Inkpen Ch #9 - Ethics and Global Strategy

Why Do Ethics Matter:

Ethics is first defined as, “the interactions and business conduct between MNEs and their various stakeholders around the world” (IR, 204). Because ethics are founded upon laws and basic rules of society, MNEs often face challenges determining how to behave ethically based upon the different cultures of the counties in which they operate in. Also adding to the confusion, there are usually gray areas within each country’s laws and regulations. Some examples of the ethical dilemmas given in table 9.1 (pg 205) are, “Should a firm use bribery in a country where corruption is widespread?” and “Should an MNE do business with a firm that engaged in actions that would be illegal in the home country of the MNE but are legal in another jurisdiction?” 

Sometimes the difference between what is ethically and morally right and wrong is clear. For instance, actions that are considered illegal are obviously inappropriate. However, in countries such as China, where legality is, “murky at best,” firms may have a harder time determining between what is right and wrong (IR, 206). In other countries such as India, laws may be clear, but trying to determine what is considered culturally acceptable could be difficult due to the, “different religions, languages, geographies, and cultural traditions” within the country (IR, 206). 
Whose Values and Whose Ethical Standards?

As soon as a firm steps foot in a new country, they are confronted with new ethical standards to uphold. Using differing environmental regulations across the global marketplace as an example, free trade actually allows firms to take advantage of the lenient environmental standards in less developed nations. However, this poses the questions such as, “is it ethically acceptable to knowingly operate a manufacturing facility in an emerging market that creates more pollution than a similar plant in say, the United States or Germany?” (IR 207). Basically the firms operating in countries with different norms have choice between three options: 
1. Avoid operating in a country with poor ethical standards, 2. operate in the country but adhere to the home country’s standards, or 3. operate in the country and go along with whatever their standards may be, whether they are corrupt or not. 
Relativism, Objectivism, and Pluralism (209)
Ethical Relativism: “morality is relative to the norms of one’s culture”
Ethical Objectivism: “there is a single universal standard of ethical truth against which all behaviors can be measured”
Ethical Pluralism: “there may be multiple correct answers to ethical question of right and wrong”

Because these three ideas still create lingering debates, Thomas Donaldson and Thomas Dunfee came up with the integrated social contracts theory. This theory states that, “firms must never resorts to ‘When in Rome do as the Romans do’ behavior” (IR 209).  
Global Strategy Issues and Ethics

Ethical decisions affect every company’s decision.  When a company goes global, they must consult their ethical compass before they make any decision.  The ethical standards which may be acceptable in their homeland may be polar opposites in other countries.   One question that a company should consider is “Where should a company do business?”  The management should also research the governmental regulations before they make any considerations for business outside.  


The oil and gas and mining industries are two primary examples of global strategies.  America, France, and Thailand signed contracts with Myanmar to extract oil from a pipeline.  The contract brought controversy with the government of Myanmar due to the regulation differences.  Myanmar saw that the foreign investment would create jobs, but it would make the elite leaders wealthier.  The wealthy leaders would also support the unethical military regime.  This example sets the standard that countries should consider before they do business globally.  Thomas Donaldson says that everyone will tolerate a certain amount of unethical behavior until a dramatic threshold is reached.  He believes that the Myanmar conflict was absurd in comparison with China. 
Case Study: Mobil and Aceh, Indonesia

Case Summary
Indonesia is a chain of islands in the Pacific and is the sixth largest producer of natural gas in the world.  The province of Aceh is home to the rich Arun fields which is located on the island of Sumatra.  However, the area has gone through hostility within the last decade.  PERTAMINA had control over all of the reserves, but they started production sharing contracts with oil companies.  One of the oil companies that were in the contract was Mobil.  


Mobil establish their oil rigs throughout the territory of Aceh, but they also created environmental issues.  In order to establish the sites, Mobil seized various land throughout the island which created disasters.  The Indonesian human rights organization and government officials made Mobil pay reparations for their damages.  However, the oil company denied any allegations to the environmental damages.  Mobil was actually supporting the army for excavation, but they denied that it was for any harmful purposes.  Indonesian human rights and governmental officials felt that it was to suppress the independence movement.  

Implications from the Mobil and Aceh Case
The case study demonstrates how Mobil was in an unethical dilemma of supporting the Indonesian Army for suppression.  Everything was tense for the next few years until Mobil suspended operations in 2001 for security reasons.  The event made Mobil question if they were being ethical in the situation.  For example, the company questioned if they should have simply left Aceh, stop operations in other countries, or make changes in their operations in Aceh. They felt that could have been targeted for their unethical behavior.  They also were trying to determine if they should change the situation in the area.  Mobil knew that there was a civil war occurring on the island, so they should have been very considerate.


All of these situations should arise with MNEs and the citizens.  They should always have an understanding of the rules for the area before they conduct business. MNEs should follow the following guidelines in Emerging Markets:
· MNEs should do no intentional direct harm

· MNEs should produce more good than harm for their host countries

· MNEs should contribute to the host country’s development

· They should respect the local culture

· Pay fair taxes

· Cooperate with the local government

Case Study: CD Piracy
Case Summary 


Over two decades ago, producing CDs required great technical expertise and production equipment was expensive, with a cost around $30 million. In 1987, a German company developed technology that greatly simplified CD manufacturing. A smaller, easier to use, and cheaper (only $2.5 million) product was introduced to the market. There were many replicators sold in Hong Kong and rumored to be shipped to China. CD piracy in China began to flourish in the early 1990s. At this time, other Asian countries took steps to control piracy within their borders. The Chinese government attempted to crack down on piracy by closing CD plants and destroying illegal CDs, but piracy continued to flourish. It was estimated that 90% of the CDs purchased in China were counterfeit. In addition, many of the pirate CDs produced in China were shipped around the world through Hong Kong. The mass volume of illegal goods passing through Hong Kong made it difficult for custom inspectors to stem the flow of illegal goods. 

Ethical Considerations

For the company that manufactures the production equipment, there are ethical considerations that accompany the selling of this product. One ethical consideration to be had for a company in this situation is: Should the manufacturer of a product be held accountable for its end use? Specifically, does the manufacturer of the replicators have an obligation to understand how the product is used by the customer? This question is difficult to answer, but if such an obligation does exist, the firm would have to be quite familiar with their customers’ activities and processes, and the firm must be able to make an assessment as to the likelihood that the product will be used for illegal purposes. There are two perspectives that attempt to answer the ethical questions posed by this case.

Perspective #1: No responsibility for End Use of Products

The first perspective states that the producer of the produce does not have a responsibility to ensure that the end users of its products engage in illegal activity with the product. There are numerous arguments as to why the producer of goods or services should not be responsible for how their customers are using their products. While these arguments may be legitimate, does that necessarily mean they are ethically right? The arguments for having no responsibility in a product’s end use include:
· “It is up to various countries to enforce their laws.”

· “In a free market we should be able to sale to any customer who wants the product and has the money to pay for it.”

· “If I refuse sales…I assure you there are other firms who would gladly take the orders.”

· “I have to keep my costs down and improve my technology.”

· “I cannot afford to cut my sales back.”

· “How am I supposed to explain this to my employees?”

· “I have worked hard to build this business and support my community.”

· “My product is the best in the industry.”

· “Why should I stop selling to certain customers just because of rumors that my customers are not using the product properly?”

Perspective #2: No Sales if Known Probability for Illegal Activity


The second perspective states that firms should not sell products when there is a known probability that the product could be used illegally. This perspective argues that all firms have a moral responsibility to protect the country in which they operate, regardless of what the law mandates. This perspective also argues that a firm has the responsibility to take action to prevent harm if they aware of such actions or potential harm. If there is reasonable knowledge that a product is linked to illegal activity, the manufacturers are morally wrong if they stand idly by and pretend they have no culpability. If a firm has knowledge of illegal activity, and it is trying to act ethically, then the question of where to conduct business can be complex and multifaceted. 

Abro Industries and Hunan Magic


The text states that knowledge-based competition is increasingly becoming the norm. As a result, in emerging markets with nonexistent or weak intellectual property laws, there are going to be more interesting and challenging issues arising. One example of this is the Abro Industries (Abro) and Hunan Magic case that is briefly discussed in the text. Abro is a small U.S. company that sales glue, spray paint, and epoxy products mainly in emerging markets. A Wall Street Journal article reported that Hunan Magic, a Chinese company, was attempting to steal Abro’s identity by showing its products at trade shows in China using packaging and labels identical to Abro’s. Hunan Magic was selling more that forty Abro products in exact replicas of Abro’s packaging. The CEO at Hunan Magic even had Abro’s logo on his business card and claimed that his company was the real Abro. In addition, products labeled “Abro” and “Made in the U.S.A.” were found in a factory owned by the wife of Hunan Magic’s CEO. Although the evidence presented make for a clear case of piracy, Chinese authorities were reluctant to take legal action and fined the company only token amounts. As a result, Abro spent a lot of time and money trying to resolve this matter. 

Ethical Guidelines, Laws, and International Accords

In managing ethical issues, MNEs must deal with different laws in the counties in which they compete. Corruption and bribery is just one of the major ethical issues/challenges that MNEs face when competing in a global environment. According to Transparency International, corruption is defined as “the abuse of entrusted power for private gain.” Corruption is so worldwide and pervasive that it seems to be the accepted way to do business in many countries. For example, countries such as Russia and Nigeria have not implemented strict antibribery laws and policies. Further, Russia government officials receive an estimated $37 billion in bribes each year and Nigeria also receives billions each year. However, unlike these countries and many of its international competitors, the United States has committed to a zero tolerance policy and very strict measures against bribery by passing the Foreign Corruption Practices Act in 1977 (FCPA). 

The FCPA prohibits U.S. companies from paying bribes to foreign government officials in order to obtain or keep business. The statute also prohibits paying money to an intermediary, knowing that some or all of the amount will be given to foreign government officials. Exceptions to the FCPA include payments to facilitate or expedite performance of a “routine governmental action” such as: Obtaining permits, licenses, or other official documents; processing governmental papers, such as visas and work order; providing police protection, mail pick-up and delivery; providing phone service, power and water supply, loading and unloading cargo, or protecting perishable products; and scheduling inspections associated with contract performance or transit of goods across country. 

Although there have only been a small number of prosecutions associated with the FCPA, penalties for violating the statute can be quite severe. For Business entities, fines may be as much as twice the gain or loss caused by the corrupt payments, which could be millions of dollars. For an individual, penalties may be as much as five years in prison plus payment of a fine. 
Formal Corporate Ethics Programs


MNE’s use of formal and informal structures in its management of ethical issues is an important consideration due to the wide array of ethical challenges created by globalization. A formal ethics programs will usually include some or all of the following elements:
· Formal ethics codes that articulates a firm’s expectations about ethics

· Ethics committees charged with developing ethics policies, evaluating company or employee actions, and/or investigating and adjudicating possible violations

· Ethics communication systems to provide a means for employees to report abuses or obtain guidance
· Ethics officers or ombudspersons charged with coordinating policies, providing ethics education, or investigating allegations

· Ethics training programs aimed at helping employees to recognize and respond to ethical issues

· Disciplinary processes to address unethical behavior

Sharon Watson and Gary Weaver conducted a study that examined how internationalization influenced the role of ethics in MNEs. In their findings they found a relationship between the internationalization of a firm and its top executives’ visible concern for ethical issues in which “internationalization appears to heighten executives concern to see that ethically proper behavior occurs.” In other words, competing in international markets creates a greater concern among top executives to ensure that their firms are conducting themselves in an ethical manner. Watson and Weaver also concluded that formal and informal controls play a role in managing ethical issues. 

S. Prakash Sethi, an expert in corporate social responsibility, indentified several problems with individual company codes of conduct such as: They lack specific content, managers and employees often do not understand the codes or take them seriously, and the codes do not provide a framework for external communication. In addition, Sethi argued that four elements must be present in a code in order for it to meet the expectations of the various involved parties. The code must be:


1. Be economically viable for the MNEs

2. Address substantive issues that are of importance to the various MNE stakeholders

3. Engage important stakeholders in the formation and implementation


4. Have specific measurable performance standards

Sethi recommended that companies create codes of conduct and then allow the company codes to be verified both externally and independently.
Conclusion


Rather than offering advice, which is often orientated toward the MNEs or hopelessly impractical, the authors conclude be mentioning several important points:
· All major strategic decisions have social, political, and ethical consequences.
· The corporation is not just an economic actor and all managers operating in the international arena will have to make decisions that involve more than just economic analysis.
· It is not always clear what the rules of the game are or who sets the rules or when the rules change.
· Innovation and creativity will inevitably be necessary to manage global ethical challenges

