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CHAPTER 1

‘Why Ethics Matter

THE MORE ONE KNOWS ETHICS, THE MORE IT IS USED

AND THE MORE USEFUL IT BECOMES. — PLATO

DEBATES ABOUT INTERNATIONAL BUSINESS ETHICS are as old as international
business itself. During the decades of the 1980s and 1990s business ethics was
predominately a subject taught at business schools and debated by academics. It
had little impact in the international business world, where the prevailing atti-

‘tude was that anything goes and everyone is paid to cut a deal. Many govern-
ments (including France, Japan and Germany), recognizing the reality of doing
business in certain parts of the world, actually allowed businesses to write off
bribe payments on their corporate income tax.

Ethical Challenges Everywhere

Every executive, regardless of his or her geographic location, every corpo-
rate board, regardless of where it sits, has at some point faced a decision that
challenges their ethical standards. The course of action taken often does not
quite pass muster with basic ethical standards. In other words, it “smells.”

A European manufacturing company trying to break into the Asian mar-
ket is asked to “donate” to a charitable foundation run by the brother of a
high government official. A German drug company offers government health
officials from developing countries lavish entertainment as an inducement to
buy its drugs. A local government hoping to have its city become a venue for
the Olympics arranges for the local university to provide entrance for off-
spring of selection committee members. A US Internet company sells infor-
mation gleaned about its customers’ online habits without their consent or
even their knowledge.

In each case, the company’s managers can reasonably argue that they are
pursuing the interests of shareholders in a lawful manner. A decade ago, not
breaking the law may have been enough. Today, however, the global business
playing field is changing. The pressure to act ethically, to act as a good corpo-
rate citizen of the world, is growing in both developed and developing nations.

For example: One-third of UK consumers claim to be seriously concerned
about ethical issues when shopping — although only half of that number put
their principles into action and buy (or boycott) products because of the
manufacturer’s reputation. The MORI research firm, commissioned by Britain’s
Co-operative Bank, found one-in-four consumers claim to have investigated a
company’s social responsibility at least once: one-in-two shoppers say they have
bought a product and recommended a supplier because of its socially respon-
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sible reputation. The report shows a heightened awareness of ethical issues
among the UK public and a boom in the market for ethically-oriented products
and services. The ethical consumer market, which encompasses a whole range
of products from stock investments to green beans, is worth an estimated 8
billion pounds per year. And it is growing annually.

Ethics: Good for Profits?

According to a 1999 survey conducted by the UK-based Prince of Wales
Business Leadership Forum and Environics International Ltd., an Australian
consulting firm, 40 percent of 25,000 respondents in 23 countries had thought
in the past year about punishing a specific company perceived as not being
“socially responsible”; half of their respondents — one-in-five consumers world-
wide — have avoided the product of a company ot spoken out to others against
a company perceived as shirking its “corporate citizenship” role. Meanwhile,
consumers were just as likely to “reward” a company perceived as socially re-
sponsible by purchasing their products.

Business leaders and CEOs read these numbers and realize the bar has been
raised. Corporations of all sizes, especially multinationals, are more attuned to
the bottom-line value of being a good corporate citizen and playing by the rules.
Individual business people are seeking to do “what is right” (though this is
often prodded by corporate ethics standards and local laws) rather than main-
taining an attitude of “anything to close the deal.”

All these factors, along with the growth of large multinational companies,
have transformed the concept of business ethics from an academic discipline
into an emerging operating force. Along with corporate ethics, corruption and
bribery in international business have surfaced as important issues in an inter-
dependent world economy. No longer seen purely as a morality play, the in-
creasingly accepted view of corruption and bribery is that they hinder
competition, distort trade and harm consumers and taxpayers while undermin-
ing public support for government. As a result, more and motre corporations
see business ethics as a bottom-line issue — not an optional one of morality.
The acceptance of ethics as contributing to corporate operating profits or losses
means they are receiving unprecedented attention.

It is for this reason that “behaving ethically and responsibly” may be the
wave of the future, if only because the right thing to do can also be the profit-
able thing to do. Consider:

A two-year study by The Performance Group, a consortium of seven interna-
tional companies — Volvo, Unilever, Monsanto, Imperial Chemical Industries,
Deutsche Bank, Electrolux and Gerling — concluded that improving environ-
mental compliance and developing environmentally friendly products can en-
hance company earnings per share, increase profitability and also be important
in wining contracts or investment approval in emerging markets.

w A 1999 study, cited in the US journal Business and Society Review, showed that 300
large corporations found that companies which made a public commitment to
rely on their ethics codes outperformed companies that did not do so by two to
three times, as measured by market value added.
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% A 1997 study by DePaul University found that companies with a defined corpo-
rate commitment to ethical principles do better financially (based on annual
sales/revenues) than companies that don’t.

The challenge — and part of the problem — is that business has been
globalized faster than the development of a universally recognized framework
for a code of ethics and conduct. Technology has raised ethical issues that
only a few years ago simply did not exist. Ethical debates now rage on issues
from genetically modified food and animals to human cloning to privacy on
the Internet. Globalization also brings companies into more frequent contact
with other countries and cultures that (sometimes to their surprise) do busi-
ness by different rules. This raises a pivotal question: “Whose ethics are we
talking about?”

Corporations are only beginning to learn that while expanding into profit-
able new markets, they must also begin to take into account the social agendas
and cultures of these new markets. While no global standard of ethics and con-
duct yet exists — there are several suggested standards being promoted from
the Paris-based International Chamber of Commerce (ICC), the United Na-
tions and the US Department of Commerce — the world is seeing a conver-
gence of sorts in what corporations and consumers from all cultures deem
important. For example, although values and cultures differ, there is universal
acceptance of the notion that a good corporate reputation is a competitive ad-
vantage in global business. How that reputation is built is another matter.

History: Why Business Has Ethical Problems

We are living in an era when “The Captains of Industry” have become some-
what deified, gracing the covers of news and business magazines and appearing
as larger than life icons meant to inspire us lesser mortals to success. Consider-
ing historical attitudes towards the ethics of business people, this amounts to a
major comeback for the profession of business. (There are many business ana-
lysts who will argue that this celebrity status has actually proven to be a major
distraction to many CEOs who are more concerned about their personal image
than their company’s bottom-line and long term performance.)

Of course it wasn’t always this way — and it still isn’t in some societies.
(The popular attitude towards today’s oligarchical new capitalists in Russia —
one of outright contempt and loathing — is one example.) In fact, since the
dawn of recorded history, the businessperson, the merchant and the trader have
been on the bottom rung of the social ladder. Doing business and being good
were considered mutually exclusive.

Katl Marx, a failed stockbroker turned economist, wrote that greed is in-
herent in humankind — he meant it as a negative, of course. He seems to have
been on to something. If there is one constant in history, it is the fight against
people’s seemingly innate urge to take advantage of othess. Beginning with the
Code of Hammurabi in the 18th century B.C,, society has tried to play a role in
introducing some basic ethics for business. Hammurabi was the chief of Babylon
which is considered by many to be the world’s first metropolis, complete with a
form of organized commerce.
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The code regulates in remarkably clear terms the rules of society — and
business. It would not be a stretch to call it the first corporate code of ethics. It
behooved the merchant-trader to follow the rules — or else. Bad business prac-
tices were harshly punished with a biblical eye-for-an-eye mentality. For example,
if a2 man built a house badly and it collapsed, killing the owner, the builder was
to be killed in retaliation. If the ownet’s son was killed, then the builder’s son
was slain. This is an early indication of the problems of defining ethical behavior.

ANCIENT GREEKS

The ancient Greeks continued the trend of imbuing businesspeople with
less than honest motives and intent. Hermes, the Greek god of Commerce and
the Market, was the official patron of traders and merchants. However, he was
also considered the official patron of thieves. His distinguishing qualities were
cunning, ingenuity, knowledge and creativity

all valued qualities in the world

"of business — and criminal activity. He was the fastest of the gods (Hermes

became the Roman god Mercury), and one of his main tasks was leading the
souls of the dead to the Underworld. He spun lies and illusions (too bad there
was no truth in advertising laws back then) that turned those who came into
contact with him into some of the earliest victims of fraud. The ancient Greek
priests, eager to maintain their own power, lumped together the virtues of suc-
cessful businesspeople and successful con men. It has been a stigma that has
proven very hard to shake.

WORLD'S GREAT RELIGIONS

Since their inception, the world’s great religions have been preaching the
need for ethics in business. Holy books are strewn with warnings about wealth
accumulation without accompanying social responsibility. All seem to be sus-
pect of successful business practitioners, equating business success and making
gobs of money with, in some cases, eternal damnation.

For example, the Bible’s Book of Exodus (23: 6-8), warning against “greas-
ing the wheels” with cash, states: “Thou shall take no bribe, for a bribe blinds
the officials and subverts the cause of those who are in the right.”

And Ecclesiastes (5:12) warns against too much business success: “Sweet is
the sleep of the laborer whether he eats little or much; but the overabundance
of the rich will not let the rich sleep.”

The Islamic holy book, the Koran (Surah CIV), singles out the unethical
businessperson for a one-way trip to Hades. “Woe to every slanderer, defamer
who amasses wealth and considers it a provision against mishap. He thinks that
his wealth will make him immortal. Nay, he shall most certainly be hurled into
the crushing disaster.”

And the Jewish Talmud is a must read for any businessperson with plans for
a post-retirement stint in heaven. The Talmud discusses what types of ques-
tions people are asked by God after their deaths. The very first question, says
the Talmud, is Nasata 1 ’netata Be'emunah —“Did you conduct your business
affairs with honesty and integrity?”



