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C H A P T E R  5


Codifying Business Ethics 
I S  I T  L E S S  D I S H O N E S T  T O  D O  W H A T  I S  W R O N G ,  B E C A U S E  


I T  I S  N O T  E X P R E S S L Y  P R O H I B I T E D  B Y  W R I T T E N  L A W ?  


–  T H O M A S  J E F F E R S O N


L A R G E  G L O B A L  F I R M S  O P E R A T E  across borders and wield immense power and influence
on the societies that court and play host to them. There is one school of thought
that claims today’s international corporations have usurped the power of
governments and multinational organizations and are now the entities that have
the most power to affect change on a global scale.


While it is true that the expansion of cross-border business has handed
enormous power to these corporations, it is just as true that “big business” is
often mistrusted and its motives questioned. The unfortunate fact is that not all
companies play by all the rules all of the time. 


With the development of borderless business and trade, and the explosive
growth of global e-commerce on the Internet, multinational corporations are
finding themselves doing business in different cultures with often dramatically
different sets of laws and customs. Sometimes the challenges are as simple as
producing an accurate and nuanced translation of a business document or
arranging a conference call at a convenient time for cross-cultural team members
located halfway around the globe. Other times the clash of cultures can lead to a
major and costly crisis—especially when it comes to the practice of business ethics.


Operating so far from home—and away from a friendly comfortable culture—
multinational corporations are beginning to appreciate the importance of the rule
of law in the far flung countries in which they operate as well as the institutions
that support the law. Without the basic rule of law, the global economic system
risks outright collapse. The need for assurances that customers, suppliers, business
partners and governments will act ethically and consistently has never been
greater. Many corporations and governments are just now beginning to realize
that good ethical conduct is in their own best interest


R e a l i t y  B i t e s :  H a r d  C h o i c e s


So if the reality is that each country and each region has its own business ethics,
history and standards, how can a multinational corporation effectively cope with
a myriad of often conflicting customs and ethics?


For some companies, working and adapting to a different culture may mean they
are required to make ethical compromises to do business in that culture. This may,
in turn, lead them to do business in a way that is not only different from how they
do business at home—it may actually be contradictory, if not downright illegal.
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The great theoretical question that looms is: Can a multinational corporation
risk making a profit in a country where customs and culture require it to make
ethical compromises that may have a negative impact on its business operations in
other countries or back home? Such negative impacts can range from greater risk
of a tarnished reputation in some countries, to customer boycotts, to poor employee
morale. In these days of cross-ownership and global expansion, it is not unheard of
for divisions in the same company, but located in different world regions, to clash
over ethical behavior. Consider the potential damage to reputation and employee
morale in the case of a foreign subsidiary of a large corporation operating
successfully using tactics not permitted within the firm’s own domestic operations.


Perhaps the most common ethical conflict global manufacturing and retailing
companies face is over the issue of child labor. In countries like Bangladesh, Pakistan
and Honduras, not only does local custom allow for children, some as young as eight-
years-old, to be employed, but the law permits it—and sometimes sets work quotas
for the kids. While the parents and the children may be willing to provide the labor
(maybe even demand the opportunity), it is risky for the foreign firms if news gets
back to their domestic market. Here, a company must choose between impoverishing
a family or keeping a child from his/her education. Not an easy choice.


I s  a  G l o b a l  C o d e  N e c e s s a r y ?


Should national cultures or company codes control a firm’s ethical decisions?
Of course, some companies opt out for the less stringent of the two, defending
their actions with the plea that “when in Rome do as the Romans do.” Or in the
PC (politically correct) spirit, their detractors retort that “We would never
presume to impose our ethical standards on another culture. We are not ethical
or cultural imperialists.”


While this last argument hoists the anti-globalization movement on its own
petard, it does not solve the problem of deciding which set of ethics to apply:
local? foreign? or global?


There is no escaping the fact that not all cultures consider corruption to be an
illegitimate and illegal behavior. Though no government in the world openly
allows a politician or public official to claim to be empowered by law to commit
corrupt acts, accept bribes or squander limited resources, it is declared often
enough “sotto voce.” The logic goes that since corruption is necessarily
accompanied by secrecy, the more transparent international business becomes—
the faster it moves towards a global standard of transparency—the better the
chance there is of defeating corruption and bribery. Markets will work more
efficiently for everyone’s benefit, except, of course, for those people who have
been taking bribes in the past. 


Today, the consensus is growing among both developed and developing
countries that business success comes to companies and countries that provide for
a rule of law. This means good business ethics, good corporate governance and
effective commercial dispute resolution, all of which are found in the world’s most
successful economies. 


In many countries, society does not reward socially responsible behavior by
businesses. If a company can get away with cutting corners, handing out bribes
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or ripping off the government or the consumer, it will be done. For global business
to reach its full potential of benefiting societies, it must operate in societies that
respect the law and appreciate and reward (or at least not punish) ethical behavior.


It is impossible for a company to ignore the overall moral climate of a country
or culture. If the society suffers from moral confusion, lack of respect for the law,
lack of trust and cynicism, what hope does a multinational corporation have of
being successful? Therefore, business ethics not only needs to address the business
of doing business, but also must be useful in helping to maintain a moral society. 


N O T E : Demand for more uniform and organized business practices, based primarily on
EU and North American models, is leading to a global standard for such practices as
corporate ethics, corporate governance and corporate accounting. This does not always
go down well with the developing economies of Asia or Africa. Morality can be both a
tool and a cudgel.


M O R E  T R E N D S  F A V O R I N G  A N  I N T E R N A T I O N A L  C O D E
There are some basic macro trends that favor the development of an


international ethics code:


■ Corporations are realizing that in order to be successful they must address the 
needs and concerns of all stakeholders—customers, shareholders, employees, 
suppliers, host governments and host countries. Indeed, this growing recognition 
of stakeholders’ interests means that corporations are no longer merely economic 
entities devoted to maximizing profit at any cost.


■ Growing North American and European participation in world markets and the 
harmonization of their laws concerning bribery and corruption.


■ The realization in developing markets, especially Asia, Africa and Latin America, 
is that Western-style business ethics is an important first step for achieving 
integration in the global economic community. Good ethical practices will also 
play an important role in their own domestic economic development as well as 
their access to global capital.


■ The dangers of litigation and media scandal that make corporate and individual 
success dependent on business conduct as well as financial performance.


■ The developing ethos of business professionalism. Ethics is fast becoming a 
management skill, not an occasional option.


N o t  E v e r y o n e  i s  o n  t h e  S a m e  P a g e  Y e t


Despite all the talk about the importance of corporate ethics, several studies
have shown—at least outside of the United States—surprisingly few corporations
have a written code of conduct and ethics. In Australia, for example, 71 percent
of companies do not have a written code and in Japan the figure was 70 percent.
In Germany, France and Britain the figure is still under 60 percent (though still
low compared to the United States, it is a big improvement from less than 20
percent in 1984). However, even those large multinational corporations that have
written codes rarely take the time and the care to ensure that it is coherent across
cultures. Ethics, for many, remains a “policy book” issue like “diversity” and
“employee empowerment”—fashionable in title but absent in daily practice. 
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W A R N I N G : The biggest problem in setting up even a localized code of ethics is the
inability to forecast a ROI (return on investment). In most cases, companies have to settle
for a process of not losing money through lawsuits or disgruntled customers rather than
making additional profits. Ethical behavior is often more cost control through risk
management than a revenue center.


B a s i c  P r i n c i p l e s  o f  I n t e r n a t i o n a l  B u s i n e s s  E t h i c s


A codified set of International Business Ethics has become the Holy Grail of
commerce. It is highly sought after, but not yet attained. Most proponents of
international business ethics agree that an international code of ethical practice,
and not a code based on each individual culture’s unique norms and practices,
will be an important tool for multi-nationals in the 21st century. The International
Business Ethics Institute provides multinational corporations with these three
basic principles to get started.


■ I N T E G R A T I O N  Business ethics must permeate all aspects of organizational
culture and be reflected in key management systems. Companies start by
integrating ethics into goal setting and hiring practices. When promoting workers
to higher levels within the company, ethical principles must guide incentive
programs. 


■ I M P L E M E N T A T I O N  Ethical conduct is not just an idea, but requires the
implementation of a plan of change in specific areas of work in the company.
Some examples are efforts to modify personnel appraisal processes, promotion of
improved environmental practices and referrals to specialists when needed.


■ I N T E R N A T I O N A L I Z A T I O N  Increased internationalization is necessary to all
successful business in the 21st century. Internationalization is achieved through
the formation of international partnerships, trading blocs and implementation of
GATT and other free trade agreements. Clarification of an organization’s own
definition of integrity that transcends national borders is necessary. A resulting
program is not culturally defined and requires little or no modification when
applied in global contexts.


S a m p l e  C o d e s  T o  L i v e  B y — O r  A t  L e a s t  C o n d u c t  B u s i n e s s  B y


The summaries of international codes that follow all have one thing in common.
While they appeal to the social consciousness of a corporation, they also appeal to
the corporation’s bottom line. All the codes emphasize the business case for ethical
behavior and not the philosophical. This appeal to protecting a firm’s profit centers
and the potential for ROI is the only realistic means to gain widespread compliance.


All the codes clearly move well beyond the business of business and implicitly
recognize the power of large multinational corporations to affect societal change
as well. They impose a large burden on companies, but stress the idea of
sustainable development—that the payoff of a stable and successful society is a
stable and successful business.
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C O D E  1 :  T H E  C A U X  R O U N D  T A B L E
(full text at http://www.cauxroundtable.org/)
In a world that is experiencing profound transformations, the Caux Round


Table of business leaders from Europe, Japan and the United States is committed
to energizing the role of business and industry as a vital force for innovative global
change. The Round Table was founded two decades ago by Frederik Philips,
former President of Philips Electronics, and Olivier Giscard d’Estaing, vice-
chairman of the European Institute of Business Administration (INSEAD), as a
means of reducing escalating trade tensions. It is concerned with the development
of constructive economic and social relationships between the participants’
countries and with promoting their joint responsibilities toward the rest of the
world.


At the urging of Ryuzaburo Kaku, chairman of Canon Inc., the Round Table
has focused attention on the importance of global corporate responsibility in
reducing social and economic threats to world peace and stability. The Round
Table recognizes that shared leadership is indispensable to a revitalized and more
harmonious world. It emphasizes the development of continuing friendship,
understanding and cooperation, based on a common respect for the highest moral
values and on responsible action by individuals in their own spheres of influence.


In many ways the Caux Round Table guidelines may be the most international
and universally applicable set of ethics yet produced.


■ S U M M A R Y


The Caux Round Table believes that the world business community should
play an important role in improving economic and social conditions (sustainable
development). As a statement of aspirations, this document aims to express a
world standard against which business behavior can be measured. It seeks to begin
a process that identifies shared values and reconciles differing values, thereby
developing a shared perspective on business behavior acceptable to and honored
by all.


These principles are rooted in two basic ethical ideals: K Y O S E I  and human
dignity. The Japanese concept of K Y O S E I  means living and working together for
the common good while enabling cooperation and mutual prosperity to coexist
with healthy and fair competition. “Human dignity” refers to the sacredness or
value of each person as an end, not simply as a means to the fulfillment of others’
purposes.


The General Principles in Section 2 seek to clarify the spirit of K Y O S E I  and
“human dignity,” while the specific Stakeholder Principles in Section 3 are
concerned with their practical application. 


Business behavior can affect relationships among nations and the prosperity
and well-being of us all. Business is often the first contact between nations and,
by the way in which it causes social and economic changes, has a significant impact
on the level of fear or confidence felt by people worldwide. Members of the Caux
Round Table place their first emphasis on putting one’s own house in order and
on seeking to establish what is right rather than who is right. 
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C O D E  2 :  S O C I A L  A C C O U N T A B I L I T Y  8 0 0 0  ( S A 8 0 0 0 )
(full text at http://www.cepaa.org)
According to T H E  F I N A N C I A L  T I M E S , SA8000 provides what other global


initiatives and ethics codes have lacked: a common framework for ethical sourcing
for companies of any size, type and anywhere in the world. Also, performance
against the code can be measured and compared.


The certification standard, Social Accountability 8000, has been developed
under the auspices of the Council on Economic Priorities Accreditation Agency
(CEPAA) to promote socially responsible production in facilities worldwide. The
newly founded CEPAA developed SA8000 in accordance with 12 International
Labor Organization conventions and United Nations human rights treaties. The
SA8000 standard represents a consensus of recommendations from the
international business community, non-governmental organization, and labor
organizations. The objective of this group was to develop the first auditable
international standard for socially responsible trade.


CEPAA accredits independent auditing firms to monitor conformity to the
SA8000 Standard, applying the same criteria used for the well-established ISO
9000 and ISO 14000 quality and environmental management system standards.
To qualify for certification, organizations must meet verifiable standards for child
labor, forced labor, health and safety, freedom of association, discrimination,
disciplinary practices, working hours, compensation and management systems.


■ S U M M A R Y


Increased productivity, improved efficiency, reduced waste and enhanced
profitability allow companies to operate consistently, achieve a competitive edge,
satisfy customers’ needs, encourage investment and attain national and
international recognition and reputation. Organizations who implement SA 8000
are registered by an independent third party that will prove to their customers
and other interested parties that they are socially responsible.


SA8000 is also designed to improve business competitiveness by:


■ Increasing customer recognition and loyalty.
■ Promoting a globally-recognized standard of business behavior.
■ Increasing the ability of businesses to trade internationally.
■ Removing the need for a business to undergo multiple audits and monitoring.


If your company meets the standard, you will earn a certificate attesting to its
social accountability policies, management and operations. Auditors will visit
factories and assess corporate practices on a wide range of issues: child labor,
health and safety, freedom of association and the right to collective bargaining,
discrimination, disciplinary practices, working hours and compensation. Auditors
will also evaluate the state of your management systems to ensure ongoing
conformity in each of these areas.


The goal is continuous improvement, not exclusion. If you do not initially meet
the standards, your company will need to make improvements and abide by a
timetable for verifying that problems have been addressed. You should also
document progress in problem areas and take preventive action to avoid a
recurrence.
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C O D E  3 :  T H E  G L O B A L  C O M P A C T
(full text at http:www.un.org/partners/business)
At a World Economic Forum in Davos, Switzerland, then UN Secretary-


General Kofi A. Annan challenged world business leaders to “embrace and enact”
the Global Compact, both in their individual corporate practices and by
supporting appropriate public policies. These principles cover topics in human
rights, labor and environment. For business, they include:


■ Being more in touch with markets, customers and consumers by better 
understanding the opportunities and problems of the social context.


■ The advantages of a good social reputation.
■ A greater chance of a stable and harmonious atmosphere in which to do business.
■ A reduction of damaging criticism, which may ultimately lead to lost investment, 


contracts or customers, leading to the long-term benefit of a more stable and 
peaceful society in which investments can prosper.


The recent volatility of international financial markets, along with cultural and
social side-effects that often are perceived negatively, has set off a backlash against
liberalization. A return to market protectionism and unnecessary barriers against
technical and commercial innovation is all too possible. A clear demonstration
that basic and popular social values are being advanced as part and parcel of the
globalization process will help to ensure that markets remain open, and will truly
bring the people of the world closer together.


C O D E  4 :  U S  D E P A R T M E N T  O F  C O M M E R C E — M O D E L  B U S I N E S S  
P R I N C I P L E S


Recognizing the positive role of US business in upholding and promoting
adherence to universal standards of human rights, the US Government encourages
all businesses to adopt and implement voluntary codes of conduct for doing
business around the world that cover at least the following areas:


■ P R O V I S I O N  O F  A  S A F E  A N D  H E A L T H Y  W O R K P L A C E


Fair employment practices, including avoidance of child and forced labor and
avoidance of discrimination based on race, gender, national origin or religious
beliefs; and respect for the right of association and the right to organize and
bargain collectively.


■ R E S P O N S I B L E  E N V I R O N M E N T A L  P R O T E C T I O N  A N D  E N V I R O N M E N T A L
P R A C T I C E S


Compliance with US and local laws promoting good business practices,
including laws prohibiting illicit payments and ensuring fair competition.


Maintenance, through leadership at all levels, of a corporate culture that
respects free expression consistent with legitimate business concerns, and does
not condone political coercion in the workplace; that encourages good corporate
citizenship and makes a positive contribution to the communities in which the
company operates; and where ethical conduct is recognized, valued and
exemplified by all employees.


In adopting voluntary codes of conduct that reflect these principles, US
companies should serve as models and encourage similar behavior by their
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partners, suppliers and subcontractors. Adoption of codes of conduct reflecting
these principles is voluntary. Companies are encouraged to develop their own
codes of conduct appropriate to their particular circumstances. Many companies
already apply statements or codes that incorporate these principles. Companies
should find appropriate means to inform their shareholders and the public of
actions undertaken in connection with these principles. Nothing in the principles
is intended to require a company to act in violation of host country or US law.
This statement of principles is not intended for legislation.


W h y  S h o u l d  B u s i n e s s e s  F o l l o w  S u c h  C o d e s  A t  A l l ?


The platitudes expressed in the sample codes are all well and good, and they
seem like the right thing to do. But can a business case be made for taking such
actions? If you look at the long term, the answer is yes. 


B A S I C  Q U E S T I O N S  A N D  A N S W E R S
Following are some basic questions and answers about why businesses should


follow the guidelines set out in the codes described above.


Q U E S T I O N : Why should a business eliminate forced labor?
A N S W E R : The abolition of forced labor is an effective way of promoting


economic and human development. Forced labor degrades the human capital and
social stability necessary to achieve sustainable economic development and secure
investments. Forced labor robs societies of the opportunities to apply and develop
human resources for the labor market of today and to develop the skills in
education of children for the labor markets of tomorrow.


Q U E S T I O N : Why should a business promote the abolition of child labor?
A N S W E R : Basically, the abolition of child labor promotes skilled and healthy


workers for tomorrow. The effective abolition of child labor is a goal in itself, but
it is also a powerful way of promoting economic and human development. Child
labor degrades the human capital necessary to achieve sustainable economic
development. The poverty-child labor cycle results in scores of under skilled,
unqualified workers. If child labor is allowed to continue today, badly needed
skills might be in short supply tomorrow. Children who do not complete their
primary education (assuming it is available) are likely to remain illiterate and
never acquire the skills needed to get a job and contribute to the development of
a modern economy. 


Also, the use of child labor can ruin a company’s reputation. This is especially
true in the case of transnational supply and service chains, where the economic
exploitation of children, even by a business partner, can damage a brand image
and have strong repercussions on profit and stock value.


Q U E S T I O N : Why should a business eliminate discrimination?
A N S W E R : Discrimination in employment and occupation lowers the level of


productivity in the workplace, and slows economic growth for society as a whole.
The lack of a climate of tolerance results in missed opportunities for development
of skills and infrastructure to strengthen competitiveness in the global economy.
It can also narrow the labor pool from which a company hires.
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5 0 A S HO R T C O U RS E I N  IN TE R NA TI O N AL B US I NE SS  ET HI C S


Q U E S T I O N : Why should businesses adopt a precautionary approach to its
environmental matters? That is, act to preempt potential damage caused by
operations?


A N S W E R : It is more cost-effective to take early actions to ensure that
irreversible environmental damage does not occur. Adopting a precautionary
approach makes sound business sense. While it is true that preventing
environmental damage entails both opportunity and implementation costs,
correcting environmental harm after it has occurred can cost much more (e.g.
treatment costs, company image). 


Also, avoiding risks makes a better investment. Investing in production
methods that are not sustainable, deplete resources and degrade the environment
has a lower, long-term return than investing in sustainable operations. In turn,
improving environmental performance means less financial risk, an important
consideration for insurers


Q U E S T I O N : Why should business promote greater environmental responsibil-
ity?


A N S W E R : Better environmental management is a key source of competitive
advantage for businesses. A wide range of benefits accrue from improved
environmental performance, ranging from reduced effluent charges to better
community relations. Better environmental management and better management
are the same thing: a company that manages its impact on the environment well
is a well-managed company. Finally, companies today find that maintaining
financial performance and improving it over the long-term requires a balancing
of three types of capital—social, economic and environmental.


Q U E S T I O N : Why should business develop, use and diffuse Environmentally
Sound Technologies (EST)?


A N S W E R : Production processes and technology that do not use resources
efficiently generate residues and discharge wastes. For companies responsible for
treating and storing the pollutants this represents on-going costs. Also,
technological innovation creates new business opportunities for companies.
Implementing ESTs helps a company reduce the use of raw materials leading to
increased efficiency and overall competitiveness of the company. ESTs reduce day-
to-day operating inefficiencies, emissions of environmental contaminants, worker
exposure to hazardous materials and risk of technological disasters. Technologies
that use materials more efficiently and cleanly can be applied in most companies
with long-term economic and environmental benefits.
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