 2007, and 
Ivanhoe’s Board of Directors issued a further press release deploring the violence 
in Myanmar in October 2007. What is the responsibility of a foreign multinational 
when operating in a country where basic human rights are trampled on? Should the 
company be there at all, and if it is there, what actions should it take to avoid 
the situation Ivanhoe found itself in? 

   The issue of giving meaning across cultures 
 One difficulty in making ethical decisions across 
cultural borders is that expatriate managers 
may interpret a local cultural practice in the 
way such behaviour would be understood in 
their home culture. If the manager does not 
attempt to understand the practice’s meaning in 
the local culture, the manager may miss a huge 
step in ethical analysis. For example, Western 
standards would fail to properly interpret 
Muslim women’s practice of covering their 
heads and faces in conservative Muslim 
cultures. Remember to consider context when 
conducting an ethical analysis. In such a 
process, a local informant can be helpful. At 
the same time, be aware of the ethical trap 
of cultural relativism captured in the adage, 
“When in Rome, do as the Romans do.” 

 (Example from H. Lane, M. Maznevski, M. 
Mendenhall, and J. McNett,  The Blackwell 
Handbook of Global Management: A Guide to 
Managing Complexity,  2004.)   

ANOTHER P E R S P E C T I V E
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   Why was Ivanhoe so interested in exploring and mining in a 
region that would make investors and Canadian politicians 
anxious? Ivanhoe is in the copper-mining business. In 2005, 
continuing to today, there was and is a worldwide defi cit in 
copper, and prices have risen as China and other economies 
surge ahead in manufacturing products that require copper 
(mostly used in wiring). All the “safe places” to mine and extract 
copper are fully exploited, therefore the only places left on the 
planet are in regions that are climatically and topographically 
extreme, or inside the borders of those regimes where poor 
human rights records exist. Throughout much of the 1990s 
copper prices were at 60 cents a pound; in early 2011 the 
price was in the range of $4.20 per pound on the London 
Metal Exchange (LME), thereby providing a strong economic 
incentive for mining companies to withstand political pressure.   

 E N V I R O N M E N TA L  P O L L U T I O N 

 Ethical issues arise when environmental regulations in host 
nations are far inferior to those in the home nation. Many 
developed nations have substantial regulations governing the 
emission of pollutants, the dumping of toxic chemicals, the use 
of toxic materials in the workplace, and so on. Those regulations 
are often lacking in developing nations, and according to 
critics, the result can be higher levels of pollution from the 
operations of multinationals than would be allowed at home. 
For example, consider the case of foreign oil companies in 
Nigeria. According to a 1992 report prepared by environmental 
activists in Nigeria, in the Niger Delta region,  

   [A]part from air pollution from the oil industry’s emissions and 
fl ares day and night, producing poisonous gases that are silently 
and systematically wiping out vulnerable airborne biota and 
endangering the life of plants, game, and man himself, we have 
widespread water pollution and soil/land pollution that results 
in the death of most aquatic eggs and juvenile stages of the life 
of fi n fi sh and shell fi sh on the one hand, whilst, on the other 
hand, agricultural land contaminated with oil spills becomes 
dangerous for farming, even where they continue to produce 
signifi cant yields. 5   

   The implication inherent in this description is that pollution 
controls applied by foreign companies in Nigeria were much 
laxer than those in developed nations. 

   Should a multinational feel free to pollute in a developing 
nation? (To do so hardly seems ethical.) Is there a danger that 
amoral management might move production to a developing 
nation precisely because costly pollution controls are not 
required, and the company is therefore free to despoil the 
environment and perhaps endanger local people in its quest 
to lower production costs and gain a competitive advantage? 
What is the right and moral thing to do in such circumstances? 
Pollute to gain an economic advantage, or make sure that 
foreign subsidiaries adhere to common standards regarding 
pollution controls?  

   Canada’s Ethics Commissioner 
 Canada, like several OECD countries, has a 
federal government agency tasked with 
overseeing ethics. The Offi ce of the Confl ict of 
Interest and Ethics Commissioner deals with the 
Confl ict of Interest Act and the  Confl ict of Interest 
Code for Members of the House of Commons  (the 
 Members’ Code ), a document meant to guide the 
ethical behaviour of the elected members of 
parliament. It should be noted this is not a 
government offi ce that has any direct power to 
deal with companies operating in Canada and 
whether they behave ethically; that control is 
said to already exist in the current federal and 
provincial laws under which companies operate. 
  One of the challenges in any government is 
the ethical behaviour of those elected to serve 
in public office. Elected officials have power to 
make decisions involving millions dollars for 
spending on a wide variety of projects and 
tasks. Sometimes problems develop when an 
individual politician has a vote concerning 
spending, and the potential recipients of 
that spending lobby very strongly to convince 
the politician to favour their situation. 
  So that politicians clearly understand the 
particular rules and regulations governing 
their decision making and interaction with 
lobbyists, the Canadian government created 
the  Members’ Code  in 2004 and created the 
Office of the Conflict of Interest and Ethics 
Commissioner to oversee administration of 
the guidelines. 
  The Ethics Commissioner operates as a 
counsellor, providing opinions to various senior 
bureaucrats and elected officials about what 
they may or may not do, according to the 
regulations, and the office also acts to receive 
inquiries from politicians (government side or 
opposition side) and public officials who believe 
some person(s) have done something which is 
in violation of the regulations.  

 The Office of the Conflict of Interest and Ethics 
Commissioner provides advice and guidance to 
individuals on how specific provisions of the Act and 
the Code apply to them. It also receives confidential 
reports of assets, liabilities and activities from 
Members of the House of Commons and public office 
holders, and maintains public registries of publicly 
declarable information under the Act and the Code.   

 Source: http://ciec-ccie.gc.ca.  

ANOTHER P E R S P E C T I V E
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 A Corporate Right to Pollute? 
 Asarco is a U.S.-based subsidiary of the giant Mexican mining conglomerate Grupo 
Mexico. Asarco has copper mining operations near the towns of Hayden and 
Winkelman in Arizona. According to some documents dating back to 1912, the original 
operator of the property was granted special considerations to discharge a “limitless 
amount of smoke, dust, and fumes” without the threat of being responsible for the 
consequences. Moving forward to May 2005, the powerful American United 
Steelworkers union is backing residents of Hayden and Winkelman as they fi ght a legal 
battle with the Mexican owner. Asarco has gone to court in Arizona to assert that it is 
obvious pollution would be evident in the immediate area surrounding the mine, and 
anybody who lives in the region is wilfully exposing themselves to a risky situation 
and therefore has no claim against the operators producing any harm or effects. 

 These questions take on added importance because some parts of the environment 
are a public good that no one owns, but anyone can despoil. No one owns the 
atmosphere or the oceans, but polluting both, no matter where the pollution originates, 
harms all. 6  The atmosphere and oceans can be viewed as a global commons from 
which everyone benefi ts but for which no one is specifi cally responsible. In such 
cases, a phenomenon known as the tragedy of the commons becomes applicable. The 
tragedy of the commons occurs when a resource held in common by all, but owned 
by no one, is overused by individuals, resulting in its degradation. 

 In the modern world, corporations can contribute to the global tragedy of the 
commons by moving production to locations where they are free to pump pollutants 
into the atmosphere or dump them in oceans or rivers, thereby harming these 
valuable global commons. While such action may be legal, is it ethical? Again, such 
actions seem to violate basic societal notions of ethics and social responsibility.    

 C O R R U P T I O N 

 As noted in Chapter 2, corruption has been a problem in almost every society in 
history, and it continues to be one today. There always have been and always will be 
corrupt government offi cials. International businesses can and have gained economic 
advantages by making payments to those offi cials. The accompanying Country 
Focus looks at the controversy surrounding Acres International. 

   In 1997, the trade and fi nance ministers from the member states of the Organization 
for Economic Cooperation and Development (OECD) followed the U.S. lead 
and adopted the    Convention on Combating Bribery of Foreign Public 
Offi cials in International Business Transactions   . 7  The convention, which 
went into force in 1999, obliges member states to make the bribery of foreign public 
offi cials a criminal offence. The convention excludes facilitating payments made to 
expedite routine government action from the convention. To be truly effective, 
however, the convention must be translated into domestic law by each signatory 
nation, and that is still in process. 

    In contrast, other economists have argued that corruption reduces the returns 
on business investment and leads to low economic growth. 8  In a country where 
corruption is common, unproductive bureaucrats who demand side payments 
for granting the enterprise permission to operate may siphon off the profi ts from 
a business activity. This reduces businesses’ incentive to invest and may retard a 
country’s economic growth rate.  

 Perceptions of Corrupt Politicians in Canada 
 One of the reasons that corruption in Quebec is a lightening rod of criticism from the 
rest of Canada is a fact (widely reported) that Quebec agencies, departments, and 
ministries receive millions of dollars from the federal government in Ottawa—money 

      CONVENTION ON 
COMBATING BRIBERY 
OF FOREIGN PUBLIC 
OFFICIALS IN 
INTERNATIONAL 
BUSINESS 
TRANSACTIONS  
 The convention obliges 
member states to make 
the bribery of foreign 
public offi cials a criminal 
offence.     

hiL01799_ch04_126-161.indd Page 135  6/20/11  11:45 AM user-f494hiL01799_ch04_126-161.indd Page 135  6/20/11  11:45 AM user-f494 /201/MHRL065/hiL01799_disk1of1/0070401799/hiL01799_pagefiles/201/MHRL065/hiL01799_disk1of1/0070401799/hiL01799_pagefiles

 Pass 3rd



136

that comes from taxpayers across the country. Western provinces 
such as Alberta and British Columbia raise strong objections that 
the federal tax that comes out of their populations is going to fund 
questionable activities in Quebec. Such Western frustration has led 
to the rise of separatist parties in British Columbia and Alberta that 
want to cease paying taxes to Ottawa and create an independent 
political entity in western Canada—a situation which does not 
bode well for Canadian unity in the second decade of the new 
millennium. 

   When it comes to talking about corruption in Quebec,  MacLean’s  
magazine had written critical articles of the sponsorship scandal in 
Quebec in 2005. In September 2010  MacLean’s  was the target of 
several national and provincial politicians for launching a cover 
story that boldly called Quebec “The Most Corrupt Province in 
Canada.” Later, Brian Segal, the president of Maclean’s parent 
company, Rogers Publishing, said “. . . we sincerely regret any 
offence that the cover may have caused . . . ,” however the point was 
made through several articles in the controversial issue that the 
Quebec “government has lurched from one scandal to the next, 
from political fi nancing to favouritism in the provincial daycare 
system to the matter of Charest’s own (long undisclosed) $75 000 
stipend, paid to him by his own party, to corruption in the construction 
industry.” 10  

 ACRES INTERNATIONAL IN LESOTHO 

 In July 2004, after an investigation reaching back to events in the late 1980s, the World Bank publicly announced 
that they were offi cially laying sanctions against Acres International Limited. Acres, a Canadian engineering 
consulting fi rm based in Mississauga, Ontario, was found guilty of paying bribes to win contracts on a 
multibillion-dollar dam project in the tiny African country of Lesotho. The Lesotho High Court convicted Acres 
of bribery for paying nearly $266 000 ($US) to Mr. Masupha Sole, the former chief executive of the Lesotho 
Highlands Water Project. Acres had mounted a defence that they were not responsible for the payments to 
Sole because Sole was bribed through an intermediary Acres had hired. This defence poses questions about 
whether international companies must assure that any persons acting on their behalf as contract consultants 
or advisers behave ethically and according to the rules and regulations in the jurisdictions they operate since 
the consequences may impinge on the parent fi rm, in addition to behaving ethically themselves. Sole, a 
Canadian-trained engineer (who was later sentenced to 18 years in prison) was the person Acres cast in the 
role of overseeing the $6-billion Lesotho Highlands Water Project. Publicly released court documents noted 
that Sole was reported as having passed the bribe money through Zalisiwonga Bam, a local engineer hired by 
Acres—a situation that the Lesotho Court later ruled was a ploy to disguise the bribe. Acres was not alone in 
being challenged as to its ethical practices—the French company Spie Batignolles and the Italian fi rm 
Impregilo also face disbarment from World Bank contracts. Germany’s Lahmeyer International is also 
scheduled to go to trial over circumstances involving as many as 12 large foreign fi rms in a highly competitive 
bid for a project in which hundreds of millions of dollars was at stake to the winners. 
  What did it cost Acres? The World Bank imposed a three-year ineligibility period within which Acres 
would not be allowed to compete for contracts fi nanced by the World Bank. Keeping in mind that this 
institution is actually fi ve banks, including the International Bank for Reconstruction and Development, the 
International Development Association, and the International Finance Corporation, such a penalty could be 
considered severe since Acres is the type of company that is specifi cally oriented to working on large 
development aid projects that are predominantly structured by NGOs like the World Bank.   

  C O U N T R Y  F O C U S  

    Bonhomme Carnaval is the king of the Quebec 
Winter Carnival and an internationally 
recognized figure. He was recently on the 
cover of MacLean’s magazine, introducing a 
story about corruption in Quebec. The Canadian 
Press Images/Robert Wagenhoffer.  
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      Perceptions of Corrupt Politicians Affecting 
Canadian Trade 
 Why would students of international business be worried 
about these revelations being recounted in the media in 
Canada and throughout the world? First, Canada is an 
exporting nation. As you learned from the fi rst three 
chapters, exporting leads our economy. Our ability to be 
competitive exporters depends on several perceptions held 
by international customers, and certain infl uences in the 
economic environment. As a country that is highly regarded 
by many nations for the activities of our Armed Forces as 
peacekeepers, coupled with the comparatively polite way 
that Canadian tourists behave abroad, Canada has enjoyed 
favourable and confi dent opinions by nations around the 
globe. Political scandals based on unethical dealings and 
played out daily in international news raise the concern of 
international business people dealing with Canada.      

 M O R A L  O B L I G AT I O N S 

 Multinational corporations have power that comes from their 
control over resources and their ability to move production 
from country to country. Although that power is constrained not 
only by laws and regulations, but also by the discipline of the 
market and the competitive process, it is nevertheless substantial. 
Some moral philosophers argue that with power comes the social 
responsibility for multinationals to give something back to the 
societies that enable them to prosper and grow. The concept of 
social responsibility    (also referred to as corporate 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 favour of decisions that have both good 
economic and social consequences. 11  In its purest form, social responsibility can be 
supported for its own sake simply because it is the right way for a business to behave. 
Advocates of this approach argue that businesses, particularly large successful businesses, 
need to recognize their  noblesse oblige  and give something 
back to the societies that have made their success 
possible.  Noblesse oblige  is a French term that refers to 
honourable and benevolent behaviour considered the 
responsibility of people of high (noble) birth. In a 
business setting, it is taken to mean benevolent behaviour 
that is the responsibility of successful enterprises. This 
has long been recognized by many business people, 
resulting in a substantial and venerable history of 
corporate giving to society and in businesses making 
social investments designed to enhance the welfare of 
the communities in which they operate.  

     However, there are examples of multinationals that 
have abused their power for private gain. The most 
famous historic example relates to one of the earliest 
multinationals, the British East India Company. 
Established in 1600, the East India Company grew 
to dominate the entire Indian subcontinent in the 

  Corruption perceptions index 
 In the days after the  Maclean’s  cover story 
about corruption in Quebec, Quebec politicians, 
political party executives, and business leaders 
in the province countered that identifying 
corruption must not be a certainty because, 
by its nature, it is secretive. The “participants” 
in corruption go to great lengths to hide their 
activities—“how could  Maclean’s  or anybody 
quantify corruption and determine one region 
was more or less corrupt than another?” The 
answer is the Corruption Perceptions Index. 
  Launched in 1995, the Corruption Perceptions 
Index is produced by Transparency International 
(TI). TI was founded by former executives of 
various NGOs such as the World Bank. In 
producing the Corruption Perceptions Index, TI 
uses various indexes, surveys, and opinion lists to 
create a comparative numerical score and rank 
170+ countries. TI also publishes an annual Global 
Corruption Report, a Global Corruption Barometer 
and a Bribe Payers Index. For the past several 
years, Canada is at the highest end in terms of 
being perceived as free of corruption, which 
raises the question: Do the authors of the 
Corruption Perceptions Index read  Maclean’s ?

 Source: www.transparency.org. 

ANOTHER P E R S P E C T I V E

   It may have been legal for a Vietnamese contractor to allow 
employees to work with toxic materials six days a week in poor 
conditions for 20 cents an hour at a Nike factory. But was it ethical 
for Nike to use subcontractors who by Western standards clearly 
exploited their workers? AP/ World Wide.   

SOCIAL RESPONSIBILITY
The idea that business 
people should consider 
the social consequences 
of economic actions 
when making business 
decisions.
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nineteenth century. At the height of its power, the company 
deployed over 40 warships, possessed the largest standing 
army in the world, was the de facto ruler of India’s 240 million 
people, and even hired its own church bishops, extending its 
dominance into the spiritual realm. 12  

   Power itself is morally neutral. It is how power is wielded 
that matters. It can be distributed in a positive and ethical 
manner to increase social welfare, or it can be applied in 
a manner that is ethically and morally suspect. Consider 
the case of News Corporation, one of the largest media 
conglomerates in the world. The power of media companies 
derives from their ability to shape public perceptions by the 
material they choose to publish. News Corporation founder 
and CEO Rupert Murdoch has long considered China 
to be one of the most promising media markets in the 
world and has sought permission to expand News 
Corporation’s operations in China, particularly the satellite 
broadcasting operations of Star TV. Some critics believe that 
Murdoch used the power of News Corporation in an unethical 
way to attain this objective. 

   Some multinationals have acknowledged a moral 
obligation to use their power to enhance social welfare 
in the communities where they do business. BP, one of 
the world’s largest oil companies, has made it part of 
the company policy to undertake “social investments” in the 
countries where it does business. 13  In Algeria, BP has been 
investing in a major project to develop gas fi elds near the 
desert town of Salah. When the company noticed the lack 
of clean water in Salah, it built two desalination plants 
to provide drinking water for the local community and 
distributed containers to residents so they could take water 
from the plants to their homes. There was no economic 
reason for BP to make this social investment, but the 
company believes it is morally obligated to use its power 
in constructive ways. The action, while a small thing for BP, 
is a very important thing for the local community. It still has 
its lessons to learn, however, after the calamitous Deepwater 
Horizon oil spill in April, 2010.    

 E T H I C A L  D I L E M M A S  
 The ethical obligations of a multinational corporation toward employment 
conditions, human rights, corruption, environmental pollution, and the use of power 
are not always clear cut. There may be no agreement about accepted ethical 
principles. From an international business perspective, some argue that what is 
ethical depends upon one’s cultural perspective. 14  

   Consider the practice of “gift giving” between the parties to a business negotiation. 
While this is considered right and proper behaviour in many Asian cultures, some 
Westerners view the practice as a form of bribery, and therefore unethical, particularly 
if the gifts are substantial. However Canadian business people, who are very 
multiculturally oriented, are sometimes quite understanding of the role of gift-giving 
in various cultures and will replicate those customs when they meet and greet people 
from around the globe. Some people humorously accuse Canadians of going too far 

  Corporate social responsibility index 
 One of the indicators of how serious the 
concept of corporate social responsibility is 
taken is the prevalence of this term on the 
corporate Web sites of medium- and large-sized 
firms in Canada. Most of the major banks and 
consumer product companies have a section 
noting specific policies and actions the firm has 
taken to address corporate responsibilities in a 
social context in the communities in which the 
company operates. Royal Bank, perennially 
Canada’s largest financial institution and one of 
the most profitable, has a complete section on 
its corporate Web site devoted to corporate 
social responsibility, noting that in recent years 
it ranked # 1 on the annual  Report on Business  
listing. Canadian auto parts giant Magna 
describes their corporate social responsibility 
in terms of Community Activities, Environmental, 
and Health & Safety. Teck, Canada’s largest 
mining company, lists on their Web site a 
“Charter of Corporate Responsibility,” which, 
interestingly, is available in English, Spanish, 
and Turkish—reflecting the regions in which 
they operate. Blackberry manufacturer RIM, like 
many high tech companies, is often pressured 
to attend to matters of environmental 
considerations, ethics, and local community 
concerns. On RIM’s Web site they say that “it 
is important to give back to the local, national, 
and global communities in which we operate,” 
a phrase echoed on many of the Web sites 
of companies lauding their corporate social 
responsibility activities.  

 Sources: www.magna.com/magna/en/responsibility/; 
www.teck.com; www.rim.com/company/philanthropy/
index.shtml. 
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in handing out Inuit stone carvings and candy gifts made from maple syrup, which 
was a trend initiated by many participants of the “Team Canada” trade missions in 
the 1990s. 

   Managers must confront very real ethical dilemmas. For example, imagine that a 
visiting Canadian executive fi nds that a foreign subsidiary in a poor nation has hired 
a 12-year-old girl to work on a factory fl oor. Appalled to fi nd that the subsidiary is 
using child labour in direct violation of the company’s own ethical code, the Canadian 
instructs the local manager to replace the child with an adult. The local manager 
dutifully complies. The girl, an orphan, who is the only breadwinner for herself and 
her six-year-old brother, is unable to fi nd another job, so in desperation she turns to 
prostitution. Two years later she dies of AIDS. Meanwhile, her brother takes up 
begging. He encounters the Canadian while begging outside the local McDonald’s. 
Oblivious that this was the man responsible for his fate, the boy begs him for money. 
The Canadian quickens his pace and walks rapidly past the outstretched hand into 
the McDonald’s, where he orders a quarter-pound cheeseburger with fries and cold 
milk shake. A year later the boy contracts tuberculosis and dies. 

   Had the visiting Canadian understood the gravity of the girl’s situation, would 
he still have requested her replacement? Perhaps not! Would it have been better, 
therefore, to stick with the status quo and allow the girl to continue working? Probably 
not, because that would have violated the reasonable prohibition against child labour 
found in the company’s own ethical code. What then would have been the right thing 
to do? What was the obligation of the executive given this ethical dilemma? 

   There is no easy answer to these questions. That is the nature of    ethical 
dilemmas   —they are situations in which none of the available alternatives seems 
ethically acceptable. 15  In this case, employing child labour was not acceptable, but 
given that she was employed, neither was denying the child her only source of 
income. What the Canadian executive needed, what all managers need, was a moral 
compass, or perhaps an ethical algorithm, that would guide him through such an 
ethical dilemma to fi nd an acceptable solution. Later in this chapter we will outline 
what such a moral compass might look like. For now, it is enough to note that ethical 
dilemmas exist because many real-world decisions are complex, diffi cult to frame, 
and involve fi rst-, second-, and third-order consequences that are hard to quantify. 
Doing the right thing, or even knowing what the right thing might be, is often far 
from easy.    

 T H E  R O O T S  O F  U N E T H I C A L  B E H A V I O U R  
 Examples abound of managers behaving in a manner that might be judged 
unethical in an international business setting. A group of American investors became 
interested in restoring the SS  United States,  at one time a luxurious ocean liner. 16  The 
fi rst step in the restoration project involved stripping the ship of its asbestos lining. 
Asbestos is a highly toxic material that produces a fi ne dust that when inhaled can 
cause scarring and result in lung disease, cancer, and death. Accordingly, very tight 
standards in developed countries govern the removal of asbestos. A bid from a U.S. 
company, based on the standards established in the United States, priced the job at 
more than $100 million. A company in Ukraine offered to do the job for $2 million, 
so the ship was towed to the Ukrainian port of Sevastopol. By agreeing to do the 
work for $2 million, it is implied that the Ukrainian company could not have 
adopted standards even remotely close to those required in the United States. As a 
consequence, its employees were at a signifi cant risk of developing asbestos-related 
disease. If this was the case, the desire to limit costs had resulted in the American 
investors acting in an unethical manner, for they were knowingly rewarding a 
company that exposed its workers to a signifi cant health risk. 

      ETHICAL DILEMMA  
 A situation in which 
there is no ethically 
acceptable solution.     

hiL01799_ch04_126-161.indd Page 139  6/20/11  11:45 AM user-f494hiL01799_ch04_126-161.indd Page 139  6/20/11  11:45 AM user-f494 /201/MHRL065/hiL01799_disk1of1/0070401799/hiL01799_pagefiles/201/MHRL065/hiL01799_disk1of1/0070401799/hiL01799_pagefiles

 Pass 3rd



140

PA
R

T 
2 

C
ou

nt
ry

 D
if

fe
re

nc
es

   Why do managers behave in a manner that is unethical? There is no simple answer 
to this question, for the causes are complex, but a few generalizations can be made 
(see Figure 4.1). 17  

   First, business ethics are not divorced from personal ethics, which are the generally 
accepted principles of right and wrong governing the conduct of individuals. As 
individuals we are typically taught that it is wrong to lie and cheat—it is unethical—
and that it is right to behave with integrity and honour, and to stand up for what we 
believe to be right and true. This is generally true across societies. The personal 
ethical code that guides our behaviour comes from a number of sources, including 
our parents, our schools, our religion, and the media. Our personal ethical code 
exerts a profound infl uence on the way we behave as business people. An individual 
with a strong sense of personal ethics is less likely to behave in an unethical manner 
in a business setting. It follows that the fi rst step to establishing a strong sense of 
business ethics is for a society to emphasize strong personal ethics. 

   Home-country managers working abroad in multinational fi rms (expatriate 
managers) may experience more than the usual degree of pressure to violate their 
personal ethics. They are away from their ordinary social context and supporting 
culture, and they are psychologically and geographically distant from the parent 
company. They may be based in a culture that does not place the same value on 
ethical norms important in the manager’s home country, and they may be surrounded 
by local employees who have less rigorous ethical standards. The parent company 
may pressure expatriate managers to meet unrealistic goals that can only be fulfi lled 
by cutting corners or acting unethically. For example, to meet centrally mandated 
performance goals, expatriate managers might give bribes to win contracts or might 
implement working conditions and environmental controls that are below minimal 
acceptable standards. Local managers might encourage the expatriate to adopt such 
behaviour. And due to its geographical distance, the parent company may be unable 
to see how expatriate managers are meeting goals, or may choose not to see how 
they are doing so, allowing such behaviour to fl ourish and persist. 

   Also, many studies of unethical behaviour in a business setting have concluded that 
business people sometimes do not realize they are behaving unethically, primarily 
because they simply fail to ask, “Is this decision or action ethical?” 18  Instead, they 
apply a straightforward business evaluation to what they perceive to be a business 
decision, forgetting that the decision may also have an important ethical dimension. 

   The fault lies in two places. First, 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. Secondly, the fault also lies in processes 
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  FIGURE 4.1
  Determinants of Ethical 
Behaviour    
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 TESTING DRUGS IN THE DEVELOPING WORLD 

 The drug development process is long, risky, and expensive. It can take ten years and cost in excess of 
$500 million to develop a new drug. Moreover, between 80 and 90 percent of drug candidates fail in clinical 
trials. Pharmaceutical companies rely upon a handful of successes to pay for their failures. Among the 
most successful of the world’s pharmaceutical companies is New York-based Pfi zer. Given the risks and 
costs of developing a new drug, pharmaceutical companies will jump at opportunities to reduce them, 
and in 1996 Pfi zer thought it saw one. 
  Pfi zer had been developing a novel antibiotic, Trovan, that was proving to be useful in treating a wide range of 
bacterial infections. Wall Street analysts were predicting that Trovan could be a blockbuster, one of a handful 
of drugs capable of generating sales of more than $1 billion a year. In 1996, Pfi zer was pushing to submit data on 
Trovan’s effi cacy to the Food and Drug Administration (FDA) for review. A favourable review would allow Pfi zer 
to sell the drug in the United States, the world’s largest market. Pfi zer wanted the drug to be approved for both 
adults and children, but it was having trouble fi nding suffi cient numbers of sick children in the United States to 
test the drug on. Then, in early 1996, a researcher at Pfi zer read about an emerging epidemic of bacterial 
meningitis in Kano, Nigeria. This seemed like a quick way to test the drug on a large number of sick children. 
  Within weeks, a team of six doctors had fl own to Kano and were administering the drug, in oral form, to 
children with meningitis. Desperate for help, Nigerian authorities had given the go-ahead for Pfi zer to give the 
drug to children (the epidemic would ultimately kill nearly 16 000 people). Over the next few weeks, Pfi zer 
treated 198 children. The protocol called for half the patients to get Trovan and half to get a comparison 
antibiotic already approved for the treatment of children. After a few weeks, the Pfi zer team left, the experiment 
complete. Trovan seemed to be about as effective and safe as the already approved antibiotic. The data from 
the trial were put into a package with data from other trials of Trovan and delivered to the FDA. 
  Questions were soon raised about the nature of Pfi zer’s experiment. Allegations charged that the Pfi zer 
team kept children on Trovan, even after they failed to show a response to the drug, instead of switching 
them quickly to another drug. The result, according to critics, was that some children died who might have 
been saved had they been taken off Trovan sooner. Questions were also raised about the safety of the oral 
formulation of Trovan, which some doctors feared might lead to arthritis in children. Fifteen children who 
took Trovan showed signs of joint pain during the experiment, three times the rate of children taking the 
other antibiotic. Then there were questions about consent. The FDA requires that patient (or parent) consent 
be given before patients are enrolled in clinical trials, no matter where in the world the trials are conducted. 
Critics argue that in the rush to get the trial established in Nigeria, Pfi zer did not follow proper procedures, 
and that many parents of the infected children did not know their children were participating in a trial for 
an experimental drug. Many of the parents were illiterate, could not read the consent forms, and had to rely 
upon the questionable translation of the Nigerian nursing staff. Pfi zer rejected these charges and contends 
that it did nothing wrong. 
  Trovan was approved by the FDA for use in adults in 1997, but it was never approved for use in children. 
Launched in 1998, by 1999 there were reports that up to 140 patients in Europe had suffered liver damage 
after taking Trovan. The FDA subsequently restricted the use of Trovan to those cases where the benefi ts 
of treatment outweighed the risk of liver damage. European regulators banned sales of the drug. In 2003, 
two dozen Nigerian families sued Pfi zer in a federal court in New York. The families claim their children 
either died or were injured because Pfi zer did not adequately inform them of the risks and alternatives for 
treatment with Trovan. The case is still ongoing. 
  Did Pfi zer behave unethically by rushing to take advantage of an epidemic in Nigeria to test an 
experimental drug on children? Should it have been less opportunistic and proceeded more carefully? 
Were corners cut with regard to patient consent in the rush to establish a trial? And did doctors keep 
patients on Trovan too long, when they should have switched them to another medication? Is it ethical to 
test an experimental drug on children in a crisis setting in the developing world, where the overall standard 
of health care is so much lower than in the developed world and proper protocols might not be followed? 
These questions are all raised by the Pfi zer case, and they remain unanswered, by the company at least.  

 Source: J. Stephens, “Where Profi ts and Lives Hang in the Balance,”  Washington Post,  December 17, 2000, p. A1; A. Brichacek, “What 
Price Corruption?”  Pharmaceutical Executive  21, no. 11 (November 2001), p. 94; and S. Hensley, “Court Revives Suit Against Pfi zer on 
Nigeria Study,”  The Wall Street Journal,  October 13, 2004, p. B4.  

  M A N A G E M E N T  F O C U S  
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that do not incorporate ethical considerations into business decision making. Those 
decisions were probably made on the basis of good economic logic. Subcontractors were 
probably chosen on the basis of business variables such as cost, delivery, and product 
quality, and the key managers simply failed to ask, “How does this subcontractor treat 
its workforce?” If they thought about the question at all, they probably reasoned that it 
was the subcontractor’s concern, not theirs. (For an example of a business decision 
that may have been unethical, see the Management Focus describing Pfi zer’s decision to 
test an experimental drug on children suffering from meningitis in Nigeria.) 

   Unfortunately, the intense competitive international business climate, affecting all 
businesses of all sizes, puts a lot of pressure on all levels of management. The pressure 
to produce and sell products at cheaper and cheaper prices can encourage people to 
avoid thoroughly thinking through the ethical consequences of business decisions. 
This competitive pressure brings us to the third cause of unethical behaviour in 
businesses—an organizational culture that de-emphasizes business ethics, reducing 
all decisions to the purely economic. 

   The term    organization culture    refers to the values and norms that are shared 
among employees of an organization. You will recall from Chapter 3 that values are 
abstract ideas about what a group believes to be good, right, and desirable, while 
norms are the social rules and guidelines that prescribe appropriate behaviour in 
particular situations. Just as societies have cultures, so do business organizations. 
Together, values and norms shape the culture of a business organization, and that 
culture has an important infl uence on the ethics of business decision making.   

   Author Robert Bryce has explained how the organization culture at now-bankrupt 
multinational energy company Enron was built on values that emphasized greed 
and deception. 19  According to Bryce, the tone was set by top managers who engaged 
in self-dealing to enrich themselves and their own families. Bryce tells how former 
Enron CEO Kenneth Lay made sure his own family benefi ted handsomely from Enron. 
Much of Enron’s corporate travel business was handled by a travel agency part-
owned by Lay’s sister. When an internal auditor recommended that the company 
could do better by using another travel agency, he soon found himself out of a job. 
In 1997, Enron acquired a company owned by Kenneth Lay’s son, Mark Lay, which 
was trying to establish a business trading paper and pulp products. At the time, Mark 
Lay and another company he controlled were targets of a federal criminal 
investigation of bankruptcy fraud and embezzlement. As part of the deal, Enron 
hired Mark Lay as an executive with a three-year contract that guaranteed him at 
least $1 million in pay over that period, plus options to purchase about 20 000 shares 
of Enron. Bryce also details how Lay’s grown daughter used an Enron jet to transport 
her king-sized bed to France. With Kenneth Lay as an example, it is perhaps not 
surprising that self-dealing soon became endemic at Enron. The most notable 
example was Chief Financial Offi cer Andrew Fastow, who set up “off-balance-sheet” 
partnerships that not only hid Enron’s true fi nancial condition from investors, but 
also paid tens of millions of dollars directly to Fastow. (Fastow was subsequently 
indicted by the government for criminal fraud and went to jail.) 

   With the Enron case in the United States now a few years old, persons studying 
examples of corruption at the highest levels of a large company can read lots of 
material in the Canadian newspapers about the challenges facing media baron 
Conrad Black. Famous for his personal excesses in entertainment, houses, lavish 
events, and self-aggrandizing portraits of himself and his wife, Black, or as he became 
known in England, Lord Black of Crossharbour, was accused of removing boxes 
from the offi ces of a company of which he was no longer a director by U.S. security 
regulators. After security tapes were played in court, Black said he would bring back 
the boxes, claiming in his defence that they contained personal items and their 
removal did not violate a court order forbidding him to remove items without the 
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approval of a court-appointed inspector. Such a “fall 
from grace” has been recounted throughout 2005 to 
late 2007 as the story of Black’s crumbling empire 
crosses courtrooms in Canada, the United States, 
and Europe. 

   In October 2010, Black was successful in having 
two of his fraud convictions in the United States 
thrown out by an appeals court; however, the 
remaining charges were upheld. Black spent further 
money on legal fees to appeal these remaining 
charges; in late January 2011, State prosecutors 
stated that they don’t intend to retry Black on two 
fraud charges, but in June 2011 he will be 
resentenced for his obstruction-of-justice conviction 
and a single-count fraud conviction. Judge Amy St. Eve, 
who oversaw his original trial, will determine if he 
will serve further time to the 2 ½ years he has 
already served on the 6 ½ year sentence he has been 
serving at Coleman prison in Florida. 

   What precipitated the downfall of the newspaper mogul? In 2004 Black was sued 
by investor groups and others, who claimed that Black and some of his senior 
managers participated in highly inappropriate fi nancial dealings and audit fraud 
regarding circumstances at the papers owned by his closely held parent company. 
Black’s argument, explained in a more complicated way in court, was “It’s my 
money, I can do with it what I want,” to which the courts essentially said, “No, it is 
also the money of the people who buy shares in your 
company, and you stole from them.”   

   The fourth cause of unethical behaviour is pressure from 
the parent company to meet unrealistic performance goals 
that can be attained only by cutting corners or acting in an 
unethical manner. Again, Bryce discusses how this may have 
occurred at Enron. Lay’s successor as CEO, Jeff Skilling, put 
a performance evaluation system in place that weeded 
out 15 percent of underperformers every six months. This 
created a pressure-cooker culture with a myopic focus on 
short-run performance, and some executives and energy 
traders responded to that pressure by falsifying their 
performance—infl ating the value of trades, for example—to 
make it look as if they were performing better than was 
actually the case. 

   The lesson from the Enron debacle is that an organizational 
culture can legitimize behaviour that society would judge 
as unethical, particularly when this is mixed with a focus on 
unrealistic performance goals, such as maximizing short-
term economic performance no matter the costs. In such 
circumstances, there is a greater than average probability 
that managers will violate their own personal ethics and 
engage in unethical behaviour. By the same token, an 
organization culture can do just the opposite and reinforce 
the need for ethical behaviour. At Conrad Black’s companies, 
for example, Black propagated a set of values contrary to 
accepted Canadian corporate culture. These Canadian 
corporate values, which shape the way business is conducted 

   Conrad Black, who renounced his Canadian citizenship to become 
“Lord Black of Crossharbour,” has gone from being a media baron to 
a media target. THE CANADIAN PRESS/Ryan Remiorz.   

    Ethical questions of foreign drug testing 
 Increasingly, U.S. drug companies are testing 
their drugs overseas. Popular sites are Russia, 
Poland, and Hungary. This is largely because 
they can find trial participants easily and the 
process is cheaper than in the United States 
because there are fewer governmental 
restrictions on protocols, the medical standards 
are high, and well-trained clinical trial 
investigators earn as little as a few hundred 
dollars a month. Thus, the testing goes more 
quickly and costs less. The company’s goal is to 
determine if the drug is effective, and if so, get 
it to the market. When the trials are successful 
and the drug is marketed in developed 
countries, what, if any, obligation does the drug 
company have to the people who participated 
in the trials? Often the drug company won’t 
market the drug in their country. Should drug 
companies do “parachute research,” where 
they drop in, do their testing, and then leave? Or 
do they have a moral responsibility to continue 
treatment? Is there a difference if the drug in 
question is life-sustaining, such as an AIDS 
drug, or life-improving but not life-prolonging?  

ANOTHER P E R S P E C T I V E
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both within and by the corporation, have an important ethical component. Among 
other things, they stress the need for confi dence in and respect for people, open 
communication, and concern for the individual employee. 

   The Enron and Black examples suggest a fi fth root cause of unethical behaviour—
leadership. Leaders help to establish the culture of an organization, and they set the 
example that others follow. Other employees in a business often take their cue from 
business leaders, and if those leaders do not behave in an ethical manner, they might 
not either. It is not what leaders say that matters, but what they do. Enron, for 
example, had a code of ethics that Kenneth Lay himself often referred to, but Lay’s 
own actions to enrich family members spoke louder than any words.    

 P H I L O S O P H I C A L  A P P R O A C H E S  T O  E T H I C S  
 We shall look at several different approaches to business ethics here, beginning with 
some that can best be described as straw men, which either deny the value of business 
ethics or apply the concept in a very unsatisfactory way. Having discussed, and 
dismissed, the straw men, we then move on to consider approaches that are favoured 
by most moral philosophers and form the basis for current models of ethical 
behaviour in international businesses.  

 S T R A W  M E N 

 Straw man approaches to business ethics are raised by business ethics scholars 
primarily to demonstrate that they offer inappropriate guidelines for ethical decision 
making in a multinational enterprise. Four such approaches to business ethics are 
commonly discussed in the literature. These approaches can be characterized 
as the Friedman doctrine, cultural relativism, the righteous moralist, and the 
naive immoralist. All of these approaches have some inherent value, but all are 
unsatisfactory in important ways. Nevertheless, some companies tend to adopt these 
approaches. 

   The straw man analogy comes from the straw that was put inside scarecrows—the 
point being that it is not a serious effort to really fake people into thinking it is real 
man—anybody can see it is just straw stuffed into some worn out clothes. In arguments, 
this 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 
 Nobel Prize-winning economist Milton Friedman wrote an article in 1970 that has 
since become a classic straw man that business ethics scholars outline only to then 
tear down. 20  Friedman’s basic position is that the only social responsibility of 
business is to increase profits, so long as the company stays within the rules 
of law. He explicitly rejects the idea that businesses should undertake social 
expenditures beyond those mandated by the law and required for the effi cient 
running of a business. For example, his arguments suggest that improving working 
conditions beyond the level required by the law  and  necessary to maximize 
employee productivity will reduce profits and are therefore not appropriate. 
His belief is that a firm should maximize its profits because that is the way to 
maximize the returns that accrue to the owners of the firm, its shareholders. If 
shareholders then wish to use the proceeds to make social investments, that is their 
right, according to Friedman, but managers of the firm should not make that 
decision for them. 

 Although Friedman is talking about social responsibility, rather than business 
ethics per se, most business ethics scholars equate social responsibility with ethical 
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behaviour, and thus believe Friedman is also arguing against business ethics. 
However, the assumption that Friedman is arguing against ethics is not quite true, for 
Friedman does state,  

 [T]here is one and only one social responsibility of business—to use its resources and 
engage in activities designed to increase its profi ts so long as it stays within the rules of 
the game, which is to say that it engages in open and free competition without deception 
or fraud. 21   

 In other words, Friedman states that businesses should behave in an ethical manner 
and not engage in deception and fraud.   

 Cultural Relativism 
 Another straw man often raised by business ethics scholars is    cultural relativism   , 
which is the belief that ethics are nothing more than the refl ection of a culture—all 
ethics are culturally determined—and that accordingly, a fi rm should adopt the ethics 
of the culture in which it is operating. 22  This approach is often summarized by the 
maxim  when in Rome do as the Romans do.  As with Friedman’s approach, cultural 
relativism does not stand up to a closer look. At its extreme, cultural relativism 
suggests that if a culture supports slavery, it is okay to use slave labour in a country. 
Clearly it is not. Cultural relativism implicitly rejects the idea that universal notions 
of morality transcend different cultures, but, as we shall argue later in the chapter, 
some universal notions of morality are found across cultures. 

 While dismissing cultural relativism in its most sweeping form, some ethicists 
argue there is residual value in this approach. 23  As we noted in Chapter 3, societal 
values and norms do vary from culture to culture, customs do differ, so it might 
follow that certain business practices are ethical in one country, but not another. 
Indeed, the facilitating payments allowed in the U.S. Foreign Corrupt Practices Act 
can be seen as an acknowledgment that in some countries the payment of speed 
money to government offi cials is necessary to get business done, and if not ethically 
desirable, it is at least ethically acceptable. 

 However, not all ethicists or companies agree with this pragmatic view. For 
example, oil company BP explicitly states it will not make facilitating payments, no 
matter what the prevailing cultural norms are. In 2002, BP enacted a zero-tolerance 
policy for facilitation payments, primarily on the basis that such payments are a low-
level form of corruption, and thus cannot be justifi ed because corruption corrupts 
both the bribe giver and the bribe taker, and perpetuates the corrupt system. As BP 
notes on its Web site, as a result of its zero-tolerance policy:  

 Some oil product sales in Vietnam involved inappropriate commission payments to 
the managers of customers in return for placing orders with BP. These were stopped 
during 2002 with the result that BP failed to win certain tenders with potential profi t 
totalling $300k. In addition, two sales managers resigned over the issue. The business, 
however, has recovered using more traditional sales methods and has exceeded its 
targets at year-end. 

 BP in India has been working in an environment where facilitation payments are 
commonplace. The business unit took measures not only to eliminate direct facilitation 
payments but also extended the policy application to agents, consultants, sales 
distributors, and suppliers. Workshops covering suppliers, distributors, and agents were 
held and key third parties provided signed statements confi rming their compliance with 
our ethics policy. Contracts with three distributors and one freight agent were terminated 
for unethical behaviour. The main lesson learnt was that perseverance is eventually 
rewarded despite delays. A plant was connected to the national grid, an offi ce-location 
project was approved, and a major income tax refund was received—all without making 
the facilitation payments that would have been required in the past. 24   

      CULTURAL RELATIVISM 
  The belief that ethics are 
culturally determined 
and that fi rms should 
adopt the ethics of the 
cultures in which they 
operate.     
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 BP’s experience suggests that companies should not use cultural relativism as an 
argument for justifying behaviour that is clearly based upon suspect ethical grounds, 
even if that behaviour is both legal and routinely accepted in the country where the 
company is doing business.   

 The Righteous Moralist 
 A    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. While this 
seems reasonable at fi rst blush, the approach can create problems. Consider the 
following example. A North American bank manager was sent to Italy and was 
appalled to learn that the local branch’s accounting department recommended 
grossly under-reporting the bank’s profi ts for income tax purposes. 25  The manager 
insisted that the bank report its earnings accurately, North American style. When he 
was called by the Italian tax department to the fi rm’s tax hearing, he was told the 
fi rm owed three times as much tax as it had paid, refl ecting the department’s standard 
assumption that each fi rm under-reports its earnings by two-thirds. Despite his 
protests, the new assessment stood. In this case, the righteous moralist has run into 
a problem caused by the prevailing cultural norms in the country where he is 
doing business. How should he respond? The righteous moralist would argue for 
maintaining the position, while a more pragmatic view might be that in this case, the 
right thing to do is to follow the prevailing cultural norms, since there is a big penalty 
for not doing so.   

 The main criticism of the righteous moralist approach is that its proponents go too 
far. While there are some universal moral principles that should not be violated, it 
does not always follow that the appropriate thing to do is adopt home-country 
standards. For example, Canadian laws set down strict guidelines with regard to 
minimum wage and working conditions. Does this mean it is ethical to apply the 
same guidelines in a foreign country, paying people the same as they are paid in 
Canada, providing the same benefi ts and working conditions? Probably not, because 
doing so might nullify the reason for investing in that country and therefore deny 
locals the benefi ts of inward investment by the multinational. Clearly, a more 
nuanced approach is needed.   

 The Naive Immoralist 
 A    naive immoralist    asserts that if a manager of a multinational sees that fi rms 
from other nations are not following ethical norms in a host nation, that manager 
should not either. The classic example to illustrate the approach is known as the drug 
lord problem. In one variant of this problem, a Canadian mine manager in Congo 
routinely pays off the local tribal chief to guarantee that his plant will not be sabotaged 
and that none of his employees will be kidnapped. The manager argues that such 
payments are ethically defensible because everyone is doing it.   

 The objection is twofold. First, to simply say that an action is ethically justifi ed if 
everyone is doing it is not suffi cient. If fi rms in a country routinely employ 12-year-
olds and make them work ten-hour days, is it therefore ethically defensible to do the 
same? Obviously not, and the company does have a clear choice. It does not have to 
abide by local practices, and it can decide not to invest in a country where the 
practices are particularly odious. Second, the multinational must recognize that it 
does have the ability to change the prevailing practice in a country. It can use its 
power for a positive moral purpose. This is what BP is doing by adopting a zero-
tolerance policy with regard to facilitating payments. BP is stating that the prevailing 
practice of making facilitating payments in countries such as India is ethically wrong, 
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and it is incumbent upon the company to use its power to try to change the standard. 
While some might argue that such an approach smells of moral imperialism and a 
lack of cultural sensitivity, if it is consistent with widely accepted moral standards in 
the global community, it may be ethically justifi ed. 

 To return to the mine in Congo problem, an argument can be made that it is 
ethically defensible to make such payments, not because everyone else is doing so 
but because not doing so would cause greater harm (i.e., the tribal chief might seek 
retribution and engage in killings and kidnappings). Another solution to the problem 
is to refuse to invest in a country where the rule of law is so weak that tribal chiefs 
can demand protection money. This solution, however, is also imperfect, for it might 
mean denying the law-abiding citizens of that country the benefi ts associated with 
inward investment by the multinational (i.e., jobs, income, greater economic growth 
and welfare). Clearly, 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 fi nd an acceptable solution to the dilemma.    

 U T I L I TA R I A N  A N D  K A N T I A N  E T H I C S 

 The utilitarian approach to business ethics dates to philosophers such as David 
Hume (1771–1776), Jeremy Bentham (1784–1832), and John Stuart Mill (1806–1873). 
Utilitarian approaches    to ethics hold that the moral worth of actions or practices 
is determined by their consequences. 26  An action is judged to be desirable if it 
leads to the best possible balance of good consequences over bad consequences. 
Utilitarianism is committed to the maximization of good and the minimization 
of harm. Utilitarianism recognizes that actions have multiple consequences, some of 
which are good in a social sense and some of which are harmful. As a philosophy for 
business ethics, it focuses attention on the need to carefully weigh all of the social 
benefi ts and costs of a business action and to pursue only those actions where 
the benefi ts outweigh the costs. The best decisions, from a utilitarian perspective, are 
those that produce the greatest good for the greatest number of people.   

   Many businesses have adopted specifi c tools, such as cost-benefi t analysis and risk 
assessment, that are fi rmly rooted in a utilitarian philosophy. Managers often weigh 
the benefi ts and costs of an action before deciding whether to pursue it. A diamond 
exploration company considering drilling in the NWT wildlife preserve must weigh 
the economic benefi ts of the creation of jobs against the costs of environmental 
degradation in a fragile ecosystem. An agricultural biotechnology organization must 
decide whether the benefi ts of genetically modifi ed crops that produce natural 
pesticides outweigh the risks. The benefi ts include increased crop yields and reduced 
need for chemical fertilizers. The risks include the possibility that insect-resistant 
crops might make matters worse over time if insects evolve a resistance to the natural 
pesticides engineered into the plants, rendering the plants vulnerable to a new 
generation of super bugs. 

   For all of its appeal, utilitarian philosophy does have some serious drawbacks as an 
approach to business ethics. One problem is measuring the benefi ts, costs, and risks 
of a course of action. In the case of a diamond exploration company considering 
drilling in the NWT, how does one measure the potential harm done to the region’s 
ecosystem? In the above example, how can one quantify the risk that genetically 
engineered crops might ultimately result in the evolution of super bugs that are 
resistant to the natural pesticide engineered into the crops? In general, utilitarian 
philosophers recognize that the measurement of benefi ts, costs, and risks is often not 
possible due to limited knowledge. 

   The second problem with utilitarianism is that the philosophy omits the 
consideration of justice. The action that produces the greatest good for the greatest 
number of people may result in the unjustifi ed treatment of a minority. Such action 

     UTILITARIAN 
APPROACHES  
 Hold that the moral 
worth of actions or 
practices is determined 
by their consequences.    
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cannot be ethical, precisely because it is unjust. For example, suppose that in the 
interests of keeping down health insurance costs, the government decides to screen 
people for the HIV virus and deny insurance coverage to those who are HIV 
positive. By reducing health costs, such action might produce signifi cant benefi ts for 
a large number of people, but the action is unjust because it discriminates unfairly 
against a minority. 

      Kantian ethics    are based on the philosophy of Immanuel Kant (1724–1804). 
Kantian ethics hold that people should be treated as ends and never purely as means to 
the ends of others. People are not instruments, like a machine. People have dignity and 
need to be respected as such. Employing people in sweatshops, making them work long 
hours for low pay in poor work conditions, is a violation of ethics, according to Kantian 
philosophy, because it treats people as mere cogs in a machine and not as conscious 
moral beings that have dignity. Although contemporary moral philosophers tend to 
view Kant’s ethical philosophy as incomplete—for example, his system has no place for 
moral emotions or sentiments such as sympathy or caring—the notion that people 
should be respected and treated with dignity still resonates in the modern world.     

 R I G H T S  T H E O R I E S 

 Developed in the twentieth century,    rights theories    recognize that human beings 
have fundamental rights and privileges that transcend national boundaries and 
cultures. Rights establish a minimum level of morally acceptable behaviour. One 
well-known defi nition of a fundamental right construes it as something that takes 
precedence over or “trumps” a collective good. Thus, we might say that the right to 
free speech is a fundamental right that takes precedence over all but the most 
compelling collective goals and overrides, for example, the interest of the state in 
civil harmony or moral consensus. 27  Moral theorists argue that fundamental human 
rights form the basis for the  moral compass  that managers should navigate by when 
making decisions that have an ethical component. More precisely, they should not 
pursue actions that violate these rights.   

   The notion that there are fundamental rights that transcend national borders 
and cultures was the underlying motivation for the United Nations    Universal 
Declaration of Human Rights   , which has been ratifi ed by almost every country 
on the planet and lays down basic principles that should always be adhered to 
irrespective of the culture in which one is doing business. 28  Echoing Kantian ethics, 
Article 1 of this declaration states:    

 Article 1: All human beings are born free and equal in dignity and rights. They are 
endowed with reason and conscience and should act towards one another in a spirit of 
brotherhood.  

   Article 23 of this declaration, which relates directly to employment, states:  

 1.      Everyone has the right to work, to free choice of employment, to just and 
favourable conditions of work, and to protection against unemployment.  

 2.    Everyone, without any discrimination, has the right to equal pay for equal work.  
 3.    Everyone who works has the right to just and favourable remuneration 

ensuring for himself and his family an existence worthy of human dignity, and 
supplemented, if necessary, by other means of social protection.  

 4.    Everyone has the right to form and to join trade unions for the protection of 
his interests.     

   Clearly, the rights to “just and favourable work conditions,” “equal pay for equal work,” 
and remuneration that ensures an “existence worthy of human dignity” embodied in 
Article 23 imply that it is unethical to employ child labour in sweatshop settings and 

     UNIVERSAL 
DECLARATION OF 

HUMAN RIGHTS  
 A United Nations 

document that lays 
down the basic 

principles of human 
rights that should be 

adhered to.    

     RIGHTS THEORIES  
 A twentieth century 

theory that human 
beings have fundamental 
rights and privileges that 

transcend national 
boundaries and cultures.    

     KANTIAN ETHICS  
 Holds that people should 

be treated as ends, and 
never purely as means 

to the ends of others.    
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pay less than subsistence wages, even if that happens to be common practice in some 
countries. These are fundamental human rights that transcend national borders. 

   It is important to note that along with  rights  come  obligations . Because we have the 
right to free speech, we are also obligated to make sure that we respect the free 
speech of others. The notion that people have obligations is stated in Article 29 of 
the Universal Declaration of Human Rights:  

 Article 29: Everyone has duties to the community in which alone the free and full 
development of his personality is possible.  

   Within the framework of a theory of rights, certain people or institutions are obligated 
to provide benefi ts or services that secure the rights of others. Such obligations also 
fall upon more than one class of moral agent (a moral agent is any person or 
institution that is capable of moral action such as a government or corporation). 

   For example, to escape the high costs of toxic waste disposal in the West, in the late 
1980s several fi rms shipped their waste in bulk to African nations, where it was 
disposed of at a much lower cost. In 1987, fi ve European ships unloaded toxic waste 
containing dangerous poisons in Nigeria. Workers wearing sandals and shorts 
unloaded the barrels for $2.50 a day and placed them in a dirt lot in a residential 
area. They were not told about the contents of the barrels. 29  Who bears the obligation 
for protecting the rights of workers and residents to safety in a case like this? 
According to rights theorists, 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. Thus, it was the obligation not 
just of the Nigerian government but also of the multinational fi rms that shipped the 
toxic waste to make sure it did no harm to residents and workers. In this case, both 
the government and the multinationals apparently failed to recognize their basic 
obligation to protect the fundamental human rights of others.   

 J U S T I C E  T H E O R I E S 

 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. 
There is no one theory of justice, and several theories of justice confl ict with each 
other in important ways. 30  Here we shall focus on one particular theory of justice 
that is both very infl uential and has important ethical implications. The theory is 
attributed to philosopher John Rawls. 31  Rawls argues that all 
economic goods and services should be distributed equally 
except when an unequal distribution would work to everyone’s 
advantage.   

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

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

    Ethical analysis:   In a Different Voice  
 In addition to utilitarian, Kantian, rights, and 
justice approaches to business ethics, Carol 
Gilligan offers another way to think about 
our moral actions, as a series of caring 
relationships that evolve over time, focused 
first on the self, then on dependent others, 
and finally, on establishing equality of needs 
between self and others so that dynamic 
relationships can replace dependent ones. Such 
an approach (self, dependent other, dynamic 
equality) may be a helpful way of thinking about 
a multinational’s evolving corporate involvement 
in a developing country. (Carol Gilligan, 1982,  In 
a Different Voice )   

ANOTHER P E R S P E C T I V E

     JUST DISTRIBUTION  
 A distribution that is 
considered fair and 
equitable.    
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liberty of conscience and freedom of thought, the freedom and right to hold personal 
property, and freedom from arbitrary arrest and seizure. 

   The second principle is that once equal basic liberty is assured, inequality in basic 
social goods—such as income and wealth distribution, and opportunities—is to be 
allowed  only  if such inequalities benefi t everyone. Rawls accepts that inequalities 
can be just if the system that produces inequalities is to the advantage of everyone. 
More precisely, he formulates what he calls the  difference principle,  which is that 
inequalities are justifi ed if they benefi t the position of the least-advantaged person. 
So, for example, wide variations in income and wealth can be considered just if the 
market-based system that produces this unequal distribution also benefi ts the least-
advantaged members of society. One can argue that a well-regulated, market-based 
economy and free trade, by promoting economic growth, benefi t the least-advantaged 
members of society. In principle at least, the inequalities inherent in such systems are 
therefore just (in other words, the rising tide of wealth created by a market-based 
economy and free trade lifts all boats, even those of the most disadvantaged). 

   In the context of international business ethics, Rawls’ theory creates an interesting 
perspective. Managers could ask themselves whether the policies they adopt in 
foreign operations would be considered just under Rawls’ veil of ignorance. Is it just, 
for example, to pay foreign workers less than workers in the fi rm’s home country? 
Rawls’ theory would suggest it is, so long as the inequality benefi ts the least-
advantaged members of the global society (which is what economic theory suggests). 
Alternatively, it is diffi cult to imagine that managers operating under a veil of 
ignorance would design a system where foreign employees were paid subsistence 
wages to work long hours in sweatshop conditions and where they were exposed to 
toxic materials. Such working conditions are clearly unjust in Rawls’ framework, and 
therefore, it is unethical to adopt them. Similarly, operating under a veil of ignorance, 
most people would probably design a system that imparts some protection from 
environmental degradation to important global commons, such as the oceans, 
atmosphere, and tropical rain forests. To the extent that this is the case, it follows 
that it is unjust, and by extension unethical, for companies to pursue actions that 
contribute toward extensive degradation of these commons. Thus, Rawls’ veil of 
ignorance is a conceptual tool that contributes to the moral compass that managers 
can use to help them navigate through diffi cult ethical dilemmas.    

 E T H I C A L  D E C I S I O N  M A K I N G  
 What then is the best way for managers in a multinational fi rm to make sure that 
ethical considerations fi gure into international business decisions? How do managers 
decide upon an ethical course of action when confronted with decisions pertaining 
to working conditions, human rights, corruption, and environmental pollution? 
From an ethical perspective, how do managers determine the moral obligations that 
fl ow from the power of a multinational? In many cases, there are no easy answers to 
these questions, for many of the most vexing ethical problems arise because there 
are very real dilemmas inherent in them and no obvious correct action. Nevertheless, 
managers can and should do many things to make sure that basic ethical principles 
are adhered to and that ethical issues are routinely inserted into international 
business decisions. 

   Before proceeding to discuss fi ve things that an international business and its 
managers can do to make sure ethical issues are considered in business decisions, it 
is useful to explain an overall reason why managers should consider ethics—namely 
“morale.” As noted earlier in this chapter, the intense competitive environment of 
international business challenges employers to increase productivity so they can 
make more “stuff” with less resources. Less resources includes less people—which 
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means increasing productivity of the employees. A key part of increasing the 
productivity of employees is enhancing morale so that employees feel motivated to 
work under more stressful conditions. If a company behaves in an unethical way to 
employees, customers, or suppliers, this will jeopardize morale and negatively effect 
productivity. Put simply, if your company does not “do the right thing” your 
employees with be disgruntled and your competitiveness will decline. 

   There are fi ve things that an international business and its managers can do to 
make sure ethical issues are considered in business decisions:  

   1.   Favour hiring and promoting people with a well-grounded sense of personal 
ethics.  

   2.   Build an organizational culture that places a high value on ethical behaviour.  
   3.   Make sure that leaders within the business not only articulate the rhetoric of 

ethical behaviour, 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.    

 H I R I N G  A N D  P R O M O T I O N 

 It seems obvious that businesses should strive to hire people who have a strong sense 
of personal ethics and would not engage in unethical or illegal behaviour. Similarly, 
you would rightly expect a business to not promote people, and perhaps to fi re 
people, whose behaviour does not match generally accepted ethical standards. But 
actually doing so is very diffi cult. How do you know that someone has a poor sense 
of personal ethics? In our society, we have an incentive to hide a lack of personal 
ethics from public view. Once people realize that you are unethical, they will no 
longer trust you. 

   Is there anything that businesses can do to make sure they do not hire people who 
subsequently turn out to have poor personal ethics, particularly given that people 
have an incentive to hide this from public view (indeed, the unethical person may lie 
about his or her nature)? Businesses can give potential employees psychological tests 
to try to discern their ethical predisposition, and they can check with prior employees 
regarding someone’s reputation (e.g., by asking for letters of reference and talking to 
people who have worked with the prospective employee). The latter is common and 
does infl uence the hiring process. Promoting people who have displayed poor ethics 
should not occur in a company where the organization culture values the need for 
ethical behaviour and where leaders act accordingly. 

   Not only should businesses strive to identify and hire people with a strong sense of 
personal ethics, but it also is in the interests of prospective employees to fi nd out as 
much as they can about the ethical climate in an organization. Who wants to work 
at a multinational such as Enron, which ultimately entered bankruptcy because 
unethical executives had established risky partnerships that were hidden from public 
view and that existed in part to enrich those same executives? Table 4.1 lists some 
questions job seekers might want to ask a prospective employer.   

 O R G A N I Z AT I O N  C U LT U R E  A N D  L E A D E R S H I P 

 To foster ethical behaviour, businesses need to build an organization culture that 
values ethical behaviour. Three things are particularly important in building an 
organization culture that emphasizes ethical behaviour. First, the businesses must 
explicitly articulate values that emphasize ethical behaviour. Many companies now 
do this by drafting a    code of ethics,    which is a formal statement of the ethical 

     CODE OF ETHICS  
 A business’s formal 
statement of ethical 
priorities.    
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priorities a business adheres to. Often, the code of ethics draws heavily upon 
documents such as the UN Universal Declaration of Human Rights, which itself 
is grounded in Kantian and rights-based theories of moral philosophy. Others 
have incorporated ethical statements into documents that articulate the values or 
mission of the business. For example, the Canadian Marketing Association has a 
code of ethics to which all association members must adhere to. The Code of Ethics, 
prominently displayed on the CMA Web site at www.the-cma.org, is written in 
language that adheres to existing provincial and federal regulations governing 
human rights, privacy, and ethics. For example:    

 H3.1 Marketers must not participate in any campaign involving the disparagement or 
exploitation of any person or group on the grounds of race, colour, ethnicity, religion, 
national origin, gender, sexual orientation, marital status or age. 

 N3.4 Unlisted Numbers: Marketers must not knowingly call any consumer or 
business who has an unlisted or unpublished telephone number, except where the 
telephone number was furnished by the consumer or business to that marketer, or by a 
third-party with the consumer’s consent.  

   Note the CMA’s refusal to disparage any person or group, a statement that is 
grounded in Kantian ethics. The CMA’s principles send a very clear message about 
appropriate ethics to managers and employees. 

   Having articulated values in a code of ethics or some other document, leaders 
in the business must give life and meaning to those words by repeatedly emphasizing 
their importance  and then acting on them.  This means using every relevant opportunity 
to stress the importance of business ethics and making sure that key business 
decisions not only make good economic sense but also are ethical. Many companies 
have gone a step further, hiring independent auditors to make sure they are behaving 
in a manner consistent with their ethical codes. Nortel, for example, has hired 
independent auditors to make sure that suppliers used by the company are living up 
to Nortel’s code of conduct.   

 D E C I S I O N - M A K I N G  P R O C E S S E S 

 In addition to establishing the right kind of ethical culture in an organization, 
business people must be able to think through the ethical implications of decisions 
in a systematic way. To do this, they need a moral compass, and both rights theories 

      Some probing questions to ask about a prospective employer:

     1. Is there a formal code of ethics? How widely is it distributed? Is it reinforced 
in other formal ways such as through decision-making systems?  

    2. Are workers at all levels trained in ethical decision making? Are they also 
encouraged to take responsibility for their behaviour or to question authority 
when asked to do something they consider wrong?  

    3. Do employees have formal channels available to make their concerns 
known confi dentially? Is there a formal committee high in the organization 
that considers ethical issues?  

    4. Is misconduct disciplined swiftly and justly within the organization?  

    5. Is integrity emphasized to new employees?  

    6. How are senior managers perceived by subordinates in terms of their 
integrity? How do such leaders model ethical behaviour?         

 TABLE 4.1 
 A Job Seeker’s Ethics 
Audit   

 Source: Linda K. Trevino, chair of the Department of Management and Organization, Smeal College of Business, Pennsylvania State 

University. Reported in K. Maher, “Career Journal. Wanted: Ethical Employer,”  The Wall Street Journal, July  9, 2002, p. B1. 
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and Rawls’ theory of justice help to provide such a compass. Beyond these theories, 
some experts on ethics have proposed a straightforward practical guide—or ethical 
algorithm—to determine whether a decision is ethical. 32  According to these experts, 
a decision is acceptable on ethical grounds if a business person can answer yes to 
each of these questions:  

   1.   Does my decision fall within the accepted values or standards that typically 
apply in the organizational environment (as articulated in a code of ethics or 
some other corporate statement)?  

   2.   Am I willing to see the decision communicated to all stakeholders affected by 
it—for example, by having it reported in newspapers or on television?  

   3.   Would the people with whom I have a signifi cant personal relationship, such 
as family members, friends, or even managers in other businesses, approve of 
the decision?   

   Others have recommended a fi ve-step process to think through ethical problems 
(this is another example of an ethical algorithm). 33  In step 1, business people should 
identify which stakeholders a decision would affect and in what ways. A fi rm’s 
   stakeholders    are individuals or groups that have an interest, claim, or stake in 
the company, in what it does, and in how well it performs. 34  They can be divided 
into internal stakeholders and external stakeholders.    Internal stakeholders
are individuals or groups who work for or own the business. 
They include all employees, the board of directors, and 
shareholders.    External stakeholders    are all other 
individuals and groups that have some claim on the fi rm. 
Typically, this group comprises customers, suppliers, 
lenders, governments, unions, local communities, and the 
general public.  

   All stakeholders are in an exchange relationship with the 
company. Each stakeholder group supplies the organization 
with important resources (or contributions), and in exchange 
each expects its interests to be satisfi ed (by inducements). 35

For example, employees provide labour, skills, knowledge, 
and time and in exchange expect commensurate income, 
job satisfaction, job security, and good working conditions. 
Customers provide a company with its revenues and in 
exchange they want quality products that represent value 
for money. Communities provide businesses with local 
infrastructure and in exchange they want businesses that 
are responsible citizens and seek some assurance that the 
quality of life will be improved as a result of the business 
fi rm’s existence. 

   Stakeholder analysis involves a certain amount of what has 
been called  moral imagination.  36  This means standing in the 
shoes of a stakeholder and asking how a proposed decision 
might impact that stakeholder. For example, when considering 
outsourcing to subcontractors, managers might need to ask 
themselves how it might feel to be working under substandard 
health conditions for long hours. 

   Step 2 involves judging the ethics of the proposed strategic 
decision, given the information gained in step 1. Managers 
need to determine whether a proposed decision would 
violate the  fundamental rights  of any stakeholders. For 

     STAKEHOLDERS  
 The individuals or 
groups who have an 
interest, stake, or claim 
in the actions and 
overall performance 
of a company.    

     INTERNAL 
STAKEHOLDERS  
 People who work for or 
who own the business 
such as employees, the 
board of directors, and 
shareholders.    

     EXTERNAL 
STAKEHOLDERS  
 The individuals or 
groups who have some 
claim on a fi rm, such as 
customers, suppliers, 
and unions.    

  Stakeholders 
 This text describes stakeholders as “. . . 
individuals or groups that have an interest, 
stake, or claim in the actions and overall 
performance of a company.” Many business 
textbooks use the term stakeholders and it is 
commonly used among business people to 
describe the persons who “have a stake” in the 
company. . . . But where does the term come 
from? It comes from the practice of prospecting 
for a mine. 
  In Canada’s Yukon during the 1890s, people 
who went out into the bush looking for a vein of 
gold were called prospectors. Retired Queen’s 
Professor George Richardson explains that 
these prospectors would “pan for gold” sitting 
by a stream, and dig in the rock and soil looking 
for glints of the precious yellow metal and if 
they came across an area which looked 
promising, they would take wooden stakes and 
“stake their claim.” 
  Richardson, who taught mining history, adds 
that the next step for prospectors would be to 
go to the local government office and have the 
details of their claim (location, date) registered 
in their name so that they could later proceed 
to mine the property and they would be given 
a legal right to do so without other people 
infringing on their territory.  

ANOTHER P E R S P E C T I V E
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example, we might argue that the right to information about health risks in the 
workplace is a fundamental entitlement of employees. Similarly, the right to know 
about potentially dangerous features of a product is a fundamental entitlement of 
customers (something tobacco companies violated when they did not reveal to 
their customers what they knew about the health risks of smoking). Managers 
might also want to ask themselves whether they would allow the proposed strategic 
decision if they were designing a system under Rawls’ veil of ignorance. For 
example, if the issue under consideration was whether to outsource work to a 
subcontractor with low pay and poor working conditions, managers might want to 
ask themselves whether they would allow for such action if they were considering 
it under a veil of ignorance, where they themselves might ultimately be the ones to 
work for the subcontractor. 

   The judgment at this stage should be guided by various moral principles that 
should not be violated. The principles might be those articulated in a corporate code 
of ethics or other company documents. In addition, certain moral principles that we 
have adopted as members of society—for instance, the prohibition on stealing—should 
not be violated. The judgment at this stage will also be guided by the decision rule 
that is chosen to assess the proposed strategic decision. Although maximizing long-
run profi tability is the decision rule that most businesses stress, it should be applied 
subject to the constraint that no moral principles are violated—that the business 
behaves in an ethical manner. 

   Step 3 requires managers to establish moral intent. This means the business must 
resolve to place moral concerns ahead of other concerns in cases where either the 
fundamental rights of stakeholders or key moral principles have been violated. 
At this stage, input from top management might be particularly valuable. Without 
the proactive encouragement of top managers, middle-level managers might tend 
to place the narrow economic interests of the company before the interests of 
stakeholders. They might do so in the (usually erroneous) belief that top managers 
favour such an approach. 

   Step 4 requires the company to engage in ethical behaviour. Step 5 requires the 
business to audit its decisions, reviewing them to make sure they were consistent 
with ethical principles, such as those stated in the company’s code of ethics. This 
fi nal step is critical and often overlooked. Without auditing past decisions, business 
people may not know if their decision process is working and if changes should be 
made to ensure greater compliance with a code of ethics.  

 E T H I C S  O F F I C E R S 

 To make sure that a business behaves in an ethical manner, a number of fi rms now 
have ethics offi cers. These individuals are responsible for making sure that all 
employees are trained to be ethically aware, that ethical considerations enter the 
business decision-making process, and that the company’s code of ethics is adhered 
to. Ethics offi cers may also be responsible for auditing decisions to make sure they 
are consistent with this code. In many businesses, ethics offi cers act as an internal 
ombudsperson with responsibility for handling confi dential inquiries from 
employees, investigating complaints from employees or others, reporting fi ndings, 
and making recommendations for change. 

   NovaGold Resources Inc., a Vancouver-based Canadian mining company, 
devotes particular attention to their “Code of Business Conduct & Ethics” on 
the company Web site at www.novagold.com. NovaGold explains that one of the 
reasons for publicly posting their ethics code is because, “Our business is becoming 
increasingly complex, both in terms of the geographies in which we function and 
the laws with which we must comply.” NovaGold, like many Canadian mining 
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companies, has designated a specifi c person (their corporate Controller) within the 
senior executive team to handle ethics complaints and deal with public relations 
matters on ethical issues.   

 M O R A L  C O U R A G E 

 Finally, it is important to recognize that employees in an international business may 
need signifi cant  moral courage.  Moral courage enables managers to walk away from a 
decision that is profi table, but unethical. Moral courage gives an employee the 
strength to say no to a superior who instructs her to pursue actions that are unethical. 
And moral courage gives employees the integrity to go public to the media and blow 
the whistle on persistent unethical behaviour in a company. This moral courage does 
not come easily; there are well-known cases where individuals have lost their jobs 
because they blew the whistle on corporate behaviours they thought unethical, 
telling the media about what was occurring. 37  

   However, 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. For example, consider the 
following extract from Unilever’s code of ethics:  

 Unilever is committed to diversity in a working environment where there is mutual trust 
and respect and where everyone feels responsible for the performance and reputation of 
our company. 38   

   Clearly this statement gives permission to employees to exercise moral courage. 
Companies can also set up ethics hotlines, which allow employees to anonymously 
register a complaint with a corporate ethics offi cer.   

 S U M M A R Y  O F  D E C I S I O N - M A K I N G  S T E P S 

 All of the steps discussed here—hiring and promoting people based upon ethical 
considerations as well as more traditional metrics of performance, establishing an 
ethical culture in the organization, instituting ethical decision-making processes, 
appointing ethics offi cers, and creating an environment that facilitates moral 
courage—can help to make sure that when making business decisions, managers 
are cognizant of the ethical implications and do not violate basic ethical prescripts. 
At the same time, it must be recognized that not all ethical dilemmas have a clean 
and obvious solution—that is why they are dilemmas. There are clearly things that 
international businesses should not do and there are things that they should do but 
there are also actions that present managers with true dilemmas. In these cases, a 
premium is placed on managers’ ability to make sense out of complex situations 
and make balanced decisions that are as just as possible.   

 I M P L I C AT I O N S  F O R  B U S I N E S S 
 The material in this chapter has implications for how managers operate internationally in a globalized 
economy where advances in Internet-enabled communications and mass media allow worldwide 
audiences to be instantly aware of events anywhere and anytime. In addition to the “threat” that the 
technological environment can speedily broadcast news of an unethical situation, companies also 
have to deal with the consequences of an intensifi ed competitive environment that both creates and 
worsens situations in which ethics is compromised to produce products and services at lower costs 
and sold at higher margins. Framing the background is a volatile political environment in which 
regional and national politicians have to create compromise from increasingly “blended cultures” 
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and the stress that comes from having to accommodate different values and beliefs in a more diverse 
society. 

 The managerial implications for attending to ethical considerations put the burden on company 
executives to not only “do the right thing” but also appear to be doing the right thing for the media. As 
more and more medium- and small-sized companies “go public” and list their shares on the stock 
market, ethical issues that get raised in the media can negatively effect shareholder confi dence and 
the subsequent stock price fl uctuations may jeopardize the company’s fi nances.  

 B E N E F I T S 

 One of the benefi ts of a company behaving in an ethical way is the confi dence of knowing that when 
the increasingly sophisticated consumer discovers some unethical circumstances within your 
competition, your product and your fi rm can withstand any subsequent scrutiny that may come with 
the global media seeking out other instances within the sector.   

 C O S T S 

 It is being said these days that to succeed in business is not necessarily a matter of doing things 
well, but rather being in a position to handle the consequences when things do not go well—as 
they inevitably do. Having a clear conscience regarding the way your company has been handling 
a sensitive ethical situation in a region of confl ict may serve you well when the CBC  National News  
does an exposé on the circumstances, where all your competitors are implicated—while your 
company is praised for the way in which it handled things ethically from the beginning. It may 
have cost you more to have proper effl uent pollution controls in place, or it may have been more 
expensive to provide special services to workers when other companies didn’t, but your company 
will more than make up for these costs by selling product while your competitors are spending 
money on high-priced publicity to recover public opinion.   

 R I S K S 

 Operating in a way that appears to be ethical is not an exact science; sometimes it is a matter 
of opinion. While bribery of government officials may not be tolerated or may even be illegal 
in the home country, bribery of government offi cials may be a natural way that services are 
rendered in the host country. In circumstances where a national government has a limited 
corporate tax base, certain government services might be considered on a “user pay” basis. So if 
somebody wanted special concessions from a regional administrator to allow permits for some 
activity to take place, it might be considered perfectly acceptable to directly pay that administrator 
a “bonus” for handling the required paperwork in a timely fashion. The risk you take is proportionate 
to the nature of the activity and unfortunately, there is no “manual” that can be referenced to see 
if certain activities are ethically acceptable in the broader scheme of things. There is also the risk 
that media interpretation (should they fi nd out there was a “bonus”) might be broadcast in a way that 
does not include an understanding of the cultural or political environment, so perceptions might be 
twisted out of context.        

 K E Y  T E R M S  
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   1.   Review the Management Focus on testing drugs in the 
developing world and discuss the following questions: 

  a.    Did Pfi zer behave unethically by rushing to take advantage 
of a Nigerian epidemic to test an experimental drug on 
sick children? Should the company have proceeded more 
carefully?  

  b.    Is it ethical to test an experimental drug on children in 
emergency settings in the developing world where the 
overall standard of health care is much lower than in 
the developed world, and where proper protocols might 
not be followed?     

   2.   A visiting North American executive fi nds that a foreign 
subsidiary in a poor nation has hired a 12-year-old girl 
to  work on a factory fl oor, in violation of the company’s 
prohibition on child labour. He tells the local manager to 

replace the child and tell her to go back to school. The 
local manager tells the North American executive that the 
child is an orphan with no other means of support, and she 
will probably become a street child if she is denied work. 
What should the North American executive do?  

   3.   Drawing upon John Rawls’ concept of the veil of ignorance, 
develop an ethical code that will  (a)  guide the decisions of 
a large oil multinational toward environmental protection, 
and  (b)  infl uence the policies of a clothing company to 
outsourcing of manufacturing process.  

   4.   Under what conditions is it ethically defensible to 
outsource production to the developing world where 
labour costs are lower when such actions also involve 
laying off long-term employees in the fi rm’s home country?  

   5.   Are facilitating payments ethical?     

 C R I T I C A L  T H I N K I N G  A N D  D I S C U S S I O N  Q U E S T I O N S  

 S U M M A R Y 
 This chapter has discussed the source and nature of ethical 
issues in international businesses, the different philosophical 
approaches to business ethics, and the steps managers can 
take to ensure that ethical issues are respected in international 
business decisions. The chapter made these points:

    1.   The term  ethics  refers to accepted principles of right or 
wrong that govern the conduct of a person, the 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, and an ethical strategy is one 
that does not violate these accepted principles.  

   2.   Ethical issues and dilemmas in international business are 
rooted in the variations among political systems, law, 
economic development, and culture from country to country.  

   3.   The most common ethical issues in international business 
involve employment practices, human rights, environmental 
regulations, corruption, and the moral obligation of 
multinational corporations.  

   4.   Ethical dilemmas are situations in which none of the 
available alternatives seems ethically acceptable.  

   5.   Unethical behaviour is rooted in poor personal ethics, the 
psychological and geographical distances of a foreign 
subsidiary from the home offi ce, a failure to incorporate 
ethical issues into strategic and operational decision 
making, a dysfunctional culture, and failure of leaders to 
act in an ethical manner.  

   6.   Moral philosophers contend that approaches to business 
ethics such as the Friedman doctrine, cultural relativism, 
the righteous moralist, and the naive immoralist are 
unsatisfactory in important ways.  

   7.   The Friedman doctrine states that the only social 
responsibility of business is to increase profi ts, as long 
as  the company stays within the rules of law. Cultural 

relativism contends that one should adopt the ethics of the 
culture in which one is doing business. The righteous 
moralist monolithically applies home-country ethics to a 
foreign situation, while the naive immoralist believes that if 
a manager of a multinational sees that fi rms from other 
nations are not following ethical norms in a host nation, 
that manager should not either.  

   8.   Utilitarian approaches to ethics hold that the moral worth 
of actions or practices is determined by their consequences, 
and the best decisions are those that produce the greatest 
good for the greatest number of people.  

   9.   Kantian ethics state that people should be treated as ends 
and never purely as  means  to the ends of others. People 
are not instruments, like a machine. People have dignity 
and need to be respected.  

  10.   Rights theories recognize that human beings have 
fundamental rights and privileges that transcend national 
boundaries and cultures. These rights establish a minimum 
level of morally acceptable behaviour.  

  11.   The concept of justice developed by John Rawls suggests 
that a decision is just and ethical if people would allow for 
it when designing a social system under a veil of ignorance.  

  12.   To make sure that ethical issues are considered in 
international business decisions, managers should 
(i) favour hiring and promoting people with a well-grounded 
sense of personal ethics; (ii) build an organization culture 
that places a high value on ethical behaviour; (iii) make 
sure that leaders within the business not only articulate the 
rhetoric of ethical behaviour, but also act in a manner that 
is consistent with that rhetoric; (iv) put decision-making 
processes in place that require people to consider the 
ethical dimension of business decisions; and (v) be morally 
courageous and encourage others to do the same.      
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     E T C H - A - S K E T C H  E T H I C S  
 The Ohio Art Company is perhaps best known as the 
producer of one of the top selling toys of all time, 
the venerable Etch-A-Sketch. More than 100 million of the 
familiar red rectangular drawing toys have been sold 
since 1960 when it was invented. The late 1990s, however, 
became a troubled time for the toy’s maker. Confronted 
with sluggish toy sales, the Ohio Art Company lost money 
for two years. In December 2000, it made the strategic 
decision to outsource production of the Etch-A-Sketch 
toys to Kin Ki Industrial, a leading Chinese toy maker, 
laying off 100 U.S. workers in the process. 
  The closure of the Etch-A-Sketch line was not 
unexpected among employees. The company had already 
moved the production of other toy lines to China, and most 
employees knew it was just a matter of time before 
Etch-A-Sketch went too. Still, the decision was a tough 
one for the company, which did most of its manufacturing 
in its home base, the small Ohio town of Bryan (population 
8000). As William Killgallon, the CEO of the Ohio Art 
Company, noted, the employees who made the product 
“were like family. It was a necessary financial decision 
we saw coming for some time, and we did it gradually, 
product by product. But that doesn’t mean it’s emotionally 
easy.” 

  In a small town such as Bryan, the cumulative effect of 
outsourcing to China has been signifi cant. The tax base is 
eroding from a loss of manufacturing and a population decline. 
The local paper is full of notices of home foreclosures and 
auctions. According to former employees, the biggest hole in 
their lives after Etch-A-Sketch moved came from the death of 
a community. For many workers, the company was their 
family, and now that family was gone. 
  The rational for the outsourcing was simple enough. 
Pressured to keep the cost of Etch-A-Sketch under $10 
by big retailers such as Walmart and Toys “R” Us, the 
Ohio Art Company had to get its costs down or lose 
money. In this case, unionized workers making $1500 a month 
were replaced by Chinese factory workers who made 
$75 a month. However, according to Killgallon, the main 
savings came not from lower wages, but from lower 
overhead costs for plant, maintenance, electricity, and 
payroll, and the ability to get out from the soaring costs 
of providing health benefits to U.S. manufacturing 
employees. 
  The choice of Kin Ki as manufacturer for Etch-A-Sketch 
was easy—the company had been making pocket-sized 
Etch-A-Sketch toys for nearly a decade and always 
delivered on cost. To help Kin Ki, the Ohio Art Company 
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   1.   Promoting respect for universal human rights is a central 
dimension of all countries’ foreign policy. As history has 
repeatedly shown, human rights abuses are everybody’s 
concern. Begun in 1977, the annual Country Reports on 
Human Rights Practices are designed to assess the state 
of democracy and human rights around the world, and call 
attention to violations. Find the annual Country Reports on 
Human Right Practices, and provide information on how 
the reports are prepared.  

   2.   The Corruption Perceptions Index (CPI) is a comparative 
assessment of a country’s integrity performance, along 

with related academic research on corruption. Provide a 
description of this index and its ranking. Identify the fi ve 
countries with the lowest and fi ve with the highest CPI 
scores according to this index.  

   3.   The Canadian federal government and the provincial 
governments all have Web sites on which ethics, ethical 
codes, and ethical compliance are discussed. Find the 
ones for the federal agencies in the context of international 
business.    
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shipped some of its best equipment to the company, and it 
continues to send crucial raw materials, such as aluminum 
powder, which is hard to get in China. 
  The story would have ended there had it not been for 
an  exposé in  The New York Times  in December 2003. 
The   Times  reporter painted a dismal picture of working 
conditions at the Kin Ki factory that manufactured the 
Etch-A-Sketch. According to official Kin Ki publications: 

  Workers at Kin Ki make a decent salary, rarely work nights 
or weekends, and often “hang out along the streets, 
playing Ping Pong and watching TV.” They all have work 
contracts, pensions, and medical benefits. The factory 
canteen offers tasty food. The dormitories are comfortable.  

  Not so, according to Joseph Kahn, the  Times  reporter. He 
alleged that real-world Kin Ki employees, mostly teenage 
migrants from internal Chinese provinces, work long hours 
for 40 percent less than the company claims. They are paid 
24 cents per hour, below the legal minimum wage of 33 cents 
an hour in Shenzhen province where Kin Ki is located. Most 
do not have pensions, medical benefi ts, or employment 
contracts. Production starts at 7:30 a.m. and continues until 
10 p.m., with breaks only for lunch and dinner. Saturdays and 
Sundays are treated as normal workdays. This translates 
into a work week of seven 12-hour days, or 84 hours a week, 
well above the standard 40-hour week set by authorities in 
Shenzhen. Local rules also allow for no more than 32 hours 
of overtime and stipulate that the employees must be paid 
1.5 times the standard hourly wage, but Kin Ki’s overtime 
rate is just 1.3 times base pay. 
  As for the “comfortable dormitories,” the workers sleep 
head to toe in tiny rooms with windows that are covered 
with chicken wire. To get into and out of the factories, 
which are surrounded by high walls, workers must enter 
and leave through a guarded gate. As for the tasty food, it 
is apparently a mix of boiled vegetables, beans, and rice, 
with meat or fish served only twice a month. 
  The workers at Kin Ki have apparently become restless. 
They went on strike twice in 2003, demanding higher wages 

and better working conditions. The company responded by 
raising wages a few cents and allotting an extra dish of food 
to each worker per day (but still no more meat)! However, Kin 
Ki simultaneously made “fried squid” of two workers who 
were ring leaders of the strike (“fried squid” is apparently a 
popular term for dismissal). Johnson Tao, a senior executive 
at the company, denies that the two ring leaders were 
dismissed for organizing the strikes. Rather, he noted that 
they were well-known troublemakers who left the factory 
of their own accord. Mr. Tao acknowledges the low wages at 
the company, stating, “I know that I need to increase wages 
to comply with the law. I have the intention of doing this and 
will raise all wages in 2004.” 
  Meanwhile, in Ohio, William Killgallon, Ohio Art 
Company’s CEO, stated to the Times reporter that he 
considered Kin Ki’s executives to be honest and that 
he  had no knowledge of labour problems there. But he 
said he intended to visit China soon to make sure “they 
understand what we expect.” 

  Sources: Joseph Kahn, “Ruse in Toyland: Chinese Worker’s Hidden Woe,”  The 
New York Times,  December 7, 2003, pp. A1, A8; Joseph Kahn, “An Ohio Town Is 
Hard Hit as Leading Industry Moves to China,”  The New York Times,  December 
7, 2003, p. A8; Carol Hymowitz, “Toy Maker Survives by Moving an Icon from 
Ohio to China,”  The Wall Street Journal,  October 21, 2003, p. B1; and John 
Seewer, “Etch A Sketch Enters Fourth Decade,”  Columbian,  November 22, 
2001, p. E3.  

  C A S E  D I S C U S S I O N  Q U E S T I O N S  
  1.    Was it ethical of the Ohio Art Company to move production to China? What 

were the economic and social costs and benefits of this decision? 
What would have happened if production had not been moved?  

  2.    Assuming that the description of working conditions given in  The New York 
Times  is correct, is it ethical for the Ohio Art Company to continue using Kin 
Ki to manufacture Etch-A-Sketch toys?  

  3.    Is it possible, as Mr. Killgallon claims, that the Ohio Art Company had no 
knowledge of labour problems at Kin Ki? Do you think company executives 
had any knowledge of the working conditions?  

  4.    What steps can executives at the Ohio Art Company take to make sure they 
do not fi nd the company profi led in  The New York Times  again as an 
enterprise that benefi ts from sweatshop labour?       
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 According to Canada’s First Nations 2001 Census data, 
there are 1 319 890 Aboriginal people in Canada (or 
4.4 percent of Canada’s total population). They are often 
identifi ed as being from Inuit or Métis descent. (Métis 
are Aboriginal people with an original mixture of French 
and Aboriginal ancestry. They live primarily in the western 
provinces of Canada.) Aboriginal peoples are members 
of  a large number of distinctly different and well-
defi ned cultures and societies. This case study explains 
the cultural challenges and opportunities faced by a 
corporation conducting business in Aboriginal areas. 
  B.C. Hydro, one of the largest electric utilities in 
Canada, is a Crown corporation owned by the province 
of  British Columbia, which is home to 197 First Nations 
bands. B.C. Hydro has facilities on at least 168 of these 
band’s reserve lands. Consequently, building sustainable, 
mutually beneficial relationships with Aboriginal peoples 
is critical for B.C. Hydro. 
  In 1993, B.C. Hydro developed a comprehensive 
approach to managing Aboriginal issues. The main 
elements of B.C. Hydro’s approach are addressing the 
past, building for the future, and effectively managing 
its Aboriginal relations initiatives. Key components 
of the relationship-building strategy are facilitating 
participation in resource management and development 
decisions, fostering economic development, supporting 
education for Aboriginal peoples, and contributing to 
community projects and events. 
  To increase economic development opportunities 
for First Nations, B.C. Hydro negotiates contracts for 
work on reserve lands and assists Aboriginal-owned 
businesses to improve their tendering practices. The 
utility provides start-up and expansion grants to 
Aboriginal-owned businesses and in some cases explores 
joint ventures. B.C. Hydro also has developed an 
Aboriginal Business Directory that is used throughout the 
corporation and is available to government and private-
sector companies as a source for products and services. 
  Within B.C. Hydro, education is a key component of 
the  strategy. Cross-cultural training programs address 
historical facts, court decisions, and cultural issues. 
More than 4700 B.C. Hydro employees have taken at least 
one half-day cross-cultural training course. Those who 
frequently interact with First Nations have taken more 
rigorous training. B.C. Hydro’s cross-cultural training, 
which has also been delivered to more than 100 outside 

organizations, received the 1999 Province of British 
Columbia Multiculturalism Award. Aboriginal education 
is also a priority, with education scholarships, Aboriginal 
language and culture preservation programs, and stay-
in-school programs forming a part of the strategy. 
  The biggest challenges faced by B.C. Hydro in this field 
flow from the prevailing legal and political uncertainty 
both as to the outcomes of treaty negotiations and 
the  nature and extent of Aboriginal rights and titles. 
B.C.  Hydro addresses these uncertainties by seeking 
“interest-based” rather than “rights-based” solutions to 
problems, and by providing input into the treaty process. 
Open dialogue with First Nations is a key component of 
the strategy for managing this uncertainty. 
  In November 1997, B.C. Hydro commissioned the 
Ipsos Reid Group to conduct interviews with Aboriginal 
leaders across British Columbia. The First Nations 
opinion leaders told B.C. Hydro representatives that the 
company’s principles that guide its relationship-building 
activities are the right ones. The findings revealed that 
while relationships have improved over the past ten 
years, the company still has a long way to go. First 
Nations identified the following goals as most important 
in contributing to improved relationships:  

  ■   consulting with Aboriginal communities in the early 
stages of a project;  

  ■   cooperating with aboriginal peoples and education 
institutions to develop initiatives and programs;  

  ■   encouraging Aboriginal people to take advantage 
of any economic social or other opportunities from 
B.C. Hydro projects;  

  ■   developing employment equity programs.   

  Those who thought that relations with Hydro were still 
poor cited a lack of respect toward Aboriginal peoples 
and insufficient communication as the main reasons. 
  Perhaps the most critical lesson that B.C. Hydro has 
learned is that problems cannot be solved overnight 
or  with simple, one-size-fits-all solutions. First Nations 
share the need for better business relationships, and 
they will work with B.C. Hydro when they see that the 
company’s commitment is real and sustained. 

 Source: Reprinted with permission from the World Business Council for 
Sustainable Development’s Web site at www.wbcsd.org.                                           
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