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  Foreword, Acknowledgments, and Dedication 

 With the emergence of an increasingly 
interconnected and globalized business 
world, business leaders, the companies 
they manage, and the government bodies 
that regulate them must face a host of 
ethical questions. The individuals exercising 
responsibility are challenged to make the 
right decisions often under considerable 
pressure and constraints of time and money. 
While the academic fi eld of business ethics 
has developed within American and European 
contexts at the intersection of liberal arts and 
business education, the rapidly growing 
economies of Asia have had a decisive impact 
in broadening its scope. In fact, the growing 
importance of economic developments in 
India and in China suggests the likelihood 
that a paradigm shift is under way in 
international business ethics. If the immediate 
past was dominated by approaches modeled 
primarily along Western lines, the future will 
surely challenge us to develop truly 
international perspectives on the conduct of 
business, based on a growing appreciation 
of Asian cultures and moral philosophies. 
Since Asian businesses will continue to play 
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a dynamic and sometimes unsettling role in 
evermore interlinked markets, it becomes 
important for everyone involved to 
understand Asian assumptions about doing 
business ethically and responsibly. 

 International Business Ethics: Focus on 
Asia is meant to address this need, by 
building on the momentum of the last 50 
years in the fi eld of applied ethics, relating 
ethical theories to various problems of 
morality and law that arise in business, but 
now shifting the focus to the discussion of 
Asian problems and solutions. While the case 
study approach was certainly prominent in the 
development of theories and analyses in the 
academic fi eld of business ethics, business 
education as a whole tended to interpret its 
guidelines primarily in tune with conventional 
theories of business economics. We hope the 
20 case studies that we have developed for 
this book will show the limits of relying on 
models derived exclusively from Western 
assumptions about ethics and economics. 
With the emerging countries of Asia playing 
a more decisive role on the world stage, it 
becomes necessary not only to make business 
ethics more international but also to explore 
systematically the extremely rich but still 
largely ignored treasures of Asian moral and 
practical wisdom. In selecting our case 
studies, and developing the resources 
implicit in them, we have, of course, given 
great prominence to China while also trying 
to honor the variety of cultural perspectives 
evident in other areas of east Asia. 

 International Business Ethics provides 
opportunities to explore the ethical issues 
that entrepreneurs, corporate decision-
makers, and government offi cials in Asia 
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have had to face over the past decade. 
In addition to the uneven patterns of 
economic and social development, our case 
studies show them struggling with 
environmental disasters, some manmade, 
others not; various forms of corruption, 
rampant in some areas, still lingering in 
others; unfair competition; product safety 
failures; as well as a host of abuses in the 
area of working conditions, labor rights, and 
deceptive practices. The global fi nancial 
crisis that hit like a tsunami in 2008 serves 
as a reminder of how devastating the 
consequences can be when markets are set 
adrift without any ethical compass. While it 
is of course impossible to overhaul a 
fi nancial system overnight, the approaches to 
business management, ethics, and economics 
featured in this book demonstrate that it is 
possible to conceive the conduct of business 
and the administration of government 
institutions within a system that actually 
assists the development of the “real 
economy.” International fi nance, and the full 
range of institutions that depend upon its 
services, should not be rigged to benefi t only 
a small number of privileged people but 
rather the greater society. Like all business 
enterprises, international fi nance should 
make a contribution to the “common good.” 

 Our hope is that by creating case studies 
refl ecting Asian business concerns, and by 
offering an approach to business ethics that 
we believe synthesizes the best of Western 
and Chinese moral philosophy, we will meet 
the needs of our students at least half way, as 
they seek to prepare themselves for careers 
in international business and other 
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institutions. We also hope that our efforts will 
be useful to readers and business 
practitioners in Europe and North America 
who are trying to do business in Asia and 
who are seeking a way through all the advice 
they’ve been getting—some bad and some 
good—about doing business here. We reject 
the notion that in order to succeed in 
business in Asia, you must leave your moral 
principles behind and prepare to operate in 
an environment where anything goes. One 
lesson to be drawn from our case studies is 
that alongside the dramatic economic 
progress being made in Asia, there is also a 
dramatic increase in concern for doing 
business with integrity, adhering to the rule 
of law, and cooperating with various 
government agencies in the struggle against 
corruption. Those who ignore the changes 
under way in Asia do so at their own peril. 

 This book began as an attempt to revise 
the fi rst edition of International Business 
Ethics: Becoming a Top-Notch Player (2004) 
that Stephan Rothlin had published with 
Renmin University Press in Beijing. Dennis 
McCann adopted the book for his courses in 
business ethics in Hong Kong, and after 
being introduced to its author, they began 
their long journey together in Asia focused 
on the development of ethical approaches 
geared to Asian contexts. We are grateful for 
the support from the research team at the 
CIBE, the Center for International Business 
Ethics, Beijing, in assisting us with case 
studies, namely, Yang Hengda, Marta 
Caccamo, Catherine Malone, Li Xiaosong, 
Yang Fang, and Gao Huan. We have also 
benefi ted from the resources of Rothlin 
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International Management Consulting 
Company, Ltd., Hong Kong and Beijing, with 
the support of Alice Wurmboeck, Lana Ho, 
Constantin Landers, Marcela Mimica, Anna 
Moeller, Zhou Shoujin, Ignatius Wang, and 
Lorenz Long. 

 Finally, we dedicate this book to Mr. Zhu 
Rongji the former Prime Minister of the 
People’s Republic of China who convincingly 
argued for the kind of honesty and integrity 
within business and government that we 
attempt to promote here. We have been 
inspired by his struggle against the 
widespread cultures of nepotism, lack of 
transparency and corruption, and by his 
insistence that these are not the last word in 
the history of Asian development. 

 April 16, 2015  Stephan Rothlin 
 Dennis McCann 
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    Chapter 1   
 Becoming a Top-Notch Player       

1.1                  Prelude 

  International Business Ethics: Focus on China  begins with an attempt to shift the 
rhetorical context in which we—students, teachers, and other readers—think about 
business. We believe that too many of us regard business as war by other means. 
Lacking a realistic experience of the devastation caused by wars, we make a funda-
mental “category mistake” by using this metaphor to justify or ignore most of the 
morally questionable activities that go on in business. The basic argument of the 
book means to shift from warlike attitudes that make predatory behavior seems 
normal and legitimate to a recognition that business competition is more like what 
we experience in sports, where players know the rules and normally are committed 
to abide by them. Our fi rst chapter attempts to establish the ethical signifi cance of 
becoming a “top-notch player” in business, by taking a closer look at the kind of 
game that business is. The fi eld of business ethics turns out to be more like a football 
pitch than a battlefi eld. While it is debatable whether “all’s fair in love and war,” 
certainly nowhere is it true that all’s fair in business. 

 The bribery and other forms of corruption in professional sports such as football 
are an important challenge to international business ethics. Why is match-fi xing 
universally condemned, though occasionally practiced? Is there more to sports than 
winning in order to cash in on it? What is sportsmanship? Could it be that interna-
tional business ethics is analogous to the sportsmanship ethic that is promoted in 
football and other professional sports? In this chapter, we will examine the recent 
wave of scandals in FIFA football. What may these scandals tell us about the chal-
lenges faced by anyone hoping to improve international business ethics in China 
and East Asia?  
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1.2     Case Study: Can Football Be Fixed? Sportsmanship 
and the Culture of Corruption 

1.2.1     Abstract 

 Football is a game that connects people from different backgrounds, languages, and 
countries. Like many other popular sports, it inspires youth to achieve greatness and 
men and women to seek excellence. Unfortunately, in recent years, football has 
been tainted with corruption. Match-fi xing and illegal gambling have caused fans to 
lose confi dence in the sport, which may have far-reaching social as well as eco-
nomic consequences. 

 As recently as 2011, FIFA president, Sepp Blatter, chose to address the problem 
of corruption in football and eliminate match-fi xing and illegal gambling. To do so, 
Blatter enlisted the help of Mark Pieth, anti-corruption specialist formerly from the 
World Bank. Together they challenged the corrupt culture of football and worked to 
enhance the transparency and integrity of the game. The question is whether their 
efforts are suffi cient to achieve their goals or merely more cover-up for sports cul-
ture that cannot be reformed.  

1.2.2     Keywords 

 FIFA, Football, Bribery, Corruption, Integrity, Match-fi xing, Whistleblowing.  

1.2.3     In the Name of the Game 

 Football, lovingly nicknamed “the beautiful game,” has been described as a global 
language, second only to music (Best  2012 ). What makes football a universal lei-
sure activity is its ability to appeal not only to sports enthusiasts but also to people 
with more commercial interests. Millions of fans gather every weekend to watch 
their favorite teams, as well as bask in the fashionable aura attached to the games. 
The football players themselves are often viewed as role models, because of their 
success in sports and their dedication to physical fi tness. Their fans’ involvement in 
the game is so deep that they often label their devotion to a club a true “faith,” which 
justifi es comparisons between football and a religious creed (Tomkins  2004 ). In the 
eyes of some observers, in the same way religion offers heroic role models and 
emotional release from our daily burdens, football also provides spectacles that 
allow us to identify with a cause that is greater than ourselves. The enthusiasm of 
football fans can ease anxieties, or at least attenuate them by means of healthy com-
petition, as was the case in 2012 when the Union of European Football Associations’ 
(UEFA) EURO Cup championship series provided some relief from the ongoing 
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Eurozone crisis (Diez  2012 ). Because football is a passion many share from youth, 
the game instills a sense of camaraderie and fairness among different groups of 
people. Notwithstanding football’s global acclaim, however, an increasing number 
of episodes of widespread corruption have surfaced in the news media, jeopardizing 
both the game’s credibility and that of the people involved.  

1.2.4     Betting on “a Sure Thing” 

 Sports scandals have no nationality, but they often share a connection with illegal 
gambling activities. The amount of money moved by the whole gaming industry is 
enormous—annual estimates at the end of 2011 placed a €200 billion euros value on 
gaming revenue—a substantial part of which is due to football betting (Boniface 
et al.  2012 ). Some European countries like France and Italy have approved new 
regulations to offset fraudulent betting, but their efforts have not stopped illicit prac-
tices (Boniface et al.  2012 ). Instead, such moves may have generated the opposite 
effect. Instead of driving money away from illegal markets, the bulk of bets have 
been shifted to countries where gambling enjoys a lower degree of oversight by the 
relevant authorities, such as in Southeast Asia (Forrest  2012 ). 

 The recently disclosed “Asiagate” scandal, which revolved around the Zimbabwe 
Football Association (ZIFA) and its involvement with a Singaporean betting circle, 
is but one example of the new trend (Smith  2012 ). From 2007 to 2010, the 
Zimbabwean national team’s world ranking collapsed due to a series of eleven 
defeats. It turned out that the players and several offi cials of ZIFA received up to US 
$5,000 dollars for each game lost, from Asian gaming syndicates conspiring to fi x 
the outcomes of the matches (Sharuko  2012 ). 

 Match-fi xing is a term heard repeatedly in conjunction with football scandals. It 
refers to attempts by individuals, clubs, or federations to alter the fi nal results of the 
game by cheating. Criminal organizations fi x football matches in order to ensure 
results consistent with their betting strategies (Boniface et al.  2012 ). This com-
monly occurs at the grassroots level where players and referees are approached. 
Bribed players and referees can exert a direct infl uence on the outcome of a game. 
Signifi cantly, players most likely to betray their professional commitment to prin-
ciples of fair play are footballers of less reputed teams, who often experience fi nan-
cial hardships that render them vulnerable to exploitation. The pressures generated 
by teammates, trainers, advisors, and relatives have an infl uence on players, too. In 
the 2012 Italian  Calcio scommesse  (“football scandal”), former footballers played a 
crucial role in identifying current players who were more likely to engage in illegal 
activities (   Callow  2011 ). 

 The emotional strain experienced by referees is often similar to the pressure felt 
by players. Referees are scrutinized by authorities and must cope with the heated 
reactions of players, owners, and supporters when calls are made against their teams 
(Distaso et al.  2012 ). The scandals involving corrupt referees range from the 
Brazilian  Mafi a do Apito  (“Whistle Mafi a”) of 2005 (Blakeley  2012 ) and Portugal’s 
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 Apito Dourado  (“Golden Whistle”) of 2004 ( WSC Daily   2010 ) to the recent Chinese 
scandal of 2011involving 40 referees, club managers, and soccer offi cials in public 
trials. Among those exposed was Lu Jun, a prominent referee. Referee Lu was once 
acclaimed as the “Golden Whistle” of the Chinese football league, but after infor-
mation surfaced about his acceptance of bribes, Lu was rechristened the “Black 
Whistle” (BBC  2012 ). The scandal surfaced through an investigation by Singaporean 
authorities confi rming suspicions that members of the Chinese Football Association 
had been heavily involved in questionable activities for quite a while. The head of 
the Association, Nan Yong, for example, openly announced available positions on 
the national team for people willing to pay 100,000 RMB (The Economist  2011 ).  

1.2.5     Attempts at Whistleblowing 

 The 2009 report of the International Federation of Football Professionals (FIFPro) 
claimed that 23.6 % of surveyed footballers were aware of specifi c instances of cor-
ruption, with greater frequencies reported in Eastern European countries. This fi g-
ure is all the more troubling because footballers tend to observe a code of 
silence—known by its Italian name,  Omertà —which instills a great reluctance to 
denounce misdeeds for fear of personal repercussions (FIFPro  2009 ). Nevertheless, 
Gubbio Sporting Club player, Simone Farina, attracted worldwide attention when 
he reported being offered a substantial amount of money in exchange for his help 
fi xing a match in the Series B League. Farina’s honesty led to national and interna-
tional praise, as well as the arrest of 17 people. Farina’s actions were the inspiration 
of the International Federation of Football Association’s (FIFA’s) September 2012 
anti-corruption campaign. The initiative, designed with the assistance of Interpol, 
offered both a period of amnesty for the players and the establishment in different 
languages of a whistleblowing hotline (Dunbar  2012 ). Despite the need for such a 
program, it was soon halted when FIFA’s Independent Governance Committee 
placed issues of gaming fraud under the regulatory oversight of its executive com-
mittee (Weir  2012 ).  

1.2.6     Steps to Curb Corruption 

 The wave of corruption scandals in football provoked calls for a fi rm response. The 
UK Prime Minister, David Cameron, put it quite simply by stating that FIFA’s repu-
tation had reached an “all-time low” (Kuper  2012 ). External pressure by national 
and supranational organizations, as well as media and public opinion, all called for 
credible measures to combat corruption in the football associations. Such efforts 
refl ect public concern for the consequences of football’s increasingly negative 
image, particularly for the younger generations who still admire athletes as role 
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models. The drop in football’s popularity signals the likelihood of more worrisome 
fi nancial problems that may come in the wake of declining advertising revenues. 

 A major obstacle to increased transparency is posed by common skepticism 
regarding the trustworthiness of FIFA’s leadership. Recent allegations involving the 
misappropriation of funds for international tournaments and FIFA’s opaque presi-
dential nomination system have raised questions as to the organization’s moral 
integrity. In response, FIFA president, Sepp Blatter, claimed he worked to “improve 
FIFA’s governance since the beginning of last year [2011]. Not just [through] words, 
but [through] actions.” In order to restore FIFA’s tarnished reputation, Blatter 
appointed ex-World Bank advisor Mark Pieth 1  to establish an anti-corruption unit 
within the organization (Al Jazeera  2012 ). 

 Immediately following his appointment, Pieth became the focus of concern for 
FIFA’s cynics and supporters. Sylvia Schenk from Transparency International 
promptly challenged him. Speaking to the Associated Sports Press, Schenk ques-
tioned the payment Pieth had received from FIFA when he submitted the prelimi-
nary results of his investigation: “We believe that someone paid by FIFA cannot be 
a member of the independent commission [overseeing reforms]” (BBC  2011b ). 
Furthermore, she accused Pieth of focusing too much on future reforms, rather than 
looking back at the involvement of the Federation in past scandals. Pieth responded 
to the criticisms by stressing that the payment he received went directly to the Basel 
Institute of Governance, while expressing the urgency of taking concrete steps to 
improve the transparency of FIFA and its membership (Kuper  2012 ). In an inter-
view with the  Financial Times , Pieth declared, “I’m at the moment pretty optimistic. 
But it’s very open. If it works out I’ll be patted on the back. If it fails I’ll be an idiot. 
I think we will know by mid-April whether they are serious” ( Financial Times  
2012). 

 In order to deliver on his promises, Pieth initiated a far-reaching reform program 
intended to challenge corruption and redefi ne transparency at all levels. The reform 
began with internal investigations of FIFA’s alleged corruption. These investigations 
were meant to provide a sound basis for a new organizational outlook and to answer 
lingering suspicions around the legitimacy of FIFA’s leadership. In his preliminary 
report, the newly appointed Pieth blamed FIFA for the way it handled accusations 
of misdeeds in the past. He said the Federation’s action has been “insuffi cient, 
unconvincing, and unsatisfactory,” especially in explaining Blatter’s reelection and 
the bidding process for hosting World Cup matches in the years ahead (Bond  2012 ). 

 At the same time, several initiatives have begun at the grassroots level to combat 
corruption in football matches by establishing certain preventive measures. FIFA 
has collaborated with Interpol to establish an “Integrity in Sport Unit” that  combines 

1   For almost 20 years, Pieth taught Criminal Law and Criminology at the University of Basel and 
served as head of the organized crime unit at the Swiss Federal Offi ce of Justice (Ministry of 
Justice and Police). Previously, Pieth was a member of Switzerland’s Financial Action Task Force 
(FATF) on money laundering and held a number of other posts in the OECD. In 2008, he was 
named a member of the World Bank’s Integrity Advisory Board, which advises the Bank’s 
President and the Audit Committee (Pieth.com  2012 ). 
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training and educational efforts to promote fair play among footballers. Over the 
past 10 years, this unit has promoted e-learning programs and national workshops 
to increase awareness of corruption among those who actually play the game 
(Boniface et al.  2012 ). Do you think that Pieth’s proposals are suffi cient to clean up 
FIFA football? What major obstacles must he overcome, if the reforms he’s propos-
ing are to be credible and effective? 

 In response to Pieth’s challenge to “Do something really courageous [so that] 
generations of footballers and fans and stakeholders will thank you,” Blatter pledged 
that “[FIFA] will stick to the road map and be ready in 2013.” Although Blatter’s 
road-map metaphor seems to welcome Pieth’s reform agenda, his further remarks 
still leave room for skepticism. “Even if Professor Pieth will say we shall not cherry- 
pick,” Blatter observed, “we cannot take the whole tree. It is impossible to take the 
tree and take all the cherries down” (Wharshaw  2012 ). His comment clearly sug-
gests the likelihood FIFA will be selective in implementing the recommendations. 
This will come at the risk of undermining their overall effectiveness, as Pieth him-
self suggested: “I’m not saying you have to do everything, but these things are 
linked.” (Wharshaw  2012 ). What do you think of Blatter’s cherry-picking meta-
phor? Would you say he is serious about reforming FIFA, or is he only interested in 
avoiding further public scrutiny? If pruning the cherry tree means going no further 
than Pieth’s “preventive measures”—including the cultivation of an ethic of “sports-
manship” among footballers and wannabe footballers—do you think that will be 
enough to save FIFA? What’s wrong with taking down the whole cherry tree, if it 
really is rotten to the core?  

1.2.7     But There’s More to the Story 

 As it turned out, the FIFA cherry tree is still standing, though it may yet fall of its 
own deadweight. Mark Pieth didn’t get much of a chance to cherry-pick, as Blatter 
and his allies blocked the reforms as soon as they began to challenge the practices 
of FIFA’s executive committee, particularly its lack of transparency with regard to 
its members’ compensation packages. Pieth had argued that full disclosure was 
essential to restore FIFA’s credibility and seriousness about reform, warning that 
“This step would send a crucial message that [the directors] have nothing to hide . . . 
These may not be the most fundamental of reform issues but they send a symbolic 
message” (Radnedge  2013 ). After Pieth and other reformers quietly departed by the 
end of 2013, a new team led by Michael Garcia, Pieth’s successor as head of FIFA’s 
ethics committee, pressed on with the investigation of the executive committee 
members who had been accused of accepting substantial bribes and other cash pay-
ments in exchange for their votes in November 2010 selecting the future sites for the 
World Cup tournaments. After the meeting in May of 2011, in which Blatter was 
reelected President in a contest with Jack Warner, Trinidad’s representative on the 
executive committee, there were further allegations of bribery and vote rigging 
(Hughes  2013 ; Conn  2013 ). At this writing, the latest news from FIFA indicates that 
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an attempted coup to unseat Garcia by some members of the executive committee 
has been turned aside. While the investigations are ongoing, some observers try to 
balance criticisms of Blatter’s “clumsy,” if not corrupt, leadership style by conced-
ing that there has been some progress, as is evident from the fact that the allegations 
of corruption are now out in the open. But others think that only the removal of 
FIFA’s entire leadership team may help restore the hope that they had once placed 
in efforts to reform the organization internally.  

1.2.8     Summary 

 Regardless of the outcome of these investigations for FIFA, bribery in football has 
clearly become an international concern. All too frequent corruption scandals seem 
to put at risk the survival of any spirit of “fair play” within the game. FIFA’s poor 
transparency and its members’ questionable business practices have provoked skep-
ticism about the sincerity and effectiveness of its recent anti-corruption measures. 
The reform effort launched by Pieth was properly focused on restoring the 
Association’s credibility with the public. This is seen as a necessary precondition 
for bringing back football’s global status as “the beautiful game.” Do you agree that 
football’s popularity is decreasing as a result of all these allegations about corrup-
tion? Do you consider corruption in football a more pressing issue than corruption 
in other sports? Do those interested in international business ethics have anything to 
learn from the struggle against corruption in football? What do you think should be 
done to overcome corruption, either in the game of football or in other institutions 
that rule the game of business?   

1.3     Case Study Discussion 

 We’ve all learned, perhaps the hard way, that there are some things in life that don’t 
mix. How about oil and water? That’s an easy one. What then about religion and 
politics or drinking and driving? Can you think of other pairs that don’t mix well? 
Our case study on corruption in FIFA football presents us with another set of incom-
patibles, money and sports. It might even lead us to challenge the whole idea of 
professional sports, that is, games in which the players are paid to play. Are profes-
sional sports, like FIFA football, an oxymoron, that is, a contradiction in terms? One 
conclusion we might reach from reading this case study is that professional sports, 
where everyone—the players, the referees, the owners and managers of the teams, 
the stadium operators, and all the various vendors—has money on the table, should 
be either boycotted or banned altogether. Any time money is on the table, the game 
is likely to be corrupted by it. So let’s “just say ‘no’” to professional sports. 

 Some people, with no particular interest in professional sports, may fi nd it easy 
simply to walk away from them. But then what about amateur sports? Do we think 
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that corruption is impossible when none of the athletes are being paid a stipend or 
salary? If that were the case, then how do we account for the way that even amateur 
sporting events—like basketball games between university teams, as in the annual 
“March Madness” NCAA tournament in the USA—attract gamblers interested in 
sports betting, legal or otherwise? Match-fi xing, alas, is not unheard of in amateur 
sports. Money is still on the table, even if precious little of it fi nds its way into the 
hands of the players. 

 Since there may be no easy answers for solving the problem of corruption in 
sports, we may need to back up a bit and ask ourselves why it matters. Why is it that 
people—who otherwise may turn a blind eye to corruption in politics or other activ-
ities—may still become outraged by corruption in sports? What is it about sports 
that make people think that athletes should exhibit high—even heroic—standards of 
morality, modeling an ethic of sportsmanship, when virtually all other human activi-
ties seem generally tainted by corruption? In a world where, seemingly, money talks 
and everything has its price, why should sports be any different? If it is true that 
money can buy everything else that anyone fi nds desirable, why shouldn’t it also 
guarantee victories, or at least desired point spreads, in the games people play? Why 
did FIFA fi nd it necessary to make a grand gesture of cleaning up the corruption in 
its games? Why not simply ignore the concerns expressed in the media, if not the 
voices of countless sports fans, and go on playing the games as if nothing untoward 
had ever happened? If FIFA’s leadership didn’t make a show of reforming football, 
they would lose their fans and the revenues generated from them. But that’s only 
answering the question with another question. Why is there good reason to fear that 
the fans will turn away in disgust if the problem of corruption is not addressed con-
vincingly and effectively? Why would sports fans abandon a game that they suspect 
has been fi xed by the gambling syndicates? Does match-fi xing make the game 
meaningless? 

 As we see from the case study, there are various levels of corruption that can be 
differentiated according to their proximity to the teams’ performance on the fi eld, as 
well as according to the amounts of money involved. At the high end on the money 
spectrum are the millions of dollars in bribes and kickbacks allegedly paid by local 
offi cials hoping to host a World Cup tournament in their city. At the low end are the 
payments made by gambling syndicates to players, coaches, and referees, seeking 
to determine the outcomes of the games. The estimated US$5000, for example, paid 
to some Zimbabwean players and offi cials for each game lost in the so-called 
“Asiagate” scandal may seem trivial compared to the money paid to get a FIFA 
tournament bid, but when compared to their monthly salaries (Zimbabwe 
Independent  2013 ), the bribes may have seemed like “an offer you can’t refuse.” 

 To be sure, there is no strict correlation between poverty and greed. If there were, 
then it would be impossible to explain why wealthy people—such as FIFA’s execu-
tive leadership—would betray the trust placed in their hands in order to fatten their 
personal accounts with bribes. Greed is not an inevitable response to economic 
deprivation, as witnessed by the lives of the overwhelming majority of poor people 
whose basic decency and honesty cannot be explained away as due to a lack of 
opportunities to lie, cheat, and steal. The greed that motivates players to cheat—
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hoping to pick up a few thousand dollars for going along with a match-fi xing 
scheme—rests on a deep-seated cynicism about themselves and their sport. How 
does one become cynical about the profession for which one has trained for years, 
in which one had hoped to make one’s mark? A good place to begin looking for 
answers is in the organization’s leadership and its practices. If FIFA’s top manage-
ment stands accused of covering up the corruption they’ve tolerated in the process 
for selecting World Cup tournament sites, what conclusions are the players likely to 
draw from their example? 

 One might argue that the two forms of corruption in sports ought to be kept sepa-
rate. The allegations against FIFA’s executive committee concern business deals, 
within an organization headquartered in a country where until very recently com-
mercial bribery was not a criminal offense (Loetscsher  2013 ). The irregularities in 
FIFA’s executive committee are just business as usual, and no one should be sur-
prised by what goes on there or upset about it. The focus of reform in football 
should concentrate on preserving the integrity of the game on the fi eld. The fans are 
right to be outraged by match-fi xing, and FIFA should do all it can to eliminate it. 
But there’s no need to take reform efforts any further. If Mark Pieth and his succes-
sors can provide a credible deterrent to players who may be thinking of cheating, 
they need go no further than that. 

 This, of course, appears to have been the thinking of FIFA’s executive commit-
tee, when they tried to water down Pieth’s reform efforts and put a stop altogether 
to those of his successor, Michael Garcia. Once exposed, their plots collapsed, as it 
became apparent to all observers including the fans that they were interested only in 
avoiding further sanctions against their corrupt and immoral acts. It seems reason-
able, then, to recognize the intrinsic connection between the two forms of corrup-
tion in football. The corruption in FIFA’s boardrooms may not have caused the 
corruption that surfaced on the playing fi eld. But it clearly stands as an obstacle to 
any credible and effective attempt to reform the way the game is played. Why would 
players, who stand to lose a signifi cant opportunity to earn some extra money, coop-
erate with FIFA’s ethics committee, when they have reason to suspect that Blatter’s 
cronies have no intention of having their own practices investigated and reformed? 
Pieth was right to press FIFA toward comprehensive reform, though it is not yet 
clear that the efforts he initiated will succeed. 

 When it comes to moral reform within an organization like FIFA, the old maxim 
still applies: “Practice what you preach!” FIFA’s executive leadership must realize 
that you cannot expect to reform what goes on between the white lines in the game 
of football, while turning back any serious effort to reform what goes on in the 
boardroom. Corruption in either of these settings is interrelated, but so is any seri-
ous effort to restore integrity to professional football or any other game. Where to 
begin? The key to preserving or enhancing an ethic of sportsmanship is not by pro-
hibiting professional sports. Neither in sports nor in business is it true that money is 
the root of all evils. That assumption would mean that anything and everything in 
which money changes hands are tainted, which arguably is not true. Besides, this is 
not what the Bible says. It is the love of money that is the root of all evils (1 Timothy 
6:10). It is useful to know that this proverb is invoked in the context of warning a 
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novice Christian minister about the risk of corruption even in church work. A cor-
rupt mind robs ministers of the truth, leading them to consider “godliness as a means 
to fi nancial gain” (1 Timothy 6:5). The love of money or greed, in other words, is a 
sure sign of a corrupt mind. The love of money is not the same thing as valuing 
money or appreciating its usefulness in helping us to manage our affairs in the mar-
ketplace. The love of money, referred to in this Biblical proverb, means loving 
money above all else. Once our desires have been twisted by a corrupt mind, money 
is no longer their servant, but their master. We will stop at nothing to gain money. It 
is no longer a means but our only end in itself. 

 Confucius had his own way of warning against an unrestrained love of money. He 
observed that “wealth and high station are what men desire, but unless I got them in 
the right way I would not remain in them” (Analects 4:5). There is a right way to 
regard money and pursue wealth and a wrong way. Confucius clearly disapproves of 
acquiring them in the wrong way. Further on in the  Analects , he says: “Riches and 
honors acquired by unrighteousness, are to me as a fl oating cloud” (Analects 7:16). A 
fl oating cloud is as insubstantial as an illusion. No one should sacrifi ce all other values 
in the vain hope of acquiring it. Just as a fl oating cloud is impossible to possess, so 
riches and honors acquired through unrighteous activities will soon pass away, leaving 
their devotee more impoverished and isolated than before he or she took up their pur-
suit. What is it, then, that makes some ways of acquiring riches and honors unrigh-
teous? As in all other areas of human activity, the answer depends on knowing which 
ways are consistent with the appropriate rules and which are not. Accepting a stipend 
or a salary for joining the team and playing the game as well as one can is righteous 
and consistent with the rules; violating one’s pledge of loyalty to the team, in order to 
accept a bribe for throwing the game or lowering its score, is not only unrighteous but 
also clearly inconsistent with the rules that make the game a game. 

 On this point, the wisdom traditions of China represented by both the Bible and 
the Confucian classics agree: Faithfully observing the appropriate rules ( Li , ) 
governing specifi c forms of human interaction is the key not only to preserving 
righteousness ( Yi , ), also for cultivating a benevolent or humane spirit ( Rén , ). 
The same point is made in the teachings of Jesus: “If you love Me, you will keep My 
commandments” (John 14:15). The commandments Jesus was referring to are the 
“Ten Commandments” that God revealed to Moses on Mount Sinai (Exodus 20:1–
17; Deuteronomy 30:15–16) that are affi rmed throughout the wisdom literature in 
Biblical tradition (Proverbs 19:16; Ecclesiastes 12:13) and specifi cally reaffi rmed in 
Jesus’ own teaching (Matthew 19:16–22). In subsequent chapters of this book, we 
will explore how these rules or commandments have shaped international business 
ethics. Here we note simply that observing the rules of propriety—taking them to 
heart and guiding one’s actions by them—will set us on the path toward righteous-
ness. What we know from these rules—as instructed by both Confucian and Biblical 
traditions as well as our own conscience, if we are willing to listen—is that some, 
but not all, forms of money making are both immoral and counterproductive, 
whether one is playing the game or not. 

 We see, then, that Pieth and his associates were right to emphasize the need for 
transforming FIFA’s corporate culture, through educational efforts intended to 
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restore a commitment to observing the rules governing the game of football. For 
education to be an effective means for reforming FIFA, it must go beyond dissemi-
nating information on the technical aspects of playing soccer, that is, how to orga-
nize teams and matches, how to score points, what referees are for, and what 
constitutes a foul and the various penalties imposed for misconduct, that is, the vari-
ous areas covered in “The Laws of the Game” (FIFA  2013a ). Yet even these seem-
ingly technical rules challenge players and fans to raise their aspirations beyond 
simply winning the game at all costs. Among the Laws of the Game, “Law 12: Fouls 
and Misconduct” is particularly instructive for it specifi es various penalties for 
on-the- fi eld conduct “considered by the referee to be careless, reckless, or using 
excessive force.” Of course, each of these terms—“careless,” “reckless,” and “using 
excessive force”—is morally signifi cant, for they seek to distinguish a spirited foot-
ball game from a street brawl or gang warfare. FIFA’s rules on fouls and penalties, 
and the provision of competent referees to enforce them, are a constant reminder 
that what constitutes winning and losing a game can only be decided within a com-
mitment by everyone involved to follow the rules of the game. However intense the 
play may be on the fi eld, the point is to win the game, not eliminate the opposition 
through fair means or foul. 

 One section of Law 12 is particularly relevant. It explains the penalties for receiv-
ing either a yellow card for a “cautionable” offense or a red card for a “sending-off” 
offense. If a player receives a second yellow card in a single game, he or she is 
ejected from the game. As the color code suggests, the two offenses are distinguish-
able primarily in their seriousness. The fi rst of these “cautionable” offenses is 
“unsporting behavior.” The offi cial interpretation of Law 12 makes it clear that 
unsporting behavior includes any form of cheating that involves deception or vio-
lence intended to overthrow the rules, including a comprehensive prohibition against 
any acts “which show a lack of respect for the game” (FIFA  2013b ). As tedious as 
reading the rules may be, their intent is clear. The integrity of the game must be 
preserved, however intensely the outcome of any specifi c match may be contested. 
The Laws of the Game, however, do not specifi cally proscribe match-fi xing or other 
corrupt practices, presumably because they assume that anyone playing the game is 
committed to the sport and its integrity, regardless of the outcome. The Laws of the 
Game, in short, are meant to instruct participants who sincerely desire to become 
top-notch players. Playing the game well, or observing a well-played game, teaches 
everyone to value the rules, without which neither righteousness nor benevolence 
can be cultivated through sports.  

1.4     Ethical Refl ection 

 Had FIFA been as effective in following the rules that ought to govern its business 
affairs as it is in disseminating the rules that ought to govern what happens on the 
playing fi eld, there would be little or no need of reform. But if business is itself a 
game, what might top-notch players in business learn from the way people think 
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about the games we play? While playing games may be universal in virtually all 
cultures, there is remarkable diversity not only in the kinds of games preferred from 
one place to another but also in their social and cultural importance. In ancient 
Greece, for example, the intellectual traditions that gave rise to Western philosophy 
were deeply committed to a model of sportsmanship inspired by the Olympic 
Games. First organized in 776 BCE, the Games continued for over a thousand years 
until they were suppressed in 394 CE by the Emperor Theodosius, as part of his 
campaign to impose Christianity as the state religion of the Roman Empire. 
Theodosius was not wrong in his assessment of their religious signifi cance. They 
had become not only a primary expression of the cosmopolitan values championed 
by Alexander the Great (356–321 BCE) but also were inextricably linked to the 
worship of Zeus, the ruler of the Hellenistic pantheon. The divine origin of the 
Games may have helped sustain their role in promoting peace among the city-states 
of ancient Greece. The Games marked a truce in their seemingly incessant wars, 
during which athletic competitions were organized to honor their common alle-
giance to the Olympian deities. However intense those competitions may have been, 
they represented an alternative to war and not its continuation by other means. 

 Such peaceful competition could not have been sustained apart from a common 
commitment to an ethic of sportsmanship. 2  The Games were a sacred ritual, and as 
in all rituals, violations against the rules that constitute them were taboo. In addition 
to the Olympic truce, one concrete indication of their peaceful intent is the fact that 
in the boxing matches—which went on until one or the other of the contenders 
either surrendered or died—the dead boxer was automatically declared the winner. 
If the match were simply an exhibition of the skills required for victory in war, this 
practice would make no sense. When the movement to establish the modern Olympic 
Games was organized in the late nineteenth century, its founder Pierre de Coubertin 
projected an ideal of sportsmanship that remains central to the Olympian “creed”:

  The most important thing in the Olympic Games is not to win but to take part, just as the 
most important thing in life is not the triumph but the struggle. The essential thing is not to 
have conquered but to have fought well. (The Olympic Museum 2007) 

 The most telling indication of the Olympic spirit of sportsmanship is to play by the 
rules, upholding them in all one’s preparations and performance, allowing them to 
determine whose is the victory or the defeat. 

 To be sure, the Olympic ideal of sportsmanship, however familiar, may seem like 
a foreign import in China and East Asian cultures. The Confucian classics have pre-
cious little to say about games, perhaps for the same reason that Confucius did not 

2   Wikipedia  defi nes “sportsmanship” as “an aspiration or ethos that a sport or activity will be 
enjoyed for its own sake, with proper consideration for fairness, ethics, respect, and a sense of fel-
lowship with one’s competitors. A sore loser refers to one who does not take defeat well, whereas 
a good sport means being a ‘good winner’ as well as being a ‘good loser.’” Sportsmanship as the 
basis for a moral code emphasizes “virtues such as fairness, self-control, courage, and persistence, 
and has been associated with interpersonal concepts of treating others and being treated fairly, 
maintaining self-control if dealing with others, and respect for both authority and opponents” 
( Wikipedia   2014 ). 
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speak of “prodigies, force, disorder and gods” (Analects 6: 21). At most, there are 
only two games mentioned in the Analects,  liù bó  ( ) a dice game and  yì  ( ) 
known in China today as  wéiqí  ( ) or in Japan as  Go , the “encirclement board 
game.” Confucius is quoted as dismissing both as unworthy of a  junzi  ( ) or 
person of exemplary moral character:

  The Master said, ‘Hard is it to deal with him who will stuff himself with food the whole day 
without applying his mind to anything good. Are there not gamesters and go players? To be 
one of these would still be better than doing nothing at all.’ (Analects, 18:22) 3  

 Playing these games may be better than the sheer idleness of a person given over to 
gluttony, but that surely isn’t much of a compliment. In the book of Mencius, the 
game of  yi  is discussed twice. The fi rst passage lists fi ve things regarded as “unfi l-
ial”—that is, the neglect of one’s duties toward one’s parents—and among them are 
“gambling and go-playing, and being fond of wine, without attending to the nour-
ishment of his parents” 4  (Book IV, Part B, chapter 30). By contrast, Mencius’ sec-
ond passage recognizes that  yi  is not a form of gambling, but a game that elicits the 
cultivation of skills closely connected with positive moral development:

  Now go-playing is but a small art, but without his whole mind being given and his will bent 
to it, a man cannot succeed at it. Go Ch’iu is the best go player in all the kingdom. Suppose 
that he is teaching two men to play. The one gives to the subject his whole mind and bends 
to it all his will, doing nothing but listening to Go Ch’iu. The other, though he seems to be 
listening to him, has his whole mind running on a swan which he thinks is approaching, and 
wishes to bend his bow, adjust the string to the arrow, and shoot it. Although he is learning 
along with the other, he does not come up to him. Why?—Because his intelligence is not 
equal? Not so” (Book VI, Part A, chapter 9). 

 Mencius’ appreciation for Go-Ch’iu’s achievement and the game’s potential as an 
art of self-cultivation enable subsequent Confucian tradition to honor it among the 
“four accomplishments” of a  junzi . The other three are excellence in “poetry, paint-
ing, and music” ( Pinckard, n.d. ). 

 Those who know the game of  Go  are unstinting in their praise of its moral and 
spiritual signifi cance. Donald Potter, for example, claims that the Emperor Song 
Taizhong associated the game with the fi rst three of the fi ve classic Confucian vir-
tues, namely, “ li  (propriety),  zhi  (wisdom),  ren  (human heartedness),  i  (righteous-
ness), and  hsin  (sincerity).” His teacher, Potter recalls, explained the way playing 
 Go  naturally stimulates the cultivation of these virtues:

3   This translation is James Legge’s (citation). D. C. Lau’s translation removes any lingering confu-
sion that traditionally assumed that they referred to one game, known as  po-yi : “The Master said, 
’It is no easy matter for a man who always has a full stomach to put his mind to some use. Are there 
not such things as  po  and  yi ? Even playing these games is better than being idle” (Lau  1979 : 147). 
4   This translation, also by James Legge, appears to assume mistakenly that “ po ” and “ yi ” both 
involve gambling, and indicate a dissolute lifestyle in which being “fond of wine” is typical. 
Mencius’ list is signifi cant in that the fi ve categories of moral weakness—the next of which is 
“being fond of goods and money, and selfi shly attached to his wife and children”—are each under-
stood as symptoms of lack of respect and care for one’s parents, clearly the core value in traditional 
Chinese morality. D. C. Lau’s translation makes the connection even clearer by describing each of 
the fi ve failings as contributing to “the neglect of one’s parents” (Lau  1979 : 135). 
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   Go  is a gentleman’s exercise for the cultivation of the mind. Without employing our minds 
in thinking about our moves we are offending against one of the four ethical principles as 
set forth by Mencius. Furthermore, to consider one’s move expresses modesty; suggests the 
strategy of the opponent merits consideration. 

 Of the three virtues whose Chinese characters are displayed in East Asian “go 
clubs”—propriety ( li ), intelligence ( zhi ), and kindness ( ren )—it is the commitment 
to propriety that “explains the spirit of dignity and consideration that guides partici-
pants in what is a competitive game” ( Potter, n.d. ). 

 An examination of this one game discussed in the Confucian classics, then, takes 
us to the same point that emerged in a consideration of the Olympic ideal of sports-
manship. Such games demonstrate that sportsmanship or “the spirit of dignity and 
consideration that guides participants” rests concretely upon the strict observance of 
the rules (or, if you will, the rituals of propriety) that make the game a game and not 
simply an act of warfare conducted by other means. If, for example, FIFA’s commit-
ment to playing by the rules on the fi eld is also to be extended to the boardroom, we 
must go beyond what can be learned from the Olympic ceremonies and the  Go  clubs 
and toward a consideration of whether business is legitimately considered a game, 
and if so, what kind of a game is it? Our next step therefore must take us into the 
relationship between game theory and ethics. 

 Becoming a top-notch player in business requires us to determine how business 
is to be understood as a game. Game theory is useful at this point because it provides 
a game taxonomy in which, among other things, it is possible to locate the activities 
characteristic of business. Second, game theory is meant to clarify the meaning of 
rationality, particularly in situations—or “games”—in which the human interaction 
is “strategic,” that is, when “interactions among economic agents produce outcomes 
with respect to the preferences (or utilities) of those agents, where the outcomes in 
question might have been intended by none of the agents” (SEP  2010 ). Game theory 
attempts to provide both normative models of the logic of strategic interactions and 
criteria for testing these models through empirical or descriptive analysis of what 
can be observed in such interactions. Though game theory emerged as a focus of 
philosophical inquiry more than 50 years ago, its success in creating mathematical 
models of various strategic games, such as the familiar “prisoners’ dilemma,” has 
not been matched with similar success in mapping actual interactions or predicting 
what rational actors or “players” are likely to do in them (Gruene-Yanoff  2014 ). 
Thus, game theory’s relevance to international business ethics, though limited, does 
provide tools for interpreting the kinds of interactions that routinely occur in 
business. 

 The most important of these is a philosophical concept of “Game.” Metaphors 
guide the way we think about our activities, including their moral limits and possi-
bilities. When people think of what business is like, there are several metaphors that 
often come up, including “war” and “game.” If business is like warfare—as many 
seem to think, given the popularity of Sunzi’s     The Art of War  ( ; pinyin: 
 Sunzi bingfa ) as a guide to business strategy—then there are no rules, other than 
achieving victory as effi ciently as possible. If, on the other hand, business is like a 
game, it also requires careful attention to strategy, but there are rules that not only 
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specify what kind of game it is but also what constitutes winning or losing within it. 
Our discussion of the FIFA case study ought to have convinced us that business is 
more like a game than it is like warfare. As in all games, there are rules, and in order 
to play the game, you must learn the rules and the strategies that are permitted and 
forbidden within them. If we recognize that business is a game, we’re not saying 
that winning isn’t important; of course it is important, but what counts as winning 
can only be determined by knowing the rules and playing by them consistently. 

 The taxonomy of games developed in game theory allows us to explore the ques-
tion of what kind of game business is. Games are classed as “static” and “dynamic” 
based on whether the moves are simultaneous or sequential; as “games of perfect 
information” and “games of incomplete information” based on whether the players 
do or do not have full or equal information; as single play and “repeated” games, 
based on whether the game is one shot only or to be played more than once with the 
same or different players; and as “zero-sum” and “nonzero-sum games” based on 
whether the players’ interests always confl ict or sometimes enable them to cooper-
ate. Games may also be classifi ed on how the “subgame” or actual playing rules are 
selected, whether these are fi xed and immutable or open to negotiation. Finally, 
there is a question of whether agreements to cooperate that result from such negotia-
tions are enforceable; if agreements can be enforced, the games are “cooperative” 
and if not, “noncooperative” (Dixit et al.  2009 ). 

 In light of this basic taxonomy, we can begin to see how ordinary business trans-
actions might be understood as strategic games. Since most business transactions, 
except for, say, sealed bids on contracts, are sequential, business is a “dynamic 
game.” Since the very nature of marketplace transactions means that buyers and 
sellers almost always lack perfect information, business is a game of “incomplete 
information.” Since the purpose of a business is—in the memorable words of Peter 
Drucker—“to create a customer,” the intention of the players is to repeat the game 
as frequently as possible. Their game is “repeated” and thus is one in which the 
players’ reputations are very relevant to their choice of strategies. Since the legiti-
macy of the marketplace depends on creating and sustaining conditions under which 
both buyers and sellers make each other better off through their interactions, the 
game of business in general is “nonzero-sum.” Situations will arise in business in 
which there is only one winner and all other players are losers, such as in a competi-
tion between two employees for a specifi c promotion. Though their individual com-
petition may be “zero-sum,” a rational decision over which to promote, from the 
business’ point of view, is “nonzero-sum.” All the fi rm’s employees, as well as their 
other stakeholders, will benefi t from management’s making the right choice for the 
right reasons. Businesses clearly negotiate agreements and will normally sign con-
tracts that spell out the negotiated rules governing their interactions. Finally, the 
agreements or rules governing business transactions are usually enforceable. The 
market itself normally enforces the rules, and if that is not suffi cient in some situa-
tions, the rules are enforced by various regulatory agencies, established either by the 
government or by private NGOs with a stake in promoting good business. 

 Even this preliminary review of the game theory’s taxonomy will suggest just 
how complex routine business decisions usually are. That is one reason why it is so 
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very diffi cult to predict the outcomes of the various games of business. What we 
know is that business transactions are strategic for all players involved in them, buy-
ers or customers, as well as sellers and the fi rms they represent. As surveys of game 
theory often remind us, “strategic” is not a euphemism for “cutthroat” competition 
or unrestrained selfi shness. Strategic means that the players are acting rationally 
upon their understanding of their own preferences or self-interest. In business, as in 
other human interactions, such preferences may, and usually do, include the players’ 
desire to do well while doing good, that is, to cultivate a reputation for honesty, fair 
dealing, and other moral virtues that enable lasting success in the marketplace. 
Game theory enables business students and practitioners to focus less on the question 
whether business is a game—it is, once “games” are properly understood—and 
more on the question of what kind of a game business is and how to play it well. 

 Those familiar with the modern history of business ethics will recall the impact 
of Albert Z. Carr’s essay, “Is Business Bluffi ng Ethical?” (Carr  1968 ), which 
became one of the  Harvard Business Review’s  classics. Carr’s ethical argument that 
defended bluffi ng and other strategic deceptions in business negotiations was pre-
mised on the idea that not only is business a game, but the game it is most like is 
poker. The American game of poker involves betting or gambling, insofar as players 
wager on their assessment of the strength of the hands they’ve been dealt, with their 
wagers strategically calculated on the basis of what they think is the strength of the 
hands dealt to their opponents, as well as their opponents’ capabilities as poker 
players. Carr is correct in observing that bluffi ng—that is, a player’s strategy 
designed to deceive his or her opponents regarding the strength of his or her hand or 
intentions for playing it—is “ethical” in poker. It neither violates the rules of the 
game nor would opposing players consider it unsportsmanlike or cheating. To be 
sure, even Carr admits that there is a difference between bluffi ng and bold-faced 
lying, but within either poker or the game of business, such lying is wrong not for 
moral reasons, but because strategically it may provoke “dangerous hostility” 
among the other players or stakeholders. Nevertheless, Carr’s description of poker 
is reminiscent of Sunzi’s assumptions about warfare:

  Poker’s own brand of ethics is different from the ethical ideals of civilized human 
 relationships. The game calls for distrust of the other fellow. It ignores the claim of 
 friendship. Cunning deception and concealment of one’s strength and intentions, not 
 kindness and openheartedness, are vital in poker. No one thinks any the worse of poker on 
that account. And no one should think any the worse of the game of business because its 
standards of right and wrong differ from the prevailing traditions of morality in our society. 
(Carr  1968 : 3) 

 Carr may be right about bluffi ng in the game of poker, but is he also right in regard-
ing the game of business as simply an elaborate version of its assumptions, rules, 
and acceptable strategies? Perhaps Carr himself is bluffi ng when he says that “no 
one should think any the worse of the game of business,” assuming that in playing, 
it requires abandoning “the ethical ideals of civilized human relationships.” The 
major differences between the games of poker and business appear as soon as we 
place poker in the taxonomy provided by game theory. Poker is a zero-sum game, in 
which there is only one winner for each hand; it is a game of “incomplete informa-
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tion,” since the players cannot see all their opponents’ cards; the rules of poker are 
rigid and enforceable, and it is repeated from one poker hand to the next. By con-
trast, the game of business is “nonzero-sum,” insofar as cooperation is not only 
permitted but sometimes also encouraged as the key to success. While some of the 
rules of business are negotiable, once they are acknowledged in a contract, they are 
not only legally binding but also enforceable. Creating customers means playing 
what game theory terms a “repeated” game, in which the players’ reputations—for 
example, in the cultivation of consumer loyalty to various brand names—usually 
increase the game’s payoffs, and playing with less than “perfect information” is a 
constant challenge to all players, buyers, and sellers alike. The more realistic one’s 
description of business transactions, the less plausible is Carr’s equation of business 
with “zero-sum” games like poker.  

1.5     Conclusion 

 The best answer to the question, what kind of game is business, may be the cryptic, 
“business is just business.” Business is not like warfare, though like warfare, it does 
require strategic thinking and acting, if one is to be successful or victorious. Business 
is not like poker, though like poker, it is governed by rules that determine what it 
means to win or lose. Also like poker, it involves repeated play among players 
sometimes the same and sometimes different, none of whom has perfect informa-
tion about either the situation in which the play is made or the capabilities of the 
other players. Though business requires players to sharpen their strategic skills, 
there are limits—both moral and legal—to what can be done strategically, if one is 
to stay in the game and have a chance of winning it. The fact that perfect informa-
tion is impossible in business does not mean that its players will stop trying to 
obtain it by hook or by crook. Mistakenly applying lessons drawn from Sunzi’s  The 
Art of War , some players have learned the hard way that trading stocks and other 
fi nancial instruments on the basis of insider information, for example, or trying to 
secure a strategic advantage through industrial espionage is against the rules whose 
violation may be severely punished. Such players apparently don’t know what game 
they are playing, as if it were acceptable to play football on the basis of a rulebook 
governing some other game, say, wrestling or boxing. 

 If business is unlike any other game, then becoming a top-notch player requires 
learning its rules and committing oneself to play fair by them. Of course, in the real 
world where money is on the table, not only in business but also in many other 
games, we must confront the fact that corruption occurs all too frequently and that 
learning to resist corruption is and ought to be part of learning the rules and becom-
ing a top-notch player. Reexamining the scandals that have recently plagued FIFA, 
as we have done in this our opening chapter, is meant to alert us to the need for vigi-
lance in confronting the challenges of improving international business ethics. 
FIFA’s problems should provide us with food for thought. You are not likely to be 
able to enforce the rules against cheating on the football fi eld, if you turn a blind eye 

1.5  Conclusion
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to the corruption emanating from the way FIFA does business. Sportsmanship is a 
lofty ideal that may lead us to a deeper appreciation for the virtues that can be 
learned and taught through participation in sports. But that ideal loses its credibility, 
when those who promote it are caught cheating in their business affairs. In order to 
restore the relevance of sportsmanship for becoming a top-notch player, we need to 
learn more about the virtues embodied in this ideal and their connection with the 
universal challenge of living a good life. Our next chapter, then, will introduce us to 
someone whose exemplary moral character is recognized by all who know him. Is 
it just coincidental that in his youth he was a star athlete for his high school team?     
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    Chapter 2   
 The Natural Priority of Moral Virtue       

 “To become a refi ned player, sharpen your discernment and 
cultivate good manners.” (Stephan Rothlin,  Eighteen Rules for 
Becoming a Top Notch Player , 2000) 

2.1                 Prelude 

 Chapter one provided a basic vision of what a person can reasonably hope to achieve 
by becoming a “top-notch player.” Implicit in this use of the term, “player,” is the 
idea that business is more like playing a game than like going to war. As economists 
would argue, war is a zero-sum game, in which there is but one winner for every 
loser. Business, however, is something else. It is a positive-sum game, that is, even 
when one side loses, everyone wins if the game is well played. Games, we soon 
learn in playing them, are competitions governed by rules, which themselves defi ne 
the difference between winning and losing, as well as the value of the prizes awarded 
for playing well and the penalties imposed for cheating. Becoming a “top-notch 
player” inevitably demands not only the acquisition of technical skills but also a 
commitment to the integrity of the game itself—what we described in chapter one 
as “sportsmanship.” Is there anything in business akin to sportsmanship? Leading 
role models in various sports exhibit a common characteristic, namely, a commit-
ment to the integrity of the games they play. Moral leadership in business requires a 
similar commitment. But from where does such a commitment originate? This 
chapter tries to address this question concretely by starting with a case study on the 
life of Mr. Andrew So, who served as Hong Kong’s second commissioner in the 
Offi ce of the Ombudsman (1994–1999). His life demonstrates the natural priority of 
cultivating moral virtues, in business as in all other areas of human endeavor, as well 
as the inherently social nature of Asian values and virtues.  
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2.2     Case Study: A  Junzi  Now Living in Hong Kong? 

2.2.1     Abstract 

 Throughout his career as a teacher, community organizer, businessman, and public 
offi cial, Andrew So has actively promoted values education, business ethics, and 
sustainable development in and for Hong Kong, China, and Asia. He has served in 
a number of leadership positions within the credit union movement, including the 
fi rst managing director of the Credit Union League of Hong Kong and founding 
president of the Association of Asian Confederation of Credit Unions (ACCU), as 
well as a director and one term as treasurer of the World Council of Credit Unions 
(WOCCU). In 1994, he relinquished his position as the International Vice President 
for Asia and Africa of the CUNA Mutual Insurance Group after having served the 
group for over 20 years. Beyond his extraordinary achievements in guiding the 
development of credit unions in Asia, he accepted the appointment to the Hong 
Kong Legislative Council (LegCo) (1978–1985) and later served one term as the 
second commissioner in the Hong Kong Offi ce of the Ombudsman (1994–1999). 
Since his retirement, he has remained unusually active in various community 
development projects promoting credit unions and values education. The case 
study is based on an interview that Mr. So granted us in May 2012, from which 
we’ve taken all the direct quotes attributed to him. His story allows readers to 
explore—following the sage advice of both Confucius and Aristotle—how virtue 
can be recognized in the lives of contemporaries, as well as ancients, and taught 
and learned from their example.  

2.2.2     Keywords 

 Moral virtues, Values education, Confucian ethics, Catholic social teaching, 
Community organization, Offi ce of the Ombudsman, Attitudinal change.  

2.2.3     Can Virtue Be Taught Nowadays? 

 The histories of most human civilizations abound in stories commemorating the 
extraordinary virtues of the ancients, usually men, like the Athenian philosopher 
Socrates (469–399 BCE), the Stoic Roman Emperor Marcus Aurelius (121–180 
CE), Siddhartha Gautama, known as the Buddha (fi fth century BCE), or Confucius 
himself (551–479 BCE). But as much as the ancients are revered, there has always 
been a question of whether their virtues could actually be cultivated by our contem-
poraries, who must with us endure the temptations and moral ambiguities of living 
today. The loftier the ancient sage or moral exemplar, the greater the skepticism 
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grows about the relevance of his moral teaching and example. If virtue ethics is to 
be given the serious consideration that we think it deserves, then we must be able to 
demonstrate the realism of living virtuously while fully engaged in life’s challenges 
here and now. With that goal in mind, we invited Andrew to be interviewed by us, in 
order to explore with him the path that the pursuit of virtue had taken in his own life. 
We wanted him to explain the role of virtue in his activities as a top-notch player in 
business, education, and government administration and especially in the founding 
of NGOs, such as credit unions, dedicated to helping ordinary people help them-
selves and their families.  

2.2.4     “A Sense of Sharing Displaces the Effects of Selfi shness 
and Materialism” 

 In preparation for the interview, which occurred at his beloved alma mater, Wah Yan 
College in Kowloon, Andrew was asked to give us his motto. He offered this quote 
from Confucius: “A sense of sharing displaces the effects of selfi shness and materi-
alism.” Although it surely refl ects Confucius’ teaching, it is not to be found in the 
 Analects  ( Lún Yǔ : ). We found it in  The Record of Rites  ( Lǐjì : ), in Book IX 
on  The Conveyance of Rites  ( Lǐ Yun : ), where it is embedded in a description of 
the ideal commonwealth state or Grand Union ( dàtóng : ), 1  whose contrast with 
current social conditions demonstrates the need for observing  Lǐ  ( ) or cultivating 
a virtuous life. 

 While a “sense of sharing” is described in the  Lǐ Yun  as the natural consequence 
of living in an ideal commonwealth, Andrew’s initiation into it occurred in Hong 
Kong, at that time a British colony and hardly a commonwealth that any Chinese 
would have considered ideal:

1   Here is the full text of the passage from the  Lǐ Yun , describing the Grand Union: “When the perfect 
order prevails, the world is like a home shared by all. Virtuous and worthy people are elected to 
public offi ce, and capable persons hold posts of gainful employment in society; peace and trust 
among all people are the maxims of living. All people love and respect their own parents and chil-
dren, as well as the parents and children of others. There is caring for the old; there are jobs for the 
adults; there are nourishment and education for the children. There is a means of support for the 
widows, and the widowers; for all who fi nd themselves alone in the world; and for the disabled. 
Every man and woman has an appropriate role to play in the family and society. A sense of sharing 
displaces the effects of selfi shness and materialism. A devotion to public duty leaves no room for 
idleness. Intrigues and conniving for ill gain are unknown. Villains such as thieves and robbers do 
not exist. The door to every home need never be locked and bolted by day or night. These are the 
characteristics of an ideal world, the commonwealth state.” The full text of the  Lǐ Yun  (Book IX of 
the  Lǐjì : ), in Chinese characters, with James Legge’s original translation of it (Legge  1885 ) is 
available at  http://ctext.org/liji/li-yun . (The translation quoted here (Confucius Publishing Co. n.d.) 
is less literal than Legge’s, but we quote it as the source from which Andrew So has taken his motto.) 
Later on in this chapter, we will provide an analysis of the importance of this passage for under-
standing the nature of true virtue in Confucian ethics. Here, we cite it in full in order to provide 
context for understanding Andrew So’s experience in seeking to live by it in today’s world. 
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  There were ten younger brothers and sisters. I was born during the Japanese war, and we 
suffered much during the occupation. With a big family you have to share: how can you 
learn a sense of sharing with ‘one child per family’ policies? As my father taught me, with 
so many children, you have to share. The food bowl didn’t belong to me; it belongs to my 
brothers and sisters, too. A sense of sharing came to me very naturally. 

 Lacking the support of an ideal commonwealth, where the practice of virtue would 
be its own reward, Andrew grew up in a Chinese family for whom “a sense of shar-
ing” was the key to survival. His parents had migrated from Guangdong Province in 
order to overcome their rural poverty and in Hong Kong had opened a small store 
selling sundry items, though his father had hoped to become a tailor. Their small 
retail operation was like so many others in Kowloon, with the family living in rooms 
directly behind the storefront. Eventually, an uncle came from China to help out. 
Though the store was a modest success as Andrew remembers it, everyone had to 
work to make ends meet: “Were we middle class? Well not really, but we had enough 
rice to eat and all of us went to school. We were very contented.” 

 By the mid-1950s, when Andrew was ready for high school, he was enrolled in 
Wah Yan College, a prestigious Jesuit institution in Kowloon, where he covered 
himself in glory as the captain of the football team that won three trophies in com-
petition with its Hong Kong rivals. He also performed in several plays and served as 
a scoutmaster. Like other lads whose time was taken up by extracurricular activities, 
Andrew admits that he didn’t study too much. Whatever his academic shortcom-
ings, his days with the Jesuits occasioned another momentous change in his life: 
“While my grandmother    and auntie were very fervent Catholics, my parents were 
atheists. I only became a Catholic when I went to Wah Yan College, and was bap-
tized there at 13 years of age.” Hardly one to leave it at that, he later became a leading 
member—the “prefect”—of an important Catholic student organization on campus, 
the Sodality of Mary, later known as the Christian Life Committee. 

 What Andrew learned by having to share the family food bowl seems to have 
been reinforced by his teen-aged commitment to Catholic faith and practice. 
Together they infl uenced other decisions he was to make with regard to the choice 
of a career. Though he had hoped to study literature, Andrew enrolled in the 
Teachers’ Training College—now fl ourishing within the Hong Kong Institute of 
Education (HKIEd)—so that he could fi nd employment quickly and thus could 
provide support for the education of his brothers and sisters. After completing his 
training, he taught for 2 years at the government’s Adult Education Center in Tsuen 
Wan, with courses in English designed primarily for industrial workers. During 
this time, he remained in contact with the Jesuits and became particularly inter-
ested in one recently formed group, the Committee for the Development of Socio-
Economic Life in Asia (SELA), 2  which promoted credit unions, labor unions, and 
adult education programs. In 1963, Fr. John Collins, SJ, invited Andrew to partici-
pate in a 1-month training seminar in Bangkok, where—in addition to receiving an 
in-depth orientation to the theory and practice of establishing credit unions—he 

2   For further information on SELA and its work promoting social and economic development, see 
the report by Ando Isamu, SJ, “Social Involvement of Jesuits in the East Asian Region” ( n.d. ). 
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was fi rst introduced to the social teachings of the Catholic Church. As Andrew 
recalls, “Fr. Collins decided to promote credit unions in Hong Kong and asked me 
to help, and so I helped start the Credit Union Center here. I quit my government 
job, to go full time on credit unions.”  

2.2.5     Organizing Credit Unions in Hong Kong 

 When asked why he was willing to give up a secure government job as a teacher, in 
order to start up this new, unusual venture, Andrew admitted that he was not satis-
fi ed at the government school, because of an apparent lack of dedication on the part 
of his colleagues. Inspired by what he had seen and heard in Bangkok, he could 
readily embrace the credit union movement as a force enabling ordinary people to 
overcome poverty and other social problems, a motive that had also animated his 
work in adult education. What he and Fr. Collins started soon began to bear fruit. In 
1964, they founded the St. Francis Credit Union in Hong Kong. Two years later, 
nine credit unions had been organized, and these agreed to form the Credit Union 
League of Hong Kong, with Fr. Collins named as the permanent adviser and Andrew 
appointed the league’s fi rst managing director. 3  Their efforts soon expanded interna-
tionally as in 1971 he became the founding president of the Asian Confederation of 
Credit Unions (ACCU) and served as a member of the board of directors of the 
World Council of Credit Unions (WOCCU). 4  For over 20 years, he also served as 
the International Vice President for Asia and Africa of the CUNA Mutual Group, 5  
which provides fi nancial services and insurance products for the international credit 
union system. 

 When Andrew began organizing credit unions in Hong Kong, he and Fr. Collins 
made a strategic decision that would shape the movement from that time on. Though 
their personal commitment to the movement had been inspired by the social teach-
ings of the Catholic Church, the credit unions they established were not oriented to 
the needs of the church and its members   . Since Roman Catholics in Hong Kong 
accounted for only 5 % of the population, limiting credit union membership to the 
Catholic parishes and institutions would have been counterproductive. Instead, the 
credit unions founded by Andrew and Fr. Collins were designed to serve various 
occupational groups, for example, teachers or industrial workers. As Andrew 
insisted in his interview, “We stick to the principle that we should not be identifi ed 
as a church group.” So it is that the biggest credit union they started was organized 
among the Hong Kong police, currently with 35,000 members.  

3   For the complete chronology, see “A Brief History of Credit Union Movement in Hong Kong” 
(Credit Union League of Hong Kong  2013 ). 
4   For more information on the activities of the ACCU and the WOCCU, see their websites listed in 
the References section of this chapter. 
5   For more information on the CUNA Mutual Group and its past and present activities, see their 
website listed in the References section of this chapter. 
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2.2.6     Guiding Principles 

 Although the credit unions’ organizational strategy and service mission are emphat-
ically secular, their roots in virtues and values promoted by Catholic social teaching 
should also be clear. When Andrew was asked to explain the principles animating 
his leadership in the credit union movement, he made two major points. Taken 
together, they defi ne the essence of Catholic social teaching, in its practical intent. 
The fi rst is taken from Walter Hogan, SJ, the second general secretary of SELA, 
whose words Andrew apparently absorbed at the training seminar in Bangkok in 
1963:

  I believe the economy—the organization of men into farming, manufacturing, transporta-
tion, banking and other services—should be a conspiracy among brothers to bring forth 
good things from the earth, make them more useful to men and distribute them equitably 
with at least a decent family living as the minimum share of each. Work, labour of one kind 
or another, is the means God gave men to sustain family life. 

 The second consists of Andrew’s own understanding of what such a vision would 
mean in and for Asia:

  If we take a searching look we must admit that we Christians in general and Christians in 
Asia have not been distinguished in the more profound expressions of love of the people, 
which proceeds beyond the building of hospitals and beyond the building of orphanages and 
goes on to the building of a society that will be a proper place for the human family to live. 
A society of justice, of love, of freedom, of peace, where the children of God can really lead 
the kind of life that will prepare them for full and eternal life with God in heaven. 

 While listening to these words, it occurred to us that what Andrew had absorbed 
from Catholic social teaching was itself a variation on the ideals that animated his 
motto taken from Confucius’  Lǐ Yun  ( ). When asked to make a comparison 
between the two, with typical modesty, Andrew indicated that only recently has he 
taken up the “hobby” of refl ecting philosophically on such things. Nevertheless, this 
novice summarized his refl ections so far in these terms: “My belief has always been 
that in the West the mission of life is to acquire a place in Heaven, while among us 
Chinese, the mission of life is to acquire Virtue. I try to acquire both.” Acquiring 
both—judging from Andrew’s example—means harmonizing in a single way of life 
both the ancient wisdom of Confucius, as expressed in the  Lǐ Yun  ( ), and the 
modern aspirations of Catholic social teaching.  

2.2.7     Leading Practices 

 Andrew’s concrete refl ections on organizing and managing credit unions illustrate 
the nature of this synthesis. He cited four basic practices that distinguish credit 
unions not only from other microfi nance projects but also from other community 
organization activities: “Credit unions are designed to promote self help, mutual 
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help, democratic control, and democratic ownership, 6  each of which is meant to 
resist the kind of economic exploitation you see in loan sharking,” for example, or 
the various forms of societal marginalization imposed by politically oppressive 
regimes. With regard to “self-help” and the other objectives, Andrew explained:

  We distinguish ourselves from microfi nancing in that savings is the most important part, we 
teach people to save in order to fi nance their own good goals. In the credit union the assets 
are democratically controlled through the cooperative, that is, its members, and are used to 
promote mutual help, self help. Member owned, member controlled, self-help, mutual help. 
These goals are not necessarily shared by all microfi nancing schemes. 

 “Self-help,” then, means that the cooperative “never seeks outside seed money.” 
When asked whether that meant the credit unions could only make loans consistent 
with the rate of savings among their members, he acknowledged that since this 
might create an obstacle to actually serving the needs of the poor, they could receive 
start-up funds from agencies that were sponsoring them, for example, the Casa 
Ricci in Macau. He does not count these as “outside seed money,” apparently since 
the funds come from the sponsoring agency and not from commercial banks. 

 The discipline imposed by acting consistently with the notion of “self-help” car-
ries over into the ways that “mutual help” is realized. Andrew gave an important 
concrete example of “mutual help” when discussing how the credit unions make 
loans: “Each loan has to be judged on its own merits. Based on the character of the 
person, we even make loans to people who have no assets beyond membership.” 
Making loans based upon an assessment of personal character, rather than a per-
son’s current net worth, of course, presupposes that the members authorizing loans 
have some familiarity with the members applying for loans. When the credit union’s 
members democratically elect the loan offi cers and other administrators, the loan 
application process becomes more like a peer review. As Andrew reminded us, typi-
cally, the credit union is making small loans. While its review process cannot pro-
vide fi nancial planning services, because it is based in the community, it is suffi cient 
to secure mutual accountability for the loans, verifying that they are made for the 
purpose stated and that those receiving loans are capable of paying them back. He 
also observed that there are basically two types of loans, “one for providential pur-
poses, for example, to pay for emergency surgery or a hospital stay for your wife, 
the other for productive purposes, that is, to provide capital for business.” The pro-
cess by which loans are made is designed to guarantee that the help is mutual. 
Above all, in Andrew’s mind, it is a practical extension of the processes of adult 
education with which he had begun his career. When families join the credit union, 
apply for loans, and try to increase their savings, “we provide them with fi nancial 
counseling, and, for example, show them how to make a family budget, or encour-
age them to quit smoking in order to save money, whatever it takes to make a wise 
use of money.” 

6   How these practices have been adapted to the needs of specifi c communities may be explored in 
more detail in the case study on ACCU credit unions in the Philippines, which is featured in the 
fi nal chapter of this book. 
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Given his wide-ranging experiences in business, credit union organization, and 
government service, Andrew remains a realist about the necessity of vigilance 
against corruption, in any situation where money changes hands. Though credit 
unions provide an alternative to the practice of “loan sharking”—making small, 
short-term loans at exorbitant rates of interest—so prevalent in communities 
affl icted with poverty, he knows that there are other abuses that must also be pre-
vented. One of these is “money laundering”—the practice of using legitimate fi nan-
cial institutions to conceal the origins of funds generated through criminal activity. 
When asked how the credit union guards against such abuses, Andrew noted that 
although they are unable to verify where each deposit comes from, “we do have a 
limit on how much you can deposit with the credit union. Each member is allowed 
to deposit not more than 10 % of the total assets of the credit union. So we do not 
have big shareholders. It is very rare that you would have such depositors.” The 
restriction on deposits, of course, also demonstrates the credit unions’ commitment 
to democratic ownership and control. No single shareholder is in a position to use 
his or her assets to preempt its governance structures or evade accountability to them.  

2.2.8     “Devotion to Public Duty Leaves No Room 
for Idleness…” 

 The ACCU, which in 1971 started out with credit unions in only eight Asian coun-
tries, by 2012 was operating in twenty countries, serving the needs of 37.5 million 
members—6.3 million of them still struggling with poverty, as measured in their 
own regions—in 21,900 credit unions, with an aggregate staff of at least 330,000 
volunteers and approximately 20,000 paid professional employees. If the ACCU 
cannot be credited with eliminating poverty throughout Asia, it has certainly enabled 
millions of families to fi nd their own ways out of poverty or, at least, to cope with it 
more effectively than they had ever done before. As Andrew pointed out, since the 
causes of poverty are multiple and complex, the strategies for overcoming poverty 
must be responsive to local needs, opportunities, and constraints. Since corruption, 
particularly among public service personnel, had been a major problem in Hong 
Kong, it is only natural that the next phase of Andrew’s career should unfold in 
government service. 

 In recalling his work in public life, Andrew refl ected primarily on his 5-year 
appointment as the commissioner for Hong Kong’s Offi ce of the Ombudsman 
(1994–1999). Among other things, Andrew’s service as ombudsman came during 
the years when the Hong Kong government made the transition from British colo-
nial rule to the restoration of China’s sovereignty in the HKSAR. Newspaper 
accounts in the  South China Morning Post  suggest that this was a particularly chal-
lenging time for an ombudsman, since the people’s confi dence in the new govern-
ment greatly depended on how well it responded to their inquiries and complaints:

  In an executive-led administration, the Ombudsman's post fi lls a gap that exists in the 
absence of a fully democratic system. It provides an essential outlet for the public to 
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have grievances set to rights. It is an important curb on the powers of bureaucracy, 
but can only be effective if the offi ce is seen as separate from offi cial channels. 
(SCMP, December 24,  1998 ) 

 Andrew was acutely aware of his role in maintaining the public’s confi dence in 
government during this period and worked diligently to expand the investigative 
powers of the offi ce and citizen’s access to it. Not only were the procedures for fi l-
ing and handling complaints opened up during his tenure as commissioner, but in 
1996, the ombudsman’s offi ce also organized a complaint management workshop 
for public offi cers. Andrew recalled for us how at that time he hoped to improve the 
government’s responsiveness to the people’s concerns:

  The Ombudsman is there to administer the Law of the Ombudsman. If you have a good 
system, you can fi nd good people to do it. When I was appointed I was the second to hold 
that post, three years before the Handover and two years after it. Before me, a very presti-
gious judge held the position. When I was appointed, people asked, is he a lawyer? Is he a 
judge? My defenders said that he is neither but he has common sense. 

 When asked to explain what they meant by common sense, Andrew emphasized the 
kinds of character required to carry out the ombudsman’s duties:

  When I retired from credit union work to become the Ombudsman, I considered it a mis-
sion, and I had a fi ve year plan. I wanted to see a smooth transition to China in 1997. The 
government enlarged the powers of my offi ce, as the number of complaints increased from 
100 to 4000 a month during the transition. My job was to listen to the complaints of citi-
zens, and sort out which were justifi able and needed to be pursued. 

  The sorting out, of course, is precisely what calls for common sense, shaped by the 
virtues that make for good public service. “The law is quite good. But you need 
moral courage to be a moral leader. You need courage to say No when you must say 
No, courage to stand up and be counted.” The moral courage needed in a good 
ombudsman, then, is simply a commitment to carry out your responsibilities impar-
tially. “The offi ce calls for exercising good judgment, which requires prudence and 
the other virtues. A judge or lawyer might not take values or ethics into consider-
ation.  But sometimes I needed to.” For Andrew, then, values or ethics is a matter of 
common sense, something that remains alive in the common people, if not always 
perfectly embodied in the policies and procedures of governments that are supposed 
to serve them. 

 Ever the teacher, however, Andrew did attempt to communicate these expecta-
tions to the government offi cials whose work he had to review as ombudsman. Even 
before he organized the workshop on complaint management, he sent around cer-
tain checklists meant to stimulate individual efforts to become more responsive to 
citizens’ concerns:

  When I started the job, I made a list, a Fairness Checklist, and a list detailing what Good 
Governance is. I distributed these lists to all government agencies, with their approximately 
280,000 civil servants. These allowed everyone to know on what basis I made decisions on 
what to investigate. 

 At the time when the government was in transition and when citizens’ expectations, 
then as now, seem to be rising, particularly with regard to transparency and account-
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ability demanded of government offi cials, Andrew was trying to minimize the need 
for complaints, investigations, and sanctions of various kinds. His checklists may 
have been no more than common sense, but they reminded civil servants how they 
should conduct themselves in order to avoid creating problems for themselves and 
the government. 

 Acutely aware that people expect government offi cials “nowadays on ethical 
issues [to] be whiter than white,” Andrew prepared himself as ombudsman to lead 
by example. In assuming the offi ce, he went to great lengths to anticipate problems 
and eliminate them before they arose:

  I resigned from the credit union work and the insurance company I was working for, in 
order to avoid confl ict of interest. I was chairman of the Board of Education and various 
commissions, etc., and I resigned them all. But I did get permission to retain two jobs: one, 
to set up the values education/leadership institute at HKIIEd, which we had started in 1991, 
and also to retain my post in the Discharged Prisoner’s Aid Society in Hong Kong. Though 
I didn’t receive any compensation from either of these—and I didn’t have to resign them—I 
did want to maintain my impartiality. But later when I was Ombudsman if any case were to 
come up involving these agencies, I had to declare my involvement so my impartiality 
would be clear. 

 Since impartiality in judgment was indispensable for discharging the duties of his 
offi ce, he had to make his interests completely transparent. How could he expect 
civil servants to meet the public’s increasingly rigorous expectations if he were to 
exempt himself from similar scrutiny?  

2.2.9     “When the Perfect Order Prevails, the World Is Like 
a Home Shared by All…” 

 Upon his retirement from the Offi ce of the Ombudsman in 1999, Andrew was 
awarded the prestigious Silver Bauhinia Star, which is presented to “persons who 
have taken a leading part in public affairs or voluntary work over a long period.” Far 
from signaling the end of his efforts to promote the values envisioned in the  Lǐ Yun  
( ) and Catholic social teaching, the award merely marked one more change of 
venue. In recent years, Andrew has returned to his earlier activities promoting moral 
education—particularly in business ethics—and organizing credit unions. One story 
he told us nicely captures the harmony between the two:

  In 1985, one of the Jesuits, Fr. Luis Ruiz, in Macau, was asked by the Chinese government 
to work with lepers. The government’s policy on lepers was OK, but Fr. Ruiz saw that one 
thing was lacking: LOVE. So he employed Catholic sisters from India, Italy, and Argentina, 
to wash and care for the lepers, and later on to help children with AIDS. But 5 years ago, 
when at age 92 Fr. Ruiz passed away, I was asked by Casa Ricci to institutionalize what he 
had done. So we set up a foundation, and I was instrumental in changing its mission to help 
all the marginalized and poor through self-help, so they can become masters of their own 
destiny and make a contribution to the general good of the nation as a whole. So once again 
I started to convince the Jesuits in Macau: We need to go beyond building hospitals and 
orphanages. Our mission must be to build a society that would be a proper place for the 
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human family. So my job with them is to promote human development, starting with credit 
unions, which were illegal in China at the time. Credit unions promote democracy from 
grass roots, which is where you have to start if there is to be democracy in China. Two years 
later we are teaching values education. We teach values, spirituality, but not Catholic doc-
trine as such. We teach resource management. 

   Andrew then recalled once more the words of Fr. Walter Hogan, who had inspired 
him at that fateful training seminar in Bangkok in 1963. Fr. Hogan had called for a 
“conspiracy among brothers to bring forth good things from the earth, make them 
more useful to men and distribute them equitably.” Conspiracy, in Andrew’s under-
standing, is a good word, one that emphasizes how persons sharing a common 
vision of the good life can work together to achieve it. Throughout his career, 
Andrew had done whatever he can to expand the circle of conspirators working for 
the common good. His actions make sense, when understood in light of his fre-
quently reiterated belief in the dignity of every human being: “Each person is 
unique, has unique talents and a contribution to make: so we mean to draw the best 
out of a person, as in adult education, so in the credit union’s activities.” Are the 
values enshrined in Confucius’ ideal commonwealth and its expression in other tra-
ditions, such as Catholic social teaching, obsolete in today’s world of business and 
public affairs? Not as long as we continue to fi nd people like Andrew So determined 
to make this world a home shared by all. What else would a  junzi  be doing in Hong 
Kong nowadays?   

2.3     Case Study Discussion 

 One of the most important lessons to be learned from Andrew So is that the practice 
of virtue cannot be restricted to the cultivation of personal qualities, as important as 
these may be. The virtuous person or—in Confucian terms—the  junzi  is involved in 
public life, accepting public responsibilities whether in government service or in 
business and the professions, in order to advance the common good of society as a 
whole. Too often the practice of virtue has been reduced to self-cultivation, as if the 
point of the virtuous life is to remove oneself from all the temptations, the corrup-
tion, and the injustice that all too often accompany public affairs. No wonder that so 
many people consider the practice of virtue irrelevant, if not an obstacle to success, 
for anyone seeking to take an active role in government service or in business and 
the professions. The perennial philosophical question of whether virtue can be 
taught actually should be redirected: the real question is whether virtue can be 
taught well. Can we learn to see the deep connection between the practice of virtue 
and the acceptance of public responsibilities? 

 Andrew So answers this question not by giving us a lecture but by embodying an 
example. Yes, we can learn how to make the connection in our own lives, for we 
have the experience of teachers like Andrew who can still show us the way. So what 
questions occur to you, as you have listened to Andrew’s story? If you were raised 
in a large family struggling for survival, would it make sense to cultivate a sense of 
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sharing? What did your parents teach you about sharing? Would they have agreed 
with Andrew’s parents? Do you agree with Andrew? If you are an older brother or 
sister, what do you think of the way he sacrifi ced his desire to study literature in 
order to get a job that would help pay for his younger brothers’ and sisters’ educa-
tion? Or later on, when Andrew joins the credit union movement, would it occur to 
you that organizing such cooperatives might be an effective way of helping people 
overcome poverty while also cultivating the virtues—like thrift and honesty—that 
often lead to prosperity? Do you think Andrew’s choice is relevant only to social 
workers and community organizers? 

 What, if anything, can Andrew teach you about doing business? After all, thanks 
to the administrative skills and the excellent reputation he acquired in the credit 
union movement, he was invited to join the management team of a major insurance 
fi rm. And then there’s his tenure as Hong Kong’s ombudsman. What stands out in 
your mind about the way he approached his duties as a public offi cial? He spoke of 
the need for common sense and moral courage and more specifi cally about impar-
tiality in administering the duties of his offi ce. What do these mean to you? Does it 
surprise you that he values them so highly? Finally, do you see the underlying con-
tinuity in the way Andrew approached the various responsibilities that he has under-
taken throughout his life? How would you put into words what you have learned 
about virtue by studying Andrew’s story? While the ancient sages of China and the 
West all described cultivating the virtues as following the way, you may wonder 
whether the way is something known only to the ancient sages. A deeper look at 
people’s lives clearly shows that there are many among us who still follow the way. 
Andrew is not alone; but once we have learned to recognize one example, we will 
soon discover many others.  

2.4     Ethical Refl ection 

 Inquiry into the nature of true virtue is as old as philosophy itself, both in China and 
in the Hellenistic traditions that shaped Western civilization. For various reasons, 
alas, the cultivation of virtue has been neglected and often despised as obsolete, in 
societies undergoing rapid changes in social and economic development, modern-
ization, and now globalization. But we are convinced that this neglect can be 
reversed and must be reversed if business ethics is to fl ourish in China, along with 
other hallmarks of genuine reform and social progress. In order to understand the 
natural priority of virtue in business ethics, we have to set aside, if only for a 
moment, the standard account of business ethics. 

 Conceived as a region of applied ethics, that is, as a specifi c fi eld in the applica-
tion of philosophically validated moral norms, the standard account of business 
ethics seeks to expand the calculations that seem routine in any business decision- 
making by factoring in the ethical imperatives emergent from a formal analysis of 
the categories of moral judgment. Typically, these are two in number, namely, the 
famous pairings of good and bad, on the one hand, and right and wrong on the other. 
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Logical analysis of the way ordinary people use words like good and bad indicates 
that these express judgments about the consequences of our actions, while right and 
wrong have a similar function with regard to our duties and obligations. We will 
explore these in more detail in a later chapter. Here, the point is that broadening the 
list of considerations for managers to weigh in their calculations, while a step in the 
right direction, is not likely to be effective, unless managers make a personal com-
mitment to good business ethics. In our view, moral clarity about the priority of 
right and wrong, good and bad, and other paired ethical categories occurs only in 
people who already are well grounded in the cultivation of moral virtue. In other 
words, business ethics must fi rst be about moral character and the cultivation of 
those habits of the heart that enable a person to make personal integrity the hallmark 
of all their actions in business. 

 Each of us has discovered the priority of virtue in business ethics more or less 
through trial and error. With more than 50 years of experience between us in teach-
ing and writing about business ethics, we have seen just how pedagogically ineffec-
tive the standard account offered by applied ethics is for training students and 
business practitioners to become “top-notch players.” Those who learn business 
ethics as just another level to be added to the calculus of business decision-making, 
once faced with opportunities to make real decisions, soon realize that this level can 
easily be ignored or bypassed when the bottom line dictates quicker or dirtier ways 
to fi x pressing problems short term. Honoring the priority of virtue in business prac-
tice makes it harder to ignore or set aside ethical considerations. Honoring the prior-
ity of virtue deliberately moves students and business practitioners away from the 
temptation to manipulate the rules of ethical abstractions and toward an existential 
encounter with everyone’s basic human nature. If this shift seems like a return to the 
teachings of the ancient sages, both Confucian and Christian, undeniably, it is. For 
the superiority    of their insights ought to be evident to anyone who has ever truly 
struggled to maintain their integrity while exercising managerial responsibilities. 

 Understanding the priority of virtue is not simply a teaching of the ancient sages. 
In her important book,  Good Intentions Aside: A Manager’s Guide to Resolving 
Ethical Problems  ( 1993 ), Laura Nash usefully distinguishes two types of ethical 
problems, Type A and Type B. Type A problems are situations properly regarded as 
“moral dilemmas” in which a person doesn’t know—or is in doubt—as to what the 
right thing to do is, while Type B problems are situations in which a person knows 
what the right thing to do is, but will not or cannot bring themselves to do it. Of the 
two, it is Type B problems that led us to rediscover the priority of virtue. While 
students and business people facing Type A problems may be helped signifi cantly 
by the kind of analyses and managerial decision-making models offered in applied 
ethics, even the clarity achieved thereby will make no practical difference, so long 
as any underlying Type B problems remain unresolved. We will return in later chap-
ters to Nash’s distinction, because it not only allows us to highlight the priority of 
virtue, but in defi ning the limits of various approaches to business ethics, it also 
suggests how these might be integrated effectively, as we hope to show further on. 

 Refl ection on Type B problems illuminates the natural priority of virtue by allow-
ing us to see the contrast between weakness and strength. Virtue, in its Latin origins, 
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means strength or the qualities of personal character ( virtus ) indicative of manliness 
( vir , a Latin word, provides the root for English terms like “virility” and “virile”). 
Not surprisingly, the manliness of the ancient Romans was conceived primarily in 
terms of prowess demonstrated on the battlefi eld. As Roman traditions were fi ltered 
through Hellenistic philosophy, virtue later became synonymous with the Greek 
word of “excellence” ( arête ); the qualities of demonstrated wisdom and courage 
made a man an ideal civic leader. Both traditions tended to conceive of virtue as a 
skill set, the result of cultivating a personal capacity for self-control. Weakness of 
character meant a lack of self-control, as is evident from the Greek term  akrasia , 
which conveniently summarizes the underlying root of Type B problems. 

 While their respective explanations for such weakness of character may differ, 
both Chinese and Western traditions of moral philosophy agree that it can be over-
come, at least to some extent. The cultivation of virtue, in both traditions, is an 
open-ended process, culminating either in becoming fully human, as in Confucian 
and Hellenistic thought, or becoming “perfect as your heavenly Father is perfect” 
(Matthew 5:48) through the grace of God, as in Christianity. In each of these tradi-
tions, there is optimism not only that there is a way forward toward genuine human-
ity but also that making progress along the way involves cultivating the moral 
virtues. Though the worldviews presupposed in these traditions differ dramatically 
on several important issues, for example, the reality of God, the meaning of Heaven, 
the origin of the universe, the nature of the afterlife, etc., there is a remarkable 
degree of consensus about the natural priority of virtue. 

2.4.1     Confucian Virtues 

 In the teachings of Confucius (551–479 BCE), each human being (Chinese: ; 
pinyin  Rén ) has the opportunity to become genuinely humane (Chinese: ; pinyin 
 Rén ).  Rén  ( ) is usually translated as “benevolence” or more concretely as know-
ing and loving people. Goodness or happiness—the goal of humane living—cannot 
be achieved without practicing benevolence in one’s relationships with other peo-
ple. The Confucian notion of an ideal commonwealth or Grand Union ( dàtóng : 

) helps explain both the possibility and the necessity of becoming fully human. 
It contains a description of ordinary living within this ideal commonwealth—where 
not only is a “sense of sharing” spontaneous and universal, but also “a public and 
common spirit ruled all under the sky.” In such a  dàtóng  ( ), “they chose men of 
talents, virtue, and ability; their words were sincere, and what they cultivated was 
harmony,” as everyone fulfi lled their role in life and the work assigned to them. 
Confucius admits to being sad when he thinks of the Grand Union, because he has 
never witnessed it. The world we actually live in, he later explains in the  Lǐ Yun  (

), is precariously poised between becoming either a “small tranquility” ( xi ok ng : 
) or an “infi rm state” ( c  guó : ). 

 The “small tranquility” is a state in which there is suffi cient order to insure that 
everyone is “well-off,” while, by contrast, an “infi rm state” is one that is characterized 
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by massive corruption and disorder. The consequence of cultivating the Confucian 
virtues—as embodied primarily in the rules of propriety ( Lĭ : ) that are codifi ed 
and explained in  The Record of Rites  ( Lǐjì : )—is that the Chinese people are 
more likely to enjoy the blessings of living in a  xi ok ng  ( ) rather than suffer-
ing further in a  cī guó  ( ) where harmony is impossible. The social character of 
Confucian teaching about the virtues is thus clear: virtuous practices, however 
admirable, are not simply for self-cultivation in any narrow sense but are the means 
to a higher end, namely, the creation of a state in which the people may fl ourish, by 
actively participating in the pursuit of the common good. When the Grand Union is 
realized on earth—if it ever can be realized—the practice of virtue may be its own 
reward, but in the meantime, in the struggle to overcome the predatory chaos of an 
“infi rm state,” the practice of virtue is the indispensable means to secure enough of 
a “small tranquility” to allow ordinary people a chance to live in harmony with their 
neighbors. 

 While the  Lǐ Yun  ( ) lays out the consequences of choosing to live virtuously, 
Confucian tradition in various ways describes how the virtues may be cultivated, 
beginning with the process known as the “rectifi cation of names” ( Zhèngmíng : ). 
The names refer to the fi ve basic relationships in which each of us fi nds himself or 
herself in life: parent and child, elder sibling and younger sibling, husband and wife, 
elder friend and younger friend, and ruler and subject. Rectifi cation in any of these 
relationships is understood as an extension of the fi lial piety ( xiào : ) fi rst learned 
in honoring one’s parents. Guided by a general sense of benevolence that Confucians 
generally believed to be innate in human nature, a person could progress toward 
greater humanity by observing the rules of propriety ( Lĭ : ) with the intention of 
achieving righteousness ( Yì : / ) in every relationship. Successful rectifi cation 
thus is the result of a process of self-cultivation that is meant to allow a person’s 
inherently moral nature to become increasingly clear and effective. The cultivation 
of virtue is possible because humanity is inherently good; it becomes necessary 
because that goodness is fragile and vulnerable to corruption. 

 Confucius’ disciple, Mengzi (372–289 BCE), taught that there were four basic 
virtues inherent in human nature. A famous passage in the  Book of Mencius  begins 
with an observation on the universality of compassion: “All men have a mind which 
cannot bear to see the sufferings of others” (2A6: 1). He then notes that this “com-
miserating mind” is the basis for the kind of exemplary government exercised by the 
ancient kings. In order to demonstrate the reality of the compassion naturally occur-
ring in human beings, Mengzi tells a story about what happens when “men suddenly 
see a child about to fall into a well.” They “without exception experience a feeling 
of alarm and distress.” Without calculating any reward they might obtain for doing 
so, they rush to save the child (2A6: 3). From this observation, Mengzi infers that 
normal people contain within themselves the “sprouts” from which the four basic 
virtues grow:

  The heart of compassion is the sprout of benevolence [ ren ]. The heart of disdain is the 
sprout of righteousness [ yi ]. The heart of deference is the sprout of propriety [ li ]. The heart 
of approval and disapproval is the sprout of wisdom [ zhi ]…. In general, having these four 
sprouts within oneself, if one knows to fi ll them out, it will be like a fi re starting up, a spring 

2.4  Ethical Refl ection



38

breaking through! If one can merely fi ll them out, they will be suffi cient to care for all 
within the Four Seas. If one merely fails to fi ll them out, they will be insuffi cient to serve 
one’s parents. (2A6: 4–5) 7  

 Some process of “fi lling out” defi nes the way ( Dào : ) of acquiring the four basic 
virtues: humanity ( ren ), righteousness ( yi ), ritual propriety ( li ), and wisdom ( zhi ). 

 Teaching and learning the way of the virtues must begin by identifying the 
“sprouts” within oneself and others and then nurturing these to full maturity. How 
might that be done? Mengzi’s “sprout” metaphor leads us to consider the practice of 
self-cultivation. If a sprout or a seedling is to grow, it must be weeded, watered, and 
exposed to sunlight—and all of these in just the right amount. Weeding suggests the 
exercise of self-control, what Mengzi describes as lessening one’s desires (7B: 35). 
Unruly desires, that is, seemingly uncontrollable impulses that threaten to upset the 
heart-mind’s natural serenity, must not be allowed to dominate the self. Some form 
of yoga or meditation practice seems appropriate here. Watering suggests the need 
for nourishment, in this case, perhaps, establishing a regular program of reading 
texts designed to build up the heart-mind. Exposure to sunlight suggests public 
accountability. Even in the process of self-cultivation, it is always good to have a 
mentor or, if you will, a guru, spiritual director, or teacher ( sh fu : ). 

 Obviously, teaching and learning the  Dào  of virtue involve far more than master-
ing concepts through conventional forms of study. One learns the virtues ultimately 
by interacting with a mentor who has clearly demonstrated signifi cant progress in 
self-cultivation. In his study on  Virtue Ethics and Confucianism  ( 2003 ), Bryan Van 
Norden refers to such teachers as “connoisseurs,” that is, people who have distin-
guished themselves for their excellence in practicing a particular art. One example 
is “the wine guide” who can assist beginners in developing their own sense of good 
taste or quality in judging and selecting wines. Here is Van Norden’s analogy 
between teachers of virtue and wine guides:

  What is distinctive about connoisseurs in all of these areas is that they perceive clearly 
things the rest of us ‘see darkly’ (if at all), that there are no straightforward rules to follow 
in order to perceive these things (as Mencius observes, ‘A carpenter or a wheel-wright can 
give another his compass or T-square, but he cannot make another skillful.’ (7B: 5)), and 
that there are no defi nitive tests for the presence of the things they perceive. ( 2003 : 115) 

 Nevertheless, this does not mean that in cultivating the virtues there are no stan-
dards, any more than would it be true that one opinion is as good as another when it 
comes to good taste in wines or any other judgment of quality. What Van Norden is 
explaining, of course, is the role of exemplary persons (Chinese: , pinyin: 
 jūnzǐ ) or moral leaders in teaching the virtues. Such persons may not be as lofty as 
sages, but their success in exercising moral leadership through self-cultivation will 
inspire others to take up the  Dào  and follow it wherever it may lead.  

7   The translation is taken from Bryan Van Norden’s excerpts from the  Mengzi (Mencius)  presented 
in the  Readings in Classical Chinese Philosophy  that he edited with Philip J. Ivanhoe ( 2005 ). Van 
Norden’s comments on the meaning of Mengzi’s “sprouts” ( 2005 : 116) prompted our use of his 
translation. Other important translations are the pioneering effort by James Legge ( 1991 ), fi rst 
published in 1861, and more recently D.C. Lau’s  Mencius , published by Penguin Books ( 1970 ). 
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2.4.2     Western Virtues 

 Comparisons with Western traditions of virtue ethics are quite striking, especially 
the further back in time we go. In his  Nicomachean Ethics , Aristotle (384–322 
BCE) initiates the study of virtue ethics by observing the goodness intended by 
every human action: “Every art and every inquiry, and similarly every action and 
pursuit, is thought to aim at some good” (1094a). The meaning of this generaliza-
tion is readily seen in specifi c examples: as in the case of playing a musical instru-
ment, what makes a person a good fl ute player is his or her ability to play the fl ute 
well. The specifi c example then illuminates the generalization: what makes one a 
good person is leading a truly human life. Aristotle goes on to argue that the distinc-
tive feature of such a truly human life is happiness. The challenge, then, is to estab-
lish the relationship between happiness and virtue. 

 Though goodness as such is clearly the key to happiness, as Aristotle observes, 
opinions vary as to what makes people happy. He quickly dismisses any idea that 
happiness consists only in making oneself comfortable. Since pleasure itself is as 
much a state of mind as of the body, it cannot be reduced mistakenly to pleasant 
physical sensations but must include the enjoyment of activities that are by nature 
pleasant, such as fi nding pleasure in virtuous actions. We are pleased either when 
we see someone else demonstrating courage or fairness or wisdom or self-control in 
action or when we are praised by others for acting on these or other indications of 
personal integrity. While it may be natural for the lover of horses to fi nd happiness 
in caring for horses, human nature is fully realized in its capacity for rationality, 
whose exercise consists in perfecting the virtues. Aristotle divides these into two 
basic kinds: intellectual virtues and moral virtues. The intellectual virtues, the high-
est of which is wisdom, result from developing a person’s intellect. The moral vir-
tues result from achieving self-control over a person’s bodily appetites through the 
use of reason. Although bodily appetites are normal, they must be disciplined so 
that they harm neither one’s self nor others. The genius of Aristotle, however, takes 
us beyond self-cultivation of the mind and body, explaining that we are not only 
rational beings but also social beings whose fi nal happiness is found within society 
or exercising our assigned roles in the civic community ( polis ). 

 Compared with the Confucian classics, Aristotle’s way of philosophizing about 
virtue is highly abstract and impersonal. Nevertheless, he clearly agrees with 
Confucius and Mencius on a number of substantive points. First, both traditions 
affi rm the goodness of human nature, as evident in the fact that good is the intended 
goal of all our desires and actions. Second, both affi rm the inherently social purpose 
of cultivating the virtues. Aristotle’s  Nicomachean Ethics  is intimately related to 
Aristotle’s  Politics , since the proper ordering of the self, achieved through the culti-
vation of the virtues, is the presupposition for exercising leadership in a properly 
ordered civic community. The political constitutions governing the latter refl ect—or 
at least should refl ect, if the civic community assists all its members fi nd happi-
ness—the constitution proper to human nature as such. As we have seen in our brief 
analysis of the  Lǐ Yun  ( ), Confucian classics exhibit a similar pattern. The 
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 process of self-cultivation described as the “rectifi cation of names” ( Zhèngmíng ) 
begins within the family and by analogy extends through ever-expanding circles of 
social relationships (“subjects” and “ruler”) to the state. Honoring the principles of 
right and wrong in all one’s actions not only is personally virtuous but also contrib-
utes to the happiness of the human community as a whole, which in turn is the key 
to social harmony within which personal happiness may be realized on a secure 
basis. 

 As we have already noted, the Chinese classics treasure the relationship between 
the teacher ( sh fu ) and students seeking enlightenment. The student, in turn, 
becomes the master, just as the child eventually becomes a parent. But neither hap-
pens spontaneously since self-cultivation involves learning through imitation and 
personal association, over and above whatever may be communicated by studying 
texts. Aristotle agrees that virtuous people do not simply emerge as such. They are 
taught by example, by stories, and by exemplary models. People are not fated to 
exercise moral leadership, but by discovering themselves in a specifi c web of rela-
tionships—Book IX of the  Nicomachean Ethics  focuses explicitly on the role of 
friendship in moral development—through which he or she gradually reaches a 
level of awareness that makes moral leadership possible. Though both Chinese and 
the Hellenistic traditions thus emphasize the social nature of becoming a virtuous 
person, the primary relationship in which moral development occurs seems differ-
ent. Students learn from teachers ( sh fu ) in an attitude of fi lial piety modeled, in 
Chinese tradition, on a child’s relationship with its parents, whereas among the 
ancient Greeks, the virtues are cultivated in peer relationships among friends, as 
explained, for example, by Socrates in Plato’s dialogues, the  Lysis  and the  Symposium  
(Cooper  1997 ). The social context tends to be egalitarian in the Socratic tradition 
and hierarchical in Chinese tradition. 

 Though both traditions honor four basic virtues, the differences between the two 
lists indicate different emphases. The four basic virtues taught by Confucian moral 
philosophy—humanity ( ren ), righteousness ( yi ), ritual propriety ( li ), and wisdom 
( zhi )—identify both substantive moral ideals and ways to fulfi ll them. Foregrounded 
in each are the importance of social considerations and the achievement of social 
harmony through self-cultivation. In Hellenistic tradition, the four “cardinal vir-
tues”—so named because they serve as hinges linked to all other moral ideals—are 
prudence, justice, fortitude, and temperance. Though the cardinal virtues foreground 
personal dispositions indispensable to the achievement of happiness, each is also 
social in character. The degree of overlap between the two lists is striking, particu-
larly in the case of wisdom ( zhi ) and prudence, and righteousness ( yi ) and justice. 
Nevertheless, the differences between ritual propriety ( li ) and fortitude or courage 
and between humanity ( ren ) and temperance suggest that while Hellenistic ethics is 
more concerned with identifying the formal habit of mind that enables a person to 
act virtuously, Confucian ethics is more concerned with identifying the way ( Dào ) 
in which proper habits of mind are cultivated. 

 Aristotle’s conception of justice is particularly important for understanding the 
diverging emphases in the two traditions, for justice indicates not only an intention 
to act righteously ( yi ) but also the norms by which to measure righteous action. 
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Book V of the  Nicomachean Ethics  (Ross  1925 ) observes that justice, in one sense, 
is the greatest of the virtues because its exercise comprehends all of them and 
includes not only one’s own good but that of all other people (Book V: 1). What 
justice is may best be understood by examining our experience of its opposite, 
namely, injustice, which comprehends acts that are regarded as either unfair or 
unlawful. Fairness and lawfulness, however, are not mere tokens of personal satis-
faction but measures of the equality appropriately realized in human relationships. 
Equality itself is not a simple term but can be divided into two types, (a) arithmetical 
and (b) proportional, corresponding roughly to outcomes of (a) private transactions, 
as between neighbors exchanging goods with each other, and (b) the allocation of 
goods distributed by the proper authorities. In the form of equality that is propor-
tional, legislation may require that one individual receives more than another 
because of his role within the community, but in exchanges that occur between 
individuals buying and selling with each other, fairness requires that all transactions 
be treated equally, for example, that the price charged to one customer should be the 
same for all customers. As a virtue, then, justice concerns the ways a person con-
ducts his or her social responsibilities, whether in politics—understood as the arena 
of civic responsibilities—or in the marketplace. Cultivating the virtue of justice 
draws on capacities nurtured in other virtues, for without these, a person will lack 
the prudence needed to distinguish the contexts in which justice must be done and 
the fortitude and temperance necessary to act consistently by the standards of equal-
ity appropriate to either lawfulness or fairness. 

 The strength inherent in Aristotle’s complex conception of justice is that it speci-
fi es the appropriate standard for dealing fairly and lawfully with one’s neighbors or 
fellow citizens in public life, that is, the life of the  polis . Its impersonal character, 
profi led in the mathematical norms by which it is measured out, is clearly appropri-
ate to the relatively impersonal relationships of public life. Neighbors are not owed 
the same kind of loving kindness that one owes to members of one’s own household, 
that is, one’s wife, one’s children, and other dependents. But neighbors are owed the 
minimum expressed by fairness and lawfulness. The virtue of justice is not extrapo-
lated from obligations honored within the family and then applied analogously to 
relationships with others outside the family. Aristotle defi nes justice in mathemati-
cal terms as the equality achieved by envisioning a “Golden Mean” between too 
much and too little. In some situations, that measure will require that a distribution 
of goods be proportional to each individual’s public responsibilities; in other situa-
tions, it will require that each individual receives equal treatment regardless of their 
social status or degree of familial affi nity. 

 The strength inherent in the Confucian virtues is that they embody a deep insight 
into the reciprocity necessary for social harmony, whether in one’s own family or in 
the state. The extrapolation of Confucian virtues from a person’s primordial 
 experience of fi lial piety (Chinese: ; pinyin,  xiào ) ensures that reciprocity will be 
the moral imperative animating all social relationships, with the expectation that 
virtue consists primarily in adapting one’s attitudes and behaviors to the require-
ments of social harmony. Though some observers identify this Confucian ideal with 
skepticism about democracy, either in theory or in practice, the traditional emphasis 
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on social harmony deserves our respect, because of its role in preserving Chinese 
civilization over millennia. Nevertheless, Confucian fi lial piety may confl ict with 
the demands of fairness and lawfulness. In the  Analects , for example, Confucius 
memorably commends as “upright” fathers and sons who fail to report each other’s 
misdeeds to the proper authorities (Analects 13: 18). Loyalty to one’s own family 
members apparently may override one’s civic responsibility to uphold the rule of 
law. To be sure, even in ancient China, such an interpretation of fi lial piety was chal-
lenged soon after Confucius.  

2.4.3     Mozi’s Unclaimed Legacy 

 What Mozi (470–391 BCE) taught may best be understood not as a total rejection 
of Confucianism but as an indispensable supplement that shows us the way to inte-
grate both Confucian and Aristotelian perspectives on virtue. Like the other per-
spectives, Mozi’s philosophy also teaches the importance of treating humankind 
with respect. All three seek to go beyond distorted views of self-cultivation, in order 
to become more and more open to the needs of other people and fi nally of the con-
cerns of the whole society. Mozi’s work is signifi cant, because it seeks to go beyond 
a narrow-minded love that is limited to one’s own family—the kind of error that 
occurs when a small-minded person (Chinese: ; pinyin:  xiăorén ) misunder-
stands Confucius’s teachings. Mozi is both criticized and celebrated as the Chinese 
advocate of “universal love” (Chinese: ; pinyin:  jian’ai ). But what he meant by 
this term is suffi ciently ambiguous to have his teachings identifi ed with both 
Christian ethics and the ideology of the Chinese Communist Party. Philip J. Ivanhoe 
has proposed a useful clarifi cation of  jian’ai  by translating it as “impartial care.” 
This translation refl ects Ivanhoe’s discovery that “in Mozi’s view, the central ethical 
problem was excessive  partiality , not a lack of  compassion .” (Ivanhoe and Van 
Norden  2005 : 60). What prevented people from fi nding the right way to achieve 
social harmony was their failure to consider all things impartially. 

 Impartiality means cultivating the use of reason to judge the consequences of vari-
ous courses of action. If a proposed course of action has positive consequences for 
obtaining the basic goods that all people want—namely, a suffi ciency of resources 
and a harmonious society in which to enjoy them—then it should be implemented, 
regardless of the pressure for social change it might bring to bear on traditional cus-
toms and practices. Mozi, for example, used such an impartial calculus to criticize 
Confucius’s teachings in support of traditional Chinese funeral rituals (Book VI: 25, 
Book IX), a cornerstone of the practice of fi lial piety. Mozi was particularly con-
cerned about the partiality enshrined in practices that required a lengthier mourning 
period and more lavish rituals for immediate family members. His argument is not a 
rejection of fi lial piety as such but a reminder that it, too, must be judged by the stan-
dard of humanity or benevolence. All social practices therefore must be reformed 
according to whether they “enrich the poor, increase the population, [and] bring sta-
bility to precarious situations and order to chaos.” If they don’t, “then these things 
clearly are not benevolent and right or the proper task of fi lial children.” ( 2005 : 81) 
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 Mozi’s critique of Confucianism suggests that rationality ought to be the  hallmark 
of a moral leader (Chinese: ; pinyin:  jūnzǐ ) intending to be benevolent. The 
good that Mozi seeks seems to resonate well with Confucian virtues, but the way 
that he pursues it involves a critical analysis of the means for achieving them. 
Benevolence thus is identifi ed with “impartial care” rather than the partiality or 
familial favoritism enshrined in the Confucian way of achieving social harmony. 
The  Book of Mozi  shows how consistently he applied critical reasoning not only to 
traditional Chinese social practices but also to the ways Confucius’ disciples were 
interpreting them. Mozi’s teachings therefore should not be regarded as a rejection 
of the social virtues that Confucius and his disciples were upholding but a program 
of reform that called into question any traditional practices that were contrary to the 
ends properly honored in these virtues. The natural priority of virtue remains, as 
does the ideal of moral leadership, but exercising the virtues requires rational analy-
sis as well as humane self-cultivation. The ethical sprouts must be exposed to sun-
light and weeded, as well as watered and planted in good soil. 

 If Mozi’s teachings reveal the point where Chinese virtue ethics converges with 
the rational analysis of justice outlined by Aristotle, it also suggests why and how 
ethics inspired by the  Nicomachean Ethics  needs to learn from Confucius. Rational 
analysis may be an indispensable tool for achieving the kind of impartiality that 
both Mozi and Aristotle advocate, but unless that impartiality grows like a lotus 
fl ower from a compassionate heart, it may create more social confl ict than harmony. 
Both Aristotle and Mozi place their hopes in philosopher kings, like Philip of 
Macedon who appointed Aristotle to tutor his son who became Alexander the Great 
and like the sage-kings of ancient China, like Kings Wen and Wu. But their appeal 
to such authorities carries the risk that the reforms they advocate will be imposed 
coercively over the heads of ordinary people, who presumably lack the virtues nec-
essary to comprehend rational arguments. Though the risk of elitism is also evident 
in Confucian ethics, Confucius and his disciples clearly believe that human nature 
gives everyone the capacity for becoming benevolent. The pedagogical strategy for 
teaching Confucian virtue ethics thus goes much deeper than the rational arguments 
that scholars may understand, appealing instead to the heart-mind of compassion 
(Chinese: ; pinyin:  xinxue ) and educating it through the cultivation of the ritu-
als and social practices that are known to strengthen it. The point of Confucian 
pedagogy is to develop moral sentiments—or what is known in Western philosophy 
as “conscience”—without which any moral arguments, however valid logically, are 
likely to be either ignored or twisted to serve only one’s personal convenience.   

2.5     Conclusion: A Virtuous Life in Business? 

 Let us apply the principles of virtue, outlined by Confucius, Mencius, Mozi, and 
Aristotle, to the realm of business, in both its individual and its social dimensions. 
These sages converge in their vision that human nature is essentially good. This 
insight has far-reaching consequences for business ethics, which not only 
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investigates fraud, malpractice, and the full range of corrupt business practices but 
also searches for ways to improve business management so that these corrupt prac-
tices are minimized, if not actually eliminated. Virtue ethics disagrees with the con-
clusion that these abuses must be tolerated as inevitable in a fl ourishing business 
culture. When trust in business has been damaged—as it clearly has in the wave of 
recent scandals both in China and internationally—it is important to fi nd ways to 
restore that trust by reforming business management in accordance with sound ethi-
cal teachings, rooted in the moral wisdom traditions honored in the civilizations that 
converge in our world today. 

 Nevertheless, we must move past the theoretical level. In the Greek tradition, the 
philosopher Socrates is the model of a wise and humble man. He acted toward his 
disciples and everyone he met in a way that embodied the principles he preached. 
Like Socrates, we must cultivate and train a set of virtues that will allow us to put 
our good intentions to work and to take courageous action, based on our considered 
moral convictions. Business ethics must inspire all actors of a society to build an 
ethical culture. No one can be an isolated hero. Individual convictions count for 
little when habits of corruption or the drive for the quick buck overwhelms them. 
Ethics must demonstrate that corrupt practices imply corrupt relationships among 
the people involved and cause friendships to deteriorate into immoral complicity. 

 An ethical culture does not stem from a set of prohibitive rules. It treasures a practi-
cal wisdom that rediscovers the original goal of ethics—to satisfy the human drive for 
happiness. An ethical culture is the soul of business ethics. Methods of analysis and a 
short list of basic principles will never be enough to inspire fair dealing and mutual 
trust. As we saw earlier in this chapter, ethical problems in business are usefully cat-
egorized as Type A and Type B problems, with Type A including situations where 
there is genuine confusion over what the right thing to do and Type B including situa-
tions where the right thing to do may be clear but those responsible lack the power or 
personal character necessary for actually doing it. In this chapter, we have attempted 
to show—following the good example of Andrew So—that virtue ethics is the key to 
cultivating one’s personal capacities for moral leadership. Type B problems in busi-
ness can be successfully overcome, but only if we are willing to rediscover the wis-
dom yet to be exhausted in the converging traditions of virtue ethics.     
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    Chapter 3   
 Business Ethics and the Sciences       

 “Analyze the facts and you will realize that honesty and 
reliability benefi t you.” (Stephan Rothlin,  Eighteen Rules for 
Becoming a Top Notch Player , 2004) 

3.1                 Prelude 

 The exercise of moral leadership in business requires more than demonstrating an 
exemplary sense of personal integrity. Cultivating what Adam Smith called the 
“moral sentiments” is indispensable, but becoming a “top notch player” does not 
stop there. In today’s business environment, managers must have suffi cient 
 understanding of the sciences warranting the technical specifi cations of the products 
they develop, in order to fulfi ll those specifi cations. As the Sanlu melamine 
 contamination case makes clear, failure to observe those specifi cations—even in 
China—may result in serious harm not only to the fi rm’s customers but also to the 
fi rm itself and its negligent managers. Just as management in today’s international 
business environment requires a high degree of rational analysis, so, too, does busi-
ness ethics. The chapter proceeds from the specifi c lessons to be learned from the 
disaster at Sanlu to explore the ways in which international business ethics itself has 
developed scientifi cally.  

3.2     Case Study: Sanlu’s Tainted Infant Formula 

3.2.1     Abstract 

 The Sanlu Group led the Chinese dairy market in quality standards and market share 
in 2006. The Group was praised and rewarded for its consistency and lack of 
 scandal. However, when quality regulations were relaxed as a reward for Sanlu’s 
achievements, the company’s management was tested, and ethical decision-making 
was forgotten. In 2008, Sanlu admitted to selling milk tainted with melamine, which 
resulted in four infant deaths and thousands of poisoning cases. The actions of 



48

senior members of Sanlu Group illustrate the moral issues involved in corruption, as 
well as relations with its joint venture partner. Questions regarding the ethics of 
public relations, corruption, and social responsibility are highlighted by this case 
that provoked worldwide concern about product safety issues in China.  

3.2.2     Keywords 

 Sanlu, Melamine, Tian Wenhua, Product safety  

3.2.3     Sanlu 

 The Sanlu Group was offi cially registered in 1996 in Hebei Province, following a 
series of acquisitions carried out by Shijiazhuang Dairy. Thanks to the relentless 
efforts of Tian Wenhua, a former veterinarian who rose quickly in Sanlu’s corporate 
hierarchy, the company maintained leadership in the powder milk industry for over 
a decade. The prestige of the Group was such that Tian was eventually named 
 deputy chairman of the China Dairy Industry Association and elected to the National 
Committee of the Chinese People’s Political Consultative Conference. So impres-
sive was Tian’s impact that senior employees created this slogan to celebrate her 
achievement: “No Tian, no Sanlu” (Chinaview 2009). 

 The completion of a joint venture agreement with the New Zealand-based dairy 
cooperative, Fonterra, was a pivotal moment in Sanlu’s history. Fonterra acquired a 
43 % equity stake in the Chinese dairy fi rm and the joint venture started trading in 
Hong Kong in 2006, promising investors that it would fulfi ll its ambitious growth 
plans in the following 3 years. A new regional plant in Tangshan (Hebei Province) 
increased milk powder production capacity, increasing the company’s total market 
share to 18 %. Sanlu thus became one of the largest employers in the area with close 
to 10,000 people on its payroll. At the same time investments in facilities in Weifang 
(Shandong Province) and Xinxiang (Hebei Province) allowed the fi rm to diversify 
by expanding its liquid milk and yogurt production (Sun and Chen  2009 ). 

 Throughout the years, Sanlu earned a reputation for being uncompromising on 
quality by priding itself on its strict control procedures and rigorous tests. Tian 
Wenhua put the pursuit of the highest standards at the core of her management style, 
as is evident in the motto she created for Sanlu: “Manufacture Quality Dairy to 
Serve the People!” (Ng  2009 ). This attitude enabled the company to win second 
prize at the 2007 National Scientifi c Techniques Awards in the category of 
“Innovative infant formula research and other related techniques.” As allowed by 
law to reward companies for achieving consistency in passing such quality checks, 
the government exempted many of Sanlu’s products from otherwise mandatory 
inspection.  

3 Business Ethics and the Sciences
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3.2.4     The 2008 Milk Scandal 

 Nevertheless, on September 12, 2008, the Sanlu Group publicly acknowledged that 
its infant formula milk powder contained harmful amounts of the toxic chemical 
melamine. Ingesting melamine is associated with kidney disease. World Health 
Organization (WHO) regulations concerning its use in the food sector indicate it 
should be banned in any products that contain more than the trace amounts deter-
mined to be safe (Langman  2009 ). An industry-wide investigation by China’s 
national inspection agency further revealed the extent to which adding melamine to 
enhance the apparent protein content of milk products had become commonplace. 
By the time action was taken, four infant deaths and over 56,000 cases of poisoning 
among infants had already occurred in the area of Shijiazhuang, where most of 
Sanlu’s business was concentrated. 

 Sanlu’s general manager Tian Wenhua apologized to the public after the inspec-
tion revealed its infant formula contained more than four times the amount of 
melamine traced in other analyzed brands. Alleging as an excuse that she had relied 
on a European Union “provisional statement” on health effects of melamine received 
from a representative of Fonterra, Tian waited 4 months before admitting the risks 
Sanlu was imposing on its consumers. Instead of acknowledging the problem, she 
tried to cover up the news until the same Fonterra alerted the New Zealand govern-
ment, upon discovery of its partner’s dangerous conduct (Lee  2008 ; Spears  2008 ). 
The fact that the EU provisional statement referred to by Tian set a 20 mg/k 
melamine  margin of tolerance, whereas Sanlu’s milk contained 2563 mg/k (Yuan 
Yuan  2011 ),  suggests that Tian deliberately used Fonterra to cover the problem. 

 In the midst of a public relations catastrophe, Fonterra had to take drastic mea-
sures to explain its ignorance of what was going on at Sanlu, given the fact that it 
had three representatives on the board of the joint venture. Eventually, the New 
Zealand partner totally withdrew its investment in Sanlu. Fonterra’s decision 
 contributed to Sanlu’s bankruptcy, since the dairy Group was struggling with the 
dramatic fall in its share price, as well as liabilities for damages owed to those 
harmed by the tainted product (Corporate Counsel  2012 ).  

3.2.5     Cover-Up Allegations 

 According to a State Council investigation, Sanlu’s management received the fi rst 
complaints about product safety at the end of 2007. However, the company did not 
address the problem until June of the following year. In addition to this, the report 
held government offi cials in Shijiazhuang City accountable for the delay in warning 
provincial and state authorities. There is some speculation that Tian Wenhua delayed 
informing the Shijiazhuang City government until August 2, 2008, in order to avoid 
risking a major scandal during the Olympics. She justifi ed her conduct as an attempt 
to reduce the risk of a social emergency that would have had detrimental conse-
quences on the local economy. 

3.2  Case Study: Sanlu’s Tainted Infant Formula
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 Cover-up measures were not limited to the involvement of the authorities, but 
extended to health offi cials and media channels who feared that heated reactions 
from Chinese bloggers and netizens would spread panic throughout the country. 
Evidence found that the public relations agency, Teller International, advised Sanlu 
to persuade the major search engines to censor any suspect allegations of its 
 shortcomings (France 24  2008 ). A scanned copy of a letter appeared on the web, 
which stated that Teller submitted a ¥3 million (US $440,000) budget to silence all 
potential sources of negative information. Chinese Internet giant Baidu, which was 
also mentioned in the memo, distanced itself from the affair with a public notice on 
September 13, 2008. Baidu’s PR manager Yang Zi denied any involvement and 
argued it would have been easy to verify that all information about the case was 
accessible from their website. He further accused Teller and the whole PR industry 
of inappropriately using Baidu’s name to advertise their censorship services to 
 clients for their own private purposes (ChinaSmack 2010).  

3.2.6     A Debated Trial 

 By the end of December 2008, 17 people accused of the deliberate production, sale, 
acquisition, and addition of melamine to raw milk went on trial. Tian Wenhua 
admitted her faults in front of the court. She confi rmed the receipt of the fi rst warn-
ings in 2007 and her initial reluctance to refer the danger to the relevant government 
authorities. Tian’s establishment of a working team to handle the problem was 
accepted as an extenuating circumstance, but this was not enough to save her from 
conviction on serious charges. On January 22, 2009, the Intermediate People’s 
Court in Shijiazhuang handed down its fi nal verdict. Two of Sanlu’s managers, 
Zhang Yujun and Geng Jinping, who acted as middlemen in producing and selling 
melamine, were sentenced to death, whereas Tian was condemned to life imprison-
ment (Zhu and Cui  2009 ). Three other managers were recognized as culpable in 
varying degrees and sent to jail from 5 to 18 years. One of them, Wang Yuliang, was 
in a wheelchair after an attempted suicide (Chang  2009 ). 

 Relatives of the victims were kept at a distance of 100 yards from the court to 
contain their anger and desperation. Among the parents waiving signs saying 
“Return my child” and “Justice for people” (Chang  2009 ), Zheng Shuzhen’s cry 
expressed everybody’s sorrow. A grandmother from Henan Province, Zheng, called 
for revenge “My granddaughter died. She [Tian] should die too. She should be shot. 
She has brought such harm to the public, to children” (Daily Mail 2009). 
Nevertheless, Li Fangping and Liang Zikan, lawyers representing the families’ and 
Tian’s interests, respectively, agreed it was not a case to be judged merely on the 
basis of individual responsibilities. They contended that the convicted people had 
been scapegoats in a fl awed system and that Tian’s sentence to lifelong imprison-
ment was excessive. In an interview to  Renwu Zhoukan , Liang held Sanlu only 
partly responsible for the incident, which was instead caused by problems at the 
industry level. He pointed to the lack of an established regulatory system and to the 
diffi culty of monitoring the high number of small suppliers. 

3 Business Ethics and the Sciences
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 Indeed, Sanlu was not the sole tainted brand, although it was the one most 
exposed in the incident. In his opinion, rather than emerging from an objective 
evaluation, Tian’s sentence was deeply infl uenced by public opinion. From a legal 
standpoint, according to Liang, she should have been jailed for less than 10 years, 
as in a normal case involving food safety (Renwu Zhoukan  2009 ). Sanlu’s former 
joint venture partner, however, did not share this view. Andrew Ferrier, the CEO of 
Fonterra, made a press release soon after the court’s decisions were communicated: 
“Fonterra deeply regret[s] the harm and pain this tragedy has caused to so many 
Chinese families,” which were in need of the most serious responses by the Chinese 
government. Nevertheless, he made clear that “Fonterra support[s] the New Zealand 
Government’s position on the death penalty,” thus distancing himself and the fi rm 
from those who sought Tian’s execution (Fonterra  2009 ). 

 As Sanlu was becoming the focus of national outrage in China, inhabitants of 
Nangang, Tian’s hometown, could not believe the news. They could not believe the 
old lady now accused of having traded kids’ health for profi tability was the same 
Tian Wenhua they used to know. Everybody still remembered her last visit to the 
town on the occasion of her father’s death a few years before. A neighbor Zhang 
Xuezhen recalled her modesty, notwithstanding the high status she had achieved in 
her lifetime (Cui  2008 ). Tian came from a disgraced family labeled as “pro- capitalist 
rightists” during the Cultural Revolution of the late 1960s and early 1970s. Having 
been herself vilifi ed as a “capitalist dog,” she had dedicated her life to restoring her 
family’s reputation (Ng  2009 ). It took her years of efforts, studies, and impeccable 
conduct to earn people’s respect and eventually make Nangang people proud. 
Nobody could explain how she could have thrown it all away for Sanlu’s sake.  

3.2.7     Uncompensated Claims 

 The value of Sanlu’s shares dropped as an immediate consequence of the scandal. 
In addition, Fonterra’s decision to withdraw its investment further aggravated the 
fi nancial diffi culties faced by the company, which was under obligation to pay debts 
totaling 700 million RMB (Shanghai Daily  2008 ). On December 25, 2008, the 
Chinese Dairy Group was offi cially declared bankrupt and its assets seized for 
settlement. 

 As mandated by the Chinese bankruptcy law, the fi rst to get compensated with 
the liquidation of a company are the creditors, thus leaving almost nothing to injured 
parties. Nevertheless, the 21 brands revealed to have tainted products in the 2008 
industry-wide inspection set up a fund for compensating the victims of the incident. 
The China Dairy Association became the mediator of this fund, which was formally 
operated by China Life Insurance. The parents of the affected children were con-
fronted with the alternative of signing “A Letter to Parents of the Baby Patients” or 
the “Registration Form to Refuse Compensation.” With the former, they accepted 
2000 RMB in compensation, whereas the latter indicated their protest against the 
small amount of the proposed settlements (Xie  2011 ). The majority opted for the 
money, since they could either not afford to fi ght any further or did not understand 
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the complexity of the legal procedures involved, and by the end of 2011, over 
12 million RMB had been paid through the fund (China Daily  2012 ). In the end, 
271,869 families chose to compromise, whereas 30,000 stood up for their rights to 
just compensation, consequently initiating new trials, none of which have been 
 successful thus far (Xie  2011 ). 

 Zhang Xiuwen, the father of the fi rst victim in Guangdong Province, sued Sanlu 
and the China Dairy Association in the Guangzhou Intermediate People’s Court. He 
was asking for 900,000 RMB to cover his family’s medical expenses as well as to 
compensate them for the psychological strain. The rejection of the suit by the court 
forced Zhang to pay the 40,000 RMB needed for the fi rst operation to remove his 
son’s kidney stones with money borrowed from a circle of friends. The critical con-
dition of the baby required his presence all day long, forcing his family to rely 
solely on his wife’s 1000 RMB monthly salary (CRI  2008 ). The voice of Zhang, as 
of many others, remains unheard leaving him without assurances or any future 
hope.   

3.3     Case Study Discussion 

 The tainted milk scandal decreased consumers’ confi dence in the dairy industry. 
The Chinese people’s demand for stricter quality monitoring grew steadily, and 
many resolved switching to imported brands. Public opinion about Sanlu boss Tian 
Wenhua’s condemnation to life imprisonment was divided. If on the one hand she 
could count on support from her hometown, on the other, relatives of the victims 
called for the death penalty. The proceeds from Sanlu’s bankruptcy were mainly 
used to pay suppliers, instead of contributing to the treatments needed by the survi-
vors. A compensation fund for the victims was established at an industry level, but 
many of the families harmed by the tainted infant formula regarded it as insuffi cient 
and held out for a fair settlement determined in a court of law. Their apparent failure 
in court leaves a taint of injustice for all concerned. 

 The ethical issues involved in this case are many, and we want to leave you with 
enough room to think about them and discuss them on your own. There are, how-
ever, certain key points in the case study that you should consider. Like the people 
in Tian Wenhua’s home village, you well may wonder why she was willing to sac-
rifi ce her hard-earned reputation as a moral business leader in order to cover up 
Sanlu’s problem. If you had been in her shoes, what would you have done? Was she 
right in allegedly trying to prevent a food industry scandal from breaking out during 
the Beijing Olympics? Would you have done the same, even knowing that such a 
delay would put many more babies at risk of being harmed by the tainted infant 
formula? Is it reasonable to assume that she should have known the consequences 
of delaying her report to the relevant government agencies? Should she have known 
that there was a connection between the repeated indications that children were 
becoming ill and problems in the fi rm’s supply chain regarding product quality? 
What did she know, and when did she know it? 
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 Ascertaining Tian Wenhua’s moral responsibilities as Sanlu’s general manager is 
not the same as determining her guilt in a court of law (Xinhua  2009 ). The case 
study informs us of the remarkable convergence in opinions between the lawyers 
representing both Tian and the parents of the children victimized by Sanlu’s infant 
formula. They claimed that those convicted of crimes in connection with this inci-
dent were “scapegoats in a fl awed system and that Tian’s sentence to lifelong 
imprisonment was excessive.” The incident, they agreed, was caused by problems 
at the industry level, including the lack of an established regulatory system and the 
inherent diffi culty of monitoring Sanlu’s large network of small suppliers. Though 
such arguments might be useful in arguing for increased compensation for the vic-
tims or challenging the alleged harshness of Tian’s punishment, are they relevant 
for understanding her moral responsibility? After all, Sanlu’s problems with its 
suppliers began after it was awarded an exemption from the normal supervision that 
the government enforced upon the dairy industry. Was the problem of monitoring 
its suppliers any different once Sanlu was granted that exemption? If you were 
managing a company subject to such inspections, would you assume that you didn’t 
need to monitor your suppliers once the government agents were no longer visiting 
your plants? Or would you assume that precisely because the government trusts you 
to regulate your own activities, you bear even greater responsibility to protect the 
health and safety of your customers? 

 Another moral issue is the alleged cover-up. If the allegations made against 
Sanlu’s management are true, then the fi rm clearly conspired with a public relations 
agency to prevent information from reaching the public about the problems with its 
infant formula. Money was paid to the agency in order to silence critics and defl ect 
criticism that might surface on the Internet and other news media. What do you 
think of such a conspiracy? Do you consider it moral or immoral to engage in a 
cover-up of embarrassing or potentially damaging facts? Would you do it out of 
loyalty to your employers? Would you do it to help either yourself or them to save 
face? Is there any limit to what you might do to avoid disclosure of inconvenient or 
embarrassing facts? Should there be? Does it matter to you that infants’ lives were 
put at risk by the delay caused by the cover-up? Do you think that fear of causing a 
scandal is ever a good reason to engage in a cover-up? Do you think that the public 
has a right to know about problems that may cause harm to them? Or is it true, as 
the old saying goes, that what you don’t know won’t hurt you? 

 There are other questions besides these focused on what did they know, when did 
they know it, and what did they do or fail to do about what they knew, but we are 
raising these now in order to open this chapter’s discussion of business ethics and 
the sciences. For the Sanlu case implies a number of concerns over what, if any, 
moral responsibilities arise from the presence or absence of scientifi c facts. Some of 
the things we know are based on common sense and thus may require no support 
from scientifi c argument. For example, to deliberately endanger a defenseless infant 
is completely contrary to Mencius’ teaching about the heart of compassion that he 
believed was present in every human being. Common sense tells us to give babies 
special protection and never to deliberately put them in harm’s way. Must we 
assume, then, that Tian Wenhua and the others found guilty in the Sanlu case were 
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monsters, totally depraved because totally lacking in that heart of compassion? Or 
does this case require more than common sense to sort through the situation facing 
these managers? If you are unsure of what you would have done, when faced with 
this or similar challenges, it may not mean that you are a moral monster or totally 
lacking in common sense. But it may mean that you need to think some more about 
how you learn from facts and where they come from. 

 In this case, as in many others involving the products of modern industrialized 
processes, determining a manager’s specifi c moral responsibilities depends on 
understanding the science and technology operative in the production he or she is 
supposed to be managing. The fi rst principle of business ethics may be “do no 
harm,” but it cannot be applied responsibly without knowing the facts and under-
standing the complex processes that shape the problem a manager may be address-
ing. Most people would not recognize melamine unless it was named on a warning 
label. Neither would common sense alone nor casual observation tell them whether 
melamine is harmful, or how it causes harm, or whether it can be totally eliminated 
from industrialized food production. To know these things, a manager must depend 
on science and the institutions—usually government agencies—that specialize in 
establishing standards for various products. 

 The problem, of course, is just how credible the standards set by the regulatory 
agencies are perceived to be, in the eyes of the producers whom they regulate, their 
subcontractors, as well as the public at large. If managers within the supply chain 
don’t understand the science warranting the regulations or if they feel that the regula-
tions are an arbitrary imposition that can be ignored whenever the regulators are not 
monitoring them, then they may be tempted to disregard the standards, especially 
when it is profi table to do so. Responsible managers must have not only suffi cient 
knowledge of the science warranting the regulations but also suffi cient capacity to 
enforce the regulations upon those whom he or she manages. In the Sanlu case, Tian 
Wenhua was accused of acting irresponsibly because she knew that (a) children who 
had been fed Sanlu’s infant formula were becoming ill, that (b) Sanlu and its suppli-
ers were increasing profi ts by “improving” the quality of milk powder used in infant 
formula by adding melamine, and that (c) the amounts of melamine adulterating the 
milk powder were well in excess of the standards set by the relevant regulatory agen-
cies, both in China and abroad. Instead of acknowledging the problem caused by the 
tainted milk powder and taking immediate steps to curtail its production by Sanlu’s 
suppliers, she decided to cover up or otherwise create confusion about the problem, 
as if it would somehow go away simply by taking evasive action. 

 Of course, the assured fi ndings of science cannot be evaded. If the science is 
correct, the outcomes of an industrial process will remain the same, whether they 
are acknowledged or not. Any attempt at a cover-up will fail because the problem 
only gets worse the longer its existence is denied. Tian’s obfuscations—particularly 
that inept attempt to use the European Union’s provisional guidelines to defend her 
failure to take action against using melamine as an additive—indicate that she had 
a general understanding of the science involved and the appropriateness of the 
 regulations based on it, but failed to act decisively on what she knew or should 
have known.  
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3.4     Ethical Refl ections 

3.4.1     The Role of Science in Business Ethics 

 The Sanlu case study, then, allows us to offer some generalizations about the role of 
science in business ethics, especially in a globalizing economy in which the pro-
cesses organized and managed by businesses are industrial, that is, based on the 
systematic application of modern science and technology.  Since science is reality 
based, businesses must also be reality based , if they are to succeed in the long run; 
they cannot be based on either wishful thinking or any willful practice of deception. 
As some economists have noted, the marketplace is best thought of as a very large 
and pervasive information processor. For markets to create genuine wealth, buyers 
and sellers must conduct their exchanges on the basis of rational calculations of 
mutual benefi t. In various ways the sciences provide the information and insights 
necessary for making such rational calculations. If the calculations are not based on 
reality, as known through science-based exchanges of information, marketplace 
transactions will not yield the positive results expected from them.  The reality- 
based nature of market exchanges means that all participants in them have a vested 
interest in assuring that the information used by both buyers and sellers is truthful 
and accurate and thus reliable . If the information available is inadequate, rational 
agents, precisely because they are rational, will not make a transaction, until they 
can be assured that the information they have is reliable. 

 Markets cannot exist, or at least they cannot fl ourish, unless everyone involved is 
committed to truthfulness and accuracy, if not full transparency. Every buyer and 
seller, therefore, in one way or another relies upon science to warrant the informa-
tion upon which they act. Of course, as in all other aspects of life, there are those 
who seek to get ahead by cheating. They may lie in order to mislead people about 
what they are thinking and doing. They may commit fraud in order to profi t, not 
with but at the expense of others. But  just as lying destroys the trust upon which our 
relationships with others are built, so fraud undermines the trust that people previ-
ously had in a business that goes that way . Nevertheless, cheating in the form of 
ordinary lies or fraudulent activity in business is necessarily the exception rather 
than the rule. Cheating is rational only when it can safely be assumed that most 
everyone else is playing by the rules.  If everyone cheats, then there is no advantage 
to be gained by cheating.  Everything, every relationship or every transaction, is 
rendered meaningless by cheating. 

 This observation, which is really only a matter of logic, should help clarify why 
everyone in business has a vested interest in making sure that the information avail-
able to buyers and sellers is truthful and accurate. It should also tell us why every-
one in business has a vested interested in the integrity of science, in order to assure 
respect for the validity of market regulations based on the assured conclusions of 
scientifi c analysis. An industrial fi rm must comply with valid standards for product 
quality—or guidelines for a product’s safe use and a host of other matters essential 
to protect consumers from harm—whether the government regulators are  conducting 
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routine inspections or not. Just because a fi rm has been exempted from  government 
inspection does not mean that the fi rm is allowed to relax its adherence to these 
standards. The standards must be internalized, monitored, and enforced by the 
fi rm’s managers, if it is to achieve and maintain a good reputation for product qual-
ity.  The only way to ensure compliance with the relevant standards is to develop a 
corporate culture that encourages accountability and transparency at all levels of 
management and in all the fi rm’s relationships with its various stakeholders.  Such 
a culture can only be developed by cultivating a proper understanding of the role of 
science in business ethics. 

 One of the hard lessons to be learned from the Sanlu case is that the global mar-
ketplace punishes fi rms whose actions and policies fail to recognize the importance 
of complying with science-based regulations. Sanlu’s laxity in compromising its 
quality standards for the milk power used in making infant formula caused serious 
harm to its consumers. Even in China, that harm could not be successfully covered 
up. But, given the fact that Sanlu’s milk powder was also being exported for use by 
its joint venture partner, Fonterra, and other international fi rms, the idea that a 
cover-up would succeed borders on insanity. Even if it wanted to, Fonterra could not 
lie in order to protect Sanlu, especially when Sanlu’s failure placed Fonterra’s own 
reputation at risk. In the immediate aftermath, Fonterra exited from the joint ven-
ture, sacrifi cing the investment that it had already made in Sanlu, and Sanlu went 
bankrupt. The consequences of Sanlu’s failure are still being felt in China and even 
in Hong Kong where there is now a severe shortage of infant formula reported 
because so much of the products sold in Hong Kong are purchased for resale across 
the border in a “gray market,” catering to the fears of local families who no longer 
trust the Chinese dairy industry to protect them from harm. It may take years to 
rebuild the trust that has been lost because of Sanlu’s extraordinary disregard of 
science-based standards of product quality. Chinese consumers deserve better.  

3.4.2     Business Ethics as “Science” 

 In Chap.   2    , we introduced Laura Nash’s helpful distinction between Type A and 
Type B problems in business ethics. Type A problems, it will be remembered, are 
situations properly regarded as “moral dilemmas” in which a person doesn’t know—
or is in doubt—as to what the right thing to do is, while Type B problems are situa-
tions in which a person knows what the right thing to do is, but will not or cannot 
bring themselves to do it. If, as we have seen in the previous chapter, Type B prob-
lems led us to rediscover the priority of virtue ethics for cultivating moral leadership 
in business, confronting Type A problems helps us to appreciate the signifi cance of 
science in business ethics.  If there is genuine confusion about what the right thing 
to do is, there are two interrelated sources of this confusion: lack of understanding 
of the scientifi c basis of various managerial imperatives and confl icts of values 
inherent in the role of management.  Developing business ethics scientifi cally is 
meant to provide the conceptual resources necessary for settling these confl icts. 
Analytic moral philosophy is the chief tool used in this development. 
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 Not surprisingly, ethics gets a lot more complicated when the focus shifts from 
self-cultivation to the various roles that people seek to fulfi ll in public life. Business 
management is but one of these roles. There are several points developed in analytic 
moral philosophy that are useful for understanding confl icts of values or ethical 
dilemmas in the role of management. These become apparent as soon as we make 
the effort—as modern moral philosophers do—to raise ethics or the study of moral-
ity to a scientifi c or theoretical level.  Ethical theory is divided into three basic divi-
sions: descriptive ethics, normative ethics, and metaethics.  When we think of ethics, 
generally, we usually have only normative ethics in mind, that is, what happens 
when a specifi c moral judgment is rendered, determining whether an act is right or 
wrong, good or bad, and appropriate or inappropriate. Normative ethics thus 
 provides theoretical grounds for judging the validity of the moral argument or ratio-
nal justifi cation that warrants such determinations. But analyses of what is involved 
in making such judgments—which all of us have had plenty of practice doing ever 
since early childhood—indicate our responses usually presuppose the answers to 
other important questions as well. Sorting out these questions and the way we 
answer them is what leads philosophers to distinguish descriptive ethics, normative 
ethics, and metaethics. 

3.4.2.1     What Is Descriptive Ethics? 

  Descriptive ethics seeks to determine the basic facts about what people actually 
believe about morality and whether and how they act consistent with those beliefs.  
Descriptive ethics focuses on specifi c cultures and societies and how basic moral 
considerations are regarded in those cultures and societies. The information 
developed in descriptive ethics allows us to understand the context of moral 
decision- making in specifi c cases. Since ethics must fairly consider all the facts 
of a case study, our judgments are more likely to be reliable when they have been 
tested against the relevant facts known through descriptive ethics. This is why 
 descriptive ethics relies on sociology, anthropology, psychology, economics, law, 
and political science  to examine cases. To dwell purely in normative ethics is 
insuffi cient. We use the research of other fi elds to critique our own unexamined 
assumptions about how the principles of normative ethics ought to be applied in 
all cases. 

 In international business transactions, the cultural differences analyzed in the 
study of descriptive ethics should not be ignored. Commercial bribery, for exam-
ple, is considered morally wrong in international business ethics, because it is a 
fundamental violation of the principle of justice as it normally applies in the mar-
ketplace. Commercial bribery is a form of cheating that completely undercuts the 
competition between buyers and sellers that economists tell us make market trans-
actions effi cient, fair, and benefi cial to all concerned. For this reason, bribery is 
also illegal and severely punished at least in most modern economies. Nevertheless, 
it is often very diffi cult, without the aid of descriptive ethics, to determine whether 
a specifi c transaction involves a bribe or a gift or some other customary  inducement. 

3.4  Ethical Refl ections
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It turns out that the criteria used to distinguish a bribe from a gift differ from one 
culture to another. 

 While most foreign businesses identify a bribe on the basis of the cost or actual 
amount of money involved in a gift, traditional Chinese culture is more concerned 
with the occasion of the gift and the sincerity of those giving and receiving it. 
Though bribery is strictly illegal in Hong Kong, for example, the agency charged 
with enforcing the law—the Independent Commission Against Corruption 
(ICAC)—has specifi cally ruled that the exchange of red packet envelopes fi lled with 
money between fi rms doing business with each other is not a bribe when done as 
part of the customary celebrations of Chinese New Year.  A simple act, that is, giving 
or receiving an envelope fi lled with money, may look entirely the same in two differ-
ent settings, but their meaning in morality and law may be very different depending 
on how they are understood within a specifi c culture or performed within a specifi c 
social context.  While this may seem obvious to Chinese people, foreigners might 
have diffi culty understanding what is going on and whether what they are observing 
is unethical, apart from the study of descriptive ethics. 

 One of the general lessons learned from descriptive ethics is how easily people 
from different cultures may misunderstand each other. The complexity of the 
Chinese language, of which only a few foreigners have a glimpse, is a major obsta-
cle to making mutually benefi cial business deals. Foreigners must carefully check 
the meaning of their Chinese partners’ English, which may not be well understood 
apart from its underlying Chinese meaning. By the same token, Chinese who mean 
to do business with foreigners need to develop a better understanding not only of 
their languages but also of their cultures and what they value morally and spiritually. 
It is important for both groups to grow in appreciation of their common humanity. 
This requires setting aside inherited fears and prejudices and enlarging mutual 
understanding by describing the morality and customs of the cultures involved, 
comparing their moral systems, practices, and principles. While descriptive ethics is 
never perfect, it can play an important role in enabling us to compete successfully 
in an evolving global marketplace. 

 The practical goal of descriptive ethics is to enable us to see the situations in 
which we exercise moral responsibility as objectively as possible. Descriptive eth-
ics, however, can itself become an obstacle to moral clarity, when it is misunder-
stood.  The diversity of human cultures and societies may tempt us to conclude that 
ethical relativism is true. Ethical relativists deny the possibility of objectivity, argu-
ing that since biases inevitably arise from the subjective perspective of each person, 
no one is in a position to determine whether any one of them is true or false, right 
or wrong.  While relativists are correct in alerting us to the problems of prejudice or 
cultural bias, they are mistaken in dismissing the effort to achieve objectivity or 
moral consensus, over and above our subjective differences. When confronted with 
the facts of cultural diversity, a relativist takes the easy way out by jumping to the 
conclusion that either one opinion is as good as another or there is no telling how to 
resolve confl icts among confl icting perspectives on rational grounds. If ethical rela-
tivism is true, then the only way to resolve a confl ict over morality is through brute 
force. Might would make right.  

3 Business Ethics and the Sciences
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3.4.2.2     What Good Is Normative Ethics? 

 Normative ethics demonstrates its worth by providing a rational—and thus 
 inherently peaceful—way of resolving differences among confl icting moral 
 perspectives.  Based on the facts unearthed by a descriptive approach, normative 
ethics strives to make a balanced judgment . Normative ethics refutes ethical relativ-
ism, by showing us the proper way to make decisive judgments about right and 
wrong. Norms spell out what actions we should take. They are based on generally 
acknowledged rules, such as not to kill, steal, or lie. The normative approach 
 establishes a logical link between facts and the corresponding actions that can rem-
edy a situation. 

 The relationship between norms is often complex. Recall the fi rst principle of 
business ethics that apparently was violated by Sanlu’s mismanagement of its infant 
formula crisis, namely, “do no harm.” If we analyze the situation facing Tian 
Wenhua, we may discover a moral dilemma: “I don’t want to harm anyone, but in 
order to deal with this situation, either I harm the fi rm and its investors, by making 
a prompt disclosure of the problem to the regulatory authorities and taking quick 
action against our suppliers, or I harm our customers, the families who buy our 
infant formula as well as their children who innocently consume it. Since I don’t 
want to harm anyone, perhaps I should simply do nothing and hope for the best?” 
But how irresponsible is that? By her failure to act decisively and promptly, Tian 
harmed more infants and eventually harmed the fi rm by precipitating its bankruptcy. 
Could normative ethics have helped her make a good decision that not only would 
have saved lives but might have saved the fi rm? Had Tian studied normative ethics, 
she would have learned the ethical logic that stands behind the idea of “do no harm.” 
When there is a confl ict between preventing harm to people—especially to innocent 
children—and preventing harm to property, that is, the fi nancial interests of the fi rm, 
the clear priority must be on preventing harm to people. 

 The next chapter will help us to understand why more clearly, but the point is 
already evident from the teachings of the Chinese sages, especially Mencius, who 
believed that the heart of compassion presumed in all of us places a clear priority on 
caring for others especially when they cannot care for themselves. We may have 
accepted Mencius’ account of the origins of morality out of reverence for his author-
ity among the ancients, but normative ethics can help us fi nd good reasons not only 
to support Mencius’ teaching but also to apply it to situations in our own experience. 
There are many different ways to elaborate on Mencius’ basic point. We may want 
to consider the case for human rights and how they may be derived from a Confucian 
understanding of humanity or human dignity. But however we develop these, we see 
that the human right to life must always take priority over other rights that may 
confl ict with it, such as the right to private property or wealth. Guided by normative 
ethics, Tian should have recognized that the only way to minimize the losses to her 
fi rm, its joint venture partner, and their investors would have been to prevent further 
harm to Sanlu’s customers, by sending out an immediate warning not to buy or use 
its infant formula until all of the tainted product had been removed from its supply 
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chain.  Normative ethics may involve a lot of abstractions, but these are abstractions 
with very practical consequences.   

3.4.2.3     A Role for Metaethics? 

 Metaethics is the broadest and most complex of the three disciplines in ethics. It 
moves to an even more abstract or philosophical level by exploring whether the 
norms that aim to resolve an ethical dilemma are geared to economic, legal, and 
political realities, based on further analysis of what people mean when they use 
moral terms—as in praising moral virtues and condemning moral vices or in mak-
ing rules to encourage some forms of behavior and prohibit others.  One deep ques-
tion that gives rise to metaethics is understanding why, in specifi c situations, people 
have failed to act ethically.  As we have already seen, the practical aspect of this 
question takes us back to Laura Nash’s analysis of Type B problems and what 
resources virtue ethics can provide for overcoming them. But beyond the practical, 
inevitably, there is also a theoretical challenge to be confronted: What is human 
nature that it is so easily led astray from doing the right thing? And if our nature is 
warped in some way, is it reasonable to search for a remedy? If we are inclined to 
obscure the original goodness inherent in human nature and allow ourselves to 
become, like  xiaoren , morally stunted in ways that actually run contrary to our own 
best interests, must we conclude that goodness is an illusion and that the attempt to 
cultivate a genuine humanity in ourselves is meaningless? 

  Answering the questions raised by metaethics, as the word implies, takes us far 
beyond morality, into the broader existential concerns that animate the religious 
and spiritual traditions, of not only China but also the entire world . Though the 
visions animating them differ in details, the traditions of Daoism, Buddhism, 
Catholicism, Christianity, and Islam—just to mention the religions of China—all 
provide deep answers to the theoretical questions raised by metaethics, questions 
that each of us, when the time is right, must confront for ourselves. In the meantime, 
we content ourselves here with a more modest level of questioning. We note that 
one reason ethics often fails is because people reject norms as straightjackets 
designed to hinder businesses from making profi ts. But a person can always go 
further asking why this is so. Similarly, others attribute the failure of ethics to a 
growing obsession with one’s own prosperity. But what is it about prosperity—
which after all is related to the pursuit of happiness—that so easily turns it into an 
obsession? Can we learn to enjoy prosperity without becoming addicted to it? While 
such questions are not easily answered, this book is meant to demonstrate that there 
are answers that give us reasons to hope. The sages were not wrong in observing 
that there is a way ( dao )—or perhaps several good ways—to overcome the discrep-
ancy between reality and our aspirations toward goodness and happiness, to narrow 
the gap between what is the case and what ought to be the case. Metaethics makes 
us aware of this discrepancy and provides positive orientation to managing that gap 
in our own lives.    
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3.5     Conclusion: Between Ethics and Morality 

 Critical refl ection on the role of science in business ethics helps us understand the 
difference between morality and ethics, a difference that, as we have seen, depends 
on the context. Sometimes, they are the same. However, strictly speaking, they must 
be distinguished.  Morality refers to a range of practices, customs, and activities in 
a culture and the values that underlie them. Ethics is the study of morality. It is a 
systematic attempt to make sense of morality.  We speak, therefore, about business 
ethics, computer ethics, and marketing ethics, but not about computer morality or 
marketing morality, for morality is one, but the forms of ethics, as we have seen, are 
many. 

 In the Sanlu case study, we observed many things, among them, the moral sym-
pathy of ordinary people in Tian Wenhua’s village. They were inclined to defend her 
because she had been a source of pride and hope among villagers. Their expressions 
of sympathy were as far as their morality could take them in comprehending what 
had happened to Tian and why. Ethics informed by the sciences, however, enabled 
us to form a bigger and better picture of what was going on. Those who sentenced 
her to prison were not envious of her success. She had deliberately violated her 
responsibilities as CEO, and in her failure to act upon technical information whose 
practical consequences she should have understood, she endangered the health of 
thousands of innocent children and in a few instances contributed to their deaths. 
 The point of ethics is to bring clarity to cases where morality or common sense may 
only lead to confusion.  

 It is not always easy to identify a wrongdoing or the actions that responsible man-
agers might have taken to rectify the situation. Business activities usually occur in 
large organizations and involve many players. Given the pressures of a workplace, 
dilemmas continually emerge which must be solved in a limited amount of time. 
Ethics has to take into account many complex elements of a case and attempt to 
understand the dynamics inside specifi c groups before making any judgment. 
Nevertheless, the failure to act responsibly on the technical information available to 
managers and business leaders, as in the Sanlu case, has led to the collapse of many 
well-respected companies and has caused an enormous breakdown of trust in the 
marketplace. It is not yet clear what must be done to prevent similar tragedies. 
Regulation and laws alone will not bring change. We believe that honesty and 
decency must not be pushed aside in the drive to maximize profi ts. International busi-
ness ethics uses perspectives from all cultures to increase trust in the marketplace.     
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    Chapter 4   
 Moral Decision-Making in Business       

 “If you analyze facts from different angles, you will discover the 
benefi ts of fair play.” (Stephan Rothlin,  Eighteen Rules for 
Becoming a Top Notch Player , 2004) 

4.1                 Prelude 

 The complexity of a manager’s responsibilities to the fi rm’s various stakeholders 
requires an approach to moral decision-making which respects that complexity. The 
failure of the Pepsi Sichuan JV in China should open the readers’ eyes to the specifi c 
complexities involved in attempting to manage cross-culturally. When an opportu-
nity for cross-cultural collaboration breaks down, as when Pepsi’s international 
management discovered that their joint venture had been sabotaged by their partner 
in order to achieve his own business goals, how should managers respond? In order 
to learn all that one can from such disasters, a managerial decision-making model 
derived from Peter Drucker’s early work is presented with some modifi cations that 
allow the concerns of international business ethics to be well integrated into the 
decision-making process. International business ethics, then, takes one  further into 
the heart of managerial responsibility and not away from it.  

4.2     Case Study: Pepsi Sichuan, “A Marriage too Good 
to be True”? 

4.2.1     Abstract 

 When the joint venture (JV) between PepsiCo and its local partner in Sichuan broke 
down, many observers compared their relationship to an ill-fated marriage passing 
through various stages toward an inevitable failure. Initially described as a  marriage 
of convenience  or an  arranged marriage , it brought together two most unlikely 
 partners—with apparently asymmetrical ambitions. One was a major symbol of 
American capitalism and globalization, the beverage giant Pepsi-Cola. The other 
was the Sichuan Administration of Film, Radio and Television (SAFRT), a division 
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of the provincial government that had previously sought to protect its local beverage 
industry against foreign competition. 

 Unlikely as the partners were, the more remarkable was the venture’s early com-
mercial success: soon after the marriage was consummated, it must have seemed 
like an ideal match, a  marriage made in heaven.  Nevertheless, a mere 8 years after 
its founding, the JV had become a burden that allegedly hindered both partners’ 
businesses. By 2001, Pepsi China felt it had been “trapped in a  painful marriage  
with its local partner in Sichuan” (Liu  2006 ). The Sichuan partner, in turn, criticized 
Pepsi for its  polygamous attitude  evident, it seems, in Pepsi’s intent to treat the JV 
as merely one more addition to its list of more than 30 others all over China. In the 
course of their increasingly bitter dispute, both parties appealed to the local govern-
ment not so much to counsel but more often to coerce the other side. Once it became 
clear that the government would refuse to take sides against its Chinese partner, 
Pepsi decided that it stood to lose more from being tied up in a dysfunctional 
 marriage than from obtaining a divorce, which it eventually did through the interna-
tional arbitration tribunal in Stockholm. 

 As we shall see, the ultimate collapse of Pepsi Sichuan was not a direct result of 
poor economic performance, but increasing frustration on both sides with their part-
ners’ unrealistic expectations and indifference, if not contempt, toward each party’s 
perceived grievances. In what follows, our focus must be on what can be learned to 
avoid such an unhappy outcome. Could this marriage have been saved with a little 
more forethought based on a greater commitment to common standards of business 
ethics? In the 1990s and even today, many joint ventures in China have faced unex-
pected frustrations and challenges: what distinguishes the still successful JVs from 
those where the foreign party has long left China is not necessarily a better initial 
business plan but a better way of dealing with confl ict once it erupts, as it almost 
inevitably will.  

4.2.2     Keywords 

 Joint venture (JV), Carbonated soft drink (CSD), Franchise businesses, Contracts, 
Compromise.  

4.2.3     How and Why Pepsi First Came to China 

 In 1993, PepsiCo 1  and SAFRT signed a contract of association creating a joint 
 venture named “Pepsi Sichuan.” The new enterprise was integrated into the global 
Pepsi family and supply network through the trademark and concentrate contracts 
signed in 1994. According to the original agreement, PepsiCo got a 27 % ownership 

1   After 1995, PepsiCo is represented through Pepsi Investment (China) Limited (which will be 
referred to hereafter as Pepsi China). 
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stake and 17 % dividend [profi t] rights (Hsu  2007 ). By mid-1995, Pepsi China’s 
initial investments (including noninterest-bearing loans to Pepsi Sichuan) are esti-
mated to have totaled around USD $20 million. The contracts providing the concen-
trate supply also gave the JV access to the patents used in producing and bottling 
Pepsi beverages and allowed it to use Pepsi’s global trademark. In return, the 
Sichuan government agreed to invest two million RMB by mid-1995 and authorized 
the newly formed Sichuan Radio and Television Co. to appoint Pepsi Sichuan’s 
general manager, chairman of the board of directors, and three members of the 
board (Liu  2006 ). The nature and terms of this deal were unprecedented in Pepsi’s 
history in China and even highly unusual when compared to most JVs set up in 
China at the time: for one, the Chinese partner was a government agency and had no 
relevant expertise in the beverage industry. For another, although Pepsi China 
 contributed most of the equity (money, patents, brand, machinery), it only got a 
minority share of ownership and dividend rights. 

 In order to understand the terms of this arranged marriage, it is important to 
 recognize the challenges Pepsi faced, as well as the interests of the Sichuan govern-
ment and the  mei bo —the Chinese “aunt” who traditionally arranges marriages—who 
became the big boss at Pepsi Sichuan, Mr. Hu Fengxian. Expanding in China was of 
strategic importance for Pepsi, for it could be decisive in its global rivalry with 
Coke. But even in China, Coke had the advantage of being the fi rst mover and 
already dominated the carbonated soft drink (CSD) market in the southern coastal 
provinces that were the most advanced economically. Pepsi was thus forced to play 
catch-up. Key to its strategy was to go where Coke had not yet been active and win 
fi rst-mover advantage for itself. Thus, when serendipity happened and a Sichuan 
government offi cial—Mr. Hu—approached Pepsi, it saw a great opportunity open-
ing. If Pepsi wanted to challenge Coke’s overall market dominance in China, it 
couldn’t afford to let this one go by. Pepsi thus came to the negotiating table with an 
urgent need to succeed and a willingness to pay a high price. 

 The CSD market in Sichuan, as well as the government that regulated it, proved 
to be a hard nut for Pepsi to crack. Though clearly desiring economic development 
and innovation, the Sichuan government was also keen to protect the small local 
producers of soft drinks, as well as larger enterprises like Tianfu Cola. The govern-
ment then would let Pepsi in only if it could retain effective control over it. At this 
point the services on offer from Mr. Hu seemed indispensable. He could bring 
together both sides in a deal that would give Pepsi’s strategy a chance to succeed 
while promoting local business development in unprecedented ways. Indeed, as a 
gesture of goodwill, Pepsi promised to help the Sichuan government to develop 
various unrelated industries—silk production, for example, printing and dyeing 
industries, as well as farm products, processing, and trade, enterprises that had little 
or no connection to CSD marketing and production. Pepsi China even agreed to let 
the JV eventually develop a national soft drink brand of its own, though it stipulated 
that any such product development could not be allowed to grow beyond 15 % of 
the market share/sales volume of the leading Pepsi brands. 

 Commonly regarded as a major coup for both parties at the time, these 
 agreements would become the source of grievances that dogged the further course 
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of the JV partners’ relationship. In order to understand what happened and whether 
the grievances could have been addressed constructively, it is useful to distinguish 
two threads as the confl ict unfolds: fi rst, the cultural, economic, and structural 
issues involved in Pepsi Sichuan’s resistance to Pepsi China’s global business 
model and, second, the specifi c actions and attitudes of Mr. Hu, whose responses 
may be regarded as either a fl agrant violation of universal standards of business 
ethics or a heroic attempt to live by Chinese cultural values in an environment 
increasingly dominated by globalizing MNCs.  

4.2.4     “The Hu Factor” in the JV’s Initial Success and Early 
Signs of Trouble 

 The most controversial fi gure in this story is Hu Fengxian, whose initial role as a  mei 
bo  was soon cast off in order to become the groom in this arranged marriage. In 1987, 
while still a radio program manager at SAFRT, Mr. Hu fi rst approached Pepsi about 
its possible entry into the tightly regulated Sichuan market (Hsu  2007 : 13). In Hu’s 
estimation, the success of Pepsi Sichuan was largely his own, and later, he frequently 
referred to the company as his son. In three short years after its launch, the JV had 
achieved an average annual sales growth of 110 % while profi ts and taxable income 
rose by 88.2 % (Liu  2006 : 288). This growth refl ected the JV’s market position—it 
quickly earned a 47 % market share in Sichuan and was recognized as the top bever-
age brand by a clear majority of the local population (Du  2002 ). Pepsi was forging 
ahead of Coke in Sichuan—a rare achievement that led one commentator to declare, 
“Pepsi Sichuan … had created history” (Liu  2006 : 288). While there’s no denying 
that this success was largely “thanks to Hu and his team’s connections and business 
acumen” (Fernandez and Liu  2011 : 70), it is also important to recognize the synergy 
between the product’s distinctive taste and the way it was marketed in Sichuan. Pepsi 
earned a reputation for being more compatible than Coke with the hot pot dishes 
preferred by the local population. Pepsi Sichuan thus made great strides by promot-
ing its drinks in hotels and restaurants. An A.C. Nielsen survey confi rmed Pepsi’s 
popularity among young Chinese consumers, who identifi ed it as “the choice of a 
new generation,” with a taste that stimulated their “spirit of limitless aspiration.” 

 With such initial success, why did the relationship between the partners sour so 
quickly? Signs that something was wrong appeared as early as 1995—after the JV 
had been operating for barely more than a year. At that point Hu Fengxian abruptly 
reduced SAFRT’s pledged investment in the JV from RMB 2 million to a mere 
RMB 11,000. Apart from provoking outrage within the Sichuan government when 
it was discovered, this move left Pepsi signifi cantly puzzled and wary. Though Hu 
had been involved in the JV from the beginning, in Pepsi’s perspective, its partner 
was the Sichuan government, not an individual entrepreneur. This incident alerted 
Pepsi to be on guard for further irregularities, as they watched Hu seek to extend his 
personal control over Pepsi Sichuan. During the following year when the provincial 
government ordered Hu to restore SAFRT’s investment of RMB 2 million, Pepsi’s 
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fears were calmed, since the government’s action encouraged them to think that it 
would help them discipline Hu should the need arise in the future. 

 Pepsi soon had more serious reasons for worry. After committing another USD 
$2.5 million to acquire another 5 % of the dividend rights in the JV, Pepsi demanded 
a more rigorous scrutiny of Pepsi Sichuan’s accounting. According to Chinese law 
and the JV contract, Pepsi Sichuan should have reported regularly on its fi nancial 
position to all of its investors. Nevertheless, Pepsi Sichuan’s management, headed 
by Mr. Hu, blithely ignored this legal obligation, believing that his noteworthy 
 economic success, and the timely distribution of the profi ts he did claim, should 
suffi ce to satisfy Pepsi. Left in the dark about the true fi nancial results at Pepsi 
Sichuan and lacking much insight into Chinese accounting practices, Pepsi sought 
to enforce its presumed right to total transparency regarding the fi nancial status of 
its JV. Contrary to Hu’s expectations, due diligence and accurate accounting were 
just as important to Pepsi as economic success.  

4.2.5     The “Factory Gate” Incident 

 Eventually, the tensions over transparency and accounting practices erupted into the 
fi rst major clash between Pepsi and Hu: as stipulated in the JV contracts, Pepsi had 
agreed to reimburse many of the JV’s expenses, especially for local marketing 
 campaigns. However, Pepsi’s standard procedure for reimbursements involved 
 having the JV partner submit receipts for expenses. In the normal course of reviewing 
these, Pepsi accountants noticed major inconsistencies: the fi gures claimed by Pepsi 
Sichuan for construction expenses were often not documented with real invoices, and 
there seemed to be a suspicious pattern of double counting, that is, counting the same 
expense twice in different expense bundles. Hoping to verify the overall fi nancial 
status of Pepsi Sichuan, as well as seeking documentation for the expense claims, in 
1996, Pepsi’s board of directors sent a team of auditors to Pepsi Sichuan’s headquar-
ters in order to inspect bank accounts and to verify the expenses actually claimed. 
Much to the auditors’ surprise, their visit marked a turning point in the relationship 
between the JV partners: the auditors were refused entry at the factory gate and were 
not given access to any of Pepsi Sichuan’s account books (Hsu  2007 : 23). 

 Hu and his local managers simply refused to comply with the board’s instruc-
tions, with the apparent intent of showing Pepsi how little real control it had over the 
JV. Such action, to be sure, only intensifi ed Pepsi’s suspicions that the funds 
 allocated to Pepsi Sichuan had been misappropriated in order to pay for personal 
expenses (e.g., luxury cars, travel to Europe and New York, etc.) incurred by Mr. Hu 
and other members of his management team. 2  Once alerted to these irregularities, 
Pepsi made a further discovery about Hu’s conduct that eroded what was left of its 
trust in him. Pepsi discovered that in 1996 Hu and his team had faked two board 

2   This was offi cially recognized in an auditing report from the Sichuan Auditing Bureau: Auditing 
Report, Sichuan Auditing Bureau, 2002, Statement of Claim, exhibit 38, Pepsi Co (Hsu  2007 : 44). 
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meetings and produced corresponding minutes, in which they alleged that the board 
had authorized Pepsi Sichuan to extend its sales and distribution region into 
 territories that had clearly been allocated to another JV partner. Faced with such 
apparently egregious violations of basic business ethics, not to mention the terms of 
the contracts that had founded the JV, Pepsi asked the provincial government to 
conduct a thorough investigation.  

4.2.6     Pepsi’s Response: What to Do with Mr. Hu? 

 During the next 2 years, Pepsi watched in horror as Mr. Hu tried to usurp all execu-
tive authority within its increasingly successful JV. How then should Pepsi have 
responded? Given that Hu displayed what appeared to be astonishing ignorance of, 
if not actual contempt for, standard Western management practices, he seemed more 
and more ill suited for the position of general manager. Nevertheless, while such 
arbitrary behavior may seem typical of a strong Chinese leader in the minds of 
some, it hardly fi ts well within the worldview of today’s Western business corpora-
tions. From Pepsi’s perspective, the JV was much bigger than any one individual or 
the relationship the fi rm had cultivated with any one individual. Pepsi followed the 
conventional view according to which the JV was founded on a relationship between 
two legal persons (i.e., companies), of which the managers appointed were to be 
judged solely on the basis of their performance and thus were easily removable. 
Judging Mr. Hu as primarily responsible for the irregularities now emerging in an 
otherwise highly successful JV and considering any individual as replaceable for 
the sake of the corporation’s greater good, Pepsi regarded what to do about “the Hu 
factor” as both inevitable and straightforwardly obvious: Pepsi came to the conclu-
sion that it must ask the Sichuan government to remove Mr. Hu from his manage-
ment positions in Pepsi Sichuan. 

 However inevitable and obvious it may have seemed at Pepsi’s headquarters, this 
decision was bound to be controversial in China. One observer, who was employed 
by Pepsi Sichuan at the time, made this comment on how Mr. Hu and many other 
Chinese viewed his situation:

  Neither Pepsi Co people nor Mr. Hu were ready to work together culturally and ethically. 
Mr. Hu privately commented that he and his team had [made] some errors in the manage-
ment including accounting keeping, however, they made profi t and distributed the dividend 
to Pepsi Co in time…. What he did not understand at the start was the fact that his outstand-
ing performance in terms of output and quality of Pepsi drinks could not offset the blunders 
he had by faking some invoices and violating the fi nancial rules. (Hsu  2007 : 30) 

 Hu’s mistakes, in short, were relatively minor and should have been overlooked in 
light of Pepsi Sichuan’s dramatic success under his personal leadership. Hu appar-
ently felt that both Chinese culture and common sense would support his preferred 
self-understanding as a leader in the mold of the Great Helmsman—none other 
than Chairman Mao himself—whose bold initiatives were designed primarily to 
achieve China’s ambitious goals for economic and social development, while 
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 protecting the Chinese people from foreign domination. His success, in short, not 
only gave a good “face” to all patriotic Chinese, but it also conformed to the post-
revolutionary model of leadership that would do whatever it takes to succeed, espe-
cially in dealings with foreign partners. However self-serving Hu’s reasoning may 
have appeared to Pepsi’s executives, it clearly had signifi cant appeal among Hu’s 
former colleagues in the Sichuan provincial government for for whom there were 
clear limits to what they would or could do in response to Pepsi’s grievances against 
him.  

4.2.7     Pepsi’s Business Model at the Core of the Confl ict 

 The confl ict that sealed the fate of this “marriage of convenience,” however, cannot 
be reduced to a clash of incompatible personalities. Equally important are the 
accountability structures mandated by Pepsi’s universal business model and how 
these were perceived in China. Though it had enabled Pepsi’s global success, many 
including some of Pepsi’s Chinese partners felt that Pepsi’s so-called principles 
gave it unfair, monopoly-like advantages which it exploited extensively—so they 
feared—to control the operations of any one of its JVs and reserve the lion’s share 
of the profi ts for itself. Thus, many of the challenges Pepsi saw arising as early as 
1996 were directly linked to its business model—which, of course, provided the 
ultimate standard by which Pepsi judged and responded to its Sichuan partner. 

 In essence, Pepsi is a franchise business that relies on highly localized partner-
ships in order to produce and market its global brands. While local collaboration is 
indispensable for Pepsi’s global success, this leads to the immensely diffi cult chal-
lenge of maintaining discipline and retaining control over all of Pepsi’s global oper-
ations or licensed partners. If only one of its local partners fails to meet the high 
quality standards (even producing an output just vaguely “different”), the repercus-
sions for Pepsi are not confi ned to the country where it occurred but are potentially 
devastating on a global scale. Similarly, any local marketing strategy needs to 
 conform to the core Pepsi brand identity. Thus, when sharing its two core assets—
the ability to produce and bottle a beverage with the unique Pepsi taste and the use 
of its global trademarks—with hundreds of organizations worldwide, Pepsi needs to 
ensure that none of its partners can suddenly break away and start producing “Pepsi” 
on its own. 

 The Pepsi business model is thus designed so that Pepsi’s control over its 
 independent and semi-independent partners increases wherever its business is most 
vulnerable. Pepsi protects its secret formula, for example, by producing Pepsi con-
centrate in local factories that it wholly owns and exclusively controls. Local fran-
chisees bottling Pepsi products must buy the concentrate from Pepsi and mix it in a 
standardized process designed to guarantee uniform quality and taste. Given the 
need to ensure high quality and consistency in its products, Pepsi provides bottlers 
with detailed instructions and technical specifi cations, mandating everything from 
the proper water-sugar-concentrate mix, to the machines to be used in mixing and 
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bottling operations, to the designs and specifi c suppliers of the bottles and cans. In 
each of these areas, Pepsi understandably must maintain strict compliance among 
all its franchisees. It is also important to note that as Pepsi generally sets up many 
bottlers, it must prevent these different local partners from competing with each 
other. Thus, Pepsi generally assigns specifi c sales regions in each country and 
strictly enforces the agreements made by its local partners to refrain from encroach-
ing in territories assigned to others. 

 Given Pepsi’s business model, it should be clear why the unsettling events of 
1996 seemed to require more than just Hu’s removal. Indeed, when fi rst alerted to 
the full extent of Hu’s misconduct, Pepsi not only complained to the local govern-
ment but also threatened to stop supplying concentrate to Pepsi Sichuan. That same 
year, Hu ordered Pepsi Sichuan to expand beyond its designated sales region, a 
violation of the JV contracts that could not be ignored by Pepsi’s other partners in 
China. While none of them dared to be as openly defi ant as Hu, there was a group 
of four so-called rebellious bottlers (including Pepsi Sichuan) among the 14 Pepsi 
bottlers in China. While Pepsi held a controlling stake of 50 % or more in each of 
the three other “rebels” (Shanghai, Nanjing, and Wuhan), in none of them did it 
exercise full and effective operational control (Liu  2006 : 288). Even among the 
remaining ten bottlers, clandestine efforts to encroach upon the other bottlers’ sales 
regions began to surface. Over and above the challenge of fi nding a better way of 
disciplining Hu (after withholding concentrate had proven ineffective), Pepsi had to 
come up with a standardized response to various malpractices among its bottlers in 
order to protect its business model. 

 Pepsi therefore set up a so-called Bottler’s Association (PCBA) in 1996, with all 
14 bottlers joining voluntarily. These agreed—under Pepsi’s direction—not to 
transship into each other’s territories. If such behavior occurred, it would be reported 
to the Bottler’s Association, which would determine a compensation for the bottler 
whose business was hurt, payable as punishment by the bottler who had broken the 
agreement. Pepsi’s participation was crucial, since the payment balances between 
bottlers were settled through increases and decreases in its concentrate prices. In the 
following years, Pepsi Sichuan kept breaking the promises it had given Pepsi and 
the other bottlers and thus saw the price it had to pay for the concentrate rise 
accordingly. 

 Mr. Hu regarded the PCBA as an unwarranted interference into his and the other 
bottlers’ operations. Soon, he was rallying the other “rebellious bottlers” within the 
PCBA in opposition to the Pepsi business model. This may have come as a surprise 
to Pepsi, since the PCBA was intended as a vehicle for “self-disciplining” the bot-
tlers. Pepsi believed it would relieve it of the vastly unpopular task of disciplining 
each bottler individually. Mr. Hu, however, exploited the bottlers’ uneasiness about 
the PCBA in order to denounce Pepsi’s “unfair monopoly advantages.” By resigning 
unilaterally from the association on April 30, 1999, while continuing cooperation 
with Pepsi in bottling and distributing its products, Hu showed the other bottlers that 
Pepsi’s exploitation of its alleged monopoly position could be challenged. Later, in 
2001, Hu and Pepsi Sichuan arranged a secret meeting attended by all 14 bottlers in 
order to coordinate resistance against what he regarded as the unfair advantages of 
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Pepsi’s business model, in particular its power to increase concentrate prices 
unilaterally. 

 Confi rming Hu’s success in rallying the different bottlers, in 2002, they com-
plained collectively to the government that the BA was an illegal, coercive organiza-
tion and successfully requested that it be outlawed. Although Pepsi China in 
response set up an alternative, legal organization that same month, the potential 
threat was considered serious. The bottlers’ dissatisfaction with Pepsi’s business 
principles and practices focused on two main points: Pepsi’s power to interfere in 
the operations of the bottlers and the perception that Pepsi, accordingly, could 
 unilaterally determine its own and the bottlers’ profi ts as well. An incident that 
intensifi ed both these grievances was Pepsi’s directive in 2000 that bottlers must use 
bottles from the one supplier that it would designate for China as a whole. Pepsi 
Sichuan claimed that not being able to use an alternative supplier increased its 
 production costs by RMB 7.7 million (Liu  2006 : 48). Understandably, Pepsi’s deci-
sion reinforced the feeling that its bottlers had little freedom to make independent 
entrepreneurial decisions in their own markets.  

4.2.8     Hopes Dashed for Saving Pepsi Sichuan 

 In August 2000, Pepsi learned that the ownership of the Sichuan stake in the JV had 
been changed once again. At that time the Sichuan State Asset Management Bureau 
designated Sichuan Yunlv as the appropriate holding company for its ownership 
stake. Far from diluting Mr. Hu’s control over Pepsi Sichuan, this move gave Hu 
more independence to act (Liu  2006 : 293). Any hopes that Pepsi harbored that the 
Sichuan government might reign him in were dashed, when it realized that Hu 
would not only not be removed but, now fi rmly entrenched in Sichuan Yunlv, was 
likely to step up his resistance. Predictably, in 2001, Hu rejected out of hand Pepsi’s 
proposal to acquire a 50 % ownership stake in the JV, giving it direct control over its 
operations. 

 Hu’s own expectations centered primarily on one important promise that PepsiCo 
had made in the initial agreement, namely, to assist Pepsi Sichuan in developing and 
marketing a new drink, in addition to Pepsi’s existing brands. Hu’s ambition was 
understandable—submitting himself to Pepsi’s principles only made sense to him in 
order to acquire the technical expertise necessary to develop his own national brand. 
Once the honeymoon was over between the JV partners, it became ever more 
 apparent why this project was unacceptable to Pepsi, even as it remained essential 
for Hu. Enabling Pepsi Sichuan to develop its own brand would have required sig-
nifi cant trust, yet Pepsi had learned not to trust Hu. Given the many breaches in the 
agreements establishing the JV, how could Pepsi make sure that he wouldn’t use—
without authorization—Pepsi’s proprietary designs and trademarks? It was already 
clear that Hu intended to use the production facilities and infrastructure that had 
been funded by Pepsi’s initial investment. So how could Pepsi be sure that Hu’s new 
drink wouldn’t compete directly with the Pepsi brands? 
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 When pressed for the expected reassurances, Hu openly admitted why Pepsi 
would be put off by such a project: “Compared with Cola [that is, Pepsi Cola], the 
new beverage can fully utilize local resources to reduce costs. It will be more profi t-
able than Cola. However, Pepsi China will be unhappy in that we needn’t purchase 
concentrate from Guangzhou Pepsi for the new beverage” (Liu  2006 : 294). 
Nevertheless, from Hu’s perspective, the new drink project would liberate Sichuan 
Yunlv from its vulnerability to Pepsi’s alleged monopoly. As with the other griev-
ances, the parties continued to struggle without fi nding a mutually acceptable reso-
lution. Every year since 1997, Pepsi routinely turned down Hu’s proposals, claiming 
it was inopportune for one reason or another. Understandably, Hu must have felt that 
the marriage he had contracted with Pepsi had not only turned out to be painful, but 
also unfruitful. 3  From his perspective, Pepsi was consistently using the principles of 
its business model to further its own narrow interests. Returning from a board meet-
ing with Pepsi executives on August 3, 2001, where he had for the fourth time been 
told to wait for Pepsi’s approval, he told reporters that the Pepsi Sichuan would go 
ahead with introducing its own national brand, pointing out that the objections raised 
by Pepsi executives represented only the JV’s minority stakeholder’s opinion. 

 At this stage, Pepsi China was preparing to take unilateral action of its own, 
entering an arbitration process that was the equivalent of fi ling for divorce. What 
hindered Pepsi from seeking a divorce much earlier was its realization of the 
dilemma it faced in Sichuan and China. Here is how one analyst described it:

  A break-up with its partner was bound to undermine its advantage over Coke in Sichuan, 
but a continuation of this relationship could have dire consequences. Not only that, the 
internal confl ict could also affect Pepsi’s overall image in China. Another concern was the 
reaction of other bottlers. A new round of negotiations with the bottlers could create a dent 
in Pepsi’s potential profi ts. Pepsi China had only two options: to terminate its cooperation 
with Sichuan Yunlv and fi nd another partner or go alone. However, neither of the options 
seemed promising. It was quite challenging to fi nd a trustworthy partner; a weak partner 
could endanger Pepsi’s long-term advantage in Sichuan, while a strong partner could prove 
to pose another problem. If Pepsi chose to go alone, it would defi nitely need to build the 
sales networks from scratch and that will require huge investments. (Liu  2006 : 298) 

 Sichuan Yunlv, on the other hand, apparently remained blind to the impact that its 
actions would have upon its JV partner. It seems to have considered its escalating 
quarrels with Pepsi as nothing more than a form of business bluffi ng that both sides 
would ultimately set aside at the negotiation table. From Yunlv’s perspective, the 
fi nancial benefi ts of cooperation were too good to give up over matters of principle. 
Indeed, after giving Pepsi every indication that Hu would not comply with Pepsi’s 
business principles, Qu Zhidi, vice general manager of Sichuan Yunlv, announced, 
“We [Sichuan Yunlv] hope the cooperation will survive and develop. We hope they 

3   Hu’s frustrations were often well founded. Previously, he had correctly predicted the market 
potential of a bottled water beverage. But with his proposals for exploiting this opportunity rou-
tinely rejected, he had to watch from the sidelines as such a product enjoyed explosive growth, 
becoming by 2000 the best-selling beverage in China with a 37 % overall market share. By 2001, 
the sales of bottled water had overtaken the combined market share of all CSDs in China (Liu 
 2006 : 283). 
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[PepsiCo] will come back to the negotiating table and help the joint venture sur-
vive” (Taipei Times  2002 : 2). 

 Assuming that both parties would somehow muddle through, Hu continued to 
take actions that could only provoke Pepsi China still further. In a fi nal move dem-
onstrating that Pepsi had lost control over the JV’s operations entirely, Pepsi Sichuan 
chose not to honor the original contractual agreement that called for its management 
to resign on January 31, 2001, and the partners to reappoint jointly a new manage-
ment team. Pepsi insisted that this agreement be honored and, when it was not, 
claimed that the incumbent management was illegal as of February 1. Pepsi’s pro-
test was simply ignored by Pepsi Sichuan and Yunlv. 

 Having long lost any trust in its JV partner and having little hope that the Sichuan 
provincial government would protect its interests, in 2003, Pepsi fi led for arbitration 
with the intention of dissolving the joint venture. During November 2004, the two 
sides met with arbitrators in Stockholm, bringing to light much of the “dirty laun-
dry” marring their 10-year marriage, while failing to acknowledge their own wrong-
doing and any legitimacy to the other partner’s grievances. Given the seemingly 
irreparable state of the relationship, the arbitration committee granted Pepsi’s 
request in 2005 for the corporate equivalent of divorce. This, however, was not to be 
the last chapter in the Pepsi Sichuan story: the implementation in the Chinese courts 
of the Stockholm arbitration settlement dragged on for a while longer, as Mr. Hu 
sought to use his infl uence to extract more favorable terms. In the end, both partners 
lost out fi nancially. Coke achieved a higher market share in Chengdu than Pepsi and 
seemed well on the way to winning the “Cola Wars” throughout China.  

4.2.9     Conclusion 

 In retrospect, the breakdown of Pepsi Sichuan occurred because Pepsi’s business 
model turned out to be completely contrary to Hu Fengxian’s ideas regarding what 
it meant to own and operate a business. Hu was particularly irritated by the fact that 
Pepsi could at any time enforce its intentions by withholding concentrate or with-
drawing trademarks, the lifelines of any franchisee. The mere possibility of such 
retaliation Hu considered an act of blackmail, arguing that Pepsi’s monopoly over 
its own products and trademark was contrary to fair competition laws and princi-
ples. According to Hu, Pepsi was “playing both athlete and judge” (Liu  2006 : 297) 
in what he came to regard as a game that had been rigged against him. In typical 
producer-supplier relationships, he argued, the supplier has no privileged access to 
its customer’s fi nancial status and profi t margins. Yet Pepsi demanded a full account-
ing of Pepsi Sichuan’s fi nances. Hu assumed that Pepsi would use this information 
to extract as much revenue as possible from its JV partner. Beyond his seemingly 
zero-sum attitude toward the distribution of the JV’s profi ts, Hu accused Pepsi of 
acting unfairly, and contrary to their agreements, by seeking to undermine his mana-
gerial authority wherever possible. 
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 At the core of all of Mr. Hu’s grievances, then, was his feeling that Pepsi was 
deliberately seeking to deprive him of the rewards of his extraordinarily successful 
entrepreneurship. Once frustrated by Pepsi’s business model, he felt justifi ed in 
 acting unilaterally—and in breach of his previous agreements—in order to achieve 
his goals. Pepsi, on the other hand, had made many promises to Hu and the Sichuan 
government that it could not fulfi ll—it should have realized—without jeopardizing 
its global business model. Even if the necessities of running a global franchise 
 business did not allow room for modifying its business model, could Pepsi have 
done a better job of explaining its business model and honestly disclosing its many 
practical implications, positive as well as negative? 

 The failure to establish and maintain transparency and mutual trust in the man-
agement of their JV eventually led to corporate divorce and the negative economic 
consequences that usually follow a divorce. In order to learn from their failure as it 
unfolded, we investigated the terms of their association and each side’s interpreta-
tion of what had been promised by the other. Their mutual regret over a marriage 
“too good to be true” could only have been avoided had both parties been able to 
understand their cultural differences and the resulting differences in their ambitions 
and ideas about how to do business. Apparently unwilling or unable to refl ect on 
such matters, both partners silently and surreptitiously reached for greater control 
over both the decision-making and the profi ts from the JV. Both partners became 
increasingly strident in asserting their claims to what they considered their fair 
share, culminating fi nally in serious accusations that could only be resolved through 
a bitter divorce. As with all such marital breakdowns, we are left to wonder: could 
it have been different? What can we learn from the failure of the Pepsi Sichuan JV?   

4.3     Case Study Discussion 

 Characterizing Pepsi Sichuan as an “arranged marriage” or “marriage of conve-
nience” may help to shed light on the cultural differences that separated the expecta-
tions of its two partners. But since such descriptions may not resonate very well 
with romantic Western notions about marriage—as an exclusive, monogamous rela-
tionship of virtually eternal signifi cance, based on mutual love—it may be useful to 
recall that Pepsi Sichuan was just a business. As one observer tersely summarized 
the situation, “The joint venture owned by Pepsi Co and the Sichuan TV Bureau, 
seemingly very different organizations in nature, was set up in Chengdu, as an 
exchange of interest” (Hsu  2007 : 12). It wasn’t really a marriage in any sense of the 
word. Nevertheless, the marriage metaphor allows us to explore the emotional 
intensity that informed their responses to each other’s actions. The clash of cultures 
that was played out in their relationship apparently reveals very different attitudes 
toward honoring moral and contractual obligations, toward anticipating the needs of 
one’s partner and responding to them on a good faith basis, and fi nally toward the 
vexing question of what one or the other partner should or shouldn’t do when these 
expectations are either ignored or unilaterally repudiated. We are left to consider 
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whether there is a role for international business ethics in addressing these 
 revelations and whether a shared commitment to ethical principles might have 
helped restore the partners’ capacity for mutual understanding and accommodation. 
However you regard the JV, either as a marriage or simply as a business proposition, 
could adhering to the basic principles of international business ethics have saved 
their relationship? 

 Attempting to step back from their messy divorce in order to fi nd a teachable 
moment in it, we think it clear that the JV partners both hoped for a very big success. 
Both wanted their JV to become a top-notch player in the Chinese CSD market. Hu 
and his backers in Sichuan wanted to develop a new national brand that would 
dominate China’s markets, while Pepsi hoped to use its opportunity in Sichuan to 
undermine Coke’s dominance worldwide. In signing the contracts that brought 
Pepsi Sichuan into existence, both sides should have not only been aware of each 
others’ goals but also agreed on how they were to achieve them. But as we have 
seen, in their rush to get into bed together, both parties seemed blind to each other’s 
real desires. By establishing a JV intended to be its distributor for Sichuan, Pepsi 
thought it was entering into its standard franchise agreement with a local bottler. 
Hu, on the other hand, apparently thought he was using both Pepsi and the Sichuan 
government to set himself up as one of the great entrepreneurs of China. Not only 
was Pepsi not to be respected as the groom in this arranged marriage; it wasn’t even 
to be honored as an equal business partner. When asked to justify his aggressive 
actions resisting Pepsi’s business plan, Hu usually dismissed Pepsi as, at best, a 
minority shareholder or merely a supplier of raw materials to his beverage company. 
From his perspective, Pepsi was interfering with his entrepreneurship, trying to 
deprive him of his fair share—the lion’s share—of the profi ts, while restricting his 
freedom to expand his operations in response to new opportunities. 

 Hu’s assumptions, however, ran entirely contrary not only to Pepsi’s business 
plan for its local franchisees but also to the contracts that he had signed with Pepsi. 
Hu felt justifi ed in violating these, because in his view Pepsi had already reneged on 
key promises made to his company. One manager sympathetic to Pepsi’s growing 
frustration—which reached its peak in response to Pepsi Sichuan’s decision to 
launch its own national brand unilaterally—characterized Hu’s actions as aggra-
vated adultery: “How,” he complained on Pepsi’s behalf, “can a husband allow his 
wife to fi nd a new lover?” (Liu  2006 : 295). Such moralistic rhetoric inevitably 
reveals an ethical undercurrent to the grievances harbored on both sides. The ten-
sions between the JV partners had become not only polarized but also personalized. 
Each accused the other of breaching the promises upon which the JV was founded. 
The only real question in their morality play was who was guilty of committing 
adultery fi rst? Who was more fl agrant in violating the promises they had made to 
each other? 

 Neither international business ethics nor classical Confucian culture is much 
interested in trying to determine who is the worst offender in this “painful  marriage.” 
Moralistic rhetoric may occasionally comfort those who consider themselves the 
injured or offended party, but “playing blame game” could neither save the JV nor 
provide observers like ourselves with useful lessons for the future. In terms of the 
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categories outlined in previous chapters in this book, we see both parties accusing 
each other of creating Type B problems, that is, each was convinced that the other 
deliberately engaged in actions that were fl agrantly immoral. Of course, in order to 
verify their accusations, we would have to ask, by what standards were they acting 
immorally? 

 Judged by the standards of international business ethics, Pepsi’s refusal to fol-
low through promptly on its promise to assist Pepsi Sichuan in developing a national 
brand of its own is surely questionable. For even in Western moral philosophy, it is 
commonly recognized that “justice delayed is justice denied.” If Pepsi’s top man-
agement routinely refused to implement his request, it is understandable that Hu 
would conclude that Pepsi had no intention of keeping its promises—surely a major 
Type B problem, by standards of international business ethics. On the other hand, 
Hu’s various refusals to honor the terms of the original JV contracts, his defi ant 
responses to Pepsi’s various demands for transparency in fi nancial matters big and 
small, and his attempts to organize a nationwide revolt against Pepsi within the 
PCBA, judged by the standards of Western moral philosophy, were clearly 
 symptomatic of a Type B problem even larger than Pepsi’s own. Viewing his con-
duct from their own perspective, Pepsi could only have concluded that Hu, alas, was 
incapable of recognizing any moral obligations in the relationship with this 
JV partner. 

 At the beginning of this chapter, we quoted one of Rothlin’s rules for becoming 
a top-notch player, namely, “If you analyze facts from different angles, you will 
discover the benefi ts of fair play.” In light of what happened to Pepsi Sichuan, per-
haps now we can appreciate the need for investigating all the angles. If Western 
moral philosophy provides one angle for determining the ethical issues in the Pepsi 
Sichuan case, are there other angles? Would Chinese moral philosophy lend support 
to Hu’s way of doing business with Pepsi? By now we should be prepared to admit 
that the answer to this question is complicated. There are some observers who think 
that classical Confucian and Daoist teachings recognize “no ethical duties… beyond 
the familial context other than to maintain social harmony” (Humphrey  2008 : 25; 
Haley et al.  2004 ). If this were true, then any foreign business seeking to establish a 
JV in China would have to be prepared to cope with a cultural environment in which 
relying on mutually acknowledged ethical responsibilities is not only unrealistic but 
counterproductive as well. Absent any guarantee that the rule of law will be impar-
tially enforced by the government, and enjoying at best only the weak form of 
 guanxi  that may result from participating in the drinking rituals that usually occur 
in Chinese banquets, foreign businesses would be well advised to forego any hopes 
of creating mutually profi table JVs with prospective partners in China. 

 We do not subscribe to this “once burnt, twice sorry” view of doing business in 
China. As the discussion in a previous chapter on Chinese virtue ethics should make 
clear, the teachings of Confucius, Mencius, and Mozi identify moral excellence 
with a universal respect for moral obligations. Even if the history of modern China—
particularly after the campaign against “the Four Olds” ( ; pinyin:  sì jiù ), during 
the Cultural Revolution (1966–1969)—served to undermine if not obliterate these 
traditions, the fact is that signifi cant efforts are underway to restore their moral 
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authority and extend their meaning to address the challenges arising in China’s 
 current era of economic and social reform (Cheng and Liu  2010 ). Though an entre-
preneur like Hu Fengxian may be excused for lacking an appreciation of Chinese 
virtue ethics, it would be a mistake to assume that his actions are an authentic 
expression of Chinese culture, rather than symptomatic of its weakened condition. 
From whatever angle we view the fate of Pepsi Sichuan, it appears that both partners 
were involved in serious Type B moral problems. Our task, then, is not to vindicate 
one or the other side, but to address the Type A problem that is apparent in their 
mutual disregard. When both parties are in the wrong, how can we move on to make 
anything right?  

4.4     Ethical Refl ection 

4.4.1     From Role Models to Moral Decision-Making Models 

 Whatever his merits as a  mei bo  or even as an entrepreneur, Hu Fengxian is not 
likely to be honored as a role model for moral excellence among Chinese business 
men and women. We know nothing of Hu’s personal life, whether his family would 
regard him as a fi lial son, faithful husband, loving father, or trusted friend. But even 
if he were exemplary in all of these and were generous with his wealth, a true dis-
ciple of Confucius would have to admit that when it came to his business dealings 
with his JV partner, Hu was just another  xiăorén . In Confucian tradition, an exem-
plary moral leader, a  jūnz   ( ), must keep his promises and strive to achieve 
results that demonstrate benevolence to all concerned. The four basic Confucian 
virtues—humanity ( ren ), righteousness ( yi ), ritual propriety ( li ), and wisdom 
( zhi )—are all implicitly universal. Only a  xiăorén  would assume that benevolence 
applies only to family members and others with whom one has personal relation-
ships (Chinese, ; pinyin,  guanxi ). The teachings of Mozi, as we have seen, are 
even more explicit. As we learned in Chapter 2, his ideal of impartial care ( jiān ài ) 
proscribes bad behavior toward any human being. All are to be treated with the 
same degree of care, regardless of personal relationships or lack thereof. 

 Nevertheless, in the protracted struggle for survival that continues to shape con-
temporary Chinese morality, some may regard Hu as a great leader, precisely 
because he refuses to accept the limits unfairly imposed upon him by his foreign 
partner. When, in Hu’s view, that partner has already broken its promises to him, it 
is entirely appropriate for him to respond in kind. When their relationship has dete-
riorated into the corporate equivalent of war, Hu felt entirely justifi ed to treat Pepsi 
as the enemy, using anything he could to defeat it. But does Hu have a correct under-
standing of his relationship with Pepsi? By the same token, if you were part of 
Pepsi’s management team, how would you have interpreted Hu’s behavior and 
responded to it? Would you allow your fi rm to be drawn into a war with your recal-
citrant JV partner? At what point, if any, would you have demanded the same kind 
of arbitration process in Stockholm that Pepsi demanded in order to extricate itself 
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from its failed marriage? Could anything have been done to prevent a divorce, or 
would any other policy have merely delayed the inevitable? Would you have done 
any differently? 

 Answering such questions shifts our focus from the Type B problems involved in 
willful and complete moral failure to Type A problems where what to do is uncer-
tain. If we follow Rothlin’s rule and analyze the facts from many angles, our level 
of uncertainty about what to do is likely to increase, at least temporarily. We learn 
to exercise caution, because our moral passions may prompt us to become one sided 
in our views and thus less able to arrive at a solution that achieves the benefi ts of fair 
play for all concerned. But fair play for all concerned requires us to deepen our 
understanding of the ways in which moral considerations can be integrated into 
good managerial practices. Shifting our focus from role models to models of moral 
decision-making in business, we will introduce a comprehensive framework for 
managerial decision-making that has demonstrated its effectiveness for practicing 
business ethics over many years, and then we will go further into three interrelated 
methods of deepening our understanding of how ethical analysis may improve our 
capacities for understanding moral issues from many different angles. 

 Peter Drucker’s 1954 classic,  The Practice of Management , identifi es “fi ve dis-
tinct phases” to managerial decision-making: “Defi ning the problem; analyzing the 
problem; developing alternate solutions; deciding upon the best solution; converting 
the decision into effective action” (Drucker  1986 : 353). While these fi ve phases may 
seem to be merely a systematization of common sense, it is Drucker’s specifi c com-
ments on each that open the way toward managerial effectiveness. Step 1, defi ning 
the problem, for example, means fi nding “the critical factor”—that is, “the element 
(or elements) in the situation that has to be changed before anything else can be 
changed”—and not merely reacting to various “symptoms” of it (Ibid: 354). Step 2, 
analyzing the problem may require several attempts to discover what the real prob-
lem is, and the analysis must identify not only the critical factor but also the condi-
tions and objectives for its solution (Ibid: 356). Analyzing the problem thus means 
identifying the resources for a solution. The point is not necessarily to gather all 
possible facts about the problem, but to ask, “What information do I need for this 
particular decision?” (Ibid: 358). In the real world, as Drucker observes, “most deci-
sions have to be based on incomplete knowledge—either because the information is 
not available or because it would cost too much in time and money to get it” (Ibid: 
359). The point is to “know what information is lacking in order to judge how much 
of a risk the decision involves” as well as to judge how much fl exibility may be 
needed once the decision is implemented. Drucker thus is recommending a trial-
and- error approach, adapted from the canons of “scientifi c method” (Ibid: 361), 
which may require repeated experiment with the fi rst two phases until an analysis 
that actually opens a path toward a solution is achieved. 

 Drucker’s Step 3, developing alternative solutions, highlights the role of imagi-
nation in managerial decision-making. Deliberately exploring a full range of alter-
natives enables managers to avoid “falling into the trap of a false ‘either-or’” (Ibid: 
359). One alternative that must always be considered is “taking no action at all” 
(Ibid: 361). Because all alternative solutions involve interventions of one sort or 
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another, Step 4 focuses on choosing the best solution. The best solution is the one 
that is consistent with the business’ objectives, the available resources, time con-
straints, and other factors. Step 5 is making the decision effective. While this 
involves effective communication, Drucker warns against “selling” the solution, as 
if the task were merely to persuade the others involved to “buy” it. Instead, they 
must be led to “make it their own” (Ibid: 364). His reasoning bears repeating:

  The manager who ‘makes’ the decision…defi nes the problem. He sets the objectives and 
spells out the rules. He classifi es the decision and assembles the information. He fi nds the 
alternative solutions, exercises judgment and picks the best. But for the solution to become 
a decision, action is needed. And that the decision-making manager cannot supply. He can 
only communicate to others what they ought to be doing and motivate them to do it. And 
only as they take the right action is the decision actually made. (Ibid: 364) 

 At the core of managerial decision-making, then, is the challenge of getting  others 
to take the right action. But how do ethical considerations surface in the fi ve steps 
of Drucker’s decision-making process? 

 While business ethics is relevant for understanding each of the Drucker’s phases, 
let us observe some specifi c points where moral considerations should be made 
explicit without distorting Drucker’s model or losing its focus on business manage-
ment. One aspect of “defi ning the problem” is to ask whether it is, at fi rst sight, an 
ethical problem. Not all managerial problems involve violations of the basic norms 
of business ethics or confl icts among various moral beliefs, priorities, and values. 
But if a reasonable person detects either a Type A or a Type B problem in the situ-
ation, then recognizing it as such is an important step toward identifying the critical 
factor that must be changed in order to create an effective solution. If an ethical 
problem is indicated, “analyzing the problem” ought to include making an  inventory 
of ethical resources for resolving it, including structures of corporate and personal 
accountability. An inventory of these, as a part of any managerial decision-making 
process, will highlight the signifi cance of relevant business law, government regu-
lations, corporate codes of ethics, company policy manuals with ethical implica-
tions, and public opinion, as well as the manager’s personal moral convictions and 
the moral common sense of the people who must take action in this situation. 
“Analyzing the problem” will not only inventory these resources but also make an 
assessment of which ones are likely to create the most effective leverage for mak-
ing the right decision. 

 As an exercise in imagination, “developing alternative solutions” involves brain-
storming the broadest possible range of solutions, including the alternative of doing 
nothing. Moral and immoral, legal and illegal, and serious as well as silly solutions 
ought to be represented in this range. Examining all of them will help bring moral 
clarity not only to understanding the problem but also point toward the best  solution. 
We suggest, therefore, adding a step to Drucker’s model, by which moral clarity can 
be assured: “eliminate the sleaze.” Sleaze is Chicago-style street slang for anything 
that is low or underhanded and dishonest or immoral. In our context, “sleaze” is the 
category used to identify any of the alternative solutions that fall below the stan-
dards highlighted in the inventory of ethical resources produced in response to this 
problem. If everything sleazy is eliminated in this phase, then the manager can 
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proceed with confi dence to choose from among the remaining alternatives the 
 solution that makes the most business sense. Once an ethical moment has been inte-
grated into the decision-making process, the manager can be confi dent that his or 
her business judgment on the best solution will also be a moral decision preserving 
or enhancing the ethical integrity of the fi rm. He or she won’t be in the awkward 
position of trying to “sell” business ethics to his or her colleagues and subordinates, 
because the best solution will already be consistent with the relevant standards of 
business ethics. 

 Of course, there will be unusual situations when there are no good solutions and 
when acting consistently with the ethical norms identifi ed in “analyzing the 
 problem” may seem impossible for one reason or another. We believe that even in 
business, such situations are the exception rather than the rule. Nevertheless, moral 
philosophers have pointed out various ways of acting responsibly in these excep-
tional circumstances. There are maxims such as “choose the lesser of two evils” or 
“always err on the side of safety.” In order to understand such advice and how it may 
further the integration of business ethics into managerial decision-making, we must 
now dig a little deeper into the practical implications of analytic moral philosophy. 
In Chapter 3, we learned that ethical theory is divided into three parts: descriptive 
ethics, normative ethics, and metaethics. In order to clarify what ought to be done in 
a particular situation, as in normative ethics, analytic moral philosophy has devel-
oped three methods of analysis: the deontological method, the utilitarian method, 
and the method of applying justice. While both Chinese and Western traditions 
highly value the insights underlying all of these three methods, their formal 
 elaboration has occurred primarily in the context of modern post-Enlightenment 
European philosophy.  

4.4.2     The Deontological, or Duty-Based, Method 

 This approach refl ects the conclusions of the German philosopher Immanuel Kant 
(1704–1804 CE) whose  Critique of Practical Reason  (1788) explains why human 
actions must basically have a universal character and should respect people as ends 
and not only as means. Respect for persons, as understood by Kant, echoes Mozi’s 
notion of impartial care ( jiān ài ), while also identifying it as a moral imperative that 
is universally obligatory on all human beings. Respecting the norms that are derived 
from this categorical imperative helps to clarify and strengthen our respect for per-
sons. Mozi himself associates this imperative with the will of Heaven: “To accord 
with Heaven’s will is to take right as the governing standard. To oppose Heaven’s 
will is to take force as the governing standard” (Ivanhoe and Van Norden  2001 : 93). 
He also compares the will of Heaven to a geometrical instrument, in contrast to a 
balance: “I hold to the will of Heaven as a wheelwright holds to his compass and a 
carpenter to his square…. I measure them with the clearest standard in the world” 
(Ibid.: 93–94). The sense of moral duty, recognized in a well-formed conscience 
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capable of caring for others impartially, provides the basis for deontological ethics. 
We suggest that this standard can be applied to the challenges faced by business 
managers by following these steps: 

 Steps of the Deontological Method

    1.    Clearly state the action to be evaluated, making sure that all the relevant perspec-
tives are taken into account.   

   2.    Determine whether the action can be linked with some generally acknowledged 
attitude such as not to kill, lie, or steal.   

   3.    Study the morality of the action with two criteria:

    (a)    Does the action respect people as ends and not just as means only? If so, on 
fi rst sight the action is moral; if not, then the action is immoral.   

   (b)    Does this action mean that all rational people would approve of it and rec-
ommend that all others act similarly, in similar situations? If so, on fi rst sight 
the action is moral; if not, then the action is immoral.       

   4.    If the action is considered moral, decide whether it confl icts with other duties or 
obligations and whether the confl icting duties or obligations can all be fulfi lled. 
If all can be fulfi lled and then all things considered, the action is moral. If the 
confl icts cannot be resolved, proceed to the method of applying justice.      

4.4.3     The Utilitarian Method 

 The second approach derives from utilitarianism, a moral philosophy proposed by 
John Stuart Mill (1806–1873 CE) and other British philosophers. Utilitarianism is 
an ethical theory that holds that an action is right if it produces the greatest amount 
of good for the greatest number of people. This theory should be distinguished from 
cost-benefi t analysis, a conventional method of managerial decision-making derived 
from a narrowly economic account of utility. They differ primarily in the perspec-
tive from which the analysis is done. Cost-benefi t analysis calculates the good and 
bad consequences of performing a certain action usually with reference to its impact 
on the fi rm’s bottom line or its impact on shareholder value. Good or bad conse-
quences count only from the perspective of the one who is calculating them. 
Utilitarian analysis, by contrast, is a genuinely ethical theory that weighs the good 
and bad consequences of an action from their foreseeable impact on all the people 
concerned. Therefore, all the stakeholders are taken into consideration. Utilitarian 
analysis, in short, converges with the ideal of social harmony honored by all tradi-
tions of Chinese moral philosophy. With its emphasis on rational calculation, utili-
tarian analysis is very similar to Mozi’s typical way of inferring and explaining the 
specifi c requirements of impartial care ( jiān ài ). We suggest that this method can be 
applied to the challenges faced by business managers by following the following 
steps: 
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 Steps for Using the Utilitarian Method

    1.    Clearly state the action to be evaluated, considering it from every relevant 
perspective.   

   2.    Identify the “stakeholders,” i.e., all those who are directly and indirectly affected 
by the action.   

   3.    Specify all the good and bad consequences of the action for all concerned, and in 
complex situations, imagine different scenarios to weigh the probabilities of 
various outcomes.   

   4.    Make a moral judgment: if the action produces more good than bad, then the 
action is moral. If it produces more bad than good, then it is immoral.   

   5.    Imagine other alternatives, and go through the same steps of analysis for each of 
the other alternative actions.   

   6.    Compare the results of the above scenarios. The action that on the whole pro-
duces the most good, or the least harm (in Latin  minus malum ), is the most 
appropriate choice.      

4.4.4     The Method of Applying Justice 

 Some business ethics manuals favor the utilitarian method over the deontological 
method, while others favor the opposite. But rather than force a choice between the 
two, we see both methods as necessary for achieving truly either justice or social 
harmony. Justice, in the teachings of Western moral philosophy, means treating 
equals equally. Justice as fairness, in Aristotle’s account of it, involves a fi rm and 
consistent intention to “give each person his or her due.” What moral philosophers 
believe is due to each person, of course, differs from one culture to another and from 
one epoch to another. The American philosopher John Rawls, for example, formu-
lated an infl uential theory of distributive justice based on two principles:

    1.    “First: each person is to have an equal right to the most extensive basic liberty 
compatible with a similar liberty for others.”   

   2.    “Social and economic inequalities are to be arranged so that they are both rea-
sonably accounted for every person’s advantage and attached to positions and 
offi ces open to all” (Rawls  1971 : 60).    

Rawls’ understanding of justice clearly defi nes what each person is due in terms of 
universal human rights and equal liberties for all and envisions a situation in which 
the burden of proof is upon anyone who would justify or perpetuate social and eco-
nomic inequalities. 

 Such an approach to justice, however, differs substantially from the teachings of 
both Confucius and Mozi. Understandably, it may provoke a high degree of skepti-
cism among Chinese philosophers and may seem unimaginable to ordinary Chinese 
people. For when, if ever, do we encounter persons and situations that are truly 
equal? Chinese moral philosophy presupposes a world of reciprocal relationships 
that are organized hierarchically. Confucian teaching regarding “The Rectifi cation 
of Names” ( ; pinyin:  Zhèngmíng ) clearly recognizes their morally obligatory 
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character, as in the paradigmatic relationships of parent-child, husband-wife, and 
older sibling-younger sibling. But the obligations play out asymmetrically and 
rarely, if ever, on the basis of acknowledged equality. Given the social world of the 
ancient Mediterranean empires, Aristotle would have understood Chinese reserva-
tions about Rawls’ theory, however much he also may have applauded Rawls’ effort 
to restore justice to its rightful position in moral philosophy. 

 Setting aside whatever opinions we may have either for or against Rawls, we must 
insist that the principle of justice is crucial to any serious account of international busi-
ness ethics. Its relevance is best appreciated when addressing the frequent problem of 
confl icting moral claims. If analytic moral philosophy is correct, we are not free to 
choose between deontological and utilitarian methods simply on the basis of personal 
taste or preference. When people express their moral concerns about things that matter 
to them, they use terms like right and wrong as well as good and bad. Cross-cultural 
studies of the way these terms are used indicate that there is a logic to the relationship 
of deontological and utilitarian considerations that must be understood and observed in 
making good moral decisions. The method of justice, then, applies fi rst of all to situa-
tions where there is a confl ict between the results of deontological and utilitarian analy-
ses. The following steps are meant to address such confl icts not only among individuals 
but also those that occur between and within groups, companies, and institutions. 

 Steps of Applying Justice

    1.    State clearly the moral issue that needs to be resolved and its conclusions from 
the utilitarian and deontological points of view. Identify the priorities that natu-
rally arise in each view.   

   2.    If basic duties are clearly evident from the deontological analysis, these should 
take priority over any calculation of good consequences. Make sure these basic 
duties are fulfi lled regardless of whatever other good may be achievable in the 
situation. This rule we will call “the deontological override.”   

   3.    If there is a confl ict among the basic duties identifi ed, try to prioritize these. If 
they are unequal, fulfi ll those duties that are weightier or more imperative. If they 
are equal, with no real priority emerging, then fulfi ll the duties identifi ed on the 
basis of achieving the greatest good for the greatest number. This rule we will 
call “utilitarianism of the last resort.”   

   4.    Although justice is never perfectly realized, nevertheless, we strive to approxi-
mate it. Aristotle’s notion of fairness and Mozi’s impartial care converge in 
 recognizing the role of rational analysis in applying justice. In the end, we must 
determine whether and how our human nature is best realized in the way we 
decide to resolve particular moral issues.       

4.5     Conclusion: Moral Decision-Making in the Pepsi 
Sichuan Case 

 If we adopt the angle of either of the partners in the Pepsi Sichuan JV, the moral 
problem seems typically Type B, and the ethical arguments about it are open and 
shut. The grievances that each side held against the other concern serious breaches 

4.5  Conclusion: Moral Decision-Making in the Pepsi Sichuan Case



86

of basic morality whether the standard appealed to is either Western or Chinese 
moral philosophy. If we adopt the Rawlsian method of applying justice, for exam-
ple, Hu’s claims appealing to a basic equality between the partners, in order to 
repudiate the restrictions imposed by Pepsi’s standard business model, at fi rst glance 
seems to make sense. On the other hand, Pepsi’s ongoing demand for transparency 
and fi nancial accountability plausibly rests on the same assumption of equality. 
Similarly, applying deontological ethics will highlight the promises that were bro-
ken on both sides, but without shedding much light on where the path of justice is 
likely to be found. Under such circumstances, when deontological rights and obli-
gations appear to confl ict and the path of justice remains uncertain, the utilitarian 
approach may be the most promising way to restore social harmony between the JV 
partners and for the sake of all their stakeholders. 

 In Western moral philosophy, utilitarian ethics is typically the path of compro-
mise. Though as a matter of logic fulfi lling deontological obligations ought to be the 
fi rst priority, in a situation where both parties have failed to do so, seeking the great-
est good for the greatest number may give both a way forward that allows them to 
set aside their grievances without either losing face or forfeiting their moral integ-
rity. What sort of compromise might have been worked out to save Pepsi Sichuan? 
If discovering a basis for compromise were the fi rst priority for both sides, how 
might the situation have played out differently? A serious and fully developed 
answer to this question, of course, might require us to reexamine all the angles evi-
dent in it, using the six-step decision-making model inspired by Drucker’s work. 
Here, however, we will only make a few suggestions. 

 What, then, is the real problem that, if it had been solved, might have prevented 
the breakup of Pepsi Sichuan? There were many problems, as we have seen, so the 
challenge is how to identify the true problem of which the other problems were 
symptomatic. One problem is that though Pepsi had already operated in China for 
some time, its management apparently lacked any deep appreciation of Chinese 
history and culture or, more likely, it chose to ignore what it could have learned 
from its Chinese employees and consultants. Pepsi’s initial negotiations with Hu 
and his backers apparently assumed that the objective was to get their signatures on 
contracts that would bind both parties as the JV developed. This predictably 
Western assumption about the sanctity of contracts is alien to Chinese business 
practices. Contracts cannot insure the Chinese partner’s future compliance; only 
the careful cultivation of trust and loyalty through  guanxixue , however enacted, can 
create a relationship in which two parties will act reciprocally to insure each other’s 
benefi t. So one problem is that Pepsi relied on the letter of its contracts and expected 
to use the Chinese government and its legal system to achieve compliance. Pepsi 
should have known that appealing to the Sichuan government to enforce its con-
tractual rights against its JV partner at best might have only limited success and at 
worst could be interpreted by Hu and his backers as an act of war. Another prob-
lem, in hindsight, is Pepsi’s apparent failure to educate its Chinese partner on the 
nature of Pepsi’s franchise business. It is not clear how much effort Pepsi put into 
communicating with Hu, but his responses suggest either that he did not under-
stand the kind of JV he had agreed to manage or that he deliberately ignored what 
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he had agreed to, in order to justify his actions and save face with his Chinese 
stakeholders. In either case, Pepsi might have been able to generate more sympathy 
for its  grievances against Hu’s management of Pepsi Sichuan had it done a better 
job of educating all the JV’s stakeholders to the nature of its business. 

 Ultimately, if Pepsi Sichuan were to be saved, its JV partners would have to 
compromise by conducting themselves, not in strict adherence to the “principles” 
that had made Pepsi successful elsewhere but in ways that were suffi ciently fl exible 
to be accommodated to Chinese cultural values. Given the importance of cultivating 
good personal relationships with its Chinese partners, Pepsi should have been more 
careful in its initial decision to work with Hu Fengxian. Instead of focusing on the 
strategic signifi cance of Hu’s connections with the Sichuan government and how 
these could be used to Pepsi’s advantage, the fi rm might have spent more time get-
ting to know him personally. What could they have observed as to his personal 
character? Was he worthy of the trust they were about to place in him? Did he 
exhibit respect for traditional Chinese notions of moral leadership? Was he more of 
a  xiăorén  ( ) than a  jūnz   ( )? If doing business in China depends on culti-
vating personal relationships, then fi nding answers to such questions is crucially 
important, especially when operating in a social environment such as Sichuan 
proved to be, where Western assumptions about the rule of law are either weak or 
nonexistent. 

 The problem, however, is what to do now that the JV had been launched and its 
partners no longer trusted each other. How could suffi cient trust be restored, so that 
the parties could work together to make a success of Pepsi Sichuan? That healing 
their relationship might still have been possible, even after so many mutual disap-
pointments, apparently seemed realistic to at least one insider, Qu Zhidi, vice 
 general manager of Sichuan Yunlv. As late as August 2002, Qu expressed the hope 
that both parties would put aside their grievances and “come back to the negotiating 
table” (Taipei Times  2002 ). Had they done so, what might they have worked out? 
Pepsi could have offered wholehearted support in developing and launching Hu’s 
new national brand. This seems to be the one thing Hu wanted above all else. They 
might also have helped Hu set up an entirely new fi rm, independent of Pepsi 
Sichuan, to produce the new national brand. In exchange for their assistance, both 
technical and fi nancial, Pepsi might have gained full control over the management 
of Pepsi Sichuan or at least some plan for reintegrating Pepsi Sichuan into the rules 
and procedures of its Bottler’s Association in China (PCBA). 

 Some such set of concrete proposals, reaffi rming and implementing the top 
 priorities of both JV partners, might have provided a pathway forward together. But 
as it happened, Pepsi had already fi led for arbitration in Stockholm, and the divorce 
proceedings were underway. Once it had obtained its divorce from Sichuan Yunlv, 
Pepsi expressed the hope of fi nding “a new joint venture partner committed to 
‘observing law and order, mutual trust and transparent decision-making’” (Taipei 
Times  2002 ). As is often the case in the USA, while one marriage may have failed, 
that’s no reason to give up on marriage altogether. As in personal relationships, so 
also in business, divorce often sets the stage for fi nding another partner, one who 
understands his or her spouse better and is willing to build a life together based on 
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a greater appreciation of their shared cultural values. As painful as the fi rst marriage 
may have been and as messy as the divorce proceedings may prove to be, one is 
always better off trying to act responsibly, as one moves through the vicissitudes of 
relationships, whether in personal life or in business. Acting with integrity often 
means acknowledging one’s mistakes and learning from them as one continues to 
search for a pathway forward. Learning to play fair, we eventually come to realize, 
will see us through our failures as well as successes, as in personal life, so also 
in business.     
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    Chapter 5   
 Free and Fair Competition in Business       

 “Your Public Relations strategy will only secure your 
Reputation if it witnesses your drive for Quality and 
Excellence.” (Stephan Rothlin,  Eighteen Rules for Becoming 
a Top Notch Player , 2004) 

5.1                 Prelude 

 Many of the most basic lessons in international business ethics depend upon the 
consensus view of modern economics that free and fair competition in the market-
place is the means for achieving the social—as well as personal—benefi ts of busi-
ness activity. The basic lesson that we learned in Chap.   1    , namely, that all “top-notch 
players” must be committed—win or lose—to respecting and enhancing the integ-
rity of the game, here is carried over into a view of businesses’ responsibilities to 
maintaining the integrity of marketplace competition. Centuries ago, Aristotle and 
his medieval disciple Thomas Aquinas developed a realistic moral theory of market 
transactions under the heading of “commutative justice.” In this chapter, we refer-
ence their teachings in order to explain how business competition ought to work, if 
society is to achieve the benefi ts expected from ordinary business activity. 

 The case study with which we begin this chapter is the tale of two Mongolian 
dairy fi rms—bitter competitors for dominance in the Chinese dairy industry—who 
apparently thought that the only way they could win in their competition was by 
destroying each other’s reputation for quality and reliability. The ensuing PR cam-
paign by which Mengniu launched its attack against Yili provoked a panic among 
Chinese consumers who had already been shaken by the earlier melamine scandal 
that ruined the Sanlu Group. As the case study leads us to explore what happened to 
these fi rms and their managers, we see that the government and people of China 
clearly expect the difference between marketplace competition and predatory 
behavior to be observed in both law and morality. The case study, then, allows us to 
conclude section one of this book by reinforcing the lesson from our fi rst chapter, 
namely, that it is a serious mistake to confuse business with war by other means.  
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5.2     Case Study: Mengniu vs. Yili, What to Do with Unfair 
Competition? 

5.2.1     Abstract 

 With the outbreak in 2008 of the melamine-tainted milk scandal, the Chinese dairy 
industry suffered a serious blow to its reputation. Since then Chinese consumers 
have become ever more sensitive to the issue of “product safety.” Mengniu and Yili 
are among the top Chinese dairy brands. Adversely affected by the economic 
 downturn and the melamine scandal, they began an all-out effort to dominate their 
markets. Competition reached its zenith when Mengniu hired a PR fi rm to manage 
its campaign. Aided by a few collaborators, Mengniu’s manager, An Yong, directed 
Bosse PR Consulting to spread rumors about the alleged health hazards of using 
Yili’s infant formula milk powder. The fear of a new melamine scandal led to an 
immediate boycott of the Yili brand. 

 Subsequent investigation revealed that Mengniu deliberately fabricated the 
rumors, which were proven to be entirely false. While Mengniu apologized to Yili 
and undertook several efforts to restore public confi dence in its brand and the 
Chinese dairy industry nationally, the managers involved had to face criminal 
prosecution. 

 The case raises a number of issues from public accountability to unfair competi-
tion. In particular, it highlights the consequences involved in unethical business 
conduct, even when market competition becomes very intense.  

5.2.2     Keywords 

 Mengniu, Yili, Bosse PR Consulting, Chinese dairy industry, Infant formula pro-
duction, Brand management, Unfair competition.  

5.2.3     Bitter Rivalry in the China Dairy Market 

 The recent history of China’s dairy market begins with the privatization of 
 state- owned enterprises. Once these became involved in subsequent mergers and 
acquisitions, the market was reduced from many local producers to just a few big 
players. The market itself attracted unwanted attention in 2008, when Sanlu and 
other producers were accused of using melamine as an additive in milk products 
intended for human consumption, particularly in milk powder adapted for use in 
infant formula. As we saw in Chap.   3    ’s case study on Sanlu, the impact on the indus-
try, both domestically and internationally, was devastating. Regaining consumer 
confi dence has been the major goal of dairy producers and industry associations 
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ever since. While low demand and the global economic crisis kept prices of raw 
materials down in 2009, the negative trends were later reversed as the global 
 recovery began to take hold (Beijing Orient Agribusiness Consultant Ltd.  2011 ). 

 Within this history, the dramatic struggle between Mengniu and Yili unfolded. 
Mengniu’s story cannot be detached from that of its iconic founder, Niu Gen-sheng, 
who recently retired from managing the fi rm in order to devote himself full time to 
philanthropy (China CSR  2011 ). A self-made man, Niu fi rst entered Yili, the giant 
Inner Mongolian dairy producer, as a bottle washer and rose through the ranks to 
become a member of Yili’s board of directors. His hard work and meteoric rise were 
nevertheless not fully appreciated by his senior colleagues who stalled his promo-
tion for 1 year, during which he attended an MBA program at Beijing University 
(Zhang  2006 ). 

 The expertise and connections he acquired in Beijing served as a springboard for 
Niu to establish Mengniu Dairy Co. Ltd. in 1999, immediately following his 
 resignation along with 50 subordinates from Yili. Despite having neither factories, 
nor an established brand, Mengniu became the fastest growing Chinese start-up 
ever. Niu began by successfully organizing a network of contractors—an 
 arrangement that earned him 43 million RMB in 1 year and provided a suffi cient 
base to begin the construction of the company’s own production plants. The pivotal 
moment for the company occurred in 2002 when it accepted foreign investors and 
then in 2004 was listed on the Hong Kong stock exchange. Niu’s innovative leader-
ship was evident in his concern to reward those who had made the biggest contribu-
tions to the company’s development. He had promised “Mengniu’s people” that he 
would set aside his family’s own stock in a fund for them, and he kept this promise 
2 years later. 

 The longer history of the Yili Dairy Group began in 1992, after its reorganization 
from a state-owned enterprise in Inner Mongolia, fi rst as the Hohhot Red Flag Dairy 
Factory, then as the Muslim Dairy Factory, and fi nally as Yili. Listed in 1996 and 
establishing itself in the market on par with the likes of Sanyuan and Bright (the 
reorganized Beijing and Shanghai state dairy enterprises), Yili’s success under the 
leadership of Zheng Jun-huai proceeded smoothly until 2004, when Zheng was 
arrested for bribery. Along with six collaborators, Zheng was found guilty of embez-
zling public funds in order to fi nance a management buyout that appeared, in the 
view of many, to be a response to the perceived threat from the stronger ties Mengniu 
reportedly was developing with Morgan Stanley, in order to fi nance further expan-
sion (Peverelli  2006 ). 

 Since Mengniu’s founding by a former Yili employee, characterizing the 
 relationship between the two companies as a “bitter rivalry” for once is more than 
just a cliché (Xinmin Weekly  2010 ). Competition to secure raw milk supplies and 
establish plants in the same geographical area and high investments in advertising, 
promotions, and price wars, all were characteristic of the new Mongolian dairy 
industry where the two companies were competing. Thus, in 2004 when defamatory 
rumors were spread about Mengniu, Yili was immediately suspected, though no 
evidence ever confi rmed its involvement (Jiang  2004 ). Eventually, the two enter-
prises managed to divide the market amicably and thus avoided direct confrontation 
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for about 7 years. If on the one hand Mengniu was directing its efforts toward 
 dominating the liquid milk business, on the other, Yili focused on keeping its 
 predominance as a supplier of milk powder, thus allowing both to grow and profi t. 
In 2006, however, the confl ict between the two erupted once more when they found 
themselves competing in a new arena: China’s growing market for infant formula 
products (Lan  2010 ).  

5.2.4     Mengniu vs. Yili: A War of Words? 

 Already shaken by new reports involving tainted and potentially harmful dairy 
products and subsequent cover-ups, consumers dependent on the Chinese dairy 
industry were thrown into panic once again in July 2010. Rumors spread claiming 
that Yili and the less famous dairy group, Synutra, were using harmful additives 
causing premature sexual development in children. Market reactions were fast and 
furious, leading to product boycotts and a drop in share prices for the fi rms accused 
in the rumors (China Daily  2010a ). The Ministry of Health immediately stepped in 
fearing a new melamine scandal, but found no poisonous ingredients during numer-
ous tests conducted across the country (China Daily  2010b ). As soon as the focus 
shifted to the way these rumors had been spread, suspicions fell once again 
on Mengniu. 

 At the root of the scandal, investigators unearthed a predatory marketing strategy 
designed by Bosse PR Consulting, of which An Yong, the manager in charge of the 
Mengniu Child Division, was well aware. The PR Agency’s CEO, Yang Zaifei, had 
close ties to Mengniu’s top management, and company documents were found 
referring to the defamation campaign as “Plan 731” (Epstein  2010b ). Both the 
charges and the evidence supporting them were fl atly denied by Mengniu’s CEO 
who fi red An. Niu asserted that An alone bore “personal responsibility” in the affair 
and tried to immunize Mengniu from further suspicion by quoting the warning 
posted at the entrance of the company’s Beijing yoghurt factory: “It takes 20 years 
to set up a good reputation and 5 min to break it” (Epstein  2010a ). 

 The affair ended with the arrest, trial, and conviction of managers from both 
Mengniu and Bosse, with suspended jail sentences and fi nes for the six accused, 
including An Yong from Mengniu, as well as Xiao Xuemei and four others who 
worked for Bosse (Gu and Wang  2011 ). A public statement from Mengniu apolo-
gized to Yili, while also reminding everyone that proceedings concerning similar 
behavior from Yili in 2004 were still open (Shanghai Daily  2010 ). Consumer confi -
dence was partially restored, but the public anxiety over the safety of China’s milk 
products remains high. 

 Questionable behavior, on the frontier between clever marketing and unfair 
 competition in the use of information, is not new to the Chinese dairy industry. 
Both Mengniu and Yili have occasionally indulged in unfair practices such as fabri-
cating consumers’ reports and publishing them on social networks and microblogs 
(Meihua  2010 ). 
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 In this case, false information was deliberately spread—messages were posted 
on the Internet, for example—in order to mislead unwitting readers, thus undermin-
ing their confi dence in Mengniu’s major competitor. Consumers were not presented 
with any objective data to verify the arguments, and the impact of the false 
 information was magnifi ed due to the high sensitivity of consumers to product 
safety in the dairy industry in the wake of the earlier melamine scare. Having planted 
the false information, Mengniu was the only fi rm that stood to gain from the damage 
infl icted on its competitor’s reputation. The damage caused by this deliberate 
attempt to exploit certain information asymmetries opened up by the Internet could 
only be rectifi ed by the intervention of public authority, namely, the Ministry of 
Health. No benefi t accrued to society at large since consumers’ uncertainty rose, 
companies’ reputations were impaired, and the Chinese dairy industry suffered 
another serious setback.  

5.2.5     Clever Marketing Strategy or Predatory Behavior? 

 The Mengniu vs. Yili case is about the morality of deliberately misleading the pub-
lic by spreading false information in order to damage a competitor’s reputation. 
From the point of view of business ethics, were Mengniu and Bosse PR wrong to try 
defeating their competition in this way? Does it matter that these were Chinese 
companies? Would you view what they did differently if they were fi rms registered 
in the USA or EU? In China Mengniu was found guilty of spreading false claims on 
the Internet about Yili’s product, thereby exploiting for their own gain customers’ 
understandable anxieties over the issue of product safety. The strategy worked out 
by Bosse PR came at a time when the dairy industry as a whole was just recovering 
from the product safety scandal of 2008. Should that make a difference in your 
judgment of their business ethics? As it turned out, Bosse’ strategy caused more 
collateral damage than may have been intended. Those who conspired against Yili 
were punished to the full extent of the law. While you may want to consider whether 
the law courts were too harsh, or perhaps too lenient, we should focus our discus-
sion on the question of business ethics raised by this incident. Are there moral limits 
to what can and cannot be done when the competition among fi rms gets rough and 
tumble? Should there be? Can international business ethics indicate why and how 
businesses should think twice before engaging in similar behavior in the future?   

5.3     Case Study Discussion 

 There are multiple moral issues in this story. How many did you identify in your 
reading of it? Let’s check your list against the following considerations:

•    Early in the story, we learned of the bribery conviction involving the Yili 
CEO. What does this tell us? Besides the question of whether we ought to 
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 consider commercial bribery immoral as well as illegal, there is the reason given 
for it, namely, the need to get fi nancing to become more competitive with 
Mengniu. Fierce competition in business may help explain Yili’s motives, but 
does it justify them? We will try to answer this question further on, in light of our 
analysis of the specifi c nature of competition in business.  

•   In the meantime, here’s another issue: Mengniu and Yili were competing in a 
market still recovering from the melamine scandal. Should they have tried to soft 
pedal their competition in order to strengthen the public’s overall confi dence in 
the dairy industry? Should they have done so for the sake of social harmony, or 
out of respect for the common good, or in the interests of national security? 
Should any of these considerations lead them to refrain from spreading false 
rumors about their competitor’s products?  

•   Going negative against one’s competitors may seem like a clever marketing 
 strategy, but it is also a moral issue, our third one. We must ask ourselves: Are 
there moral rules for marketplace competition? Should there be? There is also a 
metaethical issue implicit in this question, namely, whether competition is 
regarded differently in different cultures. Is business competition an act of war, 
and should Sunzi’s  The Art of War  ( , pinyin:  Sūnzĭ Bīngfǎ ) be our guide 
to marketplace competition? There’s an old saying: “All’s fair in love and war.” 
Is that true in your view? If it is, and you mean to apply it strictly to business, 
then there’s no point in discussing “fair” competition.  

•   A fourth moral issue is involved in Mengniu’s lame attempt to defend itself, once 
it had been caught. The unproven suspicion that Yili was also spreading false 
rumors about Mengniu is used to justify Mengniu’s using the PR fi rm to spread 
false rumors about Yili’s products. Another old saying goes like this: “Two 
wrongs don’t make a right.” Can Yili’s immoral behavior (assuming it is a fact) 
be used as valid excuse to justify Mengniu’s immoral behavior? Does that saying 
hold cross-culturally, or do Chinese people think differently about this question 
than people from other cultures? Is there any guidance on what to do with 
 confl icting moral intuitions in international business ethics?  

•   You may fi nd yourself worrying about the way in which the CEO, Niu Gen- 
sheng, who previously had been praised by the media for his outstanding busi-
ness acumen and exemplary moral leadership, washed his hands of the whole 
affair and blamed it all on the director of Mengniu’s Child Division, An Yong, 
who was alleged to have conspired with Bosse PR. The fi fth moral issue, then, is 
what are we to think of Niu’s disavowal of An. Was he telling the truth about An? 
Or was he lying to save face for himself and the company? How would Niu’s 
character be judged, when compared to the ideal of moral leadership developed 
in Chap.   2    , from the classics of Western philosophers and Chinese sages?  

•   Finally, a sixth issue emerges, the ethics of PR fi rms in China, focused on what, 
if any, moral standards and legal guidelines are already in place, to regulate their 
activities. Should we explore the codes of ethics that have been enacted by some 
PR fi rms doing business in China? Are there ethical standards for fi rms like 
Bosse PR, and should they be adhered to when the competition gets rough? 
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Though such codes refl ect standards generally advocated in international 
 business ethics, is there any reason why they should not also apply to Chinese PR 
fi rms operating in China?    

 If you were able to identify more than three of the six moral issues in this case, 
congratulations! You are already on your way to becoming a top-notch player! 

 Though each of these six moral issues deserves extended discussion, perhaps the 
most useful one to pursue here is the ethics of business competition. Where would 
business ethics draw the line between fair and unfair competition as in the Mengniu 
vs. Yili case, between a clever marketing strategy and predatory behavior? This 
question will illuminate most of the other issues as well. It takes us to the heart of 
what it means to be in business, that is, what it means to compete in a marketplace. 
What, then, is a business? What is its purpose? Peter Drucker memorably observed, 
“The purpose of a business is to create a customer” (1954). This defi nition may 
surprise you. Perhaps you were thinking, “The purpose of a business? That’s easy—
to make as much money as you can as fast as you can.” OK. Everyone in business 
wants to make as much money as they can. But Drucker’s point is to make you think 
about how that is done. No business can make money unless it continually creates 
customers. 

 If you open a restaurant, for example, or even just a noodle shop, you will soon 
go broke if you don’t have any customers. But how do you create customers? The 
short answer is that you compete for them. Yes. Businesses compete with one 
another in whatever market(s) are available to them. Your restaurant isn’t competing 
for customers with the beauty salon next door, but it is competing with the other 
restaurants, fast-food joints, and street vendors in the neighborhood. The restaurant 
owner’s objective is to attract customers who, in turn, are looking for a nice place to 
have a meal or a snack—that is, people who are in the market for food that is ready 
to eat. So he or she doesn’t care about the beauty salon’s customers, unless they are 
hungry. But as Drucker points out, a customer is someone who comes back for 
more. In order to create a customer, the restaurant owner must convince people to 
come back again and again because, having sampled his menu, they are suffi ciently 
impressed by the quality of the food and service that they are eager to visit his res-
taurant again. A customer is someone with whom he or she has established a rela-
tionship. A customer comes back again because it is easier than starting all over 
again to fi nd a place where he or she can get as much. He or she is not likely to stop 
coming simply because the restaurant down the street is having a sale this week. 

 Simple observation of how people behave, even in unregulated markets, demon-
strates the importance of creating customers. In growing up we’ve watched how our 
parents shop. We know they will go out of their way to do business with someone 
they trust, sometimes a relative, or someone with whom they have some other kind 
of  guanxi . Once the relationship has been established, they will continue to do 
 business there, until or unless their trust is betrayed. If a restaurant serves food that 
is rotten or tainted, and it either disgusts them or makes them ill, it will be very hard 
to persuade them to give it a second chance, even if the restaurant owner has good 
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 guanxi  with these customers. They will take their business elsewhere, if they have 
a chance to do so. Wouldn’t you? 

 So how do I get customers to fl ock to my business? I create customers by serving 
their needs for a price that they consider fair. If the price they are willing to pay for 
my products exceeds the cost of producing them, then I make a profi t. If I succeed 
in doing this repeatedly, as more and more people become my customers, I make a 
larger and larger profi t. There is no magic to doing this. But it does involve a lot of 
hard thinking about who my customers are, what their needs are, and how I can 
meet those needs well enough to keep them coming back for more. A market 
emerges when there is a suffi cient number of buyers and sellers interacting with one 
another in a free exchange of goods, in order to enable all participants to make their 
choices freely, that is, based on rational self-interest. Buyers and sellers, of course, 
are not simply atoms interacting in a chemistry experiment. They are people com-
peting for each other’s business, seeking to enter into or sustain relationships that 
will allow them more easily and more profi tably fulfi ll their self-interest, in the form 
of either increased sales revenues, and thus profi ts, or increased satisfaction in the 
goods or services they have purchased. 

 Understood in light of Drucker’s remarks on the purpose of a business, it is easy 
to see how and why “Plan 731” developed by Bosse PR failed to create customers 
for Mengniu. Instead of focusing, as one of Rothlin’s rules advises, on promoting 
the fi rm’s reputation for quality and excellence, it tried to undermine its competitor 
by spreading false and dangerous rumors, in a market that had already been hurt by 
the melamine scandal. Assuming they are competent in marketing, the managers at 
Bosse PR should have known that “Plan 731” was an act of terror that could only 
frighten customers away. Even if it succeeded in destroying Yili’s reputation, how 
would that have secured Mengniu’s reputation? As it turned out, Chinese customers 
in the market for infant formula feared for the safety of their children and whenever 
possible began to look for alternatives to either Mengniu or Yili. If anyone gained 
an advantage, it was only the foreign suppliers of infant formula, whom customers 
regarded as more trustworthy than the Chinese producers. 

 All this should have been readily predictable to anyone who understands what a 
customer is. If there is a genuine market, those who buy and sell in it do so freely, 
that is, they have choices, and they are not likely to be manipulated by those whose 
only claim on their loyalty and interest is fear. If marketers and public relations 
strategists in China don’t already know this, surely as consumer markets continue to 
develop there, they will learn it the hard way. Competing for customers in a market, 
then, follows logic different from that of warfare, in which the competition between 
two armies is strictly “win-lose.” Tactics that may have some plausibility on the 
battlefi eld—in which the civilian population is there to be captured or otherwise 
exploited by whichever army is victorious—are not only irrelevant but also counter-
productive when businesses compete for the loyalties of their customers, as they 
must in a genuine marketplace. We will return to the discussion of the morality of 
market competition after we have explored what the sages and philosophers have 
said about the ethics of buying and selling.  
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5.4     Ethical Refl ection 

 In theory, a market is an institution for facilitating “win-win” transactions or the fair 
exchange of money for goods and services. Businesses create customers when they 
treat fairly the individuals or entities with whom they hope to develop exchange 
relationships. But what does it mean for businesses to treat people fairly? The moral 
and spiritual traditions of both Chinese and European civilizations are quite explicit 
in their answers to this question. Chinese answers can be inferred from the kind of 
social practices regulating behavior in the marketplace that ancient sages, like 
Mencius and Mozi, advocated. European answers are evident in the theories of 
 philosophers and theologians, like Aristotle and Aquinas that sought to defi ne the 
nature of justice in market exchanges. St. Thomas Aquinas (1225–1274 CE) had a 
name for it, “commutative justice” (ST II-II, q. 61), and it is his observations that 
must inform our ethical refl ections. 

5.4.1     What Is Commutative Justice? 

 Aristotle introduced the notion of “commutative justice”—or the justice that occurs 
in successful private transactions—in his treatise, the  Nicomachean Ethics , where 
he offered an explanation of the virtue of justice. As in many other philosophical 
inquiries, he begins by deriving a preliminary defi nition of the unknown from the 
known, and what people commonly know is the experience of injustice. He infers 
from the various examples people give of injustice that “the just, then, is the lawful 
and fair, the unjust the unlawful and unfair” (Book V, No. 1). Yet when one  examines 
the acts that people regard as lawful and fair, Aristotle argues that within the virtue 
of justice, different kinds of justice must be understood, of which there are two 
principals, namely, the justice recognized in the distribution of public goods (known 
subsequently as “distributive justice”) and the justice that “plays a rectifying part in 
[private] transactions between a man and a man” (known subsequently as “com-
mutative justice).” Since human actions can be categorized as “voluntary” and 
“involuntary,” Aristotle uses this distinction to note the difference between volun-
tary transactions that typically occur in the marketplace, in which property is 
acquired through mutual consent, and involuntary exchanges in which property is 
acquired through various forms of theft and violence (Book V, No. 2). 

 In order to distinguish the justice that is usually obtained in a lawful market 
transaction from the injustice involved in theft and robbery, Aristotle focuses on the 
purpose of such transactions, which in his view is to achieve “a sort of equality” 
between the two parties, conceived as an arithmetical mean between paying too 
much and paying too little (Book V, No. 4). In order to explain how this actually 
works in the marketplace, he observes the role of money prices in facilitating 
exchanges: money makes all things that can be exchanged “commensurate” insofar 
as each item has its price, without which our transactions would be confi ned to 
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 bartering, and most of our energies spent trying to determine on an ad hoc basis 
the worth of things to be exchanged. While prices may be determined through 
 collective agreement among participants in a market, they are hardly arbitrary. 
Money prices, precisely because they represent such collective agreements, are 
 subject to considerations of justice and injustice. As Aristotle observes, they are 
based on “demand”:

  All goods must therefore be measured by some one thing, as we said before. Now this unit 
is in truth demand, which holds all things together (for if men did not need one another's 
goods at all, or did not need them equally, there would be either no exchange or not the 
same exchange); but money has become by convention a sort of representative of demand; 
and this is why it has the name ‘money’ (nomisma)-because it exists not by nature but by 
law (nomos) and it is in our power to change it and make it useless. There will, then, be 
 reciprocity when the terms have been equated…. (Book V, No. 5) 

 In Aristotle’s view, the justice of market transactions thus depends on their volun-
tary nature. But since no one would agree to a market exchange that he or she knew 
was unfair, the prices agreed to must make both parties “equal,” at least in the 
rough sense that both parties can recognize that they have gotten their money’s 
worth. 

 Aristotle’s theory of commutative justice as a process of rectifying or insuring 
this kind of transactional “equality” may be puzzling since clearly “gain” and “loss” 
commonly occur in any marketplace. It may seem at fi rst nearly impossible to 
 reconcile the reality of “gain” and “loss” or the obvious role that “profi t” plays in 
market transactions with Aristotle’s notion of equality and his theoretical explana-
tion of the kinds of justice—“distributive” and “commutative”—by analogy with 
the distinction between geometrical and arithmetical proportions. Nevertheless, his 
basic point should be clear: in any successful market transaction, when both parties 
regard themselves as equally satisfi ed in the exchange they are making, neither 
party regards himself or herself as having been cheated or abused by the other. Such 
a transaction is readily recognized as “lawful” and “fair” or—as today’s terminol-
ogy might describe it—as “win-win” since both parties regard themselves as better 
off for having agreed to the exchange than either party would have been if no trans-
action had occurred. Markets exist in order to facilitate such “win-win” transac-
tions; money was invented as a means to facilitate the proper functioning of markets 
and their expansion, or institutionalization, through space and time. 

 Over 1500 years later, Aristotle’s disciple, the Italian friar, Thomas Aquinas 
(1225–1274 CE), systematized the meaning of Aristotle’s theory of “commutative 
justice” and outlined its meaning for business ethics. He did so as part of his 
comprehensive work on Christian theology, the  Summa Theologica  (1265–1274 
CE), in which the Hellenistic tradition of virtue ethics was subsumed within the 
worldview of medieval Christianity. In the Summa’s “Treatise on the Cardinal 
Virtues” (IIa- IIae, QQ 47–170), Aquinas reaffi rms Aristotle’s teaching on the virtue 
of justice, the suitability of distinguishing distributive and commutative justice, the 
signifi cance of the “arithmetical mean” to establish fairness or “equality” between 
the parties to a marketplace transaction (Aquinas, IIa-IIae, Q. 61, Art. 2), and the 
indispensable role of freedom or “voluntary” agreement in determining justice in 
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the marketplace. He further clarifi es the difference between market transactions 
and gifts, for while both may be voluntary exchanges between two persons, the 
market transaction becomes a matter of justice “insofar as it includes the notion of 
debt.” For example, in buying and selling, the transaction involves both parties’ 
promise to pay the agreed upon price—either in money or in the goods or services 
exchanged for it—a promise that creates an obligation or a debt until the payment is 
made in full (Ibid., Q. 61, Art. 4). 

 Aquinas, however, not only clarifi es Aristotle’s teaching, but he also applies it to 
the ethics of buying and selling, what today is recognized as business ethics. Since 
justice, like all the virtues, is commonly recognized by its absence, commutative 
justice in marketplace transactions becomes clear by considering the forms “Of 
Cheating, which is Committed in Buying and Selling” (IIa-IIae, Q.77). Acts of 
 buying and selling, or sales, are unjust when the “equality” to be achieved through 
the mutual agreement of buyers and sellers fails, with reference to price or some 
serious defect on the part of the thing sold. Aquinas takes up four questions in his 
explanation of cheating in the marketplace: 

 The fi rst, “whether it is lawful to sell a thing for more than it is worth,” explains 
the basic moral norm of equality, that is, what makes for a “win-win” transaction. 
Aquinas answers that, in principle, it is never lawful to sell a thing for more than it’s 
worth, because such an “unequal” outcome can only be achieved through deceit or 
fraud. Since “buying and selling seem to be established for the common advantage 
of both parties… the common advantage should not be more of a burden to one 
party than to another.” The transaction should be equally “fair” to both parties, if the 
exchange is to be based on the real worth of the items to be exchanged. If I have 
agreed, for example, to buy a fl at in a housing project at a certain price on the basis 
of false information communicated to me by the seller, then I have been induced to 
pay more than the property is worth, and if the deception was deliberate, then I have 
been cheated. It is important to recognize what Aquinas is asserting here. He is not 
forbidding any attempts to make a profi t on a sale, but he is clearly drawing the line 
between just and unjust or fraudulent transactions. 

 The second question, “whether a sale is rendered unlawful through a fault in the 
thing sold,” shifts the focus from the intention of committing a fraud to questions 
concerning defects in the goods for sale (IIa-IIae, Q. 77, Art. 2). Following 
Aristotle’s categories, he discusses defects with regard to substance (e.g., diluting 
wine with water), quantity (e.g., using false weights and measures), and quality 
(e.g., selling an unhealthy animal as if it were healthy). In each of these examples, 
a seller who offers a defective product for sale with the intent of deceiving the buyer 
is guilty of fraud and is bound to compensate the buyer for his or her loss in purchas-
ing it for more than it is worth. If the seller offers a defective product for sale, while 
not knowing of the defect, he or she is not guilty of fraud, but he or she is bound to 
compensate the buyer when the defect becomes known. 

 Aquinas’ third question, “whether the seller is bound to state the defects of the 
thing sold,” continues to explore the moral obligations of merchants to their custom-
ers. He answers that the seller is bound to reveal any hidden defects, since “it is 
always unlawful to give anyone an occasion of danger or loss” (IIa-IIae, Q. 77, 
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Art. 3). He then describes examples of the loss or danger incurred by any customer 
who unwittingly buys defective goods. But Aquinas also recognizes the difference 
between hidden defects and those that are obvious. Selling a horse that has but one 
eye, for example, is not unlawful, since the defect should be apparent to both buyer 
and seller, and is likely to be refl ected in the discounted sale price for the animal. 
Aquinas, apparently, would have no diffi culty with the practice common in food 
supermarkets, of discounting the price of certain perishables—for example, 
 packages of meat, fruit, or vegetables—as they approach the expiry date after which 
they cannot lawfully be sold. Nothing further needs to be said to the customers, 
since the price has already been adjusted to compensate those who will buy such 
merchandise. 

 If by this time the reader may be wondering how any merchant could ever make 
a profi t if Aquinas’ rules were generally followed in the marketplace, the answer 
becomes clear in his response in the fourth and fi nal question, “whether, in trading, 
it is lawful to sell a thing at a higher price than what was paid for it.” It is important 
to note that this question has not already been answered in his reply to the fi rst ques-
tion. The higher prices charged by those who are engaging in trade or going into 
business in principle are lawful and fair because the worth of the items sold may 
have changed in bringing them to market. Since trading usually involves obtaining 
goods in one market in order to sell them in another, “the value of the thing [may 
have] changed, with the change of place or time, or on account of the danger he [the 
merchant] incurs in transferring the thing from one place to another, or again in 
 having it carried by another. In this sense neither buying nor selling is unjust” (IIa-
IIae, Q. 77, Art. 4). Since the value or worth of the goods offered for sale has been 
enhanced by the merchant who has undertaken the risks and overcome the obstacles 
involved in bringing them to market, charging a higher price than was paid for them 
is only just compensation for his efforts. 

 Aquinas uses the occasion provided by this question to defend the legitimacy of 
trading or going into business, contrary to the views of many of his predecessors 
among Hellenistic philosophers and Christian theologians, whose condemnations 
of merchants as essentially greedy and dishonest are uncannily similar to the nega-
tive opinions expressed by many of Confucius’ disciples. Both Aquinas and 
Confucius himself, however, recognize that the vices commonly attributed to mer-
chants are “accidental” and not essential to either their nature or their occupation. 
As Confucius observed in the  Analects  ( , pinyin:  Lún Yǔ ), “Wealth and high 
station are what men desire but unless I got them in the right way I would not remain 
in them” (Book IV, Number 5). Wealth earned through trading, Aquinas agrees, can 
be ethical: “Nothing prevents gain from being directed to some necessary or even 
virtuous end… [such as] for the upkeep of his household, or for the assistance of the 
needy: or again, a man may take to trade for some public advantage, for instance, 
lest his country lack the necessaries of life, and seek gain, not as an end, but as pay-
ment for his labors” (IIa-IIae, Q. 77, Art. 4).  
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5.4.2     Commutative Justice and Fair Competition in Business 

 Commutative justice, then, is the ethical principle specifi c to marketplace transac-
tions. It seeks to clarify the nature of “win-win” exchanges, which are by defi nition 
voluntary, from certain “win-lose” transfers, such as theft and robbery, that are 
involuntary because either they involve deception, as in a theft when something is 
stolen without you being aware of it, or violence, as in a robbery when you are 
forced to hand over your goods or suffer bodily harm. Fraud, however, is the most 
common marketplace violation of the principle of commutative justice, inasmuch as 
it masquerades as a voluntary transaction, but in fact is based on a deliberate attempt 
to secure the sales agreement by deception. Fraudulent acts may appear to be volun-
tary, but in fact, the buyer’s agreement is obtained only by the seller’s withholding 
or distorting the information relied upon to arrive at a common estimate of a thing’s 
real worth. Ready access to accurate information is essential for the proper func-
tioning of the marketplace, since the economic benefi ts of free and fair competition 
cannot be realized if buyers and sellers lack the information needed to make a 
 rational choice among competing bids. If buyers and sellers are deprived of what 
they require in order to make a rational choice among competitors, then the market-
place cannot operate effi ciently. 

 Markets where prices are the outcome of various forms of manipulation, rather 
than a free exchange of information as to the true value of the goods for sale, are 
markets in name only, since the distortions introduced are meant to prevent free and 
fair competition, rather than facilitate it. A review of Hong Kong’s recent enactment 
of a Competition Ordinance (2012), and the ongoing controversies surrounding its 
implementation, indicates that free and fair competition cannot be assumed as the 
natural outcome of the countless transactions that occur everyday in the market-
place. Free markets—that is, “free” in the sense of unregulated—do not automati-
cally guarantee free and fair competition. Since markets will always attract some 
greedy participants—Confucius’  xiaoren  or Aquinas’ cheaters—who seek to gain 
by eliminating their competitors, some form of rectifi cation or commutative justice 
will always be a practical necessity. Since buyers and sellers in the marketplace 
rarely have the power to deter such anticompetitive behavior—given the inevitable 
asymmetries between buyers and sellers and between customers and merchants, all 
seeking to achieve their own goals—a strong case can be made for government 
regulation in order to preserve and enhance market competition. 

 Hong Kong’s Competition Ordinance, for example, monitors and punishes three 
forms of anticompetitive behavior, namely, “agreements between undertakings [that 
is, businesses]… that have the ‘object or effect of preventing, restricting or distort-
ing competition’ in Hong Kong”, the operations of “single undertakings” [that is, 
businesses] that abuse their “substantial market power” in order to prevent competi-
tion, and “direct and indirect mergers (meaning an acquisition, joint venture or 
change of control) involving telecommunications [fi rms]… that have, or are likely 
to have, the effect of substantially lessening competition in Hong Kong” (Connolly 
 2013 ). Besides identifying the violations covered by this law, the Competition 
Ordinance establishes a Competition Commission and a Competition Tribunal with 
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powers to investigate allegations and levy fi nes and other punishments, when 
 violations have been proven in the proceedings established by the law. Hong Kong’s 
Competition Ordinance, which is broadly similar to laws enacted in the EU, 
England, Canada, and Singapore, continues the tradition of market regulation 
 consistent with the principle of commutative justice handed down from Hellenistic 
antiquity. 

 The principle of commutative justice is also evident in the codes of ethics by 
which public relations fi rms govern themselves. The code of ethics (Professional 
Charter) for the Council of Public Relations Firms in Hong Kong (CPRFHK  2002 ), 
for example, specifi es the general duties that a member fi rm must honor, with spe-
cifi c attention to its stakeholder obligations. It makes clear that PR fi rms do not 
regard themselves and are not to be regarded by others as “hired guns” capable of 
saying or doing whatever it takes to advance their clients’ gain at the expense of 
others. As in all other aspects of business, there are moral limits to what legitimate 
PR fi rms will do with and for their clients. In the CPRFHK code, each member fi rm 
“has the responsibility at all times to deal fairly and honestly with clients, past and 
present, fellow members and professionals, the public relations profession, other 
professions, suppliers, intermediaries, the government, political parties or people in 
the public service, the media of communication, employees, and above all else the 
public.” Dealing fairly and honestly means, among other things, that the fi rm has “a 
positive duty at all times to respect the truth and shall not disseminate false and 
misleading information knowingly or recklessly, and to use proper care to avoid 
doing so inadvertently.” In a subsequent document on “social media standards,” the 
CPRFHK stated the positive values that support its code: truthfulness, transparency, 
personal and organizational responsibility, confi dentiality, legality, play by the 
rules, and respect (CPRFHK  2011 ). It shows how these values must continue to be 
honored as its member fi rms address the opportunities and challenges afforded by 
the development of social media as an important vehicle for PR communications. 

 If you ask why the CPRFHK and other relevant codes emphasize basic honesty 
and truthfulness so strongly, the answer, of course, is that PR fi rms provide an impor-
tant public service and not just to clients facing stiff competition. A legitimate PR 
fi rm is also a custodian of the public good—or social benefi t—to be achieved through 
the development of true markets. Modern economic theory offers an  essentially utili-
tarian argument for allowing market forces—or the aggregate of transactions occur-
ring between buyers and sellers—to answer the great economic questions: what is to 
be produced, how much is to be produced, and for whom will it be produced? What 
an economist may describe as “allocative effi ciency” is achieved when all partici-
pants in the marketplace are competing freely and fairly, and market prices refl ect 
the true worth (or market value) of the goods and services on offer. When allocative 
effi ciency is achieved, the social benefi t of marketplace activity is maximized. The 
promise that markets make of achieving outcomes that on the whole are “win-win” 
depends on optimizing allocative effi ciency. All participants in the marketplace—
customers and merchants as well as the businesses like legitimate PR fi rms that 
facilitate their interactions—all, have a stake in preserving and enhancing the mar-
kets’ attempt to optimize allocative effi ciency. This, in short, is the social benefi t of 
free and fair competition. Marketplace competition can achieve “win- win” results 
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not only for the buyer and seller involved in any specifi c transaction but also for the 
public at large, if commutative justice is routinely observed.   

5.5     Conclusion 

 We introduced this chapter with an acknowledgement of one of Rothlin’s rules that 
seemed especially relevant to our featured case study on Mengniu vs. Yili: “Your 
public relations strategy will only secure your reputation if it witnesses your drive 
for quality and excellence.” This rule encapsulates the main lesson to be learned 
from Bosse PR’s misguided attempt to better Mengniu’s competitive position 
against Yili. But instead of developing a public relations strategy that would secure 
Mengniu’s reputation, Bosse PR devised a strategy—“Plan 731”—designed to 
destroy its rival’s reputation by planting false rumors about Yili’s products in 
China’s new social media. It is hard to imagine how or why the managers involved 
at Mengniu and Bosse PR thought that such a predatory move would secure 
Mengniu’s reputation or guarantee it a larger market share. Instead, once discov-
ered—thanks to the panic that it induced among China’s long-suffering consum-
ers—“Plan 731” placed both fi rms in serious jeopardy, with government 
investigations leading to criminal trials and convictions. Had Rothlin’s rule been 
observed—or if Bosse PR had lived by a code of ethics similar to that mandated by 
the CPRFHK—the fi rms involved would have realized that ethically responsible PR 
seeks to facilitate communication between its client and the public or markets in 
which the client is competing. Such facilitation is hardly compatible with deliber-
ately spreading false rumors about the client’s competitors; it must be focused 
instead on truthfully relating the client’s own best efforts to achieve, as Rothlin 
observes, both quality and excellence. 

 In this chapter, we have introduced the principle of commutative justice in 
order to explain how market competition should unfold, if it is to remain “win-win” 
for all participants and stakeholders. Honoring the principle of commutative justice 
in all your market transactions, of course, will not guarantee profi ts on every single 
sale. But, as in sports, in contrast to engaging in warfare, the results will be 
 “win-win” even when you lose. There is a public good to be realized in free and fair 
competition, and the promised social benefi ts of free market capitalism—increased 
prosperity for all of us—cannot be realized unless we are generally committed to 
playing by the rules that govern competition in the marketplace.     
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    Chapter 6   
 Customers: Consumer Rights 
and Responsibilities       

 “To inspire trust, make your performance transparent.” 
(Stephan Rothlin,  Eighteen Rules for Becoming a Top Notch 
Player , 2004) 

6.1                 Prelude 

 As we learned in the previous chapter, “the purpose of a business,” according to 
Peter Drucker, “is to create a customer.” There, we followed Drucker’s insight for 
the light it casts on the nature of competition in business. We observed how the 
ethics of free and fair competition is refl ected in the principle of commutative 
justice, as outlined by Aristotle and systematized by Aquinas. In this chapter, the 
fi rst of our explorations of how international business ethics addresses the con-
cerns of specifi c stakeholders, we will explain the ethical expectations that can 
and ought to govern the relationships between a business and its customers. While 
creating a customer means creating a relationship, it is hardly “a one-night stand.” 
People become customers when the goods or service for sale by a business satisfy 
them to such an extent that they will continue the relationship, returning for more 
when the need arises. 

 In this chapter, we will explain the moral obligations that businesses and custom-
ers ordinarily assume toward each other as they develop their relationship. Consistent 
with the assumptions of virtue ethics that have inspired our approach to interna-
tional business ethics, we will focus on what it takes to build “win-win” relation-
ships rather than to rely on the legal rights and liabilities of either party. Our case 
study on Mattel will examine a situation in which problems involving subcontrac-
tors in the fi rm’s Chinese supply chain allowed the production and sale of toys that 
could harm the children for whom they were intended. The discussion of the case 
will attempt to determine what steps management ought to take in order to minimize 
the risk of such harms occurring in the future, especially when managing the supply 
chain involves the challenges of cross-cultural transparency and accountability 
characteristic of an era of globalization.  
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6.2     Case Study: Mattel—“An Ounce of Prevention 
Is Worth a Pound of Cure” 

6.2.1     Abstract 

 Mattel is one of the world’s largest and most famous toy manufacturers. It can count 
on a loyal customer base, whose trust has been earned throughout its 60 years of 
business. Notwithstanding the immense goodwill of its brand, a major supply chain 
scandal in 2007 put the company’s reputation at great risk. The discovery of lead 
paint and easy-to-swallow magnets in its toys manufactured in China caused Mattel 
to launch three global recalls, resulting in the fi rm’s taking extensive measures to 
resolve the crisis, rebuild its image, and, especially, increase the level of transpar-
ency and accountability in the management of its supply chain.  

6.2.2     Keywords 

 Mattel, product safety, consumers’ rights, brand impairment, supply chain manage-
ment, globalization, transparency and responsibility.  

6.2.3     Mattel’s Own Globalization 

 Mattel’s undisputed achievement in the toy industry rests principally on the popu-
larity of its blonde Barbie dolls and preschooler toys marketed under the Fisher- 
Price brand. The tipping point in the company’s rapid growth occurred through 
major acquisitions made between 1986 and 1999. Several competing manufactur-
ers like Tyco Toy Inc. (Match Box cars), Pleasant Company (American Girl dolls), 
Bluebird Toys PLC (Poly Pockets), and The Learning Company became an inte-
gral part of Mattel’s increasingly international business. These acquisitions 
allowed the fi rm to consolidate its leadership position as the world’s largest toy 
company with earnings in 2010 hitting $684.9 million and sales of up to $5.856 
billion (Mattel  2010a ). With its headquarters in El Segundo, California, the com-
pany sells products in over 150 countries worldwide that account for 46 % of its 
gross sales. However, actual production is spread throughout 43 countries, includ-
ing China, Malaysia, Indonesia, and Mexico. Because of cost advantages and 
improvements in infrastructure, Mattel has established a total of fi ve branches in 
China (PRC), a venue that today accounts for over 80 % of Mattel’s production 
(Mattel  2010a ).  

6 Customers: Consumer Rights and Responsibilities



113

6.2.4     The Supply Chain at Mattel 

 Successful supply chain management has played a crucial role in product develop-
ment at Mattel. In an industry characterized by cost-based competition and high 
seasonality, outsourcing production to foreign companies had been the best course 
of action since 1959, when the fi rst Barbie doll was produced by a Japanese subsid-
iary of the company (Mattel  2010b ). In a standard product life cycle, the bulk of 
Mattel’s operations are conducted at offshore plants, which in turn rely on fi rst-tier 
contractors and subcontractors resulting in a complex network of organizations. 
While such networks may be economically competitive, they may also hinder trans-
parency and accountability, even within the supply chain itself (Biggemann  2008 ). 

 In order to manage the risks involved in such extended networks, especially in far-
away countries, Mattel established a set of internal standards called Global 
Manufacturing Principles (GMP) and authorized the Mattel Independent Monitoring 
Council (MIMCO) to conduct audits (MIMCO  2000 ). In spite of these initiatives, a 
MIMCO audit found an imbalance between the company’s proud emphasis on quality 
control and its apparent indifference to working conditions at its factories. Despite this 
imbalance, it was not problems with its labor force but product quality and safety issues 
that led to what can be considered the biggest scandal ever to hit the company.  

6.2.5     2007 Product Safety Scandal 

 A long history of success coupled with Mattel’s intimate association with memories 
of childhood made it easy for customers worldwide to have complete faith in the 
quality and safety of its products. Nobody would ever have questioned its trustwor-
thiness, which is the reason why, when the fi rst of a series of three global recalls was 
announced to an incredulous public in August 2007, there were harsh reactions caus-
ing the company’s shares to decline by as much as 45 % (Biggemann  2008 ). The fi rst 
recall involved a million and a half toys manufactured in China—including Dora the 
Explorer and Sesame Street dolls (Yidaba  2007a ). In a matter of weeks, another 18.2 
million toys (Story and Barboza  2007 )—including 7.1 million pieces of Doggie 
Daycare, Shonen Tump’s One Piece and tens of thousands of items in the Batman 
action-fi gure series—were taken off the shelves, followed by a third and fi nal recall 
of 11 additional types of toys within the Barbie and Fisher-Price product lines, bring-
ing the total number of individual toy units recalled to 20 million (Marshall and 
Kelley  2007 ). While the fi rst and third recalls were because lead paint had been 
applied to the toys, contrary to Mattel’s specifi cations, the second recall involved the 
presence of small magnets that could easily have been swallowed by children. The 
toys recalled because of the magnets—the vast majority of the items recalled, over 
85 %—were the result of Mattel’s own fl awed designs (Story and Barboza  2007 ). 

 At the root of the lead paint problem was the Lee Der Industrial Co, Ltd., the 
Chinese subcontractor producing a number of the Fisher-Price toys. Lee Der had 
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purchased paint from a nonauthorized third-party supplier, Mingdai, and had not 
verifi ed its compliance with US safety standards on toxicity, which were substan-
tially more rigorous than those for China’s domestic market. When Mattel reported 
the lead paint problem, Lee Der was banned from exporting toys. This catastrophe 
prompted the suicide of its boss, Zhang Shuhong, who was found hanged at his fac-
tory. According to one observer, “Zhang was distraught over feeling he had been 
‘hurt’ by the supplier of the suspect paint, whom he had counted as a good friend. 
‘[He] was so evil-hearted to have sold the fake paint to our boss … our boss was 
ruined by his best friend’” (Taipei Times  2007 ). Though the story of Zhang’s sui-
cide was widely reported as if it confi rmed the responsibility of Mattel’s Chinese 
subcontractors, one must remember that suicide in China carries different meanings 
than it does in the West. Rather than an admission of guilt, Zhang’s self-destruction 
may have been a protest proclaiming his innocence. Despite Zhang’s apparent repu-
tation as a morally exemplary businessman, what remained unexplained is how the 
lead paint went undetected, despite Lee Der’s normal testing procedures (Barboza 
 2007 ). 

 At the point when public concern over the toxic lead paint was reaching its peak, 
Mattel announced the much larger recall of toys with potentially harmful magnets. 
Following the timing of Mattel’s release of information, American news media 
tended to confl ate the three recalls, creating the impression that failures in Mattel’s 
Chinese supply chain were primarily responsible for all the defective toys. As a 
result, there was plenty of online chatter proposing a boycott of toys made in China 
(Yahoo! Answers  2007 ), but the boycott never materialized. One American mother 
who tried it explained why: “First off, about 90 percent of toys in the United States 
are made China. I realized early on that the big-box toy stores were going to turn up 
little for me, so I opted to go to small, mom-and- pop retailers… but overall the 
small stores were little better than the megaretailers. What has kept me going until 
now has been the thought that in light of all the recalls, U.S. retailers and producers 
would start to shift more of their sourcing back home or to other destinations. No 
dice. Only 15 percent of the nation’s retailers have any plans to change their supply 
chains….” (Tahmincloglu  2007 ). 

 The Chinese government, to be sure, was painfully aware of the damage to 
China’s reputation that the recalls and other manufacturing scandals were causing. 
After China denounced what it claimed was a “foreign media…campaign to dis-
credit its reputation as an exporter,” Thomas Debrowski, Mattel’s VP for worldwide 
operations met in Beijing with Li Changjiang, chief of China’s General 
Administration of Quality Supervision, Inspection and Quarantine of the People’s 
Republic of China (AQSIQ). At that meeting, after being lectured by Li on how to 
conduct a product recall—“You cannot recall 10,000 products just because one is 
substandard… This is unacceptable.”—Debrowski, conceding that the lead paint 
problem was only a small percentage of the recalls, apologized to China: “Mattel 
takes full responsibility for these recalls and apologizes personally to you, the 
Chinese people and all of our customers who received the toys…. We understand 
and appreciate deeply the issues that this has caused for the reputation of Chinese 
manufacturers” (The New York Times  2007 ). Li accepted the apology, saying, 
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“I appreciate your objective and responsible attitude towards the recalls and your 
sincere attitude towards our future cooperation.” He also informed Debrowski that 
four Chinese nationals had been detained on charges of supplying Lee Der with the 
substandard paint that had triggered the fi rst recall. 

 While Debrowski’s apology provoked a brief but intense controversy in the 
USA—“It’s like a bank robber apologizing to his accomplice instead of to the per-
son who was robbed,” Senator Charles E. Schumer of New York said in an inter-
view. “They’re playing politics in China rather than doing what matters.” (Story 
 2007 )—it also paved the way for more effective cooperation in monitoring Chinese 
exporters on product quality and safety issues. In October of 2007, Mattel announced 
the development of a three-point check system with the aim of strengthening the 
oversight of and increasing transparency in operations, alongside a corporate 
responsibility program charged with monitoring product quality, labor standards, 
and sustainability. From an organizational standpoint, the supply chain was simpli-
fi ed, forbidding fi rst-tier suppliers from subcontracting to third parties, and the com-
pany launched a recall-dedicated website, which was immediately recognized as a 
model of excellence (Manufacturing.net, 2007). 

 When their worst fears of facing an “anti-China Christmas” that year did not 
materialize (Fetterman  2007 ), the Chinese agencies worked quietly in 2008 to close 
down subcontractors who could not or would not meet required product safety and 
quality standards. According to Xinhua, “following the Mattel recall, China 
launched a four-month special campaign on product safety led by then-Vice Premier 
Wu Yi. Altogether 3,540 toy makers were investigated and more than 700 were 
deprived of exporting licenses” (Wang  2008 ). By the end of the year, the number of 
registered toy exporters in Guangdong Province declined by nearly a third (China 
View  2009 ). 

 But in the meantime, what, if anything, was Mattel doing to address the fears of 
its customers? What should it have done to convince the millions of moms, like Eve 
Tahmincloglu, that their children were safe playing with toys made in China? 
Simultaneously with the announcement of the toy recalls, Mattel launched a public 
relations campaign designed to calm their fears. At the height of public concern, 
Mattel published a full-page advertisement in the  New York Times , the  Wall Street 
Journal,  and other newspapers that began, “Because your children are our children 
too…,” addressed “Dear Fellow Parents,” and signed by Mattel CEO, Bob Eckert, 
who identifi ed himself as “a father of four.” In his letter, Eckert pledged his “per-
sonal commitment that we are working extremely hard to address your concerns and 
continue creating safe, entertaining toys for you and your children” (Story and 
Barboza  2007 ). The letter also invited readers to visit the fi rm’s website for addi-
tional details on the steps Mattel was taking to solve the safety problems. 

 A visit to Mattel’s website confi rms that although the company has initiated 15 
voluntary recalls since 2007, none of these came in response to incidents involving 
lead paint (Mattel Corporate Website  2013 ). The recalls, both before and after 2007, 
follow a consistent procedure in which a joint declaration from the fi rm and the U.S. 
government’s Consumer Product Safety Commission (CPSC) is issued, listing the 
toys affected and their serial numbers, the nature of the hazard that caused the recall, 
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any reported injuries that children may have sustained using the toys, and the place 
of origin where the toys were manufactured. The declaration also prescribes a spe-
cifi c remedy for consumers participating in the recall. Generally, they are advised to 
return the toys to Mattel in exchange for a “free replacement toy” (CPSC  2007 ). The 
recall declaration also contains a statement from the CPSC indicating the overall 
success of this cooperative program involving both government and industry. Since 
“deaths, injuries and property damage from consumer product incidents cost the 
nation more than $700 billion annually,” the Commission monitors the safety of 
“more than 15,000 types of consumer products, …such as toys, cribs, power tools, 
cigarette lighters, and household chemicals.” As a result, over the past 30 years, 
there has been a “30 percent decline in the rate of deaths and injuries associated with 
consumer products” (CPSC  2007 ). 

 While the CPSC’s voluntary recall program seems to be working reasonably 
well, it cannot guarantee that there will be no further incidents involving the kinds 
of issues that surfaced in the Mattel recall. As Prakash Sethi, a noted business ethi-
cist who monitored working conditions in Mattel’s Chinese factories, observed, “If 
Mattel, with all of its emphasis on quality and testing, found such a widespread 
problem, what do you think is happening in the rest of the toy industry, in the apparel 
industry and even in the low-end electronics industry? Everyone is going to be 
found with lots of dirty laundry.” But he also noted that MNCs like Mattel bear 
some responsibility for the conditions he’s observed: “There is something to be said 
about the pressure that American and European and multinational companies put on 
Chinese companies to supply cheap products. The operating margins are razor thin, 
so you really should not be surprised that there is pressure to cut corners” (Story and 
Barboza  2007 ). Mattel’s CEO Bob Eckert summed up the situation this way. While 
he could not guarantee that there would never be another recall, he admitted that “no 
business enterprise is perfect.” The implementation of new monitoring systems that 
Mattel was now committed to was “evolutionary, not revolutionary.” In his view, an 
important lesson seems to have been learned the hard way: “If you'd have asked me 
10 years ago, I’d have said our role … is to earn a return on capital to make money…. 
Today I’ve become evangelical about the fact that making money and doing good 
are complementary, not confl icting. It’s a responsibility” (Konrad  2007 ). 

 What do you think of Eckert’s realization? Do you think his determination to 
restore the trust of his customers through increased transparency and accountability 
is sincere? Is it consistent with the ways Mattel handled the toy recalls, once they 
had gotten beyond trying to shift the blame for their defective products exclusively 
on the shoulders of their Chinese subcontractors? What do you think of the Chinese 
government’s response to the crisis? Were they too quick to save face, in their 
demand for an apology? What sort of “dirty laundry” is Prakash Sethi likely refer-
ring to in Chinese manufacturing? What would you advise Mattel’s customers to 
do? Should they continue to trust Mattel, because they’ve never had a problem with 
them? Should they start a consumer boycott? Should they lobby politicians like 
Senator Schumer to increase the pressure on China to adhere to basic standards of 
international business ethics? If you had a child who wanted a Mattel toy for 
Christmas, what would you do?   
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6.3     Case Study Discussion 

 The issues involved in the Mattel toy recall and the controversy surrounding it sug-
gest that this is not an open-and-shut case (Kavilanz  2007 ). If it were, it would be a 
“no-brainer,” perhaps even a multiplicity of “no-brainers,” as Mattel’s customers in 
their outrage against the risks to which their children were exposed learn to distrust 
the “Made in China” label, while Mattel itself scrambles to regain the trust their 
poor supply chain management seems to have broken. With some American politi-
cians calling for protective tariffs against Chinese goods, and others threatening to 
organize a consumer boycott, we saw how readily the issues involved in the toy 
recall could become politicized. The toy recall contributed to another round of 
“China bashing,” prompting Mattel’s face-saving apology to the Chinese govern-
ment, and further controversy over what the apology did and didn’t mean. Amazingly 
enough, these awkward moments of cross-cultural misunderstanding did not lead to 
the collapse of Mattel’s sales and earnings. The “anti-China Christmas” that some 
had expected simply did not happen, and after the season had passed both Mattel 
and the Chinese government moved quietly but fi rmly to weed out subcontractors 
who could not or would not comply with their mutually agreed-upon safety stan-
dards. Nevertheless, the toy recall cost Mattel at least USD $30 million and for a 
time did create an opportunity for smaller USA-based toy manufacturers to begin to 
recover some market share from the fi rms like Mattel that had globalized their sup-
ply chain. 

 When product safety recalls are properly managed, of course, they provide a 
remedy for customers put at risk of potential harm from items already purchased. 
They seek to minimize the hazard while offering compensation to those put at risk, 
while also preventing others from unwittingly taking similar risks. But where is the 
ounce of prevention that is worth a pound of cure? If the toy recall is a pound of 
cure, what might be the ounce of prevention? Is the recall alone enough to retain the 
loyalty of one’s customers? If, as Rothlin’s Rule suggests, trust between a fi rm and 
its stakeholders, especially its customers, is best secured through greater transpar-
ency, what more should Mattel have been doing with and for its customers? In order 
to answer this question, we must deepen our understanding of what it means to 
become a customer. 

 First of all, notice that the word is “customer” and not “consumer.” They are not 
the same. The term “consumer” tends to be abstract and involves an objectifi cation 
that is passive and depersonalizing. A consumer is one who purchases goods and 
services for individual use, rather than for use in further production. Consumers 
respond to market signals put out by producers and their intermediaries, with pro-
ducers assigned the active role and consumers regarded as passive objects. Though 
producers study consumer behavior in order to gain their loyalty and trust, respon-
sibility and control are generally understood as characteristic of producers, who 
may have legal and moral obligations while consumers have rights and 
entitlements. 

6.3 Case Study Discussion
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 “Customers,” by contrast, actively enter into a relationship with the businesses 
that serve them. The choice of this term tends to shift the focus from an objectifi ed 
understanding of economic transactions toward concern for the interpersonal, inter-
active, and relational dimensions of what goes on between businesses and their 
customers. Customers have choices. They choose to enter into a relationship with a 
particular business, when they see that the fi rm has kept its promises to them, 
responding to their needs and desires at prices they can afford to pay. The difference 
between customers and consumers may be subtle, but it is equivalent to the differ-
ence between marketing, properly understood, and selling (Levitt  1960 ). When a 
fi rm’s priority is selling, its focus remains on its own need to make the sale, doing 
whatever it takes to fi nd buyers for its products. When a fi rm has truly understood 
marketing, its focus begins and ends with the needs of its customers, which infl u-
ence the design and development of the fi rm’s products as well as all other aspects 
of its supply chain. 

 A fi rm that manufactures and sells toys, as Mattel does, must be aware that its 
customers—primarily parents and relatives hoping to delight the children whom 
they care for—will want toys that not only entertain children but that are also safe 
for them to use. Mattel’s Bob Eckert apparently understands this. But in order to 
meet both expectations while also showing a profi t for his enterprise, Mattel must 
become more rigorous in designing its toys. A proper understanding of marketing 
based on the needs and desires of its customers will prompt the fi rm—if it’s not 
doing so already—to consult with child psychologists and conduct controlled 
experiments to learn what children at various stages of childhood development are 
likely to do with their toys, what features will delight them, which may unduly frus-
trate them, what may happen when the toy is broken—as inevitably it will be—in 
the course of children’s play. The level of care involved in anticipating safety issues 
will vary according to the different stages of childhood development typical of the 
children for whom the toy is designed. In short, the level of care required will be 
determined by a proper understanding of its customers, an understanding that is not 
likely to occur apart from cultivating mutual relationships with them. 

 Anyone who has ever observed children at play knows, for example, that at a 
certain stage of development children explore literally everything with their mouths. 
That being the case, toys must be designed to minimize the risk of children swal-
lowing anything toxic or harmful—such as magnets, or other small parts, too easily 
dislodged from the toy, or paints and other surface coatings too readily dissolved, 
chipped, or chewed. While toy designers and manufacturers may excuse themselves 
by insisting that their products were never intended for oral use, there’s no way that 
children will be deterred from pursuing their oral pleasures simply by pasting warn-
ing labels, or assuming that their parents or caregivers will make sure that the toys 
are used properly. 

 Clearly, neither Mattel nor the vast majority of its Chinese subcontractors meant 
to profi t by endangering their customers’ children. Mattel’s recall of toys containing 
hazardous magnets was the result of a fl aw in the design of the toy and not of any 
failure within the fi rm’s Chinese supply chain. For the most part, the detection of 
unacceptable levels of lead paint in certain toys depended upon which standard was 
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used to determine the toxicity level. Except in a few instances, the paint used on 
Mattel’s toys—according to China’s General Administration of Quality Supervision, 
Inspection and Quarantine (GAQSIQ)—met the customary standard used in Europe 
and China, but not the more rigorous standard required for toys sold in the USA 
(China View  2007 ). Nevertheless, alleged confusion over the proper standard of 
measurement cannot absolve either Mattel or its subcontractors of responsibility for 
monitoring their manufacturing processes to ensure that they meet its customers’ 
need for safe toys. 

 Prior to the acknowledgment of the problems that triggered the recall, Mattel’s 
primary concern seems focused on its bottom line. What else can we conclude from 
CEO Bob Eckert’s admission that “10 years ago, I’d have said our role …is to earn 
a return on capital to make money….”? How else can we explain the way Mattel 
globalized its supply chain than in order to maximize profi ts? What the company 
apparently failed to realize is that the lower labor costs that it hoped to achieve from 
outsourcing production must be offset by incurring certain increased costs involved 
either in operating its own factories in China or in rigorously monitoring the perfor-
mance of its subcontractors. It would have been negligent or unconscionably naïve 
for Mattel or any other MNC outsourcing production in China to leave compliance 
with its standards exclusively in the hands of either its Chinese subcontractors or 
government inspectors. This is especially true in a situation such as Mattel’s, where 
its Chinese subcontractors’ own profi t margins were under signifi cant pressure. Add 
to these factors Mattel’s own insistence—in the name of economic effi ciency—that 
its subcontractors continually lower their costs, and the result is a situation in which, 
according to Guangdong Toy Association executive vice president, Li Zhuoming, 
“some producers had to use cheap raw materials, resulting in product quality prob-
lems” (Yidaba  2007b ). Had Mattel been more careful in understanding its custom-
ers, it might have realized that there must be limits to what can be done to lower its 
production costs. Customers, of course, want attractive toys at affordable prices, but 
not if the price reductions result from fl awed designs and cutting corners in manu-
facturing that signifi cantly increase the risk of harm to their children.  

6.4     Ethical Refl ection 

 The same tradition of Hellenistic antiquity that developed the principle of commuta-
tive justice has also handed down two diverging moral maxims that remain impor-
tant for guiding our discussion of the mutual rights and obligations of businesses 
and their customers. They are  Caveat Emptor  (“Let the Buyer Beware”) and  Primum 
Non Nocere  (“Above all, do no harm”). While both are consistent with the principle 
of commutative justice, each has a distinctive history that we should note. “Do no 
harm” is rooted in the Oath attributed to Hipocrates of Kos, the famous physician 
who fl ourished in the early fourth century BCE. To this day, some version of the 
Hippocratic Oath is administered to physicians in the West upon completion of their 
training. It commits them as medical doctors to doing good for their patients while 
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refraining from doing harm to them. Its extension to businesses, their owners, and 
managers refl ects the recent trend to think of business ethics in terms analogous to 
the high moral standards expected of other professions. The origin of “Let the buyer 
beware” appears to be equally ancient, though harder to pinpoint. In modern times, 
it surfaces as a legal principle in cases involving commodities, and later real estate, 
where it limits the duties of buyers and sellers to disclose information that may 
affect the value of properties bought and sold. Consistent with Aquinas’ interpreta-
tion of commutative justice, while the seller is bound to disclose any hidden defects 
in goods for sale, neither side is bound to reveal information that may change their 
resale value.  Caveat emptor  thus is prudent advice warning the buyer to exercise 
due diligence in negotiating the price to be paid for goods. Its complement may be 
found in the notion of  Caveat venditor  (“Let the seller beware”), which recognizes 
that sellers can also be cheated in market transactions. 

 Taken together, the two maxims—“Let the buyer beware” and “Do no harm”—
imply that the relationships of buyers and sellers are normally asymmetrical. 
Though sellers may sometimes be victimized by buyers, in today’s marketplace 
where businesses compete for customers, the typical situation is one in which cus-
tomers are dependent upon businesses to anticipate their needs and provide products 
that actually meet these needs, as well as suffi cient information to enable customers 
not only to use their products properly but also to earn their loyalty. Because busi-
nesses usually cannot anticipate every possible way in which their products may 
cause harm to customers engaged in risky or careless behavior, the maxim “Let the 
buyer beware” reminds customers that ultimately they, too, must exercise due dili-
gence in using the goods and services that they have agreed to buy. We see, then, 
that there is reciprocity in the relationship of businesses and the customers they 
hope to attract, but it is asymmetrical, with businesses inevitably assuming respon-
sibility for the ways their products are designed and produced as well as marketed. 

6.4.1     Transparency for Accountability 

 The asymmetrical reciprocity characteristic of the relationship between businesses 
and their customers helps explain the relevance of Rothlin’s Rule: “To inspire trust, 
make your performance transparent.” The relationship requires the creation of trust, 
since consumers having choices in a competitive marketplace will choose to become 
customers of those businesses that they learn to regard as trustworthy. But how does 
a business prove itself to be trustworthy? Rothlin observes that it happens when 
businesses make their performance transparent. Linking trust with transparency, 
however, may seem foreign to anyone experienced in Asian business. Traditionally, 
secrecy—the idea that security depends on remaining as inscrutable as possible in 
one’s dealings, especially with anyone outside the network of mutually recognized 
 guanxi  relationships—was thought to be indispensable for success, in business as in 
warfare or any other competitive venture. While trust may have been possible within 
one’s  guanxi  network, it was not necessarily related to transparency but was achieved 
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through observing the rituals that established one’s role(s) within the network. Such 
a system may have been functional in the past, but along with many other things 
globalization may be rendering it obsolete. For globalization inevitably involves 
working closely with foreigners, that is, strangers with whom one enjoys only the 
weakest forms of  guanxi , perhaps, alas, only the experience of getting drunk 
together at a Chinese banquet. 

 No doubt, then, earning trust through transparency involves a cultural transfor-
mation, in which not only the meaning of trust but also the means to achieve it may 
be shifting. If in the past, for example, trust meant that you did not monitor the 
performance of the people you trusted, now monitoring is indispensable, if trust—
and not just among strangers—is to be achieved. This is the signifi cance of another 
new term closely linked to transparency, namely,  accountability . Accountability 
means that at any point in our relationship, if asked, I can explain truthfully what I 
am doing and why I am doing it. Accountability does not require blind obedience, 
but it does mean that one’s reasons for doing things in a certain way are open to 
inspection. I can demonstrate my accountability precisely because my actions are 
transparent. This involves a major shift away from deals based purely on  guanxi  and 
their hierarchical order and toward a professionalism that ensures that all parties 
understand all that they need to consent to the deal, rationally and voluntarily. As 
Chinese and other East Asian companies increasingly work with foreign compa-
nies, they must learn that oral agreements may no longer be suffi cient to fulfi ll these 
expectations. 

 One reason for this shift is that the main players in your fi rm or the one you are 
dealing with are likely to change, and without much time for rituals marking the 
transitions. The person you make a deal with on Monday can disappear by Tuesday. 
With such sudden changes, the accuracy of the fi gures that stipulate the  quid pro 
quos —the various promises made regarding payments and performances—become 
even more important. It is still important to make deals based on trust and mutual 
friendship. However, old boy networks tend to degenerate into complicity, corrup-
tion, and sometimes engage in criminal activity. It is in the interest of all the com-
pany’s stakeholders to have written statements and contracts that detail precisely 
what has been agreed upon. Many confl icts stem from business partners who hastily 
assume what is agreed upon instead of spelling out their mutual understanding point 
by point in a contract. 

 Here are some methods that successful fi rms have already adopted to help imple-
ment the shift in creating trust through transparency and accountability:

•    Companies must preserve clear records of memos from offi cial meetings. At the 
beginning of each meeting, everyone must have the information from previous 
meetings and a list of issues to be discussed.  

•   Meetings must avoid becoming like court rituals where no one dares to express 
an opinion because of an unwritten rule that fi nal decisions have already been 
made from above.  
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•   Companies must communicate annual reports, and if possible quarterly reports, 
to shareholders and stockholders in a timely and orderly way with all relevant 
information disclosed.  

•   The company must focus all efforts on its core business and clearly communicate 
to its stakeholders the key values that inspire it in its industry.  

•   Companies must develop standardized statistical reporting procedures in order to 
document their performance over time, and from one market to another.  

•   Voluntary disclosures must not only praise good news but also report the most 
urgent problems, as well as the setbacks encountered by the company.  

•   A company must communicate its plans to innovate and reach out to new 
customers.  

•   Companies must develop moral leaders who inspire confi dence and trust by act-
ing according to their duties.   

Although this shift toward trust achieved through transparency and accountability 
represents a challenge to fi rms operating in China and East Asia, it is a crucial move 
both from an economic and an ethical perspective. The goal is to build, or after a 
crisis to restore, public trust, the vital link between a company and its 
stakeholders. 

 Such steps toward building or restoring trust through transparency and account-
ability are especially valuable in creating and retaining customers. In an era of glo-
balization, when virtually everyone has access to the Internet through various 
devices including smartphones, it is becoming increasingly diffi cult to deceive 
one’s customers or any other stakeholders. Even governments—judging by the suc-
cess of “Wikileaks” and more recently the unauthorized exposure of the USA’s 
National Security Agency (NSA) surveillance programs—are less and less able to 
operate behind a veil of secrecy. Still less so are businesses of whatever size or com-
plexity, especially if they are competing internationally. Customers not only have 
more and more choices as markets develop, they are also better informed and 
throughout the world, especially in Asia, are reaching levels of education which 
enable them to make rational choices in the marketplace. Under such circumstances, 
businesses have little choice but to extend their pledge of transparency and account-
ability to all their stakeholders, especially their customers.  

6.4.2     Hong Kong’s “Guide to Consumer Rights 
and Responsibilities” 

 Various agencies, both local and international, both governmental and nongovern-
mental, have focused a lot of energy on developing guidelines increasing transpar-
ency and accountability specifi cally toward customers. One of the most successful 
of these is Hong Kong’s Consumer Council, an independent civic agency fi rst estab-
lished in 1974 at a time of rapid infl ation and public concern over price gouging. In 
1977 its mission and objectives were clarifi ed by the Consumer Council Ordinance, 
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and since that time it has sought to become “the trusted voice in striving… towards 
safe and sustainable consumption in a fair and just market.” The Council therefore 
is “committed to enhancing consumer welfare and empowering consumers to pro-
tect themselves,” according to which “it acts as advocate for consumer interests; it 
facilitates constructive discussion and promulgation of pro-consumer policies; it 
seeks to empower consumers to help themselves.” In fulfi lling these promises, the 
Council has assumed ten main duties, including mediating disputes between con-
sumers and businesses testing consumer products to determine their quality and 
safety; engaging in market research in order to promote best practices among busi-
nesses; disseminating information to consumers and empowering them through 
educational programs; networking with national, regional, and international groups 
promoting consumer interests; and collaborating with the government to improve 
legal protection of consumers (Consumer Council of Hong Kong  2013 ). The 
Consumer Council’s website provides a model of transparency and accountability 
in action, inasmuch as it gives access to detailed information on its various efforts 
to fulfi ll these duties since its founding. 

 As part of its campaign to empower consumers, the Council has issued a “Guide 
to Consumer Rights and Responsibilities.” The guide puts forward “eight basic con-
sumer rights…commonly accepted…worldwide”:

•    The right to satisfaction of basic needs—To have access to basic, essential goods 
and services: adequate food, clothing, shelter, health care, education, public utili-
ties, clean water, and sanitation.  

•   The right to safety—To be protected against products, production processes, and 
services which are hazardous to health or life. Personal data and privacy should 
be respected and protected.  

•   The right to be informed—To be given the facts needed to make an informed 
choice, and to be protected against dishonest or misleading advertising and label-
ing. Information to consumers such as product specifi cation, place of origin, 
safety warnings, price, mode of payment, date of quality assurance, description 
of after-sale services, warranty, ingredients, nutritional facts, etc.  

•   The right to choose—To be able to select from a range of products and services, 
offered at competitive prices with an assurance of satisfactory quality.  

•   The right to be heard—To have consumer interests represented in the policymak-
ing process of government, trade, and professional and industry associations, 
where the making and execution of those policies will have an impact on the 
supply of goods and services to consumers.  

•   The right to redress—To receive a fair settlement of just claims, including com-
pensation for misrepresentation, shoddy goods, or unsatisfactory services.  

•   The right to consumer education—To acquire knowledge and skills needed to 
make informed, confi dent choices about goods and services, while being aware 
of basic consumer rights and responsibilities and how to act on them.  

•   The right to a healthy and sustainable environment—To live and work in an envi-
ronment which is nonthreatening and sustainable to the well-being of present 
and future generations (Consumer Council of Hong Kong  2006 ).   
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Since the Council is aware that rights are not simply entitlements, it includes a list 
of four responsibilities that are incumbent upon all consumers:

•    Keep yourselves informed as best as possible.  
•   Exercise due care when making decisions in the marketplace.  
•   Consider the detrimental consequences that may arise from ill-considered 

decisions.  
•   Honour reasonable obligations arising from your decisions (Consumer Council 

of Hong Kong  2006 ).   

The Guidelines conclude with several pages of advice to consumers on how 
 specifi cally to exercise these responsibilities, before and after they’ve purchased 
anything. 

 Parallel to its “Guide to Consumer Rights and Responsibilities” the Consumer 
Council also issued a “Good Corporate Citizen’s Guide” (Consumer Council of 
Hong Kong  2005a ) that urged businesses to adopt 12 principles animating good 
business practices, especially in their relationships with their customers. The 12 
principles, covering “advertising and marketing, price indication, contracts, quality 
of goods and services, safety of goods and services, sustainable development, elec-
tronic commerce, privacy, equal opportunity, anti-corruption, fair competition, and 
complaints handling” (Ibid.), are comprehensive. They provide a framework of ethi-
cal expectations in which to understand the Council’s approach to consumer protec-
tion, incumbent upon both businesses and their customers. At the time that the 
Guide was issued, the Council announced that it had been endorsed by 22 different 
chambers of commerce, trade associations, and professional bodies, representing a 
variety of industries catering to the needs of consumers in Hong Kong (Consumer 
Council of Hong Kong  2005b ). 

 In urging the widespread adoption of the Consumer Council’s “Good Corporate 
Citizen's Guide,” Hong Kong’s Secretary for Economic Development and Labour, 
Stephen Ip Shu-kwan, emphasized the “win-win” nature of corporate citizenship. 
Adhering to the high standards promoted in the Guide, “not only will the business 
succeed in its endeavours, but also that the community as a whole will benefi t from 
the positive effect this has on maintaining dynamism in the economy.” He also 
observed that the aspirations of both consumers and businesses are “not incompat-
ible but interconnected” (Consumer Council of Hong Kong  2005b ). The overall 
approach taken by the Consumer Council, then, seeks to achieve a harmonious bal-
ance between legal rights and ethical responsibilities, incumbent upon both busi-
nesses and their customers. Consistent with the principle of commutative justice, 
the Consumer Council’s statements recognize that efforts to preserve free and fair 
competition in the marketplace as well as to deter cheating on the part of either buy-
ers or sellers must be based on the kind of mutual trust that inspires genuine collabo-
ration. Both businesses and their customers need to be reminded that their interests 
are best served by doing justice toward each other. 

 Similarly comprehensive efforts to protect consumers’ rights have taken root in 
Chinese (PRC) law as well. First established in 1984 with the approval of the State 
Council, the China Consumers’ Association (CCA) has been empowered “to 
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 supervise commodities and services; to protect consumers’ rights and interests; to 
provide reasonable and scientifi c guidance on consumers’ activities; and to promote 
a healthy development of the socialist market economy” (China CSR Map  2013 ). In 
carrying out those responsibilities, the CCA helped enact the “‘Law of the People’s 
Republic of China on Protecting Consumers’ Rights and Interests’ adopted by the 
fourth meeting of the eighth National People’s Congress Standing Committee on 
31st October 1993” (China Consumers’ Association  2003 ). This law not only pro-
vides legal support for the CCA’s activities, but it also spells out nine consumer 
rights that for the most part are very similar to the rights recognized in Hong Kong. 1  

 In addition to consumer rights, China’s law spells out the obligations of business 
operators, including obligations to observe the relevant laws (Article 16); to listen 
to the views of consumers (Article 17); to ensure that the goods and services they 
provide “are in conformity with the personal and property safety requirements,” and 
if they are hazardous, to “make truthful presentations and give clear warnings to 
consumers” (Article 18); to provide truthful information, especially about prices, 
and refrain from making “misleading or false propaganda” (Article 19); to provide 
the “true names and signs” of the businesses and their operators (Article 20); to 
issue sales receipts or service certifi cates, especially when consumers make requests 
for such (Article 21); to certify “the expected quality, capability and usefulness 
prior to the expiration date” of the goods for sale, and ensure that the goods they sell 
are consistent with what’s been advertised (Article 22); to provide a timely and 
effective procedure for the return and repair of defective goods (Article 23); to 
refrain from using the details of contracts to avoid responsibility for fulfi lling their 
legal obligations to consumers (Article 24); and fi nally, to respect the personal dig-
nity of their consumers; specifi cally, they “must not insult and slander consumers, 
must not search the body of consumers and the goods they carry and must not 
infringe upon the personal freedom of consumers” (Article 25). 

 The remainder of the law spells out the role of the State, as well as agencies like 
the CCA, in protecting consumers’ rights and interests; formal procedures for 
resolving disputes between consumers and business operators; and sanctions, 
including penalties for failures in compliance. As in so many other examples of 
contemporary law in China, this law on protecting consumers’ rights and interests is 
well informed, comprehensive, and consistent with the standards upheld by 
international business ethics. The challenge, of course, is enforcement. On the 10th 
anniversary of the law’s enactment, Prof. Liu Junhai of the Chinese Academy of 
Social Sciences offered a positive survey of its effectiveness (Liu  2004 ). He reviewed 
the rationale for the law, its basic provisions, and proposed a number of initiatives 

1   The Hong Kong statement recognizes eight consumer rights, while Chinese law recognizes nine. 
The additional right concerns respect for the consumers’ ethnicity: “In purchasing and using com-
modities and receiving service, consumers enjoy the right to demand respect of their personal 
dignity and national customs and habits.” This right, of course, refl ects the fact that China is a 
multiethnic nation. While over 91 % of China’s population is Han Chinese, the remaining 8.5 % 
consists of 55 recognized national minorities, whose interactions with the Han in the marketplace 
have occasionally precipitated group confl ict and violence, as in recent disturbances in Xinjiang 
Province. 
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to strengthen it. In particular, Liu noted the CCA’s expanding role in doing com-
parative tests on products, especially those with “high-tech content,” and informing 
the public of their results. Broadening its responsibilities in this area means that the 
CCA is now functioning in ways that are similar to the scope of the Consumer 
Council’s activity in Hong Kong.   

6.5     Conclusion 

 The development of NGOs like the Consumer Council in Hong Kong and the CCA 
in China, and their close collaboration with both the HKSAR and the PRC govern-
ments, should put the whole world on notice that consumer rights and responsibili-
ties are advancing in China’s new era of economic and social reform. Though 
compliance with the guidelines and laws for consumer protection leaves much room 
for improvement, their very existence ought to strengthen the resolve not only of 
consumers but also of ethically responsible business owners and managers. 
Nevertheless, casual observers, such as Mattel’s customers in the EU and the USA, 
usually hear stories about catastrophes in Chinese manufacturing with little or no 
focus on Chinese efforts to correct their problems and enforce appropriate standards 
to protect consumers, not just in their export industries but also in their domestic 
markets. The very fact that, once the lead paint problem surfaced, Mattel and its 
subcontractors were able to address it quickly and effectively is indirect testimony 
to the progress already made in respecting consumer rights and concerns. At this 
point, there seems to be a growing international consensus, offi cially recognized by 
the PRC government and the CCA, as to the basic morality of creating customers by 
cultivating their trust through increased transparency and accountability. Despite 
the US$30 million price tag attached to the toy recalls, Mattel and its subcontractors 
did not suffer irreversible losses, because they already had started down the road 
toward transparency and accountability and thus were credible when they assured 
their customers that they were doing everything possible to correct the problem 
rather than cover it up. 

 There were, however, some bumps along the road that indicate just how much is 
yet to be done. It is clear in retrospect that Mattel—whether deliberately or not—
mishandled the announcement of the toy recalls, by making it seem that the fault 
was mostly on the part of their Chinese subcontractors. This turned out to be false, 
as Mattel was forced to admit that the vast majority of items recalled—that is, the 
toys that had small magnets embedded in them—were dangerous because of a fl aw 
in their original design, and not because of any product defects attributable to its 
subcontractors. The lead paint problem—a very serious one, to be sure, which the 
Chinese subcontractors were primarily responsible for—represented less than 15 % 
of the toys actually recalled. Even in their case, Mattel could hardly pose as an inno-
cent victim, since it clearly failed to do as much rigorous testing of its products 
shipped from China as might reasonably have been expected and since the subcon-
tractors using substandard lead paint were subject to enormous pressures from 
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Mattel to lower costs, irrespective of changes then underway in the Chinese markets 
for labor and raw materials. Is it any wonder, then, that the PRC government 
demanded and received an apology from Mattel for the way in which the recalls 
were announced and explained to the public at large? 

 Once Debrowski made the apology on behalf of Mattel, the way was opened for 
a more cooperative relationship, in which the surviving Chinese toy manufacturers 
began developing “a new business model.” As Huang Chunman, general manager of 
Bright Spring Trading Ltd., a toy manufacturer based in Guangdong Province, 
observed, “Quality and design are now the top priority of our production, it sur-
passes all other issues like soaring material and labor costs” (China View  2008 ). No 
less would be expected, if everyone involved were to focus on creating and retaining 
the loyalties of their customers. A commitment to achieving continuous improve-
ments in product quality and design may not always be transparent to one’s custom-
ers, but when a crisis comes, and questions are raised, such a commitment does 
demonstrate the kind of accountability that makes it easier to maintain their trust, 
without which a business will perish.     
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    Chapter 7   
 Customers: Marketing Ethics       

 “To establish your brand name, act as a fair competitor.” 
(Stephan Rothlin,  Eighteen Rules for Becoming a Top Notch 
Player , 2004) 

7.1                 Prelude 

 Properly understood, “creating a customer” might be expanded to cover the whole 
topic of marketing ethics. But a focus on customers is incomplete without examin-
ing the diversity of customers and the complexity of relationships that may develop 
in today’s global markets. The case study we have chosen to introduce marketing 
ethics is taken from “ground zero” in the worldwide fi nancial crisis in 2008, namely, 
the collapse of Bear Stearns, an investment fi rm that pioneered the securitization of 
risky mortgage loans classifi ed as “subprime.” The case study focuses on the 
breaches of fi duciary responsibility that occurred when Bear Stearns placed its own 
interests above those of its investor clients or customers. Our point in retelling this 
story is not to sponsor another round of “the blame game” but to encourage refl ec-
tion on what ethical principles should guide marketers in their relationships with 
clients and customers. The basic moral assumptions that ought to be refl ected in the 
simple and straightforward transactions of buying and selling should also guide 
more complex transactions even, or especially when, the buyers and sellers are 
major investment banks and the investors who rely on their advice and services. We 
may not be able here to answer the question whether good business ethics could 
have prevented the breakdown in fi nancial markets, but we can shed light on what 
investment bankers and brokers owe their clients when they market fi nancial prod-
ucts and services to them. As we learned in the previous chapter, customers and 
clients ultimately bear primary responsibility for protecting their own economic 
interests: “ Caveat emptor !” (“Let the buyer beware”). But in no way does such 
sound advice absolve sellers who engage in various forms of fraud in order to make 
a sale or maximize profi ts. Even if buyers must protect their own interests, sellers 
are still bound by the basic principle of good business ethics, “ Primum non nocere !” 
(“First, do no harm”). How, precisely, to balance both these principles in today’s 
global marketplace is what we hope to accomplish in this chapter.  
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7.2     Case Study: Financial Marketing the Bear Stearns Way 

7.2.1     Abstract 

 The collapse of Bear Stearns, at that time a major investment bank on Wall Street, 
is commonly regarded as the prelude to the global fi nancial crisis. It will long be 
regarded as a major milestone in the history of corporate moral failure. While mil-
lions of customers undoubtedly were hurt—among them homeowners and pension-
ers, as well as investors, big and small—Wall Street had created a culture of 
predatory lending that was indifferent to the consequences for its customers. At the 
end of the day, both subprime borrowers and institutional investors (e.g., retirement 
funds) were the ultimate victims, while Wall Street principals made billions. Our 
interest in the Bear Stearns collapse concerns the ethics of fi duciary responsibility 
or what the investment industry owes its clients and customers in managing their 
money. Beyond all the complexity and technical innovations involved in the cre-
ation of markets for investment products consisting of collateralized debt obliga-
tions (CDOs), especially mortgage-backed securities (MBSs), the question is 
whether markets, even at that abstract level, remain markets in which certain basic 
assumptions about mutual trust, transparency and accountability, still must be hon-
ored if business is to be conducted fairly and benevolently. In order to open this 
question up to useful discussion, our case study not only recounts Bear Stearns’ 
involvement in the creation of a market for MBSs but also focuses on the specifi c 
actions of two of its hedge fund managers in that market, Ralph Cioffi  and Matthew 
Tannin. When the market they had helped to create in MBSs fell apart, how did they 
respond? Would you have done any differently?  

7.2.2     Keywords 

 Fixed income asset management, Collateralized debt obligation, Mortgages, 
Mortgage-backed securities, Hedge funds, Risk assessment, Fiduciary responsibil-
ity, Marketing, Customers, Investors, Stakeholders.  

7.2.3     Bear Stearns: Victim or Perpetrator in the Financial 
Crisis? 

 In retrospect, the scene is heavy with irony. Sometime in March 2007 during offi ce 
hours, Bear Stearns hedge fund managers Ralph Cioffi  and Matthew Tannin were 
toasting each other with “very expensive” vodka in paper cups. They were still pro-
jecting a bright future for their hedge fund, even as a fi nancial tsunami was about to 
wash it all away (Comstock  2010 ). Cioffi  and Tannin managed investments—their 
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own, Bear Stearns’ own, as well as Bear Stearns clients and customers—trading in 
mortgage-backed securities (MBSs). As the market for these securities began to dry 
up in 2007, and their prices began to tumble, the two became more and more con-
cerned about the hedge funds’ stability. But as the vodka in paper cups may suggest, 
they were determined to carry on as if everything were normal, while encouraging 
their clients to invest even more in the hedge funds. Although they sensed that dan-
ger was imminent, they apparently had no idea that their decision to “wait and see” 
would lead not only to the loss of well over a billion dollars of their clients’ money 
but also to the collapse of Bear Stearns and its forced sale to JPMorgan Chase. 

 In the months following Cioffi ’s and Tannin’s offi ce party, after a successful run 
of 85 years, and just after having received Fortune Magazine’s accolade as among 
the top three most admired securities fi rm for 3 years in a row (BusinessWire  2005 ; 
CNN Money  2006 ,  2007 ), 1  Bear Stearns’ demise would come fast and furious. In 
order to understand how troubles in a hedge fund invested in subprime mortgages 
could help precipitate a global fi nancial crisis, as well as acrimonious charges that 
Bear Stearns had systematically defrauded its investors, we must step back a 
moment to review the nature of the subprime mortgage market and the fi rm’s role in 
developing it.  

7.2.4     Bear Stearns and the Securitization of Home Ownership 

 While the history of the dramatic expansion in the market for collateralized debt 
obligations (CDOs) and, specifi cally, mortgage-backed securities (MBSs) will 
remain controversial for a long time to come, it is only fair to note that this develop-
ment was shaped by broader trends in the economy, in the fi nancial markets, as well 
as in American politics. Despite all the abuses that later were revealed, the market 
for CDOs and MBSs could not have been created were it not for the US govern-
ment’s ill-considered experiment in banking deregulation and subsequent demands 
placed on the banks by various stakeholders. In 1999 Congress passed legislation 
that effectively repealed the Glass-Steagall Act, which in response to Crash of 1929 
had created a fi rewall separating commercial and investment banking. Deregulating 

1   Fortune Magazine’s ratings of “America’s most admired companies” could easily be challenged 
on several grounds. Bear Stearns’ high rankings for those years are only in the category of “securi-
ties fi rms,” and in none of those years did the number one securities fi rm—Bear Stearns in 2005, 
and the ill-fated Lehman Brothers in 2006 and 2007—rank among the top 20 companies overall. 
The write-ups publicizing Bear Stearns’ rankings never mention one key benchmark that suppos-
edly is meant to be typical of “America’s most admired companies,” namely, their leadership in the 
practice of corporate social responsibility (CSR). Had CSR been an important element in Bear 
Stearns’ corporate profi le, could it have avoided the excesses that led to its sudden downfall? 
Who’s to say? But the fact remains that the accolades that Bear Stearns received apparently were 
not related to any CSR activities, but were based exclusively on its bold innovations in fi nancial 
marketing and egregious success in maximizing profi ts for its investors. Bear Stearns may have 
been among the most admired, but was it ever loved, and if so, by whom, and for what reasons? 
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their relationship removed the linchpin that prevented the banks from risking the 
funds of their customers and clients—both savers and investors—in order to make 
unprecedented profi ts from speculative trading at little or no risk to themselves 
(Sanati  2009 ). Later on, after the Al-Qaeda attack upon the World Trade Center 
known as “9-11,” the deregulated banking system played a key role in the expansion 
of consumer credit that was meant to avert an economic recession. Incentivized by 
the Fed’s anti-recessionary policies, the banks and other fi nancial services began to 
market home mortgages even to clienteles who previously would have been consid-
ered too risky to be creditworthy or at least incapable of handling mortgages beyond 
a certain size. Such mortgages, which under other circumstances might have been 
questioned as instances of “predatory lending,” were labeled as “subprime,” a term 
with which the world would acquire painful familiarity in the coming years. 

 Thus despite all the political uproar later, most observers at the time regarded the 
rise of the subprime mortgage market as both politically desirable and economically 
viable. 2  As a result of the Fed’s expansionary policies, Bear Stearns’ customers and 
clients, and the markets generally, were awash in a sea of excess liquidity. Investors 
literally had more money than they knew what to do with. Following the collapse in 
2001 of the so-called Dotcom Bubble, understandably they were reluctant to put 
their money in the stock market. At the same time, they continued to demand high 
returns and thus were open to innovative proposals for investing in high-return, 
high-risk bonds, especially if they could be persuaded that the risks were more 
apparent than real. 

 In response to their demands, leading investment bankers began to develop a 
MBS/CDO production chain, in which such debts were to be packaged, bought, and 
sold, as if they were mere commodities. At one end of the packaging process were 
potential homeowners, including for the fi rst time many applicants who previously 
would have been considered too “high risk” to be granted a mortgage. Serving the 
needs and desires of such a dramatically expanded pool of potential customers rep-
resented an unprecedented opportunity for those who fi nanced mortgages. 
Traditionally, savings and loan institutions—the so-called mortgage thrifts—had 
dominated this industry, by using their own capital during the whole life cycle of a 
mortgage. But now that the mortgage origination business had been decoupled from 

2   The politics of subprime mortgage lending was premised upon certain characteristics of American 
culture, primarily, the identifi cation of “the American dream” with home ownership. The need for 
macroeconomic stimulus, in the immediate aftermath of “9-11,” thus coincided with long-term 
trends—supported by key leadership elements in both major American political parties—toward 
deregulating the fi nancial markets, including the fateful repeal of the Glass-Steagall Act (1933). It 
was the repeal of Glass-Steagall that enabled the merger of commercial and investment banking 
interests. A shadow banking phenomenon was created where investment bankers could raise fund-
ing outside of regulatory scrutiny, which could be used to buy and sell structured fi nance vehicles 
like securitized CDOs and MBSs. Within this system, managers like Cioffi  and Tannin received 
enormous commissions while retaining, theoretically, no risk—unless, of course, they had invested 
their own money in the fi nancial products they were also marketing to others. Had the Glass-
Steagall Act still been enforced, the process of “securitization” by which the MBSs were created—
along with the opportunities for abuse by unscrupulous managers and brokers—may have been, if 
not prevented, at least severely inhibited. 
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providing and servicing the mortgage loans, the thrifts confi ned themselves to pro-
cessing mortgage applications as well as interacting with and advising potential 
homeowners. The capital invested in the mortgage loans however came from much 
bigger fi nancial institutions—such as investment banks like Bear Stearns. Although 
the risks involved in mortgage lending had previously been managed by local thrifts 
with a good understanding of local conditions and a cautious approach to money 
management, lending decisions were now made by investment banks with a freshly 
whetted appetite for risk, which awarded mortgage originators for recruiting clients 
consistent with the kind of risks they desired to undertake. Since their risk appetite 
had increased dramatically due to fi nancial market conditions and the general politi-
cal climate, it was no surprise that mortgage lending expanded signifi cantly to wider 
levels of society.  

7.2.5     Mortgage Loans Become a Commodity to be Traded like 
Pork Bellies 

 No more than the mortgage originators did the investment banks that fi nanced 
these mortgages intend to hold them on their balance sheets for long. Rather, the 
mortgages were the raw materials, a key ingredient in making commodities of 
structured- debt products, such as the CDOs that the investment banks went on to 
trade like pork bellies. These new fi nancial packages were supposed to serve the 
customers’ demand for securities with a high return but, paradoxically, limited risk. 
As more and more money had poured into classic fi xed income instruments—for 
example, government bonds—the yields in these segments became increasingly 
less attractive. Credit card and auto loan receivables, as well as subprime mort-
gages, offered signifi cantly more attractive returns, but these were not easily avail-
able to the average (institutional) investor. Lending to individual borrowers would 
have been impractical and extremely risky. The fi nancial institutions that tradition-
ally served the needs of individual borrowers were happy to sell the loans they had 
made in packages. However, such packages were too big—bundling several thou-
sand debts—and far too unbalanced for all but the biggest investors. The CDO 
pioneers, including Bear Stearns, came up with a fi nancial product that seemingly 
solved these problems: they claimed that by combining and structuring debts in 
innovative ways, they could minimize risk signifi cantly. Thus, although some of 
the collateralized debts underlying the securities would produce very attractive 
rates because of their inherent risk, mixing them with other less risky debts was 
supposed to make them safe. 3  

3   The process of mixing these CDOs in a structured investment product is known as “credit 
enhancement” (Investopedia.com  2014c ). A “cash fl ow waterfall” was thus created that directed 
the fi rst rights to cash fl ow from the mortgage pool to the investment grade tranches based on very 
sophisticated mathematical models that allowed the rating agencies, collaborating with the 
 investment bankers, to create the illusion of safety (investment grade tranches). For more on the 
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 Demand for these securities then was potentially high. However, the challenge of 
structuring so many different types of securities—often even mixing different types 
of CDOs—meant that their value would be diffi cult to assess. This would have lim-
ited their attractiveness to investors and impaired the investment banks’ ability to 
sell them but for the role of investment rating agencies. Financial markets all over 
the world relied on such agencies—like Standard and Poors—to provide an inde-
pendent and expert assessment of just how safe a specifi c investment is. Throughout 
the process of securitization, investment bankers structuring CDOs worked closely 
with these agencies to ensure that their products would attain a high, very frequently 
the highest, credit rating available. The rating agencies that were paid directly by the 
issuers of these securities (i.e., the investment bankers) had an enormous confl ict of 
interest. They earned their fees only if they assigned an investment grade rating (i.e., 
“AAA”) to securities whose value could only be assessed on the basis of unverifi ed 
mortgage pool performance information supplied by the investment bankers. 
Securitization was immensely profi table: although a bank may have bought the sub-
prime mortgages at a much lower price—the debts were cheap because they were 
considered risky—once the “subordinated” tranches were packaged with safer 
“senior” tranches, thanks to the overall ratings they received, they could be sold at a 
much higher price (Lambert  2012 ). 

 Once structured and labeled, such CDOs were sold to an ever-growing number 
of clients. From there on, however, the CDO took on a life of its own. Financial 
institutions packaging CDOs, very notably Bear Stearns itself, became actively 
involved in trading them, even offering opportunities to buy insurance against any 
possible failure—hence the marketing of “credit default swaps” 4  (CDSs). As the 
CDO/MBS frenzy accelerated, investment banks—with Bear Stearns at the fore-
front—began to intervene more directly in the mortgage origination stage. Driven 
by the ever-growing demand for MBSs—the CDO type is preferred because of its 
profi tability—in October 2006 Bear Stearns bought a mortgage originator, Encore 
Credit Corp., a step that was common among investment banks at the time. Not only 
were such fi rms profi table in themselves, but they also afforded the bank direct 
access to the raw materials needed to maintain the scale and profi tability of their 
MBS operations. Correspondingly, fi rms like Encore—that once may have been 

mathematical models and their role in facilitating the process of credit enhancement, see Stewart 
( 2012 ). 
4   A credit default swap (CDS), simply put, is an insurance against the default of a security. The 
person purchasing the CDO will pay its issuer an “insurance premium” until the security matures. 
If the security defaults, the issuer will compensate the purchaser of the CDS (Investopedia.com 
( 2014b ). Bond insurers like AIG sold credit default swap insurance that allowed the investment 
bankers like Bear Stearns to book “fairy dust” profi ts when the CDOs were created. Using dis-
counted cash fl ow techniques, the investment bankers showed phantom net present value profi ts 
upon which investment banker executives based their bonuses. Bond insurers like AIG, who were 
not required to put up collateral, ultimately went bankrupt when the subprime mortgage market 
imploded in 2007–2008 and the CDOs dropped dramatically in value. The credit default swaps 
supporting the trading of CDOs thus enabled vast sums to be won and lost among investment bank-
ers and their insurers, with only the US government’s bailout capable of preventing a total collapse 
of the fi nancial system worldwide. 
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more responsive to the credit worthiness of their customers—were now incentivized 
to “engineer” the mortgages according to their new owners’ need for profi table 
CDOs. The higher fees that mortgage originators received from investment banks 
for issuing subprime mortgages in fact led some of them to discourage potential 
homeowners from even specifying their incomes in the application process. Given 
the voracious appetite of investment banks and their clients for high-yield MBSs, it 
was as if the borrowers’ credit worthiness were no longer a signifi cant factor in 
qualifying for a mortgage. 

 In light of this brief account of the development of the MBS/CDO product chain, 
we may begin to consider the ethical questions raised by the Bear Stearns debacle. 
Everyone now knows that the CDOs weren’t as safe as they had been made out to 
be by their promoters. The mathematical models that were used to reassure inves-
tors assumed that mortgage defaults would never affect the entire US housing mar-
ket across all states and social strata (Stewart  2012 ). This proved to be dangerously 
in error as the entire housing market slowed in 2007 and ever more borrowers 
defaulted. The ethical question, of course, is what did the investment banks know, 
and when did they know it? Were their miscalculations honest mistakes or did they 
involve calculated deception, a fraud of unprecedented proportions? Before reach-
ing a verdict, we should proceed cautiously: Is fraud the only way to explain the 
actions of Bear Stearns toward their markets and clients? Or does the scope and 
scale of a bank “too big to fail” allow us to see how the Bear Stearns sales teams 
could be selling MBSs in good faith that colleagues packaging them knew were 
made of hazardous materials? How we judge what they were up to may depend on 
whether the individuals involved sincerely believed in the risk assessment algo-
rithms and their promise, like alchemy, of turning inferior metals into gold! 

 As the slowdown in the overheated US housing market became apparent, it 
appears that the banks, rating agencies, and other fi nancial institutions were very 
aware of the imminent danger, yet chose to carry on with business as usual. 5  In the 
wake of the global fi nancial crisis, several investigations have shown that although 
key protagonists recognized the disaster when it came into sight, many chose not to 
share these insights with their clients. A particularly revolting example is that of the 
rating agencies whose main job was to provide the wider investment public with 
revised assessments as soon as they knew that a security previously rated by them 
was deteriorating in outlook. Publicized email conversations, for example, from 
Standard and Poors, reveal that its analysts considered the subprime-backed CDOs 

5   As the American novelist, Upton Sinclair, memorably observed, “It is diffi cult to get a man to 
understand something, when his salary depends upon his not understanding it!” Remember that 
like other investment bankers, the Bear Stearns executives received the lion’s share of their com-
pensation through stock options. Therefore, they had every incentive to manipulate the fi rm’s 
accounting practices to show short-term profi ts that would drive stock prices higher. This put 
enormous pressure on their allegedly “independent” auditors to acquiesce in various questionable 
schemes that maximized (and exaggerated) short-term profi tability, by masking the precariousness 
of their fi nancial position. Under the circumstances, carrying on with “business as usual” is hardly 
an innocent choice. 
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to be no better than “junk,” 6  yet continued to give them an “AAA” rating for fear of 
losing the business of the investment banks who were paying for their services. 7  All 
of which takes us full circle back to Cioffi  and Tannin and the hedge funds they 
managed for Bear Stearns. Whose problems were these meant to solve? Were 
unwary investors being lured into some kind of Ponzi scheme 8  that, in addition to 
protecting the bank’s capital, might save some investors but only by betraying the 
interests of others?  

7.2.6     Bear Stearns’ Corporate Culture: Root of the Crisis? 

 While some might consider Bear Stearns’ overexposure to the risks involved in the 
MBS market and the fi rm’s subsequent failure as nothing more than a bet gone sour, 
a closer look at the corporate culture might explain what went wrong and why. Bear 
Stearns’ failure appears to be a prime example of how an entire fi rm can become 
addicted to increasingly risky investment schemes and the profi ts that they promise. 
This was an addiction that spread to all of Bear Stearns’ banking operations, from 
structuring fi nancial instruments, to trading, and to wealth management—overruling 
all notions of prudence, self control, or, most importantly, the fi rm’s fi duciary respon-
sibilities to its clients and other stakeholders. 

 Once disaster struck, clues to the pathological nature of the Bear Stearns culture 
became obvious. If you were to travel back in time to visit the Bear Stearns trading 
fl oor, however, you would have seen a big, overbearing sign stating: “Lets Make 
Nothing but Money” (Wayne  1983 ). Similar clues might have been gathered by sit-
ting in on a Bear Stearns board meeting. Regardless of when in the fi rm’s 85-year 
existence you alighted from your time machine, you would have encountered a 
culture, starting at the top, in which one’s say, one’s infl uence over strategic 

6   “Junk,” or more precisely “junk bonds” describe bonds with the lowest ratings. They are consid-
ered to be very risky, but often yield very attractive returns if they don’t default (Investopedia.com 
 2014e ). 
7   S&P was sued by the Justice Department over abuses that occurred in this practice (Eaglesham 
et al.  2013 ). It is known as the “Issuer Pays” model, in which the ratings agency does not get paid 
unless an investment grade rating is achieved (Frankel  2013 ). For a fuller explanation of role of the 
credit rating agencies in the fi nancial crisis, see “The Council on Foreign Relations’ ‘Backgrounder: 
The Credit Rating Controversy’” (Allessi et al.  2013 ). 
8   Investopedia defi nes “Ponzi scheme” as “a fraudulent investing scam promising high rates of 
return with little risk to investors. The Ponzi scheme generates returns for older investors by 
acquiring new investors. This scam actually yields the promised returns to earlier investors, as long 
as there are more new investors. These schemes usually collapse on themselves when the new 
investments stop” (Investopedia.com  2014f ). The Bear Stearns hedge funds probably were not 
intended as a Ponzi scheme, since the investments were CDOs meant to leverage the real value of 
mortgages and related fi nancial products. On the other hand, in retrospect, at least, the promised 
yields to investors seem to have depended entirely on the hedge fund managers’ ability to continue 
recruiting new investors. When the market for MBSs softened, the hedge funds collapsed, much 
like a failed Ponzi scheme. 
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 decision- making, depended on one’s past record of making money for the fi rm. 
After its collapse, Bear Stearns executives admitted as much: “If you didn’t make 
money for the fi rm, you could have all the thoughts you wanted and they may or 
may not listen…. This haphazard strategy is key to understanding what happened in 
2008” (Cohan  2009 : 196). 

 This culture did not go unnoticed on Wall Street, where it shaped Bear Stearns’ 
ambiguous public image for both admirers and critics. Thirty years ago, Leslie 
Wayne had already identifi ed the basic ethical challenge implicit in the fi rm’s relent-
less focus on making nothing but money. Was there a confl ict of interest at the heart 
of the “Bear Stearns’ identity: Whether it acts as an agent for clients by providing 
service for a fee or whether it is simply a trading vehicle for its partners or both” 
(Wayne  1983 ). Most likely the fi rm’s admirers would have insisted that it was doing 
both—which completely ignores the potential confl icts involved, even if they were 
doing both better than anyone else. Nevertheless, this culture also had its attrac-
tions: Bear Stearns was willing to invest where more conservative fi rms were cau-
tious. Investing in bankrupt or troubled companies, for example, or representing 
dissident shareholders in uphill takeover battles, Bear Stearns was aggressive and 
innovative, to the point of serving less fi nancially secure clients whom other Wall 
Street fi rms regarded as beneath their notice. 

 Regardless of such positive outcomes, the controversial nature of Bear Stearns’ 
corporate image seems to have been pretty clear. Samuel L. Hayes, of the Harvard 
Business School, also observed in 1983 that: “Bear Stearns is seen as a fi rm of 
bright, sharp entrepreneurs who are more self-motivated or motivated for the indi-
vidual gain of the fi rm rather than building a corporate entity for the long run ” 
(Hayes et al.  1983 : 75). George L. Ball, president and CEO of Prudential-Bache 
Securities, went even further by saying that “Most fi rms will, at times, forgo profi t 
for reasons of perception. But Bear Stearns has the idea that a legitimate transaction 
is one that earns a dollar—even if you don’t want to bring it home for dinner with 
mother” (Cohan  2009 : 201). 9  Given the high visibility of the fi rm’s corporate image, 
it may well be asked how this culture is refl ected in Bear Stearns’ leadership role in 
marketing CDOs and MBSs and fi nally the hedge funds whose risks were fast 
becoming all too evident. Were Cioffi ’s and Tannin’s funds the kind of investment 
schemes that no one would want to bring home to dinner with mother?  

9   Ball’s comment hearkens back to a time when predatory behavior on Wall Street could still be 
restrained by a shared culture of shame, perpetuated by “the good ol’ boy” network that persisted 
among seasoned investment bankers. Just as you might be ashamed to bring some of your pals 
home for dinner, because you knew that your parents wouldn’t approve of them, so there may be 
some business deals that are so questionable—for one reason or another—that you wouldn’t want 
your family to know how far you are willing to compromise yourself just in order to make more 
money. Shortly after Ball made this comment, it became clear that the Wall Street culture of shame 
that had been enforced by Wall Street’s “good ol’ boys”—however selectively—was fast eroding, 
as we learned from Michael Lewis’ brilliant cultural analysis,  Liar’s Poker: Rising through the 
Wreckage on Wall Street  (New York: W.W. Norton,  1989 ). 
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7.2.7     BSAM’s Hedge Funds: A Cautionary Tale 

 The hedge funded managed by Cioffi  and Tannin was labeled the “Bear Stearns 
High-Grade Structured Credit Fund.” 10  As the name suggests, it invested its clients’ 
money into what were billed as “high-grade” structured credit instruments. The 
fund’s “investment philosophy,” printed on the back of the summary report that 
investors received every month, was to “generate total annual returns through ‘cash 
and carry’ transactions and capital markets arbitrage.” The prospectus was quite 
specifi c on how these returns were to be earned: “The Fund generally invests in high 
quality fl oating rate structured fi nance securities. Typically, 90 % of the Fund’s 
gross assets are invested in AAA or AA structured fi nance assets” (Cohan  2009 : 
305). Potential and current clients were told that this meant that the fund would use 
leverage to generate returns by borrowing money in low-cost, short-term credit mar-
kets (called repo markets) in order to invest in long-term CDOs that had a substan-
tially higher return (Ibid: 283). Although it later turned out that many investors did 
not understand the nature of the CDOs in which the fi rm was investing their money, 
the fund was very successful and thus popular. For 40 months in a row, the fund 
produced profi ts, netting 9.46 % on a yearly average, and 16.88 % (after expenses 
and fees) in 2004—extraordinary results for a fund that investors assumed was 
invested primarily in safe, low-risk investment classes. 

 But it was not just investors that were rejoicing in the success of this fund. Bear 
Stearns and its Asset Management affi liate were also jubilant. In 2004–2005, the 
high-grade fund accounted for 75 % of BSAM’s total revenues, indicating that the 
fund was a major factor in BSAM’s success. The good news at BSAM redounded to 
the credit of Cioffi  and Tannin, who were hired to boost an Asset Management divi-
sion that had been underperforming. When Bear Stearns hired them, top manage-
ment may not have understood the risks involved in the hedge funds or, for that 
matter, the set of new fi nancial products that promised such high returns (Burrough 
 2008 ). What’s more, Bear Stearns’ top management seems not to have given much 
thought to the question of whether they were involved in a confl ict of interest by 
setting up funds that were mostly trading and investing in fi nancial products for 
which Bear Stearns was the main producer and marketer. The fi rm’s desire to “Make 
Nothing but Money” apparently obscured any fi duciary duty it may have owed to its 
clients and customers, who expected the fi rm to offer sound fi nancial advice based 
on a critical assessment of their individual tolerance for risk. 

 But if the fi rm’s own stake in the ABSs bought and sold by BSAM was not fully 
transparent, how could its customers accurately judge the value of the products that 
the fi rm was so aggressively promoting? In Bear Stearns’ defense, one may point 
out that it is easy to criticize in hindsight. In the early 2000s, its role in creating a 
market for ABSs and CDOs was something for which the fi rm was envied and 
admired. At that point, it may have seemed only natural to use its expertise and 

10   It was later split into two, and the additional fund was called “Bear Stearns High-Grade Structured 
Credit Enhanced Leverage Fund.” 
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strong market position to offer its BSAM customers and clients a unique advantage 
while boosting its own business. The prospect of high returns, as well as Cioffi ’s 
impressive track record in making enormous amounts of money, seemed to have 
dispelled any doubts that senior management at BSAM might have had. Before 
becoming the BSAM hedge fund’s manager, Cioffi  was described by one senior 
manager at the fi rm as “the top fi xed-income (FI) salesman in a fi rm where FI was 
king.” According to Paul Friedman, the COO of BSAM, Cioffi  was “absolutely the 
best salesman I ever met … he was incredibly personable, smart, creative and got 
things done” (Cohan  2009 : 281). 

 Critics, however, pointed out that Cioffi  had previously failed when he was 
appointed manager of institutional sales. This role had offered a different challenge 
beyond his past experience as a salesman, but it was similar to his future role as a 
hedge fund manager. What he lacked in both was an attention span suffi cient to 
address management problems and a knack for communicating well with his col-
leagues. As Friedman quipped, “he had adult ADD (attention defi cit disorder)” 
(Cohan  2009 : 281). Many at Bear Stearns were thus surprised that Cioffi  was tapped 
to manage the BSAM hedge funds. According to Friedman, “There was a fair num-
ber of skeptics internally who could not fi gure out how this guy—who was bright 
but had never managed money—was now going to run money. He knew nothing 
about risk management, and had never written a ticket in his life that wasn’t some-
one else’s money. I sure as hell would not have given him my money. But he sets out 
and he is reasonably successful” (Cohan  2009 : 281). 

 Cioffi ’s success at BSAM—as well as the risk of failure carried with it—rested 
upon his unique access to his former colleagues and their work in packaging the 
structured fi nancial products. A major architect of Bear Stearns’ MBS CDO product 
chain, he now would become the major “sell-side face” of the market. According to 
the Securities and Exchange Commission (SEC), “He was involved in the creation 
of the structured credit effort at Bear Stearns and a principal force behind [their suc-
cess] as a leading underwriter and secondary trader of structured fi nance securities, 
specifi cally CDOs and ABS” (Cohan  2009 : 280). But in assuming the post as hedge 
fund manager, Cioffi  should have undergone a signifi cant reorientation in his atti-
tude toward these securities. No longer a salesperson focused primarily on promot-
ing MBS CDOs, he was now in charge of a fund with much broader investment 
goals of which these should have been but a fraction. Rather than selling for Bear 
Stearns, he was now supposed to be buying for his clients according to investment 
strategies tailored to their specifi c needs. In all fairness there is evidence that he 
acknowledged that reality or at least paid lip service to it (Cohan  2009 : 312). At 
various points during the funds’ life, he made statements to reassure investors that 
he was implementing a conservative strategy when it came to the products that he 
had previously specialized in. 

 But were his reassuring words only an empty gesture, designed to calm the 
nerves of wary investors by camoufl aging the reality of a faltering housing market? 
When the MBS CDOs started to tumble the façade of fi duciary responsibility began 
to crumble. Since investors had been widely left in the dark about what kinds of 
securities they were invested in, they now began to request more specifi c  information 
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about the assets they had been sold. 11  Step by step, investors and senior managers at 
Bear Stearns alike discovered with shock that even in the months leading up to the 
crisis, Cioffi  had promised one thing (the right thing) and done another (quite objec-
tively, a fatal thing). 12  

 By June 2007, BSAM’s staff was struggling with how to answer clients’ specifi c 
questions about the nature of their investments. Typically, “I thought I was invested 
in a high-grade fund but it sounds now like the funds may have been invested in a 
fair amount of assets in subprime?” (Cohan  2009 : 349). The prepared response was 
fi nally revelatory (and truthful), but—because of that—also earthshaking 13 :

  As of May 31st, 2007, over 90 % of the [Enhanced Leverage Fund’s] assets are invested in 
securities rated AA or AAA…. The press has referred to this portfolio as a subprime fund. 
Based on our management’s analysis, the percentage of underlying collateral in our invest-
ment grade structures collateralized by “subprime” mortgages is approximately 60 %. 
(Cohan  2009 : 359) 

 This fi gure was ten times more of what had previously been disclosed regarding the 
portion of subprime mortgages packaged in the average MBS CDO. 

 The disclosure was bound to accelerate the fl ow of redemptions by investors 
frantic to get their money back, as well as a predictable increase in the number of 
lawsuits when they could not. One scene may best represent the shock experienced 
on all sides as Bear Stearns’ staff began to come to grips with BSAM’s crisis. In the 
early months of the subprime mortgage crash, Douglas Sharon (a star broker of the 
fi rm), Daniel Taub (its head of litigation), and Michael Solender (general counsel of 
the fi rm) met to discuss the moral and legal problems that had been unfolding in the 
wake of Cioffi ’s handling of the fund. Apart from angering some of the fi rm’s most 
important clients by promising to invest only in instruments “as safe as a bank,” 
Cioffe’s specifi c comments that had been issued from month to month were particu-
larly damning. As Sharon put it, “this guy has been predicting Armageddon in print, 
telling you he has been avoiding the 2006 vintage…and as it turns out [he] jumped 
straight into the volcano” (Cohan  2009 : 355). Instead of protecting the interests of 
BSAM’s investors, Cioffi  had become one of the main customers for Bear Stearns’ 

11   Previously BSAM hedge fund investors had only been given notifi cation about the asset/security 
class, which was remarkably vague. With only bare information about the CDO’s category, one 
must rely on the assessment of the ratings agency, which proved to be unconscionably unreliable. 
Subsequent lawsuits, most still unresolved, testify to the diffi culty investors had in attempting to 
obtain suffi cient information about the assets they had purchased (cf. Eaglesham et al.  2013 ). 
12   The allegation of Cioffi ’s deliberate malpractice is evident from comparing the monthly com-
mentary he issued to BSAM’s investors in March 2007, outlining the steps he had taken to protect 
them from increasing turbulence in the MBS market, with what the trades he was actually making 
on their behalf. As William D. Cohan explained, “The problem was that none of it was true. Cioffi  
had not avoided residential mortgage backed securities, as he had suggested to his investors on 
their monthly statements. Actually he had done precisely the opposite and had started to load up on 
these toxic securities at exactly the wrong moment. Since he was no longer trading with Bear 
Stearns, the fi rm had no idea of what he was doing” (Cohan  2009 : 312). 
13   The importance of this statement can hardly be exaggerated. As William D. Cohan explained, 
“Here, for perhaps the fi rst time in black and white, was the admission – varnished repeatedly with 
gibberish – that all had not been what it seemed in the funds” (Cohan  2009 : 350). 
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products and was reliant on Bear Stearns to trade these and support BSAM’s activi-
ties in the repo market. 

 The breach of BSAM’s fi duciary responsibility is evident in the details of Cioffi ’s 
repeated technical violations of Bear Stearns’ compliance rules. Prior to any major 
transaction with its parent fi rm, BSAM was required to seek approval from the 
hedge fund’s independent—without Bear Stearns affi liation—directors. Not only 
did Cioffi  violate this rule in 70 % of his transactions, 14  he also willfully ignored 
numerous requests from Bear Stearns’ compliance department to bring his practices 
into line with its stated policies. Once fully understood by Bear Stearns’ top man-
agement, these violations forced the fi rm to impose a trading moratorium on the 
fund and Cioffi —a decision that was certainly not easily made because it meant that 
the fund would lose its major trading partner and repo lender, thus hurting its trading 
position substantially.  

7.2.8     The Everquest IPO: Robbing Peter to Pay Paul? 

 As the subprime mortgage market deteriorated, Cioffi ’s efforts to dispose of some 
of the MBS CDOs became increasingly problematic. How was BSAM to dispose of 
its holdings without causing a landslide in the markets? Instead of selling these 
toxic assets to the same, small circle of institutional investors, he came up with a 
daring plan to sell them to a new group of customers with an appetite for risk, who 
previously had had no access to this product: retail investors. Cioffi  planned to 
unload the funds’ CDOs priced at US$700 million dollars, by transferring them to a 
separate company and selling its shares in an IPO (Cohan  2009 : 307). Although it 
was defi nitely a key element in Cioffi ’s strategy to avoid disaster, ultimately the plan 
did not achieve its intended results. Underwritten by Bear Stearns, the IPO would 
have been known as “Everquest.” While it would have offered unwary retail inves-
tors securities not valued “at arm’s length” (Investopedia.com  2014a ), had it suc-
ceeded it would have taken off BSAM’s books some of its most illiquid (and 
dangerous) CDOs (Goldstein  2007 ). 

 The boldness of this plan did not go unnoticed.  Businessweek  commented that 
one should “never underestimate the ability of Wall Street Investment Firms to fi nd 
a new way to pawn off risky assets onto retail investors” (Goldstein  2007 ). Indeed, 
the moral questions arising were far from negligible. As BSAM’s COO, Friedman, 
who surprisingly knew nothing about it until the day the IPO was canceled, put it: 
“The notion of packaging the most opaque and complicated securities into a com-
plicated structure and selling them by IPO to the widows and orphans of this world 

14   The allegation and the evidence in support of it are detailed in the “Administrative Complaint, in 
the matter of Bear Stearns Asset Management, Docket E2007-0264” issued by the Commonwealth 
of Massachusetts on November 14, 2007. Retrieved on 2 February 2014 from the Archives of the 
Massachusetts Secretary of State,  http://www.sec.state.ma.us/sec/sct/archived/sctbear/bear_com-
plaint.pdf . 
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was one of the most bizarre ideas I ever heard” (Cohan  2009 : 340). It seemed as 
though Everquest was “really nothing more than a landfi ll for increasingly toxic 
mortgage securities” (Goldstein  2007 ). Although Cioffi  might have undertaken this 
step to protect his hedge fund clients’ interest, the moral question remains: Wasn’t 
Cioffi  merely robbing Peter in order to pay Paul? Didn’t he have the same fi duciary 
responsibilities to the trusting novice investors whom he hoped to recruit for his IPO 
as he had to his similarly trusting, yet more powerful and experienced hedge fund 
clients? 

 Of course, managing a hedge fund may require those involved to be very discrete 
in their communications. After all, one disaffected client may trigger a panic in 
which the remaining investors also try to pull out, leaving everyone worse off. But 
does that justify deliberately making false statements, even if they are motivated by 
a desire to minimize the harm that may be done to everyone involved? If you were 
in Cioffi  and Tannin’s shoes, how far would you go to calm the fears of nervous 
investors? Would you go beyond the kind of bluff that Cioffi  was overheard making: 
“I want to be very clear about the way in which subprime risk is embedded within 
the structures that we own. We are not believers in the world-is-coming-to-an-end 
housing bubble scenario” (Cohan  2009 : 306)? Would you continue to make bullish 
statements about your hedge funds, as Cioffi  did in April 2007, while knowing that 
the subprime market was rapidly deteriorating, thus making your promise of a 14 % 
and 11 % return (Cohan  2009 : 333) wildly misleading, to say the least? What these 
hedge fund managers knew and when they knew it is important for understanding 
their actions: “On March 23, Cioffi … initiated the process of removing US$2 mil-
lion of the US$6 million that he personally invested in the Enhanced Leverage 
Fund” (Cohan  2009 : 325). What do you make of such a move? Was Cioffi  still 
interested primarily in protecting his hedge fund clients or had he decided just to 
save himself? 

 Cioffi ’s defenders later pointed out that the removal of his US$2 million invest-
ment was simply a transfer to another BSAM hedge fund. Since he was expected to 
be investing his own money in funds he was comanaging, this might have been a 
plausible explanation. Nevertheless, his transaction was suffi ciently questionable to 
form a separate count in the four count criminal indictment issued against Cioffi  and 
Tannin in 2008 (United States District Court  2008 ). The various stratagems meant 
to reassure BSAM’s investors and persuade them not to withdraw their money from 
the funds merited indictments on charges of securities fraud. The Grand Jury was 
convinced that Cioffi  and Tannin were guilty of repeated and deliberate misrepre-
sentations of the actual state of the BSAM hedge funds, a criminal offense since 
investors relied on such assessments to guide their investment decisions. Cioffi ’s 
transfer of US$2 million to another Bear Stearns hedge fund merited him an indict-
ment for insider trading, since he withdrew his personal stake in the Enhanced 
Leverage Fund at a time when other investors were unable to do so.  
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7.2.9     Conclusion: Bear Stearns’ Demise 

 As it turned out, Cioffi  and Tannin were judged “Not Guilty” of the fi nancial crimes 
for which they had been indicted (Hurtado et al.  2009 ), and eventually the SEC’s 
charges against them were quietly set aside (Lattman  2012 ). Bear Stearns, alas, was 
not so fortunate. The turbulence in the MBS market that had prompted Cioffi  and 
Tannin’s questionable activities only grew worse, as anxious investors demanding to 
redeem their shares lent credence to rumors that not only BSAM but also Bear 
Stearns itself were faced with serious liquidity problems. Simply put, investors and 
their advisors became increasingly worried that the fi rm didn’t have the money—or 
any realistic hope of obtaining it—necessary to cash out their holdings. Bear 
Stearns’ crisis turned out to be terminal when, in March 2008, rather than be forced 
into bankruptcy the fi rm was sold to J. P. Morgan Chase for only a fraction of its 
former value. Cioffi  and Tannin in no way should be held responsible for either the 
demise of Bear Stearns or the global fi nancial crisis that ensued from it. Wall Street 
observers suspect that short-sellers, who stood to gain from any dramatic drop in 
Bear Stearns’ share price, had orchestrated a remarkably effective campaign of 
rumor mongering and unprofessional fi nancial reporting that eventuated in a full- 
blown fi nancial panic (Burrough  2008 ). Nevertheless, though they were acquitted of 
any criminal charges, Cioffi  and Tannin still present for us a range of troubling 
moral issues. What do businesses owe their customers and clients? If businesses, 
like Bear Stearns, are advising customers and clients on their investment decisions, 
what is an appropriate standard of care for them and their interests? Does fi duciary 
responsibility have any meaning after the fi nancial tsunami hit Wall Street in 2008? 
Are you satisfi ed that if Cioffi  and Tannin were not found guilty of anything crimi-
nal, there is no further need to refl ect on the morality of their actions?   

7.3     Case Study Discussion 

 Traditionally, in the West as in China and elsewhere in Eastern Asia, law and 
morality are distinct, though also related in various ways. Though Cioffi  and 
Tannin were acquitted when their court case went to trial, and while no one as yet 
has been convicted of a crime related to the collapse of Bear Stearns, the court’s 
verdict hardly settles all issues regarding their ethical responsibilities. In Chap.   5    , 
we explored the notion of commutative justice, which should be acknowledged as 
the fi rst principle of business ethics. Following the teachings of Aristotle in the 
 Nicomachean Ethics , we observed that the essence of all legitimate business 
transactions lies in their voluntary character. Buyers and sellers seek to make a 
deal—or, if you will, reach a mutual agreement—on the basis of a common esti-
mate of the value of the goods or services they are paying for. Their voluntary 
character, however, depends on more than the fact that no one is coercing or 
threatening the use of force in order to close the deal. The use of force, no doubt, 
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would mean that the exchange is really a form of robbery or extortion. A legiti-
mate business transaction is regarded as voluntary when both buyers and sellers 
have suffi cient information to make a rational decision on whether the deal is in 
their best interests. When one party helps the other party to make a rational deci-
sion, by providing a full disclosure of any relevant facts about the goods or ser-
vices to be bought or sold, the decision to go ahead with the deal is both free and 
fair, with both parties conforming to the principle of commutative justice. 

 In Chap.   6    , however, we began to explore the normal situation in today’s global 
business world, where the relationship between a business fi rm and its customers 
is asymmetrical. They are rarely in a position to deal with each other symmetri-
cally, with equal access to relevant information about the goods or services to be 
bought or sold, with equal opportunity to take their business elsewhere, if a free 
and fair agreement as to the value of these for one reason or another cannot be 
realized. We observed in Chap.   6     that in the normally asymmetrical relationship 
between a business fi rm (like Mattel, Inc.) and its customers (the parents and other 
caregivers who buy toys for their children), commutative justice requires that 
businesses meet a higher standard of care, anticipating the needs and protecting 
the interests of their customers even when, or especially when, their customers 
lack the knowledge or the power to do so themselves. Within the asymmetrical 
relationships that in today’s global economy are characteristic of a business and 
its customers, the fi rst principle of business ethics becomes clearer: “ Primum non 
nocere ” or “Above all, do no harm.” The question raised for marketing ethics, in 
light of the Bear Stearns case, is whether investment bankers ought to be held to 
the same standard of care that other businesses must observe when dealing with 
their clients and customers. 

 There are, of course, plausible reasons for assuming that the traditional princi-
ples of business ethics simply do not—and should not—apply to investment bank-
ers like Bear Stearns. It could be argued that the clients and customers with whom 
they typically are dealing are institutional investors—fellow members of the Wall 
Street fraternity—who ought to have suffi cient access to the information needed to 
estimate the value of the CDOs and other fi nancial instruments that Bear Stearns 
was selling. If they failed to exercise due diligence in protecting their own interests 
and those of their clients, they have no one to blame but themselves. To be sure, 
throughout the history of the fi nancial bubble created around subprime mortgages, 
there were analysts who tried to warn anyone who would listen about the enormous 
risks involved. 15  But these Cassandras were generally ignored until the market tee-
tered on the brink of disaster. Nevertheless, the idea that anyone who sustained 
heavy losses in the collapse of the subprime mortgage market deserved it is hard to 
square with the facts. As we have just seen, BSAM’s hedge fund managers, Cioffi  
and Tannin, weren’t simply bluffi ng as they tried to persuade investors not to cash 
in their holdings in CDOs. The indictments brought against them accuse them of 
fraud, that is, of deliberately deceiving investors, their clients, and customers, in 

15   See, for example, Michael Lewis’ account of how money was made and lost in the collapse of the 
subprime mortgage market,  The Big Short  (Lewis  2010 ). 
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order not only to keep BSAM afl oat but also to protect their own investments in the 
hedge funds. In the eyes of the Grand Jury that indicted them, Cioffi  and Tannin 
apparently were willing to harm some investors in order to protect others, including 
themselves. 

 When Albert Z. Carr wrote his groundbreaking article, “Is Business Bluffi ng 
Ethical?” (Carr  1968 ), as we saw in chapter one, he argued that ethical standards in 
business are legitimately different from those presupposed in our interpersonal rela-
tionships. If one were to follow Carr’s argument in the Bear Stearns case, we might 
conclude that since Cioffi  and Tannin were only playing the game of business, they 
were no more obliged to inform their customers and clients about the actual risks 
involved in the investments they promoted than is a poker player obliged to show his 
hand to his adversaries. On this account, various stakeholders who were victimized 
by the creation of the subprime mortgage market, its dramatic expansion, and its 
catastrophic collapse—namely, the homeowners, legitimate savings and loan asso-
ciations, and investors, not only in that market but also in anything impacted by 
it—have no moral claim against Bear Stearns and its hedge fund managers. 

 In laying out his argument, Carr recalled the comment from his former boss, 
President Harry F. Truman, who observed in another context, “If you can’t stand the 
heat, stay out of the kitchen” ( 1968 : 3). If you can’t stand to lose a hand at poker, 
don’t sit down to play. If you can’t stand to take a big risk, don’t invest in MBSs. 
Cioffi  and Tannin, no doubt, were bluffi ng when they reassured their investors—
even on the brink of disaster—that the BSAM hedge funds were “as safe as a bank.” 
Someone persuaded by Carr’s argument might justify their bluff by observing that 
the investors should have known they were bluffi ng and made their bets accord-
ingly. But they made the wrong bets, and they lost big, as often happens in high 
stakes poker games. 

 Even if we concede that bluffi ng may not always be unethical, the question 
remains whether at some point Cioffi  and Tannin crossed the line between bluffi ng 
and lying, between making glib reassurances to their customers and clients and 
conspiring to commit fraud. The government agencies that even Carr relies on to set 
and enforce the rules of the business game certainly thought they had crossed the 
line, but for one reason or another were unable to get a criminal conviction against 
them, thus leaving the ethical questions unanswered. Just because Cioffi  and Tannin 
were acquitted of any crimes, are we to assume that everything they did was moral? 
Consider the systematic violation of Bear Stearns’ compliance rules governing 
transactions between its departments and the BSAM hedge funds. We learned that 
70 % of Cioffi ’s BSAM transactions violated these rules. Is that merely a technical 
issue, manifestly irrelevant for understanding the ethical implications of this case? 
Perhaps, it all depends on what the compliance rules were intended to do. They 
were meant to create an artifi cial barrier—a “Chinese wall,” if you will—between 
BSAM and its parent company, in order to protect the hedge fund’s clients and cus-
tomers from any confl ict of interest on the part of the fi rms involved. An indepen-
dent director was to sign off on each transaction, so that some oversight would be 
exercised in order to minimize the risk of fraudulent activity. It would appear that 
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Cioffi  and Tannin regarded the compliance rules as just another bluff, a pure formal-
ity designed to reassure nervous investors. 

 Consider also the Everquest IPO that even BSAM’s COO, Paul Friedman, 
described as “really nothing more than a landfi ll for increasingly toxic mortgage 
securities.” Had the Everquest IPO not been withdrawn, it would have repackaged 
these toxic assets as securities to be sold to retail investors, the group whom 
Friedman described as “the widows and orphans of this world.” Carr might well 
wonder whether Cioffi  and Tannin were still playing poker when they tried to 
offl oad BSAM’s MBSs to such newbies. If BSAM’s customers and clients were 
primarily institutional investors, the game they played with them just might bear 
some resemblance to poker; but the retail investors targeted in the Everquest IPO 
were likely to lack both the experience and skills needed to spot a bluff and respond 
to it strategically. The Everquest IPO and related strategies for postponing or avoid-
ing the collapse of BSAM’s hedge funds were meant to protect the interests of some 
investors at the expense of others. Cioffi  and Tannin were using whatever bluffs and 
stratagems they could devise to buy time, so that at least some of their clients and 
customers could unwind their positions, while unwary others were induced to take 
on greater risks, buying even more toxic assets. Carr, however, admits that it is pos-
sible to cheat at poker and that such cheating may be severely punished. Wouldn’t 
even Carr have to concede that Cioffi  and Tannin crossed the line between bluffi ng 
and cheating, when they tried to open up the game to inexperienced players who 
stood no chance of winning? 

 When BSAM’s hedge funds collapsed, even experienced players howled that 
they had been cheated in a game that had been rigged against them. They demanded 
that the appropriate regulatory agencies prosecute Cioffi  and Tannin for conspir-
ing to defraud them by misrepresenting the risks involved in the MBSs they had 
been persuaded to buy. Were they wrong to accuse Cioffi  and Tannin of cheating? 
Was their outrage over sustaining such large losses merely the sour grapes of 
players who should have known better, who lost big because they failed to spot 
the bluff and respond to it skillfully? The facts presented in the Bear Stearns case 
suggest that dismissing the concerns of BSAM’s investors as mere sour grapes is 
highly inappropriate and morally obtuse. Blaming the victims of Cioffi  and 
Tannin’s breathtaking irresponsibility undercuts the ethical legitimacy of capital-
ism and the utilitarian case to be made for identifying the common good with free 
but regulated markets.  

7.4     Ethical Refl ection 

 At several points in the Bear Stearns case, we considered the fi duciary responsibili-
ties of Cioffi  and Tannin, in particular, as well as their supervisors and mentors at 
BSAM and Bear Stearns. If the game of business is just another form of high stakes 
poker, then the notion of fi duciary responsibility is just another bluff, a piece of 
strategic fi ction designed to mask the true nature of the game and how it is played. 
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But what if no one is bluffi ng? What if fi duciary responsibility is itself part of the 
rules of the game of international business? How, then, might it unlock for us the 
basic assumptions about ethics in marketing? 

 In legal terms, a “fi duciary” is “a person legally appointed and authorized to hold 
assets in trust for another person” (Investopedia  2014d ). While traditionally a fi du-
ciary serves to protect the interests of children and the elderly who have lost or not 
yet acquired the capacity to act in their own self-interest, the concept of fi duciary 
responsibility has been extended to include the duties assumed by anyone who man-
ages assets for the benefi t of another person rather than for his or her own profi t. 
While many people assume that anyone providing investment advice or fi nancial 
services would have fi duciary responsibilities to their customers and clients, it is 
reported that in the USA “approximately 85 % of fi nancial advisers do not,” the vast 
majority of whom are “stockbrokers, insurance agents, or simple sales representa-
tives” (Paragon Wealth  2014 ). One major difference between investment advisers 
who exercise fi duciary responsibility and those who do not is the basis of their 
compensation. Fiduciaries receive set fees for their services and are expected to 
focus exclusively on their customers’ or clients’ best interests. Non-fi duciary fi nan-
cial advisers, on the other hand, earn commissions based on the sales they make. 
Human nature being what it is, the incentives offered non-fi duciary advisers mean 
that they are selling fi nancial products that will benefi t them—and not necessarily 
their customers and clients—the most. 

7.4.1     Fiduciary Responsibility 

 Any investment broker or adviser who claims to be exercising fi duciary responsi-
bilities must meet certain behavioral benchmarks. First of all, fi duciaries are 
licensed, usually as Registered Investment Advisers (RIA’s) or Investment Advisor 
Representatives. In the USA, they register with the Securities and Exchange 
Commission (SEC) or the state security division and thus are acknowledged as 
qualifi ed to exercise fi duciary responsibilities. Second, they are expected to uphold 
higher standards of professional ethics that, among other things, requires them not 
only to disclose their own fi nancial interests but also to manage on behalf of their 
customers and clients “a prudent investment process.” According to Investopedia’s 
Jerry and Melissa Sais, such a process typically consists in four steps, “1) Organize, 
2) Formalize, 3) Implement, and 4) Monitor” (Sais and Sais  2013 ). “Organize” 
means knowing the relevant laws and regulations—such as the Employees 
Retirement and Income Security Act—and structuring one’s consultation with each 
customer or client accordingly. “Formalize” involves creating an investment strat-
egy for each customer or client that responds to his or her specifi c needs, as typi-
cally indicated by his or her “investment horizon,” “acceptable level of risk, and 
expected return.” These indicators will help the adviser to identify “appropriate 
asset classes” from which to create a diversifi ed portfolio of investments. The results 
of this consultation with one’s customer or client should be detailed in a written 
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“investment policy statement.” “Implement” means doing “due diligence” on pos-
sible investments or investment management proposals consistent with the customer 
or client’s policy statement. “Monitor”—perhaps “the most time consuming and 
also the most neglected part of the process”—entails keeping track of the invest-
ments’ performance over time to determine whether the goals and objectives out-
lined in the investment policy statement are being met. 

 Finally, Jerry and Melissa Sais insist that fi duciary responsibility includes taking 
care that the fees charged for managing the customer or client’s investments remain 
“fair and reasonable.” Their message to fi duciaries clearly refl ects our own view of 
becoming a top-notch player in business. Here is their advice:

  Fiduciaries should embrace their responsibilities and understand that they will not be 
judged on the returns of their portfolio, but on the prudence employed in the creation of the 
returns. If fi duciaries get the process right, they should be able to achieve admirable returns 
for their organizations. In the end, it’s not whether you win or lose, it’s how you play the 
game. 

 Albert Carr may have been correct in describing business as a game, but his 
 misunderstanding of the kind of game being played in business completely under-
cuts the ideal of sportsmanship that implicitly underpins an ethic of fi duciary 
responsibility. 

 One consequence of 2008s fi nancial crisis was an attempt to enact legislation that 
would impose fi duciary duties upon virtually all broker-dealers and investment 
advisers. Section 913 of the Dodd-Frank Act authorized the SEC to revise its rules so 
that any broker-dealers providing personalized investment services to retail custom-
ers meet the same duty of care imposed by existing law upon investment advisers. 
The SEC’s Investor Advisory Committee (IAC) responded by investigating the effec-
tiveness of current regulatory standards, while also exploring various frameworks for 
implementing the Dodd-Frank proposal. The result, so far, has been an indefi nite 
postponement of the SEC’s promulgation of new rules for exercising fi duciary 
responsibility (Quiñones  2014 ). Meanwhile, confusion reigns regarding the specifi c 
standard of care to be exercised by broker-dealers and investment advisers. The 
USA’s Financial Industry Regulatory Authority (FINRA), a nongovernmental orga-
nization that seeks to regulate the business practices of member brokerage fi rms and 
exchange markets, seems to have moved toward constructive engagement in support 
of the fi duciary responsibilities proposed in the Dodd-Frank Act. 

 Prior to the Dodd-Frank Act, broker-dealers were minimally regulated by “the 
suitability rule” that required them to have “a reasonable basis” for their investment 
recommendations but did not require them to monitor the performance of the 
customer or client’s portfolio or to provide ongoing advice to them regarding the 
investments under their management. By contrast, registered investment advisers 
already were expected to exercise a fi duciary duty that required them to act in the 
best interests of their clients and appropriately manage and fully disclose confl icts 
of interest (Quiñones  2014 ). FINRA’s new suitability rule (Regulatory Notice 
12–25), however, tends to collapse the previous distinction between broker- dealers 

7 Customers: Marketing Ethics



151

and investment advisers by imposing upon all members “the requirement to act in 
the best interests of the client.” In spelling out FINRA’s expectations regarding the 
suitability of fi nancial advice, regardless of whomever may be offering it, its presi-
dent, Richard G. Ketchum, urged members to adopt the new standard without wait-
ing any further for the SEC to act:

  Finally, before any complex product is offered to a retail client, your fi nancial adviser 
should be able to write down on a single page why this investment is in the best interests of 
your client. This does not have to wait until you fi nd out the details of any fi duciary rule-
making the SEC may make. Being able to articulate why an investment is in the best inter-
ests of your client is fundamental to what the securities industry must be about if it is to 
deserve the trust of investors. The time to do it is now. (Ketchum  2012 ) 

   Not surprisingly, 85 % of fi nancial service advisers not currently held to the higher 
standard of fi duciary responsibility have put up stiff resistance to implementing the 
Dodd-Frank legislation, and so far, their lobbying efforts appear to have been suc-
cessful. The USA’s National Association of Insurance and Financial Advisors 
(NAIFA), for example, alleged that “the likely result will be that professional 
investment guidance for retirement savings will become more expensive or not 
available at all for small accounts or individual plan participants.” Instead of pro-
tecting retail investors, the legislation is likely to harm them, since they may be 
either unwilling or unable to pay the fees that registered investment advisers charge 
their clients and customers. Universalizing fi duciary responsibility, in NAIFA’s 
view, may come at a cost that is unacceptable to most retain investors. In a recent 
survey of investment advisers, whose regulations already require the higher stan-
dard of fi duciary responsibility, better than two-thirds of the respondents rejected 
arguments like NAIFA’s. As reported in  Forbes  (Wasik  2013 ), Kathleen McBride, 
a founder of two groups supporting the Dodd-Frank changes, explained their con-
fl icting positions:

  [T]here is fear at brokerage fi rms and insurance companies that if they have to put investors’ 
interests ahead of their own they won’t be able to sell the high commission, high fee securi-
ties they routinely do now – securities or alternatives that are in the fi rm’s interest but not 
the investor’s. And it is likely that not all that they are permitted to sell to investors would 
be appropriate if they had to put investors’ interests ahead of their own. 

 Though brokerage fi rms and insurance companies may become less profi table in 
the short term, in the long term adhering to the higher standard may lead toward 
higher profi ts. Brokerages and other fi nancial service fi rms that commit themselves 
to rigorous enforcement of fi duciary duties—argues McBride—will benefi t from 
increased “credibility and investor confi dence, and of course, client retention is a lot 
less expensive than client acquisition.” Peter Drucker himself couldn’t have said it 
better: If the purpose of a business, including businesses providing fi nancial ser-
vices, is to create a customer, then consistently and transparently, fulfi lling one’s 
fi duciary responsibilities remains the best way to fulfi ll that purpose.  
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7.4.2     Fiduciary Duties in China’s Companies Law of 2005 

 Even several years after 2008s fi nancial crisis, the debate over the scale and scope 
of fi duciary responsibility continues unabated on Wall Street. Nevertheless, the rest 
of the world appears to be making sincere efforts to integrate this principle into the 
laws and policies regulating business corporations. One notable example is China’s 
experience since the promulgation of its Companies Law in 2005 (CSRC  2005 ). In 
Article 148, the Companies Law specifi cally recognizes fi duciary duties—namely, 
“the duties of loyalty and diligence to the company,” which must guide the conduct 
of a company’s “directors, supervisors, and senior managers.” While the Companies 
Law does not defi ne these duties, it does stipulate eight prohibited acts, all of which 
concern the misappropriation of company funds, unauthorized disclosure of privi-
leged information, as well as a catch-all prohibition against “other acts committed 
in violation of the duty of loyalty.” Both Chinese and foreign observers, mostly 
representing various law fi rms operating in China, have responded favorably to the 
inclusion of these duties, but they also note the diffi culties involved in implementing 
them or initiating lawsuits in order to force a specifi c company to adhere to them 
(Zhang  2009 ; Cheng  2014 ; Siu and Zou  2013 ). It is also clear that the relevant 
articles in China’s Companies Law stipulate “the duties of diligence and loyalty” 
primarily with reference to the company as a whole and not with reference to vari-
ous stakeholder groups, beyond the shareholders. The company’s investors thus 
may have some recourse against violations of these fi duciary duties on the part of its 
“directors, supervisors, and senior managers,” but its customers, clients, and other 
stakeholders apparently are not similarly protected. This does not mean that Chinese 
fi rms providing brokerage services or investment advice are free to defraud their 
customers with impunity, but that such crimes are not likely to be prosecuted directly 
on the basis of the Companies Law. 

 Under such circumstances, the wisdom of Rothlin’s rule for marketing ethics, 
“To establish your brand name, act as a fair competitor,” should be obvious. Fair 
competition is possible only if all participants make a steady and sincere commit-
ment to play by the rules of the game. This is no less true in the game of business 
than in any other game. Cheating, by defi nition, involves deliberately breaking the 
rules in order to win at all costs. When that happens, the competitors are no longer 
playing a game, but are engaged in a struggle in which there are no rules and where, 
ultimately, neither victory nor defeat has any meaning. The disappearance of brand 
names, like that of Bear Stearns, or Lehman Brothers, or the many other banks, 
insurance fi rms, and real estate agencies, that did not survive the fi nancial crisis of 
2008, signal the massive collapse of trust that occurred when investors, homeown-
ers, and other stakeholders realized that these fi rms were no longer playing the game 
of business. Instead they were out to use the game as a cover for predatory prac-
tices—against each other, as well as against their customers and clients, and other 
stakeholders—designed to commit fraud on an unprecedented scale. Business is no 
longer a game, when marketing becomes a bluff meant to cover the hard realities of 
making a killing.   
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7.5     Conclusion: Overcoming “Marketing Myopia” 
in Investment Banking 

 There are no special ethics for the investment or fi nancial services industry that 
would justify Wall Street’s recklessness with other peoples’ money as “fair compe-
tition.” Perhaps Carr himself was bluffi ng when he argued that ethics in business—
like ethics in poker—is and ought to be different from “the ethical ideals of civilized 
human relationships” (Carr  1968 : 3). Apparently, his view of human relationships—
civilized or not—is signifi cantly lacking in either imagination or experience. Doing 
business is a human activity, as are all the other games that people play, for fun or 
profi t. Regardless of their motive or the complexity of the actions involved, all of 
them involve human understanding and human choices. In various ways, all of them 
exhibit the basic characteristics of human responsibility—or if you will, moral 
agency—even if only in attempting to deny or evade it. If there is no legitimate 
reason to distinguish ethics in business from ethics in other areas of human respon-
sibility, then all the more should we reject the idea that the ethics of marketing 
fi nancial services or managing investments should be any different from the ethics 
of marketing children’s toys or infant formula or any other goods and services that 
respond to genuine human needs. 

 Several years before Albert Z. Carr published “Is Business Bluffi ng Ethical?” 
Theodore Levitt wrote an equally provocative piece for the Harvard Business 
Review, titled “Marketing Myopia” (Levitt  1960 ). There he distinguished a genuine 
idea of “marketing” with the more common and entirely problematic notion of 
“selling.” While he does not make reference to Drucker’s earlier work,  The Practice 
of Management  (1954), Levitt persuasively argues for a systematic rethinking of 
marketing centered on the needs of a business’ targeted customers and clients. He 
rejects a narrow focus on selling as “Product Provincialism” (Levitt  1960 : 52) and 
demonstrates from American business history (e.g., the rise and fall of the USA’s 
railroad system), how and why such shortsightedness inevitably leads to the decline 
of businesses once considered too big—too secure and too successful—to fail. 
Marketing, by contrast, focuses on the customer:

  An industry begins with the customer and his needs, not with a patent, a raw material, or a 
selling skill. Given the customer’s needs, the industry develops backwards, fi rst concerning 
itself with the physical delivery of customer satisfactions. Then it moves back further to 
create the things by which these satisfactions are in part achieved. How these materials are 
created is a matter of indifference to the customer, hence the particular form of manufactur-
ing, processing, or what-have-you cannot be considered as a vital aspect of the industry. 
Finally, the industry moves back still further to fi nding the raw materials necessary for 
making its products. (Ibid: 55) 

 In ways similar to Drucker’s argument advocating the practice of “management by 
objectives,” Levitt claims that a focus on the needs of customers and a business’ 
capacity for satisfying them is actually more consistent with “scientifi c method”—
“being aware of and defi ning their companies’ problems, and then developing 
 testable hypotheses about solving them”—than any narrow focus on the technolo-
gies of production and sales. 

7.5 Conclusion: Overcoming “Marketing Myopia” in Investment Banking



154

 Any genuinely scientifi c approach to customer satisfaction inevitably must con-
sider a business’ fi duciary responsibilities, not just to its shareholders, but also in 
various ways to all its stakeholders, especially its customers and clients. If the basic 
principles of commutative justice, embodied in free and fair market competition, 
must still be honored in business, if marketing itself presupposes creating and sus-
taining a level of trust in which the pledge above all to “Do No Harm” is respected 
by everyone involved, then the asymmetries in the relationships between businesses 
and their stakeholders, however arcane and complex, must be understood and 
respected. When the subprime mortgage market blew up in 2008, creating a “Black 
Hole” that nearly swallowed the global fi nancial system, the prophetic nature of 
Levitt’s warning about the destructive consequences of narrowing a business’ focus 
to selling instead of genuine marketing should have been obvious to all concerned. 
Marketing, whether the product is infant formula or collateralized debt obligations, 
is one crucial area where high ethical standards and sound business practices largely 
coincide with one another.     
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    Chapter 8   
 Employees: Dignity and Workers’ Rights       

 “To increase productivity, provide safe and healthy working 
conditions.” (Stephan Rothlin,  Eighteen Rules for ecoming 
a Top Notch Player , 2004) 

8.1                 Prelude 

 Expectations regarding how businesses treat their employees seem to vary signifi -
cantly from one culture to another. Is it possible for international business ethics to 
approach the question of fair and humane treatment of workers without creating a 
pretext for another rambling discussion of the evils of globalization? We believe 
that a genuinely cross-cultural approach to the treatment of workers is possible, 
based, fi rst, on a deeper appreciation of the indigenous moral and spiritual traditions 
encoded in “Asian values”; and second, on a more accurate perspective on the ways 
local Asian fi rms and foreign multinational corporations can collaborate in address-
ing the specifi c problems of Asian workers. Thus this chapter will, on the one hand, 
summarize Asian discussions of human dignity as they relate to employment condi-
tions in an industrial economy, and on the other hand, examine the ways in which 
Apple and its Asian subcontractor, Foxconn, attempted to respond to allegations 
that they were running a sweatshop in China. Our point is neither to praise nor to 
blame Apple and Foxconn, but to determine what businesses owe to their employ-
ees by way of demonstrating proper care for their basic dignity and human rights. 
The case study, we hope, will help shift discussions away from the abstract ideo-
logical posturing for and against globalization and multinational enterprises, and 
toward the challenges that workers and those who manage them actually face in any 
industrial economy.  
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8.2     Case Study: Who Cares About Foxconn and Its 
Employees’ Health and Safety? 

8.2.1     Abstract 

 In June 2006, a story appeared in the British tabloid,  Mail on Sunday , accusing 
Foxconn of running a “sweatshop” where it produced Apple iPods. The story imme-
diately stirred up a controversy in which the stakes were particularly immense for 
Apple because such an accusation could seriously tarnish its reputation particularly 
in the USA and the EU. After the initial wave of outraged denials, both Foxconn and 
Apple agreed to open the alleged sweatshops to investigation and urged that their 
operations be judged by the standards already established in Apple’s Supplier Code 
of Conduct. When the investigative report was released later that summer, it found 
no evidence that Foxconn used either child labor or forced labor, and while admit-
ting that the average weekly hours of Foxconn employees exceeded the legal limit 
in China of 60 h, it denied that these employees had been coerced into overtime 
work. A few years after the controversy appeared to have died down, it burst open 
again with news in 2010 regarding a wave of suicides—14 deaths in all—among 
mostly younger Foxconn employees. What more compelling evidence could there 
be for confi rming that Foxconn was, indeed, running a sweatshop? Why would 
employees be committing suicide, if not in protest against the inhumane working 
conditions there? 

 A moralistic response to this story would have been to play the blame game, and 
use it to shame China into living up to the promises of Communist ideology, while 
demanding that Apple cut off its business with any subcontractors, Chinese or oth-
erwise, who fail to make drastic changes in the way workers are treated in their 
factories. But while such a response might soothe the moral outrage of those who 
assume that everything made in China must be produced under sweatshop condi-
tions, at best it refl ects only part of the story. In what follows we attempt to present 
a fresh and unbiased study of Apple-Foxconn that raises important questions about 
what any company owes its workers, starting with a commitment to respect their 
human dignity and honor their human rights. Our intent is to move the discussion 
away from playing the blame game, and toward a better understanding of how and 
why it is in the interests of all stakeholders to monitor working conditions and 
improve them whenever possible.  

8.2.2     Keywords 

 Foxconn, OEM, ICT, outsourcing, sweatshop, Apple’s Supplier Code of Conduct, 
overtime regulations, NGOs.  
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8.2.3     Introducing Foxconn 

 A member of the Taiwanese Honghai Group, Foxconn is a high-tech company man-
ufacturing electronic products for the world’s top businesses specializing in the 
“6C” industry: computer appliances, communication devices, consumer electron-
ics, digital contents, automobile components, and circuits. The Group was estab-
lished in 1974 as a small business, Honghai Plastic Enterprise Co. Ltd., specializing 
in the production of knobs for black-and-white television sets. Three years after 
becoming profi table, Honghai had achieved a solid base for the rapid development 
that characterized the years that followed (Xu  2007 ). 

 The Foxconn brand dates back to 1985, when the company established its 
American branch. China’s economic reforms allowed this Taiwanese company to 
build its fi rst offshore plant in Shenzhen in 1988. Foxconn reached an important 
milestone in 1996, when a large investment in Longhua Science and Technology 
Park established the company’s leadership position in the Chinese original equip-
ment manufacturing (OEM) market (Xu  2007 ). Since then, the enterprise has grown 
rapidly as exports have increased from US$2.4 billion in 2001 to US$82.3 billion in 
2010 with its workforce increasing to 900,000 during that period (Wei  2010 ). 

 At the same time, Foxconn leveraged its growing success in China to expand 
worldwide. Hundreds of subsidiaries and representative offi ces were set up in the 
Chinese mainland, Taiwan, Japan, Southeast Asia, America, and Europe to fulfi ll its 
global “3T” strategy—time to market, time to volume, and time to money—mean-
ing manufacturing the right products in the right time according to customers’ 
orders to meet the market demand (Wei  2010 ). 

 Under this strategy, top brand companies such as Apple, Motorola, Nokia, IBM, 
Sony, Hewlett Packard, and Cisco Systems have made Foxconn their foundry of 
choice because of its superior cost advantages and managerial effi ciency. Foxconn’s 
success led the American magazine,  Business Weekly , to name the company’s 
founder, Guo Taiming, “King of Outsourcing” (Zhang  2006a ). However, on June 
11, 2006, things took a different turn when the London tabloid,  Mail on Sunday , ran 
an exposé on “the stark reality” lurking beneath Foxconn’s shiny surface.  

8.2.4     The Sweatshop Scandal 

 The  Mail on Sunday  story claimed that women workers at the Foxconn plant manu-
facturing Apple’s most famous products earned approximately US $50 per month 
while averaging 15 h per workday (Klowden  2006 ). As the allegations spread from 
Britain to the rest of the world, they elicited condemnation from international non-
profi t organizations. In response, these organizations called for a boycott against 
Apple as well as its supplier network. Foxconn’s senior management was outraged 
by the claims that their plant was a sweatshop and called a press conference in order 
to refute each allegation in detail (Chen and Liu  2006 ). Senior VP of Foxconn 
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operations, Li Jinming, noted that Apple was sending a team of investigators to 
report on the general state of working conditions at the Shenzhen plant and verify 
any claims of employee abuse. He asserted that if the Chinese media had lingering 
doubts about Foxconn, they should consult Apple’s Supplier Code of Conduct 
(Apple Inc.  2006 ) and wait for the results of Apple’s investigation. 

 When the  First Financial Daily  published a follow-up story alleging retaliation 
against the Foxconn employee who had blown the whistle on working conditions at 
the plant, the fi rm fi led a lawsuit against the reporters in the Shenzhen Intermediate 
People’s Court. The article’s authors, Wang You and Weng Bao, would be liable for 
substantial penalties had they been convicted of defamation (Liu and Yang  2006 ). 
By the end of the summer, the result of Apple’s on-site investigation was released. 
While it exonerated Foxconn of accusations involving either child labor or forced 
labor, Apple acknowledged that a substantial number of employees admitted to 
working more than 60 h a week, thus exceeding the standard set in the company’s 
Supplier Code of Conduct. By then, Foxconn had reduced the damage claim against 
reporters Wang and Weng from 30 million RMB to a symbolic one RMB. Once 
presented with the evidence supporting Apple’s fi ndings, Wang and Weng’s 
employer, the  First Financial Daily , helped negotiate an agreement that included 
Foxconn’s commitment to improve factory management and increase levels of 
transparency ( Information Times ,  2006 ). Apple’s investigation had also reported 
that Foxconn promised to make other improvements consistent with the standards 
set in Apple’s Supplier Code of Conduct (McNulty  2006 ). Though this may have 
appeared to be the most desirable outcome for all concerned, a new series of scan-
dals further tarnished Foxconn’s already damaged reputation.  

8.2.5     The Foxconn Suicides (2010–2011) 

 After a relatively quiet period during which some multinationals severed ties with 
Foxconn in order to avoid risking their own reputations, 2010 opened with a wave 
of suicides by younger employees—fourteen deaths in all—that reignited the world-
wide controversy over working conditions at the plant. On the one hand, some 
reports assumed that the rash of suicides confi rmed just how inhumane the working 
conditions must be at Foxconn; on the other hand, some pointed out that the suicide 
rate among Foxconn employees was dramatically lower than the national average 
for China indicated by the World Health Organization (Mattimore  2010 ). Even if 
Foxconn was not directly to blame for the suicides, how if at all should the company 
have responded to them? 

 On the heels of the fourth suicide of an employee who jumped out of an offi ce 
window, Foxconn fi nally addressed its shortcomings. The company admitted to 
poor management of new staff, and expressed a willingness to improve internal 
policies and engage in efforts to strengthen its corporate culture. At fi rst dismissed 
as isolated events, ultimately the suicides demanded attention as a systemic problem 
requiring a comprehensive solution. In addition to announcing some welcome 
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 salary increases, Foxconn outlined policies designed to demonstrate greater care for 
the psychological state and physical health of its employees. It also unveiled plans 
to transfer some production plants inland in order to allow employees more frequent 
visits to their hometowns. 

 The notoriety of the case attracted the attention of the Chinese government. 
Offi cial inquiry suggested that suicides were a response to a complex combination 
of individual, corporate, and social factors related to the rapid industrialization, 
urbanization, and modernization of China over the last 20 years. In order to avoid 
further tragedies, different departments in the municipal government of Shenzhen 
began to offer assistance to young employees considered most at risk. Thus the 
Public Security Bureau took over the training of Foxconn security personnel at the 
factory; the Women’s Federation and the Communist Youth League’s Culture and 
Physical departments sponsored social activities at the plant; and the Departments 
of Labor and Social Security thoroughly scrutinized employment contracts, wages, 
and overtime regulations and ordered a stop to certain illegal practices (Wang and 
Zhan  2010 ). 

 Thanks to the help of academia and the international NGOs that had been moni-
toring working conditions in Chinese factories since 2006, the issue was brought to 
the attention of the world. Responsibility for the poor relationship between employ-
ers and employees was primarily pinned on the necessity of meeting the tight dead-
lines and strict demands of their foreign customers. Foxconn’s defenders alleged 
that such constraints made the monitoring of working conditions nearly impossible 
and exacerbated the neglect of the employees’ basic needs. Fearing negative public-
ity, the information and communication technology (ICT) industry as a whole took 
measures to prevent or at least reduce the likelihood of similar problems. The major 
players and stakeholders of Foxconn, such as Apple, HP, and Dell, publicly prom-
ised closer monitoring of their suppliers’ factories and, in particular, to aid in 
Foxconn’s efforts to improve working conditions. In February 2011, when Apple 
released its annual  Supplier Responsibility Progress Report , the improved condi-
tions achieved at Foxconn were given high praise (Apple Inc.  2011 ). 

 Nevertheless, 6 months later the sudden death of 23-year-old Chen Long, a 
worker at Foxconn’s Guanlan plant in Shenzhen, was attributed to overwork. The 
Foxconn ordeal had yet to run its course (Jina  2011 ).  

8.2.6     Summary 

 Despite its high standing in China’s OEM market, Foxconn became embroiled in 
controversy over the harsh conditions to which its workforce allegedly was exposed 
in order to serve the demands of a rapidly globalizing ICT industry. Even with 
growing pressure at the national and international levels to improve the situation, 
2010 saw a wave of suicides by younger employees. Foxconn’s response to these 
events was fi rm, motivated by a strict sense of urgency, and involved municipal enti-
ties, nongovernmental organizations, and foreign stakeholders of the company. 
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If the question of who cares about Foxconn and the health and safety of its workers 
is to be anything more than a face-saving exercise, we have to ask ourselves what, 
if any, are the responsibilities of OEM managers serving the global marketplace. 
Suicides especially evoke the full range of moral passions. They are not just another 
kind of industrial accident. Upon learning of such things, we all feel the urge to 
blame somebody, to do something, anything that might stop the senseless waste of 
human life. Surely there must be a moral issue here, when we all feel so upset by 
what happened. But what is the moral issue? What can we do to achieve moral clar-
ity about the proper way for a company like Foxconn to care for its employees?   

8.3     Case Study Discussion 

 There is a false moral clarity in the accusation that Foxconn, with Apple’s complic-
ity, was running a “sweatshop.” It presupposes a moral judgment, namely, that 
working conditions in a plant described as a “sweatshop” fall below the minimum 
standards of care or respect for human dignity that are expected in all human activi-
ties. It accuses Foxconn’s owners, investors, and managers of deliberately abusing 
their employees. If proven to be true, that raises serious moral issues. It is not sur-
prising that Foxconn’s management reacted defensively when the accusation was 
made in the local and international media. 

 So the fi rst question is whether Foxconn was running a sweatshop. Is there suf-
fi cient evidence to justify this charge? The answer seems inconclusive, since for all 
its problems Foxconn was the employer of choice for hundreds of thousands of 
Chinese migrant workers. By contrast, everyone will agree that the Rana Plaza gar-
ment factory in Dhaka, Bangladesh, which collapsed in 2013, killing 1135 workers, 
was indeed a sweatshop (Burke  2013 ). Not only was the building itself catastrophi-
cally unsafe, but it was also overcrowded with workers, materials, and the machin-
ery involved in producing clothing. It was also not properly ventilated, among its 
many other violations. On the day of the disaster, when workers tried to warn their 
bosses about the new and dangerous cracks that had appeared in the walls and ceil-
ings, they were ordered into the building and back to work. Because of their negli-
gence, the owner and his staff will face murder charges. Not all working conditions 
in Asian factories are as bad as they were at Rana Plaza. But just how different were 
they in the Foxconn plants? 

 The evidence that Foxconn was running a sweatshop included references to the 
average wages and working hours of their employees. The  Mail on Sunday  tabloid 
article stated that in 2006 Foxconn workers received an average wage of US$50 a 
month, and worked an average of over 15 h day. While such hours and wages may 
seem unconscionable in the UK, the EU, and the USA, the relevant issue is whether 
they are immoral and illegal in China. The working hours average clearly implies 
that Foxconn employees were working overtime, and the case study reminds us that 
the legal limit on hours worked per week is 60. Since Foxconn’s workers are mostly 
migrants who are seeking to make as much money as they can in as short a time as 
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possible, Apple’s report that they were not coerced into overtime work seems 
credible. 

 So what about the wages at Foxconn? Are they morally unjust? What is a fair 
wage, morally considered? If it happens that Foxconn wages are better than most 
other factories in the area, does that make them fair? Conversely, if Foxconn wages 
are just a fraction of what factories in the UK or the USA would pay for similar 
work, does that make them unfair? If it happens that Foxconn’s workers freely 
agreed to these wages, and were not coerced into working overtime, does that make 
them fair? If workers demand overtime work in excess of the Chinese government’s 
legal limit, is Foxconn morally justifi ed in giving these workers what they want? 
While it may be diffi cult to determine precisely what a fair wage is for Chinese 
migrant workers, their choices surely count against any naïve assumption that 
Foxconn is running a sweatshop. 

 Because Foxconn is one of Apple’s major subcontractors, Apple was quickly 
drawn into the controversy over working conditions at the Shenzhen plant. So the 
second question is whether it is fair to hold Apple responsible for the policies and 
practices of its subcontractor? Why should Apple be held responsible? If Apple 
does bear some share of the responsibility, what should be its role in responding to 
the problems at Foxconn? When the Foxconn exposé fi rst surfaced in 2006, Apple 
sent investigators to the Shenzhen plant who then issued a report based on its 
Supplier Code of Conduct. The report refuted the most serious charges against 
Foxconn, but did admit that overtime work exceeding the legal limits in China was 
routine. It pledged to assist Foxconn in addressing this problem. Did Apple do 
enough to respect the freedom and human dignity of Foxconn workers? Should they 
have done more? If so, what should they have done, that would have been more car-
ing than what they actually did or failed to do? 

 The third question should be focused on the suicides that occurred at the Foxconn 
plant in 2010–2011. Do these prove that the fi rm was indifferent to basic human 
values and minimum standards of good business ethics? If the suicides are regarded 
as personal tragedies that are primarily of personal signifi cance, there may be little 
point in trying to connect them to basic standards of business ethics? On the other 
hand, if they are regarded as  prima facie  evidence that Foxconn indeed was exploit-
ing its workers, they may be very relevant to our discussion. Was Foxconn in fact 
responsible for the wave of suicides among its employees? How did the fi rm respond 
to them? Was its response suffi cient or should something more have been done? 
Similarly, what about Apple’s response? In order to demonstrate its commitment to 
international business ethics, would you recommend that Apple simply wash its 
hands of Foxconn and fi nd a new subcontractor whose policies and practices seem 
more consistent with its Supplier Code of Conduct? If not, and you think that Apple 
should maintain its relationship with Foxconn, what responsibilities do you think it 
has for improving working conditions at Foxconn’s plant? 

 In Chap.   4    , we introduced a basic distinction between “Type A” and “Type B” 
ethical problems in business, and a model that integrated ethical concerns into stra-
tegic management decision-making. We argued that if management’s problem is 
“Type A”—that is, if we discover in it a situation that is complex, involving 
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 confl icting moral principles and priorities, and not an obvious failure to do the right 
thing, as in “Type B” problems—then a decision-making model may help to sort out 
the issues and establish priorities for responsible action. An unbiased reading of the 
Apple-Foxconn case study will support the conclusion that they were faced with a 
“Type A” problem. If we were convinced that Foxconn was running a sweatshop, 
then of course, their problem would have to be regarded as an example of “Type B.” 
But the more that the relevant facts of the case are examined, and the better the labor 
market in the Pearl River Delta, as well as the challenges facing Chinese migrant 
workers, are understood, the less credible is the sweatshop accusation. Even if 
Foxconn were not running a sweatshop, there would be signifi cant problems to be 
resolved in this case. Let us see how our decision-making model may help us to 
understand them. 

 There are six steps in our model, as we learned in Chap.   4    . Peter Drucker identi-
fi ed fi ve of these steps: “Defi ning the problem; analyzing the problem; developing 
alternate solutions; deciding upon the best solution; converting the decision into 
effective action” (Drucker  1986 : 353). In order to clarify the role of moral consider-
ations in his analysis, we expanded step two, “analyzing the problem,” so that it 
includes an inventory of ethical resources implicit in the situation; and we divided 
step fi ve, “deciding upon the best solution,” so that it involved both a rejection of 
any solutions that failed to meet the ethical standards evident in step two, and then 
a positive choice—based on legitimate business considerations—from among the 
remaining solutions. Our belief is that by making explicit the role that moral consid-
erations already play in managerial decision-making, we improve the chances that 
the decisions actually made will be both more ethical and more business like, than 
if the moral dimension had been left unexplored. So what happens when the 
decision- making model is applied in the Apple-Foxconn situation?

   Step 1: What is the Problem? Here is one defi nition of the problem: In the context 
of ongoing controversy over working conditions at the Foxconn plant, a wave of 
suicides among younger workers has occurred. What should Apple and Foxconn 
do about them? Alternatively, defi ning the problem may revolve around respond-
ing to the negative publicity threatening to damage the reputations—and thus 
undermine various stakeholders’ confi dence in the brands—of both Apple and 
Foxconn. What sort of PR strategy should they adopt in order to defuse the nega-
tive publicity? Who are the various stakeholders involved in this case? How 
should Apple and Foxconn regard the ethical obligations that they have to each 
and all of them? If there are confl icts, which obligations should take priority? 
How might Apple and Foxconn respond to them?  

  Step 2: What are the Resources for a Solution? Considered strictly in terms of fi nan-
cial results, Apple and Foxconn are two of the most successful companies in the 
history of Asia Pacifi c business. They have more than suffi cient material 
resources to address any problems that surface for them. In addition, both are 
pledged to follow Apple’s Supplier Conduct Code. Their founders have been 
written up as exemplary moral leaders in business. China’s labor laws are explicit 
on the question of the health and safety of workers, even to the specifi cs of wages 
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and overtime work. In addition, the business press both in China and abroad has 
shown a keen willingness to press the moral issues involved in this case. All of 
these and more can be deployed in support of a solution that will optimize both 
ethical responsibility and sound business practice.  

  Step 3: Range of Possible Solutions? Here we brainstorm anything that might 
address the problem, moral or immoral, legal or illegal. Here are some options; 
as such they remain hypothetical: (1) Do nothing. Deny any responsibility for the 
suicides, but send condolences and a small severance package to each victim’s 
family as a gift. (2) Immunize the fi rms from further problems by giving gener-
ous gifts to any judges and government regulators who might be involved in the 
investigation of possible future claims against Apple and Foxconn in China. (3) 
Develop an aggressive public relations campaign in China, directed at the editors 
and other opinion makers of prestigious business journals that will ensure that 
Apple and Foxconn will get favorable stories published whenever the need arises. 
(4) If there is a Human Relations (HR) department at Foxconn, fi re the top man-
agers, making an example of them, blaming them for failing to have adequate 
counseling programs and other measures in place to assist troubled employees. 
(5) Develop a consciousness-raising workshop for all managers in production 
operations, based on Chinese cultural values and contemporary realities, in order 
to improve employee morale at the factory. (6) Announce a dramatic increase in 
hourly wages for all factory workers at Foxconn. (7) Work through the HR 
department at Apple to implement Apple’s Supplier Code of Conduct at all 
Foxconn operations. (8) Arrange a series of training workshops sponsored by 
Apple where the Foxconn managers will be given specifi c help in identifying and 
addressing the concerns of troubled employees, in order to prevent suicides and 
other destructive acts at Foxconn facilities. (9) Systematically reorganize the 
work units at Foxconn from the bottom up, so that workers can have a positive 
experience of being consulted about their work routines and how to improve 
them, in order to demonstrate Foxconn’s commitment to respecting their human 
dignity.  

  Step 4: Eliminate the “sleaze,” that is, anything that falls below the standards identi-
fi ed in Step 2. The second solution appears to be contrary to both Chinese law 
and basic morality. Numbers one, three, and four, arguably may be immoral, in 
the sense of being irresponsible, depending on how the facts of the case are 
understood.  

  Step 5: From the remaining options, choose the solution that makes the most busi-
ness sense: Since fi ve through nine have already been judged as morally accept-
able, each should be examined for its practicality in achieving good business 
results. Some combination of seven, eight, and nine may be the best, but good 
business reasons would have to be given for this or any other choice that has met 
the ethical or “eliminate the sleaze” test.  

  Step 6: Implementation: The results of this exercise are meant to lead us through a 
thought experiment to integrate best moral practice with business decision- 
making by working out a plan of action (as detailed as realistically possible) for 
making appropriate changes in Foxconn’s corporate culture. It must include 
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 recognizing the need for dialogue and personal appropriation of whatever code 
or statement of professional standards is to be honored from now on at Foxconn, 
with proper assistance from Apple. Drucker’s own comments on implementation 
suggest that once we realize that this is where our decision-making will lead us, 
we will seek to enlist the support of everyone involved by enabling them to take 
ownership of the process of change that we are creating.    

 Once we have conducted the thought experiment, and in this case concluded that the 
best integration of ethics and business effectiveness would be for Apple and Foxconn 
to implement some of the proposals (seven, eight, and nine) considered in Step 3, it 
may be useful to update the case study to see what eventually did emerge as a solu-
tion to the problem of employee suicides at the Shenzhen facility. Two years after 
the wave of suicides, the cooperative effort to achieve compliance with Apple’s 
Supplier Code of Conduct seems to have made substantial progress on all issues 
except excessive overtime work (Apple Inc.  2010 ). In 2012, Apple joined the Fair 
Labor Association (FLA), a nonprofi t consortium of universities, civic associations, 
and businesses, which had already inspected over 1300 factories in Asia and Latin 
America (Greenhouse  2012 ). The FLA was hired to do audits of working conditions 
at the Foxconn plants, and after its initial report in 2012, Apple and Foxconn worked 
together and by December 2013 had “met 99 % of the conditions set out by the 
monitoring group” (James and Culpan  2013 ). The one area in which Foxconn’s 
compliance was still defi cient was in restrictions on working overtime hours, 
reported in three of its factories. Foxconn explained its failure as a result of labor 
shortages and employee turnover, at a time when the fi rm was striving to meet its 
production targets. Nevertheless, even here Foxconn made signifi cant progress, 
reducing the average workweek to 52 or 53 h, while still exceeding the limit set in 
Chinese labor law that caps overtime hours at an average 36 h a month (Ibid). 

 The FLA report recommended that further steps be taken, including “closer 
monitoring of working hours on a weekly basis, revising policies and procedures, 
and better forecasting and production planning.” These proposals follow up on the 
improvements that Foxconn instituted in the wake of the employee suicides: signifi -
cant increases in wages, coupled with hiring counselors and stepped up planning for 
social activities for its employees, in close collaboration, as we reported in the case 
study, with various civic groups and governmental agencies in the Shenzhen area. 
As to the motives of employees who actively seek additional overtime work, the 
FLA observed: “Although the current starting wage is 20 % above the legal mini-
mum wage, workers do not feel it is high enough to meet basic needs and provide 
discretionary income” (James and Culpan  2013 ). Clearly, Foxconn attempted to 
respond to the wave of suicides, on the assumption that these were not the result of 
some organized protest against poor wages and intolerable working conditions. 
Given the fact that the suicide rate among its employees was dramatically lower 
than the national average for China indicated by the World Health Organization 
(Mattimore  2010 ), Foxconn recognized that the problem at its plants was more sub-
tle and pervasive than what the accusation of running a “sweatshop” would allow. 
Improving conditions at its plants would entail changing the culture, so that its 
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workers—mostly migrants from poorer, rural areas in the western provinces of 
China—would come to understand that they were valued as partners and respected 
in their basic human dignity.  

8.4     Ethical Refl ection 

 It is very diffi cult, if not virtually impossible, to maintain one’s basic human dignity 
when one is working at the kind of job that involves a lot of grime and sweat, breath-
ing polluted air, enduring deafening noise from gargantuan machines and sheer 
exhaustion from trying to keep up with the incessant demands of bosses who seem 
to think of you as an expendable cog in a machine. Up until very recently, this is 
what most industrial workers had to face day in and day out across the planet. This 
is what it must have been like working in clothing factories like Rana Plaza in 
Bangladesh—or in China’s coal mines, especially before the government began its 
campaign to improve health and safety conditions for mine workers. 1  The challenge 
of respecting human dignity under such conditions is immediate and obvious. It 
begins with showing care for the workers’ basic physical needs, in a way that distin-
guishes them from animals or robots. Indeed, one way to describe the outrage of 
sweatshop conditions is to note how animals or robots—both of which may repre-
sent a greater investment than the wages paid to human beings—are better treated 
than the employees who tend them. If there is no difference between an employee 
and an animal or a machine used in production, then there is no human dignity. 

 As should be obvious from the case study, the challenge of respecting human 
dignity is far subtler at Foxconn, where at least a basic level of care for the workers’ 
physical needs seems to have been met. But what of their other needs, which might 
be regarded as social or cultural, emotional or moral, and spiritual? In an enterprise 

1   When Stephan Rothlin published the predecessor to this book, namely,  Becoming a Top - Notch 
Player :  Eighteen Rules of International Business Ethics , in 2004, this chapter focused primarily on 
the working conditions in China’s coal mines, where the country’s growing need for energy had 
prompted a dramatic increase in coal mining, and an even more dramatic increase in mining acci-
dents. Rothlin cited reports then available from government agencies in China documenting the 
tragic loss of life, and pleaded that the lives of mine workers and other dangerous occupations be 
shown an appropriate level of respect for their human dignity. As he asked at the time, “Why 
should a life extinguished in a mine in Muchongguo appear to be less worthy than a life destroyed 
in the deadly attacks of the World Trade Center in New York?” Since that time, there has been some 
progress in this area of mining safety, just as there has been in improved working conditions in 
Foxconn’s plants. Nevertheless, much needs to be done. As Jill Joyce, senior policy and research 
advisor at the UK’s Institution of Occupational Safety and Health, observed in a recent article, 
“China’s appalling mining death rate—dealing with ‘disorderly management’”: “Profi t is really 
important everywhere and we are always battling to say good health and safety can save you 
money. Try having an accident; that is expensive. If companies added it all up properly they would 
fi nd its worth investing in safety” (Ibrahim  2012 ). But this is also precisely the point of Rothlin’s 
rule for this chapter: “To increase productivity, provide safe and healthy working conditions.” 
Respecting human dignity and workers’ rights is not only virtuous, but it is also the key to produc-
tivity gains, good business practices, and increased profi ts. 
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so vast, with hundreds of thousands of employees devoting their working hours to 
high-tech manufacturing, what of their need for recognition, respect, and support in 
dealing with the unprecedented challenges of loneliness, and worry over the friends 
and relatives they had left behind, now so far from home? If we are to understand 
the responsibilities of employers to demonstrate proper care for their employees, we 
must examine more deeply the notion of human dignity, and the obligations that it 
imposes on each and every one of us. 

8.4.1     On Human Dignity: Catholic Perspective 

 Like many key concepts in business ethics, the idea of “human dignity” at fi rst may 
seem like another foreign import. It is easily dismissed as, at best, a refl ection of the 
naïve idealism of foreign missionaries and, at worst, a subtle conspiracy to slow 
down China’s economic development, by raising unrealistic expectations that are 
inconsistent with Asian values. There is no doubt about the religious origins of 
Western notions of human dignity. Both the Judaeo-Christian Bible and the tradi-
tions of Hellenistic philosophy assert a vision of human nature that is ultimately 
spiritual in character. The fi rst chapter of the Book of Genesis, for example, presents 
a narrative of creation in which human beings—both men and women—are exalted 
as “made to the image and likeness of God” (Genesis 1:26). The Book of Psalms, 
the prayer book of the ancient Israelites’ Temple in Jerusalem, contains this poetic 
expression, in a hymn of praise to the Creator:

  What is mankind that you are mindful of them, human beings that you care for them? You 
have made them a little lower than the angels and crowned them with glory and honor. You 
made them rulers over the works of your hands; you put everything under their feet… 
(Psalm 8: 4–6) 

 The Ten Commandments (Exodus 20:1–17), which the Bible honors as a summary 
of God’s instructions for living together in harmony with Him and each other, spell 
out the obligations entailed by this God-given dignity. They are regarded as implic-
itly universal and meant for all human beings, insofar as all have but one Father and 
Lord. 

 Given the Israelites’ experience of oppression in Egypt, the Bible is also very 
clear, as in Exodus 22: 22–24, on the obligations of the strong to protect the weak—
usually symbolized in references to “the stranger, the widow, and the orphan in your 
midst.” The prophet Malachi, for example, delivered this warning regarding the Day 
of Judgment:

  So I will come to put you on trial. I will be quick to testify against sorcerers, adulterers and 
perjurers, against those who defraud laborers of their wages, who oppress the widows and 
the fatherless, and deprive the foreigners among you of justice …says the Lord Almighty. 
(Malachi 3:5) 

 Further on, in the New Testament, Jesus describes the “Kingdom of Heaven” in a 
parable showing the King judging the nations, separating “the people one from 
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another as a shepherd separates the sheep from the goats.” The people who are 
invited to enjoy the blessings of his Kingdom are they who provided food to the 
hungry and drink to the thirsty, welcomed the stranger, clothed those in need, cared 
for the sick, and comforted those in prison. Each of these activities the King values 
as if they had been done to Himself: “Truly I tell you, whatever you did for one of 
the least of these brothers and sisters of mine, you did for me” (Matthew 25:40). 
Respecting the dignity of the weak—“the least of these brothers and sisters of 
mine”—is no different from showing respect for the King’s own dignity. The obli-
gation is incumbent upon all human beings in their dealings with one another, with-
out regard to the status—high or low—of the people involved at any given moment. 

 In the nearly two millennia since the Bible reached its defi nitive form, words 
such as these have had a major impact on Western notions of human dignity and the 
basic respect that is due all persons. Since the nineteenth century, philosophers have 
identifi ed this perspective as the tradition of “Personalism” and have witnessed its 
elaboration in Catholic social teaching. For more than a century, the Popes who 
have governed the Roman Catholic Church have written a series of letters outlining 
the meaning of human dignity in a world increasingly shaped by the forces of indus-
trialization, modernization, and globalization. In their view, respecting human dig-
nity naturally gives rise to a robust and comprehensive understanding of human 
rights (John XXIII, 1961 and 1963), as well as the political will required to imple-
ment them in all human institutions (Pius XI, 1931; Paul VI, 1967; John Paul II, 
1991; Benedict XVI, 2005). What respecting human dignity means specifi cally in 
the relationship between businesses and their employees has been spelled out in 
detail (Leo XIII, 1891; John Paul II, 1981; Benedict XVI, 2005). 

  Laborem Exercens , John Paul II’s systematic philosophical treatise on human 
labor, for example, reaffi rms workers’ right to employment, a right to a “just wage,” 
that is, a single salary suffi cient for maintaining a family, a right to adequate health 
care, a “right to rest,” not just at regular intervals every Sunday, but also an annual 
vacation, a right to a pension and to “insurance for old age or in case of accidents at 
work” (1981, sections 18–19). The encyclical also endorses the trade union move-
ment, as well as the workers’ right to strike or other forms of collective action in 
defense of their rights, while also warning of the dangers of politicizing labor unions 
or using the strike weapon in ways that are contrary to the common good of society 
as a whole (1981, section 20). Each of these rights, however, is understood as 
enabling men and women to fulfi ll their basic “obligation” to work, in order to fulfi ll 
the Creator’s purposes in this life (1981, section 16).  

8.4.2     On Human Dignity: Confucian Perspective 

 Though Western notions of human dignity, and the natural rights entailed by it, do 
emerge from specifi cally European religious and philosophical traditions, similar 
concerns have been discovered and developed through a critical examination of 
other traditions, for example, Confucianism. “Although human dignity is explicitly 
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a western concept,” according to Zhang Qian, “it has a close Chinese correlate” 
(Zhang  2000 ). Zhang uses categories developed in Western moral philosophy 
to understand the interrelated Confucian notions of “ zun yan ” ( ) and “ rén gé ” 
( ), which taken together comprise both the descriptive and the prescriptive 
dimensions of the normative concept of human dignity. While both terms may be 
translated as “dignity,”  rén gé  is descriptive and refers to the “possibilities” of 
human life, that is, the potential for moral excellence that is inherent in all human 
beings; “ zun yan ,” on the other hand, is prescriptive insofar as everyone must strive 
to actualize these possibilities wherever they fi nd themselves in life. The “ jūnz  ” (

), as we learned in Chap.   2    , represents the ideal convergence of these two 
dimensions. As Zhang points out, “a Confucian gentleman is a person who values 
his inborn virtues and takes care to preserve and develop what he believes to be 
noble in him,” and in doing so he cultivates his dignity. But such cultivation is not, 
and cannot be reduced to a narrow preoccupation with one’s own righteousness. 
“The gentleman’s sense of justice presupposes his conscious recognition of the 
same basic worth in all other persons that command his respect. Respect for others 
is the natural extension of his self-respect….” 

 Understanding the fact of interdependence in human life naturally leads to a 
recognition of “the basic rule of reciprocity,” or The Golden Rule, common to both 
Confucian (Analects 15: 24) and most other wisdom traditions, including the teach-
ings of Jesus (Matthew 7:12). In Zhang’s view, since “human dignity requires uni-
versal respect,” the “ jūnz  ” ( )—“recognizing the weaknesses and limitations in 
individual human beings”—will “concern himself with setting up proper laws and 
social institutions to secure such an end, that is, to prevent everyone from taking 
actions that would diminish anyone else’s (and his/her own) dignity. These laws and 
institutions establish what are in nature private rights, because they protect the dig-
nity of every citizen against private encroachment from others.” “Although, histori-
cally, the Confucianists were not always conscious of the need for institutional 
balance of power,” Zhang believes that developing “a constitution that can limit the 
powers of the state and social organizations, and provides basic rights to every indi-
vidual against public encroachment” is implicit in the Confucian concept of 
dignity. 

 Since skeptics may object that Zhang’s interpretation of the moral excellence 
embodied in the ideal of the “ jūnz  ” is out of touch with the basic needs and desires 
of ordinary people, for whom Confucian self-cultivation is an impossible dream, 
Zhang points out that Mencius well understood the dignity that even beggars try to 
maintain, “if someone throws food on the fl oor for him to pick up, as if the latter 
were feeding an animal” (Mencius, Book 6A: 10). Zhang drives home the relevance 
of this point in today’s economy:

  As long as one has not lost the minimal sense of self-esteem, he would feel offended if his 
employer treats him merely as a machine for producing profi t or government agents push 
him around rudely, as if they were taming a wild beast. In these situations one would feel 
humiliated because he thinks that he deserves better treatment than what a mere animal or 
machine receives. Although he may purport to ignore or even consciously reject the worth 
inherent in him, thereby degrading himself and inviting despises from others, his aversion 
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against the maltreatment seems to imply that he still thinks himself to have some value. 
Thus, it can at least be argued that the sense of dignity is not limited to those cultivated 
persons; rather, it is universally found in every human being, even though the degree of such 
sentiment may vary. (Zhang  2000 ) 

 The cultivation of human dignity—our own and that of anyone else with whom we 
live and work—requires not just a personal commitment to the Golden Rule of reci-
procity, but also a concern for the institutionalization of rights and obligations that 
will enable human dignity to be universally respected.  

8.4.3     Human Dignity and the UN’s Universal Declaration 
of Human Rights 

 One such attempt that continues to have global signifi cance is the United Nations’ 
Universal Declaration of Human Rights (UDHR), adopted by the UN General 
Assembly on December 10, 1948 (United Nations  2014 ). The Preamble of the 
UDHR begins with an assertion of “the inherent dignity and the equal and inalien-
able rights of all members of the human family” as “the foundation of freedom, 
justice and peace in the world.” “Dignity” is specifi cally invoked twice in the 
Preamble and three times in the articles. In each instance it is paired with both 
human rights and the assumption, as in Article 1, that “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.” The other two arti-
cles in which “dignity” is explicit are Article 22, regarding economic, social, and 
cultural rights, and Article 23, which outlines the rights of workers:

  (1) Everyone has the right to work, to free choice of employment, to just and favorable 
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 favorable remuneration ensuring for him-
self 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 
(UDHR, Article 23). 

 Not surprisingly, the rights of workers enshrined in the UDHR mirror those advo-
cated by Catholic social teaching. 

 In order to understand China’s posture toward the UDHR, we must begin with 
the fact that in the immediate aftermath of World War II, China was represented on 
UDHR drafting committee by Dr. Zhang Peng-chun (P. C. Chang) who served as the 
Vice-Chairman. As Chairman Eleanor Roosevelt recalled, Zhang insisted that 
UDHR must “refl ect more than simply Western ideas” and should follow an “eclec-
tic” approach that emphasized the practical consensus among its members in spite 
of their philosophical differences. Specifi cally, said Mrs. Roosevelt, Zhang “sug-
gested that the Secretariat might well spend a few months studying the fundamen-
tals of Confucianism” (United Nations  2014 ). Zhang’s contribution in clarifying the 
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UDHR’s underlying assumptions about human dignity has been widely recognized 
(Sun  2013 ). Zhang, for example, proposed including the word “conscience” in 
Article 1 of the Declaration, in order to refl ect “the value of Confucian culture” 
(Luo  2011 ). 

 In a speech opening the 4th Beijing Forum on Human Rights, Luo Haocai further 
elaborated Zhang’s perspective by outlining an inclusive approach to the world-
views that converged toward practical consensus in the UDHR:

  Historically speaking, the spread and popularity of human rights concept has never been 
solely determined by a certain human rights culture but, on the contrary, refl ected the 
exchange and integration of various cultures… [T]raditional Chinese culture has always 
stressed the coordination between one man and another and between man and society, 
advocated self-restraint and self-control and the philosophy ‘don't do unto others what you 
don't want others do unto you’. It also emphasized collective awareness and social respon-
sibility. It is the historical explanation and cultural roots why currently we stress the unity 
of rights and obligation in human rights protection and why we place great importance on 
collective human rights (Luo  2011 ). 

 Luo’s point is to clarify the cultural basis for China’s participation in the world’s 
ongoing dialogue about dignity and human rights. The consequences of China’s 
participation have become increasing clear since the Peoples’ Republic (PRC) was 
admitted to membership in the UN in 1971. Beginning in 1981, China has ratifi ed 
fi ve of the major international conventions on human rights, and signed another one 
(Mo  2007 ). 2  In light of this historical background, the question for us is not whether 
the human rights of workers are recognized in China, but how they are refl ected in 
China’s labor laws.  

8.4.4     China’s Labor Contract Law 

 A review of the successive revisions of the Labor Contract Law of the PRC, espe-
cially of 2007 and 2013, indicate that workers’ rights are well grounded in them, 
with an increasingly greater scope afforded for labor unions to work with both 
employers and the government toward more effective compliance. It is signifi cant 
that labor contracts are the primary vehicle for fulfi lling these rights, since the 
assumption is that the employer-employee relationship is voluntary and rational, 
that is, based on mutual self-interest. The reform of the Law is meant to extend the 

2   Mo Jihong, a Research Fellow at the Chinese Academy of the Social Sciences, reported that there 
are seven such major international conventions on human rights, starting with the “International 
Covenant on Economic, Social and Cultural Rights (ICESCR),” which China signed in 1998, and 
the “International Covenant on Civil and Political Rights (ICCPR),” which China ratifi ed in 2001. 
Mo’s report is especially useful in detailing the process by which such conventions inform the 
ongoing legislative process within the National Peoples’ Congress and other government agencies. 
China, to be sure, is very concerned to protect its own national sovereignty and thus the process of 
implementing these conventions is complex, particularly when there are any apparent contradic-
tions between existing Chinese law and rights detailed in the UN conventions. For further details, 
see Mo  2007 . 
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use of labor contracts to as many workers as possible, so that the various ways in 
which workers have been abused in the past can be progressively reduced. The 98 
Articles of the 2007 revision of the Law contain no references to human dignity or 
human rights as such; however, it does stipulate in detail the “legitimate rights and 
interests” (Article 1) of employees as well as employers that ought to be acknowl-
edged in the contract. For example, Article 17 spells out the “mandatory terms” that 
must be contained in any valid contract including, among other things, “the term of 
the labor contract; the scope of work and place of work; working hours, rest and 
leave; labor compensation; social insurance; labor protection, working conditions 
and protection against occupational hazards,” and any other provisions required by 
relevant Chinese laws (National People’s Congress  2007 ). 

 The Law also stipulates the conditions that would invalidate a labor contract 
(Article 26—which highlights typical ways in which the voluntary character of 
employment is violated: “through fraud, coercion or exploitation of the other party’s 
disadvantageous position”), and the employees’ rights to terminate their contracts 
(Article 38—which stipulates the employees’ legitimate grievances, among which 
are failure “to provide work protection or working conditions as stipulated in the 
labor contract”; failure “to pay labor compensation in full or on time”; and failure 
“to pay the social insurance premium for the employee in accordance with the law.” 
Of course, the employers’ rights are also listed (Article 39), but the main point of 
the law is clearly to protect workers from abuse:

  If an Employer uses violence, threats or unlawful restriction of personal freedom to force 
an employee to work, or if an Employer forces or instructs an employee to perform danger-
ous tasks which would endanger his personal safety in violation of rules or regulations, the 
employee may terminate his labor contract immediately without giving any prior notice to 
the Employer (Article 38). 

 The law also encourages the formation of labor unions and assumes that they will 
normally work with the government and businesses to “establish a tri-partite mecha-
nism for the coordination of employment relationships” (Article 5), and will “assist 
and guide workers in the conclusion and performance of labor contracts” and 
“establish a collective consultations mechanism with the Employer in order to pro-
tect the lawful rights and interests of the workers” (Article 6). 

 The systematic acknowledgment of the role of labor unions in employment rela-
tionships made the revised Labor Contract Law highly controversial among both 
Chinese businesses and multinational corporations operating in China. Their unsuc-
cessful efforts to persuade the National People’s Congress to water down the legis-
lation were premised on the idea that if the protection of workers’ rights were 
extended with signifi cant new compliance measures, that foreign companies would 
leave China and thus “reduce employment opportunities for PRC workers” and 
“negatively impact the PRC’s competitiveness and appeal as a destination for for-
eign investment” (Brecher et al.  2006 ). But as Xiaoying Li documented in a study 
measuring the impact of the revised Labor Contract Law, “the new Law increased 
the percentage of workers with written contracts, raised social insurance coverage, 
reduced violations of workers rights and wage arrears, and was positively associated 
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with the likelihood that a fi rm would be unionized, but had no discernible effect on 
wages.” The Amendments attached in 2013 went even further to protect migrant 
workers who have been victimized by labor outsourcing arrangements that have the 
effect, if not the intent, of evading 2008’s reform of the Labor Contract Law. By 
providing stricter limitations on outsourcing through local employment agencies, 
the Amendments mandate “equal pay for equal work” for outsourced workers, as 
well as require local agencies to operate within a regulated licensing system (Grams, 
Pan, and Goldner  2013 ). Here, too, the trend is to uphold workers’ rights by bring-
ing all Chinese workers into the new system of Labor Contract Law. 

 In light of these promising developments in China, no one can dismiss concerns 
for the dignity and rights of workers as if they were a foreign import, forced upon 
Chinese employers and employees by international agencies seeking to impose 
Western values and practices. China’s ratifi cation of the United Nations’ human 
rights conventions has become the starting point for a legal reform that actually is 
making a difference in the lives of workers. The convergence of Confucian and 
Western values with regard to human dignity is a fact with genuine consequences 
not only for China’s growing commitment to the rule of law, but also for interna-
tional business ethics. Complying with China’s laws, and cooperating fully with 
various agencies involved in their implementation, is the surest path toward meeting 
the standards of international business ethics.   

8.5     Conclusion 

 Ten years ago, when Rothlin formulated the rule invoked in this chapter, the hope of 
making substantial progress in China toward recognizing workers’ rights founded 
upon human dignity may have seemed like an impossible dream. How might busi-
ness people operating in China be persuaded that it was not only morally right but 
also profi table to implement policies refl ecting a concern to protect workers’ rights? 
Rothlin’s rule, “To increase productivity, provide safe and healthy working condi-
tions,” was meant to point out the practical consequences of such policies. Increased 
productivity is the only sure way to increase profi ts; and yet the failure to provide 
safe and healthy working conditions eventually imposes costs that can only dimin-
ish profi ts, as productivity decreases, as workers become discouraged by the deaths 
of their comrades, or sick and hobbled by injuries not properly attended to. Under 
such circumstances, work becomes a season in Hell, and eventually workers in their 
misery will retaliate in ways that are still more costly to those who victimize them. 
The case to be made for fulfi lling workers’ rights, then, is not ideological or politi-
cal, but simply a matter of enlightened self-interest. If your business plan can suc-
ceed only by treating workers as if they were slaves or robots, then you had better 
come up with a better business plan. Those familiar with slavery, on the one hand, 
or high-tech automation, on the other, should know that complying with the legiti-
mate rights of workers actually is cheaper than either alternative. 
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 When we return from our ethical refl ections to the problems faced by employees 
and managers at the Foxconn plant, we must be humble enough to admit that moral 
clarity alone will not be suffi cient. An impartial observer is likely to conclude that 
neither human dignity nor workers rights were systematically and consistently vio-
lated at the plant. Especially, in light of the tragic suicides that occurred there in 
2010, it appears that the challenge of addressing the cultural, psychological, and 
spiritual needs of Foxconn’s migrant workforce is far more subtle than simply 
assuring that all the terms of their labor contracts are in order. However welcome 
and promising they may be, reforming China’s Labor Contract Law provides no 
guarantee that such tragedies will never happen again. But what such reforms do 
contribute, nevertheless, is important. They are one more element in creating an 
economic culture in which the dignity of workers and their rights are respected as a 
matter of course. Absent such a culture, the obligation to respect everyone’s human 
dignity is reduced to a matter of personal conscience, which all too often means that 
when genuine respect occurs it is an indication of exemplary moral leadership, 
which is all too rare in the world as we know it. The Law puts a fl oor under our 
moral aspirations. Though we may already be inclined to do the right thing, the Law 
reinforces our good motivation. We now know the price to be paid, if we fail to do 
it, and do it well.     
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    Chapter 9   
 Employees: Discrimination and Sexual 
Harassment       

9.1                 Prelude 

 The scandal involving Dominique Strauss-Kahn, at that time the director of the 
International Monetary Fund (IMF) and a possible candidate for the presidency of 
France, provides the basis for a case study on sexual harassment and discrimination 
in the workplace. As in the previous chapter, where considerations of human dignity 
prompted an investigation of workers’ rights and obligations, the major issue here is 
whether incidents of sexual harassment and discrimination—starting with a recog-
nition of their existence in the workplace, moral attitudes toward them, and whether 
management’s responsibilities toward a fi rm’s employees—should also be regarded 
as a violation of these standards. Given the diverging attitudes found in various 
cultures, should international business ethics be concerned about sexual harassment 
and discrimination in the workplace? We believe not only that they should be 
 concerned but also that the concern is growing even in Asian businesses, NGOs, and 
government agencies. In order to situate this problem in an Asian setting, this 
 chapter will present discussions of it Hong Kong and China. It turns out that the 
expectation that the workplace ought to be a safe space where employees—at 
 whatever level of responsibility—should not be subjected to sexual harassment and 
discrimination is growing around the world and indeed is one sign of the positive 
consequences of globalization. It can no longer be dismissed as simply another 
American obsession.  

 “If you act against discrimination, you will increase your 
productivity and profi tability” (Stephan Rothlin,  Eighteen Rules 
for Becoming a Top Notch Player , 2004) 
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9.2     Case Study: A Rising Star Falls to Earth: Moral 
Leadership and Sexual Harassment 

9.2.1     Abstract 

 In May 2011, Dominique Strauss-Kahn was arrested by New York City police for 
allegedly committing various criminal sexual acts against a maid at his hotel, includ-
ing attempted rape, at a time when he was there on business for the IMF. The events 
brought Strauss-Kahn under intense scrutiny. Not only were his decisions at the 
IMF investigated, but his leadership capabilities and personal life were also opened 
to public dissection. However, the ethical issues presented in this case go beyond 
Strauss-Kahn’s admitted “moral failure”. The Strauss-Kahn case provides the 
opportunity to outline more specifi c organizational policies and procedures regard-
ing sexual harassment as well as the need for moral leadership among business 
executives who must enforce such policies and procedures on their employees.  

9.2.2     Keywords/Phrases 

 IMF, Strauss-Kahn, sexual harassment, moral leadership.  

9.2.3     Icarus Soars at the IMF 

 Dominique Strauss-Kahn is a French lawyer, economist, and politician known for 
his persuasive personality and innovative thinking. He obtained a PhD in economics 
from the University of Paris and holds degrees in law, business administration, 
political studies, and statistics (IMF  2011 ). Strauss-Kahn formally began his politi-
cal career in 1981 when he was appointed Deputy Commissioner of the Economic 
Planning Agency for the Socialist Party. He served in that role until he was fi rst 
elected to parliament in 1986. Strauss-Kahn led France’s Finance Commission 
(1988–1991), worked as Minister of Industry and International Trade (1991–1993), 
and was appointed Minister of Economy, Finance and Industry in 1997 (IMF  2011 ). 
In this position, Strauss-Kahn directed the introduction of the euro and represented 
France in a number of international fi nancial institutions including the International 
Monetary Fund (IMF). Strauss-Kahn’s impressive resume assisted his rapid rise in 
the ranks of French politicians, as he was reelected three times to the National 
Assembly between 2001 and 2007. 

 In November 2007, Strauss-Kahn became the tenth managing director of the 
International Monetary Fund (IMF  2011 ). In a statement upon his appointment, 
Strauss-Kahn maintained, “I am determined to pursue without delay the reforms 
needed for the IMF to make fi nancial stability serve the international community 
while fostering growth and employment” (BBC  2007 ). In the wake of the global 
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fi nancial crisis, Strauss-Kahn was considered the Socialist Party’s best chance for 
winning the 2012 presidential elections. Although never offi cially announced as the 
Socialist nominee, polls showed Strauss-Kahn leading the other Socialist candidate, 
Francois Hollande, as well as the incumbent, Nicolas Sarkozy (   Pilkington and 
Chrisafi s  2012 ).  

9.2.4     Icarus Falls from the Sky 

 On the evening of May 13, 2011, Dominique Strauss-Kahn checked into a $3,000 
per night suite at the Sofi tel hotel in New York City as one of the world’s most 
 powerful men, but by the next afternoon, he was in custody as a common criminal 
suspect, arrested, and indicted for attempted rape, sexual abuse, and criminal sexual 
acts along with unlawful imprisonment of another (Pilkington  2011 ). On May 14, 
2011, Nafi ssatou Diallo, a maid at Sofi tel, entered Strauss-Kahn’s suite to make up 
his room. Diallo alleges that when she entered, Strauss-Kahn sexually assaulted and 
attempted to rape her. 

 Nafi ssatou Diallo, an immigrant refugee from Guinea in West Africa, had worked 
at Sofi tel for 3 years prior to her encounter with Strauss-Kahn ( Newsweek   2011 ). 
When the media released her name, Diallo was portrayed as a hard working single 
mother and devout Muslim. However, as more facts came to light, Diallo’s credibil-
ity came into question. It became known that Diallo had fabricated an alleged arrest 
as well as a gang rape in Guinea that allowed her to seek asylum in the USA 
(Melnick  2011 ). 

 Strauss-Kahn appeared in court on May 16, where Diallo gave a detailed account 
of the sexual assault. Strauss-Kahn pleaded not guilty on all counts. However, on 
May 24, the DNA test results found that the semen on Diallo’s clothing matched the 
DNA sample supplied by Strauss-Kahn (Pilkington  2011 ). Even though the DNA 
gave irrefutable evidence that a sexual encounter had taken place in the Manhattan 
Sofi tel, the prosecution chose not to risk going to trial given Diallo’s complicated 
background, contradictory testimony, and potential lack of credibility before a jury, 
especially when weighed against the word of an international fi gure like Strauss- 
Kahn ( Newsweek   2011 ). The criminal case against Strauss-Kahn was dismissed. 

 It was not until September 2011 that Strauss-Kahn admitted that his involvement 
with Diallo was a “moral failure” which cost him his chance at the French presi-
dency ( New York Times   2012 ). Nevertheless, as the furor over the alleged rape in 
New York had begun to dissipate, Strauss-Kahn became the focal point of a number 
of other accusations of sexual misconduct.  

9.2.5     Moral Leadership and Its Exercise at the IMF 

 Leaders defi ne the organizations they guide, in personality, purpose, and priorities. 
Good leaders often help to develop good companies, and moral leaders are expected 
to cultivate moral excellence in the companies they direct. Moral companies address 
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stakeholder concerns like consumer safety, environmental protection, and positive 
conditions of employment. German philosopher Gerhold Becker defi nes moral 
leadership as a character trait “extending beyond individual selfi shness… [in which 
a] commitment to ethics must not have merely instrumental value, but intrinsic 
value” (Becker  2009 ). As social creatures, we can only realize our full potential 
when we consider the interests of others as well as ourselves. Therefore, offering 
decent wages, providing safe equipment, and fostering respectful treatment of 
employees are essential components for judging the effectiveness of moral leader-
ship in business. Becker also recommends that organizations must have a system of 
“checks and balances” so that leaders do not accumulate too much power without 
accountability (Becker  2009 ). 

 Toward the end of World War II, the IMF was created as part of the Bretton 
Woods system governing international fi nancial and monetary affairs (US 
Department of State). The IMF’s “fundamental mission is to help ensure stability in 
the international system” (IMF  2012b ). Currently, the IMF serves the needs and 
interests of 188 member countries, constituting “an organization…working to foster 
global monetary cooperation, secure fi nancial stability, facilitate international trade, 
promote high employment and sustainable economic growth, and reduce  poverty” 
(IMF  2012b ). 

 Various governing bodies carry out these lofty objectives. Governance at the IMF 
consists of two separate supervisory boards and the position of managing director. 
The board of governors is comprised of two representatives from each member 
country and is responsible for “approving quota increases, special drawing right 
allocations, the admittance of new members, compulsory withdrawal of members, 
and amendments to the Articles of Agreement and By-Laws,” but in reality, most of 
its duties are delegated to the IMF’s executive board (Independent Evaluation Offi ce 
of the IMF  2012 ). While the executive board’s 24 directors are collectively respon-
sible for the daily management of the Fund, it is the managing director that leads the 
Fund in policy and precedent. 

 The Fund’s legal status is complicated by the international character of its 
 governance structure; although it is based in Washington DC, not all US laws apply 
to the organization. Furthermore, directors are appointed by their countries of origin 
and, therefore, must balance the loyalty they have toward their home governments 
with their loyalty to the IMF (Bowley  2011 ). A retired director, who sat on the 
executive board, told  The Washington Post  on condition of anonymity that the issue 
of loyalty is a “widespread concern. [Directors serving on the executive board] want 
a favorable report [for their countries]. Then they are supposed to oversee the man-
aging director and the functioning of the institution. There is an inevitable tension. 
They are structurally dependent on the managing director” (Schneider  2011 ). Based 
on the IMF’s stated mission, how would you prioritize the duties of the executive 
board and managing director toward their own countries and the IMF’s membership 
as a whole? Will the IMF’s leadership be credible and effective if they are known to 
be “balancing” their loyalties? 

 When Strauss-Kahn became managing director of the IMF in 2007, the Fund 
was an organization in search of relevance after being criticized for its ineffective 
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economic policies. Strauss-Kahn helped restore the IMF’s infl uence and prestige. 
In 2007, the outstanding loans to developing countries totaled US$10 billion, but by 
2011 under Strauss-Kahn’s leadership, outstanding loans amounted to US$84  billion. 
During those 5 years, the IMF’s total capital quadrupled from US$250 billion to 
US$1 trillion (Weisbrot  2011 ). Furthermore, Strauss-Kahn played a leading role in 
attempts to improve Europe’s crumbling economies, which made him a rising star 
on the global stage ( Newsweek   2011 ). In fact, because of his preliminary efforts to 
restructure the Greek economy, Strauss-Kahn was named one of the world’s 100 
most infl uential people in 2010 (Elliott  2010 ). Strauss-Kahn’s position at the IMF 
increased the momentum of several reforming initiatives in global fi nancial mar-
kets. In 2009 during the midst of the fi nancial crisis, for example, the IMF made 
US$283 billion worth of fi nancing available to member countries, with no policy 
conditions attached. 

 However, as Strauss-Kahn attempted to lead the IMF into a new age of interna-
tional economic development, a review of 41 IMF agreements during 2009 found 
that 31 of the policies were “pro-cyclical” (Weisbrot  2011 ). Pro-cyclical agreements 
are fi scal and monetary policies designed to have no impact one way or another on 
the cycle of economic activity. When economic activity is slowing, pro-cyclical 
policies do nothing to overcome the decline in economic growth, making it diffi cult 
for countries to lift themselves out of recession. Under Strauss-Kahn’s reforms, 
countries still had to abide by IMF conditions such as deregulation and privatiza-
tion. Critics point to the case of Latvia, where the IMF has been characterized as 
“overly harsh” for forcing the government to increase spending on IMF programs 
from 21 to 25 % of the budget (Andersen  2009 ). Economists who questioned the 
IMF’s unwillingness to engage in “countercyclical” policy making denounced 
Strauss-Kahn for “applying the medieval economic medicine of ‘bleeding the 
patient’” (Weisbrot  2011 ). What responsibility did Strauss-Kahn have to the inter-
national community because of the power given to him by the IMF to set policy? 
When his advisers and critics disagree over the most effective policy for stimulating 
economic growth, how is he to determine which way to proceed?  

9.2.6     Institutional Failure at the IMF? 

 Strauss-Kahn’s infamous arrest in New York brought unwanted publicity to the IMF 
in all its policies and not just on its management of international monetary and 
fi nancial affairs. Despite Strauss-Kahn’s resignation in the aftermath of the Sofi tel 
incident,  The New York Times  published an article titled “At IMF, men on prowl and 
women on guard” that criticized the Fund’s policies on sexual harassment and dis-
crimination (Appelbaum and Stolberg  2011 ). 

 With new inquiries into IMF’s organizational policies came the reemergence of 
a 2008 sexual harassment accusation against Strauss-Kahn, made by a former 
IMF economist, Piroska Nagy. Although the affair was determined to be consen-
sual, Nagy claims she felt pressured because of Strauss-Kahn’s high profi le. Nagy 
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describes the situation: “I was not prepared for the advances of the IMF director 
general. I didn’t know what to do … I felt damned if I did, damned if I didn’t” 
(Beattie  2011 ). Nagy broke off the relationship with Strauss-Kahn when her hus-
band discovered the affair. Soon after, the IMF offered terminated employees an 
attractive severance package, and Nagy used the opportunity to leave the Fund. 

 The IMF’s internal policy at the time stated, “Intimate personal relationships 
between supervisors and subordinates do not, in themselves, constitute harassment” 
( World Watch   2011 ). In this regard, the IMF’s policy seemed to make allowances for 
a type of relationship that is usually not tolerated by organizations in the USA 
( World Watch   2011 ). By contrast, the World Bank—the IMF’s sister organization—
defi nes any relationship between superiors and subordinates “a de facto confl ict of 
interest,” which must be disclosed immediately (Schneider  2011 ). Nevertheless, as 
Masood Ahmed, a spokesman for the IMF, pointed out, if allegations of sexual 
harassment are made, “particularly relating to senior management, [they] need to be 
investigated” (Shipman  2008 ). Thus, the IMF hired a law fi rm, Morgan, Lewis & 
Bockius, to investigate Nagy’s complaints and relationship with Strauss-Kahn. 

 The primary concern of the investigation was to establish whether Nagy received 
any promotions due to her relationship with Strauss-Kahn (Thomas  2011 ). The IMF 
executive board determined that Strauss-Kahn did not abuse his power by entering 
into an affair with Nagy, although his actions were deemed inappropriate. The 
results left the impression that senior management at the IMF was exempt from 
credible scrutiny of their actions, even when a complaint was reported. In a letter to 
the investigators, Nagy wrote that Strauss-Kahn was “a man with a problem that 
may make him ill-equipped to lead an institution where women work under his 
command” (Thomas  2011 ). 

 IMF employees acknowledge that personal relationships are bound to form in an 
organization where colleagues travel for weeks at a time and work in unsupervised 
environments (Appelbaum and Stolberg  2011 ). Susan Schadler spent 32 years at the 
IMF, rising to deputy director of the European Department before leaving in 2007. 
Schadler recounts her understanding of the situation: “There is this implicit culture 
that  [sexual advances] weren’t really seen as something that the fund is going to 
worry about…I think that’s what bothered women” (Appelbaum and Stolberg  2011 ).  

9.2.7     New Directions: Recovering the Right to Lead 

 When Frenchwoman Christine Lagarde replaced Strauss-Kahn as the managing 
director of IMF, she agreed as part of her contract to have one-on-one meetings with 
the IMF’s ethics chief, Virginia Canter (Schneider  2011 ). Lagarde’s contract also 
introduced new terminology to the description of managing director: “You shall 
strive to avoid even the appearance of impropriety in your conduct” (Schneider 
 2011 ) and promise to “observe the highest standards of ethical conduct, consistent 
with the values of integrity, impartiality, and discretion” (IMF  2011 ). The language 
of Lagarde’s clause contrasts with that of Strauss-Kahn’s 2007 contract, which 
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stated that as managing director, he should “avoid any confl ict of interest, or the 
appearance of such a confl ict” (Wearden  2011 ). 

 A concern for the IMF as well as other multinational organizations is how to 
manage the cultural differences and implied meanings refl ected in the formulation 
of policies covering issues such as sexual harassment. French law defi nes sexual 
harassment as an exploitation of hierarchical power (Saguy  2001 ), meaning that 
harassment occurs if and only if the sexual relationship involves an abuse of power, 
such as the superior’s bestowing upon or withholding a promotion from the subor-
dinate involved. This was the standard applied when Morgan, Lewis & Bockius 
investigated Strauss-Kahn’s affair with Nagy. By contrast, in the USA, sexual 
harassment has a much broader meaning. The Equal Employment Opportunities 
Commission (EEOC) defi ned sexual harassment as any “unwelcome sexual 
advances, requests for sexual favors, and other verbal or physical conduct of sexual 
nature” (Saguy  2001 ), whether any abuse of hierarchical power is evident or not. 
Besides “quid pro quo” exploitative relationships, sexual harassment under EEOC 
guidelines also includes consensual activities that create a “hostile work environ-
ment” for third parties not directly involved in the relationship. The difference 
between French and American law is one of many examples of why organizations 
must form some kind of consensus on what constitutes sexual harassment. 

 In the wake of the Strauss-Kahn case, the IMF worked hard to mend its reputa-
tion by developing stricter guidelines for ethical conduct in the workplace. 
Coincidentally, an appraisal of ethical guidelines for IMF employees was in prog-
ress before Strauss-Kahn’s resignation. An ethics committee had been established 
in 2000, but underwent a thorough restructuring after Strauss-Kahn’s affair with 
Nagy surfaced. In fact, prior to April 2008, the ethics committee had not met to 
discuss a single case of ethical misconduct, and members of the ethics committee 
“did not receive training on how to conduct an effective investigation of alleged 
misconduct” (Chelsky  2008 ). These issues were raised in a report compiled at the 
request of the executive board to address loopholes in the IMF’s governing system. 

 Since the release of the report, Canter—the IMF’s new ethics chief—has 
addressed the issues raised by establishing a new program of ethics education 
internally and a formal written protocol for dealing with sexual harassment cases. 
In 2008, an integrity hotline was launched to encourage whistle-blowing among 
employees. The ethics offi ce also publishes annual reports detailing employee 
 complaints, in order to increase the Fund’s transparency and accountability to its 
stakeholders (IMF  2012c ). 

 By October 2011, Canter’s mandatory ethics training program for staff was 
established, covering topics such as bullying, sexual harassment, and intimidation 
(Schneider  2011 ). The IMF’s new Code of Conduct regards sexual harassment and 
discrimination with what the  Financial Times  says is a much tougher approach than 
before (Harding  2011 ). The new Code of Conduct and ethics training are company- 
wide devices used to support moral leadership throughout the organization. With 
the new Code in place, employees and management must disclose any relationship 
between a superior and subordinate, and anyone subjected to sexual harassment 
must report it. 
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 All IMF staff are required to sign a contract that commits them to abide by the 
IMF’s ethics guidelines and Code of Conduct. However, despite the progress made 
with the Code of Conduct, men and women sitting on the IMF’s executive board are 
exempt from the regulations in place for monitoring employee misconduct. “There 
are a lot of controls in place when it comes to the staff [at the IMF], but not for the 
leadership” explained Katrina Campbell, a New York-based corporate ethics expert 
(Freedman, Freeman  2011 ). In fact, the newly developed ethical advisor is not at 
liberty to investigate members of the board. The IMF’s Independent Evaluation 
Offi ce (IEO) described the situation: “Neither the policies nor the structure of the 
Fund encourages any person to report misconduct by an executive director or man-
aging director to any authority” (Walden  2011 ). Instead, the executive board is 
responsible for the conduct of its own members as well as the managing director. Its 
internal regulatory system works with the board’s ethics committee, although what 
exactly they do is confi dential (Bowley  2011 ). Do you believe Canter’s program 
will be successful throughout the company? How can members of the executive 
board be held to the same level of accountability as employees, if they are not sub-
ject to the same rules? 

 As the furor over the Strauss-Kahn affair began to dissipate, critics resumed 
 airing their concerns about IMF leadership, since Lagarde marked the 11th consecu-
tive appointment of a European to the post of managing director, fi ve of whom have 
been French nationals. European favoritism has become an increasingly controver-
sial issue among IMF member countries, specifi cally the BRICS nations (Brazil, 
Russia, India, China, South Africa), which have the largest developing economies. 
In 2011, the BRICS nations released a statement demanding transparency in the 
appointment of managing directors. They called the tradition of appointing 
Europeans to the post “obsolete” and argued that it undermined the legitimacy of the 
Fund. Instead, appointment to the position should be based on merit (Handley 
 2011 ). The Fund, which was created so that wealthy nations could support the 
 economies of developing nations, seems to be working in reverse, when executive 
 leadership remains an exclusively European preserve. Is it reasonable that IMF 
relies on European countries, most recently France, as it guides  developing econo-
mies? What aspects of moral leadership and transparency should be considered 
when electing new leaders? How, if at all, should country of origin be taken into 
consideration when assessing the merits of various candidates for the post of IMF 
managing director?  

9.2.8     Summary 

 Genuine leadership is founded on moral principles. Therefore, Strauss-Kahn’s 
alleged assault upon Diallo was not just a “moral failure” on his part, but also a 
refl ection of his leadership. Strauss-Kahn’s failure to control his apparent sexual 
addiction not only cost him the French presidency but also shed light on the IMF’s 
lax sexual harassment policies and an organizational culture that allows its 
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leadership to exempt itself from accountability to standards with which all other 
IMF employees must comply. Within the current IMF governance structure, 
 members of the executive board are not held accountable for their sexual advances 
toward employees, unless they constitute a confl ict of interest. 

 When a company’s governance structure is supported by morals, leaders are held 
accountable for their decisions (Becker  2009 ). If subordinates are unable to address 
harassment concerns with their superiors, then the implicit moral culture of an orga-
nization is compromised. Organizations must employ ethical standards that are 
mandatory for every level of the organization. 

 Until the Sofi tel scandal, the male-dominated professional sphere in which 
Strauss-Kahn traveled viewed his reputation with women as an amusing vice 
( British Press   2011 ). In fact, the executive board forgave Strauss-Kahn, asking for 
little more than an apology for his affair with Nagy. Given the chance, would you 
restructure IMF’s executive board? How would you respond to the BRICS nations’ 
demand for the transparent election of future managing directors? What aspects 
of institutional oversight would you add to its policy on sexual harassment and 
the handling of employee complaints? Should these be different for different 
countries?   

9.3     Case Study Discussion 

 Making a connection between the scandals involving Dominique Strauss-Kahn and 
the challenge for businesses dealing with issues of sexual harassment and sexual 
discrimination is not straightforward. As discussed in international business ethics, 
sexual harassment and sexual discrimination are problems that occur within the 
employment relationship. They are to be distinguished from broader social 
 concerns, on the one hand, over the incidence of sexual violence or, on the other 
hand, the persistence of sexist attitudes, which may or may not show up at work. 
Strauss- Kahn’s alleged sexual assault on Nafi ssatou Diallo at the Sofi tel hotel, how-
ever outrageous and criminal, does not come under the category of sexual harass-
ment, since he is not her employer and she is not his employee. On the other hand, 
his affair with economist Piroska Nagy, when she worked for the IMF, would clearly 
qualify as a possible case of sexual harassment, even though both parties claimed it 
was “consensual.” 

 From the perspective of international business ethics, the judgment of the IMF’s 
executive board, which determined that Strauss-Kahn did not abuse his power by 
having an affair with Nagy, needs to be challenged. The executive board’s decision 
is consistent with the IMF’s internal policy at the time: “Intimate personal relation-
ships between supervisors and subordinates do not, in themselves, constitute harass-
ment.” How the executive board reached that conclusion is puzzling in light of the 
fact that the World Bank’s guidelines, for example, stipulate that any personal 
 relationship between superiors and subordinates must be regarded as “de facto [a] 
confl ict of interest” which must be disclosed immediately. The superiors involved in 
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such a relationship cannot be absolved of confl ict of interest simply because there is 
no evidence that the subordinates in question received a promotion or other profes-
sional advancement, as a result of their affair. Even in the case of Strauss-Kahn’s 
relationship with Nagy, it seems odd that the executive board give him only the 
slightest slap on the wrists, in spite of the fact that soon thereafter she quietly left 
the IMF, as one of a group of employees who had completed their service, with a 
substantial severance package. Even the appearance of confl ict of interest ought to 
have been a concern for the IMF’s executive board. 

 In a world where moral concerns regarding fair treatment of women in the work-
place are rapidly evolving, Strauss-Kahn’s behavior coupled with his persisting 
attitude—“I don’t think I have any kind of problem with women” (CNN  2013 ) 1 —
made it impossible for him to continue on as the IMF’s managing director. But 
given the many allegations that surfaced after the incident at the Sofi tel hotel, one 
may wonder how it was that the IMF’s executive board did not investigate these 
things when he was nominated and why, if they did know, they would still have gone 
forward with Strauss-Kahn’s appointment. His problem, in short, is not just per-
sonal but also an institutional failure. In the apparently permissive culture of the 
IMF management, Strauss-Kahn could tell himself that his sexual addiction was not 
only normal but also merely a private matter, a hobby perhaps, of no particular 
 interest to anyone but himself. 

 Strauss-Kahn’s abrupt departure left the IMF in a shambles. His successor, 
Christine Lagarde, signed an employment contract far more explicit in outlining the 
IMF’s expectations for moral leadership. “You shall strive to avoid even the appear-
ance of impropriety in your conduct” (Schneider  2011 ) and promise to “observe the 
highest standards of ethical conduct, consistent with the values of integrity, impar-
tiality, and discretion” (IMF  2011 ). The warning against “even the appearance of 
impropriety” contrasts with the warning against “confl ict of interest” included in 
Strauss-Kahn’s contract. The term, “impropriety,” is signifi cant in light of the fact 
that the executive board, in ruling out any abuse of power in Strauss-Kahn’s affair 
with Nagy, nevertheless had found him guilty of acting “inappropriately,” which 
prompted an apology from him. If the same fi nding were to be made against his 
successors, presumably more than an apology would now be demanded of them. 

 Clearly, in the wake of the Strauss-Kahn scandal, the IMF has taken steps to 
address the problem of sexual harassment, but will these steps be suffi cient to 
change what had been characterized as “an institution whose sexual norms and cus-
toms are markedly different from those of Washington” (Appelbaum and Stolberg 
 2011 )? Two years later, the IMF announced that, under the leadership of its newly 
appointed Ethics Advisor, it had issued “enhanced standards of conduct” designed 
to “strengthen the institution’s ethical framework” (IMF  2013 ). The enhancements 

1   Strauss-Kahn went on to say that “I have a problem with understanding what is expected from 
politicians of the highest level. It’s different from what [a] Mr. and Miss in the street [can do].” Of 
course, even by his account of what he did with Ms. Diallo, he would have been arrested, if caught 
doing it “in the street.” Apparently, in his view, his sexual behavior is quite normal and becomes a 
problem only when one becomes a politician—or business executive—at the highest level. 
Whatever Strauss-Kahn’s expertise in fi nance and economics may have been, his attitude betrays a 
remarkably naïve view of organizations and the demands of moral leadership within them. 
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include “a new policy on close personal relationships in the workplace,” which 
requires staff to report “intimate” relationships to the    “Ethics Advisor, his/her super-
visor, or the Human Resources Department,” in order to assess and resolve any 
“potential confl icts of interest and workplace fairness concerns.” Those who fail to 
report will be judged guilty of misconduct and subject to disciplinary action. In 
addition, the revised standards defi ne as misconduct any attempt to retaliate against 
staff who report misconduct or participate in the IMF’s dispute resolution system. 
Also noted is greater emphasis on prevention and early resolution of cases involving 
harassment, including sexual harassment, the penalty for which may include 
 termination of employment. 

 How effective are these new policies? Even before their formal adoption in 2013, 
the ethics offi ce has been issuing annual reports in an effort to be transparent about 
the IMF’s progress. The latest published report from 2012 provides detailed statis-
tics on the kinds of issues reported to the IMF Ombudsperson and the recently 
established integrity hotline (IMF  2012d ). In Ethics Advisor Virginia Canter’s 
judgment, the statistics showing increased requests for ethical advice demonstrate 
the success of the in-house mandatory ethics training programs. As staff members 
increase their awareness of the IMF’s renewed commitment to higher  ethical 
standards, there likely will be more requests for advice. One interesting trend that 
surfaces in the annual report of 2012 is the decline in the number of overt cases 
of sexual harassment and increase in the number of cases involving other forms of 
harassment such as bullying. The ethics offi ce means to eliminate all forms of 
harassment, in order to demonstrate the IMF’s commitment to its “core values,” 
namely, “integrity, respect, impartiality, and honesty.” 2  

 It would seem, then, that under its new leadership, with Christine Lagarde as 
managing director, and Virginia Canter in the ethics offi ce, the IMF has indeed 
begun a process of cultural transformation similar to that which many other major 
institutions—including international businesses, government agencies, and NGOs—
have had to undergo. Overcoming scandals such as the one involving Strauss-Kahn 
may have furnished the motivation for initiating this process, but the underlying 
need for it goes far deeper than the personal failures of prominent executive leaders. 
The historically unprecedented entry of women into the workforce—particularly 
their service as colleagues and partners, demonstrating competencies and achieving 
credentials that are equal or better than those possessed by the men they work 
with—has created a situation in which traditional “patriarchal” or “sexist” attitudes 

2   The IMF’s core values statement contains this promising explanation of “what do we want to 
achieve together”: “1) An intellectually open atmosphere that seeks diverse views to develop the 
best solution, 2) Best management practices that support all of us in making our best contribution, 
through opportunities for professional development and recognition of achievements. 3) A healthy 
work-life balance. 4) Fair, transparent rules, equitably applied and avenues to help us seek recourse, 
without stigma, if we are wrongly treated. 5) A workplace free of all types of discrimination.” The 
most important of these fi ve goals may be the third one, on cultivating a healthy work-life balance. 
The old IMF culture apparently turned a blind eye to sexual and other forms of harassment, assum-
ing that such things were bound to occur in the organization’s highly stressful work environment, 
fostering “a climate in which romances often fl ourish — and lines are sometimes crossed” 
(Appelbaum and Stolberg  2011 ). 
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and practices are simply obsolete and increasingly dysfunctional, from the point of 
view of the organizations in which they serve. As the struggle to overcome sexism 
in the workplace has proceeded, it becomes clear that related forms of bullying and 
discrimination involving sexual, religious, and racial minorities must also be 
 challenged. The men and women who have stepped forward to challenge the abuses 
tolerated, if not perpetrated, by the traditional male hierarchy, are representing not 
just themselves, but members of all groups who have found their human dignity 
trampled in the workplace. We need to inquire more deeply into the ethical 
 assumptions animating the struggle against sexual harassment and discrimination, 
particularly in order to understand its global signifi cance. No one can dismiss this 
struggle, as if it were merely an odd manifestation of a Western culture now in its 
fi nal stages of irreversible decadence.  

9.4     Ethical Refl ection 

 What, then, is sexual harassment and why is it a problem both morally and legally? 
The US government’s Equal Employment Opportunity Commission (EEOC) 
 provided this comprehensive description of sexual harassment. It has become the 
standard in virtually all jurisdictions where the UN Declaration of Human Rights is 
acknowledged:

  Unwelcome sexual advances, requests for sexual favors, and other verbal or physical 
 conduct of sexual nature constitute sexual harassment when (1) submission to such conduct 
is made either explicitly or implicitly a term or condition of an individual’s employment, 
(2) submission to or rejection of such conduct by an individual is used as the basis for 
employment decisions affecting such individual, or (3) such conduct has the purpose or 
effect of unreasonably interfering with an individual’s work performance or creating an 
intimidating, hostile, or offensive working environment. (Boatright  2003 ) 

 A more recent statement from the EEOC tries to make the same points, but in lan-
guage that is more concrete and practical:

  “Sexual Harassment:

•    It is unlawful to harass a person (an applicant or employee) because of that person’s 
sex. Harassment can include “sexual harassment” or unwelcome sexual advances, 
requests for sexual favors, and other verbal or physical harassment of a sexual 
nature.  

•   Harassment does not have to be of a sexual nature, however, and can include offen-
sive remarks about a person’s sex. For example, it is illegal to harass a woman by 
making offensive comments about women in general.  

•   Both victim and the harasser can be either a woman or a man, and the victim and 
harasser can be the same sex.  

•   Although the law doesn’t prohibit simple teasing, offhand comments, or isolated 
incidents that are not very serious, harassment is illegal when it is so frequent or 
severe that it creates a hostile or offensive work environment or when it results in an 
adverse employment decision (such as the victim being fi red or demoted).  

•   The harasser can be the victim's supervisor, a supervisor in another area, a co- 
worker, or someone who is not an employee of the employer, such as a client or 
customer.” (EEOC  2014a )    
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 Sexual harassment, then, is clearly illegal in the USA, and the EEOC provides 
detailed instructions on how to fi le a formal complaint, if one has been a victim of 
this crime. 

 Because the EEOC was instituted to enforce Title VII of the Civil Rights Act of 
1964 that prohibits all forms of discrimination in employment, sexual harassment, 
like harassment in general, is treated under that category. “Title VII prohibits 
employment discrimination based on race, color, religion, sex and national origin.” 
Thus, in addition to prohibiting discrimination based on sex—which normally 
means “treating someone (an applicant or employee) unfavorably because of that 
person’s sex” in any aspect of an employment relationship, “including hiring, fi ring, 
pay, job assignments, promotions, layoffs, training, fringe benefi ts, and any other 
term or condition of employment”—the guidelines consider sexual harassment to 
be “illegal when it is so frequent or severe that it creates a hostile or offensive work 
environment or when it results in an adverse employment decision (such as the 
 victim being fi red or demoted)” (EEOC  2014b ). 

9.4.1     An Assault Upon Human Rights and Dignity 

 The moral basis for the laws and regulations prohibiting sexual harassment and 
discrimination is the same as that supporting human rights legislation, as we saw in 
Chapter 8. The UN Declaration on Human Rights explicitly affi rms that “the rights 
and freedoms” set forth in it admit of no distinction based, among other things, on 
sex (Article 2). Furthermore, “the right to work, to free choice of employment, to 
just and favorable conditions of work,” as well as “equal pay for equal work” 
(Article 23) apply to “everyone” equally. While it is clear that the UDHR did not 
anticipate a world in which men and women work side by side in virtually every 
business and industry and thus does not explicitly prohibit sexual discrimination 
and harassment, its affi rmation of everyone’s aspiration toward “an existence wor-
thy of human dignity” clearly implies that its provisions cannot be reconciled with 
any system of employment that supports sexual discrimination and condones sexual 
harassment. The obvious conclusion is that sexual harassment is simply another 
assault on human dignity, and as such it is included, at least in principle, in the 
 universal moral consensus respecting human dignity and condemning any viola-
tions of it. 

 Since assaults upon human dignity usually involve some form of abuse of power 
and privilege, by analogy, we can recognize the immorality of sexual harassment as 
yet another abuse of power in the workplace, usually—but not always—perpetrated 
by superiors against subordinates. In short, sexual harassment is a form of bullying 
and in no way should be confused with amorousness or romantic passion. The most 
important word describing sexual harassment is the fi rst word: “unwelcome.” 
Sexually aggressive behavior, when it is known to be unwelcome, must be regarded 
as a form of bullying—or abuse of power—and not dismissed as merely an excess 
of amorous desire. Understanding sexual harassment as a form of bullying is clearly 
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presupposed in the EEOC’s description of “quid pro quo” relationships, in which 
“submission to such conduct is made either explicitly or implicitly a term or condi-
tion of an individual’s employment” or “rejection of such conduct by an individual 
is used as the basis for employment decisions affecting such individual.” The most 
acute assault upon human dignity occurs in these situations, since they involve 
coercing sexual relations on the basis of either promises of more favorable treatment 
or threats of retaliation. But what about consensual relationships—may these, too, 
involve sexual harassment? 

 Assuming that the consent is genuine and mutual, there are two typical cases for 
discussion: superior-subordinate relationships and peer-to-peer relationships. While 
some institutions, particularly universities, have declared that all superior- 
subordinate sexual relationships—for example, between a professor and a student 
or between a supervisor and an employee—are liable to treatment as cases of sexual 
harassment, 3  the possibility of genuine mutual consent is evident in controversies 
over “offi ce romances.” Confronted with the risk of sexual harassment lawsuits aris-
ing from affairs that have ended badly, some businesses in the USA have attempted 
to ban offi ce romances entirely or, if not impose an absolute ban, at least require full 
disclosure of the existence of such liaisons to one’s superiors and the Human 
Resources Department. Both measures, even in business, place the burden of proof 
upon the superiors involved and are deemed necessary in order to insulate the fi rm 
from any legal liability should the relationship turn sour. The IMF’s “enhanced 
standards of conduct” is a useful example. While it no longer regards offi ce romances 
as strictly a private matter, it does require staff to report “intimate” relationships to 
the “Ethics Advisor, his/her supervisor, or the Human Resources Department,” in 
order to assess and resolve any “potential confl icts of interest and workplace fair-
ness concerns.” Those who fail to report will be judged guilty of misconduct and 
subject to disciplinary action. In that way, professional accountability is maintained, 
as well as transparency, without prohibiting offi ce romances of either type. 

 As we have seen in the previous chapter, respecting human dignity involves a 
complex of rights and responsibilities that sometimes may confl ict with one another. 
Protecting one’s own dignity is fi rst of all a personal responsibility. If you don’t do 
it, no one else is likely to. There are obvious limits to what an institution can do to 
respect the dignity of its employees. Respecting human dignity usually is under-
stood as requiring us to respect everyone’s need for personal privacy. If an organiza-
tion’s policies go too far in compromising personal privacy, they are likely to be 
counterproductive. An organization that seeks to minimize its risk of lawsuits and 
other embarrassments stemming from incidents of sexual harassment may be 

3   Chosen at random, see the policy of St. Paul College in St. Paul, MN (St. Paul College  2014 ), 
which is provided as guidance to all students. The policy makes it clear that in any relationship 
“where a power differential exists between the involved parties,” a violation of the college’s ban on 
sexual harassment will be assumed, with “the burden of accountability” falling upon the more 
powerful party, making it “exceedingly diffi cult to use mutual consent as a defense.” In such a situ-
ation, where an accusation of sexual harassment may lead to termination of employment, parties 
who exercise responsibility as teachers and supervisors are well advised to refrain from any 
romantic or sexual relationship with anyone on campus. 
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tempted to set aside its employees’ rights to privacy. But if it does so, it can hardly 
invoke its concern for human dignity to justify its policies. An absolute ban on 
offi ce romances, for example, is likely to cause more problems for the Human 
Resources Department than it solves. On the other hand, a policy that focuses on 
personal privacy to the exclusion of other concerns—as, apparently, was the IMF’s 
policy before and during Strauss-Kahn’s term as managing director—is likely to 
tolerate the development of a corporate culture in which sexual predators will 
 fl ourish. Given the complexities of human interaction in the real world of organiza-
tional behavior, while the principle of human dignity—even as translated into the 
core values of, for example, the IMF—may be clear, the best ways of implementing 
it remain an open question.  

9.4.2     Sexual Discrimination and Harassment in Hong Kong 

 When we turn then, beyond the discussion of sexual harassment and discrimination 
in the USA and the EU, to what is happening in East Asian settings, we see both 
substantial progress and many obstacles to further reform. The more involved an 
organization—be it a business, an NGO, or a government agency—is in the global-
ization process, the more likely it is to subscribe at least in principle to international 
standards regarding sexual harassment and discrimination. Consider the case of 
Hong Kong, which still stands as the gateway between China and the West, the 
venue where the globalization process is most advanced in Asia. Hong Kong’s 
 legislative response is contained in “Chapter 480: The Sex Discrimination 
Ordinance” (SDO) which not only declares “unlawful certain kinds of sex discrimi-
nation, discrimination on the ground of marital status or pregnancy, and sexual 
harassment” but also provides for “the establishment of a Commission with the 
functions of working towards the elimination of such discrimination and harass-
ment and promoting equality of opportunity between men and women generally” 
(HKSAR Government  1996 ). The work of educating the public and supporting 
compliance efforts in government agencies, businesses, and NGOs is the work of 
the Equal Opportunities Commission (EOC). The Commission routinely conducts 
surveys and issues reports on Hong Kong’s progress in confronting sexual harass-
ment and discrimination. 

 The defi nition of sexual harassment adopted in Hong Kong’s SDO is very similar 
to that of the USA’s EEOC.

  For the purposes of this Ordinance, a person (howsoever described) sexually harasses a 
woman if-

    (a)    the person- (i) makes an unwelcome sexual advance, or an unwelcome request for 
sexual favours, to her; or (ii) engages in other unwelcome conduct of a sexual nature in 
relation to her, in circumstances in which a reasonable person, having regard to all the 
circumstances, would have anticipated that she would be offended, humiliated or 
intimidated; or   

   (b)    the person, alone or together with other persons, engages in conduct of a sexual nature 
which creates a hostile or intimidating environment for her. (Section 2, 5)     
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 A subsequent amendment (Sections 2 and 8) makes it clear that the description 
applies equally to men as well as to women who may be victims of harassment. One 
interesting difference between HK’s SDO and the USA’s EEOC guidelines is that 
sexual harassment is defi ned broadly and covers offenses that occur outside the 
workplace, but with a similar emphasis on “unwelcome conduct” that “creates a 
hostile or intimidating environment.” Sexual harassment in the workplace, however, 
is specifi cally discussed as part of the SDO’s comprehensive approach to “unlawful 
discrimination.” It is clear that the intent of the SDO is to enforce equality of oppor-
tunities in, among other things, employment by prohibiting any unlawful discrimi-
nation based on sex, with sexual harassment understood as but one manifestation of 
conduct whose effect, if not intent, is to discriminate. 

 As the HK EOC itself reports, it has had only modest success in achieving the 
SDO’s compliance goals. In its most recent “Sexual Harassment – Questionnaire 
Survey for Business Sector,” the statistics indicate that while the percentage of 
 complaints handled by the EOC involving sexual harassment is on the rise, the inter-
est of businesses in formulating policy statements about it is modest, at best (EOC, 
 2012 ). Of the 6000 companies invited to participate in the survey, only 3 % 
responded, and of these, only 57 % (113 responses) reported that they already have 
a sexual harassment policy in place. Of those who do not (85 responses), the most 
common reason for not having a policy is that they see “no urgency” to do so, since 
they have not had any incidents to report so far. Only 17 % of these indicated a 
willingness to consider formulating a policy in the next 12 months. Going without 
a policy, of course, carries its own risks, since in Hong Kong as elsewhere, employ-
ers can be held vicariously liable if their employees are convicted of the crime, in 
the absence of specifi c guidelines and adequate staff training in their enforcement. 
Despite the apparent indifference of too many companies in Hong Kong, the EOC 
intends to launch a series of campaigns to promote “anti-sexual harassment” aware-
ness and compliance with the law, working in cooperation with various business and 
professional associations. 4   

4   In 2014, the EOC released another report, specifi cally focused on sexual harassment and 
 employment discrimination among airline fl ight attendants. With a slightly higher response rate 
(4 %), the survey revealed that 27 % of the respondents had been sexually harassed in the past 
12 months and that “the most common harassers were the customers.” Although all international 
airlines serving Hong Kong have policy statements on sexual harassment, only 61 % the fl ight 
attendants were even aware of its existence, and only 11 % knew “the names and contacts of des-
ignated staff who handle complaints.” In addition, “68 % of the respondents had not received any 
training courses on anti-sexual harassment.” Of those who had been harassed in the past year, 50 % 
had either chosen to do nothing or merely mentioned it to colleagues and relatives. In the EOC’s 
view, these fi ndings suggest that compliance must go beyond merely having a policy and must 
provide effective training if the policy is to be credible. “To combat the feelings of fear and help-
lessness, a strong corporate culture of protecting employees from sexual harassment and discrimi-
nation should be promoted in the company.” (EOC  2014 ) 
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9.4.3     Legal Protections for the Rights and Interests of Women 
in China 

 If compliance with existing laws, such as the Sexual Discrimination Ordinance, is 
still a struggle in Hong Kong, what can be said about other Asian venues, such as 
China? Most observers recognize that in the past decade, China has made enormous 
progress. “Outlawing sexual harassment against women via legislation by making it 
both a criminal offense as well as a civil wrong also indicates a remarkable change 
in attitude in China, which is still a male-dominated society” (Srivastava and Gu 
 2009 ). Sexual harassment and discrimination are prohibited by the “Law of the 
People’s Republic of China on the Protection of Rights and Interests of Women” 
originally adopted by the Seventh National People’s Congress (NPC) of 1992 and 
amended at the 10th NPC in 2005. The Law is “formulated to protect women's law-
ful rights and interests, promote the equality between men and women and allow 
full play to women's role in socialist modernization” (Article 1). Besides issuing an 
absolute prohibition against discrimination, maltreatment, abandonment, and 
 physical abuse of women (Article 1), the law defi nes women’s rights in six key areas 
of public life and “encourages women to cultivate a sense of self-respect, self- 
confi dence, self-reliance and self-strengthening, and to safeguard their own lawful 
rights and interests by utilizing law” (Article 5). Chapter IV, on “Rights and Interests 
Relating to Work and Social Security,” guarantees women equal rights in these areas 
(Article 22), as well as “equal pay for equal work” and equal “welfare benefi ts” 
(Article 24). Employment discrimination is specifi cally prohibited (Article 25), 
including any unilateral reduction in wages or benefi ts because of marriage, 
 pregnancy, maternity leave, or breast-feeding. Women shall be guaranteed equal 
access to “social insurance, social relief, social welfare and health care services” 
(Article 28). 

 With regard to sexual harassment, the Law takes up this issue in Chapter VI, 
devoted to “Rights Relating to the Person.” Besides affi rming the inviolability of 
“women’s freedom of the person,” this chapter also specifi cally prohibits “traffi ck-
ing” in women and commits the state and its various agencies to take “timely mea-
sures to rescue women who are abducted, traffi cked or kidnapped” (Article 39). The 
article prohibiting sexual harassment also acknowledges “the right to fi le complaints 
with units where they work and the departments concerned” (Article 40). As the 
fi nal article in this chapter makes clear, the protection of women’s rights and inter-
ests refl ects China’s concern to respect the human dignity of women:

  Women’s rights of personality, including their right of reputation, right of honor, right of 
privacy and right of portrait, shall be protected by law. Besmirching women's personal 
dignity by such means as humiliation and libel is prohibited. Decrying or besmirching 
women’s personality through the mass media or by other means is prohibited. The use of a 
woman’s portrait for profi t-making purposes in advertisements, trademarks, window dis-
play, newspapers, magazines, books, audio-video products, electronic publications, inter-
net, etc., without the women’s personal consent, is prohibited (Article 42). 
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 As in other areas of business ethics in China, we discover that the laws of China are 
quite impressive and consistent with relevant international standards. The  unanswered 
questions, then, take us to the challenge of achieving full  compliance with those 
standards. 

 Protecting the rights and interests of women, to be sure, requires more than the 
passing of legislation. A comprehensive review of judicial decisions involving 
 sexual harassment in China argues that “the plight of women in China will not be 
resolved so long as judges still suffer from the hangover of China’s traditional 
 society, which accords women an inferior position to men” (Srivastava and Gu 
 2009 : 45). In spite of a number of surveys demonstrating the prevalence of sexual 
harassment in China, women who are victims of it tend to “suffer in silence [rather 
than] use legal means to voice their grievances.” In the ten court cases reviewed by 
Srivastava and Gu, ironically enough, “most of the successful cases were decided 
before the sexual harassment provision was formally adopted by the 2005 law” 
(2009: 49). One decision handed down in Beijing in 2004 “established four factors 
to consider in a sexual harassment case”:

  First, the conduct of the defendant must be unwelcome to the claimant. Second, the harass-
ment must be sexual in nature. Third, there must be some overt act, such as the use of sexual 
language, gestures, or other visual signals implying a demand for sexual favors. Fourth, the 
conduct must violate the claimant’s dignity and freedom of her person. (Srivastava and Gu 
 2009 : 50–51) 

 While these factors are consistent with legal defi nitions used in both China and 
Hong Kong, the majority of cases reviewed in which sexual harassment claims were 
dismissed indicate that these involve a formidable burden of proof. While Chinese 
Civil Procedure Law rightly stipulates that “the complaining party must provide 
evidence to substantiate its claim,” in sexual harassment cases, this constitutes an 
“especially onerous” burden of proof when “a person in a position of power harasses 
a person in a position of lesser power” (2009: 56). Coupled with the psychological 
diffi culties involved in making such claims in court, and the fact that the penalties 
for sexual harassment go no further than imposing compensatory damages, there are 
ample reasons why the legal remedies meant to safeguard women’s rights and 
 interests remain relatively ineffective. 

 Srivastava and Gu pinpoint two other factors in China’s compliance challenge 
that differ from Hong Kong. First, “current Chinese law does not automatically 
impose vicarious liability on employers for sexual harassment perpetrated by their 
employees.” Second, “there is no law in China providing for the establishment of an 
equal opportunity commission” (Srivastava and Gu  2009 : 58). Beginning in 1998 in 
the USA, the threat of vicarious liability is widely believed to have prompted many 
employers to formulate policies and training programs on preventing sexual harass-
ment in the workplace. Employers could immunize themselves from accusations 
that they were complicit in the violations perpetrated by their employees, if they 
could demonstrate that they had such policies and programs in place (Samson 
 2013 ). The legal sanction, in other words, promoted effective education and training 
in the workplace. Similarly, the establishment of an equal opportunity commission 
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in both the USA, as part of Title VII of the Civil Rights Act of 1964, and Hong 
Kong, as part of the Sex Discrimination Ordinance of 1995, demonstrates institu-
tional support for the long-term process of transforming cultures so that human 
dignity is respected and human rights are protected. In this, as in other matters, 
China would do well to learn from what has been accomplished in Hong Kong. 

 As this review of the progress made and challenges to be faced in implementing 
China’s Law on the Protection of the Rights and Interests of Women suggests, legal 
reform is necessary but hardly suffi cient. A change of heart is needed, one in which 
the spiritual and cultural resources of China’s wisdom traditions may be mobilized 
to support appropriate forms of cultural change. Contrary to Srivastava and Gu, who 
tend to assume an excessively negative view of the role of women in traditional 
Chinese society (Srivastava and Gu  2009 : 45–46), scholars have been reviewing 
Confucianism, Daoism, and other traditions for signs of hope supporting Chinese 
women’s aspirations for change. One such groundbreaking study is Robin R. Wang’s 
 Images of Women in Chinese Thought and Culture: Writings from the Pre-Qin 
Period through the Song Dynasty  (2003) which, among other things, featured the 
writings of female Chinese writers, such as the Han dynasty scholar, Ban Zhao, who 
argued that, if women are to fulfi ll their proper roles in Chinese society, they must 
receive a proper Confucian education (Wang  2003 : 177–186). If one is serious 
about cultivating human dignity on the basis of moral and spiritual traditions indig-
enous to China, there are resources for defi ning Chinese cultural values no longer as 
resistant to recognizing the dignity of women, but as affi rming and supporting a 
more humane view of their rights and responsibilities in public life. Just as 
Confucianism and other Chinese traditions cannot be used to ignore or set aside the 
basic rights of workers in general, so they cannot be used to justify sexual harass-
ment and discrimination.   

9.5     Conclusion 

 This chapter is meant to promote awareness of the progress that has been made in 
China and other East Asian venues in protecting the dignity and human rights of 
women and men, particularly with reference to the universal problems of sexual 
harassment and discrimination. Scandals like the affair that brought down IMF 
managing director, Dominique Strauss-Kahn, are a reminder of just how universal 
the problems are and how challenging the task of transforming organizational cul-
tures so that sexism and other forms of predatory behavior become no more than a 
relic of a past well lost. While we have noted the diversity of approaches, not only 
in the West but also in China and Hong Kong, regarding the protection of basic 
dignity and human rights, particularly with reference to gender and sexuality, we 
have also attempted to show the underlying moral consensus, namely, that willful 
violations and predatory sexual behavior stand condemned and will no longer be 
ignored or tolerated in a globalizing civilization. Businesses and organizations that 
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promote international trade and commerce are at “ground zero,” so to speak, in the 
struggle against sexual harassment and discrimination. The struggle, as we have 
seen, provides an important opportunity to demonstrate moral leadership, particu-
larly in China and other East Asian venues. 

 At the beginning of this chapter, we invoked one of Stephan Rothlin’s 18 rules 
for becoming a “top-notch player” in business: “If you act against discrimination, 
you will increase your productivity and profi tability.” We have attempted in this 
chapter to highlight the moral reasons and legal considerations involved in acting 
against discrimination. But the fact remains, as Rothlin pointed out, that acting 
against discrimination—including transforming business cultures in which sexual 
harassment is tolerated—will also impact a fi rm’s bottom line. Sexual harassment 
lowers morale among workers, which in turn can only lead to declining productiv-
ity. If you continue to tolerate sexual harassment, you are likely to alienate your best 
workers, undermining both their loyalty to the fi rm and their willingness to stay on 
with it. You can well imagine the cost of replacing them, when they fi nally get fed 
up with your indifference and decide to move on. Both productivity and profi tabil-
ity, therefore, are at stake. If you want a strictly business reason for doing the right 
thing, this is clearly it.     
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    Chapter 10   
 Employees: Whistle-Blowing       

 “Your loyal dissent can lead your institution in the right 
direction.” (Stephan Rothlin,  Eighteen Rules for Becoming a 
Top Notch Player , 2004) 

10.1                 Prelude 

 No management team should be blamed for natural disasters, like the earthquake 
and tsunami that hit Fukushima, Japan, in 2011. But they must be held responsible 
for the ways they respond to the crises triggered by such events. As the case study 
proceeds, we witness the unfolding of Tokyo Electric Power Company’s (TEPCO) 
response to the Fukushima disaster. The early reports of heroism on the part of 
workers and managers at TEPCO’s nuclear facilities soon gave way to allegations 
of a cover-up and a new narrative involving whistle-blowing against the fi rm, in 
order to alert the general public about what had actually happened. Rooted in the 
Fukushima disaster, this chapter revisits the ongoing controversy about whistle- 
blowing, distinguishing situations where it appears to be obligatory, and other situ-
ations in which it may be permissible, in contrast to situations where it would be 
irresponsible to engage in it. We believe that the issue must be approached from an 
appreciation of the loyalty that employees owe to their employers, a loyalty that 
must not be violated except in cases of genuine necessity. While the whistle- blowing 
at TEPCO may be morally justifi ed, there are clearly other situations in which it 
may be inappropriate.  

10.2     Case Study: Tokyo Electric Power Company 
and the Fukushima Disaster 

10.2.1     Abstract 

 In a rare departure from civility, following the crisis at the Fukushima Daiichi 
nuclear power plant, Japanese Prime Minister Naoto Kan shouted “What the hell is 
going on?” to executives of the Tokyo Electric Power Company (TEPCO) 
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(Goodspeed  2011 ). The prime minister seemed to be speaking for the entire nation, 
which had grown increasingly frustrated by the lack of reliable information in the 
days following the disaster, triggered by the Tohoku earthquake and tsunami, which 
struck the northeastern coast of Japan on March 11, 2011. As a result of the wide-
spread perception that TEPCO was withholding the facts concerning the origins and 
magnitude of the crisis, on October 30, 2011, Japan’s Diet or national parliament 
granted the Fukushima Nuclear Accident Independent Investigation Commission a 
mandate to report on the causes of the disaster. The nonpartisan panel concluded 
that the nuclear crisis was “profoundly man-made” (NAIIC, 9) and could have been 
prevented by a more transparent corporate and bureaucratic culture. 

 This case study highlights the moral agents involved in responding to the disaster 
and the ensuing scandal surrounding TEPCO, not to lay blame but to refl ect on the 
lessons that the case offers for business leaders and their stakeholders. Should 
TEPCO and its subcontractors have taken more seriously the warnings of various 
whistle-blowers about the dangers of a nuclear accident? Did the disaster that 
occurred following the Tohoku earthquake justify the warnings of whistle-blowers 
like Mitsuhiko Tanaka, or did it demonstrate their irrelevance? Like all managers 
faced with a catastrophic event—particularly in the fi eld of nuclear energy—the key 
players at TEPCO may have faced unprecedented levels of stress as they tried to bal-
ance the interests of their shareholders against national and international demands for 
public safety. How well have they done in managing this crisis? The Asian setting of 
this case offers additional food for thought questioning the moral limits to “saving 
face”—in light of the universal right to know the truth and to respect the human 
dignity of all stakeholders, especially the people directly affected by their actions.  

10.2.2     Keywords 

 TEPCO, Fukushima disaster, Nuclear power, NAIIC, Amakudari.  

10.2.3     Unforeseen Catastrophe, Disastrous Responses 

 A month after the Fukushima disaster, James Acton, associate of the Nuclear Policy 
Program at the Carnegie Endowment for International Peace, declared that it may 
not have been “the worst nuclear accident ever, but it is the most complicated and 
the most dramatic…. This was a crisis that played out in real time on TV. Chernobyl 
did not. This crisis just goes on and on” (International Business Times  2011 ). Alas, 
two and a half years later, the crisis remains unresolved as the Japanese government 
has stepped in to address “an ‘emergency’ that TEPCO was not containing on its 
own,” namely, the fl ow of highly radioactive groundwater into the ocean, publicly 
acknowledged in August 2013 (Saito and Slodkowski  2013 ). TEPCO’s failure to 
reveal the full extent of the hazards posed by the radioactive water is but the latest 
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in a series of crises that began with the cascade of equipment failures, nuclear 
 meltdowns, and radiation leakages that followed the earthquake and tsunami. 

 The damage initially sustained by the Fukushima Daiichi plant and the failure of 
TEPCO’s emergency systems made it impossible to cool reactors 1, 2, and 3 ade-
quately. With no effective cooling system still operable, it was only a matter of time 
before there was a full nuclear meltdown and further explosions in the containment 
buildings due to “an accumulation of hydrogen gas” (IAEA,  2011 ). Once the extent 
of the devastation was evident, the Japanese government ordered the evacuation of 
all nonemergency personnel from the area within a 20 km radius of the crippled 
plant (Reuters  2011a ). As radiation was released into the atmosphere from the inte-
rior of the plant, the situation escalated from a local crisis to a potentially global 
environmental catastrophe. Upon discovery of the escaping radiation, the govern-
ment raised the nuclear alert level to seven, the highest point on the scale and “on 
par with the 1986 Chernobyl warning” (McCurry  2011 ). 

 Unfortunately, a competent and comprehensive response from TEPCO and the 
government was not forthcoming. While the technical diffi culties involved in calcu-
lating a reliable estimate on the total amount of radioactivity released contributed to 
the confusion, it should have been clear to all concerned that the health and safety 
risks related to exposure to excessive radiation extend years beyond the risk of 
immediate casualties (   Muller  2012 ). As the crisis wore on, the government and 
TEPCO were both criticized heavily in the foreign press for poor communication 
with the public concerning its magnitude. Germany’s leading news magazine,  Der 
Spiegel , labeled the government’s insularity, lack of transparency, and refusal to 
embrace foreign assistance “utterly hapless” (Hackenbroch et al.  2011 ). TEPCO’s 
response to international calls for information concerning radiation levels released 
from the plant was worse than that, as it eventually was discovered that “staff may have 
been told to lie, and give false readings to try and cover up true levels of radiation” 
(Kyodo News  2012 ). 

 International media coverage of the disaster initially focused not only on the 
apparently negligent behavior of TEPCO and the Japanese government but also on 
the selfl ess deeds of individual technicians who put their lives in jeopardy in order 
to contain the radiation. The “Fukushima Fifty” were hailed as heroes by the 
 international press, with some reports even going so far as to conclude that their 
willingness to make extraordinary personal sacrifi ces for the public welfare exem-
plifi ed “the collectivist ethos of the Japanese people” (Axelrod  2011 ). Several work-
ers died as a direct result of the explosions, whereas others were exposed to levels 
of radiation that greatly exceeded acceptable lifetime limits. As for the long-term 
effects of the disaster, new cancer deaths are forecast to range from a low of 100 
(NPR  2012 ) to a high of 1,000 (von Hippel  2011 ), and an offi cial Japanese govern-
ment panel “has estimated that cleaning up the Fukushima disaster and compensating 
its victims could cost as much as 20 trillion yen (US$257 billion)” (Reuters  2011b ). 
Besides the price paid in lives and yen for TEPCO’s mistakes, the disaster infl icted 
immeasurable damage to the reputations of both the company and the Japanese 
government. The suspicion that the disaster could have been prevented was con-
fi rmed months later by the offi cial fi ndings of the Fukushima Nuclear Accident 
Independent Investigation Commission.  

10.2  Case Study: Tokyo Electric Power Company and the Fukushima Disaster
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10.2.4     Blowing the Whistle on the Nuclear Power Industry 

 Many observers had predicted what happened at the Fukushima Daiichi plant. 
Long before the catastrophe, at least one engineer, Mitsuhiko Tanaka, who had 
supervised the construction of the containment vessel for Reactor No. 4, warned of 
a defect that he had helped cover up. In 1974, the walls of the “reactor pressure 
vessel” had been warped when it “was being treated one last time to remove weld-
ing stress” (Clenfi eld  2011b ). Rather than scrap the defective vessel as required by 
law, Tanaka devised an ingenious way to smooth over the warp, which allowed the 
vessel to be installed at no further cost. At the time, Tanaka considered himself a 
“hero” for saving his employer, Babcock-Hitachi, from a possible bankruptcy, had 
they been forced to absorb the loss caused by the defect. But years later in 1986, 
after having embarked on a career as a science writer, Tanaka realized the serious 
risks involved in his Hitachi heroics. While working on a documentary on the 
Chernobyl nuclear disaster in the Soviet Union, “All of a sudden I was sobbing and 
I started to think about what I’d done…. I was thinking, ‘I could be the father of a 
Japanese Chernobyl’” (Clenfi eld  2011b ). Two years later he attempted to warn the 
Japanese government, by confessing his role in the cover-up to Ministry of 
Economy Trade and Industry (METI), the agency that, among other things, regu-
lates the nuclear power industry. Hitachi simply denied his allegations and METI 
saw no reason to investigate further. Hoping to alert the public, Tanaka wrote a 
book in 1990 entitled,  Why Nuclear Power Is Dangerous , which went out of print 
in 2000. Tanaka’s effort, however, may not have been in vain. Two days after the 
Fukushima earthquake, his publisher called to inform him that his book would now 
be put back into print (Clenfi eld  2011b ). 

 While Tanaka’s revelations are just the tip of the iceberg, he appears to have been 
the fi rst to blow the whistle on the shoddy record of Japan’s nuclear power industry. 
It is hardly a coincidence that in 2011 he was appointed a member of NAIIC, and 
their report substantially confi rms the stories that he and other insiders brought for-
ward as evidence of TEPCO’s malfeasance. Comprised of experts from the fi elds of 
nuclear science, law, medicine, and public administration, NAIIC compiled its 
report based on “900 hours of hearings and interviews with 1,167 people” (NAIIC 
 2012 : 11). Foreign experts from the USA, France, and Russia were included in the 
investigation, and all hearings were open to public observation via Internet broad-
cast. In a moment of extreme crisis for Japan’s nuclear power industry, its traditional 
culture accustomed to saving face through indirect, discreet communication was 
shattered by the blunt conclusion of the Commission:

  The TEPCO Fukushima Nuclear Power Plant Accident was the result of collusion 
between the government, the regulators, and TEPCO, and the lack of governance by said 
parties. They effectively betrayed the nation’s right to be safe from nuclear accidents. 
Therefore, we conclude that the accident was clearly “manmade”. We believe that the 
root causes were the organizational and regulatory systems that supported faulty ratio-
nales for decisions and actions, rather than issues relating to the competency of any spe-
cifi c individual. (NAIIC  2012 : 16) 
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   The NAIIC investigation, in short, encountered the same unconscionable  indifference 
to public safety, bureaucratic insularity, and refusal to admit mistakes and take 
responsibility for correcting them that Tanaka had experienced when he tried to 
alert authorities to the problems at Fukushima over 20 years earlier.  

10.2.5     A Man-Made Disaster? 

 Although the NAIIC report attributed blame to the nexus of interests linking TEPCO 
and the government, TEPCO was singled out for its own particular failures. First of 
all, the Commission concluded that TEPCO failed to develop voluntarily the most 
basic safety requirements, “such as assessing the probability of damage, preparing 
for containing collateral damage from such a disaster, and developing evacuation 
plans for the public in case of a serious radiation release” (NAIIC  2012 : 16). 
Offi cials from TEPCO pleaded that the company has undertaken all necessary 
safety measures, as required by law. Although TEPCO’s operations were techni-
cally in compliance with existing laws and regulations, NAIIC concluded that both 
TEPCO and the Nuclear and Industrial Safety Agency (NISA) “were aware of the 
need for structural reinforcement [but] rather than demanding their implementation, 
NISA stated that action should be taken autonomously by the operator” (NAIIC 
 2012 : 16). Given NISA’s suggestion that changes should be voluntary, TEPCO 
passed up every important opportunity to embrace more advanced preventive mea-
sures and more stringent safety standards. From its perspective, “new regulations 
would have interfered with plant operations and weakened their stance in potential 
lawsuits. That was enough motivation for TEPCO aggressively to oppose new 
safety regulations and draw out negotiations with regulators via the Federation of 
Electric Power Companies” (NAIIC  2012 : 17). Since TEPCO’s bottom line might 
be adversely affected by the costs of new regulations, that was suffi cient reason to 
lobby strenuously against any changes. 

 TEPCO’s culture of bureaucratic insularity was blamed for its failure to embrace 
American technologies, developed after the 9/11 attacks, which would have con-
tained any radiation release caused by traumatic shock to rooms containing nuclear 
fuel rods. Moreover, NAIIC found TEPCO’s emergency response preparations 
entirely inadequate: “Response manuals with detailed anti-severe accident mea-
sures were not up to date, and the diagrams and documents outlining the venting 
procedures were incomplete or missing. Even emergency drills and training had not 
been suffi ciently prioritized. These were all symptomatic of TEPCO’s institutional 
problems” (NAIIC  2012 : 30). Just as TEPCO failed to embrace advanced safety 
technology before the disaster, the company later “rejected offers from France, the 
USA and Germany for specialized robots resistant to nuclear radiation” (NAIIC 
 2012 : 31) that could have assisted the rescue personnel during the response. Even 
more disturbing, NAIIC ruled that “neither the Chairman nor the President of 
TEPCO were present or accessible at the time of the accident, an inconceivable situ-
ation for an operator of nuclear power plants. The Chairman and the President also 

10.2  Case Study: Tokyo Electric Power Company and the Fukushima Disaster



208

had different understandings of the emergency response structure, a fact that very 
likely contributed to the delay in TEPCO’s response to the accident” (NAIIC  2012 : 
33). Instead of conveying timely information to both the government and the public, 
TEPCO merely “insinuated what it thought the government wanted to hear and 
therefore failed to convey the reality on the ground” (NAIIC  2012 : 33). In light of 
recent revelations concerning the ongoing release of severely radioactive water 
from the plant into the ocean and TEPCO’s “lack of a suffi cient sense of urgency” 
about it (Fackler  2013a ), it appears that the NAIIC report has yet to bring about the 
changes needed to face the crisis head-on.  

10.2.6     Playing Games with Japan’s “Heavenly Descendants” 

 Understanding the gamesmanship characteristic of corporate governance at TEPCO 
provides important clues to why and how the disaster became “man-made.” Massive 
corruption perpetrated by “fallen angels” (Takeda  2011 ) and colluding politicians 
facilitated a deliberate underestimation of nuclear power’s risks to society. 
According to reports from the international press, the relationship between TEPCO 
and the Nuclear and Industrial Safety Agency (NISA) was analogous to a “revolv-
ing door” of careerism (Onishi and Belson  2011 ), in which “most senior offi cials 
went to work at TEPCO” upon retirement from NISA. In a context dominated by 
political lobbying by nuclear power advocates, NISA is the operating arm of the 
Ministry of Economy Trade and Industry (METI), Japan’s main promoter of nuclear 
power. Shiokawa Tetsuya, a member of the Japanese Communist Party, observed 
that since the 1960s TEPCO had been reserving its vice-presidency for METI’s 
retirees (Takeda  2011 ). 

 Having bureaucrats at the end of their tenure landing jobs at companies they used 
to oversee is routine in Japan. This practice takes the name of “ amakudari ,” a term 
adapted from Shinto religion meaning “descent from heaven” (Onishi and Belson 
 2011 ).  Amakudari  is both a way to compensate government regulators for the low 
pay and harsh working conditions faced during their civil service and a “means of 
lubricating the machinery of public-private sector relations” (Ogawa  2011 ). Because 
of  amakudari,  TEPCO’s former senior managers were the ones overseeing the 
enforcement of government policies and regulations. As a result of the revolving 
door policy, the company was left to regulate its own safety practices, resulting in 
fl agrant examples of confl ict of interest in which even problems that posed unac-
knowledged risks to the public at large were mostly ignored. 

 Attempts at reforming the  amakudari  system have been numerous, though 
largely unsuccessful (Ogawa  2011 ). Politicians who tried to legislate reform of the 
system have encountered administrative obstacles, resistance to which has been 
characterized by one nuclear safety advocate, Kusuo Oshima, as “political suicide” 
(Onishi and Belson  2011 ). When news of the Fukushima disaster fi rst broke, Prime 
Minister Kan made severe statements against  amakudari.  He admitted the unaccept-
ability of the practice and committed himself to take concrete measures to correct it. 
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But some questioned whether Kan would make the necessary reforms, given the 
4,240 cases of  amakudari  he had failed to address since the Democratic Party’s 
parliamentary victory the year before (Ogawa  2011 ).  

10.2.7     Saving Face or Rebuilding Trust? 

 Reactions to the Commission’s report were mixed. The facts were hard to justify. 
But predictably everyone involved in the systemic failure attempted to minimize his 
personal culpability. As a result of the Commission’s scathing criticisms, Chairman 
Masataka Shimizu retired from TEPCO, with Senior Manager Tsunehisa Katsumata 
replacing him as CEO ( NBC ,  2011 ). Having disappeared for a few weeks at the 
height of the crisis, Shimizu resurfaced a month later, only to offer a lame apology 
to the public. Toshio Nishizawa was promoted as President at TEPCO, a post that 
some regarded as the most undesirable corporate leadership role in Japan. Though 
Nishizawa made various statements apparently intended to buy time to fi nd a solu-
tion to the problems at TEPCO—for example, “I feel a massive weight of responsi-
bility to assume the post when we are in an unprecedented crisis never experienced 
in the history of the company.... But I decided to take it because I believe it is my 
mission to challenge head-on this diffi cult situation” (Layne and Uranaka  2011 )— 
little progress was made as TEPCO continued to obfuscate its responsibilities. 

 A year later, in July 2012, burdened with substantial compensation claims and 
clean up costs, TEPCO was nationalized (Japan Today  2012 ). The purpose was to 
prepare the company to make good use of a $12 billion capital injection from the 
government. Kazuhiko Shimokobe, a turnaround specialist and head of the Nuclear 
Damage Liability Facilitation Fund state bailout facility, replaced Katsumata as 
CEO in April (Forum on Energy  2012 ). Finding somebody to fi ll the uncomfortable 
position was not easy due to the poor relationships between the ruling Democratic 
Party and the business community (Obe  2012 ). Some potential candidates even 
questioned the actual willingness of the Japanese government to back reforms (Obe 
 2012 ) and curb  amakudari  and similar public-private arrangements perpetuating 
corruption .  In replacing Katsumata, Shimokobe was given the task of coming up 
with a comprehensive restructuring plan. He resolved to promote a new president 
from within the company in order to avail of the experience of somebody having 
greater familiarity with its internal management issues. The managing director of 
the compensation fund, Naomi Hirose, agreed to take over the role and was formally 
appointed president of TEPCO in May 2012 (Forum on Energy  2012 ). 

 Once the new management team was formed, Shimokobe and Hirose initiated a 
double effort, on the one hand, to restore TEPCO’s fi nances and, on the other, to 
reform the company’s management and safety culture ( WNN   2012 ). Two organiza-
tions were set up with the assistance of domestic and overseas external experts. The 
Nuclear Reform Monitoring Committee became responsible for monitoring the 
implementation of reforms; and the Investigation/Verifi cation Project Team was 
instructed to follow up on the Fukushima reports. Their interplay is expected to 
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ensure that corrective measures are implemented, wherever needed, especially in 
the areas of “governance, risk management, and information disclosure.” Hirose 
also leads an internal Nuclear Reform Special Task Force. The task force will be 
supervised by TEPCO’s Nuclear Reform Monitoring Committee and is responsible 
for the direct implementation of reforms. When these appointments were announced, 
TEPCO said that it was “determined to abandon our previously held overconfi -
dence” in the existing safety culture and measures and to begin to implement man-
agement reforms. “We are determined to prevent the reoccurrence of another 
disastrous accident. To this end, present safety policies will be reformed from the 
ground up while taking into consideration domestic and overseas expert opinions,” 
the statement said (WNN  2012 ). 

 As an indication of the changes it hoped to make, TEPCO’s new leadership had 
promised to shed more light on the disaster. Thus in August 2012 the company 
released 150 hours of tapes recorded during the 5 days after the tsunami hit the 
power plant (BBC  2012 ). Showing the videos was an attempt to defl ect at least par-
tially the company’s responsibility for the event and highlight the enormity of the 
natural calamity that triggered the crisis. The edited content from the videos focuses 
on the reactions of top managers and includes former Prime Minister Kan’s rushing 
into TEPCO’s headquarters, apparently, to urge the offi cials not to leave the plant—
an explanation that cannot be confi rmed since the scene where he appears has no 
sound (Tabuchi  2012b ). In an interview subsequent to the state of emergency, 
Akio Komori, then plant manager at Fukushima, gave a different version of what 
happened during the prime minister’s visit. He contended that TEPCO never saw 
withdrawal as an option for all the workers at the plant. He admitted, however, that 
once the radiation levels had become dangerously high, TEPCO considered the 
possibility of withdrawing workers not directly involved in stabilizing the plant’s 
safety (Frontline  2012 ). 

 Komori’s version has been criticized for several reasons, including his tendency 
to attribute the nuclear meltdown exclusively to the impact of the tsunami and not—
as Mitsuo Tanaka and the NAIIC report indicated—on the earthquake’s initial 
impact. Reaching a clear understanding of what actually occurred at Fukushima 
Daiichi, of course, is the fi rst step toward acknowledging past mistakes and prevent-
ing them in the future. If the plant’s systems for controlling temperatures in the 
nuclear reactors were initially rendered unworkable because of the earthquake that 
preceded the tsunami, then they indicate TEPCO’s and METI’s greater degree of 
responsibility for the disaster. Given the location of the Fukushima Daiichi plant, 
the containment structures and the safety systems should have anticipated the likeli-
hood of a severe earthquake. If, on the other hand, the plant’s safety was compro-
mised only after the tsunami struck, then disaster could more plausibly be attributed 
to an unprecedented natural calamity, thus signifi cantly diminishing TEPCO’s and 
METI’s degree of responsibility. The ongoing failure of transparency on the part of 
TEPCO and METI thus cannot be explained away simply as a matter of incompe-
tence or the lingering effects of traditional Japanese culture. It may be a calculated 
attempt to deceive all their stakeholders in order to minimize their potential exposure 
to lawsuits. At this point, there is as yet no commonly recognized account of the 
sequence of events at the Fukushima plant.  
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10.2.8     Conclusion 

 After over a year of cleanup operations, TEPCO wanted the world to believe that the 
situation at the Daiichi plant has stabilized, a belief shaken once more by the recent 
reports of contaminated water leaking into the ocean and the Japanese government’s 
decision to take over responsibility for the cleanup. As Eiichi Yamaguchi, a profes-
sor of science and technology policy at Doshisha University in Kyoto, declared, 
“This is an admission by the government that TEPCO has mismanaged the cleanup 
and misinformed the public…. The government has no choice but to end two years 
of TEPCO obfuscating the actual condition of the plant” (Fackler  2013b ). It is now 
clear that TEPCO’s focus has been on stabilizing its fi nances rather than searching 
for the kind of new energy technologies that critics hope will eventually substitute 
for nuclear power generation. Hirose has declared there are now no funds to support 
developments along that line, consistent with the expectation of restoring the com-
pany’s fi nancial standing ( Japan Today   2012 ). Nevertheless, Hirose further main-
tained that, given the lessons to be learned from the Fukushima disaster, Japan’s 
energy sources must be diversifi ed. This is the only way to avoid detrimental effects 
to the supply in case of shortages of oil or gas or the increasing risks of relying on 
nuclear power. In fact, the price volatility of natural resources might seriously 
threaten the Japanese national economy (Seth  2012c ). Such statements, however, 
have only prompted further controversy. Despite his declarations in favor of 
increased transparency, Hirose’s unwillingness to admit faults in the past and his 
fi erce skepticism about reducing nuclear energy production lower his credibility in 
the eyes of the public. Faced with the daunting challenge of restoring the public’s 
trust, TEPCO’s managers are now paying a price for their previous complacency. 

 Toshihiro Higuchi writing in  The Bulletin of the Atomic Scientists  expressed his 
perplexity concerning the “fundamental causes” of the disaster, which he sees pri-
marily as refl ecting “the ingrained conventions of Japanese culture: our refl exive 
obedience; our reluctance to question authority; our devotion to ‘sticking with the 
program’; our groupism; and our insularity” (Higuchi  2012 ). His voice joins that of 
the many critics who pointed to cultural factors—like  amakudari —that tend to 
smother individual accountability. Yet Higuchi recognizes the irony that the charac-
teristics of the Japanese culture, now heavily criticized, had once been praised for 
underpinning Japan’s previously sterling record for nuclear safety (Higuchi  2012 ). 
He argues that these cultural traits are but the downside of Japanese self-discipline, 
harmony, and professionalism. 

 As a result of the Fukushima disaster, the future of TEPCO and Japan’s nuclear 
energy industry is uncertain. Reconciling safety concerns and fi nancial consider-
ations seems an impossible task for the managers involved. How would you 
approach the challenges they face? Do you believe policymakers will be able to 
regulate the nuclear industry and enable it to grow safely and economically? Or 
should policymakers abandon nuclear energy and focus on substantially reducing 
Japan’s dependence on it? If the long-term solution to this dilemma involves reform-
ing, if not eliminating, the  amakudari  system and related cultural practices, what is 
the next step to be taken? Those of us who may 1 day exercise managerial 
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 responsibilities should pause to consider what, if anything, would we have done 
when faced with a crisis of such cataclysmic proportions. Would we have tried to 
hide ourselves, as Shimizu did for a few weeks, in the hope that the storm will pass? 
Would we have done any better than Shimokobe and Hirose in using the opportunity 
afforded by the crisis to make signifi cant progress toward transparency and account-
ability? Would we have been any less obfuscating than Komori had we been given 
the task of defending TEPCO’s actions and policies? 

 Finally, what are we to make of Mitsuhiko Tanaka? If Japan seems wedded to the 
 amakudari  system and related cultural practices, how do you explain Tanaka’s long 
struggle to warn his countrymen about the dangers of nuclear power? Is he a whistle- 
blower? Is whistle-blowing even conceivable in Japan? Was he right to violate his 
presumed loyalty to his former employer, Hitachi, in order to warn the public after 
Chernobyl? Are there limits to the loyalty we owe to our employers or to our fami-
lies and the nation as a whole? What happens if and when these loyalties seem to 
confl ict? Once he informed Hitachi’s management of the problem, and they reas-
sured him that there was no problem, should he have dropped the matter and forgot-
ten about it? Do you think he was right to bring it all back up again when TEPCO 
was in crisis as a result of the disaster at Fukushima Daiichi? Was it right that a 
whistle-blower should have been given such a prominent role in developing the 
fi ndings of the NAIIC report? If you had been in Tanaka’s shoes, what would you 
have done?   

10.3     Case Study Discussion 

 The story of Japan’s response to the disaster that struck the Fukushima Daiichi 
nuclear power plant raises many ethical questions about accountability and trans-
parency and the ethic of responsibility as it was exercised at various points by vari-
ous people, acting both as individuals and as representatives of various corporate 
bodies. At one end of the spectrum we must consider the signifi cance of heroes, like 
the employees at the plant and various fi rst responders who did not abandon their 
posts when the disaster struck, but risked their lives in order to regain control of the 
nuclear plant. We need to consider the role of heroic virtue in shaping our ethical 
expectations. Shouldn’t we demand moral heroism of everyone? Why were the 
responses of these people singled out for praise and gratitude? What made their 
actions heroic is that they demonstrated moral leadership above and beyond the call 
of duty. They volunteered to risk their lives in order to minimize the risks that others 
would have to face had they failed to respond. Had there been no plant employees 
and fi rst responders trying to regain control of the damaged nuclear reactors, the 
scale of the disaster could have been far worse. We now know that several of these 
heroes were killed, and others were exposed to life-threatening doses of radiation. 
All moral and religious traditions honor as heroes those who knowingly sacrifi ce 
their own lives that others may live—or at least be taken out of harm’s way. 
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 At the other end of the spectrum, of course, we fi nd those who in the face of 
disaster fail to perform their duties, by running away or other acts of cowardice. 
Such persons stand condemned, because they could have stayed at their posts with 
relatively little risk to their own safety. Had they performed their normal duties, the 
impact from the disaster might have been mitigated in various ways. The strange 
disappearance of TEPCO’s Chairman Shimizu symbolizes the cowardly way out, 
and it seems fi tting that he was forced to resign his offi ce soon after he came out of 
hiding. Had Shimizu faced the same kind of personal risks encountered by the plant 
employees and fi rst responders, his failure to perform his duties as CEO might have 
been forgiven as human—all-too-human. But the risks that he faced were mostly to 
his reputation, with any pretense of moral leadership—not to mention sound man-
agement practice—now washed out to sea, along with other detritus from the earth-
quake and tsunami. 

 Shimizu is not to be singled out as the only villain in this unfolding tale of man- 
made disaster. What of the other executives and managers at TEPCO, along with 
their peers at METI and NISA? What of the architects of Japan’s nuclear power 
industry in the governing political parties, both the Liberal Democratic Party and 
the Democratic Party of Japan? Where on the spectrum of moral leadership, ranging 
from the heroic to the cowardly should we place the hundreds, if not thousands, of 
bureaucrats whose personal security within the system of  amakudari  apparently 
blinded them to the hazards of nuclear power specifi c to Japan? Should they be held 
responsible for their apparent indifference to the clear and present need for increased 
safety measures and adequate planning and training, in the wake of catastrophic 
events like the Fukushima earthquake and tsunami?  

10.4     Ethical Refl ection 

 Whatever verdict public opinion may render on the collective responsibility—or 
irresponsibility—of those executives and managers involved in the design, con-
struction, regulation and management of Japan’s nuclear power industry, it should 
be clear that the system that they administered created a situation in which whistle- 
blowing became both possible and necessary. Our case study identifi es Mitsuhiko 
Tanaka as a whistle-blower because he attempted to alert senior management at 
Hitachi to the dangers involved in covering up a known defect in the containment 
vessel the fi rm had constructed for use at TEPCO’s Fukushima Daiichi plant. 
Prompted by his understanding of the Chernobyl disaster, Tanaka had undergone a 
change of heart. Now a science writer, he went back to his former employers at 
Hitachi to warn them of the danger of a nuclear meltdown that was likely to occur 
when and if the containment vessel ruptured, as he thought it must eventually given 
its faulty construction. When Hitachi ignored Tanaka’s warnings, he took them to 
the public at large, writing a book explaining the problems at Fukushima Daiichi in 
the context of the overall risks involved in Japan’s nuclear power program. Tanaka’s 
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action, and his subsequent role in the NAIIC investigation, prompts us to consider 
the ethics of whistle-blowing, in order to determine whether it is ever appropriate 
and under what conditions. 

10.4.1     The Ethics of Whistle-Blowing 

 In order to address the question whether Tanaka is to be praised as a moral hero or 
condemned for his treacherous disloyalty to his employers, we need to consider fi rst 
what whistle-blowing is. While there is a range of activities that may be described 
in this way, essentially whistle-blowing occurs when someone within an organiza-
tion, usually an employee, observes or participates in some form of wrongdoing—
whether as an inadvertent mistake or the predictable result of some policy or 
practice—and tries to have it corrected (Boatright  2003 , p. 106). This initiates a 
process that may evolve through several stages. First, the whistle-blower reports the 
observed wrongdoing to his or her supervisors, with the expectation that they will 
act to correct the problem reported. If they ignore the report, or otherwise fail to 
respond to it constructively, and if the situation seems serious enough to warrant it, 
the whistle-blower may take the report outside the organization, by informing the 
agencies to which the organization is routinely accountable, for example, govern-
ment regulators, professional associations, or possibly the public at large through 
the news media. The point of taking the report outside the organization is to gener-
ate suffi cient pressure to get it to change its policies or otherwise take action to 
correct the problem. Needless to say, most organizations discourage whistle- blowing 
for they consider any unauthorized report of their problems to outside agencies a 
serious breach of loyalty and trust and thus subject to severe punishment, ranging 
from termination of employment to loss of professional status or reputation and in 
the most extreme cases to some form of personal retaliation. 

 Ralph Nader, the activist who exposed the safety risks involved in American 
automobiles in his groundbreaking book,  Unsafe at Any Speed  ( 1965 ), is credited 
with being the fi rst to identify whistle-blowing with moral leadership. Before Nader 
the term “whistle-blower” was “used to tar someone who breaks a code of silence 
and squeals to the authorities” (Zimmer  2013 ). But in 1971, at a Conference on 
Professional Responsibility that he had organized, Nader performed a “terminologi-
cal salvage job,” by calling for “civic-minded ‘whistleblowers’ in corporations and 
government to step forward and report fraud and other misdeeds” (Ibid.). If the ethic 
of responsibility in organizations requires both transparency and accountability, nei-
ther could be achieved without the help of whistle-blowers willing to disclose what 
they knew in order to prevent further harm to the organizations’ various stakehold-
ers, including the public at large. 

 Though it is unlikely that she was inspired by Nader’s work, Karen Silkwood 
was among the fi rst to blow the whistle in the USA’s nuclear power industry. An 
employee at the Kerr-McGee’s Cimarron Fuel Fabrication Site near Crescent, 
Oklahoma, Silkwood was involved in the manufacture of plutonium pellets for 
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nuclear reactor fuel rods. Soon after beginning her employment, she joined the local 
Oil, Chemical, and Atomic Workers Union, in which she was charged with 
 investigating and documenting health and safety violations, including the contami-
nation that she had personally sustained because of allegedly faulty safety equip-
ment and procedures at the plant. In 1974, Silkwood testifi ed against Kerr-McGee 
before the Atomic Energy Commission (AEC), the US government agency charged 
with regulating the nuclear power industry. Later that year, after contacting a 
reporter from the  New York Times  with the intent of going public with her allega-
tions, Silkwood died mysteriously in an automobile accident. While it was never 
proven in a court of law, her supporters then and now contend that Silkwood was 
murdered because she had blown the whistle on Kerr-McGee. 

 Silkwood’s story remains an instructive basis for mapping the moral logic of 
whistle-blowing. She is not an antinuclear activist, but a wife and mother who 
worked at a plant producing nuclear fuel rods. She observes a problem, namely, the 
unsafe conditions under which she and her co-workers perform their assigned tasks. 
She asks questions and reaches out for assistance. The unsafe working conditions, 
of course, were obvious to all who had to endure them, but pointing them out to her 
supervisors apparently was an exercise in futility. So she joins the union, which was 
operating legally at the plant, in order to see whether anything can be done to correct 
the situation. She is given responsibility for investigating and documenting the 
safety violations. She works with the union to confront her supervisors with the 
safety problems at the plant. They ignore her concerns and accuse her of faking 
evidence of the problems and explain away specifi c evidence of plutonium contami-
nation in her own body as a deliberate act of sabotage. Her effort to persuade her 
supervisors to address the plant’s unsafe working conditions attracted the attention 
of the national news media. The automobile accident in which in she died occurred 
as she was on her way to hand over documents and be interviewed in order to warn 
the public at large of the hazards involved in nuclear energy. 

 Silkwood’s story affords us an opportunity to examine certain basic moral 
assumptions about an employee’s loyalty to his or her employer and vice-versa. In 
his effort to encourage “civic-minded ‘whistle-blowers’” Ralph Nader was not 
rejecting the moral legitimacy of employee loyalty as such, but he was implying that 
there are clear limits to it. Often these limits surface in situations “when a boss asks 
for something unethical” (Chewning  1995 ). As we have seen previously, employees 
are human beings, with moral rights and responsibilities of their own. Their loyalty 
to their employers is morally signifi cant, but not absolute. If their employer asks 
them to do something unethical, or if they observe something unethical occurring at 
work, they have a duty, as well as a right, to resist, at least to the extent of their own 
involvement in it. Silkwood’s employers expected her to turn a blind eye to the 
safety problems at the plant, just as Tanaka’s former employer, Hitachi, expected 
him to honor the code of silence and not disclose what he knew about the defective 
containment structure at the Fukushima Daiichi plant. 

 Unlike Tanaka, however, Silkwood’s attempt to blow the whistle occurred while 
she was still employed by Kerr-McGee. She had all the more reason to think twice 
before going public with what she knew. While it may be appropriate for employers 
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to demand that employees maintain confi dentiality, and not reveal to outsiders any 
signifi cant information about what goes on at work, no employer has a right to 
expect employees to keep quiet when the boss asks them for something unethical. 
Kerr-McGee refused to upgrade its plant safety procedures, even though it should 
have known that failure to do so might increase the risks of illness or even death to 
some of its employees. Hitachi refused to acknowledge Tanaka’s warnings about the 
potential consequences of failing to replace the defective containment structure at 
TEPCO’s plant. Failure to acknowledge these problems and take appropriate action 
to correct them carried risks suffi ciently serious to override considerations of 
employee loyalty and justify going public with what they knew about them. But 
notice the conditions under which both Tanaka and Silkwood blew the whistle on 
their employers. Their going public came only after they had made a sincere effort 
to document the problems involved and have them corrected by their employers. They 
attempted to alert the public at large only after their employers had refused to act. 

 Without a doubt, whistle-blowing is dangerous and costly to all concerned. 
Employers will actively discourage it, because once outside regulatory agencies and 
the news media are involved, they can no longer control the story. Once the public 
at large hears of it and demands action, employers will have to correct the problem 
but no longer on their own terms, nor according to their own schedule. A loyal 
employee, of course, will not want to force his or her employer’s hand in this way, 
except as a last resort. The problem must be serious enough to warrant public con-
cern, and all other avenues for solving it must appear to have been exhausted. 

 Genuine loyalty never requires employees to ignore what they know to be true. 
The whistle-blower who acts with integrity is not only “civic-minded” but also dem-
onstrates a higher loyalty to his or her employer, since the point is to pressure 
 management into correcting the problem before it seriously damages or destroys the 
company. Enlightened employers therefore should adopt policies that promote the 
best interests of the company. Rather than trying to suppress whistle-blowers by 
threatening them with various forms of retaliation, they will attempt to open up 
appropriate channels of communication—for example, an internal ombudsman’s 
offi ce, or a credible and effective mentoring system, or even a “suggestion box”—so 
that employees who think they have identifi ed problems, especially ethically serious 
problems, will have secure ways of bringing these to management’s attention, with-
out jeopardizing their jobs or their personal safety. Employers who encourage sin-
cere communication between management and employees lessen the need or the 
moral justifi cation for blowing the whistle outside the fi rm. 

 Because blowing the whistle by going outside the fi rm is an activity that is likely 
to be viewed by all concerned as adversarial, we may well ask under what condi-
tions such a move is morally permissible, and when, if ever, is it morally obligatory. 
The two may be distinguished based on the seriousness of the hazards involved, 
especially to the public at large. Morally permissible means that problems, while 
not immediately life threatening, are serious enough to merit the public’s attention, 
while morally obligatory means that failure to blow the whistle is likely to put inno-
cent lives at risk. It would appear that the acts of whistle-blowing done by both 
Silkwood and Tanaka were morally obligatory, since ignoring the nuclear safety 
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problems they identifi ed was likely to result in recklessly endangering innocent 
lives. In both cases, the whistle-blowers were forced to become adversarial because 
of their employers’ refusals to respond. In trying to alert the public at large, both 
Silkwood and Tanaka, in a sense, were forced to go to war against their employers. 
But are there any moral conventions or ethical principles governing a whistle- 
blower’s engagement in the moral equivalent of war?  

10.4.2     Whistle-Blowing and the Just War Tradition 

 Based on ancient Roman law, Medieval Christianity in Europe developed an ethical 
perspective that answered basic questions about the morality of warfare, when it 
was permissible, when it was obligatory, and what conduct within warfare could be 
regarded as legitimate. This perspective is known as the just war tradition and to this 
day it features prominently in Christian discussions of these questions (USCC, 
 1983 ). The theory of the just war attempts to state the ethical conditions that must 
be met, if the decision for a nation to go to war is to be regarded as morally justifi ed: 
these are known as “ ius ad bellum ” (right to go to war) criteria. It also states two 
conditions governing ethically legitimate tactics in warfare, known as “ ius in bello ” 
(right conduct in war) criteria. Here are the seven  ius ad bellum  criteria: Just Cause, 
Competent Authority, Comparative Justice, Right Intention, Last Resort, Probability 
of Success, and Proportionality. There are also two  ius in bello  criteria: Proportionality 
and Discrimination. 

 Were we to review these criteria in detail, we would see immediately that the 
intent of the just war Tradition is neither to bless nor to glorify warfare but to restrict, 
insofar as possible, the harms done by resorting to using military force to resolve 
disputes among nations. The  ius in bello  criteria, for example, are meant to safe-
guard the rights—beginning with the right to life—of noncombatants or civilians, 
since they are regarded as having no direct involvement in the hostilities and should 
therefore be exempt from its ravages. The just war tradition retains its relevance 
mostly in situations where professionalized military forces, duly authorized by vari-
ous states, are engaged in combat. Its relevance to contemporary forms of warfare, 
ranging from thermonuclear war to various forms of counterinsurgency warfare 
including antiterrorist campaigns, is highly debated and debatable, even among 
ethicists who recognize the relevance of just war principles to so-called conven-
tional warfare. 

 If the activity of whistle-blowing eventually confronts an employee with the 
choice of going outside the fi rm in order to expose and correct problems occurring 
within the fi rm, how might the just war criteria help clarify the ethics involved in 
breaching the loyalty owed to his or her employer in order to do so? While an indi-
vidual employee can hardly be compared to a sovereign state, like the state he or she 
is expected to act responsibly in carrying out the tasks or functions assigned to him 
or her. Just as warfare is a deliberate breach of the peace that is supposed to obtain 
among sovereign states, so whistle-blowing may involve a deliberate violation of 
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the loyalty that an employee normally owes to his or her employer. When, if ever, is 
such a breach ethically justifi ed? 

 All seven  ius ad bellum  criteria may help to address this question. When, then, is 
whistle-blowing morally justifi ed in business? Let us review briefl y each of the seven 
criteria:    (1) Just Cause: The ethical problem is serious, and the fi rm’s failure to 
address it creates signifi cant potential for harm to various stakeholders. (2) Competent 
Authority: The employee disclosing the problem to outside regulatory agencies or 
the news media has already made a good faith effort to have the fi rm deal with the 
problem internally. (3) Comparative Justice: The evil to be confronted is worse than 
the evil that may be set in motion by resisting it. Since public disclosure is bound to 
have a negative impact on the business, at least short term, the positive consequences 
anticipated from disclosure must outweigh the negatives that can be identifi ed. 
(4) Right Intention: The employee must be motivated by a higher loyalty to the fi rm’s 
stated mission or purpose and not by personal motives of revenge or expected bene-
fi t. (5) Last Resort: All reasonable efforts to resolve the problem internally have 
failed. If the problem is to be solved, the external pressure resulting from public 
disclosure must be the only option. (6) Probability of Success: The employee’s exter-
nal exposure of the problem is likely to bring results; it is not likely to be ignored. 
(7) Proportionality: The employee acts to minimize damage to the fi rm’s legitimate 
business interests; his or her response is proportional to the problem being addressed. 

 In evaluating Tanaka’s decision to blow the whistle on Hitachi and TEPCO, we 
can see how all seven of these criteria may be applied. 

    (1)    Just Cause: After Chernobyl, Tanaka realized the catastrophic harm that an 
explosion in the defective containment structure would cause to all living 
things in the vicinity of the Fukushima plant. Had he remained silent, he 
would have been partially responsible for such a catastrophe. When he failed 
to persuade his former bosses at Hitachi, he used his prominence as a science 
writer to alert the public to the potential disaster. Without a doubt, seeking to 
protect innocent lives is a just cause. Whether it justifi es taking his case to the 
public at large depends on how serious the threat actually is. After Chernobyl, 
the risks of doing nothing ought to have been obvious to anyone involved.   

   (2)    Competent Authority: Hitachi’s managers ought to have recognized that 
Tanaka was the most competent person to judge the risks involved in the 
defective containment structure. After all, he had been the supervising engi-
neer during its construction. His was not the warning of an ill-informed nov-
ice or a disgruntled employee. As an experienced engineer, he had the 
expertise to determine what might happen were the defect not corrected. 
Because of his unique competence, not only was it permissible for him to 
blow the whistle, but it also was obligatory.   

   (3)    Comparative Justice: When Tanaka years earlier had tried to fi nesse the repair 
of the defective containment structure, he did so because he knew that replac-
ing it might bankrupt the company. Thus he was aware of the potential fi nan-
cial harm to his employer. Later, he came to a vivid realization of the potential 
physical harm to the residents of the Fukushima district. Comparative justice, 
he now recognized, required him to act to protect their lives rather than the 
fi nancial health of his employer.    
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   (4)    Right Intention: Tanaka was no longer employed by Hitachi when he blew the 
whistle on the Fukushima containment structure. Years earlier, he had resigned 
his position with them, in order to pursue a career as a science writer. His 
book on the dangers of nuclear energy was not his only achievement in his 
new career. While the book was written in order to make amends for his com-
plicity in the Hitachi cover-up, the intention was not revenge against his for-
mer employers. He simply wanted to alert the Japanese public to the problems 
in nuclear safety that put all their lives at risk. Had his intention not been 
proper, it is hard to imagine how or why he would later be appointed to the 
NAIIC that investigated the disaster.   

   (5)    Last Resort: Tanaka decided to write a book to alert the public to the dangers 
of nuclear energy, in the course of which he confessed his role in covering up 
the defect in the containment structure that was still online at the TEPCO 
plant. It is clear from the accounts of his actions and motivations that he went 
public only after failing to persuade Hitachi management to investigate the 
problem. What else could he have done with his story?   

   (6)    Probability of Success: There was, of course, no guarantee that writing a book 
on nuclear safety would move Japanese public opinion to demand the appro-
priate actions be taken. Nevertheless, the book did serve as a benchmark pre-
cisely because of its author’s expertise in the fi eld. When fi nally the earthquake 
and tsunami demonstrated the severity of the problem and vindicated Tanaka’s 
analysis of it, he was now in a position to advise the Japanese government on 
how best to prevent a reoccurrence of the disaster.   

   (7)    Proportionality: Neither Tanaka nor NAIIC was attempting to put TEPCO out 
of business or promote a fundamental shift in Japanese government policy on 
nuclear energy. Their effort was to minimize the risk of future nuclear acci-
dents, by mandating appropriate safety standards and technological upgrades 
suffi cient to protect the people of Japan. The problem, as they see it, is not 
nuclear energy as such, but its responsible management within the existing 
structures of Japanese society and governance, private as well as public. They 
recommend specifi c reforms proportional to the problems they have identifi ed 
and analyzed. They are not calling for the wholesale dismantling of Japan’s 
nuclear power industry. Taken together each of the seven criteria reviewed 
here suggests that Tanaka was morally justifi ed in blowing the whistle on 
Hitachi and TEPCO. His work ought to be regarded as a model for responsi-
ble whistle- blowing throughout eastern Asia.       

10.5     Conclusion: Beyond Whistle-Blowing 

 The loyalty that employers expect from employees is rooted in traditional Confucian 
teaching on fi lial piety, which originates from the relationship between a son or a 
daughter and his or her parents and which extends to larger entities such as the clan, 
the village, the city, the company, or the government. The goal of fi lial piety is to 
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preserve harmony and peace in these relationships. But as we have seen, not only in 
the TEPCO case, the harmony envisioned in this ideal often supports policies that 
discourage people from voicing legitimate dissent. Loyalty becomes identifi ed with 
maintaining a strict hierarchical order—such as that fostered by the bureaucratic 
practice of  amakudari  in Japanese business and government—that promotes con-
formity over all other organizational values. Not surprisingly, this perverted sense of 
loyalty stifl es debate and thus tends to create an organizational culture in which 
whistle-blowing becomes both possible and necessary. While it can benefi t the pub-
lic at large, from another perspective, it can harm both the individual and the orga-
nization. Both lessons need to be taken seriously, when judging the appropriateness 
of any particular case of whistle-blowing. 

 Cultivating harmonious relationships at the workplace remains an employee’s 
fi rst priority. Therefore, it is inappropriate to encourage suspicion and intrigue 
within the fi rm. Employees must keep confi dentiality about a company’s reports and 
ensure that rumors do not spread distorted information about the company. Whistle- 
blowing, therefore, should always be the last resort in voicing dissent. Especially in 
fi elds that affect public health, in which mistakes can cost lives, internal channels of 
communication must exist, but in establishing them, even outside Asia, care should 
be taken that no one loses face. Like an ombudsman to whom the public can voice 
complaints, a respected member of a company’s board, trusted because of his or her 
experience, must be available to receive and scrutinize criticism. The lack of chan-
nels to process legitimate complaints has caused the self-destruction of many com-
panies, and certainly TEPCO would have been better prepared to respond to the 
Fukushima disaster had they been developed at that plant. 

 Ethics argues for an environment where loyal dissent can be voiced within a 
company, thus minimizing the need for blowing the whistle outside the fi rm. Thus 
we acknowledge that the authority of the company’s managerial hierarchy must be 
respected. While advocating whistle-blowing could be misunderstood as an 
 endorsement of defi ance against the management team and its direction of the 
company, a proper understanding of the ethics of whistle-blowing must avoid any 
form of fanaticism that would promote a workplace climate of mutual denuncia-
tion and suspicion. We believe that such an understanding can be inferred from a 
review of the moral limits in adversarial relationships, as enshrined in the just war 
tradition. But rather than focus exclusively on whistle-blowing, we further suggest 
that developing a culture of innovation and loyal dissent within a company will 
improve not only employee loyalty but also the fi rm’s credibility in the markets 
that it seeks to serve. This requires the development of communication structures 
and open forums so that all members of a team feel encouraged to contribute their 
ideas. When emergencies arise, like the earthquake and tsunami that devastated the 
Fukushima Daiichi plant, companies that are candid in their communications, 
both internally and externally, will be better prepared to cope with them and move 
quickly onto the path of recovery.     
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    Chapter 11   
 Investors: Ethics and Finance       

11.1                 Prelude 

 Among the consequences of the 2008, global fi nancial crisis was the emergence of 
an international movement, centered on “Occupy Wall Street” and other protests, 
such as the squatters community that developed in Hong Kong in the public space 
under the headquarters of the HSBC. This movement has been roundly criticized by 
some for its lack of a coherent focus or objective and other aesthetic breaches of 
civil etiquette. But others have seen it as an ethical challenge against the actions of 
certain players in the global fi nancial industry who, in order to maximize their own 
gains, have ignored their own fi duciary responsibilities toward investors as well as 
the public at large. One such defender of Occupy Wall Street is Tom Myers, whose 
fi rm specializes in the kind of forensic accounting that has helped expose the crimes 
and misdemeanors perpetrated in the fi nancial crisis. Myer’s “Open Letter” in 
defense of Occupy Wall Street is the point of departure for our exploration of 
 proposals for an Investor Bill of Rights (IBOR) and other attempts at reform within 
the banking and investment communities, both in Asia and elsewhere. These efforts 
provide us with an opportunity to consider the case for a broader and more proactive 
understanding of the nature of fi duciary responsibility and what it ought to mean for 
those who take seriously the ethical principles inherent in the basic logic of fi nancial 
transactions. They also may enable us to conceive a fi nancial system which is better 
connected to the “real economy,” for example, by creating and encouraging invest-
ment in small and middle sized companies which are the true motor of the economy. 
Since the fi nancial system must serve the common good, and not simply the inter-
ests of the super rich, our focus is on those reforms, both public and private, that 
promise to benefi t all stakeholders.  

 “Respecting your colleagues is the smartest investment you 
can make.” (Stephan Rothlin,  Eighteen Rules for Becoming a 
Top Notch Player , 2004) 
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11.2     Case Study: Investors and Bankers Respond to Calls 
for Financial Reform 

11.2.1     Abstract 

 Once the collapse of Lehman Brothers in September, 2008, dramatized the scale 
and scope of the global fi nancial crisis, the momentum already building for reform 
in the investment and banking industries achieved not only a sense of greater 
urgency through popular protests like Occupy Wall Street (OWS), but also a clearer 
focus on the role of investors and bankers in making reform a reality. Two important 
indications of their seriousness about reform are the renewed discussion of an 
Investor Bill of Rights (IBOR) and the success of innovative efforts to create and 
sustain ethical banking practices. In this case study, we will be exploring proposals 
for an IBOR, starting with an open letter that Tom Myers—a highly respected foren-
sic accountant and CEO of the China Trade Institute—wrote in response to the 
OWS protests, and then the innovative practices of banking institutions that have 
made ethics central to their mission, such as  Banca Popolare Etica  in Italy, the 
Grameen Bank in Bangladesh, the E. Sun Bank of Taiwan, as well as the various 
efforts at banking reform undertaken in China by various banks in cooperation with 
the PRC government. While these promising efforts are no guarantee that the invest-
ment and banking industries will never again engage in the kind of reckless activi-
ties that provoked the global fi nancial crisis, they do suggest that reform is 
sustainable, particularly if commercial banks, large and small, renew their efforts to 
serve the needs of all their stakeholders and that appropriate laws are developed.  

11.2.2     Keywords 

 Investor Bill of Rights (IBOR), ethical banking,  banca popolare , cooperative fi nan-
cial institution, microbanking, Association for Sustainable and Responsible 
Investment in Asia (ASrIA), Basel III reforms, social responsibility investments 
(SRIs).  

11.2.3     Occupy Wall Street and the Prospects for Financial 
Reform 

 When the global fi nancial crisis of 2008 revealed the extent of the abuses that had 
taken place, a resistance movement was born out of long smouldering frustrations 
provoked by the dysfunctions of the market, excessive pay for top managers, and a 
widespread feeling that the system was rigged against large segments of society. 
The movement known as Occupy Wall Street (OWS) began on September 17, 2011, 
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in Zuccotti Park, located in New York City’s Wall Street fi nancial district. It raised 
issues such as social and economic inequality, greed, corruption and the undue 
infl uence of business on government—particularly corporations from the fi nancial 
services sector. “We are the 99 %” was the slogan advanced by OWS, referring to 
the unequal distribution of income and wealth in the U.S. and throughout the world, 
separating the wealthiest 1 % from the rest of the population. 

 Eventually, the movement grew in numbers and “We are the 99 %” could be seen 
on placards in other cities around the United States and in other Western countries. 
Local groups often have different agendas, but how to change the global fi nancial 
system that disproportionately benefi ts a tiny minority, undermines democracy, and 
generates fi nancial instability were among its chief concerns. For nearly a year 
(October 15th, 2011 to September 11th, 2012), the Hong Kong chapter, Occupy 
Central, for example, created a makeshift community beneath the HSBC (Hong 
Kong Shanghai Banking Corporation) headquarters to dramatize its grievances. 1  
While Occupy Central echoed the OWS movement’s global protest against corpo-
rate greed and economic inequality, it sought to educate people to the role played 
specifi cally by the HSBC and other major Hong Kong banks. Before it was dismantled 
in 2012, the Occupy Central encampment attracted a commune of occupiers including 
students, young professionals, activists, the unemployed, and homeless (Reuters  2012 ). 
In London, the Occupy London movement protested not only against the injustices 
of the fi nancial system, but also against oppression around the globe and the U.K.’s 
foreign policies (Occupy London  2011 ). 

 Critics dismissed the Occupy movement, labeling it and its supporters as 
 “freeloaders” (Zernike  2011 ), “human debris” (Hixon  2011 ), and “anti-   American” 
(Colley  2011 ). They predicted that the movement would have little impact on poli-
tics and public policies regulating the fi nancial system. But there were others who 
praised it and supported it publicly. When asked about his views on OWS, Bill 
Clinton, former president of the United States, said he thought the movement was 

1   The Occupy Central movement of 2011–2012 is distinct from, but indirectly related to the Occupy 
Central movement now ongoing in Hong Kong. While both are dedicated to the cause of advancing 
social and economic justice for the citizens of Hong Kong, the relatively small encampment of 
2011–2012 was focused on addressing alleged misconduct among the big banks in Hong Kong, 
especially in their dealings with small investors. By contrast, the 2014 Occupy Central is a mass 
movement focused on the struggle over the policies and procedures that will govern electoral 
reform, particularly, the requirements to be used to screen candidates for the offi ce of the HKSAR 
Chief Executive. The struggle for economic justice remains a major concern in the 2014 movement 
since Hong Kong politicians of every stripe recognize that were the “One Man, One Vote” standard 
of democracy to be enforced, the expanded electorate would likely support economic and social 
reforms meant to assure greater prosperity and security for all of the HKSAR’s citizens. For a 
 reliable account of the Occupy Central 2014 movement, following all its vicissitudes since it began 
on September 26 th , see the archive available at the South China Morning Post (SCMP  2015 ). Since 
the Occupy Central 2014 movement involves issues well beyond our focus on international 
 business ethics and fi nancial reform, we will make no further comment on it. All statements con-
cerning Occupy Central and other efforts related to the OWS movement refer to the events of 
2011–2012, and should not be misconstrued one way or another as referring to the 2014 movement 
in Hong Kong. 
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“great” and that “[it] has done more in the short time they’ve been out there than I’ve 
been able to do in more than the last 11 years trying to draw attention to some of the 
same problems we have to address” (Gilani  2011 ). Distinguished philosopher 
and activist, Noam Chomsky, expressed his support to the movement and called it 
“an unprecedented opportunity to overcome America’s current hopelessness” 
(Chomsky  2011 ).  

11.2.4     Ten Practical Proposals 

 Although the original OWS movement was forced to abandon Zucotti Park in 
November 2011, they did not occupy it in vain. The movement inspired many 
professionals to become more directly involved in efforts to reform the fi nancial 
services industry. In 2012, for example, Thomas A. Myers, a certifi ed public accoun-
tant, fi nancial investigator, and the founder and president of T.A. Myers & Co., 
published an open letter to the people participating in the Occupy movement. In his 
letter, he defended the OWS activists as “steadfast examples of the fortitude and 
conviction that represent what is right, what is just, and what is fair” (Myers  2012 ). 
Based on what he had learned from his own investigations as a forensic accountant, 
he also provided a well-informed analysis of what went wrong on Wall Street, 
revealing how major fi nancial institutions would bet against their own clients in 
order to obtain higher profi ts for themselves. Nevertheless, his intent was “not simply 
to point fi ngers at the wrongdoing, but also to suggest change in order to avoid such 
travesties in the future.” 

 Myers advanced ten practical reforms that he felt would move the already existing 
fi nancial system toward serving the common good.

  Collectively, an organization of pension funds and institutional investors could demand 
such proactive and enlightened measures as, e.g.:

    1.    Commitment to investment programs emphasizing social, governmental, and environ-
mental responsibilities   

   2.    Curbs on runaway corporate executive salaries   
   3.    Monitoring the regulatory “reform” packages that have been already authorized by 

Congress including that the provisions of the Dodd-Frank bill and Sarbanes-Oxley are 
not watered down by Congressman who are lured by the lobby dollar and are counting 
on a public with a short memory   

   4.    Independent oversight and other limitations on the powers of the Federal Reserve with 
requirements for representation from all stakeholders including especially, the interests 
of consumers and the middle class while, at the same time, enforcing strict confl ict of 
interest provisions;   

   5.    Shareholder rights to determine corporate board of directors;   
   6.    Requirements for investment transparency, including that the Byzantine labyrinth of 

complex deal documents relating to enigmatic structured fi nance products such as 
synthetic CDOs and credit defaults swaps be translated into plain English   

   7.    Laws to make it especially onerous to defraud a pension plan (e.g. triple damages 
provisions and mandatory criminal sentencing) with stringent standards for investment 
advisors to such plans   

11 Investors: Ethics and Finance



229

   8.    Investment in products that create sustainable jobs and provide value to society in 
sharp contrast to the opaque structured fi nance products engineered for the gambling 
casino that Wall Street promotes   

   9.    Imposition of a fi nancial transaction tax which discourages activity that is unhealthy 
for our fi nancial markets and, at the same time, raises hundreds of billions of much- 
needed revenue for the U.S. Treasury   

   10.    Progressive taxes on the wealthy as advocated by none other than Warren Buffett 
(Myers  2012 )     

   Myers, of course, was under no illusion about the struggle involved in advancing 
even moderate reforms such as these. Invoking the memory of Dr. Martin Luther 
King, Jr., he exhorted concerned citizens to “stand in solidarity with the OWS broth-
ers and sisters who …will not capitulate to a corrupt fi nancial system that casually 
and systematically diminishes the working people that have always been the back-
bone of our great country.” He knew that the forces aligned against reform would be 
ready with their counter slogan, “Don’t blame big business – blame government 
regulation.” But Myers recognized the problem could not be papered over by empty 
rhetoric:

  The aggressive  de regulation which was steadfastly pursued by government in the decade 
before the fi nancial crisis (most notably passage of the Private Securities Litigation Relief 
Act and the repeal of Glass Steagall) set the stage for the 2008 debacle. However, it was the 
avaricious Wall Street investment bankers and their entourage that took the ball and ran 
with the legislators’ open invitation to confl ict of interest and, ultimately, to steal, that was 
provided by indiscriminate deregulation (Myers  2012 ) 

 Any real reform of Wall Street will involve a package of external regulations and 
internal transformations—of personal attitudes and corporate cultures. For this 
 reason, Myers advocates both the imposition of a “fi nancial transaction tax”–the 
so- called “Tobin Tax” 2 –as well the universal recognition of the moral imperatives 
embedded in an “Investor Bill of Rights” (IBOR).  

11.2.5     Toward an Investor Bill of Rights (IBOR) 

 An IBOR would enable investors, making common cause with other stakeholders, 
an opportunity to be heard and to better protect themselves and their own fi nancial 
interests. According to Myers, if institutional investors—such as pension plans, and 

2   The so-called “Tobin Tax,” named after the American economist James Tobin (1918–2002) who 
originally suggested it, “was developed with the intention of penalizing short-term currency specu-
lation, and to place a tax on all spot conversions of currency. Rather than a consumption tax paid 
by consumers, the Tobin tax was meant to apply to fi nancial sector participants as a means of 
controlling the stability of a given country’s currency” (Investopedia  2014b ). Tobin tax proposals 
remain controversial because, in the opinion of its opponents, “it would eliminate any profi t poten-
tial for currency markets. Proponents state that the tax would help stabilize currency and interest 
rates” (Investopedia  2014b ). A brief history of Tobin tax proposals is available from The Financial 
Times (Sandbu 2011), while further information on efforts to have it enacted into law is available 
from the Center for Environmental Economic Development (CEED)’s advocacy website on the 
“Tobin Tax Initiative” (CEED/IIRP  n.d. ). 

11.2 Case Study: Investors and Bankers Respond to Calls for Financial Reform



230

endowment funds—were to acknowledge these rights, their clients and customers 
“would be in a position to dictate more appropriate behavior from the fi nancial markets 
controlled by Wall Street.” An IBOR would demand that investment banks actually 
perform their fi duciary duties, not only to their wealthy customers but to other 
stakeholders as well. Were an IBOR to be generally recognized as the basis for the 
reform of fi nancial regulation, customers, and other stakeholders would have greater 
opportunity to work together for the common good, by requiring investment banks to 
fi nance projects that have a positive outcome on communal and social development. 

 Tom Myers is not the fi rst person to advocate developing a truly transformative 
IBOR. The idea behind it has been around since the 1970s, when John G. Simon, 
Charles W. Powers, and Jon P. Gunnemann proposed a basic policy for institutional 
investors—in particular, universities and other educational institutions—seeking to 
acknowledge their social responsibilities (Simon et al.  1972 ). Later, in 2001, while 
addressing the U.S. Securities and Exchange Commission, its Chief Accountant at 
that time, Lynn E. Turner, described the possibility of an Investor’s Bill of Rights as 
“A Commitment for the Ages.” His proposal consisted of a 16-point Bill of Rights 
calling for honesty, transparency, independent audits, and protection of the share-
holders and investors’ right to equal and fair treatment, as well as the corresponding 
obligations incumbent upon investors (Turner  2001 ). However, this prototype of a 
Bill of Rights remained a dead letter until it resurfaced in the aftermath of the global 
fi nancial crisis. In 2010, a year after testifying before the Senate Committee on 
Banking, Housing, and Urban Development, 3  J. W. Verret, at that time the Chief 
Economist and Senior Counsel at the House Committee on Financial Services, 
published his own version of an Investor’s Bill of Rights, which included the 
following:

      I.    Investors have a right to invest with managers who treat the company with the same 
care that a reasonably prudent person would give their own investments. If govern-
ments become stockholders in private industry and gain control over a business, they 
should be held to the same standard of loyalty and care in maximizing returns for 
investors as any other person controlling a publicly traded company.   

   II.    Investors have the right to disclosure designed to present an accurate representation 
of the risks they face and the impact of those risks on their investments. Investors 
have a right to a clear warning when a company is unable to gauge its exposure to 
potentially catastrophic risk.   

   III.    Investors have a right to redress against managers and investment advisers who com-
mit fraud, and receive just compensation for losses that directly result from that 

3   On July 29, 2009, Verret gave testimony, “The Misdirection of Current Corporate Governance 
Proposals,” before the Senate hearing on “Protecting Shareholders and Enhancing Public 
Confi dence by Improving Corporate Governance” (Verret  2009 ). It contains a concise statement of 
the six major factors contributing to the global fi nancial crisis of 2008, used as a benchmark for 
assessing the merits of some proposals for corporate governance reform under consideration as 
part of the Dodd-Frank legislation, then pending before the U.S. Congress. Verret was particularly 
concerned to caution against proposed regulatory requirements that would actually “leave no room 
for investors to design corporate governance structures appropriate for their particular circum-
stances.” His testimony is relevant here because it confi rms that an IBOR should serve as a basis 
for more effective self-regulation in the banking and investment industry, rather than far-reaching 
and possibly excessive changes to the existing regulatory framework. 
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fraud. Investors have a right to rules that clearly defi ne fraud. Investors should not be 
used as a foil for politically motivated prosecutions that purport to have their interests 
at heart.   

   IV.    Investors have a right to know when investments are safe or insured and when they 
are not. Investors have a right not to be lulled into false confi dence based on implicit 
government backing or empty regulation.   

   V.    Investors have a right to permit their companies to craft executive compensation 
packages that promise to buy the best talent properly motivated to maximize profi ts 
at the company during good times and minimize losses in bad times.   

   VI.    Investors have a right to participate in elections for corporate directors by methods 
they design themselves, free from the tyranny of a minority of investors who may 
seek to use a corporation toward purposes that might limit returns and free from “one 
size fi ts all” federal mandates.   

   VII.    Debt and equity investors have the right to clear and consistent procedures for liqui-
dation when their investment becomes insolvent, no matter how large or complex that 
business might be. They have a right to know precise criteria a government will use 
in providing bailouts, with vague references to systemic risk being insuffi cient justi-
fi cation, and companies should remain free from coerced acceptance of government 
backing against their wishes. Healthy institutions should not be forced to subsidize 
unhealthy institutions.   

   VIII.    Investor’s have a right to regulation protecting their rights only after the benefi ts of 
new regulation are strictly measured against compliance costs, so that investors don’t 
pay for regulation generating the appearance of regulatory success merely because 
more regulations are issued. The sole fact that an industry is currently unregulated is 
insuffi cient justifi cation for new regulation.   

   IX.    Investors have a right to choose the analysts they trust to advise them in equity or 
debt investments free from regulatory pressure to favor select institutions or regula-
tory requirements that only select agencies may rate debt for regulatory purposes.   

   X.    Sophisticated investors and institutions have the right to security in their property 
rights to privately negotiated agreements with other sophisticated investors and insti-
tutions. (Verret  2010 )     

   Although still in a formative stage of development, 4  such proposals could transform 
the way investment banking is actually done, simply by holding the fi nancial indus-
try to the principles that it already claims to honor. The major challenge, of course, 
is to develop appropriate institutional settings for achieving compliance. Otherwise, 
an IBOR inevitably remains merely aspirational, since apparently it is diffi cult to 
convince bankers that abiding by their own rules will allow them to maximize prof-
its. According to a survey released in 2012 by Labaton Sucharow, a whistleblower 
law fi rm, more than a fi fth of the interviewed senior fi nancial  managers “believed 
that the rules may have to be broken in order to be successful” (Allen  2012 ), thus 
condoning their involvement in unethical or illegal activity. When the same fi rm 
conducted the same survey a year later, it found out that the situation was getting 
worse: of the 250 managers surveyed, the number who believed they needed to 
break the rules in order to be successful rose to 29 %, and 24 % of those surveyed 
admitted that they would trade on inside information if they could get away with it 
(Pavlo  2013 ). Not all fi nanciers are so unscrupulous. Around the world we fi nd 

4   There are other noteworthy discussions of the IBOR, for example, “Calling for an ‘Investor Bill 
of Rights” (Zamansky  2008 ), and “Global Investors’ Bill Of Rights May Prevent Economic Déjà 
vu” (Selengut  2008 ). 
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bankers challenging this amoral way of thinking, who not only abide by socially 
positive investment policies, but also have been able to produce profi t from these. 
One example is Italy’s  Banca Etica .  

11.2.6     Ethical Banks and Their Best Practices 

 The  Banca Popolare Etica  headquartered in Milan, Italy, gives us reason to hope 
that banks can decide to abide by socially responsible policies—they can refuse to 
participate in funding wars or violence, or environmental destruction, or human 
traffi cking of various sorts—and still make a reasonable profi t.  Banca Etica  was 
recently described by the  The Economist  as “a bank that takes its name seriously” 
( The Economist   2013 ). Relatively unknown even among Italians,  Banca Etica  made 
news after the Italian parliamentary elections in 2013, when an anti-establishment 
group, the Five Star Movement, opened accounts there.  Banca Etica  describes its 
mission as “creating a place where savers, driven by the common desire for more 
transparency and the responsible management of fi nancial resources, may meet 
socio- economic initiatives, inspired by the values of a sustainable social and human 
development…  Banca Etica  does not set out to reject the basic rules of fi nance, 
but it rather seeks to reform its main values” ( Banca Popolare Etica  n.d.). 

 Within its Articles of Association,  Banca Etica  lists the principles of Ethical 
Finance that it will follow in developing its policies and practices:

•      Ethically oriented fi nance is aware of non economic consequences of economic 
actions  

•   Access to fi nance, in all its forms, is a human right  
•   Effi ciency and soberness are components of ethical responsibility  
•   Profi t produced by the ownership and exchange of money must come from activities 

oriented towards common well-being and shall have to be equally distributed among 
all subjects which contribute to its realisation  

•   Maximum transparency of all operations is one of the main conditions of all ethical 
fi nance activities  

•   The active involvement of shareholders and savers in the company’s decision 
making process must be encouraged  

•   Each organization which accepts and adheres to the principles of ethical fi nance 
undertakes to inspire its entire activity to such principles.    

   Note that the principles of ethical fi nance espoused by  Banca Etica  go well beyond 
the notion of fi duciary responsibility operative in Verret’s IBOR proposal.  Banca 
Etica  is committed to serving the common good and not just safeguarding the 
immediate interests of depositors and borrowers. For this reason, it is registered in 
Italy as a  banca popolare  (“popular banking institute”), that is, a cooperative fi nan-
cial institution operating with “a high level of participation” by its shareholders in 
the bank’s governance, consistent with the principle of shareholder supremacy.” 
When actual voting occurs, “all shareholders have the same power, regardless of the 
number of shares owned, according to the principle ‘one subject, one vote’” ( Banca 
   Etica n.d. ). While still a small bank, with little more than 36,000 shareholder- 

11 Investors: Ethics and Finance



233

members, among whom are less than 6,000 organizations, the savings deposited 
in it amount to nearly a billion euros while loans currently amount to around 
819  million euros ( Banca Etica   2015 ). At the 2013 annual shareholders’ meeting, 
the bank disclosed that only 0.4 % of their loans were in default, and just 4.9 % of 
them were labeled as “problematic,” thus meriting its reputation as one of Italy’s 
best-run banks ( The Economist   2013 ). In its 15 years of operation, the bank has 
focused mostly on providing loans to the non-profi t sector and green businesses, 
while categorically rejecting investment opportunities in ethically questionable 
businesses promoting, for example, pornography, oil speculation, or arms manufac-
turing. Executive pay at the  Banca Etica  is not allowed to exceed six times the low-
est wage paid to any of its full-time employees. Its impressive governance record 
suggests that banks can make better decisions regarding where and how to invest, 
without engaging in predatory practices that increase the risks of provoking a 
 fi nancial crisis.  

11.2.7     Ethical Banking Practices in Asia 

 Although Wall Street banks might deny the relevance of cooperative fi nancial insti-
tutions, dismissing them because of their relatively small scale, it is worth noting 
that sometimes practices originating in such innovative settings are actually inte-
grated into global banking operations. One such example is the Grameen Bank’s 
successful development of microbanking in Bangladesh. Originally conceived as a 
“Bank for the Poor,” the Grameen Bank was begun by Muhammad Yunus with a 
personal loan, the equivalent of US$27. In the 35 years since its founding—as it 
reported in October, 2011—the Grameen Bank has disbursed US$11.35 billion in 
loans, of which US$10.11 billion has been repaid. Currently, the bank claims that its 
loan recovery rate is nearly 97 %. Given the fact that most of its borrowers are poor, 
this rate has been suffi ciently impressive to provoke interest in micro-banking 
among major global banks. “A Billion to Gain?” (ING  2006 ), a survey sponsored by 
the ING Bank and the Ministry of Foreign Affairs of the Netherlands, confi rmed 
substantial involvement by major international banks in micro-banking activities. 
HSBC, for example, reported that although “microfi nance is to be viewed as a 
business, not as philanthropy, … the bank engages with the micro-fi nance sector on 
a commercially viable and sustainable basis, whilst not losing sight of its CSR 
dimension” (ING  2006 : 61). 5  

5   When a follow-up study of the same name was published in 2008, conspicuously absent was 
HSBC, which reportedly was involved in “completely restructuring its microfi nance activities” 
(ING  2008 : 11). A search of HSBC websites, however, reveals that in India HSBC, in addition to 
“a lending program for small MFIs …has started offering commercial loan products to Large 
Microfi nance Institutions (MFIs)… In 2008, we have put in place a microfi nance strategy, with the 
objective of increasing our presence in this segment and building around a lending portfolio, a host 
of services which can facilitate capacity building, improve operational effi ciency and bring the best 
practices of a transactional banking business to the microfi nance domain” (HSBC India  2014b ). 
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 The “CSR dimension” at HSBC, of course, refers to “corporate social responsi-
bility,” meaning that the bank uses “microfi nance to advance their corporate citizen-
ship policy.” Involvement with microfi nance institutions (MFIs) makes sense so 
long as it not only enhances the bank’s public image, but also can be justifi ed from 
a business point of view. Within a strictly business perspective, CSR activities 
remain what they’ve always been. They are merely a different means to the same 
end of profi t-maximization. International commercial banks are getting involved in 
microbanking, precisely because they’ve learned that there are profi ts to be made 
there. The ING report frankly admits this: “HSBC is keen to operate in areas of high 
social impact; although prepared for lower commercial returns, in view of favour-
able delinquency rates it is clear that this should be a commercially viable venture” 
(Ibid: 61). The Grameen Bank’s success has alerted major commercial banks to an 
overlooked business opportunity. The poor, especially poor women, are as likely as 
the rich—if not even more likely—to pay back loans made to them. The poor are 
“bankable,” precisely because the risks involved in doing business with them turn 
out to have been greatly exaggerated. The potential contribution of commercial 
banks to microfi nance remains huge, because MFIs need start-up capital and a range 
of support services that these banks are in a good position to fulfi ll. 

 Also in Asia, after the global fi nancial crisis, some people have started to raise 
questions regarding the need for reform in their industry. As a result, according to 
the Association for Sustainable and Responsible Investment in Asia, there are now 
over 400 identifi ed sustainable mutual funds investing in the region and a burgeon-
ing private equity sector (ASrIA  n.d. ). In 2013, a global Forum for the Development 
of Banking Transparency was held in Beijing. Organized by the Chinese State 
Council Development Research Center, the Global Commercial Papers Union, and 
the Hong Kong Commercial Daily, the Forum released its fi rst annual report, ana-
lyzing the practices of 29 different Asian banks over a 2-year period, in order to 
monitor progress in achieving greater transparency. Three different Chinese banks 
were acknowledged for their efforts: Industrial Commercial Bank of China (ICBC), 
Agricultural Bank of China (ABC), and Construction Bank of China (CBC) (Hexun.
com  2013 ). The Forum also was meant to demonstrate the fact that transparency has 
become a critical point for developing the banking industry, and that the perfor-
mance of participating banks will be reviewed in the run up to the next Forum (Guan 
 2013 ). ICBC, for example, has shown leadership by improving its own corporate 
governance and establishing an independent audit, in preparation for its privatiza-
tion through an IPO. In order to recruit new investors, ICBC strengthened its objec-
tive of maximizing returns while also changing its service culture. By listing on the 

The information about HSBC’s microfi nance involvement, interestingly enough, is presented as 
one of a series of initiatives—specifi cally, one focused on “fi nancial inclusion”—illustrating its 
commitment to “corporate sustainability.” Here is the bank’s explanation: “At HSBC, sustainability 
means managing our business responsibly and sensitively, and ensuring we include social, economic 
and environmental factors in the decisions we make to ensure long-term business success. 
We believe it is our duty to our customers, investors and employees to foster an ethical, responsible 
and sustainable corporate philosophy. Our goal is to be one of the world’s leading brands in corporate 
sustainability” ( 2014a ). 
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stock exchanges of both Hong Kong (SEHK) and Shanghai (SSE), the bank was 
required to comply with international standards, which brought in international 
auditors, added compliance rules, and provided more protection for minority share-
holders (Lu and Cossin  2013 ). Nevertheless, two of the Forum’s award-winning 
banks stood accused of predatory practices this year, as both the ICBC and CBC 
were found to be selling trust fund products to people who were unfamiliar with the 
concept of trust funds, and convincing them that these were part of a risk-free, high 
return investment strategy (Bloomberg News  2014 ). After the scandal broke, both 
banks stopped offering these services. 

 Some Asian governments seem to be stepping up their regulatory efforts in order 
to promote a more transparent banking industry. On January 8th, 2014, the Central 
Bank of China (CBRC) announced the issue of the “Guidelines for Commercial 
Banks of Global Systematical Importance Evaluation Index Disclosure.” These 
guidelines are meant to bring China into line with Basel III’s regulations 6  for 
Systematically Important Financial Institutions (SFIS). SFISs are institutions that 
due to their crucial role in their local or global economy are labeled as “too big to 
fail,” since their failure or bankruptcy would cause severe damage to the world’s 
economy, as happened during 2008’s global fi nancial crisis. The guidelines require 
SFISs to constantly check their assets and disclose them to third-party regulators; it 
urges them to strengthen managerial accountability and improve transparency 
towards clients and society, and also forces SFISs to maintain an extra 1–2.5 % 
capital reserve above the minimum capital level required of other banks. In China, 
all banks that have assets over 16 billion RMB are to follow these guidelines. 
However minimal the impact of such guidelines may turn out to be, they are a step 
forward in the effort to change the values of the fi nancial world, and thus respond to 
some of the demands of the movement supporting an Investor Bill of Rights and 
other reforms. How signifi cant they will turn out to be will not be known until long 
after the SFISs begin making their reports in November 2014. However, there is 
reason to hope that Chinese banks are upping their game, by attempting to respond 
constructively to the new Basel III regulations. Experts see this move as a gesture of 
compliance, as well as a positive initiative that might be imitated by other local 
banks (Law  2014 ). Indeed, experts like Tom Myers—who is deeply involved in 
advising clients about international trade in China—have strong hope that China 
may provide a strong positive infl uence on the development of the global fi nancial 
system, provided that they truly implement a new culture of transparency. 

6   Basel III refers to “a comprehensive set of reform measures designed to improve the regulation, 
supervision and risk management within the banking sector” (Investopedia  2014a ). The Basel III 
reforms are to be phased in over fi ve years, and are meant to address basic issues in banking and 
investment risk management, by “strengthen[ing] “microprudential regulation and supervision, 
and add[ing] a macroprudential overlay that includes capital buffers” (BIS  2011 ). For detailed 
descriptioins of Basel III provisions, consult the  Bank for International Settlements  website (BIS 
 2011 ); see also the constructive analysis provided by the international accounting fi rm,  Klynveld 
Peat Marwick Goerdeler  (KPMG  2011 ). 
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 In addition to efforts at regulatory reform in China and other east Asian nations, 7  
there are Asian banks actively seeking to improve the transparency of their 
 operations, the ways they relate to their customers, while also demonstrating their 
commitment to socially responsible investment policies. One example is Taiwan’s 
E-Sun Commercial Bank, founded in 1989 by a group of investors and professionals 
looking to create a bank that pursues excellence and sound corporate governance. 
E-Sun Bank looks to follow an old Taiwanese saying, “Pure as Jade, Stern as 
Mountain” ( E.SUN FHC   2008 ), by becoming a role model for fi nancial institutions 
and a benchmark for the fi nancial services industry. Its goal is not only to be the best 
bank possible for their customers, but also to be the most respected publicly. It is a 
bank looking to honor traditional Asian values in their operations: The E-Sun team 
embraces the values of “reality, capability and responsibility,” “teamwork, harmony 
and happiness,” “leadership, excellence and honor,” and “contentment, appreciation 
and gratitude,” and intends to put them into practice confi dent that they will lead 
E-Sun to a prosperous future. 

 E-Sun Bank is one of the few banks in the Greater China region to have a fully 
developed Corporate Social Responsibility (CSR) program. On the one hand, the 
bank wishes to provide the best banking service possible to its customers, but on the 
other hand, it wishes to push its values beyond the business world, creating benefi ts 
that can be shared with the whole community. As the bank says, they “have long 
considered fulfi lling its corporate social responsibility (CSR) and making social 
responsibility investment (SRI) both its mission and commitment.” They do so by 
providing its employees very distinctive benefi ts and the community with free 
fi nancial consulting services, as well as participating in the clean-up of the com-
munities surrounding their banks and other environmentally conscious activities, 
including providing seed-capital to schools, educational resources to areas in need, 
and promoting sports and other activities. E-Sun also looks to protect its customers 
from any possible departures from its stated commitments and provides a very 
detailed legal framework against which the products they offer to their customers 
have been meticulously tested beforehand, as well as abiding by Taiwan’s own 
Consumer Protection laws. The E-Sun Bank has won the Corporate Social 
Responsibility Award from Global Views Monthly for three consecutive years 
(2006–2008) and has received the “Best Corporate Social Responsibility” award, 
granted by the Taiwan Academy of Banking and Finance.  

7   In June 2013, to cite another example, the Singaporean government proposed a new regulatory 
framework for fi nancial benchmarks (Monetary Authority of Singapore  2013 ) This proposal was 
in light of the MAS’ recent investigations to Singapore’s banking industry, having found 20 banks 
defi cient in the governance, risk management, internal controls, and surveillance systems for their 
involvement in benchmark submissions. A total of 133 traders were also accused of engaging in 
several attempts to inappropriately infl uence the benchmarks. The MAS is looking to revise its 
framework and introduce specifi c criminal and civil sanctions for those engaging in illegal activi-
ties. Also, new regulations will be imposed on fi nancial institutions regulated by the benchmarks, 
such as a tighter regulatory regime, better corporate governance, and a strict adherence to their 
Code of Conduct. These actions could be seen as a preventive measure enabling the fi nancial 
industry in Singapore to learn from the mistakes that contributed to the Wall Street disaster in 2008. 
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11.2.8     Conclusion 

 As we can see from such examples, things are slowly, but steadily looking better for 
the banking industry in Asia. Though time will tell how far efforts at banking reform 
will succeed, it is clear that there is growing interest in pursuing a better world by 
“giving back,” and providing customers with not only a world-class service, but a 
service that can provide more than sound fi nancial advice and steady returns. While 
most of these efforts are independent of initiatives seeking to promote a universal 
Bill of Rights for Investors, they actually respond to the same heightened expecta-
tions regarding the need for ethical banking everywhere. The best practices that 
support ethical banking, as we have seen, are not simply a refl ection of European 
priorities and aspirations, nor are they simply a reaction to the predatory and scan-
dalous behavior tolerated until recently among Wall Street bankers. Ethical banking 
is a cause now embraced globally, in the fi nancial centers of Asia as well, in order 
to create a sustainable future in which savers and borrowers, investors, and other 
stakeholders can meet each others’ needs with trust and confi dence.   

11.3     Case Study Discussion 

 Previously in Chap.   7     we explored the collapse of Bear Stearns, as it was merged 
into JPMorgan Chase when it was sold at a tiny fraction of its value before the sub-
prime mortgage crisis. It is estimated that shareholders, on paper at least, lost 95 % 
of the value of their investments prior to its collapse (Sloan  2012 ). These were real 
losses and they haven’t been made up, either through the government bailouts or 
through subsequent lawsuits against JPMorgan Chase (Erwin  2013 ). Nor were the 
losses investors suffered from Bear Stearns an isolated example. Shareholder losses 
in the 5 years subsequent to the subprime mortgage crisis, for the “too big to fail” 
banks, insurance companies, and brokerages involved in it, ranged from 99 to 28 % 
(Sloan  2012 ). Is it any wonder, then, that reform in the banking and investment 
industry should make a priority of securing something as basic as an Investor Bill of 
Rights (IBOR)? Recall from Chap.   7     that while it is assumed that anyone providing 
investment advice or fi nancial services would have fi duciary responsibilities to their 
customers and clients, in the USA “approximately 85 % of fi nancial advisers do 
not,” the vast majority of whom are “stockbrokers, insurance agents, or simple sales 
representatives”. The proposals for an IBOR, if it were to be enacted into law and 
enshrined in the ethics of fi nance, would not only strengthen fi duciary responsibility 
requirements, but also make them mandatory for all fi nancial advisers. 

 Why should something so simple and basic as IBOR have been ignored for so 
long? Some of the answer may lie in history: making markets in fi nancial transac-
tions, buying and selling debt as well as negotiable assets, has gone on for much 
longer than the current trend toward professionalization, with its heightened 
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 expectations of transparency and accountability. It is a history marred by fraud and 
 all-too- many fi nancial scandals (Lund  2014 ) as well as the inability of government 
to make appropriate interventions. As in so many other areas, improvements in busi-
ness ethics are closely linked to the advent of professionalism. Professionalization 
means growing beyond the rough and tumble of winner-take-all competition, and 
toward mature markets in which goods and services are priced fairly, where custom-
ers and all other stakeholders are treated with respect, and where transparency and 
accountability are internalized as values by all participants. Within fi nancial mar-
kets where buyers and sellers do more than pay lip service to professional standards, 
conducting one’s business consistent with the norms of fi duciary responsibility 
becomes second nature. When transparency and accountability are genuinely hon-
ored, implementing and policing compliance with the relevant codes of conduct 
becomes part of best practices within an industry. Perhaps the greatest scandal 
exposed by the global fi nancial crisis was the revelation of just how far the profes-
sional standards enshrined in such codes, refl ecting such values, had been corrupted 
in a mad pursuit of maximizing profi ts. 

 How would the implementation of an IBOR restore the values enshrined in the 
principle of fi duciary responsibility? Rights entail responsibilities, or duties and 
obligations. If I have a right to something, then someone has a duty or obligation to 
see that I get what’s coming to me. If you make me a promise, for example, then 
I have a right to expect that you will keep it, and you have a duty or obligation to 
keep it. If you have no intention of keeping your promise, or if you know that keep-
ing such a promise is impossible for whatever reason, then you shouldn’t make a 
promise. Why would anyone make a promise? Because they want the other party to 
accept their word and modify their behavior accordingly. If you make me a promise, 
you want me to rely on it, and I intend to rely on it, at least until you make a credible 
excuse for failing to keep it. Most business transactions, or exchanges involving 
buyers and sellers, follow this simple and straightforward logic of making and keep-
ing promises. You have goods or services for sale and I want to buy them or hire 
them. We agree on a price. One or the other of us goes fi rst. I pay you the money in 
exchange for your promise, and you keep your promise, delivering the goods or 
performing the services in a timely manner. 

 In a timely manner—this qualifi cation not only suggests how promises are kept 
but also how they are broken. Rarely do buyers and sellers fi nd themselves in a situ-
ation of perfect symmetry and simultaneity. If I write you a check to pay for the 
goods or services you are delivering to me now, you are accepting the check as a 
promissory note redeemable at my bank for the amount we agreed to. You are also 
probably taking it on trust that I will not call my bank and cancel the check the 
moment we’ve completed our business. The time factor in human interactions 
makes promise making and keeping both possible and necessary. Promising, among 
other things, is a ritual designed to create mutual trust, which is necessary if the time 
factor and other asymmetries that may inhibit trust are to be overcome. By making 
and keeping promises we come to rely on each other, we build up a relationship of 
trust because we know from past experience that we will do what we say we will do. 
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 What sort of a promise then is “fi duciary responsibility”? First of all, it is a 
pledge or an assurance that if I agree to let you manage my savings and other nego-
tiable assets, you will honor my own best interests in doing so. You will use your 
expertise as a fi nancial adviser to select investments that are appropriate to my inter-
ests and tolerance for risk, whether or not these investments will bring you the most 
in commissions or other rewards. If there is a confl ict between your self-interest and 
my priorities as an investor, I can assume that you will act faithfully to serve my 
interests fi rst. Someone who undertakes a fi duciary responsibility promises to man-
age his or her client’s funds as a trustee, that is, for the benefi t of the one on whose 
behalf he or she is pledged to act. The IBOR, then, is a list of the rights granted in 
establishing the kind of trusteeship that exists between an investor and his or her 
fi nancial adviser or whomever agrees to manage his or her investments. Why would 
anyone trust another to manage his or her investments? The answer should be 
 obvious: I have the reasonable belief that if I trust you with this responsibility, my 
savings will earn a greater return—one more consistent with my fi nancial goals—
than if I were to attempt to manage it personally. I am relying on your expertise as 
a fi nancial adviser to help me make the best decisions consistent with my goals as 
an investor. 

 The rights described in Verret’s proposal follow naturally enough from a consid-
eration of the nature of fi duciary responsibility: Among other things, he proposes 
that investors have a right to invest with managers capable of showing “the same 
care that a reasonably prudent person would give their own investments”; they have 
a “right to disclosure designed to present an accurate representation of the risks they 
face and the impact of those risks on their investments”; they have a “right to redress 
against managers and investment advisers who commit fraud, and receive just com-
pensation for losses that directly result from that fraud.” While such rights clearly 
refl ect the expectations of fi duciary responsibility by defi ning investor rights against 
fi nancial advisers, Verret goes on to formulate other rights intended to protect inves-
tors against excessive or misguided government regulation. Since government regu-
lation is often proposed to correct a perceived lack of fi duciary responsibility, 
Verret’s IBOR would minimize government regulation in order to restore a common 
commitment to fi duciary responsibility. 

 Furthermore, Verret’s IBOR would limit government regulation on the basis of 
its cost-effectiveness. He apparently assumes that investors are as likely to be 
harmed by overregulation as they are by the predatory practices of some fi nancial 
advisers and brokers. Thus, investors, in his view, have “a right to regulation 
 protecting their rights only after the benefi ts of new regulation are strictly measured 
against compliance costs, so that investors don’t pay for regulation generating the 
appearance of regulatory success merely because more regulations are issued”; or 
“a right not to be lulled into false confi dence based on implicit government backing 
or empty regulation.” Similarly, Verret’s IBOR includes a right protecting investors 
against losses allegedly incurred when the government forces the liquidation of 
their investments, or conversely when the government forces a company to accept a 
bailout based on allegedly “systemic risks.” Investors, therefore, have “a right to 
know precise criteria a government will use in providing bailouts, with vague 

11.3 Case Study Discussion



240

 references to systemic risk being insuffi cient justifi cation, and companies should 
remain free from coerced acceptance of government backing against their wishes.” 
Verret’s IBOR, then, is a reassertion of the paramount value of freedom, as in his 
assertion of the investors’ “right to choose the analysts they trust to advise them in 
equity or debt investments free from regulatory pressure,” and as the ultimate own-
ers of the enterprises in which they are invested, they have “a right to participate in 
elections for corporate directors by methods they design themselves.” 

 Oddly, Verret’s proposal concludes with an assertion of the right of “sophisti-
cated investors and institutions… to security in their property rights to privately 
negotiated agreements with other sophisticated investors and institutions” (Verret 
 2010 ). One well may wonder how Verret would determine who or what qualifi es as 
“sophisticated,” and in what ways, if any, this right differentiates them from other 
investors who could not or would not make such a claim. You may recall from 
Chap.   7     that the primary victims of the irregularities exposed in the collapse of Bear 
Stearns’ BSAM—not to mention the list of those seriously hurt in Bernard Madoff’s 
Ponzi Scheme—were generally regarded as sophisticated. No doubt, Verret is 
attempting to distinguish this group of investors from the widows, pensioners, and 
small investors whose losses are often invoked in order to justify increased govern-
ment regulation. Nevertheless, when attempting to defi ne an IBOR, it may not be 
useful to make generalizations that will apply only to specifi c groups, especially 
groups so casually distinguished on the basis of their alleged sophistication. 

 Despite the arguable shortcomings in Verret’s IBOR, his main point remains 
crucial. Government regulation alone does not and cannot provide a secure path to 
genuine reform in the fi nancial industry. On the other hand, further deregulation or 
clinging to a  laissez-faire  ideology that refuses the help of regulatory agencies is 
surely a recipe for disaster. The middle ground, showing the path toward reform 
voluntarily embraced by various enlightened fi nancial institutions that are willing to 
experiment with new rules, in service to a heightened sense of fi duciary responsibil-
ity, may be the most promising way forward. This is why the case study goes beyond  
an IBOR to examine what innovative banks and fi nancial institutions are accom-
plishing as they defi ne their own path toward excellence or moral leadership. The 
efforts of  Banca Etica  in Italy, the Grameen Bank in Bangladesh, and E-Sun Bank 
in Taiwan demonstrate the promise of strategies making service to the common 
good central to the ethics of fi duciary responsibility. 

 The achievements of these innovative ethical banks alert us to the fact that the 
best way to minimize the risk of global fi nancial catastrophe may be to recognize 
that fi nancial transactions are never merely private—that is, expressing only the 
interests of the parties directly involved—but inevitably include a social dimen-
sion—that is, some accountability for the so-called “ESG” issues highlighted in the 
United Nations-supported Principles for Responsible Investment (PRI) Initiative 
( Financial Times   2013 ). ESG is an acronym representing the convergence of 
 “environmental, social, and corporate governance” concerns that stakeholders, 
including ultimately the public at large, increasingly hope to see bench marked in 
evaluating the investment decisions of all major institutions. The  Financial Times  
reports that “as of February 2014, 1,064 asset owners and asset managers and 183 
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professional service partners, representing combined assets of more than $34 
trillion, had committed themselves to the six principles of the PRI,” each of which 
is intended to promote increased transparency and accountability for ESG issues. 
Furthermore, according to the  Financial Times , the European Federation of Financial 
Analysts Societies (EFFAS) has identifi ed nine topical areas that highlight ESG 
issues in all sectors and industries:

  “1) Energy effi ciency; 2) Greenhouse gas (GHG) emissions; 3) Staff turnover; 4) Training 
& qualifi cation; 5) Maturity of workforce; 6) Absenteeism rate; 7) Litigation risks; 8) 
Corruption; and 9) Revenues from new products.” These provide an initial framework for 
developing “KPIs (key performance indicators)” specifi c to each sector or industry. 

   The point of the UN Initiative supporting Principles for Responsible Investment 
(PRI) and similar efforts is to make “the performance of investment and fund 
 portfolios on environmental, social and governance criteria and the quality of their 
performance against measurable ESG factors” visible to shareholders and investors 
so that they might “fi nd new market opportunities with companies that place the 
management of ESG factors at the core of the business.” Financial reform, there-
fore, involves the judicious development of a “carrot and stick approach,” with 
 government regulation providing the sticks, that is, the threat of sanctions against 
those who fail to perform their fi duciary responsibilities, while voluntary global 
initiatives like the PRI point out the carrots, that is, the opportunities and potential 
rewards of becoming proactive in response to the ESG issues that have emerged in 
the wake of the global fi nancial crisis. As we have seen, ethical banking institutions 
like  Banca Etica  and E-Sun have already shown that it is possible to embrace an 
ESG centered agenda for fi nancial reform while also earning a reasonable profi t for 
their investors.  

11.4     Ethical Refl ection 

 The positive comfort that we would like to take from the range of responses to the 
global fi nancial crisis outlined in our case study presupposes that investment bank-
ing practices, in principle, are reformable. We assume that, like all inherently good 
human activities, while they are vulnerable to corruption and abuse, they are not so 
totally depraved as to merit absolute condemnation and universal suppression. But 
is our hope merely wishful thinking, or is it reasonably based on an accurate 
 understanding of what fi nancial markets are and ought to be? One way to approach 
this question is to ask whether investment banking is any different from casino gam-
bling? What makes investment decisions different from rolling the dice or playing 
the slot machine? In the opening chapter to this book we argued that it is a category 
mistake to equate business with warfare. We argued that business is more like a 
game, with rules that defi ne winning and losing, with penalties for violating the 
rules that often do affect the outcome of the game. But what about games of chance? 
Further on, we rejected Albert Carr’s idea that business is like a game of poker, in 
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which bluffi ng is often crucial to success. But poker is only one of the games 
 conducted in a gambling casino. How does investment banking compare with the 
rest of these? 

11.4.1     Financial Markets and Gambling Casinos: Is There 
a Difference? 

 Games of chance—that may be the most important clue to understanding the differ-
ence between fi nancial markets and gambling casinos. In a casino, besides poker, 
there are many other games that involve a mixture of chance and skill. Think of dice 
games like craps, or card games like blackjack. Financial markets, of course, also 
involve such a mixture, but the proportions may be very different. Investing differs 
from gambling in that it is—or ought to be—based on reliable information and 
rational analysis that allows investors to minimize the risk of losses and maximize 
potential gains. 8  The information needed by investors is specifi c and involves 
 various assessments of previous performance and likely outcomes. The information 
needed by gamblers is generic, and usually consists in little more than knowing how 
to play the game, how to make bets, and how to collect one’s winnings. Making a 
bet at a roulette table or shooting craps requires no specifi c knowledge of previous 
outcomes, but simply an awareness of the chances involved in betting on one num-
ber or another. Gambling, in contrast to investing, remains highly impersonal. While 
a gambler may be aware that the odds generally favor the casino organizing the 
 various games, he or she needs only a reassurance that the games are not rigged one 
way or another. Investing, on the other hand, is likely to involve a personal 

8   In an essay, “What is the Difference Between Gambling and Investing?,” Thomas Murcko criti-
cizes dichotomies contrasting the two, showing the ways in which they often overlap in reality. 
Nevertheless, in his view, there are systematic differences which he summarizes as follows: 
“ Investing : ‘Any activity in which money is put at risk for the purpose of making a profi t, and 
which is characterized by some or most of the following (in approximately descending order of 
importance): suffi cient research has been conducted; the odds are favorable; the behavior is risk-
averse; a systematic approach is being taken; emotions such as greed and fear play no role; the 
activity is ongoing and done as part of a long-term plan; the activity is not motivated solely by 
entertainment or compulsion; ownership of something tangible is involved; a net positive eco-
nomic effect results.’  Gambling : ‘Any activity in which money is put at risk for the purpose of 
making a profi t, and which is characterized by some or most of the following (in approximately 
descending order of importance): little or no research has been conducted; the odds are unfavor-
able; the behavior is risk-seeking; an unsystematic approach is being taken; emotions such as greed 
and fear play a role; the activity is a discrete event or series of discrete events not done as part of a 
long-term plan; the activity is signifi cantly motivated by entertainment or compulsion; ownership 
of something tangible is not involved; no net economic effect results’” (Murcko  2013 ). The differ-
ence, in short, consists in the way investment decisions are made. The closer they approximate 
rational analysis, based on reliable information and expertise, the less they resemble a gambler’s 
betting strategies at a casino. 

11 Investors: Ethics and Finance



243

relationship between the investor and his or her fi nancial advisers who have access 
to the knowledge and expertise needed to make responsible investment decisions. 

 The relevance of the ethic of fi duciary responsibility to managing investments is 
based on the assumption that knowledge and expertise, rather than dumb luck, are 
the key to success. If a fi nancial adviser is to provide genuine assistance to an 
 investor, his or her methods and motives must be totally transparent. If the assis-
tance is to be genuine—and why would any investor pay for it if it were less than 
genuine?—the adviser must be prepared to resolve all confl icts of interest in favor 
of his clients. He or she must not only formulate a reasonable investment strategy 
for his clients, but also be capable of explaining it clearly in a way that enables 
 clients to give their informed consent to it. The situation of a fi nancial adviser thus 
is similar to that of other professionals, like doctors and lawyers, who provide not 
only advice—for example, diagnoses, prescriptions, and strategies for improving 
health care or overcoming legal diffi culties—but also perform services that their 
clients cannot perform for themselves. The ethic of fi duciary responsibility spells 
out the expectations for anyone entrusted with the management of other people’s 
money. Financial advisers have fi duciary responsibilities toward their clients, and 
these, as we have seen, fi nd expression in various proposals for an Investor Bill of 
Rights (IBOR).  

11.4.2     Private Transactions and Responsibility 
for the Common Good 

 A transaction between a fi nancial adviser and his or her clients, however, is not 
limited to the two parties directly involved in it. There is no such thing as a strictly 
private transaction. Like all other forms of business or marketplace activity, there 
are other stakeholders with legitimate interests in what goes on between an adviser 
and his or her investors, just as there are whenever buyers and sellers agree to 
exchange goods and services for money in any market. Even a narrowly defi ned 
IBOR, such as the one proposed by Verret, recognizes the legitimate role of govern-
ment agencies that must regulate the relations between fi nancial advisers and inves-
tors. But as we have seen in other areas of business, the list of stakeholders is hardly 
exhausted by acknowledging the rights and responsibilities of buyers, sellers, and 
government regulators. In a situation involving investment decision-making, the full 
range of stakeholders is likely to be involved, including a business’ employees, their 
customers and suppliers, as well as the public-at-large. In the activities of innovative 
ethical banks observed in our case study, we see a trend toward recognizing the 
moral imperative of accountability to the common good. 

 Concern for the common good can no longer be dismissed as a piece of obsolete 
rhetoric, a holdover from premodern civilizations. Many economists as well as 
visionary leaders in business and other international organizations have created a 
range of models and practical policies for bench marking performance in light of 
so-called “ESG”—environmental, social, and governance—issues. These issues 
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effectively express the aspirations contained in the common good in the world as we 
know it. Formulated in various UN initiatives, such as the Millennium Development 
Goals, which are refl ected in the UN’s Principles of Responsible Investment (PRI), 
the common good is now recognized as a legitimate moral priority for consideration 
in all aspects of fi nancial decision-making. Among other international fi nancial 
institutions, the World Bank has responded by proposing an “Environmental and 
social framework: setting standards for sustainable development” (World Bank 
 2014 ), which identifi es ten (10) environmental and social standards 9  that must be 
met by any agency, governmental or not, applying for a loan for its development 
projects. While the World Bank’s proposal, for various reasons, has not yet received 
universal approval, it clearly stands as a model for the kind of fi nancial reforms 
required in an enhanced ethic of fi duciary responsibility. 

 It is unlikely that there will ever emerge a global consensus on what is required 
if investment    decision-making is to be held accountable to the common good, in any 
of its current formulations. 10  However commendable the efforts of various United 
Nations’ agencies, or the initiatives proposed by NGOs like the World Bank, there 
will always be a need for moral leadership from bankers, fi nancial advisers, and 
investors, addressing local problems through the development of innovative institu-
tions like  Banca Etica , the Grameen Bank, the E Sun Bank, and others too numer-
ous to mention. Without their experimental efforts, the formulations of larger global 
institutions like the World Bank, the various agencies of the United Nations, or even 
the corporate reassessments of “too-big-to-fail” banks, like Barclays (Salz  2013 ), 
are likely to remain abstract and notional. By recognizing the common good as 
central to an ethic of fi duciary responsibility, we mean to show that achieving these 
goals will require everyone’s participation. Investors and their fi nancial advisers 

9   The World Bank’s ten environmental and social standards cover the following concerns: (1) 
Assessment and Management of Environmental and Social Risks and Impacts; (2): Labor and 
Working Conditions; (3): Resource Effi ciency and Pollution Prevention; (4): Community Health 
and Safety; (5): Land Acquisition, Restrictions on Land Use and Involuntary Resettlement; (6): 
Biodiversity Conservation and Sustainable Management of Living Natural Resources; (7): 
Indigenous Peoples; (8): Cultural Heritage; (9): Financial Intermediaries; and (10): Information 
Disclosure and Stakeholder Engagement. These standards go beyond the general specifi cation of 
development goals and toward the determination of specifi c procedures for organizing the informa-
tion to be reported and reviewed in any World Bank decision regarding the funding and assessment 
of the projects its supports. Since it was proposed for consultation, the document has been criti-
cized for the relative weakness of its standard on “Labor and Working Conditions” (ITUC  2014 ) 
and for its comparative neglect of “governance” issues, the third element in the ESG formulary 
(Jarvis  2013 ). 
10   The challenges involved in achieving a broad consensus about the substantive meaning of the 
common good are analyzed in Dennis P. McCann’s essay, “The Good to be Pursued in Common” 
(McCann  1987 ). Later on McCann examined the tradition of Catholic social teaching in order to 
trace the history of its diverse formulations of what, in practice, the common good requires, in an 
essay. “The Common Good in Catholic Social Teaching: A Case Study in Modernization” (McCann 
 2005 ). While it is unlikely that there will emerge any defi nitive consensus on what all is entailed in 
the common good, the term remains useful and relevant for categorizing and comparing various 
practical agendas, such as the “ESG” proposals reviewed in this chapter. 
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cannot afford to sit on the sidelines and wait for the architects of the global fi nancial 
system to come up with a new Bretton Woods agreement.   

11.5     Conclusion 

 This chapter on Ethics and Finance follows up on the discussion of the collapse of 
Bear Stearns during the global fi nancial crisis that began in 2007. The Bear Stearns 
case study was featured in Chap.   7     on Marketing Ethics and was meant to demon-
strate what can happen when creating customers—in Peter Drucker’s sense—no 
longer serves as the purpose of a business. In that chapter we fi rst discussed the 
notion of fi duciary responsibility and documented the consequences of failing to 
honor that principle. Why, then, is it necessary to have further discussion of it in this 
chapter? The global fi nancial crisis, we believe, has had both negative and positive 
aspects. Since the Bear Stearns case study emphasized the negative side, namely the 
failure to adhere to the ethic of fi duciary responsibility, we thought that the positive 
side needed further explanation. The case study for this chapter, which surveyed a 
range of reform initiatives, beginning with proposals for an Investment Bill of 
Rights (IBOR), was meant to demonstrate that the fi nancial services industry is now 
experimenting with a range of innovations that are clearly designed to institutional-
ize the ethic of fi duciary responsibility. 

 One of the most promising consequences of the fi nancial reform efforts currently 
underway is the expansion of the notion of fi duciary responsibility to refl ect its 
 ethical anchoring in the common good. We believe that increased moral awareness 
of the common good refl ected in, among other things, the emergence of “ESG” 
concerns in international banking practices and investment policies is more realistic 
than conventional notions of fi duciary responsibility that unfold as if fi nancial trans-
actions were essentially private matters, of concern only to the parties directly 
involved in them. Substantive efforts to identify and assess critically the environ-
mental and social impacts of various investment proposals—for example, their 
likely impact on climate change or on local labor conditions—must be encouraged, 
if investors and their fi nancial advisers are to help create solutions to our common 
problems, rather than additional obstacles to their solution. 

 At the beginning of this chapter, we provided a motto intended to establish the 
basic message of what would follow. Stephan Rothlin had formulated a rule that we 
meant to honor here: “Respecting your colleagues is the smartest investment you 
can make.” In light of what has actually been presented in this chapter, this rule may 
seem somewhat oblique. At fi rst glance, it only emphasizes the need for a healthy 
respect for Human Resources at all levels of business development, in all kinds of 
businesses. But is it relevant in a chapter devoted to ethics in the fi nancial services 
industry? It all depends, of course, on whom we regard as colleagues. Establishing 
an IBOR demonstrates the need for a basic level of mutual respect between fi nancial 
advisers and their clients: neither can succeed without respecting the other as col-
leagues. But as we moved beyond their interactions to a consideration of the role of 
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investment in pursuing the common good, we became aware of the need to form 
collegial relationships with all our stakeholders. Investment decisions will not 
 succeed in achieving everyone’s legitimate interests until we learn to respect all 
stakeholders as colleagues in a common enterprise. This, it turns out, is no less true 
of investment banking and the fi nancial services industry than it is of all other 
 businesses. Therefore, it seems only logical to insist on the value of respect when 
we analyze innovative new ways to structure fi nance which will be benefi cial to 
the larger society as it clearly indicates the priority of “human capital” 11  over 
fi nancial capital.     
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    Chapter 12   
 Investors: Investment, Ethics, and Corporate 
Responsibility       

12.1                 Prelude 

 This chapter begins with a case study on an Indian fi rm that has become a major 
player in the information technology sector, Infosys. This fi rm is important because 
its history allows us to expand the notion of investment beyond securing capital for 
business expansion to creating social capital by investing in corporate social respon-
sibility (CSR). How CSR fi ts into Infosys’s overall business development strategy, 
and with what success, will enable us to discuss CSR as an investment in a fi rm’s 
sustainability and not simply as a charitable donation to be recognized as a business 
expense. Revisiting the meaning of CSR in Asian contexts, with an emphasis on the 
ways in which fi rms like Infosys are innovating in this area, will enrich the discus-
sion of CSR for businesses worldwide. This chapter will make explicit the ethics of 
CSR, showing how it fl ows from a proper understanding of international business 
ethics generally, as well as examining some of the challenges of responding to the 
community’s heightened ethical expectations, once a fi rm earns a reputation for 
CSR leadership.  

12.2     Case Study: Infosys’ Investment in Corporate Social 
Responsibility 

12.2.1     Abstract 

 Because the concept of corporate social responsibility (CSR) began in countries like 
the USA and Great Britain, its detractors have criticized it for being culturally and 
economically insensitive to conditions in developing countries. In such venues, 
wealth creation, some contend, must precede the adoption of corporate practices 
that might reduce profi ts. Nevertheless, companies across the developing world are 

 “Care for your Business by Caring for Society.” 
(Stephan Rothlin,  Eighteen Rules for Becoming a Top Notch 
Player , 2004) 
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creating their own styles of CSR which are not only in accordance with best global 
practices but suited to the particular needs of their own cultures and societies. India’s 
Infosys Technologies is a good example. Infosys’ history cannot be detached from 
that of its founders, fi rst and foremost Narayana Murthy and his wife Sudha. While 
this case study analyzes the role of Infosys in promoting community development 
and seeks to recognize an Indian understanding of CSR, it also provides an oppor-
tunity to discuss what happens when management makes mistakes that others judge 
as lapses in business ethics. Companies with sterling reputations for their CSR 
efforts are likely to be subject to close scrutiny by the news media. If mistakes occur 
and scandals surface, how should these be dealt with, so that the good being done 
by the fi rm’s CSR efforts will not be undermined?  

12.2.2     Keywords 

 Infosys, N. Murthy, CSR in India, Philanthropy, Sustainability, Transparency, 
Trusteeship, India’s Companies Act of 2013, the Pyramid of CSR  

12.2.3     The Beginning of the Infosys Saga 

 As in the best of fairy tales, few people would ever have expected the young 
Narayana Murthy to achieve his dream. Sudha, a brilliant engineer and Murthy’s 
future wife, recalls: “Murthy was always broke. He always owed me money. We 
used to go for dinner and he would say, ‘I don’t have money with me, you pay my 
share and I will return it to you later.’ For 3 years, I maintained a book of Murthy’s 
debts to me. No, he never returned the money and I fi nally tore it up after our 
 wedding” ( Rediff   2006 ). Despite Narayana’s straightened circumstances, Sudha 
saw in her husband something unique. She saw the face of India’s software revolu-
tion (Thoppil  2012 ), from which Infosys would become a globally competitive 
enterprise. 

 Although there would be no Infosys without Narayana Murthy, the Infosys saga 
starts with seven founders. In his memories, the founding takes on a mystic aura, “It 
was a wintry morning in January 1981, when seven of us sat in my apartment, and 
created Infosys” (    Rediff   2005 ). He is referring to his colleagues at Patni Computer 
Group: N. Nilekani, the friend of a lifetime; S. Gopalakrishnan, the global thought 
leader ( Forbes   2011 ); S. D. Shibulal, the former Infosys CEO; K. Dinesh, the trusted 
problem solver ( Business Standard   2012 ); N. S. Raghavan, today a thriving venture 
capitalist (Mishra  2009 ); and A. Arora, the highly regarded programmer who left the 
company in 1989 ( Teck.in   2006 ). Murthy borrowed start-up capital of about US$ 
250 dollars from his wife and registered the company in Mumbai on July 2, 1981. 
The Pune house on loan from the Murthys became Infosys’ fi rst offi ce. Two years 
later, in 1983, the group moved to Bangalore ( Rediff   2006 ). Murthy remembers the 
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hardships of those fi rst years. He describes the sacrifi ces made by his team as 
“unparalleled” (Mishra and Chandran  2011 ). When asked about the key to their suc-
cess, he provides a simple answer: “We stuck with it, and God has been kind to us.” 
That makes for a great story, but Murthy—like Charles Dickens’ Mr. Micawber—
already knew that a business can only grow if it remains profi table, which means 
that everyday “you spent less than what you earned, that’s all” (BBC  2011 ). 

 The idea of setting up a software development business was clearly an ambitious 
one as “computers were not easily available in the market. It used to take at least 
3 years to import a computer to India,” says Murthy. At that time, entrepreneurship 
in India labored under signifi cant constraints. While India’s fi rst Prime Minister 
Jawaharlal Nehru acknowledged the need for a strong private sector to complement 
the action of the state, as time went on the regulations imposed by India’s govern-
ment failed to address the needs of its most innovative sectors, such as software, 
media, or biotechnology (Khanna  2008 ). With the establishment of a populist 
regime under Indira Gandhi in 1967, the situation faced by entrepreneurs like 
Murthy actually worsened. Starting from the Monopolies and Restrictive Trade 
Practices Act of 1969, the State placed both conglomerates and small businesses 
under rigorous scrutiny. The “License Raj,” however, did not stop Infosys’ develop-
ment (Khanna  2008 ), since the company’s founders were determined to play by the 
rules, no matter what (Mishra and Chandran  2011 ). 

 The American Data Basics Corporation was the fi rst client of the newborn enter-
prise ( Rediff   2006 ). As Murthy recalls, “The fi rst customer is the most important. 
They can make or break a start up” (BBC  2011 ). In Infosys’ case, thanks to some 
unconventional support and a lot of trust from American Data Basics, they made it. 
Today Infosys Technologies Ltd. provides consulting and IT services to clients in 
more than 150 countries. It has offi ces in over 30 countries and employs over 
160,000 people worldwide. With annual revenues of over USD$8 billion and a net 
profi t of USD$1.75 billion for the fi scal year ending in 2014 (SEC  2014 ), Infosys 
has emerged as the fi fth largest of India’s publicly traded fi rms and has won recogni-
tion as one of the most innovative global companies. In the Forbes Innovation 
 rankings for 2011, the company placed 15th worldwide, which was the highest 
ranking for both an Indian company and any fi rm in the IT sector ( Forbes   2011 ).  

12.2.4     An Indian Perspective on CSR 

 Yet over and above his entrepreneurial skills, Murthy’s commitment to CSR is 
equally impressive. In an interview with BBC, he explained its origins in his per-
sonal conversion from “a confused leftist to a determined compassionate capitalist” 
( BBC   2011 ). Indeed, Murthy’s sense of mission was evident when, after 3 years 
working in France, he became determined to bring back to India some good ideas 
on how to raise it from poverty. He therefore donated his assets to charity and started 
a journey across Europe in search of enlightenment (Khanna  2008 ). A “seminal 
experience” in a Bulgarian prison ( BBC   2011 ) changed his mind-set, however, 
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 concerning pure socialism as the answer to mankind’s problems (Khanna  2008 ). He 
awoke to the idea that wealth could not be redistributed without fi rst creating it. 
“That’s when I realized that the only way countries, like India, can solve the prob-
lem of poverty is by entrepreneurship” ( BBC   2011 ). 

 The combination of a commitment to strong social values as well as entrepre-
neurship as a way out of poverty is typical of CSR thinking in India. Many other 
“enlightened” entrepreneurs, determined to contribute to more than merely the eco-
nomic development of India, share this vision. Among these, the Tata family is 
certainly a champion and according to Sudha Murthy an inspiration for the sense of 
social responsibility animating Infosys. A former employee at Tata Motors Limited 
(TELCO), she recalls J. R. D. Tata’s words to her as she announced her intention of 
leaving the fi rm to join her husband’s new venture: “Gently, he said, ‘So what are 
you doing, Mrs Kulkarni?’ (That was the way he always addressed me.) ‘Sir, I am 
leaving Telco.’ ‘Where are you going?’ he asked. ‘Pune, sir. My husband is starting 
a company called Infosys and I’m shifting to Pune.’ ‘Oh! And what will you do 
when you are successful?’ ‘Sir, I don’t know whether we will be successful.’ ‘Never 
start with diffi dence,’ he advised me. ‘Always start with confi dence. When you are 
successful you must give back to society. Society gives us so much; we must recip-
rocate. I wish you all the best” (Murthy  2004 ).  

12.2.5     Values at Infosys 

 What, then, did the Infosys founders intend to give back to society, and how would 
they translate the ideal of reciprocity into a corporate culture that would ensure both 
business success and social responsibility? The founders emphasize certain values, 
each usually expressed in a single word meant to guide the formation of Infosys 
policies and practices. Among these are “sustainability,” “transparency,” and 
“integrity.” Here is what they have said:

  Sustainability is not a reaction to our risks. It is our core value. – S.D. Shibulal, Chief 
Operating Offi cer and Director (   Infosys  2010 ) 

   Our value system at Infosys can be captured in one sentence: ‘The softest pillow is a clear 
conscience. – N. Murthy, Chairman Emeritus (Knowledge@Wharton  2001 ) 

   Our values are to have a very high integrity and high transparency. We’d rather lose business 
and have a good night’s sleep .  – K. Dinesh (Khanna  2008 ) 

   Interpreting these and translating them into benchmarks for assessing corporate 
 performance is no easy matter. A good night’s sleep may be virtue’s own reward, an 
indication of a conscience at peace with itself and the world. But how can getting a 
good night’s sleep—a goal that every person inevitably must share—inform the 
expectations of a giant corporation that must manage the activities of tens of thou-
sands of employees, the majority of whom are skilled professionals, operating in so 
many different venues across the globe? The founders’ desire for “a good night’s 
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sleep,” clearly, was meant to be symbolic, the natural reward for acting with “high 
integrity and high transparency.” But there’s more. Infosys’ emblematic slogan 
“Powered by Intellect and Driven by Values” indicates a commitment to be the best 
both commercially and ethically (Fernando  2012 ). In order to make good on this 
commitment, Infosys developed the C-LIFE principle featuring the core values that 
it means to honor in all aspects of its corporate conduct. C-LIFE is an acronym for 
“Customer Delight,” 1  “Lead by Example,” “Integrity and Transparency,” “Fairness,” 
and “Excellence,” aspirations that extend the C-LIFE principle into every aspect of 
the company’s engagement with its stakeholders.  

12.2.6     Implementing C-LIFE Principles: Infosys’ Social 
Contract 

 The C-LIFE principles, as well as the company’s commitment to managerial 
accountability, need to be explored further to determine how precisely they shape 
Infosys’s corporate culture and its commitments to CSR. Clearly, a “Social Contract” 
stands at the heart of implementing the C-LIFE  principle. Corporate governance, 
according to Infosys, is attuned to a vision of the role of business in society expressed 
in terms of a social contract. The business cannot exist without the consent of the 
societies in which it operates, constituted by the various groups of stakeholders with 
whom management must interact. A willingness to reciprocate, that is, to uphold the 
implied terms of the social contract  presupposes an understanding that whatever 
success a fi rm may have is a direct result of the quality of its interactions with all its 
stakeholders. 

 Thus the C-LIFE core values constitute the “framework of corporate gover-
nance” at Infosys whose “dimensions” include (1) “transparency, fairness and 
accountability,” which translates into policies requiring “the highest levels of dis-
closure with all our stakeholders,” achieved through compliance with government- 
mandated forms of auditing and fi nancial reporting; (2) strong “board governance,” 
the majority of whose members are “independent,” that is, not Infosys employees, 
in order to represent the interests of all the fi rm’s stakeholders; (3) “enterprise risk 
management” procedures designed to protect the fi rm’s sustainability; (4)  “corporate 

1   The Indian blogger, Rahul Bemba, has noted that in its most recent reports Infosys has quietly 
changed the “C” in the “C-LIFE” acronym. No longer does it represent “Customer Delight,” but 
now it is “Client Value” (KrRahul  2011 ). Rahul explains that the change actually indicates a deep-
ening awareness of the signifi cance of building business relationships, since “clients” normally 
have “long-term association with us,” who are, “in some way or the other, under protection from 
you for some work or service.” “Value” in contrast with “Delight” shifts expectations from subjec-
tive satisfaction to the quality of what is actually delivered as goods and services. In Rahul Bemba’s 
view while the two terms are simply different sides of the same coin, the focus should be on “client 
value,” which if it is achieved will also “automatically” bring delight to one’s customers. Bemba’s 
refl ections suggest that Infosys’ employees, indeed, take the C-LIFE principle seriously and fi nd it 
worth discussing in the social media. 

12.2 Case Study: Infosys’ Investment in Corporate Social Responsibility



254

policies” reinforcing a commitment to following “all applicable laws and 
 regulations,” through routine “training and awareness programs” designed to 
achieve compliance with the corporate “Code of Conduct and Ethics” which, among 
other things, covers “anti-bribery” and “ethical handling of confl icts of interest” and 
a “Whistleblower Policy” for encouraging the identifi cation of problems and fi nd-
ing constructive solutions to them, all of which are meant to “enable a culture of 
disclosure”; and (5) a “sustainability focus” intending to “achieve a fi ne balance of 
economic, environmental and social imperatives” in order to address “the needs and 
expectations of our internal as well as external stakeholders.” The corporate gover-
nance framework now also includes an active “Corporate Social Responsibility 
Committee” in order to comply with the recent changes in India’s Companies Act of 
2013 (   Infosys  2014a : 108). 

 As described in its Business Responsibility Report, this framework demonstrates 
that CSR is an expression of the social contract that Infosys believes will ensure the 
fi rm’s sustainability. Given its crucial importance, CSR not surprisingly is compre-
hensive, involving initiatives that “strive for economic development that positively 
impacts the society at large with a minimal resource footprint” while focusing those 
impacts “through its activities on the environment, communities and stakeholders” 
(Infosys  2014a ,  b : 95):

  Over the years, we have been striving to achieve a fi ne balance of economic, environmental 
and social imperatives, while also paying attention to the needs and expectations of our 
internal as well as external stakeholders. Our corporate social responsibility is not limited 
to philanthropy, but encompasses holistic community development, institution building and 
sustainability-related initiatives. (Infosys  2014a : 13) 

 All the CSR activities at Infosys aim at enabling Indian people to prosper. Instead 
of onetime transfers, they focus on developing skills and resources. This approach 
to community development responds to the founders’ beliefs about the “power of 
entrepreneurship” to make a difference. 

 An important question, of course, is whether such CSR activities, for all the good 
intentions inspiring them, actually meet the standards that Infosys has attempted to 
institutionalize throughout the fi rm. Pratap Bhanu Mehta, president of the Centre 
for Policy Research, waves a cautionary fl ag: “There is a real risk in India that CSR 
just creates a new kind of patronage network, where one politician runs an educa-
tional trust, or another politician wants something done in their constituency” 
(Crabtree  2012 ). The reforms mandated in the Companies Act of 2013 were meant 
not only to generate more funding for CSR activities; they were also intended to 
address an apparent lack of “transparency, fairness and accountability” in the way 
CSR programs have often been managed. Promulgated after much delay, the 
Companies Act of 2013, Section 135, mandates a CSR policy for “every company 
having a net worth of rupees fi ve hundred crore or more, or turnover of rupees one 
thousand crore or more or a net profi t of rupees fi ve crore or more during any fi nan-
cial year.” A crore, of course, is the equivalent of ten million rupees. The qualifying 
fi rms “shall constitute a Corporate Social Responsibility Committee of the Board 
consisting of three or more directors, out of which at least one director shall be an 
independent director.” 
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 Besides mandating a new structure of accountability, the Companies Act of 
2013 requires the CSR Committee to “ensure that the company spends, in every 
fi nancial year, at least two per cent of the average net profi ts 2  of the company made 
during the three immediately preceding fi nancial years, in pursuance of its Corporate 
Social Responsibility Policy.” The Companies Act of 2013 further stipulates “that 
the company shall give preference to the local area and areas around it where it 
operates, spending the amount earmarked for Corporate Social Responsibility 
 activities.” Failure to spend that amount will result in the board being required to fi le 
a report detailing the company’s reason for not doing so. Further on, Schedule VII 
of the Companies Act lists the kinds of activities that qualify for CSR funding:

  Activities relating to: 
 ( i ) eradicating extreme hunger and poverty; 
 ( ii ) promotion of education; 
 ( iii ) promoting gender equality and empowering women; 
 ( iv ) reducing child mortality and improving maternal health; 
 ( v ) combating human immunodefi ciency virus, acquired immune defi ciency syndrome, 
malaria and other diseases; 
 ( vi ) ensuring environmental sustainability; 
 ( vii ) employment enhancing vocational skills; 
 ( viii ) social business projects; 
 ( ix ) contribution to the Prime Minister’s National Relief Fund or any other fund set up by 
the Central Government or the State Governments for socio-economic development and 
relief and funds for the welfare of the Scheduled Castes, the Scheduled Tribes, other back-
ward classes, minorities and women; and 
 ( x ) such other matters as may be prescribed (Ministry of Law and Justice  2013 ) 

 Since India is the fi rst country to advance such a proposal ( Dezan Shira & Associates  
 2012 ), its success in getting major businesses to comply with this law will be closely 
monitored by other countries seeking to promote proactive CSR policies. Not sur-
prisingly, the list of activities approved in the Companies Act closely mirrors the 
projects already at one time or another undertaken by the Infosys    Foundation.  

2   Apparently, there is a lack of transparency in determining whether Infosys itself is currently in 
compliance with the new law. While Infosys “profi t” after “tax expenses” have been deducted, as 
reported in its March 2014 Directors Report 10,194 crore its reported contribution to the Infosys 
Foundation was 9 crore, as indicated in the same report (Infosys  2014a ). If 2 % of Infosys’ after tax 
profi t were allocated for CSR activities, with a signifi cant portion going to the Infosys Foundation, 
one might expect a much higher fi gure than 9 crore. Investors seeking more information on the 
Infosys Foundation are directed to the Infosys Sustainability Report (Infosys  2014b ), which is very 
impressive for its descriptions of the fi rm’s CSR activities and the Foundation’s programs, but 
beyond confi rming the 9 crore fi gure, remains rather opaque in fi nancial details that would confi rm 
Infosys’ compliance with the CSR provisions of the Companies Act. Presumably, in years to come, 
Infosys will provide more transparent and more readily accessible reports on its total expenditures 
for CSR activities, including donations to the Infosys Foundation, and how these comply with the 
mandated 2 % contribution. 
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12.2.7     A Family Business Empowering India 

 Once Infosys began operating on a sustainable basis, the seven founders made a 
decision. Their wives would not be involved in running the company ( Rediff   2006 ). 
Sudha Murthy especially found the decision hard to accept. She is a talented engi-
neer, a charismatic woman, and the one who had fi nanced her husband’s dream of 
founding Infosys. Besides, given her role in helping to write the fi rst software 
 produced by the company, she had all the credentials needed to be chairman herself 
(Regatao  2000 ). Nevertheless, Sudha understood the founders’ rationale and 
accepted her role as a devoted housewife and mother. Later when her children had 
grown up, Sudha and the “Infosys wives’ team” turned to social concerns. While 
some of them chose to set up independent charities, Sudha Murthy and Sudha 
Gopalakrishnan linked their activity to Infosys, thus creating the Infosys Foundation. 

 Since its establishment in 1996, the Infosys Foundation has implemented numer-
ous projects aimed at supporting the underprivileged in Indian society. Its activities 
began in Karnataka and have since expanded to Tamil Nadu, Andhra Pradesh, 
Maharashtra, Orissa, and Punjab. Infosys’ annual contribution to the Foundation 
supports its initiatives in healthcare, education, culture, rural development, and aid 
to the elderly and destitute (Infosys Foundation  2012a ). Such initiatives have taken 
the form of projects, direct aid grants to other grassroots organizations, and employ-
ment readiness programs. “Community Services” is the pillar of the Foundation’s 
role in Infosys’ CSR efforts, since it relates specifi cally to IT education for children 
and teachers in rural India. In a cooperative project with Microsoft called 
“Computers@Classrooms,” for example, in the year 1998 alone, Infosys donated 
744 computers to 272 institutions across the country (Infosys  1999 ). Consistent 
with its C-LIFE principle, Infosys actively encourages its employees to participate 
in community development activities as well. Engineers and IT experts work with 
local governments and schools in ways that promote the development of informa-
tion technology education in underprivileged areas. Moreover, senior-level manag-
ers have been instrumental in infl uencing the government at both the national and 
state levels to allocate higher budgetary grants for primary education and the con-
struction of broadband Internet in rural areas. 

 In 2009, Infosys established a second nonprofi t trust, the Infosys Science 
Foundation. Since its inception, the Infosys Science Foundation has awarded an 
annual Infosys Prize to honor outstanding achievements in the fi elds of the social 
sciences, physical sciences, engineering and computer sciences, mathematical sci-
ences, and life sciences. A jury, “comprising eminent leaders in each of these fi elds, 
evaluates the achievements of the nominees against the standards of international 
research” and rewards the fi nest Indian researcher in each fi eld with a prize amount-
ing to US$150,000 (PTI  2003 ). Domestically, the Infosys Prize is second only to the 
Nobel Prize in its level of prestige and makes instant celebrities out of its annual 
laureates. Since the Infosys Prize is meant to stimulate interest in research areas 
that are closest to the fi rm’s core competencies, it is a telling example of how the 
Foundation addresses CSR concerns that are crucial to the fi rm’s sustainability. 
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 Alongside sponsoring CSR initiatives that will promote the fi rm’s long-term 
development, Infosys also remains committed to pure philanthropy, that is, to fund-
ing activities beyond the scope of its CSR, considered as a business-related activity. 
The Infosys Foundation has contributed substantially to orphanages, hospices, and 
shelters for the destitute. Orphanages have been constructed across rural India by 
the Foundation, which has also worked to rehabilitate the most vulnerable members 
of Indian society, such as the blind and pariah peoples. In 2005, for example, the 
Foundation established the Bangalore Hospice Trust, which works to ease the suf-
fering of terminally ill cancer patients. In another project, the Foundation donated 
about 340 sewing machines to destitute women in Karnataka and Tamil Nadu to 
help them secure a means of livelihood. The Foundation is also conducting social 
awareness and literacy campaigns in rural areas, thanks to Narayana Murthy’s 
 personal interest, provoked when he visited relatives in the countryside and was 
overwhelmed by the illiteracy of his cousins and nieces ( The Times of India   2011 ). 
Aside from its ongoing program operations, the Infosys Foundation provides fi nan-
cial support and volunteers in response to human crises and natural disasters. 
Following the disastrous 2009 fl oods in Karnataka, for instance, the Foundation 
“contributed US$6.8 million towards relief, rehabilitation and reconstruction. Under 
the auspices of the state government’s ‘Aasare’ scheme, Infosys partnered with local 
NGOs to construct homes across 18 villages in fi ve districts” (Infosys Foundation 
 2012b ). The director of the Indian Red Cross praised Infosys’ participation in the 
Aasare scheme as a model for sustainable development.  

12.2.8     An Uncertain Future 

 When S. D. Shibulal became Infosys’ CEO in August 2011, he was “a man in a 
hurry with a plan” (Bernstein  2011 ), since he knew that retirement awaited him in 
2015. He called his plan “Infosys 3.0 – Building Tomorrow’s Enterprise,” which 
was supposed to extend the founders’ legacy to the next generation. Despite his high 
hopes, in the short term, Infosys’ fi nancial performance was disappointing. 
Compared to the performance of its greater rival—Tata Consultancy Services, 
whose shares increased in value by +5.6 % during the fi rst half of 2012—Infosys’ 
share price over the same period dropped a worrisome 18 % (Glekin  2012 ). The 
disappointment prompted Narayana Murthy to come out of retirement in June 
2013 in order to take the helm once more (Einhorn  2013 ). Since that time, Infosys 
has recovered some of the lost ground, though the recovery has been less than spec-
tacular (PHYS ORG  2014 ). It is useful to note, however, that none of Infosys’ critics 
blame its lackluster performance on its CSR expenditures. Even if India’s Companies 
Act were to allow it, cutting back on these is likely to shake investor confi dence 
even more than a few quarters’ disappointing returns (Lys et al.  2013 ). 

 However impressive Infosys’ effort to earn a reputation as a global leader in CSR 
is, no system is ever foolproof. A fi rm that claims moral leadership, not only in CSR 
programming but also in its ethical Code of Conduct, will inevitably attract greater 
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scrutiny, by admirers and adversaries alike. For instance, in 2003, Infosys had to 
settle a sexual harassment case out of court for US$3 million, involving one of its 
directors, a rising IT superstar, Phaneesh Murthy—no relation to Narayana 
Murthy—and his executive secretary. In 2002 Phaneesh’s resignation was demanded 
when the company learned of his failure to disclose the relationship as well as the 
restraining order his executive secretary had fi led against him. Though Infosys 
eventually severed its ties with Phaneesh, it could hardly avoid negative publicity. 
According to  The Hindu , sexual harassment in India is generally discussed behind 
closed doors (Bhagat  2002 ), but Infosys’ troubles were blown up by the Indian news 
media into the biggest scandal ever. In order to restore the fi rm’s credibility, 
Narayana Murthy announced his determination to follow up on the matter: “The liti-
gation is behind us. We have taken further steps to strengthen our internal processes 
and improve the checks and balances to handle similar situations” (IBS  2002 ). 
According to Mohandas Pai, former HR director at Infosys, the fi rm’s failure to 
respond promptly and decisively arose from a communications gap between regular 
employees and heads of departments, rather than from the company’s insensitivity 
toward abusive behavior ( CNBC-TV 18   2011 ). 

 The Infosys Annual Report for 2001–2002 had already disclosed the formulation 
of a sexual harassment policy (Bhagat  2002 ). But in the wake of the Phaneesh 
Murthy scandal, Infosys announced new measures designed to demonstrate “zero 
tolerance” toward abusive behavior at the workplace. The incidents sparked a reap-
praisal of organizational practices and, among other things, led to the creation of a 
rigorous sexual harassment training program that has become mandatory for 
employees at every level of the organization. The Infosys HR department has also 
implemented a four-tier system of sanctions, in which the punishment of improper 
conduct varies not only by the degree of seriousness but also in relation to one’s 
position at the company. Observed Mohandas Pai, “At the senior level, you have to 
have a tougher standard than at other levels because it is a question of leadership. In 
all such cases people in power have to have a higher degree of compliance” 
( CNBC-TV 18   2011 ). Most recently, Infosys’ Business Responsibility Report for 
2012–2013, “Relevance through Innovation,” shows that the fi rm’s commitment to 
the C-LIFE principle has resulted in a comprehensive approach to sexual harass-
ment and other abuses, based on respect for human rights and reinforced by the 
fi rm’s stated commitments in its Code of Conduct (Infosys  2013a ,  b ). 

 Be that as it may, critics are growing more strident against Infosys’ current man-
agement and its capacity to respond to a rapidly changing IT market (Lison  2012a ). 
When Narayana Murthy came out of retirement in 2013, he met with skepticism: 
“Keeping margins fat is especially diffi cult now since the IT outsourcing business 
has become so commoditized…. The multinationals that outsource so much of their 
work to India know that, too, and are more price-sensitive than they were back 
 during Murthy’s tenure as Infosys boss. ‘The buyers are a lot smarter now,’” says 
Bloomberg Industries analyst, Anurag Rana (Einhorn  2013 ). Even before Murthy’s 
return, Peter Schumacher observed that “the CEO rotation strategy at Infosys has 
diluted the power of the offi ce of the CEO and hurt performance.” He explained: 
“When the CEO changes every few years critical issues don’t get addressed […] 
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Eventually the organizational dynamics can get very messy and diffi cult to control” 
(Thoppil  2012 ). Murthy himself, however, appears confi dent that staying the course 
may be the best way to turn the company around: “Speaking on an analyst call, 
Murthy said that there was nothing wrong with their Infosys 3.0 strategy. ‘We could 
have done better in executing the strategy,’ he said” (ENS Economic Bureau  2014 ). 

 Investors’ expectations were not the only problem that Murthy had to confront 
upon his return. Potentially far more damaging than the company’s embarrassment 
over sexual harassment policy and its implementation are recent allegations that 
Infosys fraudulently used short-term visas to send Indian personnel to work in its 
operations in the USA (Tennant  2011 ). It’s easier to obtain short-term visas (B-1) 
for specifi c projects, and the costs of procuring them are dramatically lower than the 
fees charged for long-term (H-1B) visas (Preston  2012 ). But in Alabama, USA, 
Jason Palmer fi led a lawsuit against Infosys accusing his superiors of harassment 
after he had used the fi rm’s internal whistle-blowing procedures to denounce the 
illegal visa practices. While the Alabama court dismissed Palmer’s suit declaring 
there were no legitimate grounds for it in state law, eventually Infosys had to agree 
to pay US$34 million in fi nes to various US regulatory agencies, to settle all claims 
against its alleged abuse of the B-1 business visitor visa program (Preston  2013 ). 
Infosys’ violations of US immigration laws could jeopardize the company’s strate-
gic plan going forward, since it faces increasing pressure to comply strictly with 
visa requirements that are being tightened in various countries where it operates. As 
a result, the fi rm is likely to employ more locals abroad—in this case, perhaps as 
many as 50 %—and will have to make adjustments in the pay scale of those Indians 
sent to the USA using the proper H-1B visa (Nambiar  2011 ). Lingering controversy 
arguably creates yet another problem for Infosys’ public relations, since the com-
pany, as we have seen, has built its reputation on “transparency,” “values,” and 
“strict compliance with the law.”  

12.2.9     Conclusion 

 Since its establishment in 1981, Infosys Technologies has climbed the ladder of 
 success. Thanks to the relentless efforts of its founders, it has presented to the world 
a fresh face for India. In accordance with Narayana Murthy’s strong personal val-
ues, as we have seen, Infosys Technologies advocates and participates in a wide 
array of initiatives aimed at enhancing business-community relations. By creating 
the Infosys Foundation in 1996, Murthy’s wife Sudha assumed a leadership role in 
much of this work, while the company itself has contributed more than just fi nancial 
support. Employment policies, environmental concerns, and research partnerships 
serve to illustrate that the company’s C-LIFE principle extends to every facet of the 
company’s practices. However, critics of the “Indian CSR way” have questioned the 
transparency and accountability of Infosys’ charitable activities and its trusts. How 
seriously should we take the warning signals regarding possible confl icts of interest 
arising from a strategic use of CSR, not only by Indian companies but also by com-
panies elsewhere that may be involved in similar activities?   
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12.3     Case Study Discussion 

 These are challenging times for Infosys and other companies trying to compete in 
the rapidly changing IT industry. As the recent reassessments provoked by allega-
tions of fraud involving visas for its Indian employees working in the USA have 
shown, Infosys’ existing business model—dependent upon foreign fi rms’ outsourc-
ing of various IT services—may soon be obsolete, as the Internet and cloud comput-
ing converge toward the next big thing. Companies like Infosys must achieve a 
degree of fl exibility in responding to the new challenges, one that will test whether 
it can remain faithful to its founders’ vision and whether it can deliver consistently 
on its promise of being “powered by intellect, driven by values.” Since Infosys is 
 recognized globally as a leader in both IT innovation and CSR, the challenge is 
whether progress in either of these areas can be achieved without getting caught in 
a trade- off between the one and the other. Can Infosys continue to demonstrate that 
leadership in CSR needn’t come at the expense of fi nancial performance? 

 With the appointment of the new CEO, Vishal Sikka, Infosys is clearly making 
improved fi nancial performance its fi rst priority (Sheshadri and Toness  2014 ). As 
the fi rst CEO not selected from Infosys’ original group of seven founders, the ques-
tion for Sikka is whether he will maintain the fi rm’s tie to the Infosys Foundation or 
fi nd some other vehicle to fulfi ll the fi rm’s CSR commitments. The fact that the 
CSR requirements stipulated in India’s new Companies Act of 2013 clearly apply to 
Infosys makes it likely that Sikka will do nothing to destabilize the fi rm’s CSR pro-
grams. We should take a closer look at Infosys’ CSR strategy and its contribution to 
the fi rm’s overall sustainability. What is the payback that Infosys hopes to achieve 
from its CSR programs? 

 A recent Infosys “White Paper” on “Rethinking Corporate Social Responsibility 
(CSR) in Financial Services” (Infosys  2013c ) highlights “The Sustainability 
Imperative of CSR.” The paper explains that since “in today’s business environment 
CSR programs are fi nanced by shrinking budgets… CSR cannot be ad hoc and sub-
ject to tokenism…[but] must be as sustainable as its [the fi rm’s] business model.” In 
order to make CSR sustainable, fi nancial institutions (FIs), for example, must 
respond to nine challenges in today’s business environment. Among these are “the 
absence of a framework for benchmarking CSR” effectiveness, using the “right 
metrics,” and the diffi culties of attracting and incentivizing “employees who drive 
CSR programs.” As the White Paper notes, since “Wall Street does not embed CSR 
in the valuation of a company,” establishing a sustainable CSR program requires 
making a strong “business case” for it. The case that Infosys wants to make is, there-
fore, that CSR is “Good for Society, even Better for Business.” “Responsible com-
panies need to develop a framework that makes CSR sustainable seamlessly by 
leveraging capabilities and enhancing the competitive advantage of the company.” 

 Formulating the business case in the context of the fi nancial services industry—
or in any other industry, for that matter—means identifying the “paybacks” from 
sustainable CSR. There are four that Infosys recommends: CSR “(1) enhances 
brand equity, (2) builds trust and confi dence, (3) improves fi nancial performance, 
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and (4) increases business growth.” Brand equity is enhanced because “responsible 
companies face far lesser scrutiny from regulatory authorities.” Trust and confi -
dence lost because of the global fi nancial crisis can be rebuilt by cultivating “rela-
tionships with different stakeholders.” Improved fi nancial performance, according 
to a study commissioned by the Global Alliance for Banking on Values, can be 
measured “across fi nancial indices such as return on assets, growth in loans and 
deposits, and capital strength” (GABV  2013 ). Finally, the prospects of business 
growth “increase when CSR is aligned with business.” 

 How such alignment may be accomplished is outlined by Infosys in an analysis 
of “the DNA of sustainable CSR,” which identifi es the components of a “holistic 
CSR strategy,” starting with a “forensic audit” of the environmental and social 
impact of the fi rm’s current operations: adoption of a “3-P’s” approach to CSR pro-
gram development, with specifi c objectives involving “people, process, and prod-
ucts”; the institutionalization of a “CSR offi ce”—a team of executives backed by 
the fi rm’s top management—“to implement the CSR strategy and deliver results”; 
and fi nally making a routine of “sustainability reporting” through which all the 
fi rm’s stakeholders are not only informed but also invited continually to “buy in” to 
its CSR programming. Given the remarkable convergence between what Infosys 
has learned in developing its own strategy for CSR and what it recommends to its 
clients, it is clear that Infosys hopes to attract new business from clients who will 
use its services to develop sustainable programs in CSR. 

 The evolution of CSR at Infosys may be understood as an innovative response to 
the general history of CSR in India. Tatjana Chahoud and her team at the German 
Development Institute in Bonn have provided a concise outline of that history, 
understanding it in terms of four phases. Here is her characterization of these:

  During the fi rst phase (1850–1914) CSR activities were mainly undertaken outside compa-
nies and included donations to temples and various social welfare causes. 

 The second phase (1914–1960) was largely infl uenced by Mahatma Ghandi’s theory of 
trusteeship, the aim of which was to consolidate and amplify social development. The 
reform programmes included activities geared particularly to abolishing untouchability, 
empowering women and developing rural areas. 

 The third phase (1960–1980) was dominated by the paradigm of the “mixed economy”. 
In this context, CSR largely took the form of the legal regulation of business activities and/
or the promotion of public-sector undertakings (PSUs). 

 The fourth phase (1980 until the present) is characterized partly by traditional philan-
thropic engagement and partly by steps taken to integrate CSR into a sustainable business 
strategy. (Chahoud et al.  2007 : 3–4) 

 Thus while the history of the Infosys Foundation clearly unfolds within the fourth 
phase, it may be understood as representing the legacy of the previous three, insofar 
as it refl ects the personal commitments of the company’s founders, who supported 
Gandhian efforts at community development, premised on making the “mixed econ-
omy” work for all people. 

 As Narayana Murthy’s tale of enlightenment suggests, there clearly is a link 
between his understanding of entrepreneurship in service to the community and 
Mahatma Gandhi’s notion of “trusteeship.” Both doubted that state socialism, such 
as India adopted after independence, could solve the problem of poverty and 
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inequality. India’s “License Raj,” as bitter experience proved, not only could not 
prevent the very rich and powerful from taking the lion’s share of the nation’s wealth 
but, by restricting all forms of entrepreneurship, also retarded the development of 
those actually trying to improve the lives of the poor and destitute. Given Sudha 
Murthy’s connection with J. R. D. Tata, who pioneered the practice of Gandhian 
trusteeship in his own business, it is not surprising that the Infosys Foundation 
would seek to follow this same vision. 

 Narayana Murthy’s distinctive contribution to Gandhian trusteeship is to create a 
model of entrepreneurship in which CSR plays an integral role in the development 
of a sustainable business strategy. As Infosys’ pamphlet on advancing CSR in the 
fi nancial services industry makes clear, such a model shifts the emphasis away from 
the traditional moral, religious, and cultural reasons supporting CSR activities and 
toward an understanding of their strategic importance in creating a sustainable 
 business. The business case, of course, goes well beyond the challenge of securing 
legitimacy for the business by creating “goodwill” among all the fi rm’s stakeholders 
by supporting good works—charitable activities like funding a homeless shelter or 
a soup kitchen, for example—within the community. The business case involves 
making a priority of CSR activities that will engage and enhance the fi rm’s core 
competencies—such as the cooperative project with Microsoft called “Computers@
Classrooms,” which in providing access to computers and enabling the development 
of computer skills is actually creating future customers, as well as prospective 
employees, for Infosys. In this way, the Infosys Foundation ensures that there will 
be signifi cant “paybacks” to Infosys for the resources invested in CSR activities. 

 The integration of CSR activities into a sustainable business strategy, however, 
may require the fi rm to become more rigorous in assuring the fi rm’s compliance 
with basic standards of business ethics. Ethical lapses can no longer be swept under 
the rug, by appealing to the fi rm’s good works in the community. If anything, the 
fact that the fi rm’s public relations strategy emphasizes its innovative leadership in 
CSR activities means that it will get more rigorous scrutiny whenever any ethical 
violations are alleged against it. Judging by the quality and comprehensiveness of 
its Code of Conduct and Ethics (Infosys  2013a )—which itself is intended to demon-
strate the fi rm’s compliance with regulatory requirements in the USA where a major 
portion of its business occurs—Infosys is acutely aware of this challenge. In this 
new phase of CSR development, in India as well as elsewhere, CSR activities will 
no longer earn a free pass exempting the fi rm from criticism. On the contrary, mak-
ing CSR an integral element of the fi rm’s sustainable business strategy will require 
that it adheres to the highest standards of business ethics in all its operations.  

12.4     Ethical Refl ection 

 Is there a right way for a business to exercise its corporate social responsibilities? 
What is the ethical basis for CSR? In order to address this question, it is important 
to distinguish CSR from charity and philanthropy. CSR activities should not be 
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confused with random acts of kindness. They are distinguished not only in terms of 
their motive, the manner of their disclosure, as well as the way they are managed 
and organized within the fi rm. The key term in CSR is “responsibility,” which 
inevitably signifi es a concern for justice and the common good. CSR is premised 
on the idea that successful businesses actually owe their success to their stakehold-
ers, especially their customers, as well as to the goodwill of the community, and 
therefore should reciprocate by participating in the advancement of the common 
good of society as a whole. If CSR is not to be confused with charity, neither 
should it be confused with simply complying with whatever the law requires. 
Paying fair and reasonable wages in a timely manner, showing concern for the 
health and safety of workers, cooperating with law enforcement and various regu-
latory agencies, and keeping one’s promises to one’s investors, customers, and sup-
pliers—each of these is signifi cant in fulfi lling moral obligations that are routinely 
incurred in the course of doing business, but none of them should be confused with 
exercising CSR. 

 Social responsibilities typically address issues that are external to the fi rm. Once 
again, Infosys’ “Computers@Classrooms” is a useful example. Infosys clearly did 
not create the problem of poverty in India or the woeful lack of access to quality 
education for so many of its citizens. By distributing computers to rural schools that 
lack them and providing training so that local teachers can learn to use them with 
their students, the fi rm in a small way is addressing a social problem by mobilizing 
its own resources—social networking and professional expertise, as well as a bud-
get to support the purchase of computers—to open access to an education that may 
prepare students for a very different future. It might be odd were a company not 
involved in IT to initiate a “Computers@Classrooms” program, since it would lack 
the core competencies needed to make it work. By the same token, once other IT 
companies become aware of Infosys’ initiative, they may become interested in rep-
licating a project that provides real help at least cost to themselves. 

 The “Computers@Classrooms” program, by the way, allows us to make another 
important point. Quite often, the strategic deployment of expertise and equipment 
will have greater positive impact than cash grants. Encouraging one’s own staff to 
provide training and supervision, as well as assistance in setting up the computers, 
is more likely to ensure success than simply providing the money for schools to try 
doing it themselves. The reciprocity that develops is a tangible benefi t not only for 
the schools that receive Infosys’ assistance but also for the fi rm’s own sustainable 
future, as well as staff morale. 

12.4.1     The Ethical Basis for CSR 

 The ethical basis for CSR, then, is analogous to what common sense requires of 
each of us as members of a human community. Recall from Chap.   2     the story told 
by Mengzi to show that all people “have a mind which cannot bear to see the suffer-
ings of others,” demonstrated by an example depicting what happens when “men 
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suddenly see a child about to fall into a well.” They “without exception experience 
a feeling of alarm and distress.” Without calculating any reward they might obtain 
for doing so, they rush to save the child (2A6). Mengzi uses this story to illustrate 
the “sprouts” from which the four basic virtues grow: humanity ( ren ), righteousness 
( yi ), ritual propriety ( li ), and wisdom ( zhi ). To assert that businesses are capable of 
exercising their CSRs is to understand that, since people establish businesses in 
order to achieve certain common human purposes, they must function analogously 
to the way people exercise their individual responsibilities. If people are held 
accountable for keeping the promises they make, then businesses can and ought to 
be held similarly accountable. The basic Confucian virtues—like the Golden Rule 
of reciprocity—are just as relevant for judging corporate behavior as they are for 
judging individual or personal behavior. 

 As Mengzi’s example of the child about to fall into a well suggests, people can 
and ought to come to the aid of others, when they can do so at little cost to them-
selves. Their action may be praised as heroic, if they do so when the costs are 
high—as when a soldier sacrifi ces his life to save his comrades in arms—but failure 
to act when they could do so at little cost to themselves is commonly regarded as 
shameful and immoral. The case for businesses exercising their CSRs is analogous: 
if businesses can provide assistance to the community at little cost to themselves, 
they ought to do so simply as a token of our common humanity. In that sense, the 
moral argument is that businesses exist on the basis of a social contract. Infosys is 
surely right to recognize a social contract at the center of its C-LIFE strategy for 
creating a sustainable business. But a social contract implies real moral obligations. 
If a business fails to address the needs of the community, especially when they could 
provide assistance at little cost to themselves, they are rightly vulnerable to condem-
nation for their shameful indifference to others. 

 The ethical expectation that businesses ought to provide assistance to the com-
munity is enshrined in India’s Companies Act of 2013. The stipulation that fi rms 
generating profi ts on a certain scale should reserve 2 % of those profi ts for funding 
CSR activities refl ects the idea that they must help when they can do so at little cost 
to themselves. The assumption is that contributing 2 % of a fi rm’s net profi t is a fair 
estimate of what successful businesses can readily afford to do. Neither the 
Companies Act of 2013 nor the general argument about CSR requires businesses to 
make heroic sacrifi ces: no one is demanding that businesses bankrupt themselves or 
bust their budgets trying to meet unrealistic CSR goals. If a business were to try 
demonstrating exemplary moral leadership, thus becoming, say, the institutional 
equivalent of a  jūnzǐ  ( ), it might consider contributing more than the 2 % 
 minimum required by law. It might—as we shall see in Chap.   17    —earmark a 
 substantial portion of its profi ts for philanthropic purposes, as the Tata Group does 
by allocating the bulk of its shares to the Tata Trusts. But even in such cases where 
the commitment is far beyond the 2 % mandated by the Companies Act, there is no 
obligation to fund CSR activities at levels that would actually jeopardize a business’ 
sustainability.  
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12.4.2     Milton Friedman’s Critique of CSR 

 As the protracted struggle over India’s Companies Act clearly indicated, even 
 modest proposals requiring fi rms to support CSR programs will meet with stiff 
resistance. Beyond controversies over how to pay for such programs, there is a 
philosophical objection frequently raised at this point. An American pundit identi-
fi ed with the Chicago school of economics, Milton Friedman (1912–2006), for 
example, rejected the very idea of CSR, arguing that “there 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, engages in open and free competition without deception or fraud” 
(Friedman  1970 ). As a zealous defender of individual freedom, Friedman did not 
reject the idea of charity or philanthropy, but in his view it was only legitimate as a 
personal choice of individuals. For a business or its executive leadership to allocate 
resources for CSR, in his view, is to impose a tax upon the owners or investors, 
depriving them of their fair share of its profi ts. For this reason, he described CSR as 
pursuing “collectivist ends… without collectivist means.” 

 Friedman’s point, however wrongheaded, illuminates the vulnerability of com-
panies like Infosys that are investor owned and publicly traded. In his view, a fi rm’s 
management must maximize profi ts for its investors; if they are so inclined, they can 
take their dividends and donate them to whatever charities they like. Friedman, no 
doubt, would join the chorus of those demanding that Infosys should increase its 
dividends to its shareholders. If defunding CSR activities and the Infosys Foundation 
will increase their dividends, then by all means they should do so. 3  The fl aw in 
Friedman’s argument, as we see it, is twofold. First, he equates CSR with philan-
thropy and then dismisses the idea that the resources invested in CSR are spent to 
achieve a business purpose. 

 Pure philanthropy, as the term implies, is related to a business purpose only indi-
rectly. If it is pure, it is gratuitous, in the sense that it is done out of compassion and 
not for any hidden business motive. Some of the activities of the Infosys Foundation 
clearly qualify as pure philanthropy, for example, its contribution in 2005 to the 
Bangalore Hospice Trust, which works to ease the suffering of terminally ill cancer 
patients, or its response to human crises and natural disasters, such as the disastrous 
2009 fl oods in Karnataka. Neither of these relates directly to a business purpose 
in the way that “Computers@Classrooms” does, both in intent and in effect. The 

3   Given the fact that Infosys’ reported contribution to the Infosys Foundation (Infosys  2014b ) was 
a surprisingly modest 9 crore (US$1.48 million), it would appear that investors would not enjoy a 
windfall, where the fi rm’s commitment to the Foundation is to be withdrawn. It is also unclear 
what Friedman’s response to India’s Companies Act of 2013 would be. He strongly recommends 
that businesses compete within “the rules of the game,” which would surely mean obeying what-
ever is required of them by law; nevertheless, he would also strongly criticize the law as another 
example of trying to achieve “collectivist ends [indeed with]… collectivist means.” If Indian busi-
nesses were to follow Friedman’s philosophy, they would do everything in their power to under-
mine, if not actually repeal, the Companies Act and the 2 % tax that it imposes under the guise of 
mandated CSR programming. 
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 statements made in the fi rm’s annual sustainability reports provide ample evidence 
that Infosys’ CSR activities were organized and managed in order to fulfi ll a busi-
ness purpose, one that directly represents the C-LIFE principle that defi nes Infosys 
operations as a whole. 

 Yet Friedman rules out the business case made by companies like Infosys, con-
tending that “in practice the doctrine of social responsibility is frequently a cloak for 
actions that are justifi ed on other grounds rather than a reason for those actions.” 
Hardheaded business executives, in his view, should resist the “strong temptation to 
rationalize these actions as an exercise of ‘social responsibility.’” While there may 
be short-term advantages to cloaking one’s strategic business decisions in the man-
tel of CSR, the price of such “hypocritical” posturing is to “strengthen the already 
too prevalent view that the pursuit of profi ts is wicked and immoral and must be 
curbed and controlled by external forces. Once this view is adopted, the external 
forces that curb the market will not be the social consciences, however highly 
 developed, of the pontifi cating executives; it will be the iron fi st of Government 
bureaucrats” (Friedman  1970 ). One can well imagine what Narayana Murthy and 
his colleagues might have to say in response to Friedman’s overheated rhetoric. 
While they might sympathize with his grievances against government bureaucrats, 
they would also insist that there’s nothing “hypocritical” about linking CSR to the 
overall sustainability of one’s business. If anything, Infosys not only succeeds in 
making CSR part of its strategic business plan but also has done innovative work in 
 documenting precisely how CSR performance can be measured in its contribution 
to the fi rm’s success. Friedman’s objections to CSR, therefore, should be regarded 
as obsolete.  

12.4.3     A CSR Pyramid 

 What then is CSR, considered systematically? In a seminal attempt to conceptualize 
CSR as a whole, Archie Carroll proposed that a genuine CSR agenda operates on 
four levels simultaneously, each of which can be understood as components in a 
“CSR pyramid” (Carroll  1991 ). At the base of the pyramid is the economic compo-
nent, based on a recognition that the underlying motive of business activity is to 
make a profi t. Carroll makes a moral distinction between the profi t motive and the 
goal of profi t maximization, since without making a profi t it is impossible to fulfi ll 
any of a business’ goals, while profi t maximization may wrongly sacrifi ce all other 
goals in order to enhance a business’ bottom line. Closely related to the economic 
component are a fi rm’s legal responsibilities, which form the second step in the 
pyramid. A legal “business is expected to comply with the laws and regulations 
promulgated by federal, state, and local governments as ground rules under which 
business must operate” (Carroll  1991 : 5). Carroll describes this expectation as a 
“social contract,” in which the law is regarded as a system of “codifi ed ethics” that 
are binding on all members of society. 
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 The component of “ethical responsibilities embrace those activities and practices 
that are expected or prohibited by societal members even though they are not codi-
fi ed into law.” This third step in the pyramid “precedes the establishment of law 
because they become the driving force behind the very creation of laws or regula-
tions” (Carroll  1991 : 6). As “expectations emanating from societal groups,” these 
require “levels of ethical performance…[based on] such principles as justice, rights, 
and utilitarianism.” In Carroll’s view, the discipline of business ethics “has fi rmly 
established an ethical responsibility as a legitimate CSR component.” Finally, at the 
pyramid’s vertex are a fi rm’s “philanthropic responsibilities” that address “society’s 
expectations that businesses be good corporate citizens.” The difference between 
philanthropy and the ethical responsibilities represented in the third step is that 
 philanthropy “is not expected in an ethical or moral sense”—meaning that it is not 
obligatory in the way that obeying the law and the basic ethical principles that 
undergird it is. “Therefore, philanthropy is more discretionary or voluntary on the 
part of businesses even through there is always the societal expectation that busi-
nesses provide it” (Carroll  1991 : 7). Philanthropy, as Carroll suggests, is “icing on 
the cake—or on the pyramid, using our metaphor.” 

 Viewed systematically, then, a fi rm that embraces a CSR agenda must “strive to 
make a profi t, obey the law, be ethical, and be a good corporate citizen.” All four of 
these are necessary, but no one of these is suffi cient, if a fi rm is to make a credible 
claim of exercising its CSRs. Carroll specifi cally contrasts his view of CSR with 
Friedman’s perspective:

  Economist Milton Friedman…has argued that social matters are not the concern of business 
people and that these problems should be resolved by the unfettered workings of the free 
market system. Friedman’s argument loses some of its punch, however, when you consider 
his assertion in its totality. Friedman posited that management is “to make as much money 
as possible while conforming to the basic rules of society, both those embodied in the law 
and those embodied in ethical custom” (Friedman  1970 ). Most people focus on the fi rst part 
of Friedman’s quote but not the second part. It seems clear from this statement that profi ts, 
conformity to the law, and ethical custom embrace three components of the CSR pyramid—
economic, legal, and ethical. That only leaves the philanthropic component for Friedman to 
reject. Although it may be appropriate for an economist to take this view, one would not 
encounter many business executives today who exclude philanthropic programs from their 
fi rms’ range of activities. It seems the role of corporate citizenship is one that business has 
no signifi cant problem embracing. Undoubtedly this perspective is rationalized under the 
rubric of enlightened self-interest. (Carroll  1991 : 8–9) 

   While Carroll’s perspective was “made in the USA” and intended simply as a refl ec-
tion on the development of CSR in that country and the managerial challenges 
involved in implementing it there, it should be clear that his CSR pyramid coheres 
rather well with the rationale for CSR developed within Infosys. What becomes 
clear both in India and elsewhere is that CSR is not an afterthought but an integral 
dimension of corporate governance, playing an indispensable role in any fi rm’s 
struggle toward sustainability. Visualizing Infosys’ commitments to CSR in terms of 
Carroll’s pyramid allows us to see that philanthropy is neither credible nor effective 
unless it rests on a base of a fi rm’s consistent performance of its economic, legal, 
and ethical responsibilities. No one component of CSR can be put in the foreground 
in order to cover up defi ciencies in the other components.   
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12.5     Conclusion 

 In this chapter we have examined the experience of one leading Asian business, 
Infosys, seeking to integrate its CSR commitments into a sustainable business 
model. The Infosys case is noteworthy because it demonstrates how CSR thinking 
has evolved in India, to the point where the Companies Act of 2013 now requires 
businesses over a certain size to organize a CSR committee and set aside 2 % of the 
fi rm’s net profi ts to fund CSR activities. Infosys’ early leadership in CSR has 
enabled it to market its skills and experience in developing such programs for its 
various clients. The intimate connection that can and should obtain between CSR 
and a fi rm’s core competencies is well illustrated by the role CSR plays in generat-
ing new business for Infosys. 

 The case also allowed us an opportunity to explore what happens when a fi rm 
showing leadership in CSR is accused of engaging in unethical business practices. 
It is clear that cultivating a reputation for moral leadership through CSR activities 
will inevitably attract attention focusing on the fi rm’s policies and business prac-
tices generally. This fact should not deter businesses from seeking to earn an out-
standing reputation for moral leadership in business, but it should make them aware 
that, if they seek to distinguish themselves on ethical grounds, their operations must 
be consistent with the fi rm’s stated ideals in all aspects of its business. 

 Stephan Rothlin gave us the slogan introducing this chapter in his previous work, 
    Becoming a Top Notch Player: Eighteen Rules of International Business Ethics  
(2004): “Care for your Business by Caring for Society.” His point would be well 
understood by Narayana Murthy and his colleagues who founded Infosys. If you 
build “caring for society” into your way of doing business, you are more likely to 
create a sustainable business. That being the case, whatever is allocated for CSR 
activities—whether in the form of an annual grant or in some other structure—
should not be regarded as another tax imposed from on high or some form of politi-
cal extortion nor simply as a cost that yields no benefi ts to the fi rm. Instead, CSR 
must truthfully be regarded as an investment: those businesses that invest in CSR 
activities will fi nd that society reciprocates their efforts in various ways, including 
some that actually make a difference on the fi rm’s bottom line.     
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    Chapter 13   
 Competitors: Intellectual Property Rights       

 “If you protect intellectual property, all stakeholders will 
receive their due share.” (Stephan Rothlin,  Eighteen Rules for 
Becoming a Top Notch Player , 2004) 

13.1                 Prelude 

 The concept of intellectual property rights (IPRs), and a fi rm’s ethical obligations 
toward observing these rights, may be diffi cult to implement anywhere, but espe-
cially so in Asia. Traditional cultures in Asia—particularly those that have emerged 
in the shadow of China—assume that imitation is the sincerest form of fl attery. One 
learns by imitating perfect exemplars, an attitude no less true of technological inno-
vations as it is of moral leadership. Nevertheless, globalization has brought increased 
awareness of the legal and moral necessity of observing IPR. The challenges that 
IPR present to Asian cultural values are highlighted by our case study from Thailand, 
in which the government of Thailand allowed its Ministry of Health to violate the 
IPRs of foreign drug manufacturers in order to provide needed medicines for AIDS 
patients at lower prices. The Thai government’s initiative raises some questions 
about the moral legitimacy of IPRs and their enforcement. Was Thailand right to 
violate its WTO agreements on drug patents (TRIPS)? Were there other, more effec-
tive ways to achieve its goal of providing medicine to indigent AIDS patients? Did 
the major MNCs involved in developing the much needed medicine show enough 
fl exibility in responding to the problem in Thailand? How should such fi rms relate 
to their local competitors? Are there effective ways for them to work together to 
meet local needs? What, then, is an IPR? If an IPR is truly a right, under what cir-
cumstances might other human rights override it? If other rights are more pressing, 
what might be a morally responsible way to manage such cases?  
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13.2     Case Study: TRIPS and AIDS Medicine: Compulsory 
Licensing in Thailand 

13.2.1     Abstract 

 In November 2006, Thailand’s Government Pharmaceutical Organization (GPO) 
announced the compulsory licensing of the HIV drug efavirenz, which enabled the 
Thai government to import generic versions of it from India without the patent 
holder’s (Merck’s) consent. The GPO was able to do this because Merck held a 
patent in Thailand, but not India. This case raises ethical issues concerning intel-
lectual property rights (IPRs) and their protection (or lack thereof) internationally. 
Ethical challenges in this case involve observing the confl icting rights of various 
stakeholders, including government, pharmaceutical companies, shareholders, and 
HIV patients worldwide. Discussing how pharmaceutical companies like Merck 
balance such stakeholder claims with their legitimate business objectives may be 
useful for anyone planning to participate in the global marketplace.  

13.2.2     Keywords 

 Intellectual property, Compulsory license, TRIPS, Doha Declaration, World Trade 
Organization, HIV/AIDS  

13.2.3     Merck 

 Merck & Co., Inc. is a pharmaceutical giant, the second largest healthcare company 
in the world. Merck has led the healthcare industry with discoveries such as vitamin 
B1 and the fi rst measles vaccine. In the fi ght against HIV/AIDS, Merck also devel-
oped a leading antiretroviral drug, efavirenz. Considered one of the most effective 
fi rst-line therapies for treating HIV/AIDS, efavirenz enables patients to resist dis-
eases that often accompany HIV/AIDS such as tuberculosis or liver infections. It 
also has fewer side effects than alternative antiretrovirals (Ling  2006 ). 

 Merck and other pharmaceutical companies spend an average of US$802 mil-
lion on research and development (R&D) for each new drug that wins approval by 
the Food and Drug Administration (Bate  2007 ). Even though the business of phar-
maceuticals is lucrative, 1  the R&D invested in many potential drugs often ends in 
failure (with sunk costs incorporated into the US$802 million fi gure for success-
ful drugs). The science behind developing new drugs such as efavirenz is often 

1   Although R&D for new drugs is extremely expensive, the marginal cost of producing the drug is 
relatively low. 
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quite complex, with the process possibly taking up to 15 years with no promise of 
success even after discovery. The R&D costs of efavirenz were approximately 
US$550 million. 

 As declared in the fi rm’s mission statement, Merck’s company values include the 
aspiration to “improve the health and wellness of people around the world by 
expanding access to our medicines” (Merck  2012 ). Consistent with this pledge, 
Merck established a new pricing strategy in 2001 designed to make drugs more 
affordable to more countries by differentiating prices according to the three income 
tiers specifi ed by the World Bank. 2  The new pricing strategy set a precedent by mak-
ing wealthy countries fund the majority of R&D costs, enabling Merck to balance 
the high costs of R&D with the low marginal cost of production while increasing 
accessibility. As of 2006, in the USA, a high-income country, efavirenz cost $6,000 
per adult/year. In middle-income countries, such as Thailand, Merck was making 
minimal profi ts at the price of $500 per adult/year (   Cervini and Prabhu  2012 ). In 72 
low-income countries, Merck sold efavirenz for a price at or below the cost of pro-
duction. The new pricing strategy increased accessibility in accordance with 
Merck’s mission by offering signifi cantly reduced drug prices in more than 130 
countries (Bate  2007 ).  

13.2.4     TRIPS 

 The Trade-Related Aspects of Intellectual Property Rights (TRIPS) Agreement 
was promulgated in 1994 in conjunction with the formation of the World Trade 
Organization (WTO). TRIPS defined the minimum criteria for the interna-
tional intellectual property (IP) regulations governing trademarks, copyrights, 
and patents. 

 Patents are government-issued assurances that give inventors sole rights over 
their products. For pharmaceutical companies, patents provide exclusive rights to 
new drugs for a set time period, typically 20 years. For the duration of the patent, 
companies can charge high prices in order to recuperate the costs of R&D. While 
patents are essential for the development of new drugs, they give rise to pricing poli-
cies that inadvertently limit the access poor societies have to essential medicines. In 
order to overcome this restriction, in 2001, TRIPS was modifi ed with the Doha 
Declaration. The Doha Declaration bolstered the power of governments to break 
patents in public health emergencies by issuing compulsory licenses (T’Hoen  2010 ). 
As a result of the Doha Declaration, the competition between pharmaceutical con-
glomerates and generic drug manufacturers intensifi ed as they fought for the same 
market share in low- and middle-income countries.  

2   The three tiers are based on measures of gross national income (GNI) per person in a given coun-
try. The breakdown is as follows: low income, $1,005 or less; middle income, $1,006–$12,275; 
and high income, $12,276 or more (World Bank  2012 ). 

13.2 Case Study: TRIPS and AIDS Medicine: Compulsory Licensing in Thailand
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13.2.5     Thailand, Compulsory Licenses 

 In 2006, there were approximately 580,000 Thai citizens diagnosed with HIV/
AIDS, due mostly to Thailand’s notorious and ill-advised promotion of sex tourism 
(Bate  2007 ). 3  In 2003, the Thai government began reducing the health budget, so 
that by 2006, the government could no longer maintain the former level of HIV/
AIDS treatment, supplying the needed medicines to only 82,000 of the country’s 
nearly 600,000 HIV/AIDS patients. 

 In response to the perceived public health emergency, the head of the Ministry of 
Health’s Department of Disease, Thawat Suntrajarn, demanded lower-priced medi-
cines from pharmaceutical companies (Bate  2007 ), accusing them of selling drugs 
at “very high” prices, “making it a big hurdle for patients to access [HIV/AIDS 
drugs] and the government cannot afford them” (Fraser  2006 ). 4  The Ministry’s 
demand carried with it the threat of compulsory licensing as delineated in the Doha 
Declaration. 

 The text of the Doha Declaration states that generic forms of patented drugs can 
be produced in “public health crises, including those relating to HIV/AIDS, tuber-
culosis, malaria and other epidemics” (WTO  2001 ). If companies choose not to 
relinquish their patents voluntarily or negotiate lower prices, countries can issue 
compulsory licenses to manufacture or purchase generic versions of patented drugs. 
The procedure usually begins with negotiations between countries and drug 
companies. 

 Thailand’s Minister of Public Health, Mongkol Na Songkhla, never negotiated 
with Merck prior to announcing the compulsory licensing of efavirenz on November 
26, 2006 (Steinbrook  2007 ). The compulsory license allowed the Government 
Pharmaceutical Organization (GPO) to import generic versions of efavirenz from 
India, where the drug was not patented, despite Merck holding its patent in Thailand 
(Steinbrook  2007 ). The GPO was also authorized to produce generic efavirenz in 
Thailand, as soon as the country developed appropriate infrastructure (Gerhardsen 
 2006 ). The compulsory license for efavirenz would last 5 years and provide medica-
tion for 200,000 of the 580,000 Thais with HIV/AIDS. Patients who could afford 
Merck’s efavirenz would not be given the generic version of the drug. 

 Three days after the announcement of the compulsory license for efavirenz, on 
November 29, 2006, just 1 day before World AIDS Day, Thailand’s Ministry of 
Health began talks with the managing director of Merck Thailand. Douglas Cheung 
agreed to adjust Merck’s pricing strategy to satisfy the need for efavirenz if Mongkol 

3   Khun Chantawipa Apisu, founder of EMPOWER, a forum that provides community and educa-
tion to Thailand’s sex workers, comments on the economics of the sex industry: “Much of the 
tourist industry is dependent on sex workers and it makes up around 7 % of the GDP – more than 
rice exports” (Short  2010 ). 
4   In 2006, Thailand’s GDP per capita was $9,100, the second highest in Southeast Asia (Bate  2007 ). 
On that basis, Thailand was entitled to purchase pharmaceutical drugs at a mid-tier range. As a 
middle-income country, Thailand paid substantially less than the USA and European countries, but 
more than countries in Africa that lack Thailand’s economic resources. 
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refrained from issuing the compulsory license. To make efavirenz more accessible 
to middle-income countries—like Thailand—with more than 1 % of the adult popu-
lation affected by HIV, Merck lowered the price from $500 to $277 per adult/year, 
the same as the cost of efavirenz in least developed countries (Cervini and Prabhu 
 2012 ). Cheung maintained that no profi ts would be made on the sale of efavirenz in 
Thailand. 

 Despite the apparent agreement, on January 25, 2007, Mongkol issued the com-
pulsory license of efavirenz, citing Merck’s supposedly unreliable shipments as the 
main reason for the action. Production in India was scheduled to begin immediately 
and continue until Thailand developed appropriate facilities to begin domestic pro-
duction (Bate  2007 ). The cost of importing generic efavirenz was $264 per person/
year, a fraction less than the price Merck was offering (Ling  2006 ). 

 Thailand was able to import generic drugs from India because of India’s long 
history of resisting international patent regulations. The Indian Patent Act of 1970 
protected patented processes but not products, which allowed the generic pharma-
ceutical industry to develop the skills and technology needed to reverse engineer 
existing drugs (Matthews  2006 ). 

 When the WTO adopted the TRIPS regulations on patents, India was required to 
conform to the new criteria, providing patent protection for 20 years from the date 
of fi ling for both products and processes (WTO  2012 ). Accordingly, in 2005, India 
amended its Patent Act to include product patents. Nevertheless, since efavirenz had 
received FDA approval in 1998, 7 years prior to the amended Patent Act of 2005, 
generic drug manufacturers in India had enough time to reverse engineer and gener-
ically produce efavirenz successfully. Later, when Thailand issued its compulsory 
license, Merck had yet to register efavirenz for a patent under India’s new laws. 
Thus, India did not violate TRIPS by allowing Thailand to purchase its generic ver-
sions of efavirenz. In 2006 at Thailand’s announcement of the compulsory license, 
six Indian generic drug manufacturers had the technology to produce efavirenz 
(Coriat  2008 ).  

13.2.6     Humanitarianism or Opportunism? 

 As a doctor and a politician, Thai Minister of Health, Mongkol Na Songkhla, 
aggressively pursued compulsory licensing. When asked about compulsory licenses, 
he responded, “We can’t give in. There are patients’ lives at stake” ( The Nation  
 2007 ). AIDS activists praised him, while patent supporters vilifi ed him. 

 According to Paul Cawthorne, head of  Médecins Sans Frontières  in Bangkok, 
Mongkol was under huge pressure from the pharmaceutical industry and other min-
istries to abandon his AIDS relief initiative (Silverman  2007 ). Barbara Whitesell, 
the US Trade Representative in Asia and Pacifi c Region, and Peter Mandelson, the 
EU’s Commissioner for External Trade, criticized Mongkol’s actions, emphasizing 
that compulsory licenses were to be used only as a last resort (Health Info  2009 ). 
However, Mongkol did not break any international regulations mandated by the 

13.2 Case Study: TRIPS and AIDS Medicine: Compulsory Licensing in Thailand



278

WTO. Nor was he legally required to disclose to Merck the GPO’s plans prior to the 
public announcement of the compulsory license. 

 Yet controversy surrounds not only the sincerity of Mongkol’s humanitarian 
rhetoric but also the internal business practices of the GPO under Mongkol’s direc-
tion. In 2002, Jaruvan Maintaka, the Thai Auditor General, reported “the GPO sold 
about 60 % of its medical products to government agencies at above market prices. 
In some cases, products were marked up 1,000 %” (Bate  2007 ). Other reports sug-
gest that the GPO was uninterested in developing new drugs in Thailand. Although 
the GPO earned profi ts over US$35 million in 2005, only 2 % of these were rein-
vested in R&D (Bate  2007 ). 

 While Merck was negotiating with the Thai government, the company simulta-
neously pressured the US government to take a stand against the compulsory licens-
ing of efavirenz, claiming that Thailand had yet to offi cially declare a public health 
emergency (Ford et al.  2007 ). In early 2007, the US government responded to 
Merck’ s request by commissioning the Coalition Against Counterfeiting and Piracy 
(CACAP) to compile a Report on the Criteria and Methodology for Determining the 
Eligibility of Candidate Countries for Millennium Challenge Account Assistance 
(Washington College of Law  2008 ). The CACAP fi ghts for the protection and 
enforcement of intellectual property rights. The report from January 2007 named 
Thailand as a country with escalating counterfeiting problems—that is, the unau-
thorized production and sale of generic substitutes—and identifi ed AIDS drugs as 
the primary product counterfeited. 

 Compulsory licensing and price constraints, of course, may have a negative 
impact on the pharmaceutical companies’ “bottom line.” Although limiting profi ts 
seems contrary to the logic of business economics, companies often sacrifi ce profi ts 
when competing for market share (Malhotra  2010 ). Theoretically, pharmaceutical 
companies can maximize profi ts by adjusting prices to meet demand in mid-tier 
countries, when such price reductions lead to increased market share (Frank  2001 ). 
However, selling drugs at prices below their production costs in the long run 
becomes profi tless and pointless. Therefore, when a fi rm anticipates reductions in 
revenue, it usually means less incentive for a business to invest in R&D. Ed Kelley, 
a Bangkok-based intellectual property lawyer, underscored the concerns of inves-
tors: “What investors need is some idea that when they come into a market like this 
with world-class technology, they won’t lose control of it to… government policy 
[determined] to nationalize foreign assets” (Schuettler  2007 ). However, investors in 
the pharmaceutical industry usually are aware of such risks. Forcing lower drug 
prices translates into lower cash fl ows, which are essential for R&D funding. Rates 
of return cannot remain lower than the opportunity cost of capital without under-
mining the drug industry’s capacity for innovation. 

 In a paper released by the Thai Ministry of Public Health, Mongkol argued on 
the contrary that issuing the compulsory license did not cut into Merck’s profi ts. 
The government supplied generic medicine only to people who could not afford it. 
Those who could afford efavirenz continued to purchase the drug from Merck. 
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Furthermore, as part of the stipulations outlined in Article 31 of TRIPS, the Thai 
government was required to pay adequate remuneration to Merck for using its 
formula through the compulsory licensing scheme (T’Hoen  2010 ). The royalties 
paid to Merck were 0.5 % of the total sales in Thailand (Steinbrook  2007 ), a fi gure 
that many would view as hardly adequate.  

13.2.7     International Perception of Thai TRIPS Case 

 A survey conducted by the World Bank on the Thai drug program reiterated that the 
government took a major risk by issuing the compulsory license. Margaret Chan, 
WHO director general, advised Thailand: “I’d like to underline that we have to fi nd 
a right balance for compulsory licensing. We can’t be naïve about this. There is no 
perfect solution for accessing drugs in both quality and quantity” (Bate  2007 ). 
Although the Doha Declaration permits countries to issue compulsory licenses, 
Thailand could still face trade repercussions. Nevertheless, supporters of generic 
manufacturing were optimistic, claiming that this action may strengthen Thailand’s 
ability to negotiate lower drug prices with other pharmaceuticals in the future 
(Fraser  2006 ). 

 Various AIDS groups have publicly supported Thailand throughout the contro-
versy over compulsory licensing.  Médecins Sans Frontières  released a statement 
praising the license: “Thailand is demonstrating that the lives of patients have to 
come before the patents of drug companies” (Bate  2007 ). The Clinton Foundation 
also endorsed Mongkol’s actions. Former United States president, Bill Clinton, 
spoke on the subject: “No company will ever die because of the high price premium 
for AIDS drugs in middle-income countries – but patients may. I believe in intel-
lectual property … but that need not prevent us from getting essential life-saving 
medicines to those who need them in low- and middle-income countries alike” 
(CPA Global  2007 ). 

 However, drug companies will not invest in R&D when there is no fi nancial 
incentive to do so. One commentator compared compulsory licensing to a license to 
steal (Alsegard  2004 ). The position of the pharmaceutical industry appears to agree 
with this observation. The Doha Declaration does not in itself create a barrier to 
profi ts. However, when countries force prices below a company’s profi t line, through 
negotiations or compulsory licensing, R&D suffers. Merck released a statement in 
which the company implies that the long-term benefi ts of R&D outweigh the imme-
diate benefi ts to patients receiving generic medications. One spokesman claims, 
“This expropriation of intellectual property sends a chilling signal to research-based 
companies about the attractiveness of undertaking risky research on diseases that 
affect the developing world, potentially hurting patients who may require new and 
innovative life-saving therapies” (Hunter et al.  2009 ).  
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13.2.8     Industry Reaction 

 When Thailand’s Ministry of Public Health chose to import the generic efavirenz 
from India despite Merck’s lowered price, pharmaceutical companies began 
reevaluating their pricing strategies in middle-income countries. Abbott 
Laboratories undertook the most drastic step in response to what it perceived as 
the threat of compulsory licenses. Abbott chose to give discounts to every middle-
income country except Thailand and removed Thailand’s registration for its HIV 
drug, Aluvia. Abbott’s response showed the company’s displeasure at Thailand’s 
disregard for intellectual property. Dirk van Eeden, director of public affairs at 
Abbott, commented, “This is a consequence, directly, of the Thai government’s 
decision not to support innovation by breaking patents…” (Kazmin and Jack 
 2007 ). 

 Both Bristol-Myers Squibb and Sanofi -Aventis, two leading drug companies, 
went the opposite route. The companies agreed to lower their prices marginally, 
although grudgingly. A spokesperson from Bristol-Myers Squibb stated that 
Thailand’s compulsory licensing of efavirenz creates huge concern for the future of 
research-based drug companies (Zamiska  2007 ). The importance of R&D is par-
ticularly urgent with HIV/AIDS medications, because new innovations will be 
needed as current drugs become ineffective. 

 Merck’s Douglas Cheung, for one, was blindsided by the announcement of the 
GPO’s compulsory license. “Imagine my shock when I picked up my newspaper 
and saw [Mongkol] had issued a compulsory license for our drug,” Cheung told 
reporters after the announcement (Schuettler  2007 ). Despite Mongkol’s allegation 
that Merck overpriced efavirenz, Cheung defended his company’s position. He 
asserted, “Merck and its subsidiaries across the world have implemented a policy to 
offer [Efavirenz]… at nonprofi t prices to developing countries …and that includes 
Thailand. I assure you that our corporate goals and policies regarding pricing of 
[Efavirenz]…in Thailand are in line with providing optimal ARV access to HIV 
patients” (Bate  2007 ). Do you agree with this statement and Merck’s overall pricing 
strategy and subsequent responses? What do you think about Abbott’s approach? Or 
Bristol-Myers’?  

13.2.9     Summary 

 The case of efavirenz in Thailand focuses on the rights of intellectual property and 
the price of human wellness. Thailand successfully issued a compulsory license to 
provide generic HIV/AIDS medication to some Thais living with these diseases. 
Although TRIPS and the Doha Declaration were built with provisions restricting 
compulsory licensing for public health emergencies, Thailand’s actions remain con-
troversial. As we have seen, Cheung was willing to lower the cost of efavirenz in 
Thailand to retain Merck’s patent. Abbott responded differently by lowering the 
cost of drugs in every middle-income country except Thailand. 
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 When countries break patents, pharmaceutical companies have little incentive 
to spend on R&D for diseases within those countries. Therefore, the WTO 
encourages countries to negotiate lower prices directly with pharmaceutical 
companies prior to issuing compulsory licenses. There is colossal demand for 
access to less expensive generic medications especially in the developing world, 
and in extreme cases, compulsory licensing may provide a solution. However, in 
Thailand, it seems to have created as many problems as it solved. What recom-
mendations would you make to Merck and other pharmaceutical companies in 
regard to their patentable products? Does your perspective change when the 
intellectual property at issue is a copyrighted song, movie, or software program 
rather than a life-saving drug? How and why?   

13.3     Case Study Discussion 

 There are several issues concerning IPRs in this case study, but one of them is not 
whether IPRs exist and in principle, like other property rights, ought to be respected. 
Further on, we will revisit this basic theoretical question, but for now, our focus is 
on how Thailand’s Government Pharmaceutical Organization (GPO) dealt with 
Merck’s IPR claim on a new drug, efavirenz, proven effective in improving substan-
tially the quality of life of people suffering from AIDS. By signing the Trade- 
Related Aspects of Intellectual Property Rights (TRIPS) Agreement, as well as its 
modifi cation in the Doha Declaration, the Thai government acknowledged not only 
the reality of the IPRs involved in pharmaceutical manufacturing but also the proce-
dures under which those rights could be modifi ed. The compulsory license that the 
GPO issued withdrawing Thailand’s recognition of Merck’s patent on efavirenz was 
intended as a last resort, to be enacted only in an emergency and only after the fail-
ure of negotiations over distribution and pricing policy. Apparently, Thailand’s 
Minister of Public Health, Mongkol Na Songkhla, regarded the compulsory license 
as a bargaining chip for bringing Merck to the negotiating table, for the license was 
issued 3 days before he contacted the managing director of Merck Thailand, Douglas 
Cheung. Even after Cheung proposed signifi cant price cuts in order to avoid com-
pulsory licensing, Mongkol issued it anyway. One question for discussion is whether 
Mongkol acted responsibly in the way he handled the compulsory licensing of 
efavirenz. 

 Is there any moral justifi cation for Mongkol’s actions? In his own defense, he 
declared, “We can’t give in. There are patients’ lives at stake.” From a moral point 
of view, while he broke promises made not only to Merck but also to the agencies 
regulating the manufacture and sale of drugs internationally, he did so in order to 
save lives. Thus, there are moral arguments to be made on both counts. Promise 
keeping, as we have seen, is a basic paradigm of ethical integrity. We must keep 
the promises we freely make, unless there are very serious reasons requiring us to 
break those promises. Promise keeping is central to the theory and practice of 
respecting deontological obligations. Nevertheless, Mongkol’s reason for 
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 deliberately breaking the Ministry of Public Health’s promise to Merck appears to 
be serious. He was trying to mitigate the sufferings of those AIDS patients in 
Thailand who could not afford to purchase the efavirenz they needed to treat their 
diseases. Since the Thai government had decided that it could no longer afford to 
subsidize drug prescriptions at the same level that it had done before, some way 
had to be found to bring down the price of efavirenz to the point where it was 
affordable. By issuing a compulsory license, Mongkol acted unilaterally and dra-
matically to bring the price down. 

 If forced to justify his actions ethically, Mongkol could appeal to the utilitarian 
principle, “the greatest good for the greatest number.” The relief of hundreds of 
thousands of AIDS patients would surely count as a greater good than whatever 
fi nancial loss Merck and its shareholders may have suffered. This argument, or 
something very like it, underlies the praise offered by  Médecins sans Frontières : 
“Thailand is demonstrating that the lives of patients have to come before the patents 
of drug companies.” But there may be more to it than that. As the case study 
revealed, Mongkol’s management of the GPO raised questions for some regarding 
the purity of his motives and the nature of his relationship with the Indian manufac-
turers from whom he would purchase a generic substitute for Merck’s efavirenz. 
The good that he actually intended may have been more for his own benefi t, as a 
politician and entrepreneur, than for Thailand’s impoverished masses of AIDS suf-
ferers. So how do you weigh Mongkol’s actions? Is he to be praised as a moral 
leader, or is he just another politician posturing as one? 

 Equally diffi cult questions may be asked regarding the conduct of Merck and the 
other pharmaceutical manufacturers. They claim to have been operating in Thailand 
in accordance with the rules mutually agreed upon with the Thai government, 
namely, the TRIPS agreement and the Doha Declaration. These rules protect their 
patents on essential drugs like efavirenz, while also setting out a framework for 
negotiating price adjustments in specifi c circumstances. But some AIDS activists 
regard these rules as unfairly favorable to the interests of the pharmaceutical indus-
try. Why should any business claim a patent on drugs that are essential for treating 
serious diseases like AIDS? Indeed, as a humanitarian gesture, or an exemplary 
demonstration of corporate social responsibility, shouldn’t such drugs be distributed 
freely at or below the costs of manufacturing them? 

 The pharmaceutical industry’s answer, of course, is that, however well intended, 
such proposals will only make investors reluctant to risk their capital on R&D and 
will thus inevitably slow the process of innovation and eventually reduce the supply 
of essential drugs. As we heard in the case study, “This expropriation of intellectual 
property sends a chilling signal to research-based companies about the attractive-
ness of undertaking risky research on diseases that affect the developing world, 
potentially hurting patients who may require new and innovative life-saving thera-
pies” (Hunter et al.  2009 ). Any realistic appraisal of the cost of providing, for exam-
ple, efavirenz to AIDS patients must include the costs of R&D involved not only in 
producing this drug but the costs of other experiments that failed to yield new drug 
formulas. Merck estimated that bringing efavirenz to market cost the fi rm US$550 
million, even before a single dose was distributed. Is it realistic, let alone fair and 
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just, to demand that Merck—or any other pharmaceutical manufacturer—simply 
write off such expenses as a charitable contribution without either going bankrupt 
or substantially changing its marketing strategies? 

 Merck is not insisting that low- or middle-income countries pay the full costs of 
the essential drugs they need. As we have seen, in 2001—the same year as the 
Doha Declaration—Merck agreed to a pricing scheme differentiating prices 
according to the three income tiers specifi ed by the World Bank. Though Thailand 
is considered a middle-income country, in response to the threat of compulsory 
licensing, Merck cut its price for efavirenz even further, to a little more than half 
what the scheme called for, namely, US$277 per adult/per year, a price equivalent 
to what it was charging in low-income countries. Though the Thai government still 
complained that the price was too high, Merck contended that it could not recoup 
the R&D costs of producing efavirenz at that price level. By making such an adjust-
ment, Merck appears to have attempted a humanitarian gesture that would also 
serve to protect its IPR on a drug deemed essential for alleviating the symptoms of 
AIDS. But was it enough? Should Merck have done more? Was theirs a reasonable 
and appropriate response to the Thai government’s pleas on behalf of its citizens 
suffering from AIDS? 

 It is useful to recall the responses of other pharmaceutical companies involved in 
Thailand. We learned that when Thailand issued its compulsory license on efavi-
renz, Abbott Laboratories reacted by giving discounts to every middle-income 
country except Thailand and removing Thailand’s registration for its HIV drug, 
Aluvia, in retaliation for what it considered “the Thai government’s decision not to 
support innovation by breaking patents….” Two other companies, Bristol-Myers 
Squibb and Sanofi -Aventis, lowered their prices, while warning that compulsory 
licensing raises concern over the future of research-based drug companies operating 
in Thailand. The latter’s reaction mirrors Merck’s attempt to work out an accom-
modation that would preserve their patent rights to innovative drugs. If you had 
been advising pharmaceutical companies, which response would you favor, the path 
of retaliation set out by Abbott Laboratories or the path of accommodation set out 
by Merck and the others? Do you think justice or the greatest good for the greatest 
number is more likely to be achieved by the one or the other? How so?  

13.4     Ethical Refl ection 

 The complexity of the moral issues involved in the TRIPS and AIDS medicine in 
Thailand case is well summarized in the comment from Margaret Chan, WHO 
director general, who observed: “I’d like to underline that we have to fi nd a right 
balance for compulsory licensing. We can’t be naïve about this. There is no perfect 
solution for accessing drugs in both quality and quantity” (Bate  2007 ). Being fore-
warned that there is no perfect solution, let us recall the distinction introduced ear-
lier in Chap.   2     regarding the two types of problems encountered in international 
business ethics. There we adopted Laura Nash’s proposal distinguishing type A and 

13.4 Ethical Refl ection

http://dx.doi.org/10.1007/978-3-662-47434-1_2


284

type B ethical problems. Type A problems are situations, properly regarded as 
“moral dilemmas” in which a person doesn’t know—or is in doubt—as to what the 
right thing to do is, while type B problems are situations in which a person knows 
what the right thing to do is, but will not or cannot bring themselves to do it. Of the 
two, the ethical challenge facing decision-makers in not only Thailand’s Ministry of 
Health but also the pharmaceutical companies is that they are confronted by com-
peting moral claims that do not readily lend themselves to prioritization. These are 
type A problems, requiring those involved to balance the pharmaceutical compa-
nies’ IPRs—that is, their right to profi t from the sale of drugs for which they hold 
an internationally recognized patent—on the one hand, against the right to life, or at 
least the right of access to affordable healthcare, that is regarded, on the other hand, 
as a basic human right. Since it appears to be impossible to do justice equally to 
both of these rights simultaneously, the type A “moral dilemma” is, as WHO’s Chan 
has observed, how to achieve “the right balance” between them. 

 We may need to pause a moment to consider why fi nding the right balance is 
necessary. What if the challenge was exclusively focused on providing universal 
access to the drugs that contribute to affordable healthcare? What if IPRs were not 
rights at all and that patents protecting such alleged rights were only an arbitrary 
imposition of rents by MNCs with the power to do so? Is there a valid moral argu-
ment for IPRs in general and the protection of patents like Merck’s on efavirenz—or 
Abbott Laboratories’ on Aluvia—in particular? Here an exploration of long- 
standing cultural assumptions—both East and West—may be relevant. 

13.4.1     The Concept of Intellectual Property 

 The concept of intellectual property assumed in international business ethics is pri-
marily an extension of the traditional Western—or at least, Anglo-American—con-
cept of private property. So, then, what is private property? Property may be 
described as a bundle of rights (Becker  1977 ). The Scottish philosopher John Locke 
suggested this defi nition when he observed, “Where there is no property, there is no 
injustice” (Locke  1690a ). He might have achieved a greater degree of clarity had he 
said, “Where there is no property, there is neither justice nor injustice.” Justice, in 
the classic sense of rendering to each his or her own ( suum cuique ), in his view, 
depends upon a prior recognition of each person’s right of ownership, fi rst of all, 
over his or her own body and whatever he or she may acquire through his or her own 
bodily labors (Locke  1690b ). It is unjust to take from another what another has a 
right to, namely, his or her property. Locke believed that this basic moral idea is as 
certain and demonstrable as any axiom of mathematics (Locke  1690a ). Civil gov-
ernment—the result of a social contract by which free persons seek to go beyond the 
presumably barbarous and chaotic state of nature—exists to secure justice for all, 
mainly through the protection of their individual property rights (Locke  1690b ). 

 Property refers, then, to anything acquired by mixing one’s labor with the free 
(that is, unclaimed) goods of this earth. Property is of various kinds, such as tangible 
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property, for example, real estate, as well as intangible property, for example, stocks, 
bonds, and other fi nancial securities. Intellectual property consists of a bundle of 
rights governing products of the intellect. By analogy with the moral and legal 
assumptions governing other forms of property, recognizing some idea or artistic 
creation or invention as intellectual property implies that someone has labored to 
produce it, that is, an idea or artistic creation or invention whose ownership has not 
been claimed by anyone else. As with other forms of property, the assumption is that 
a person’s successful claim to ownership—be it individual or corporate—entitles 
him or her with the right to exercise control over it, that is, to decide whether to pos-
sess it or to share it or to exchange it for some other good, in all the different ways 
in which property can be shared or exchanged or simply given away. 

 The claim of ownership, once successfully made and recognized, raises the ques-
tion of what proofs the producer of some new idea, artistic creation, or invention can 
use to validate his or her right. This, too, is analogous to the ways in which other 
forms of property ownership are successfully validated, through documentation 
ranging from wills and deeds to sales receipts. Since civil government, according to 
Locke, is formed in order to secure justice for all those participating in the social 
contract, it is hardly surprising that the state would fi nd it appropriate to protect 
intellectual property rights along with the other property rights. In addition to the 
state’s basic function as the ultimate “night watchman” guarding the security of 
each person’s life, liberty, and property, the specifi c protections afforded toward 
intellectual property are a result of the state’s interest in encouraging innovation by 
allowing producers to control the distribution of—or make a profi t from—the new 
ideas, inventions, and discoveries that they validly claim to have produced.  

13.4.2     Forms of Intellectual Property and Their Claims 
to Protection 

 There are three ways to ethically and legally protect intellectual property, so that 
everyone who can validly claim a contribution to the development of a new idea or 
intellectual product will have their claim respected and enforced: copyright, patent, 
and trade secrets. 

 Copyright: The goal of copyright is to protect the written expression of ideas. 
Although formulated to protect the written word, copyrighting now extends to a 
variety of creative products, such as tape recordings, fi lms, videotapes, video com-
pact disks, computer programs, and virtually all forms of digitalized information, as 
well as works of art. Copyright laws in the USA originally protected copyrighted 
material for 28 years and could be renewed for an additional 28 years (De George: 
 1999 , 297). The US laws, however, were weaker than those in Europe and else-
where. Eventually, the USA conformed to international copyright agreements, 
which protect copyrighted material for the life of the author plus 70 years and pro-
tect corporations that successfully claim authorship for 95 years. Under certain 
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restricted conditions (usually involving personal use or some educational purpose), 
one is allowed to copy some or all of a copyrighted work. 

 Patent: A patent prohibits direct copying, but does not prevent learning from a 
new product or developing a competing product, for example, through so-called 
reverse engineering. Both patents and copyrights require that intellectual products 
be made available to the public so that they can become socially useful, which 
occurs when they are priced and distributed through a marketplace. Patents are spe-
cifi cally intended to protect inventions. Since society has an interest in encouraging 
innovation and new product development, patent laws not only extend but also limit 
protection because every invention builds upon the ideas of others. The Latin saying 
 liber ex libro  expresses this idea symbolically, by observing how every new book 
builds upon insights found in other books. Progress in knowledge is always social 
and belongs to society, which must protect its own interest in it for the sake of the 
common good, while also regulating the property rights—including intellectual 
property rights—of the individuals or corporations that have acquired them. 

 Trade Secrets: Trade secrets are often the key to a company’s survival under 
conditions of fi erce competition. Businesses will spend large amounts of money to 
keep their innovations and strategies secret. They may validly claim a right to pro-
tect their investment because the unauthorized disclosure of trade secrets—usually 
in the form of industrial espionage—in effect is a form of stealing. Competitors 
who use spies to learn trade secrets are trying to steal market share. Unlike copy-
righted and patented products, trade secrets are not to be revealed at any time. It is 
therefore reasonable for a company to restrict access to confi dential information 
and to seek compensation as determined in a court of law from those individuals or 
groups caught spying on them. Companies often defi ne in their ethical codes how 
employees are to treat confi dential information and sometimes require employees 
to sign an agreement not to divulge such information, even after they have quit 
their jobs for whatever reason.  

13.4.3     Intellectual Property in Chinese Moral Philosophy 

 Western thinking about IPRs and their enforcement, however, is only part of the 
range of concerns that ought to inform international business ethics. Skepticism 
about the fairness of enforcing the IPRs, especially of foreign businesses, and their 
frequent disregard by East Asian producers and consumers no doubt do complicate 
the challenges involved in understanding their moral and legal basis. Nevertheless, 
Asian resistance to IPRs and their enforcement should not be misunderstood as 
simply a refl ection of alleged contemporary trends toward cynicism, cultural deca-
dence, and moral irresponsibility. Nor should the problem be explained away as the 
refl ection of deep-seated cultural assumptions that have existed, for example, in 
China for centuries. Western attempts to identify a traditional Chinese cultural bar-
rier to the acceptance of IPR regulation usually appeal to William P. Alford’s 
groundbreaking study,     To Steal a Book Is an Elegant Offense: Intellectual Property 
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Law in Chinese Civilization  (Alford  1995 ). Alford’s broad survey of the history of 
IPRs in East Asia creates the impression that concern over IPRs and their enforce-
ment was extremely rare until various Western imperialisms forced China to open 
itself for trade in the nineteenth century. Whatever the laws were to regulate pub-
lishing during the dynastic history of Imperial China, they existed not to enforce an 
author’s private property rights, but to promote social harmony by preserving the 
integrity of the Chinese classics and other important books or protecting the state 
from subversive ideas. Imperial censorship policies informed the development of 
laws regarding intellectual property even after the Maoist revolution, while only 
very recently, and under pressure from foreign entities, has China begun to accom-
modate itself to the allegedly international consensus on IPRs and their enforce-
ment. Given their apparently foreign origins, is it any wonder that Chinese 
entrepreneurs and consumers seem so indifferent to them? 

 As the title of Alford’s book— To Steal a Book Is an Elegant Offense —is meant 
to dramatize, IPRs and their enforcement allegedly were unheard of in premodern 
Chinese culture. And yet, this familiar Chinese proverb—indirect testimony to 
Alford’s popularity in the West—cannot be traced back to Confucius, but to the 
early twentieth century literary master Lu Xun, who created the comic fi gure Kong 
Yiji, a shabby copyist with a fondness for alcohol, who failed his exams in the 
Classics, and “who sometimes stole books to trade for wine” (Yu  2012 ; quoting Shi 
Wei  2006 ). Much to the delight of his companions at the Universal Prosperity bar, 
Kong defends himself by claiming lamely that stealing a book is hardly a crime—at 
least not for a scholar like himself (Lu Xun, “Kong Yiji,”  1919 ; in  The Real Story 
of Ah-Q and Other Tales of China , 2009). Lu Xun’s attitude toward Kong Yiji is 
wonderfully complex, as if this buffoon symbolizes the dead end of a Confucian 
civilization that by the time of the May 4th Movement had turned out to be laugh-
ably irrelevant to the needs of Chinese people. Adamantly delusional about his 
gentlemanly pretensions, while inventing Confucian proverbs to cover up his petty 
thievery, Kong Yiji is hardly a fair representative of premodern Chinese attitudes 
toward IPRs. Nevertheless, this poor defender of  rujia  ( ) and a  junzi ’s 
( ) moral dignity does highlight certain traditional attitudes that, as Alford 
argues, do suggest divergences between typically Western and typically East Asian 
attitudes toward IPRs. 

 One common example is the copying of artistic works of others. As Alford points 
out, upon discovering that his calligraphy or a scroll painting had been judged so 
perfectly executed that forgers were copying it, a  junzi  would not attempt to stop 
them. As the famed song artist Mi Fu (1051–1107 CE) observed, “In matters of cal-
ligraphy and painting, one is not to discuss price. The gentleman is hard to capture 
by money” (Alford  1995 : 28). The ideal Confucian would realize that those capable 
of making intellectual contributions already know that their work is but a refl ection 
or but another stage in the transmission of a tradition that is rooted in the nature of 
things. Intellectual creations, in theory, should be shared freely so that they can 
improve the condition of society as a whole. “On what basis,” then asks Alford, 
“could anyone exclude others from the common heritage of all civilized persons?” 
(Ibid: 29). But such lofty ideals apparently coexisted in premodern China with the 
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reality of exemplary scholars like Zhu Xi (1130–1200 CE), who, as Ken Shao has 
observed, “was very active in seeking copyright protection for his new books” (Shao 
 2012 : 107). Contrary to Alford, Shao argues persuasively that, once the technolo-
gies allowing for commercial printing were developed, Chinese intellectuals were 
concerned to protect their works against unauthorized publication that not only 
threatened their livelihood but also failed to preserve the integrity of their texts and 
other intellectual creations. 

 A major difference in Chinese attitudes toward IPRs, as Shao argues, is refl ected 
in the state’s reluctance to grant monopolies to various private persons and groups 
(Shao  2012 : 110). The creators of intellectual property should not use the law to 
enforce private interests—such as monopolies—that confl ict with the interests of 
the state and the people. 5  Since the Emperor’s legitimacy depended on his fulfi lling 
the Mandate of Heaven (Chinese, ; pinyin,  tiānmìng ), which is informed by the 
traditional expectation that “people are the root” (Chinese, ; pinyin,  minben ), 
the government’s fi rst priority is to secure the prosperity of the Chinese people as a 
whole (Nuyen  2000 ). Property rights, and by extension IPRs, will be regulated in 
light of the principle of  minben.  This principle, of course, cannot be used to warrant 
the wholesale denial of IPRs, any more than the Confucian ideal of the  junzi  can be 
used to justify violating them. But it does mean that IPRs can never be regarded as 
absolute, in the sense of being enforceable against all other legitimate claims, espe-
cially the state’s overriding concern for preserving social harmony. 

 How precisely IPRs are respected, therefore, involves the complex interaction 
among all the various methods of governance operative in both traditional and con-
temporary China. As Alford observed, “traditional Chinese thought arrayed the 
various instruments through which the state might be administered and social har-
mony maintained into a hierarchy ranging downward in desirability from heavenly 
reason ( tianli ), the way ( dao ), morality ( de ), ritual propriety ( li ), custom ( xixu ), 
community compacts ( xiang yue ), and family rules ( jia cheng ) to the formal written 
law of the state” (Alford  1995 :10). The result is that positive law—civil or crimi-
nal—is likely to be invoked as a last resort, only after the other administrative 
“instruments” have failed. If there were a dispute, for example, over the unauthor-
ized reproduction of copyrighted material, the state would prefer to have it resolved 
informally by the parties availing themselves of the various ways in which disputes 
are customarily resolved and social harmony restored. Of course, with the encroach-
ment of various forms of Western imperialism in the nineteenth and twentieth 

5   Explaining this difference may also require a critical comparison of the role of the state, under-
stood as a construct emerging from a Lockean social contract, contrasting with the traditional 
Chinese view of the state as ultimately the natural expression and embodiment of the Chinese 
family. Analogous to the family, the Chinese state’s fi rst priority is preserving social harmony so 
that all family members may fl ourish. The Lockean social contract assumes no such analogy, since 
the contractors are individuals who agree to forego the liberty they exercise in the state of nature 
in order to secure protections that cannot be obtained in the state of nature. The fi rst of these pro-
tections concerns their rights to life, liberty, and property. Individual property rights therefore are 
central to the role of the state in a Lockean social contract, in ways that they simply cannot be in 
Chinese social philosophy. 
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 centuries, China has undergone modernization, sometimes embracing it, sometimes 
resisting it, but usually attempting to adapt to it in ways that will preserve the politi-
cal and cultural integrity of China for the benefi t of the Chinese people. The PRC 
government’s approach to IPRs refl ects the processes of adaptation, consistent with 
China’s overall posture toward modernization and now globalization.  

13.4.4     IPR Regulation in Today’s China 

 China thus has implemented extensive laws and regulations to protect intellectual 
property rights (SIPO  2013 ), among them, the Trademark Law, the Patent Law, the 
Copyright Law, the Law Against Unfair Competition, the Computer Software 
Protection Rules, the Regulations on the Protection of Intellectual Property by 
Customs, the Civil Law, the Contract Law, and the Regulations Governing the 
Registration of Enterprise Names. China has also entered into a number of interna-
tional agreements regarding intellectual property rights: the Paris Convention on the 
Protection of Industrial Property, the Madrid Agreement on International 
Registration of Trademarks, the Berne Convention for the Protection of Literary and 
Artistic Works, the Universal Copyright Convention, the Geneva Convention for the 
Protection of Producers of Phonograms, and the Patent Cooperation Treaty. 

 Since 1980, China has been a member of the World Intellectual Property 
Organization (WIPO), an NGO dedicated to promoting the use and protection of 
intellectual property. With their headquarters in Geneva, Switzerland, the WIPO is 
one of 16 specialized agencies in the UN’s system of organizations. It administers 
21 international treaties dealing with different aspects of intellectual property. In 
1996, the WIPO expanded its role and further demonstrated the importance of intel-
lectual property rights in the management of global trade by entering into coopera-
tion with the WTO. Although it is beyond the scope of this chapter to explain the 
complicated legal framework of intellectual property rights, it is important to know 
that China has not only signed these international agreements, but in the eyes of 
WIPO, has made substantial progress in implementing them (WIPO  2010 ). China 
must also receive credit for increasing its effort to comply with these agreements 
since joining the WTO in November 2001. While a large gap still exists between the 
enactment of these laws and their actual enforcement, their very existence suggests 
that China’s continued identifi cation with its classic moral and spiritual traditions, 
such as Confucianism, simply has not proved to be an insurmountable obstacle to 
the recognition of IPRs and their legal enforcement. 

 As Peter Yu points out, the challenge of enforcing a fair regime of IPR laws and 
regulations in China today, as elsewhere in East Asia, is not primarily cultural or 
developmental. Nor is it any less severe in technologically advanced societies, such 
as the USA. Nor, fi nally, is indifference to IPR regulation a necessary by-product of 
authoritarian rule (Yu  2003 ). In the absence of any convincing evidence that culture 
or, if you will, “Asian values” explain local reluctance to embrace international IPR 
standards, Yu argues that each country must concentrate instead on developing IPR 
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stakeholders who will recognize their own self-interest in abiding by fair and rele-
vant regulations. Since most East Asian countries have adequate IPR legislation in 
place, the challenge is one of compliance, which Yu analyzes in terms of the “divide” 
separating IPR stakeholders from “nonstakeholders.” He proposes four comprehen-
sive policies that could reduce this divide: First, educate the nonstakeholders about 
the IPR system, so that they understand not only what it is but how it might be made 
to work to protect their own interests. Second, take steps to help nonstakeholders 
develop their own stake in the system. 6  Third, collaborate with local governments to 
develop effective enforcement methods. Fourth, and fi nally, create products that are 
priced affordably for local markets 7  (Yu  2003 : 11–14). In short, once entrepreneurs 
recognize that they can make more money by complying with IPR laws than by 
fl aunting them, the problem of enforcing them will begin to take care of itself.   

13.5     Conclusion 

 Yu’s plea for patience, fl exibility, and mutual understanding confi rms our own incli-
nation to support ethical rather than legal approaches to IPRs and their enforcement. 
As Rothlin has previously stated among his  Eighteen Rules for Becoming a Top 
Notch Player , “If you protect intellectual property, all stakeholders will receive their 
due share.” The analyses offered by Yu as well as Shao and others take us one step 
further by recognizing that progress in respecting IPRs will depend on how well we 
all learn to convert “nonstakeholders” into stakeholders. Doing whatever we can to 
expand the circle of inclusion is an indispensable prerequisite for exercising moral 
leadership and responsibility. If you are convinced that respecting IPRs may be an 
important dimension of doing justice and promoting social harmony, then our 
efforts must focus, as Yu pointed out, on promoting awareness regarding the moral 
basis for IPRs. Such initiatives are likely to succeed, not when they are brought in 

6   Yu cites an example from China that concerns a dispute between joint venture partners over 
“design fees” that mirrors issues we explored in the Pepsi Sichuan case study in chapter four: “A 
case in point is a U.S.-China joint venture whose Chinese partner was unwilling to allocate a por-
tion of the joint venture profi ts to the foreign partner for design fees. The reaction of the Chinese 
partner was natural and understandable; it understood neither intellectual property protection nor 
the intentions behind the foreign partner’s action. However, once the foreign partner explained to 
the Chinese manufacturer that it could charge separately for its design work and helped the manu-
facturer determine the cost of its own design processes, the Chinese partner became receptive to 
the idea of allocating profi ts for intellectual property. It even actively lobbied local regulators for 
the right to design fees” (Yu  2003 : 13). While Yu’s example has an ending far happier than what 
Pepsi and its Sichuan partner were able to achieve, it represents a promising alternative, provided 
that the joint venture partners can still trust each other. 
7   This last point is illustrated by the motion picture industry’s successful effort in China to market 
VCD copies of commercial fi lms, either dubbed in Putonghua or imprinted with Chinese subtitles, 
that are sold for somewhere between 10 and 25 % of the price of an imported DVD copy. As one 
music recording company observed, “We think the best way to stop piracy is to make music so 
cheap it isn’t worth copying” (Yu  2003 : 14). 
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as a last resort once disputes have arisen, but when they emerge naturally as part of 
a person’s basic moral education. 

 One such initiative, launched a few years ago and still ongoing, is Hong Kong’s 
Youth Ambassadors Against Internet Piracy campaign in which youth groups, rang-
ing in age from 9 to 25, were recruited to help monitor IPR issues on the Internet 
(IPRPA  2013 ). The program, which is a result of cooperation between the HKSAR 
government’s Customs and Excise Department (C&ED) and businesses supporting 
the Intellectual Property Rights Protection Alliance, seeks to educate youth on the 
signifi cance of IPRs, while also recruiting them to monitor illegal Internet activities, 
for example, the pirating of music and videos through the use of bit torrent technol-
ogy. The campaign received international attention in 2005 and 2006, when it was 
subject to much scorn (Vance  2005 ) and some skepticism (Bradsher  2006 ). While 
Western accounts tended to focus on the inappropriateness of recruiting youth as 
spies to do the bidding of IP industry giants like the Motion Picture Association, 
they seem to ignore the fact that such innovative educational initiatives are precisely 
what may be most effective in East Asia, assuming that there is a legitimate moral 
basis for protecting IPRs. At any rate, the critics ought to realize that, in the absence 
of such educational campaigns, the only alternative is more and more punitive law 
enforcement. The success reported for the Hong Kong Youth Ambassadors Against 
Internet Piracy, which along with other educational campaigns seems to have sub-
stantially improved the HKSAR’s record on a full range of IPR indicators (WIPO 
 2012 ), may not be replicable in Western societies faced with similar challenges, but 
it remains a promising development for other Asian venues. 

 The fi rst task of reason in ethics is to clarify the principles that protect the public 
interest or the common good. International business ethics participates in this work 
by entering into dialogue with business people and experts in various fi elds to deter-
mine solutions and compromises that respect the interests of all of society. Ethical 
insights are not artifacts to be venerated in a museum and invoked only for chiding 
gullible youth and other onlookers. They are to be freshly examined for their capac-
ity to bring together insights from other fi elds, such as economics, law, and sociol-
ogy. Ethics also urges the revision of legislation when it becomes clear, for example, 
that intellectual property rights regulations act against the public interest. As we 
have seen in the TRIPS case study featured in this chapter, the focus of moral con-
cern cannot simply be on compliance but must also address the fact that the prices 
of certain products, such as pharmaceuticals, books, and compact disks, which are 
standard products in the developed world, are too expensive for the average citizen 
in a developing country. Arguably, the prices charged for these products are unjust, 
when they are calculated not to protect legitimate property rights, but to achieve 
windfall profi ts for small, privileged groups of monopolists. 

 We must face up to the fact that applying strict IPR rules without further concern 
to meet the legitimate needs of all stakeholders can become a form of oppression. If 
we are critical, for example, of Mongkol’s decision to breach Merck’s IPR through 
compulsory licensing, it is because this may not have been the most effective way 
to achieve fairness for all concerned. Nevertheless, we can only applaud his appar-
ent determination to do something for Thailand’s AIDS-infected people who cannot 
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afford to buy the medicine they urgently need. Ethics, at its best, does not contradict 
the law, but improves it. It articulates the voices of people whose rights are violated, 
but who cannot afford lawyers to defend themselves. By considering every stake-
holder’s interest, ethics intends to fi nd a proper balance that will do justice to the 
many confl icting claims involving intellectual property rights.     

   References 

  Alcorn, K. (2006, November 29). Thailand to issue compulsory license for efavirenz.  AidsMap.  
Retrieved May 21, 2012, from   http://www.aidsmap.com/Thailand-to-issue-compulsory-
license- for-efavirenz/page/1425713/      

      Alford, W. P. (1995).  To steal a book is an elegant offense: Intellectual property law in Chinese 
civilization . Stanford: Stanford University Press.  

   Alsegard, E. (2004). Global pharmaceutical patents after the Doha declaration: What lies in the 
future?  Scripted . Retrieved May 31, 2012, from   http://www.law.ed.ac.uk/ahrc/script-d/docs/
doha.asp#Proposals      

   AVERT.  (2009). HIV & AIDS in Thailand. Retrieved May 27, 2012, from   http://www.avert.org/
thailand-aids-hiv.htm#contentTable1      

              Bate, R. (2007, April 4). Thailand and the drug patent wars.  American Enterprise Institute . 
Retrieved June 8, 2012, from   http://www.aei.org/article/health/thailand-and-the-drug-
patent-wars/      

  Bate, R., & Boateng, K. (2007, August 9). Drug pricing and its discontents.  American Enterprise 
Institute . Retrieved June 8, 2012, from   http://www.aei.org/article/health/drug-pricing-and-
its-discontents/      

    Becker, L. C. (1977).  Property rights: Philosophic foundations . Boston: Routledge & Kegan Paul.  
   Bradsher, K. (2006, July 18). Dare violate a copyright in Hong Kong? A boy Scout may be watch-

ing online.  New York Times . Retrieved on September 18, 2013, from   http://www.nytimes.
com/2006/07/18/arts/18pira.html?pagewanted=1&_r=1&ei=5090&en=e1558dc44194c9d4
&ex=1310875200      

     Cervini, E., & Prabhu, K. (2012).  Compulsory Licensing . Cambridge, MA: Harvard University, 
Harvard Model Congress Asia.  

   Coriat, B. (2008).  The political economy of HIV/AIDS in developing economies.  Cambridge, MA: 
Edward Elgar Publishing, Inc. Retrieved on September 19, 2013, from   http://books.google.
c o m . h k / b o o k s ? i d = H Q p v Z 6 x s 1 C 8 C & p g = P A 1 0 1 & s o u r c e = g b s _
toc_r&cad=4#v=onepage&q&f=false      

    CPA Global . (2007, May 11). Clinton foundation backs Thai patent policy. Retrieved July 10, 
2012, from   http://www.cpaglobal.com/newlegalreview/2480/clinton_foundation_backs_thai_
patent_policy      

  Deazley, R., Kretschmer, M., & Bently, L., (Eds.). (2010).  Privilege and property: Essays on the 
history of copyright . Cambridge: Open Book Publishers. Retrieved September 10, 2010, from 
  http://digital-rights.net/wp-content/uploads/books/Privilege&Property-Deazley.pdf      

    De George, R. T. (1999).  Business ethics  (5th ed.). Upper Saddle River: Prentice Hall.  
   Ford, N., Wilson, D., Chaves, G. C., Lotrowska, M., & Kijiwatchakula, K. (2007, July). Sustaining 

access to antiretroviral therapy in the less-developed world: Lessons from Brazil and Thailand. 
 AIDS.  S21–S29.  

   Fox News . (2007, May 9). Clinton backs Thailand’s move to break patents on AIDS drugs. 
Retrieved June 26, 2012, from   http://www.foxnews.com/story/0,2933,270955,00.html      

   Frank, R. (2001, March). Prescription drug prices: Why do some pay more than others do?  Health 
Affairs, 20 (2), 115–128. Retrieved June 26, 2012, from   http://content.healthaffairs.org/con-
tent/20/2/115.long      

13 Competitors: Intellectual Property Rights

http://www.aidsmap.com/Thailand-to-issue-compulsory-license-for-efavirenz/page/1425713/
http://www.aidsmap.com/Thailand-to-issue-compulsory-license-for-efavirenz/page/1425713/
http://www.law.ed.ac.uk/ahrc/script-d/docs/doha.asp#Proposals
http://www.law.ed.ac.uk/ahrc/script-d/docs/doha.asp#Proposals
http://www.avert.org/thailand-aids-hiv.htm#contentTable1
http://www.avert.org/thailand-aids-hiv.htm#contentTable1
http://www.aei.org/article/health/thailand-and-the-drug-patent-wars/
http://www.aei.org/article/health/thailand-and-the-drug-patent-wars/
http://www.aei.org/article/health/drug-pricing-and-its-discontents/
http://www.aei.org/article/health/drug-pricing-and-its-discontents/
http://www.nytimes.com/2006/07/18/arts/18pira.html?pagewanted=1&_r=1&ei=5090&en=e1558dc44194c9d4&ex=1310875200
http://www.nytimes.com/2006/07/18/arts/18pira.html?pagewanted=1&_r=1&ei=5090&en=e1558dc44194c9d4&ex=1310875200
http://www.nytimes.com/2006/07/18/arts/18pira.html?pagewanted=1&_r=1&ei=5090&en=e1558dc44194c9d4&ex=1310875200
http://books.google.com.hk/books?id=HQpvZ6xs1C8C&pg=PA101&source=gbs_toc_r&cad=4#v=onepage&q&f=false
http://books.google.com.hk/books?id=HQpvZ6xs1C8C&pg=PA101&source=gbs_toc_r&cad=4#v=onepage&q&f=false
http://books.google.com.hk/books?id=HQpvZ6xs1C8C&pg=PA101&source=gbs_toc_r&cad=4#v=onepage&q&f=false
http://www.cpaglobal.com/newlegalreview/2480/clinton_foundation_backs_thai_patent_policy
http://www.cpaglobal.com/newlegalreview/2480/clinton_foundation_backs_thai_patent_policy
http://digital-rights.net/wp-content/uploads/books/Privilege&Property-Deazley.pdf
http://www.foxnews.com/story/0,2933,270955,00.html
http://content.healthaffairs.org/content/20/2/115.long
http://content.healthaffairs.org/content/20/2/115.long


293

    Fraser, J. (2006, December 4). Thailand issues license to issue generic form of Efavirenz; Snubs 
Merck AIDS drug monopoly.  Natural News . Retrived May 31, 2012, from   http://www.natural-
news.com/021232.html      

   Gerhardsen, T. (2006, December 22). Thailand compulsory license on AIDS drug prompts policy 
debate.  Intellectual Property Watch.  Retrieved May 27, 2012, from   http://www.ip-watch.
org /2006/12/22/ tha i land-compulsory- l icense-on-a ids-drug-prompts-pol icy-
debate/?res=800_ff&print=0      

  Gosain, R. (2007, September 3). Strict public health policy threatens pharmaceutical patents. 
 International Law Offi ce . Retrieved May 30, 2012, from   http://www.internationallawoffi ce.
com/newsletters/detail.aspx?g=263aef08-eed1-41c1-93d5-e920b6a4679c      

    Health Info . (2009). Life versus vested interest: The government introduces compulsory licensing 
based on the right to life. Retrieved June 13, 2012, from   http://www.hiso.or.th/hiso/picture/
reportHealth/ThaiHealth2009/eng2009_17.pdf      

    Hunter, R., Lozada, H., Giarratano, F., & Jenkins, D. (2009). Compulsory licensing: A major issue 
in international business today?  European Journal of Social Sciences, 11 (3), 370–377.  

   IPRPA. (2013). Youth Ambassador against internet piracy. Hong Kong intellectual property rights 
protection alliance. Retrieved September 19, 2013, from   http://www.iprpa.org/eng/anti_cam-
paign.php      

  Kazmin, A., & Jack, A. (2006, November 30). Merck to cut AIDS drug cost in Thailand.  Financial 
Times . Retrieved May 22, 2012, from   http://www.ft.com/intl/cms/s/0/04455f9e-
80b0-11db-9096-0000779e2340.html#axzz1vYozy8Ab      

   Kazmin, A., & Jack, A. (2007, March 14). Abbott pulls HIV drug in Thai patent protest.  Financial 
Times . Retrieved June 13, 2012, from   http://www.ft.com/intl/cms/s/0/a2e81cc8-d1d1-11db- 
b921-000b5df10621.html#axzz1xdVHXI5p      

    Ling, C. Y. (2006, December 6). Thailand uses compulsory license for cheaper AIDS drug.  Third 
World Network . Retrieved May 31, 2012, from   www.twnside.org.sg/title2/resurgence/196/
cover5.doc      

    Locke, J. (1690a). An essay concerning human understanding (Vol. II, 2nd ed.). Chapter III: Of the 
extent of human knowledge. Paragraph 18: Morality capable of demonstration. Retrieved 
September 10, 2013, from   http://www.gutenberg.org/cache/epub/10616/pg10616.html      

    Locke, J. (1690b). Second treatise of government. Chapter V: Of property. The project Gutenberg 
edition of the second treatise of government. Retrieved September 10, 2013, from   http://www.
gutenberg.org/fi les/7370/7370-h/7370-h.htm      

   Lu, X. (1919). “Kong Yiji”. In  The real story of Ah-Q and other tales of China. The complete fi ction 
of Lu Xun . Translated with an Introduction by Julia Lovell, with an Afterword by Yiyun Li. 
New York: Penguin Books, 2009, pp. 32–37.  

   Malhotra, G. (2010, July 21). Pharmaceutical reverse payments and lower drug costs: An interest-
ing dilemma.  PharmaPro . Retrieved June 26, 2012, from   http://www.pharmpro.com/
blogs/2010/07/Pharmaceutical-Reverse-Payments-and-Lower-Drug-Costs/      

  Mayne, R. (2005).  Regionalism, bilateralism, and “TRIP Plus” agreements: The threat to developing 
countries . New York: Human Development Report Offi ce. Retrieved June 21, 2015, from   http://
hdr.undp.org/en/content/regionalism-bilateralism-and-%E2%80%9Ctrip-plus%E2%80%9D-
agreements      

   Matthews, D. (2006, December 22). Patent Reform in India: The Campaign to protect public 
health.  Queen Mary School of Law . Retrieved June 8, 2012, from    http://www.ipngos.org/
NGO%20Briefi ngs/Patents%20Act%20amendment.pdf      

   Medecins Sans Frontieres . (2007). MSF welcomes move to overcome patent on AIDS drug in 
Thailand. Retrieved May 30, 2012, from   http://www.doctorswithoutborders.org/press/release.
cfm?id=1905      

   Merck . (2011, September). Public policy statement: Intellectual property and access to medicines 
in the developing world. Retrieved May 30, 2012, from   http://www.merck.com/about/views-
and- positions/public-policy-statement-ip-2011.pdf      

    Merck . (2012). Our company. Retrieved May 24, 2012, from   http://www.merck.com/about/our- 
history/home.html      

References

http://www.naturalnews.com/021232.html
http://www.naturalnews.com/021232.html
http://www.ip-watch.org/2006/12/22/thailand-compulsory-license-on-aids-drug-prompts-policy-debate/?res=800_ff&print=0
http://www.ip-watch.org/2006/12/22/thailand-compulsory-license-on-aids-drug-prompts-policy-debate/?res=800_ff&print=0
http://www.ip-watch.org/2006/12/22/thailand-compulsory-license-on-aids-drug-prompts-policy-debate/?res=800_ff&print=0
http://www.internationallawoffice.com/newsletters/detail.aspx?g=263aef08-eed1-41c1-93d5-e920b6a4679c
http://www.internationallawoffice.com/newsletters/detail.aspx?g=263aef08-eed1-41c1-93d5-e920b6a4679c
http://www.hiso.or.th/hiso/picture/reportHealth/ThaiHealth2009/eng2009_17.pdf
http://www.hiso.or.th/hiso/picture/reportHealth/ThaiHealth2009/eng2009_17.pdf
http://www.iprpa.org/eng/anti_campaign.php
http://www.iprpa.org/eng/anti_campaign.php
http://www.ft.com/intl/cms/s/0/04455f9e-80b0-11db-9096-0000779e2340.html#axzz1vYozy8Ab
http://www.ft.com/intl/cms/s/0/04455f9e-80b0-11db-9096-0000779e2340.html#axzz1vYozy8Ab
http://www.ft.com/intl/cms/s/0/a2e81cc8-d1d1-11db-b921-000b5df10621.html#axzz1xdVHXI5p
http://www.ft.com/intl/cms/s/0/a2e81cc8-d1d1-11db-b921-000b5df10621.html#axzz1xdVHXI5p
http://www.twnside.org.sg/title2/resurgence/196/cover5.doc
http://www.twnside.org.sg/title2/resurgence/196/cover5.doc
http://www.gutenberg.org/cache/epub/10616/pg10616.html
http://www.gutenberg.org/files/7370/7370-h/7370-h.htm
http://www.gutenberg.org/files/7370/7370-h/7370-h.htm
http://www.pharmpro.com/blogs/2010/07/Pharmaceutical-Reverse-Payments-and-Lower-Drug-Costs/
http://www.pharmpro.com/blogs/2010/07/Pharmaceutical-Reverse-Payments-and-Lower-Drug-Costs/
http://hdr.undp.org/en/content/regionalism-bilateralism-and-%E2%80%9Ctrip-plus%E2%80%9D-agreements
http://hdr.undp.org/en/content/regionalism-bilateralism-and-%E2%80%9Ctrip-plus%E2%80%9D-agreements
http://hdr.undp.org/en/content/regionalism-bilateralism-and-%E2%80%9Ctrip-plus%E2%80%9D-agreements
http://www.ipngos.org/NGO Briefings/Patents Act amendment.pdf
http://www.ipngos.org/NGO Briefings/Patents Act amendment.pdf
http://www.doctorswithoutborders.org/press/release.cfm?id=1905
http://www.doctorswithoutborders.org/press/release.cfm?id=1905
http://www.merck.com/about/views-and-positions/public-policy-statement-ip-2011.pdf
http://www.merck.com/about/views-and-positions/public-policy-statement-ip-2011.pdf
http://www.merck.com/about/our-history/home.html
http://www.merck.com/about/our-history/home.html


294

  Montlake, S. (2007, January 31). Thailand widens the scope of generic drugs.  The Christian 
Science Monitor . Retrieved May 27, 2012, from   http://www.csmonitor.com/2007/0131/
p07s02-woap.html      

   Nuyen, A. T. (2000). Confucianism, the idea of min-pen, and democracy.  Copenhagen Journal of 
Asian Studies ,  14 , 130–151. Retrieved September 14, 2013, from   http://rauli.cbs.dk/index.php/
cjas/article/download/2154/2151      

    Schuettler, D. (2007, February 16). Thai drug move stirs patent debate.  Reuters . Retrieved 
June 25, 2012, from   http://www.reuters.com/article/2007/02/16/us-thailand-drugs-patents-
idUSBKK7253920070216      

  Seidenberg, S. (2008, February 1). Patent abuse.  Inside Counsel . Retrieved May 22, 2012, from 
  http://www.insidecounsel.com/2008/02/01/patent-abuse      

    Shao, K. (2012). Chinese culture and intellectual property: Let’s realise we have been mis-
guided.  The WIPO Journal ,  4  W.I.P.O.J. 00, 103–110. Retrieved September 10, 2013, from 
  http://www.wipo.int/export/sites/www/freepublications/en/intproperty/wipo_journal/wipo_
journal_4_1.pdf      

   Short, P. (2010, August 3). 25 Years in Thailand’s sex industry.  CNN . Retrieved June 13, 2012, 
from   http://www.cnngo.com/bangkok/life/25-years-thailands-sex-industry-233135      

   Shi, W. (2006). Cultural perplexity in intellectual property: Is stealing a book an elegant offense? 
 32  N.C. J. Int’l L. & Com. Reg. 1, 11.  

   Silverman, E. (2007, November 23). Thailand’s health minister leaves next month; will compul-
sory licensing come to an end?  Pharmalot . Retrieved May 31, 2012, from   http://www.pharma-
lot.com/2007/11/thailands-health-minister-leaves-next-month-will-compulsory-
licensing-come-to-an-end/      

   SIPO. (2013). Laws and policy. State intellectual property offi ce of the PRC. Retrieved September 
18, 2013, from   http://english.sipo.gov.cn/laws/      

      Steinbrook, R. (2007). Thailand and the compulsory licensing of Efavirenz.  New England Journal 
of Medicine, 356 (6), 544–546.  

     T’Hoen, E. F. M. (2010). TRIPS, Pharmaceutical patents and access to essential medicines: Seattle, 
doha and beyond. In H. Murphy (Ed.),  The making of international trade policy: NGOs, 
Agenda-setting, and the WTO  (pp. 39–68). Northampton: Edward Elgar Publishing, Inc.  

    The Nation . (2007, May 8). Compulsory licenses, Mongkol: ‘We can’t give in with lives at stake.’ 
Retrieved June 13, 2012, from   http://www.nationmultimedia.com/2007/05/05/national/
national_30033438.php      

   Vance, A. (2005, May 5). Hong Kong scouts gain IP profi ciency badge: Dib, dib, dib MPA Style. 
 The Register . Retrieved September 19, 2013, from   http://www.theregister.co.uk/2005/05/05/
scout_ip_badge/      

    Washington College of Law . (2008, March). Timeline for Thailand’s compulsory licenses. 
Retrieved May 31, 2012, from   http://www.wcl.american.edu/pijip/documents/timeline.pdf      

   WIPO. (2012).  World intellectual property indicators – 2012  (WIPO economics and statistics 
series). Retrieved September 18, 2013, from   http://www.wipo.int/export/sites/www/freepubli-
cations/en/intproperty/941/wipo_pub_941_2012.pdf      

   WIPO Magazine. (2010). China’s IP journey.  WIPO Magazine , Number 6, December 2010, 
pp. 25–28. Retrieved September 17, 2013, from   http://www.wipo.int/export/sites/www/wipo_
magazine/en/pdf/2010/wipo_pub_121_2010_06.pdf      

   The World Bank.  (2000). Thailand social monitor: Thailand’s response to AIDS, building on suc-
cess, confronting the future. Retrieved May 27, 2012, from   http://www-wds.worldbank.org/
external/default/WDSContentServer/WDSP/IB/2002/03/29/000094946_02031904060482/
Rendered/PDF/multi0page.pdf      

    The World Bank.  (2012). How we classify countries. Retrieved May 24, 2012, from   http://data.
worldbank.org/about/country-classifi cations      

   World Trade Organization. (2001, November 14).  Declaration on the TRIPS agreement and public 
health . Retrieved on June 20, 2015, from   https://www.wto.org/english/thewto_e/minist_e/min01_
e/mindecl_trips_e.htm      

13 Competitors: Intellectual Property Rights

http://www.csmonitor.com/2007/0131/p07s02-woap.html
http://www.csmonitor.com/2007/0131/p07s02-woap.html
http://rauli.cbs.dk/index.php/cjas/article/download/2154/2151
http://rauli.cbs.dk/index.php/cjas/article/download/2154/2151
http://www.reuters.com/article/2007/02/16/us-thailand-drugs-patents-idUSBKK7253920070216
http://www.reuters.com/article/2007/02/16/us-thailand-drugs-patents-idUSBKK7253920070216
http://www.insidecounsel.com/2008/02/01/patent-abuse
http://www.wipo.int/export/sites/www/freepublications/en/intproperty/wipo_journal/wipo_journal_4_1.pdf
http://www.wipo.int/export/sites/www/freepublications/en/intproperty/wipo_journal/wipo_journal_4_1.pdf
http://www.cnngo.com/bangkok/life/25-years-thailands-sex-industry-233135
http://www.pharmalot.com/2007/11/thailands-health-minister-leaves-next-month-will-compulsory-licensing-come-to-an-end/
http://www.pharmalot.com/2007/11/thailands-health-minister-leaves-next-month-will-compulsory-licensing-come-to-an-end/
http://www.pharmalot.com/2007/11/thailands-health-minister-leaves-next-month-will-compulsory-licensing-come-to-an-end/
http://english.sipo.gov.cn/laws/
http://www.nationmultimedia.com/2007/05/05/national/national_30033438.php
http://www.nationmultimedia.com/2007/05/05/national/national_30033438.php
http://www.theregister.co.uk/2005/05/05/scout_ip_badge/
http://www.theregister.co.uk/2005/05/05/scout_ip_badge/
http://www.wcl.american.edu/pijip/documents/timeline.pdf
http://www.wipo.int/export/sites/www/freepublications/en/intproperty/941/wipo_pub_941_2012.pdf
http://www.wipo.int/export/sites/www/freepublications/en/intproperty/941/wipo_pub_941_2012.pdf
http://www.wipo.int/export/sites/www/wipo_magazine/en/pdf/2010/wipo_pub_121_2010_06.pdf
http://www.wipo.int/export/sites/www/wipo_magazine/en/pdf/2010/wipo_pub_121_2010_06.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2002/03/29/000094946_02031904060482/Rendered/PDF/multi0page.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2002/03/29/000094946_02031904060482/Rendered/PDF/multi0page.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2002/03/29/000094946_02031904060482/Rendered/PDF/multi0page.pdf
http://data.worldbank.org/about/country-classifications
http://data.worldbank.org/about/country-classifications
https://www.wto.org/english/thewto_e/minist_e/min01_e/mindecl_trips_e.htm
https://www.wto.org/english/thewto_e/minist_e/min01_e/mindecl_trips_e.htm


295

    World Trade Organization.  (2012). Overview: The TRIPS agreement. Retrieved June 11, 2012, 
from   http://www.wto.org/english/tratop_e/trips_e/intel2_e.htm      

  Yu, P. K. (2000). From pirates to partners: Protecting intellectual property in China in the twenty- fi rst 
century.  American University Law  (Vol. 50, Cardozo legal studies research paper no. 34). Retrieved 
September 10, 2013, from   http://papers.ssrn.com/sol3/papers.cfm?abstract_id=245548      

      Yu, P. K. (2003).  Four common misconceptions about copyright policy  (MSU-DCL Public Law 
research paper no. 01-16). Retrieved September 12, 2013, from   http://papers.ssrn.com/sol3/
papers.cfm?abstract_id=443160      

  Yu, P. K. (2006). TRIPs and its discontents.  Marquette Intellectual Property Law Review, 10,  
369–410. Milwaukee, WI: Marquette University Law School. Retrieved on June 21, 2015 from 
  http://scholarship.law.marquette.edu/iplr/vol10/iss2/7/      

   Yu, P. K. (2012). International intellectual property scholars series: Intellectual property and Asian 
values, 16 intellectual property L. Rev. 329 (2012). Retrieved September 10, 2013, from   http://
scholarship.law.marquette.edu/cgi/viewcontent.cgi?article=1195&context=iplr      

   Zamiska, N. (2007, February 8). Thai move to lower drug costs highlights growing patent rifts. 
 Yale Global . Retrieved May 31, 2012, from    http://yaleglobal.yale.edu/content/thai-move-trim-
drug-costs-highlights-growing-patent-rift        

References

http://www.wto.org/english/tratop_e/trips_e/intel2_e.htm
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=245548
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=443160
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=443160
http://scholarship.law.marquette.edu/iplr/vol10/iss2/7/
http://scholarship.law.marquette.edu/cgi/viewcontent.cgi?article=1195&context=iplr
http://scholarship.law.marquette.edu/cgi/viewcontent.cgi?article=1195&context=iplr
http://yaleglobal.yale.edu/content/thai-move-trim-drug-costs-highlights-growing-patent-rift
http://yaleglobal.yale.edu/content/thai-move-trim-drug-costs-highlights-growing-patent-rift


297© Springer-Verlag Berlin Heidelberg 2016 
S. Rothlin, D. McCann, International Business Ethics, 
DOI 10.1007/978-3-662-47434-1_14

    Chapter 14   
 Competitors: Fighting Corruption 
in the Marketplace       

 “Your economic achievements will only stand on fi rm ground if 
you diminish corruption.” (Stephan Rothlin,  Eighteen Rules for 
Becoming a Top Notch Player , 2004) 

14.1                 Prelude 

 What is corruption in the marketplace? As the word implies, corruption means 
deliberately ruining some good in order to achieve a purely private benefi t. The 
good of the marketplace consists in the integrity of the business transactions that are 
facilitated within it. Good transactions are those that are freely entered into, based 
on suffi cient information and meeting commonly recognized standards of fair-
ness—the theoretical basis of which was presented in Chap.   5    . Commercial brib-
ery—including kickbacks and other questionable payments—is a fundamental form 
of corruption in the marketplace. It corrupts the competition that is assumed as an 
integral part of the process leading toward a successful business transaction. When 
one fi rm gains an unfair advantage through bribery, its competitors are harmed 
precisely because they are effectively blocked from competing. To illustrate these 
points and their signifi cance in the context of current trends in Asian economic 
development, we will begin this chapter with a case study on the practice of bribery 
undertaken by Siemens China. The case study will allow readers to come to grips 
with the actual reality of competition in Chinese markets and the seeming inevita-
bility of bribing in order to maintain and expand one’s business there. But what is 
the ethics of bribery? Is bribery OK when “everyone else is doing it”? Do “two 
wrongs make a right”? Readers will be led through the entire process, beginning 
with Siemens’ decision to make a policy of bribery, through its detection, the crimi-
nal conviction of the executives involved, and the steps Siemens China has taken 
since the incident to change its policies and show leadership in the fi ght against 
corruption.  

http://dx.doi.org/10.1007/978-3-662-47434-1_5


298

14.2     Case Study: The High Cost of Corruption, Siemens 
Bribery Scandal 

14.2.1     Abstract 

 What do offshore bank accounts, money smuggling, and shell companies have in 
common? They were all part of two decades of rampant bribery initiated by the 
German company, Siemens AG. Siemens, a multinational electronics company 
known for innovation and quality, admitted to bribing governments for contracts. 
Siemens faced accusations of bribery and other corporate corruption in 20 coun-
tries, including Argentina, Bangladesh, Greece, and Nigeria, making the Siemens 
case the largest bribery scandal in modern corporate history. 

 China Mobile executive Shi Wanzhong received bribes totaling US $5.1 million 
in exchange for equipment contracts with Siemens. After the scandal was revealed, 
Shi was tried for economic crimes and given the death penalty, while the middleman 
who facilitated the bribes was given a 15-year prison sentence. 

 The Siemens case forces us to address the issues of bribery, corruption, and 
unfair competition, as well as certain philosophical questions about moral relativ-
ism and universal moral values in the context of a globalizing economy.  

14.2.2     Keywords 

 Siemens AG, Bribes, Foreign Corrupt Practices Act (FCPA), Securities and 
Exchange Commission (SEC), Unfair competition, Moral relativism, The universal-
izability of ethical principles  

14.2.3     An Unexpected Monster 

 The beginning of the Siemens scandal reads like the opening scenes of a thriller 
novel. Reinhard Siekaczek, a middle-aged Siemens accountant, awoke early on the 
morning of November 15, 2006. Waiting at the front door of his Munich home were 
a prosecutor and six police offi cers, each eager to arrest him. 

 In hindsight, Siekaczek acknowledged he knew the authorities would come for 
him eventually. At the time, he was a midlevel executive at Siemens AG, the 
German-based global electronics powerhouse, whose slogan challenged employees 
to “Be Inspired” ( The Economist   2008 ). Unremarkable in appearance, Siekaczek in 
reality played a key role in the largest bribery case in modern corporate history. On 
behalf of Siemens, Siekaczek managed an annual budget specifi cally earmarked for 
the payment of bribes, which ranged between US $40 and $50 million (Millker and 
Schubert  2009 ). A system of offshore accounts and slush funds was meant to dis-
guise the money trail. 
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 The result was reminiscent of horror movies in which the Frankenstein monster 
comes to life. Did Siemens executives realize what they had created? Did they ever 
imagine that this monster could possibly carry an agenda of its own? They did not—
at least not until it was too late.  

14.2.4     Institutionalized Corruption 

 Siekaczek, who would later be charged with 58 counts of breach of trust, was just 
the tip of the iceberg. German prosecutors began investigating Siemens in 2005 
after reports of bribery, tax evasion, and embezzlement were fi led in Lichtenstein, 
Switzerland, and Austria (Steptoe  2009 ). In November 2006, over 200 German 
police, prosecutors, and inspectors raided 30 Siemens offi ces in Germany, including 
that of the CEO Klaus Kleinfeld. Law enforcement offi cers also arrested eight exec-
utives who, like Siekaczek, were accused of offering bribes in over ten countries. 
The countries that were paid the heftiest bribes were China, Russia, Argentina, 
Israel, and Venezuela (Millker and Schubert  2009 ). 

 Payments were conveyed to corrupt foreign offi cials via cash-fi lled suitcases. 
Siemens managers in the telecommunications industry could apply for up to €1 mil-
lion euros at a time for bribes. In what  The Economist  mockingly described as an 
“honor system,” managers were allowed to approve their own funding requests 
( 2008 ). The lack of documentation allowed the practice to thrive. The US Department 
of Justice (DoJ) estimates that approximately US $67 million in cash was carried 
out of the Siemens’ offi ces in order to make the illegal payments ( The Economist  
 2008 ). 

 The practice of corporate bribery began at Siemens in 1989 shortly after the 
company was restructured. The new structure gave division heads much greater 
freedom to pursue business in less developed countries. In an ill-advised attempt 
to increase market share in these areas, general payment funds were earmarked 
for paying foreign bribes. At this time, bribes were tax deductible under the 
German tax code and were referred to by Siemens as “NA,” an abbreviation for 
 nützliche Aufwendungen  or useful expenditures (Millker and Schubert  2009 ). 
However, when Germany outlawed the bribing of foreign offi cials and civil ser-
vants in 1999, Siemens set up a “paper program” to mask the budget for bribery 
overseen by Siekaczek (Millker and Schubert  2009 ). 

 Siekaczek concedes his actions were illegal, but defended them as necessary in 
order to maintain the competitiveness of Siemens’ overseas units. “It was about 
keeping the business unit alive and not jeopardizing thousands of jobs overnight,” 
Siekaczek explained (Millker and Schubert  2009 ). “It had nothing to do with being 
law-abiding, because we all knew what we did was unlawful. What mattered here 
was that the person put in charge was stable and wouldn’t go astray” (Millker and 
Schubert  2009 ). Siekaczek further refl ected, “I would never have thought I’d go to 
jail for my company. Sure, we joked about it, but we thought if our actions ever 
came to light, we’d all go together and there would be enough people to play a game 
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of cards” (Millker and Schubert  2009 ). What do you think about Siekaczek’s 
excuse? Would you be willing to pay bribes to ensure the health of your company 
and protect your coworkers’ jobs? What does Siekaczek’s facetious tone suggest 
about his motives? Note that Siemens’ major ethical concern was that the managers 
carrying out the bribery policy would not themselves be stealing from the fi rm. 

 To facilitate the relationships Siemens established through its web of bribes, the 
management changed tactics and began writing checks made out to cash that could 
be deposited in “off the record” accounts ( The Economist   2008 ). Furthermore, man-
agers would authorize payments by signing on removable paper notes, so as to “peel 
off” any sense of accountability ( The Economist   2010 ). In this way, Siemens gradu-
ally lost control over its clandestine operations, never realizing the potential of the 
creature it had brought to life. In retrospect, it was negligent ethics and minimal 
accountability that created the monster.  

14.2.5     The High Cost of Bribery 

 The German prosecutor ended Siemens’ legal proceedings in 2008 after establish-
ing the failure of the former managing board to fulfi ll its supervisory responsibili-
ties. As a result of the trial, the company was fi ned €395 million euros (Siemens 
 2008 ). But that was hardly the end of the affair. In 2006, the United States Securities 
and Exchange Commission (SEC), under the authority of the Foreign Corrupt 
Practices Act (FCPA), had also begun its own Siemens investigation. The FCPA 
explicitly states that it is illegal for domestic companies to give or receive bribes in 
any form. Foreign companies whose securities are listed in the USA are required to 
follow the same anti-bribery provisions as American companies (FCPA  2012 ). The 
US regulatory agencies were forced to look into the bribery allegations because 
Siemens trades shares on the New York Stock Exchange. It was therefore subject to 
US law and jurisdiction. 

 On December 15, 2008, the SEC reported that it had reached a settlement with 
Siemens to the tune of US$1.6 billion (Scarboro  2011 ), almost 20 times larger than 
any other fi ne imposed by the FCPA (Lichtblau  2008 ). According to David Gao of 
 The Guardian , Siemens was fearful it would have to pay fi nes as high as US$5 bil-
lion. However, the cooperation between Siemens and the US DoJ, especially when 
the fi rm promised to honor its pledge of amnesty for the whistle-blowers involved 
in the case, led to a reduced fi ne (Gao  2008 ). In an interview with  National Public 
Radio , Peter Solmssen, general counsel at Siemens, spoke about the whistle- blowing 
amnesty program: “We had about 130 people who came in and told us where the 
money had gone and what their role had been” (Shapiro  2008 ). 

 White-collar crime expert, Ellen Podgor, believes that confessing to paying 
bribes had less to do with minimizing Siemens’ settlement fi nes than the threat of 
being excluded from business in the USA. “The amount of money being paid is not 
the crucial factor. The crucial factor is not being doomed,” Podgor explained ( The 
Economist   2008 ). With the settlement, Siemens also released information to Chinese 
authorities about mainland involvement in the bribery scandal.  

14 Competitors: Fighting Corruption in the Marketplace



301

14.2.6     Culturally Corrupt? 

 Germany’s  Economic Weekly Magazine  quoted an unnamed Siemens employee 
claiming that “up to half of Siemens’ business in China was involved in bribery,” 
thus prompting further investigation into Siemens’ activities in China, where 
approximately 90 % of its business was carried out through third parties or middle-
men ( China Tech News   2007 ). 

 Siemens used middlemen to facilitate contracts in two ways. The fi rst was by 
employing a sales agent, who was responsible for business in a particular area and 
was given commissions based on sales volume. The second method was by “signing 
business consultancy agreements with shell companies.” Explained one executive, 
“[The] agreement stands for a sum of kickback and the shell company simply acts 
as a channel for money laundering” (Jieqi  2011 ). 

 According to the US Department of Justice, three groups under the umbrella 
organization Siemens China were implicated in the bribery scandal: Siemens 
Medical Solutions Group, Siemens Power Transmission and Distribution, and 
Siemens Transportation Systems. Among these three companies, US$61.4 million 
in bribes was paid to Chinese offi cials in the telecommunications, construction, and 
medical care industries. The contracts obtained by Siemens through these bribes 
totaled RMB¥2.1 billion (US$328 million) ( People’s Daily   2011 ). 

 Bernd Eitel, director of media and public relations of Siemens China, said after 
the scandal went public that the fi rm “has begun to monitor all consulting compa-
nies, namely, third parties that are engaged in providing sales-related consulting and 
guidance to Siemens” ( China CSR   2007 ). Siemens moved to minimize future suspi-
cions of third party consultants by having each consultant approved by the corporate 
Standard Conformity Offi ce and the CEO ( China CSR   2007 ). 

 Twenty Siemens employees were terminated for inappropriate conduct during 
the scandal. When questioned about their dismissal, Eitel wrote, they “didn’t com-
ply with the compliance guidelines of the company” (Liu  2007 )—a response that 
may be suspect for trying to render the fi rm’s internal procedures as opaque as 
possible. 

 The SEC specifi cally identifi ed Shi Wanzhong, head of human resources for 
China Mobile Group, as accepting Siemens bribes between 2001 and 2006 during 
his time as president and general manager at China Mobile Anhui ( People’s Daily  
 2011 ). In his capacity as general manager, Shi was responsible for equipment pro-
curement in China Mobile’s Anhui Province operations. China Mobile is a state- 
owned enterprise that is traded on both the New York and Hong Kong stock 
exchanges. It is the leading mobile telecommunications provider in China with 
70 % of the total market share ( Freebase   2009 ). 

 In what some mistakenly assume is an unspoken rule for doing business in China, 
bribes are condoned and may seem to be encouraged. Siemens misunderstood the 
way the Chinese business environment is changing and therefore did not hesitate to 
approach Shi through one of his longtime friends, Tian Qu. Siemens persuaded Tian 
to serve as a middleman, a conduit through whom Shi was persuaded to accept 
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bribes (Jieqi  2011 ). Tian worked to broker equipment sales between China Mobile 
and Siemens in his capacity as a middleman. In exchange for their cooperation, Shi 
and Tian received a total of US$5.1 million in kickbacks (Lopez  2011 ) from Siemens 
through an Anhui-based consulting company that channeled funds to Tian’s per-
sonal bank account (Jieqi  2011 ). Content with this arrangement, neither Shi nor 
Tian had reason to challenge the system or look for alternative sources of moral and 
legal guidance. Shi and Tian were caught up in what they took to be the prevailing 
culture of corruption and thus acted both recklessly and contrary to Chinese law. 

 The Intermediate Court of Hebi City, Henan Province, tried Shi and Tian, but 
in criminal court proceedings that were closed to the public, as they contained 
“state secrets” ( People’s Daily   2011 ). The Chinese Criminal Law outlines levels 
of criminal liability for individuals, companies, and offi cials engaged in bribery. 
With regard to the case at hand, Article 386 of the Criminal Law states, “Whoever 
has committed the crime of acceptance of bribes shall, on the basis of the amount 
of money or property accepted and the seriousness of the circumstances, be pun-
ished in accordance with the provisions of Article 383,” which includes sen-
tences of “fi xed-term imprisonment of not less than 10 years or life imprisonment…
if the circumstances are especially serious, he shall be sentenced to death” 
(Criminal Law  1997 ). The culmination of the trial on June 21, 2011, found Shi 
guilty of accepting bribes and sentenced him to death with a 2-year reprieve 
(Jieqi  2011 ), while Tian received 15 years in prison for facilitating the bribes 
( Shanghai Daily   2011 ).  

14.2.7     The Economics of Crime 

 Despite its competitive advantages in international business, Siemens found it dif-
fi cult to meet its profi t expectations, according to an article published in  The 
Economist . The company’s large budget for bribery hampered its revenue growth, 
as the contracts involved were not sizeable enough to offset the cost of the bribes. 
The investigations and trials exposed “a stunning level of deception and corruption,” 
said US assistant attorney general, Lanny A. Breuer. “Business should be won or 
lost on the merits of a company’s products and services, not the amount of bribes 
paid to government offi cials” (Wyatt  2011 ). In fact, had Siemens complied with 
Brewer’s understanding of business ethics, the company might have been more 
profi table both before and after the scandal. 

 Nevertheless, having been caught in a scandal, Siemens incurred even more 
expenses. The direct costs of the scandal amounted to US$2.6 billion, including 
fi nes and internal fees for lawyers, investigations, etc. Costs that were not directly 
fi nancial included the loss of CEO Klaus Kleinfeld and a member of the board both 
of whom left as a result of the incident, but were neither charged nor implicated in 
it. As for Siemens’ stock value, investors lost substantially as both its market value 
and its reputation were tarnished. The company ended the 2009 fi scal year with a 
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startling 60 % drop in net income, signifi cantly more than the loss competitors 
endured during the global fi nancial crisis that year (Racanelli  2012 ). American 
stockbroker, Nicholas Heymann, commented on the state of Siemens: “They were 
caught using steroids to win…Then suddenly they had to start trying to do it the 
old-fashioned way” ( The Economist   2010 ). Heymann’s comment stresses that if you 
are caught cheating in a game, you are penalized with losses. The same is true in 
business.  

14.2.8     Recovery 

 CEO Kleinfeld resigned his post after the bribery scandal became public. When 
the Siemens board selected Peter Loescher as Kleinfi eld’s replacement, it did so 
with every intention of revamping the company’s corporate culture. Austrian born, 
Loescher was the fi rst “outsider” to lead the German company since its founding 
165 years ago (Racanelli  2012 ). He was praised as a pragmatist and understood 
his fi rst task as CEO was to institute damage control. Loescher said his job was 
“to clean up this whole situation as quickly as possible,” and he was repeatedly 
heard saying, “Siemens needs to get faster, less complex and more focused” 
(Racanelli  2012 ). 

 Loescher was saddled with the diffi cult task of instilling confi dence in a com-
pany that had been overrun by scandal. He responded by appointing a task force 
focused on specifying job descriptions and regulating employees. The task force 
quickly identifi ed “two layers of top management that effectively had no opera-
tional accountability in the previous organizational structure” (Racanelli  2012 ). 
Half of the top 100 managers were replaced. The task force also investigated €420 
million euros of suspect expenditures made between 1999 and 2006. 

 Loescher went beyond the legal requirements to realign Siemens’ company cul-
ture with a moral core; he appointed Michael Hershman, an anti-corruption expert 
and cofounder of Transparency International, to review anti-corruption controls and 
ethics training at Siemens ( The Christian Science Monitor   2008 ). The new policies 
included the appointment of an ombudsman to encourage whistle-blowing and pre-
vent future scandals. During a 2010 interview with  USA Today , Loescher com-
mented on the current situation saying, “Today, Siemens is a role model. Dow Jones 
has ranked us in its sustainability world index. We went from a compliance ranking 
of zero out of 100 to 100 out of 100. Siemens stands for clean business always and 
everywhere” (Jones  2010 ). In an interview with  The Economist , Loescher expanded 
on his confi dence in Siemens and his way of challenging its employees. “It is about 
aligning accountability and responsibility. At the end of the day I look into [their] 
eyes and say: you are responsible” ( The Economist   2010 ). What is your opinion of 
Loescher’s steps to transform Siemens’ culture? Do you think his efforts sincerely 
refl ect his personal beliefs, or are they merely window dressing intended to lure 
back alienated investors?  
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14.2.9     Summary 

 The global bribery scandal at Siemens AG was not just a monster that took on a life 
of its own. Not only were jobs and money lost but also confi dence, reputation, and 
freedom. Siemens’ use of criminal-like stratagems, including money-fi lled suit-
cases, shell companies, and offshore bank accounts, can all be attributed to a mis-
guided attempt to beat out the competition. 

 The Chinese angle in the Siemens scandal has a particularly discouraging con-
clusion. Siekaczek and other Siemens executives approached business in China with 
a false understanding that bribery was the only way to achieve success. The Chinese 
government, however, took a severe approach to those convicted of accepting bribes. 
The result was the sentencing to death of Shi and 15 years imprisonment for Tian. 
Do you think that Siemens bears any responsibility for the fate of its Chinese col-
laborators? How could Siemens have been so indifferent to the risks involved for the 
people who carried out its blatantly immoral and illegal schemes? 

 The Siemens story shocked the world as a reputable multinational was discov-
ered to have institutionalized corruption. What began as an attempt to get ahead 
created a monster with the potential to destroy the company. Seasoned executives 
like Siekaczek enabled the proliferation of bribery by doing their best to carry out 
this misguided policy. But once the scheme was exposed, Loescher worked equally 
hard to revitalize Siemens’ ethics and corporate culture. Under his leadership, con-
sumers are once again confi dent in the Siemens name. In 2010, Loescher proudly 
declared, “We increased growth targets at the same moment that we were cleaning 
the whole thing up” ( The Economist   2010 ). His success appears to have transformed 
Siemens from a company on the brink of collapse after an experiment gone awry to 
a company that once again has discovered a fi rm moral core.   

14.3     Case Study Discussion 

 The comment by Nicholas Heymann on Siemens’ challenge may be a good place to 
start the discussion: “They were caught using steroids to win…. Then suddenly they 
had to start trying to do it the old-fashioned way” ( The Economist   2010 ). It assumes 
what we have attempted to show in various ways throughout this book, namely, that 
business is more like a game than it is like warfare. Nobody asks soldiers on a battle-
fi eld whether they are using steroids or any other illegal substances in order to make 
them more competitive. But players in various games can be penalized or disbarred 
from further competition altogether if they are caught using steroids or willfully 
violating the rules in other ways. Players who cheat at competitive sports often use 
steroids in the hope that these will enhance their performance and increase their 
chances of winning. Companies that pay bribes and kickbacks in order to gain a 
marketing advantage over their competitors are doing the same thing. Bribery and 
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other questionable payments are generally regarded as illegal—and contrary to the 
standards of international business ethics—because they preempt the competition 
that is supposed to guarantee that markets will yield their promised economic 
benefi ts to all. 

 As Heymann pointed out, once Siemens was convicted and had hired a new 
CEO, Peter Loescher, to turn the company around, “they had to start trying to do it 
the old-fashioned way.” Siemens would have to learn how to play the game of busi-
ness without cheating, that is, its sales force would have to relearn how to market its 
products and close the deals for them, without paying bribes and kickbacks. Our 
interest in the Siemens case, then, ought to be focused on how they recovered their 
capacity to play “the old-fashioned way.” Did Loescher succeed in turning the com-
pany around? If so, how did he do it? In November of 2012, Loescher published an 
essay in the Harvard Business Review, “On Using a Scandal to Drive Change” 
(Loescher  2012 ). A major factor was restructuring Siemens management: “Within 
months of my taking over, we replaced about 80 % of the top level of executives, 
70 % of the next level down, and 40 % of the level below that. I fundamentally 
changed how our managing board made decisions. We also worked to streamline 
and simplify our global operating units.” The restructuring of the managing board 
reduced it to eight members: “the heads of three operational units—energy, indus-
try, and health care— plus the HR head, the CFO, the new head of supply chain 
management and sustainability, me, and a new position for legal counsel and com-
pliance.” The new position, Loescher reasoned, had to represent an independent 
perspective that could actually challenge the managing board on its policies: “In the 
wake of the bribery scandal, it was very clear that legal counsel and compliance had 
to be at the table and had to be somebody from the outside.” 

 One lesson from the Siemens case is that corruption entrenched in a corporate 
culture can be rooted out, if the top leadership is willing and able to remove those 
managers who allowed it to fl ourish. Wholesale restructuring of Siemens manage-
ment, plus the appointment of an independent watchdog to the managing board, 
showed what Loescher was capable of. As he said, “In the beginning it was ‘Oh, he 
is just talking.’ I’m not just talking. Now, when I make a statement, people know I 
will follow through.” The turnaround had to come from the top, Loescher con-
cluded, since rank-and-fi le Siemens employees “felt that the corruption scandal rep-
resented a failure of leadership. They were shocked and ashamed, because they are 
very proud to be part of Siemens.” When counting the costs of corruption, one must 
not underestimate its negative impact on employee morale. Compliance with legal 
guidelines and moral norms is not simply an accommodation to external pressures; 
it must also be understood as a refl ection of most employees’ desire for security and 
peace of mind, their need to work for a company they can be proud of—which, of 
course, usually pays off in terms of increased productivity. 

 Loescher and the new management team at Siemens must have sensed the psy-
chological and moral hazards involved, had they been content to produce a public 
relations response that only masked a deeper resistance to change. The corporate 
restructuring was quickly followed by the publication of a revised set of “Siemens 
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Business Conduct Guidelines” (Siemens  2009 ). In his “Foreword” to this document, 
Loescher showed his complete support for them:

  These Business Conduct Guidelines have been adapted in line with new legal requirements 
and are based on international treaties on human rights, anti-corruption and sustainability. 
They are intended to strengthen awareness of the law and moral standards as an integral part 
of our entrepreneurial actions. The key message is that only clean business is Siemens busi-
ness. I call on all employees to live and breathe the Business Conduct Guidelines. 

 The Guidelines are comprehensive and detailed. They clarify Siemens’ expectations 
in six key areas: (A) Basic Behavioral Requirements, (B) Treatment of Business 
Partners and Third Parties, (C) Avoiding Confl icts of Interest, (D) Handling of 
Company Property, (E) Handling of Information, and (F) Environment, Safety, and 
Health. The fi rst two of these address issues that emerged in the bribery scandal. 
The Basic Behavioral Requirements begin with “observing the law and the legal 
system in every country where we do business…in addition to applicable Siemens 
policies.” Siemens pledges to honor the values of “mutual respect, honesty, and 
integrity” in all its business dealings both internally and externally. Preserving and 
enhancing Siemens good reputation are the responsibility of each and every 
employee. 

 In that same section on Basic Behavioral Requirements, Siemens spells out its 
expectations of managers, not only for their instruction but also “to give employees 
an idea of the leadership and support they should expect from their superiors”:

  All managers bear responsibility for all employees entrusted to them. All managers must 
earn respect by exemplary personal behavior, performance, openness, and social compe-
tence. This means, among other things, that each manager must emphasize the importance 
of ethical conduct and compliance, make them regular topics of everyday business and 
promote them through personal leadership and training. (Siemens  2009 : 5) 

 The Guidelines list the duties that Siemens managers must perform in exercising 
“responsibility for all employees entrusted to them,” each of which is understood as 
a dimension of their “duty of due care”: a “duty of selection” requiring them to 
“carefully select employees based on their personal and professional qualifi cations 
and suitability”; a “duty to give instructions” requiring them to “give precise, com-
plete and binding instructions to employees, especially with regard to compliance 
with the law”; a “duty of monitoring” to “ensure compliance with the law is con-
tinuously monitored”; and a “duty of communication” informing employees of “the 
importance of integrity and compliance in everyday business” and the consequences 
of “violations of the law.” 

 The other fi ve areas, then, provide greater detail on how these Basic Behavioral 
Requirements are to be met in Siemens business practice. Section B, “Treatment of 
Business Partners and Third Parties,” details the specifi c policies that the fi rm has 
adopted to eliminate corruption. It begins with an affi rmation of the ideal of “fair 
competition”: “Fair competition permits markets to develop freely – with attendant 
social benefi ts. Accordingly, the principle of fairness also applies to competition for 
market share.” It then goes on to benchmark practices that either promote fair com-
petition or undermine it, starting with strict compliance with “antitrust laws.” 
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Industrial espionage, as well as “bribery, theft, or electronic eavesdropping,” or 
communicating “knowingly false information about a competitor or its products or 
services” is forbidden. In prefacing its section on anti-corruption policies, the 
Guidelines offer the following description of Siemens’ intentions:

  We compete fairly for orders with the quality and the price of our innovative products and 
services, not by offering improper benefi ts to others. As a result, no employee may directly 
or indirectly offer, promise, grant or authorize the giving of money or anything else of value 
to a government offi cial to infl uence offi cial action or obtain an improper advantage. The 
same applies to a private commercial counterparty in a business transaction in consideration 
for an improper advantage. (Siemens  2009 : 7) 

 In order to ensure that the anti-corruption policy is crystal clear, the Guidelines 
provide detailed instruction on what constitutes an “improper benefi t” as well as 
what potential recipients are covered, namely, “government offi cials” broadly 
understood, as well as their representatives “(for example, a consultant, agent, inter-
mediary, business partner or other third party),” as well as “private commercial 
counterparties in a business transaction.” 

 With one section of the anti-corruption Guidelines focused on “offering and 
granting advantages,” the other concentrates on Siemens’ employees “demanding 
and accepting advantages.” This section, however, also defi nes the permissible lim-
its of accepting or giving token gifts as in the case of closing a business deal: “This 
does not apply to the acceptance of occasional gifts of purely symbolic value or 
meals or entertainment reasonable in value that are consistent with local customs 
and practices and Siemens policies. Any other gifts, meals or entertainment must be 
refused.” Similarly, though the Guidelines prohibit making “political contributions 
(donations to politicians, political parties or political organizations),” it goes on to 
defi ne permissible donations to support activities conventionally identifi ed with cor-
porate social responsibility (CSR): “As a responsible member of society, Siemens 
makes monetary or product donations for education and science, art and culture, and 
social and humanitarian projects.” The chief concern expressed in this area is to 
ensure that “all donations must be transparent,” meaning, “among other things, that 
the recipient’s identity and planned use of the donation must be clear and the reason 
and purpose for the donation must be justifi able and documented” (Siemens  2009 : 
8). Equally rigorous Guidelines are spelled out in each of the remaining sections, 
particularly on the meaning of “confl ict of interest” and how to avoid it: “Employees 
must inform their supervisor of any personal interest they could possibly have in 
connection with the execution of their professional duties.” 

 The ideal of a “clean business,” as defi ned by Loescher and Siemens’ new com-
pliance staff, then, is a business in which both transparency and accountability have 
been integrated into the reward system for managers and employees at all levels of 
the corporation. The Guidelines are comprehensive and detailed and backed up with 
the promise or threat of penalties up to and including termination of employment. 
“Compliance with the law and observance of the Business Conduct Guidelines shall 
be monitored worldwide in all Siemens companies on a regular basis. This shall be 
done in accordance with applicable national procedures and legal provisions” 
(Siemens  2009 : 21). Clearly, Siemens expects the Guidelines to be as rigorously 
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enforced in China and its other East Asian operations as they are in the EU or the 
USA. While the fi rm recognizes the diversity of its workforce—“We work together 
with individuals of various ethnic backgrounds, cultures, religions, ages, disabili-
ties, races, sexual identity, world view and gender.”—such diversity will not serve 
as an excuse for ignoring or evading the duties incumbent on all Siemens employees 
worldwide. 

 Have the Guidelines been followed since their adoption in 2009? A recent 
Internet search suggests that they have, for there are no new scandals reported since 
Loescher and his team restructured Siemens’ management. But this is more than an 
instance of the dog not barking. Loescher’s effort was not simply to do penance for 
the sins of the past, but to restore public trust by making Siemens a globally recog-
nized leader in compliance and ethics. By 2010, Siemens was already receiving 
high praise from Transparency International (TI), an important NGO working to 
fi ght corruption globally. 1  Indeed, based on the evidence of its effectiveness in the 
years since Loescher’s appointment; the fi rm’s compliance program, including its 
Business Conduct Guidelines; the various training programs based on them; as well 
as its attempt to establish partnerships with NGOs like TI and its affi liates in order 
to sustain the anti-corruption campaign globally—taken together—these initiatives 
suggest that not only is the corporate turnaround genuine, but that the Siemens story 
deserves to be studied as a model for developing effective compliance policies 
(Dietz and Gillespie  2012 ).  

1   One perspective expressing skepticism about Siemens’ turnaround and Transparency 
International’s praise for it appeared on the website of the  Corporate Crime Reporter , which 
recently published a piece, “Transparency International and the Greenwashing of Siemens” 
(Corporate Crime Reporter  2014 ), claiming that TI was absolving Siemens of its involvement in 
corruption because it had applied for funding from the Siemens Integrity Initiative, established as 
part of the fi rm’s settlement with the World Bank which required it to put US$100 million into civil 
society fi ghting corruption. Our own review of the  Corporate Crime Reporter ’s evidence suggests 
that the case alleging an improper relationship between TI and Siemens is highly doubtful, since 
the allegations of ongoing corruption at Siemens are taken from Siemens’ own “Annual Report” 
(Siemens  2013 ), fi led, as required by law, with the US Securities and Exchange Commission. The 
evidence cited by the  Corporate Crime Reporter  is taken from a list of legal proceedings disclosed 
by Siemens involving past cases of bribery and other corrupt practices. A careful review of the list, 
however, will show that none of these cases allege violations happening after Loescher and his 
team began the turnaround at Siemens. They consistently indicate that Siemens has cooperated 
with regulatory and other governmental authorities in the investigation and settlement of all previ-
ous allegations, some of which are still pending. It seems unfair to accuse Siemens of ongoing 
involvement in corruption, when the evidence clearly refers to ongoing attempts to settle previous 
claims against the fi rm. Similarly, if the charges against Siemens are without foundation, so is the 
charge that TI failed to do “due diligence” in reaching its decision to apply for a grant from the 
Siemens Integrity Initiative. The wisdom of TI’s decision to apply for such a grant may be ques-
tioned, but in no way should it be distorted into the serious and unsubstantiated charge of 
“greenwashing.” 
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14.4     Ethical Refl ection 

 Previously in Chap.   5    , we defi ned the ethics of free and fair competition in business 
in reference to the principle of commutative justice, which explains the role of both 
freedom and fairness in buying and selling. While the principle has its roots in the 
moral philosophy of Hellenistic antiquity, primarily Aristotle’s  Nicomachean 
Ethics , its premodern development in the thought of St. Thomas Aquinas presup-
poses a marketplace where most buying and selling occur between individuals and 
not either between customers and business corporations or between governments 
and corporations. The differences between these types of transactions mean that the 
rough equality between buyers and sellers presupposed in the classical understand-
ing of commutative justice rarely, if ever, occurs in today’s marketplace. Instead of 
the rough equality presupposed when—to recall Aquinas’ example discussed in 
Chap.   5    —one farmer sells his neighbor a horse that is blind in one eye, in today’s 
marketplace, the relationships of buyers and sellers are characterized by complex 
asymmetries that make the task of achieving a free and fair outcome that is mutually 
benefi cial far more challenging than simply invoking the wisdom of  caveat emptor  
(“let the buyer beware”) and  caveat venditor  (“let the seller beware”). 

14.4.1     What’s Wrong with Commercial Bribery? 

 It is in the context of these asymmetries—in access to resources, knowledge, and 
power—that we must ask what’s wrong with commercial bribery? As we shall see 
further on, it’s generally illegal, but is it immoral? Why? Siemens’  Business Conduct 
Guidelines  provide an important clue. “Fair competition permits markets to develop 
freely – with attendant social benefi ts.” Since Adam Smith’s  The Wealth of Nations  
(1776), neoclassical economics has explained the market’s promise of social bene-
fi ts in terms of “allocative effi ciency.” When there is genuine competition in the 
markets, resources are directed to their most effi cient uses through the discipline 
imposed by prices, freely and fairly arrived at by mutual agreement among buyers 
and sellers. 2  Any distortion in the fl ow of information, or the impact of extraneous 
factors that may undermine the markets’ ability to set prices, will result in “market 
failures” which in turn will undermine the expected social benefi ts. Monopolies, 
monopsonies, and externalities, including price controls and taxation, will distort 
market prices, along with various forms of corruption. A bribe or a kickback, for 
example, paid by one fi rm in order to obtain the business of another fi rm corrupts 

2   The social benefi ts resulting from allocational effi ciency depend upon a number of conditions that 
roughly correspond to the assumptions operative in the principle of commutative justice. The out-
comes of market activity may be regarded as optimizing not only justice but also effi ciency so long 
as these conditions are generally respected. For example, the prices for various goods and services 
cannot be dictated by any entity exercising monopoly power and, among other things, must be both 
“informationally effi cient” and “transactionally or operationally effi cient” (Investopedia  2014 ). 
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the market, by ensuring that the decisions of buyers and sellers no longer are based 
on a rational analysis of competitive bids for goods and services. 

 The Siemens Guidelines pledge the fi rm to preserve the integrity of the markets 
in which the fi rm competes: “We compete fairly for orders with the quality and the 
price of our innovative products and services, not by offering improper benefi ts to 
others.” Bribery and other forms of corruption are immoral because they are meant 
to secure improper advantages in these markets. The free and fair competition, by 
which social benefi ts in the form of continuous innovation, lower cost curves, and 
greater consumer choices are obtained, is suspended in order to induce one or the 
other party to the transaction to make their decision on noneconomic grounds. 
Ironically, when a fi rm like Siemens engages in a policy of paying bribes and kick-
backs in order to obtain contracts, they unwittingly reveal a lack of confi dence in 
their own products and services. If the price and quality of what they had to offer for 
sale were competitive, paying bribes and kickbacks would not be necessary. They 
would not need to corrupt the marketplace in order to do business. 

 A willingness to engage in commercial bribery, then, is indicative not only of 
market failure but also a basic violation of the spirit of entrepreneurship. 
Entrepreneurship should never be confused with greed, as if the point were to make 
as much money as possible by whatever means necessary. Genuine entrepreneurs 
are—or ought to be—people who believe that they have a better idea and a better 
way to provide some product or service, at a better price, than their competitors. 
They welcome free and fair competition and, win or lose, try to learn from whatever 
signals the market sends their way. They do not try to distort or suppress the results 
of free and fair competition in the marketplace, since without those signals they 
cannot continue to improve their products and services. Corruption in the market-
place is their greatest enemy, since it means that market outcomes cannot be relied 
upon to tell them where they and their products stand relative to their competitors. 
Free and fair competition attracts entrepreneurs; corrupted competition can only 
repel them. 

 A proper understanding of how markets create the social benefi ts they promise 
suggests that all buyers and sellers have a moral duty to preserve the integrity of the 
markets in which they compete. We believe this is yet another dimension of the 
principle of corporate social responsibility (CSR). If corruption contributes to mar-
ket failure—which guarantees that only the corrupt participants will benefi t from 
corrupt transactions—then the various regulatory agencies, national as well as inter-
national, public as well as private, must intervene to restore the integrity of the 
marketplace. Siemens deserved the sizable fi nes and penalties that it received, for it 
had collaborated in the corruption of emerging markets on an unprecedented scale. 
Those individuals who were caught and punished with termination of employment 
or convicted of economic crimes deserved what they got, even if they did not benefi t 
directly and personally from their actions. Paying bribes and kickbacks on behalf of 
one’s employer is no less reprehensible than receiving bribes and kickback for one’s 
personal advantage. Whatever the motive, the individuals involved failed in their 
duty to preserve the integrity of the marketplace.  
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14.4.2     An Emerging Global Consensus 

 The ethical case against bribery and corruption seems more compelling and more 
universally recognized now than it did a decade or so ago. Although bribery and 
extortion involving transactions with government offi cials have been condemned 
for countless generations—we see, for example, indications of its disapproval not 
only in the Hebrew Bible (Amos 5:12–15) but also in the Confucian classics 
(Mencius Book 2B: 3)—until recently, commercial bribery, not involving govern-
ment offi cials, seems to have been widely accepted as common practice. China is a 
good example of how attitudes toward bribery and other forms of corruption in the 
marketplace have been changing. In the past the practice of paying bribes or kick-
backs in order to attract more customers was widespread, as if these were the only 
way to facilitate business. The excuse for such practices was that everybody else is 
doing it. Refraining will mean losing out, like ceding a competitive edge to a rival 
company. It was common then for Chinese business people to tell outsiders who 
questioned the practice of bribery to adapt to the unspoken rules of the local game 
or go home. 

 The shortsighted realism of this advice presumes that corrupt practices have 
always been part of the game throughout Asia and that they were the most practical 
approach to securing mutually benefi cial business relationships, otherwise known 
as a form of “guanxixue” ( ). The goal of bribery, as we have seen, is to attain 
privileged advantages that increase one’s wealth, infl uence, and power. Many peo-
ple assumed that the positive results of corruption outweighed its disadvantages. 
Those defending this approach to building business relationships might tell them-
selves, “I am only following the rules, and society tacitly approves this practice.” 
The assumption that bribery and kickbacks are inherent in a culture, and required by 
its tacit rules for success, overlooks the fact that only a limited number of people 
ultimately profi t from such deals. 

 In China, there has been progress, slow and steady at fi rst, but with increasing 
momentum, thanks to the anti-corruption campaigns stepped up with the prosecu-
tion of Bo Xilai, in rejecting this perverse tolerance of bribery and other forms of 
corruption. Recent scandals have increased public awareness of the negative effects 
of bribery. The practice of bribing doctors as well as government offi cials in China, 
of which GlaxoSmithKline (GSK), for example, stands accused, is believed to have 
“resulted in higher drug prices and illegal revenues of more than US$150 million” 
(Barboza and Thomas  2014 ). GSK’s “massive bribery network” thus was meant to 
create a market failure that eliminated competition among pharmaceutical fi rms in 
order to increase prices and maximize profi ts. As a result, GSK’s top manager in 
China, Mark Reilly, a British citizen, not only will face trial for economic crimes in 
China but also is under criminal investigation by the Serious Fraud Offi ce in the UK 
(Kollewe  2014 ). These scandals indicate that tolerating bribes because “every other 
business is doing it” not only disregards the needs of the public, but demonstrates 
just how out of touch the fi rms involved are with shifting opinion in China. 
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 An editorial for  China Today , “Multinationals in China Must Operate According 
to Law,” made the case for government intervention in this way:

  No market economy can tolerate commercial bribery, and such practices will be resolutely 
checked and cracked down upon. China is no exception…Commercial bribery not only 
undermines the rule of law and fair trade, but also erodes a country’s economy. The GSK 
investigation was the fi rst bold move against commercial bribery by the new generation of 
Chinese leadership. Multinationals in China need to understand that the Chinese govern-
ment’s campaign against commercial bribery is not intended to suppress foreign capital but 
rather is a rigorous effort to create a healthy and orderly market through fair competition. 
(Jin  2013 ) 

 While criminal prosecution is not the only way in which governments can act to 
restore the integrity of markets within their jurisdictions, it is a necessary fi rst step, 
since corruption “cannot germinate and proliferate without a supportive, or at least 
tolerant, environment. Therefore, to eradicate this vice, we must simultaneously 
punish corruption and promote reforms.” 

 Other organizations, like Transparency International (TI), have their own indis-
pensable role to play in supporting governments and businesses in their efforts to 
transform cultures that once tolerated bribery and corruption. TI is the most compe-
tent voice and internationally acknowledged institution working to educate the pub-
lic globally to the dangers of corruption. TI publishes regular reports with reliable 
data concerning corruption. Since its fi rst publication in 1995, TI’s annual Corruption 
Perception Index (CPI) has changed perceptions about corruption worldwide. The 
CPI methodology has been continuously improved since its inception, drawing data 
from various institutions, in order to document the scale of public sector corruption. 
The CPI’s defi nition of public sector corruption is the misuse of public power for 
private benefi t, which includes bribery of public offi cials, kickbacks in public pro-
curement, and embezzlement of public funds. The CPI’s measurement of corruption 
assesses two aspects: the frequency of corruption and the total value of bribes paid. 
These two elements go hand in hand. 

 According to the CPI of 2001 (Transparency International  2001 ), China ranked 
57th on the list of least corrupt out of a total of 91 countries. In that year, East Asian 
countries—despite family resemblances indicated by the pervasive infl uence of 
Chinese, primarily Confucian, values—achieved widely disparate results: Among 
the 91 countries surveyed, Singapore ranked 4th; Hong Kong, 14th; Japan, 21st; 
Taiwan, 27th; Malaysia, 36th; South Korea, 42nd; Thailand, 61st; Philippines, 65th; 
Vietnam, 75th; and Indonesia, 88th. Clearly, corruption is not an inevitable conse-
quence of sharing Chinese values. A comparison with the latest CPI, from 2013 
(Transparency International  2013 ), suggests the possibility that changes may occur 
over time, even as the overall pattern remains remarkably stable. China ranks 80th 
on the list of 177 countries included in the 2013 survey, with Singapore ranked 5th; 
Hong Kong, 15th; Japan, 18th; Taiwan, 36th; South Korea, 45th; Malaysia, 53rd; 
Mongolia, 83rd; Philippines, 94th; Thailand, 102nd; Indonesia, 114th; Vietnam, 
116th; Laos, 140th; Myanmar, 157th; Cambodia, 160th; and North Korea, 175th. 
While these results may appear roughly similar, in light of the fact that the number 
of countries surveyed has nearly doubled, we can see that most of the East Asian 
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nations have improved their rankings with the greatest improvements shown in 
Indonesia, South Korea, Philippines, China, and Vietnam. On the other hand, given 
that the CPI scores are calculated on a scale of 0–100, with 0 being the most corrupt 
and 100 the least, only Singapore (86), Hong Kong (75), Japan (74), Taiwan (61), 
South Korea (55), and Malaysia (50) managed to rank in the top half of the nations 
surveyed. Clearly, there is much more work to be done in publicizing the problem 
of public sector corruption and actually transforming the attitudes that support it. 

 Another useful measurement of the struggle against corruption is TI’s “Bribe 
Payers’ Index” (BPI). The most recent BPI report (Transparency International  2011 ) 
prefaced its fi ndings with a statement refl ecting the growing consensus internation-
ally that bribery and other forms of corruption are—and ought to be—regarded as 
both illegal and immoral:

  Foreign bribery has signifi cant adverse effects on public well-being around the world. It 
distorts the fair awarding of contracts, reduces the quality of basic public services, limits 
opportunities to develop a competitive private sector and undermines trust in public institu-
tions. Engaging in bribery also creates instability for companies themselves and presents 
ever-growing reputational and fi nancial risks. This is particularly relevant in light of recent 
anti-bribery reforms in a number of key countries around the world, such as in China and 
the United Kingdom. 

 Unlike the CPI, which is measured annually, capturing one dimension of the inter-
national corruption equation—the demand side—the BPI is published every 3 years. 
It measures the supply side of the equation—“the perceived likelihood of compa-
nies from the countries surveyed to pay bribes abroad.” The results of the interviews 
of 3016 private sector leaders from the 30 countries surveyed indicated that Russian 
and Chinese companies were thought to bribe most frequently, while Dutch and 
Swiss companies were thought to bribe least frequently. While several countries got 
good scores (8.0 or better on a ten-point scale) for infrequency of bribery, including 
Japan and Singapore, none were regarded as completely free of corruption. 

 For the fi rst time, the BPI of 2011 included measurements of bribery between 
private companies and found that it is regarded by the business executives inter-
viewed as “just as common as bribery between fi rms and public offi cials.” Although 
the 2011 survey showed no overall improvement since the last BPI in 2008, it con-
fi rmed the following trends: First, “the perceived likelihood of companies from a 
given country to bribe abroad is closely related to views on the level of business 
integrity at home.” Second, government policy in the home country, particularly the 
credibility of its own efforts to achieve compliance with anti-corruption reforms, is 
“closely related” to perceptions of its companies’ willingness to bribe abroad. Third, 
given their growing impact in “international trade and investment fl ows,” the notice-
ably “weak performance” registered for China and Russia indicates the urgent “need 
for them to address foreign bribery and corruption globally.” Finally, BPI 2011 
reported that “bribery is perceived to occur in all business sectors, but is seen as 
most common in the public works contracts and construction sector.” On the other 
hand, “agriculture and light manufacturing are perceived to be the least bribery- 
prone sectors, followed by civilian aerospace and information technology.”  
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14.4.3     How Can Corruption Be Diminished? 

 When fi ghting corruption globally, it is more useful to try to diminish it rather than 
to eradicate it entirely. Given how deeply corruption is rooted in many countries, 
simply eradicating it presents an impossible goal that tends only to encourage inac-
tion. To diminish corruption, however, implies an ongoing struggle to reduce cor-
rupt practices. Legislative measures are necessary, but not suffi cient to diminish 
corruption. The USA set a benchmark in 1977 by passing the Foreign Corrupt 
Practices Act (FCPA  2012 ), which made it illegal for American companies to pay 
bribes to government offi cials in foreign countries. Since these companies were 
exposed to signifi cant penalties at home, eventually, they received fewer and fewer 
requests for bribes from their business partners abroad. The law attempted to estab-
lish a model for other countries to follow. In 1999, the USA’s FCPA led to the for-
mulation of the Anti-Bribery Convention of the Organization for Economic 
Cooperation and Development (OECD), requiring its signatories to enact legislation 
that will criminalize the act of bribing foreign public offi cials (OECD  2011 ). The 
OECD, of course, has no legislative authority of its own, but it does monitor imple-
mentation by participating countries. As of  2013 , the only East Asian countries to 
sign the OECD convention are Japan and Korea, though China, Indonesia, and 
Malaysia have participated as observers in the OECD’s Working Group on Bribery 
in International Business Transactions. 

 Another important resource for combating corruption is the United Nations’ 
Convention against Corruption (UNCAC), adopted by the UN General Assembly in 
2003. The Convention contributed a 10th Principle to the UN Global Compact 
(UNGC), already begun in 2000, as “a strategic policy initiative for businesses 
that are committed to aligning their operations and strategies with ten universally 
accepted principles in the areas of human rights, labor, environment and anti- 
corruption” (UNGC  2013a ). The 10th Principle reads as follows: “Businesses 
should work against corruption in all its forms, including extortion and bribery” 
(UNGC  2013b ). The specifi c point of the 10th Principle is to send a “strong world-
wide signal that the private sector shares responsibility for the challenges of elimi-
nating corruption” (UNGC  2013c ). While governments must play a lead role in 
diminishing corruption, the cooperation and active support of international busi-
nesses are indispensable if such policies are to be effective. In addition to the basic 
moral argument against corruption, the UNGC provides a list of seven consider-
ations that constitute “the business case” against it. Each of these is meant to dem-
onstrate that the costs of tolerating or engaging in corrupt practices far outweigh any 
benefi ts. If “the ethical case” that condemns corruption as “a misuse of power and 
position and has a disproportionate impact on the poor and disadvantaged” isn’t 
persuasive, then the UNGC’s attempt to educate business’ managers, investors, and 
other stakeholders to the nature of their own self-interest in a rapidly globalizing 
economy should gain a serious response. 

 As already noted, China’s own efforts to combat corruption are anxiously 
monitored by TI and other international agencies. The rankings just reported for 
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China—namely, its 80th place fi nish among 177 nations surveyed in the 2012 CPI 
and its poor showing on the 2011 BPI, where only Russia was considered more 
likely to bribe—created some controversy in the Chinese blogosphere, where the 
results met with cynical disbelief as “too good to be true” (Caragliano  2012 ). 
Nevertheless, the “Xi administration’s emerging policy platform… appears to have 
anti-corruption and clean government at its core” and cannot be dismissed as simply 
a “pretext to purge political enemies,” as previous campaigns apparently have turned 
out to be. One distinguishing note of the Xi administration’s campaign is its active 
encouragement of social media exposés of corruption. The big question, of course, 
is what besides opening up the blogosphere may be needed to create a culture in 
which corruption is widely discredited and vulnerable to criminal prosecution?  

14.4.4     Hong Kong’s Independent Commission Against 
Corruption (ICAC) 

 One possible model for further progress in China’s struggle against corruption is 
Hong Kong’s Independent Commission Against Corruption (ICAC). In Hong Kong, 
where the ICAC has operated for 40 years, corruption has been reduced dramati-
cally from what it was in the 1960s and 1970s (ICAC  2014a ). Had TI been conduct-
ing its surveys at that time, Hong Kong no doubt would have ranked among the most 
corrupt venues in East Asia. Public corruption was rampant, especially in the police 
force, in a city where “many people had to take the ‘backdoor route’ simply to earn 
a living and secure other than basic services. ‘Tea money’, ‘black money’, ‘hell 
money’ – whatever its name – became not only familiar to many Hong Kong people, 
but accepted with resignation as a necessary way of life” (ICAC  2014a ). The under-
standable resentments of ordinary citizens reached their boiling point in 1973, when 
a chief police inspector, Peter Godber, was accused of amassing a retirement nest 
egg of over HK$4.3 million. When the attorney general demanded that he explain 
the source of his fortune, Godber “managed to slip out of the territory undetected, 
which unleashed an unprecedented public outcry… Protesters with slogans like, 
‘Fight Corruption, Arrest Godber’ insisted that he be extradited to stand trial,” 
which he did in 1975 and was convicted and imprisoned for 4 years. The Commission 
that investigated Godber’s alleged crimes and his escape also issued a Second 
Report recommending the establishment of an anti-corruption agency that would be 
separate from any department of government, including the police. 

 Once set in motion, the ICAC has been dedicated to fi ghting corruption “using a 
three-pronged approach of law enforcement, prevention and education.” The three 
factors accounting for the ICAC’s success each make a distinctive contribution. The 
Operations Department is the arm of the ICAC that investigates any “alleged or 
suspected offences against the ICAC Ordinance, the Prevention of Bribery 
Ordinance, and the Elections (Corrupt and Illegal Conduct) Ordinance” (ICAC 
 2012 ). These ordinances not only authorize the establishment of the ICAC and 
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defi ne its broad powers of investigation and prosecution, but also the nature of the 
offenses that are within the scope of its operations. The specifi c details of these 
Ordinances (HK Department of Justice  2003 ; HK Department of Justice  2014a ; HK 
Department of Justice  2014b ) are important, for they clearly indicate the risks that 
anyone violating them are likely to face and thus are relevant for assessing the 
deterrent value of the ICAC’s operations. 

 Besides the Operations Department, the ICAC’s two other branches, the 
Corruption Prevention Department and the Community Relations Department, 
may be equally responsible for the success of the ICAC’s work in Hong Kong. The 
Corruption Prevention Department analyzes the administrative practices of govern-
ment departments and public bodies in order to reform any of these that are espe-
cially vulnerable to corruption. It also offers consultations to the managers of such 
agencies, when asked to advise them on anti-corruption policies and best practices. 
By contrast with the short-term and focused assistance provided by the Corruption 
Prevention Department, the Community Relations Department represents a strategy 
that is long term and focused on popular education at all levels, including innovative 
projects using various media involving the Internet, TV, and radio, as well as moral 
education packages for use in primary and secondary school curricula. Under the 
auspices of the Community Relations Department, the Hong Kong Ethics 
Development Centre (HKEDC) was established in 1995 in order to facilitate the 
participation of businesses—six major Hong Kong chambers of commerce form its 
steering committee—in the promotion of moral education, especially in business 
ethics. Among the resources offered to educators by the HKEDC is a library of case 
studies available online for use in training students to understand the most effective 
ways to combat corruption in various industries (HKEDC  2013 ). Anyone concerned 
to develop strategies for long-term efforts to transform cultures in which corruption 
is tolerated, if not actually encouraged, would do well to explore these resources. 

 While the ICAC has hardly eliminated corruption in Hong Kong, its success in 
substantially reducing corruption deserves serious study as a model for similar 
efforts in other Asian venues, if not elsewhere in the world. Its three-pronged 
approach allows for close coordination among departments focused on law enforce-
ment, collaborative support for businesses serious about compliance with the law, 
and an effort at popular education that is innovative in its use of various media to 
reach out especially to the youth. TI has been monitoring Hong Kong since it began 
reporting its annual Corruption Perception Index in 1995. That year, it was 17th in 
the world. Since 1998, the fi rst year after Hong Kong had been repatriated into 
China, its rating has fl uctuated between 16th and 12th worldwide, with only 
Singapore receiving a higher score among Asian nations (Transparency International 
 2014 ). A review of these results over time, as well as comparisons with the scores 
of nations ranked among the top 20, will suggest two points: one, that the results are 
remarkably stable over time and, two, that Hong Kong’s return to China in 1997 
under the formula “One Country, Two Systems” has not resulted in any dramatic 
change in perceptions of corruption there. While dramatic change apparently estab-
lished itself in the 20 years that the ICAC operated in Hong Kong prior to TI’s 
development of a CPI, the subsequent CPI ratings detect no substantial slackening 
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in the city’s struggle against corruption. There have been signifi cant changes at the 
ICAC over time, but most of these involve a laudable expansion of its focus from 
corruption involving government offi cials to corruption in business deals involving 
private enterprises. Unless there is signifi cant deterioration in Hong Kong’s com-
mitment to the rule of law, the independence of its judiciary, and the integrity of its 
investigative journalism, the hope that the ICAC will continue to operate effectively 
seems a reasonable one.   

14.5     Conclusion 

 In this chapter, we have attempted to show that corruption is a cancer destroying the 
free and fair competition among businesses that is believed to be the source of the 
social benefi ts promised in a market economy. If the economic analysis of how 
those social benefi ts are realized is correct, then all businesses—as well as all stake-
holders, including the government and the people whom it is meant to serve—have 
a stake in preserving the integrity of market competition. Put simply, businesses 
owe each other a competitive market that is free and fair. Corruption occurs when-
ever anyone conspires with others to destroy competition, in order to secure 
improper advantages either for themselves or for the fi rms or agencies that employ 
them. When corruption occurs, we all have a moral obligation to expose it and do 
whatever we can to either reduce or eliminate it. Our case study in this chapter gives 
us reason to hope that businesses can change their corporate cultures, in order to 
combat corruption. There is much to learn from the changes in policy and business 
practices that Siemens put in place in order to turn away from corruption and restore 
its own sense of integrity. We also learned that businesses can hardly be expected to 
make such changes unless they are prevailed upon to do so by the pressure of public 
opinion, the threat of legal sanctions, or the cooperation of various government 
agencies and NGOs, each of which must contribute their own expertise and resources 
to fi ghting corruption. Finally, we tried to identify resources in Asia, such as the 
40-year experience of the ICAC in Hong Kong, as well as NGOs like Transparency 
International, that are willing and able to support businesses that are ready to 
renounce all forms of corruption and renew their own commitment, as Siemens did, 
to “clean business.” Businesses owe it to each other to compete with integrity and to 
do what is necessary to ensure that their competitors do the same.     
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    Chapter 15   
 The Social Environment: Business Etiquette 
and Cultural Sensitivity       

 “If you strive to understand the value of different cultures, you 
will fi nd common points.” (Stephan Rothlin, Eighteen Rules for 
Becoming a Top Notch Player, 2004) 

15.1                 Prelude 

 For international businesses, managing the social environment requires becoming 
increasingly skillful in responding to the cultural sensitivities of stakeholders 
in local communities where the fi rm is active. The case study takes the reader 
through a tragedy—a boy was killed because of a malfunctioning elevator in the 
apartment complex where he and his family lived—and the process by which the 
fi rm that had manufactured and installed the elevator responded and failed to 
respond to the moral expectations honored within the local Japanese culture. 
Schindler’s failure to apologize to the local Japanese community may have been 
dictated by lawyers concerned that the fi rm make no admission of guilt that might 
adversely affect them in future lawsuits, but it was a disaster from the perspective of 
Schindler’s ability to remain a viable business there. In light of this case study, can 
international business ethics help fi rms avoid such fi ascos? Where is the line to be 
drawn, if at all between observing business etiquette and complying with interna-
tional business ethics? The chapter will emphasize the indispensable role that train-
ing in cross-cultural awareness should play in managerial decision-making if 
businesses are to succeed in social environments away from their original homes.  

15.2     Case Study: Schindler’s Apology 

15.2.1     Abstract 

 The Schindler case addresses the complex issue of crisis management for Western 
multinationals operating in Asian settings. In June 2006 a deadly accident killed a 
high school student in Minato Ward, Japan. As a result of a software fl aw, the boy 
was slammed between the doors of a Schindler elevator. Besides the technical 
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failure, the Japanese public opinion condemned the company’s reaction because it 
showed insensitivity toward the victim’s family. Schindler was blamed for focusing 
on its potential legal liability, rather than the moral issues. The late apology and the 
poor communication between the local branch and Schindler headquarters resulted 
in a PR disaster, which had serious repercussions for its business in Japan. Indeed, 
the ensuing sales drop and erosion of the fi rm’s reputation signifi cantly halted its 
progress in developing Japan as a strategic market in the elevator industry.  

15.2.2     Keywords 

 Schindler, Minato Ward, Takeshiba building, Elevator accident, PR crisis

  “When you climb a new mountain, you are responsible for knowing the way; the mountain 
is not responsible for you,” Schindler said. “And in this case, of course, the mountain is 
Japan and it has ears and eyes, and in a globalized environment one could expect that it 
would be slightly less . . . demanding, or maybe a little bit more tolerant, as people from far 
away…who do not necessarily have the same knowhow as they should have.” (Otake  2009 ) 

15.2.3        One Tragic Summer Evening 

 Hirosuke Ichikawa was 16 the day he became the innocent victim of an unforgiving 
equipment failure. It was June 3, 2006, and Hirosuke would never have imagined it 
would be his last day. The high school boy, perched on his bicycle, had just begun 
to back out of the lift at his family’s condominium in “City Heights Takeshiba,” 
Minato Ward. He did not even have time to realize what was going on. In a matter 
of nanoseconds, the elevator suddenly closed up, and a young life was lost. Because 
of a software glitch, the iron cage operated by Schindler Elevator K. K., the Japanese 
branch of the Swiss elevator manufacturer, unexpectedly crushed him to death 
( Japan Times Online   2006 ).  

15.2.4     Fast Excuses, Late Apologies 

 In the days immediately following the accident, the only response from Schindler 
K. K. was a press release tersely stating that the company “would like to stress that 
we are convinced there is no reason to attribute the accident to either the design or 
the installation of the elevator” ( Japan Times Online   2006 ). All Japanese TV chan-
nels broadcast footage showing Ken Smith, the president of Schindler Elevator 
K. K., repeatedly evading the questions of journalists (Fukushige  2006 ). He would 
later offer the excuse that answering directly seemed “not appropriate” in that situ-
ation (Kobayashi  2006 ). Smith’s behavior, however, reinforced the widespread 
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belief among Japanese people that multinational companies are more concerned 
about legal issues, rather than their moral responsibilities (Fukushige  2006 ). 

 Strongly criticized for the delay in acknowledging what had happened, the Swiss 
parent company directly intervened in the local crisis. Nine days after the failure of 
the Minato Ward elevator, Roland W. Hess, at that time president of the Management 
Committee for Elevators and Escalators of Schindler Holding, Ltd., apologized both 
to Ichikawa’s family and to the residents of the condominium ( Japan Times Online  
 2006 ). “Our thoughts are with the victim and his family. We pray for him and extend 
our condolences to the family involved in this tragic accident,” declared Hess 
(Negishi  2006 ). Nevertheless he also echoed an earlier press release defending 
Schindler’s product quality, with the observation that “we have never had a serious 
accident or fatality due to product design error” (Negishi  2006 ). 

 Schindler’s local management team did not react favorably to the intervention 
from company headquarters. Since no investigation had been carried out yet, 
Schindler’s Japanese employees tried to show their loyalty by opening their own 
inquiry into what went wrong (Kalbermatten and Haghirian  2011 ). Tomoyuki 
Nishimura, head of the New Installation Division, publicly acknowledged the recent 
retrieval of a defective control panel installed in a lift in Tokyo. “We cannot deny at 
this point the possibility that there may have been a problem with the control cir-
cuit,” according to Nishimura (Negishi  2006 ). When Schindler’s top management 
in Switzerland did not support their efforts, many employees quietly withdrew from 
the company, and some eventually attempted suicide (Kalbermatten and Haghirian 
 2011 ). A few months later, Ken Smith resigned his post because he felt that it would 
be impossible for him to continue managing the fi rm, inasmuch as he had lost 
everyone’s confi dence in his leadership. In December, Hess announced the appoint-
ment of the former president of Henkel Japan, Gerhard Schlosser, in place of Smith 
( Kyodo   News   2006a ). Given Schlosser’s long-standing expertise in doing business 
in Japan, many could not understand why he accepted the position (Harris  2008 ).  

15.2.5     Countering the Panic, Investigating the Causes 

 In the days following the Minato Ward accident as the news reached the public, 
there was a panic about elevators and their safety. Major lift makers and real estate 
groups were confronted with the pressing need to restore confi dence in the safety of 
their equipment and buildings. In order to respond to the numerous inquiries, 
Toshiba Elevator provided its customers with free facilities checks on request. Other 
fi rms involved in the industry, such as Mitsubishi and Hitachi, did the same ( Asia 
Times   2006 ). Meanwhile, as instructed by Japan’s Ministry of Land, Infrastructure, 
Transportation, and Tourism (MLIT), local governments engaged in massive rein-
spections of Schindler equipment ( Japan Times Online   2006 ). In response, Hess 
conceded that Schindler elevators have been involved in a number of fatalities. 
However, he pointed out that accidental deaths caused by stalled passengers trying 
to get out of elevators occurred at a comparatively higher rate than deaths directly 
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attributable to maintenance problems (Negishi  2006 ). Nevertheless, the manage-
ment of the Takeshiba building resolved to replace the three Schindler elevators 
with Mitsubishi equipment. Two of them had already been removed by the end of 
November 2006. The Mayor of Minato Ward, Masaaki Takei, attended the installa-
tion ceremony and took a symbolic ride to reassure the public about the safety of 
Mitsubishi’s lifts ( Kyodo News   2006b ). 

 Meanwhile, MLIT set up a task force to determine the causes of the Minato Ward 
accident (Nakamura  2006 ). The bulk of discussion revolved around the handling of 
the elevator’s maintenance, which came to be regarded as the critical factor. 
Although Schindler was initially in charge of maintenance, in 2005 that contract 
was awarded to another fi rm, SEC Elevator, as a result of the competitive bidding 
process mandated by Minato Ward (Nakamura  2006 ). Although the Fair Trade 
Commission had required elevator manufacturers to disclose the outsourcing of 
maintenance services and to convey all relevant information to the fi rms in charge 
of maintenance, the industry’s compliance with the new provision was spotty at best 
(Nakamura  2006 ). Therefore while Schindler pointed to the maintenance provider’s 
culpability, the provider alleged that Schindler had withheld the necessary informa-
tion for the effective maintenance of its products (Nakamura  2006 ). Neither fi rm 
was willing to accept responsibility for the accident.  

15.2.6     Mapping a New Way Forward 

 Notwithstanding the enormity of its public relations disaster, Schindler did not 
consider the option of winding down its Japanese operations ( Asia Times   2006 ). 
Although the company accounted for a mere 1% share of Japan’s market for eleva-
tors and escalators when the accident occurred (Fukushige  2006 ), it was responsi-
ble for maintaining 18,000 units and had no intention of abandoning them. Since 
Japan’s potential market for their products and services remained huge, shutting 
the door on further business in the country would have had a signifi cantly negative 
impact on Schindler’s global competitiveness. Hess made this clear even at the 
peak of the scandal: “Regarding Schindler Japan, of course, we want to grow in this 
country. This is an extremely important country in the elevator industry. We would 
like to play an important role in this country” ( AFX News   2006 ). However, the 
crisis did not come without a cost. Schindler’s sales immediately dropped, and 
people start referring to its products as “murdering elevators” (Otake  2009 ). 
Moreover, the increasingly negative perception of the Schindler brand in Japan 
spilled over in its deteriorating reputation as an employer, making it diffi cult for the 
company to recruit and retain skilled Japanese workers (Kalbermatten and 
Haghirian  2011 ). Alfred Schindler, the chairman of the parent company, Schindler 
Holdings, tried to blame the fi rm’s troubles on the fact that it had been “‘bashed’ in 
the Japanese media”: “After the accident there was some kind of witch hunt” 
(Tucker and Soble   2009 ). Nevertheless, a few months later—in May of 2009—
Schindler personally made his condolences to Ichikawa’s relatives during a trip to 
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Japan while still insisting on the fi rm’s innocence in the Minato Ward accident 
(Kyodo News  2009 ). 

 There’s no doubt that the Minato Ward accident precipitated a heavy round of 
“Schindler bashing” in Japan. Impassioned outbursts of nationalist reactions against 
foreign manufacturers swamped various attempts to achieve an unbiased reading of 
the case (Otake  2009 ). Few were willing to acknowledge the strained relationship 
between Schindler and the Japanese fi rm, SEC Elevator, which had taken over respon-
sibility for maintenance services at the Takeshiba housing complex. In the same way, 
few took into account the fact that at the time the accident occurred, the headquarters 
of Schindler Holding, Ltd. in Switzerland was on public holiday (Otake  2009 ). 
Besides, Hess did not dismiss the concerns of the Japanese people and himself pressed 
for clarifi cations: “They are entitled to feel unhappy when an accident like this happens, 
and entitled to answers” (Negishi  2006 ). He also attributed the public’s strong reac-
tion to the high safety standards to which Japan is accustomed, compared with other 
countries in the region (Negishi  2006 ). Chairman Alfred Schindler went further in 
recognizing the cultural dimension of his mistakes, “When you are educated in, let’s 
say, a multicultural environment as I was, and mainly in the United States, apologizing 
is always the admission of guilt. So not only by training as a lawyer, but genetically 
we are preprogrammed never to apologize until it is clear you are guilty” (Otake 
 2009 ). Noburo Gohara, law professor at Toin University and former practitioner, tried 
to interpret Hess’s and Schindler’s statements in a conciliatory mood. Without enter-
ing into further details, he pointed out the biases in typical Japanese reactions to the 
disaster. According to Gohara, “a number of factors became intertwined with each 
other and led to the calamity. But because Japanese society has no system of objecti-
fying the accident, all the blame fell on Schindler’s shoulders” (Otake  2009 ). 

 Nevertheless, Tatsumi Tanaka from the Japanese PR fi rm, Recruit Co., broadened 
the criticism of Schindler’s response. “Japan is a country in which you are forgiven if 
you apologize quickly,” Tanaka explained (Kobayashi  2006 ). He added that worrying 
about legal aspects at the expense of a sincere expression of sympathy might worsen 
the outcome of crisis management. According to Tanaka, “companies should remem-
ber that any trial would be held in Japan,” meaning not only that public opinion 
would play a major role in shaping fi nal judgment but also that the legal assumptions 
held at headquarters in Switzerland might not offer the best way forward in Japan 
(Kobayashi  2006 ). Tanaka’s argument appears to amplify the opinion of one of the 
residents at the Takeshiba complex: “Instead of accusing Schindler, I have watched 
how the company dealt with the accident and what kind of measures it took…. I am 
not satisfi ed yet” (Kobayashi  2006 ). Whatever else it would take to satisfy 
Japanese public opinion, the way forward would clearly involve a sincere apology.  

15.2.7     Conclusion: Unanswered Questions 

 The Schindler case gives us reasons to refl ect upon crisis management in Asian 
markets. The disastrous consequences for the company’s reputation suggest that 
its response to the deadly accident at Minato Ward was especially misguided. 
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Japanese people felt outraged by the fact that it took Schindler’s management 
over a week after the accident to offer an apology to the victim’s family, thus 
creating the impression that the company’s top priority was to minimize the risk 
of a lawsuit. What do you think about the timing of Schindler’s responses? In 
your opinion, what role did cultural values play in the Japanese public’s negative 
reaction to Schindler’s response? Just how signifi cant are such cross-cultural 
misunderstandings? Do you think that Schindler’s response raises any issues for 
business ethics?    What is the role of economic nationalism or the informal pro-
tectionism by which foreign multinational corporations are hobbled in their 
attempts to compete fairly in Japan and other Asian nations? Schindler may be 
faulted for making serious mistakes, but what about the Japanese news media’s 
eagerness to pounce on them? 

 In hindsight, the intervention from on high by top management from Schindler 
Holding, Ltd. worsened the fi rm’s position in Japan. The manufacturer’s reputation 
suffered serious damage both with its direct and indirect customers, as well as with 
its employees and local managers. What is your view of the declarations of Roland 
W. Hess, in contrast with the various reactions of Schindler’s Japanese staff? Should 
the local staff have spoken up, as they tried to do, when Japanese public opinion was 
demanding immediate answers? What do you think of Ken Smith’s reactions to the 
accident? What do you think about his reason for resigning his position at Schindler 
K. K.? Was that the appropriate thing to do, or was it a lame attempt to avoid accept-
ing his responsibility? 

 If you had been advising Hess, what would you recommend that he do to retake 
control of the events that were threatening Schindler’s future in Japan? Is there any-
thing more he could have done to balance the legal and fi nancial risks while also 
taking responsibility? The accident at Minato Ward proved to be a serious setback 
to Schindler’s growth in the Japanese market. Notwithstanding the need to rebuild 
trust and credibility with Japanese people, Hess did not choose to appoint a Japanese 
national as the company’s new president. Instead, the choice went to former Henkel 
Japan director, Gerard Schlosser. Do you think this was an appropriate choice and 
why do you believe Hess made it? If you were Schlosser, what immediate measures 
would you take in order to set a positive tone for your presidency? Do you think that 
a review of Schindler’s commitment to good business ethics might help it to regain 
competitiveness and trust in the Japanese market? What specifi c changes would you 
recommend?  

15.2.8     Update 

 Today Schlosser is no longer president of Schindler K. K. He left in 2010 to become 
a consultant. Former Schindler Asia Pacifi c CFO Philippe Boué took his place. 
While the company’s business in Japan, however, has shown modest growth since 
the 2006 scandal, Schindler K. K. has been involved in only a few public projects 
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since then, among them, in 2008, an exclusive contract to build the 13 stations of the 
Nippori-Toneri transport line (Harris  2008 ). Getting rid of past ghosts is not easy in 
Japan. Every time Schindler’s equipment is involved in minor accidents, criticisms 
run rampant (Harris  2008 ). The manufacturer’s position was also worsened by the 
outbreak of a scandal in 2007. Although the international media coverage of the 
issue was relatively unsubstantial, the Japanese press used it to amplify lingering 
suspicions about Schindler K. K. (Kalbermatten and Haghirian  2011 ). In order to 
obtain proper licenses to operate, 53 Schindler inspectors lied about their number of 
years in the fi eld. While the company tried to minimize the damage from negative 
press coverage, it could not totally offset voices claiming that the inspectors’ lies 
were the result of an internal order by Schindler executives (Kalbermatten and 
Haghirian  2011 ). 

 On October 31, 2012, a new fatal accident occurred in Japan. A 63-year-old 
cleaning lady, Toshiko Maeda, fell out of a moving Schindler elevator at a hotel in 
Kanazawa, Ishikawa Prefecture. The elevator had been installed in 1998  (Japan 
Today   2012a ,  b ). A Japanese offi cial who witnessed the accident described how “the 
doors opened and she went to get in, but the cage was still moving up,” causing her 
entrapment between the ceiling and the lift fl oor ( Japan Today   2012a ,  b ). Past expe-
rience at Minato prompted fast reaction from the company. Schindler K. K. imme-
diately apologized to the relatives of the victim and issued a press release on its 
website a few hours after the accident. A comparison of the press releases issued by 
Schindler in the two instances shows the effects of the lesson learned from the 2006 
accident. 1  However, the Japanese authorities were also quick to intervene. While the 

1   Here are the two press releases, each one issued after the accident, fi rst, in 2006, and second, in 
2012. Note that the fi rst press release came 3 days after the event in Minato Ward, while the second 
was issued immediately on the same day as the accident in Kanazawa. Note also the differences in 
tone and the focus of Schindler’s concerns. 

   1.   “08.06.2006: Schindler Press Release: Fatal Accident in Tokyo, Japan: 

 On Saturday night, June 3, 2006, a 16 year old boy died in a tragic accident involving an elevator 
manufactured by Schindler and maintained by a third party maintenance company in Tokyo, 
Japan. The boy was deadly injured when the elevator abruptly moved upwards with open doors 
while he was leaving the elevator. The Schindler Group deeply regrets this accident and offers 
its condolences to the family of the boy. Schindler fully supports the local Authorities and wel-
comes the investigation to establish the root-cause of the accident. 

 The tragic accident happened in a Tokyo government housing development equipped with 
six Schindler elevators installed in 1998. For more than a year the elevators are no longer ser-
viced by Schindler, but by two different local third party maintenance companies. 

 Schindler has no design related user fatalities on record. Fatal accidents in the elevator indus-
try are mainly due to inappropriate maintenance or dangerous user behavior in the context of 
entrapment. The elevator involved in the accident is a state-of-art product fully certifi ed by vari-
ous international Authorities and in use in many markets around the world. 

 Schindler is moving safely over 700 million people per day or the equivalent of the 
Japanese population every 4 h. The risk of having a fatal accident with an elevator is lower 
than with any other means of transportation. Safety is Schindler’s most important value” 
(Schindler  2006 ). 
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police raided the company’s offi ce at Nagoya, Minister of Transport, Yuichiro Hata, 
announced that 5,500 Schindler elevators would be checked. “We will make emer-
gency checks of all the Schindler elevators on the basis of investigations into the 
cause of the accident,” he declared (AAP  2012 ). One of the comments posted after 
an online version of the news reads, “I think Schindler can close their Japanese 
Branch after this” ( Japan Today   2012a ,  b ). 

 Nevertheless, Schindler K. K. has not been closed. Even so, there is no mention, 
let alone any positive news from it, in the Schindler Group’s most recent documents, 
a fact sheet (Schindler  2014 ) summarizing its fi nancial performance and the annual 
Group Review 2013. Apparently, since the 2012 accident, there has not been a sin-
gle new order placed with Schindler K. K., despite the overall pattern of signifi cant 
sales growth in the Asia Pacifi c region and India (Schindler  2013 ). It’s still to be 
seen whether Schindler K. K. is sustainable, given the skepticism of the Japanese 
people. With a new CEO, Philippe Boué, at the helm, Schindler K. K. has yet 
another opportunity to show how well it responds to the cultural challenges of 
operating in the Japanese social environment.   

15.3     Case Study Discussion 

 When Alfred Schindler visited Hong Kong in February 2009 in order to celebrate 
the opening of the new 118-storey International Commerce Centre, he wasn’t just 
touring the elevators that Schindler had installed in that building. He also scheduled 
an extended meeting with Asian journalists—as part of a “charm offensive,” if you 
will—at which he was asked to comment on the Minato Ward accident of 2006, at 
that time still under investigation. Schindler apparently got “off message” and com-
plained that his company had been the victim of a “witch hunt” in the Japanese 
media, which was his explanation for its sharp drop in sales there (Tucker and Soble 
 2009 ). This was, perhaps, not the most appropriate time and place to give vent to his 
frustrations, for he also said that the purpose of the meeting was to “to provide the 
Japanese media with an opportunity to develop a [better] informed opinion of our 
company, that we are not bad guys” while also indicating that their one-sided 

 2.   “31.10.2012: Schindler Press Release: Fatal accident in Japan: 

 Today, shortly after midnight (local time), a fatal accident occurred in Kanazawa, Japan, involv-
ing a Schindler elevator. A 60-year-old woman, who was employed at the hotel where the acci-
dent occurred, died as a result. Schindler very much regrets this accident. 

 At the present time, the cause of the accident is not known and, therefore, we cannot provide 
further information concerning the course of events. Schindler is fully supporting the authorities 
in trying to establish the cause of the accident. The elevator in question was installed in 1998. 

 In Japan, the media have already reported on this tragic incident. In addition, Schindler 
has held a press conference to apologize to the family and to offer our sincere condolences” 
(Schindler  2012 ). 
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coverage of foreign businesses made it very diffi cult for Schindler K. K. to compete 
in Japan. The Minato Ward case, in his view, ought to be about economic protec-
tionism and the way Japanese public opinion is manipulated to exclude foreign 
competition where regulatory measures prove ineffective. “We are fi ghting for equal 
access, a level playing fi eld,” he said. 

 As we have seen, Japanese public opinion was focused on Schindler’s failure to 
deliver a prompt and formal apology to the family of Hirosuke Ichikawa. Both 
Japanese journalists and their readers regarded the attitudes and behaviors exhibited 
by Schindler’s representatives as proof that the fi rm was more interested in mini-
mizing its exposure to potential lawsuits than in expressing any sincere concern for 
the victim’s grieving family. When Schindler’s representatives fi nally realized their 
mistake and tried to make an apology to the family as well as the people of Japan, it 
was commonly regarded there as too little and too late. What, then, can we learn 
from these confl icting interpretations of the aftermath of the accident at Minato 
Ward? Was Schindler the victim of a “witch hunt” designed to drive them out of 
business in Japan? Or was Schindler the victim of its own cultural insensitivity and 
therefore deserved the “bashing” that its reputation suffered in Japan? Or is there 
merit in both interpretations? Do both challenge us to dig deeper into the subtleties 
of becoming top-notch players in international business? 

 In trying to reconcile the two perspectives, one point should be obvious. 
Accidents involving elevators almost inevitably will attract an inordinate amount of 
media attention. The fear of elevators is listed as one of a large number of phobias 
that have been analyzed by clinical psychologists for diagnosis and treatment. It is 
a specifi c fear related to “claustrophobia” (“fear of enclosed spaces”) and “agora-
phobia” (“fear of being trapped in a situation in which escape would be diffi cult or 
impossible should a panic attack occur”) (Fritscher  2014 ). While the fear of elevators 
is by no means unique to Japanese culture, it may be compounded there by an East 
Asian “tetraphobia”—based on the fact that the number four ( shi ) sounds identical 
to the word for death ( shi ), in both Japanese and Chinese languages. In order to 
minimize the risk of tetraphobia, most elevators in these countries do not list fl oor 
numbers four (4), thirteen (13), fourteen (14), or higher numbers with four in them. 
In spite of these cultural differences, certain patterns of anxiety, including symp-
toms of panic in extreme cases, are common in all cultures where people have been 
forced to rely on elevators. 

 These psychological perspectives are hardly unknown to companies that market, 
manufacture, install, and maintain elevators. An article in  The New Yorker  magazine 
(April 21, 2008), “Up and then down: The lives of elevators,” goes into great detail 
on the history of elevators, their mechanical principles, their generally outstanding 
safety record, and the extent to which manufacturers, like Otis (USA) and Schindler 
(Switzerland), study the range of human responses to the experience of riding an 
elevator (Paumgarten  2008 ). Since user interface—including considerations of psy-
chological comfort and cultural differences—is clearly a major component in the 
design of elevator systems, it does seem strange that Schindler K. K. apparently was 
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ill prepared to deal with the predictable consequences of the accident in Minato 
Ward. Hindsight, of course, is uncanny when investigating an accident that has 
already occurred; nevertheless, top management at Schindler appears to have been 
clueless about the potentially negative consequences of its rather fl at-footed 
response to initial reports of the accident. Any story involving an elevator accident 
is likely to draw media attention, but when the story involves a multinational corpo-
ration whom the Japanese public has already learned to suspect as inferior—alleg-
edly offering a product with lower standards at a lower price than its Japanese 
rivals—any mistakes made in managing the fi rm’s response to the accident are 
likely to be magnifi ed. In the mind of Japanese public opinion, Schindler became 
synonymous with “murdering elevators” (Harris 2009). 

 Schindler’s defense, also predictably, was too complex and subtle to reverse 
Japanese public opinion, once it had turned against the fi rm. Commentators have 
also pointed out that while an apology may have been necessary, it likely would not 
have been suffi cient to enable Schindler K. K. to move beyond the crisis. As we 
shall see in the following section, there are right ways and wrong ways of making 
an apology, if it is to be credible and effective. Many Japanese fi rms are reported to 
have made mistakes mishandling apologies (Tanaka, 2007). Given their failures in 
various crises over the years, it is not likely that Schindler’s mistakes can truthfully 
be blamed on cultural biases, either those of its top management or those of the 
Japanese news media. Cultural insensitivity, to be sure, complicates the challenge 
faced by Schindler K. K.’s new leadership, but when the fi rm’s response to the 
Minato Ward is uncannily similar to the mistakes made by Japanese fi rms in other 
crises, who suffer similar punishments at the hands of Japanese public opinion, the 
problem may have to be redefi ned, if a solution is to be found.  

15.4     Ethical Refl ection 

 In Chap. 3, we introduced some of the standard categories used to map the fi eld of 
applied ethics. Ethics, you will recall, is itself a scientifi c fi eld, broadly under-
stood as the study—both descriptive and normative, as well as metaethical—of 
morality, which is what people actually think and do, as they express their moral 
concerns. Anyone’s willingness to offer an apology, when appropriate, clearly 
falls under the category of morality. Like all such human interactions, apologies 
are culturally embedded, that is, they refl ect and extend cultural values with their 
sometimes overlapping and sometimes diverging indications of what is the right 
thing to do. The three main types of theories developed in normative ethics are 
based on logical differences in what people intend to communicate when they make 
judgments about which attitudes and behaviors are good and bad (“teleological 
ethics”), right and wrong (“deontological ethics”), and appropriate and inappro-
priate (“hermeneutical ethics”). 
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15.4.1     Apologies in Business Ethics: Western Perspectives 

 Given these categories, we may consider the ethics of making (as well as demand-
ing and accepting) apologies. What, then, is an apology? The  Internet Encyclopedia 
of Philosophy  defi nes an apology as “the act of declaring one’s regret, remorse, or 
sorrow for having insulted, failed, injured, harmed or wronged another” (Mihai 
 2013 ). There are four basic types of apologies, based on differences in the givers 
and receivers of such declarations: “one to one,” “one to many,” “many to one,” or 
“many to many.” With such differences, the philosophical question is whether the 
“validity conditions” for an “authentic apology” are the same in all four types. In 
“one to one” or interpersonal apologies, here are the normal expectations: they must 
contain “an acknowledgement that the incident in question did in fact occur and that 
it was inappropriate; a recognition of responsibility for the act; the expression of an 
attitude of regret and a feeling of remorse; and the declaration of an intention to refrain 
from similar acts in the future.” The purpose of such declarations is “to recognize 
the equal moral worth of the victim. While the offence cannot be undone, the act of 
acknowledging it recognizes the offended as an equal moral agent.” The recognition 
of “the equal moral worth of the victim,” of course, is necessary to restore “her 
self-respect,” without which trust, mutuality, and reciprocity become virtually 
impossible. 

 Corporate apologies, such as the one that Schindler mishandled in its response to 
the Minato Ward accident, fall within the “many to many” or “many to one” type, 
which also include other “collective agents such as churches, professions, or the 
state.” Compared with interpersonal apologies, the challenge of determining the 
validity conditions for such “collective apologies” includes the question of repre-
sentation, that is, who specifi cally should represent the institution that is giving the 
apology and the community who is receiving it. Furthermore, analysis of “collective 
apologies” indicates that they have “both a symbolic function (recognition of the 
offended group as worthy of respect) and a utility function (the apology might bring 
about reparations to the victims and might lead to better inter-group relations).” 
Given the convergence of these functions, it becomes clear that the role of 
emotional demonstrations of personal contrition is less important in “collective 
apologies” than “changes in the norms and practices of the collective reparations, 
compensation, or memorialization projects [that] give concreteness to the symbolic 
act of apologizing.” Over and above the purposes specifi ed for interpersonal apolo-
gies, “collective apologies” aim to reaffi rm the institution’s commitment to “the 
fundamental moral principles of the community” (Mihai  2013 ). On these assump-
tions, had Schindler properly apologized for the Minato Ward accident, it would 
have made a symbolic gesture demonstrating the fi rm’s commitment to honor the 
expectations embedded in Japanese culture, backed up by a timely and appropriate 
offer of compensation to the victim’s family. 

 Practical advice on how to apologize successfully is consistent with this philo-
sophical analysis mapping the types and validity conditions for apologies. Daryl 
Koehn, a widely regarded American business ethicist, recommends that the CEO 
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make a public apology as part of any realistic strategy for “bouncing back” from 
either a personal mistake or a corporate failure (Koehn  2013 ). As she observes, “a 
good apology aims at winning back stakeholder trust.” How to make a successful 
corporate apology therefore depends on knowing who the fi rm’s stakeholders actu-
ally are, as well as their expectations. What will it take to win back their trust? 
Emotional demonstrations of remorse are not essential, she believes, when the CEO 
is apologizing for a corporate failure for which he or she may bear no direct respon-
sibility. Nevertheless, “stakeholder skepticism” needs to be addressed, if not with 
emotional appeals, certainly with “a prompt response,” in spite of any perceived 
risks of “litigation.” If the stakeholders have become cynical, in light of a fi rm’s 
previous attempts “to lie its way out of trouble,” then the successful apology must 
“show somehow that the fi rm has signifi cantly changed how it does business.” 

 Koehn also notes briefl y the importance of acknowledging “cultural differences,” 
for example, in dealing with “Japanese audiences,” and rightly advises CEOs to take 
these into account in “drafting a persuasive apology.” Her remarks are addressed to 
“resilient CEOs,” that is, to CEOs who understand the importance of staying 
“focused on what they can change,” without getting “distracted by external forces 
outside of their control.” Had Koehn been advising Alfred Schindler on how to 
conduct his “charm offensive” in Hong Kong (Tucker and Soble  2009 ), no doubt 
she would have told him to set aside his personal frustration over the “witch hunt” 
that Japanese journalists allegedly waged against Schindler K. K. He may have been 
right about what he perceived to be the lack of “equal access” or “a level playing 
fi eld” for foreign companies competing in Japan. But no attempt to educate the 
Japanese media “that we are not bad guys” was likely to change their bias against 
Schindler K. K. As Koehn points out, the CEO would have been better advised to 
make a forward-looking apology “with details concerning the measures they are 
taking to fi x the problem.” When yet another death occurred, in 2012, in an unre-
lated accident involving a Schindler elevator in Japan, the fi rm was faced with an 
“external factor” literally “beyond its control.” Under such circumstances, as Koehn 
reminds us, “there can be no guarantee that a CEO apology will restore trust, how-
ever well-considered and well-drafted that statement is.” 

 Bruce Weinstein is widely known in the USA as “The Ethics Guy.” His columns 
appear regularly in  Bloomberg Businessweek  and the  Huffi ngton Post . The central 
notion that animates his various posts is the concept of “ethical intelligence.” He 
believes that business people can learn to extend their “emotional intelligence” by 
following fi ve basic principles: “(1) Do No Harm, (2) Make Things Better, (3) 
Respect Others, (4) Be Fair, (5) Be Loving.” Weinstein observes—in what can be 
taken as a concise summary of the overall argument of this book—that “we know 
these principles already,” that “they’re the basis of both religious traditions and 
secular societies,” and that “they’re tremendously diffi cult to live by” (Weinstein 
 2011 : 6). One of the blogs he has written to illustrate these principles is “The Right 
and Wrong Ways to Apologize” (Weinstein  2013 ). 

 Weinstein’s essay has the merit of describing in detail “How NOT to Apologize.” 
He identifi es fi ve types of “non-apology”: (1) “Say that ‘mistakes were made’”; (2) 
“Change the subject”; (3) “Drag your feet”; (4) “Deny there is a problem”; and (5) 
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“Blame someone else.” The fi rst, “mistakes were made,” involves the use of the pas-
sive voice, which “absolves the speaker of any responsibility.” While in some lan-
guages, for example, German, use of the passive voice is far more common than in 
English, Weinstein is correct in alerting us to its inappropriateness if we mean to 
communicate an ethically intelligent apology. The other non-apologies that he lists 
should be obvious enough and need no further comment. Weinstein proceeds then 
to offer advice on “How to Apologize with Ethical Intelligence”: (1) “Admit your 
mistake quickly and take personal responsibility for it”; (2) “Apologize fi rst to the 
person you have wronged”; (3) “Speak from the heart”; (4) “Avoid repeating the 
mistake”; (5) “Know that a meaningful apology is a sign of integrity, not weak-
ness”; and (6) “Don’t be afraid to ask for help” (Weinstein  2013 ). 

 The relationship between Weinstein’s “ethical intelligence” and “emotional 
intelligence” should be apparent from the emphasis that he gives to sincerity, as in 
recommendations three and fi ve. “Speaking from the heart” involves a concrete 
demonstration of sincerity. As Weinstein points out, “An insincere apology is as bad 
as no apology at all. People can tell when you really mean it, even if you think 
you’re a good actor and can fool everyone. If you don’t think you’re wrong, don’t 
apologize—but be prepared to defend your position.” Schindler’s eventual apology 
for the Minato Ward accident came across as “half-hearted,” because the company 
wasn’t prepared to admit its share of responsibility. If Weinstein is correct about the 
characteristics of an ethically intelligent apology, then Schindler’s problem wasn’t 
a lack of cultural sensitivity. The CEO need not have excused himself because of his 
allegedly American education. If Weinstein is correct, Schindler’s apology would 
no more have been accepted at face value in the USA than it was in Japan.  

15.4.2     Apologies in Business Ethics: Japanese Perspective 

 We have explored in detail these Western discussions of corporate apologies in 
order to set up a comparison with Japanese practices. Tatsumi Tanaka, who was 
quoted in the case study commenting on the Schindler apology, wrote a book advis-
ing Japanese companies on the art of making an apology,  Sonna shazai de wa kaisha 
ga abunai—Apologizing that way will endanger your company  (Jones  2007 ). He, 
too, lists both apologies that don’t work and those that do, while analyzing them 
both with case studies involving Japanese businesses. Here is his list of “bad” or 
“ineffective apologies”: (A) “Apologies that Include Rebuttals or Excuses,” (B) 
“Apologies that Include Lies or Deceptions,” (C) “Apologies that are Vague,” (D) 
“Apologies by the Wrong People,” (E) “Misdirected Apologies,” (F) “Apologizing 
Too Late,” (G) “Disorganized Apologies,” (H) “Apologies Preceded by Offers of 
Compensation,” (I) “Apologies Without Other Action,” and (J) “Apologizing Too 
Soon.” Noteworthy about this list is the fact that Tanaka criticizes each of these inef-
fective apologies for reasons that parallel those we’ve already seen in the three 
Western presentations on corporate apologies. This fi nding is signifi cant in that all 
of Tanaka’s examples, and the literature analyzing them, are taken from exclusively 
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Japanese sources. His book was not written for an international audience, but was 
intended as a practical guide to Japanese business executives. 

 If there are signifi cant cultural differences in the right way to apologize in Japan 
and the West, we would expect them to surface in Tanaka’s book. But what we fi nd 
is that his practical advice to Japanese businesses is uncannily similar to what was 
given by our Western ethicists, Mihai, Koehn, and Weinstein. When Tanaka turns 
to the typical characteristics of “effective apologies,” we may expect to see some 
differences emerge. After all, a successful apology, in his view, involves “the right 
combination of what [he] calls heart ( kokoro ), technique ( waza ), and organization 
( karada )” (Jones  2007 ). Anyone with even a passing familiarity with Japanese 
culture will recognize the importance of  kokoro,  whose kanji character ( ) is 
identical to the mandarin ( ) signifying the Chinese notion of  xīn , similarly trans-
lated as “heart.” While there are subtleties in  kokoro  that are specifi c to Japanese 
culture, 2  Tanaka emphasizes its role in “removing the natural fear of apologizing.” 
 Kokoro , then, alerts Japanese business executives to concerns similar to those 
expressed by our Western ethicists over “sincerity” and how to achieve an appro-
priate and credible expression of it. Tanaka’s point is similar to Weinstein’s who 
observed that “a meaningful apology is a sign of integrity, not weakness.” American 
English has recently coined a telling new phrase to express a similar insight: “man 
up” (Zimmer  2010 ). It takes courage to admit one’s mistakes and own up to them. 
When others urge us to “man up,” they are challenging us to fi nd within ourselves 
the “heart” or, if you will, the “intestinal fortitude,” which enables us to do the 
right thing, in this case, offering a sincere apology. Here, too, apparent cultural 
differences on what is required to make “effective apologies” seem to converge 
toward a moral consensus. 

 Tanaka’s advice regarding technique ( waza ) and organization ( karada ) is simi-
larly convergent, even though it is expressed in idioms indicative of Japanese cul-
ture. His advice on technique ( waza ) consists in three points: (1) “First, know your 
sins”; (2) “Set goals and lay a course”; and (3) “Approach the apology after thinking 
about it analytically.” His overall approach is that making an apology should be 
understood as a “risk management strategy.” Tanaka’s use of the word, “sin,” should 
not be dismissed as a translator’s concession to a Western audience. A successful 
apology cannot be conjured up as some sort of public relations trick. If the corporate 
culture is lacking in ethical intelligence, the CEO cannot simply fake it. “Soul- 
searching is at the core of apologizing properly—understanding and accepting what 
you and your company have done wrong… This type of moral introspection and 
recognition of fault may be hard to build into a company’s system of controls and 
procedures, yet the step is crucial to apologizing effectively.” 

 The corporate culture must be transformed, so that its underlying moral vision 
becomes visible and actionable throughout the fi rm’s governance structure. If effective 
apologies depend on such a transformation, it must be institutionalized in advance 

2   Lafcadio Hearn attempted to convey these to the West in his pioneering work on Japanese culture, 
aptly titled  Kokoro: Hints and Echoes of Japanese Inner Life , originally published in 1896 (New 
York: Cosimo Classics, 2005). 
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of any need to apologize for anything. This general advice on the urgency of devel-
oping a corporate conscience is reinforced with specifi c advice on what to do when 
the need for an apology arises. “Setting goals and laying a course” means making 
adequate preparation for the press conference at which the apology will be offered. 
The ritual of apologizing should not be performed “until a management decision 
has been made as to where the company wishes to end up.” 

 Analysis, according to Tanaka, indicates there are four phases to an apology: 
First is the comfort ( iyasu ) phase, in which you must subject “yourself to the emo-
tions of angry and resentful victims (or their surviving family members).” Next is 
“the comprehension ( fu ni ochiru ) phase,” in which disclosure of information is 
crucial, “since victims want to know what happened and why.” The third phase is 
contingent on the successful completion of the previous two, since it consists in 
“forgiveness ( yurusareru ) and closure.” The victims cannot reach this phase if 
they have serious misgivings about either the fi rst or the second or both. The fi nal 
phase is “the incident being forgotten ( wasureru ).” It is clear that Schindler’s apol-
ogy in 2006 had not enabled the Minato Ward victims to forget the accident, for 
when another unrelated accident occurred 6 years later, all the lingering negative 
emotions from the earlier one resurfaced, much to the detriment of Schindler’s 
business in Japan. 

 Tanaka’s third point on organization ( karada ) elaborates further on the development 
of a capacity for effective apology as part of the fi rm’s risk management strategy. 
His advice concerns the kind of advisors the fi rm—and specifi cally its CEO—
should turn to when managing the kind of crisis that may require an apology. “Have 
wise men from other fi elds.” Since the prospect of making an apology is likely to 
provoke defensive reactions on the part of the fi rm’s senior staff, it is “crucial” to 
turn to those “who can view the problem from broader perspective.” Such broader 
perspectives, he insists, will not be found within the fi rm. Tanaka therefore advises 
CEOs to cultivate friendships with experienced persons from a variety of fi elds, 
who may contribute fresh thinking precisely because they have not been involved in 
the fi rm’s routine operations. Similarly, “Choose outside experts based on their 
expertise.” Expertise rather than reputation should be the deciding factor on who 
should be consulted. Lawyers in particular are to be kept at arm’s length as the 
CEO deliberates on how to manage the crisis: “Lawyers should never be allowed to 
make the decision about whether to apologize. Not apologizing for legal reasons 
can lead to a roasting by the media with possibly disastrous results.” So Tanaka 
urges CEOs “Don’t let your experts get too close.” He is wary of all “outsiders” 
since it is diffi cult for them “to remain objective, particularly in the context of a 
long-standing relationship that may have come to include personal friendship.” 
Tanaka’s remarks suggest that trusted friends or “wise men” are not in the same 
category as “experts,” whose expertise may be counterproductive. Finally, as to the 
fi rm’s own employees, he recommends, “Get rid of the    sychophants…. These are 
the people who will tell you what you want to hear, even though their advice may 
confl ict with the company’s or even your own best interests.” While there may be 
universal appeal in Tanaka’s advice on how to organize the fi rm for more effective 
risk management, it is clear that in this area his thinking also refl ects commonly 
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perceived problems in Japanese styles of management. The further up one goes in 
the corporate hierarchy, the lonelier it gets, and the more indispensable becomes 
the question of who do you trust.  

15.4.3     Converging Perspectives Pinpoint the Challenge 
for Schindler in Japan 

 Our point in comparing Tanaka’s advice with that given by Western academics and 
pundits like Mihai, Koehn, and Weinstein is to suggest that Schindler’s apology 
didn’t fail primarily because of cultural insensitivity. If cultural insensitivity were 
the problem, then it would be safe to assume that had the elevator accident occurred 
in Germany or anywhere else in the EU or the USA, Schindler’s reaction would 
have been accepted as appropriate, without further damage to the fi rm’s reputation 
or prospects for doing business. Our alternative hypothesis—based on the conver-
gence in approaches offered by a Japanese expert as well as Western ethicists—is 
that Schindler was unprepared to make an apology in any venue, because of an 
unaccountable weakness in its corporate culture or management style. Schindler 
may have been so focused on the fi nancial health of the company, as well as the need 
for continuous innovation in the technological design of its products, that it was 
curiously out of touch with their symbolic resonance—the anxieties of the millions 
of people who must use their elevators and escalators—that so easily may create a 
public relations disaster for them whenever an accident like the one at Minato Ward 
occurs. Simply put, had they approached the risks they faced with a higher degree 
of ethical intelligence, they would have known that (a) accidents do happen, even or 
especially in the use of technologically advanced products and services and (b) that 
the fi rm should already have in place some kind of strategy for making effective 
apologies, ready for implementation when managing the fallout from such acci-
dents. Instead, Schindler was caught fl at-footed, as if it simply could not believe that 
any of its products might be involved in a serious accident. 

 Lacking an appropriate risk management strategy, informed by the kind of ethi-
cal intelligence advocated by both the Western ethicists and the Japanese expert, 
Schindler was unable to offer an effective apology in a timely manner. That failure, 
to be sure, became glaringly evident when it was played out in the context of the 
fi rm’s Japanese operations and their dealings with the Japanese news media and 
Japanese public opinion. Cultural insensitivity may have compounded Schindler’s 
problem in Japan, but the root of the problem was a failure of ethical intelligence. 

 If Schindler’s management is to learn from this disaster, we would advise them 
to focus fi rst on instilling a greater degree of ethical intelligence throughout their 
business, from its headquarters in Switzerland, through all its branches worldwide. 
Since the problem with Schindler’s apology is not local—or exclusive to Schindler 
K. K.’s operations in Japan—the solution needs to be global rather than local. To be 
sure, throughout all its operations worldwide, Schindler must become aware of the 
problem of cultural insensitivity and must seek to address it by consulting more 
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effectively with its local managers—especially those who themselves have been 
formed by the local cultures—and revising its policies so that cultural diversity is 
embraced as part of the solution rather than part of the problem of doing business 
globally. But working to eliminate cultural insensitivity is not likely to be effective 
unless it is founded upon a heightened sense of ethical intelligence.   

15.5     Conclusion 

 Cross-cultural communication is an open-ended challenge. Despite all the discus-
sions on how to overcome culture shock (Shelley and Makiuchi  1992 ), the fact 
remains that it can be a painful and protracted process. Many will be tempted simply 
to give up and go home (Williams  2014 ). It is especially galling for seasoned veter-
ans to be told that they are culturally insensitive and in need of some serious rethink-
ing of their attitudes and behaviors. If an appropriate response to cultural differences 
is to be achieved, it must be based on truthfulness and intellectual honesty. Pundits 
suggesting that all cultures are equally valid make as much sense as marketers who 
insist that the customer is always right. At best, these are but half-truths, and we 
cannot allow them to lull us into thinking that we have achieved any great insight by 
embracing them. 

 One of the most impressive aspects of this era of globalization is how it has 
enabled so many businesses to become working laboratories in the development of 
cross-cultural understanding. Managers in multinational corporations have plunged 
into the challenge of cross-cultural communication and, without much advice or 
encouragement from academics, have been able to fi nd ways to do business while 
overcoming, or at least muddling through the anxieties and misunderstandings that 
may discourage others from trying. Inevitably, there will be mistakes made, and not 
just by Europeans attempting to do business in Japan and other East Asian venues. 
Much to its chagrin, Toyota discovered just how costly such mistakes can be, when 
it ignored a sexual harassment problem that had occurred in one of its plants in 
California, USA (Orey  2006 ). Though the case involved a Japanese manager who 
allegedly assaulted one of his Japanese subordinates there, her lawsuit in an 
American court resulted in Toyota paying her a rumored US$190 million to settle 
all claims in the matter (Maynard  2006 ). Toyota’s management apparently was 
insuffi ciently aware of the seriousness with which sexual harassment charges are 
viewed in the USA, specifi cally in the cultural setting of California. The challenge 
of cross-cultural understanding is a two-way street. Both Schindler and Toyota paid 
a heavy price that year for their cultural insensitivity. 

 Nevertheless, our discussion in this chapter should give people involved in inter-
national business reasons for hope. After examining the details of Schindler’s failed 
apology, we tried to determine whether there is any common ground in practicing 
the art of offering and accepting genuine apologies. By comparing the practical 
advice given by both Western ethicists and a Japanese expert, we came to realize 
that cultural insensitivity was more a symptom than the root cause of the problem. 

15.5  Conclusion
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The underlying problem was a failure of ethical intelligence that can be corrected by 
recovering a deeper understanding of the ethical rules that top-notch players should 
follow, regardless of their cultural differences. Schindler needs to dig more deeply 
into its own cultural values, those of its founders as well as their successors. But 
when it does, we believe that they will discover quite a bit of overlap with the values 
cherished by their Japanese customers and other stakeholders. Once again, we see 
the wisdom of Stephan Rothlin’s formulation of one of his original rules for top- 
notch players: “If you strive to understand the value of different cultures, you will 
fi nd common points.” It may not require a PhD to discover that common ground but 
perhaps more “heart” than we previously realized.     
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    Chapter 16   
 The Social Environment: Ethics 
and Information Technology       

 “Ongoing changes in information technology require new forms 
of loyalty.” (Stephan Rothlin, Eighteen Rules for Becoming a 
Top Notch Player, 2004) 

16.1                 Prelude 

 Clearly, the social environment is rapidly changing, not only in Asia but also 
throughout the world. The digital revolution in technology has raised new questions 
about the moral limits to information gathering, specifi cally, whether human dignity 
entails a right to privacy that businesses, no less than governments and other inter-
national organizations, must respect. The case study that opens our discussion of 
these questions concerns the allegations of phone hacking routinely practiced by the 
Murdoch media group in order to obtain news stories in the UK. The technology is 
currently available to go well beyond what the Murdoch group allegedly did, but the 
story does dramatize the question of the moral limits to the use of information tech-
nology, including social media, in a digital age. In considering this question, the 
chapter will seek to clarify the purpose(s) for which information is gathered and 
whether any alleged right to privacy establishes or ought to establish credible limits 
to such practices. If a fi rm—or an agency, governmental or NGO—is accused of 
violating personal privacy, what should be done about it? Should such companies be 
subject to criminal prosecution? Should the management of information technology 
fi rms or departments within fi rms develop policy guidelines for such activities? 
If so, how can the fi rms conduct their legitimate information gathering activities 
while also respecting the privacy of the persons who are the focus of their 
investigations?  
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16.2     Case Study: End of the World—Phone-Hacking 
Scandal Shuts Down Murdoch’s  News of the World  
After 168 Years 

16.2.1     Abstract 

 Prince “William pulled a tendon in his knee after last week’s kids’ kickabout,” read 
a small 2005 article in the British tabloid  News of the World  (Friedman  2011 ). This 
relatively mundane report landed its author and others in jail; led to the editor’s 
resignation and a shake-up of senior management; caused the shutdown of the top 
selling 168-year-old paper; subjected its parent company to a litany of lawsuits, 
parliamentary probing, and signifi cant expenses associated with internal investiga-
tions; and tarnished the reputations of a media mogul, a British Prime Minister, and 
arguably the entire newspaper industry (Owles et al.  2011 ). 

 Why did such a simple story wreak so much havoc? Once investigations were 
launched, they revealed that the intrusions into the Royal Family’s privacy were 
trivial in comparison with the way tabloids like  News of the World  were hacking the 
telephones of ordinary people—and not just celebrities—who had been the victims 
of crimes and other personal catastrophes. The most egregious of these cases 
involved Milly Dowler, a murdered teenager who went missing in 2002 (Davies and 
Hill  2011 ). Once the hacking of her personal voice mail by an investigator hired by 
 News of the World  was discovered—confi rming how widespread the practice actu-
ally was and dramatizing the serious harm done to the Dowler family as they strug-
gled with the loss of their daughter—the scandal became synonymous with some of 
the UK’s most pressing ethical concerns, namely, invasion of privacy, the misuse of 
technology, the corruption of big business, the manipulation of social media, and 
the problems of poor leadership in both business and government. The  News of the 
World  scandal affords readers a chance to explore how international business ethics 
approaches such issues and the prospects for creating company policies consistent 
with high standards of ethical responsibility, especially in the use of technology, 
treatment of privacy interests, oversight and whistle-blowing, leadership develop-
ment, and decision-making.  

16.2.2     Keywords 

 Phone hacking, Workplace surveillance, Right of privacy, Tabloid journalism, 
Corporate espionage, Political infl uence, Cover-up  
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16.2.3     A Good Story Goes Bad and a Bad Story Gets Worse 

 In 2005, Clive Goodman reported regularly on the Royal Family for the UK tabloid 
 News of the World , one of numerous newspapers owned by News Corp, a mass- 
media multinational consistently ranked among Fortune 500’s largest US compa-
nies (Fortune  2012 ). By 2011, the phone hacking behind some of Goodman’s stories 
resulted in his incarceration, the closing of  News of the World , and triggering signifi -
cant scrutiny of News Corp and some of its executives by different governmental 
bodies (the US Congress and the British Parliament) and regulatory agencies (the 
FBI, Australian Federal Police, and UK Police) (Owles et al.  2011 ). 

 A single incident of phone hacking by one overzealous reporter trying to make a 
professional splash with a big story on the Royals, 1  as wrong and illegal as it is, 
would probably result in the quiet dismissal of the employee and some form of 
company communication reminding people about acceptable and unacceptable 
methods of investigative reporting. It was, however, much more than a single inci-
dent since as many as 4,000 different people had their phones hacked at one time or 
another (Bergstrom  n.d. ). When the Leveson Report, “An Inquiry into the Culture, 
Practices and Ethics of the Press” ( 2012 ), was fi nished, it highlighted the distress 
and genuine suffering infl icted on the families of crime victims like the Dowlers, 
who—over and above the false hope that their daughter might still be alive   ,    2  based 
on some unexplained changes in her voice mail recordings after she had gone miss-
ing—were hounded by photographers and reporters seeking to sensationalize and 
profi t from their tragedy. The British press, for the most part, was indifferent to the 
harms done by such practices. According to Justice Leveson, “the family came to be 
treated as little more than a commodity in which the press had an unrestricted inter-
est” (Leveson  2012 , Vol 2: 540). 

 While the culprit who hacked into Milly Dowler’s voice mail was identifi ed as 
Glenn Mulcaire, a private investigator employed full time by  News of the World , it 
is clear that he was but one player on a team that used phone hacking and other 

1   Ironically, the stories that led to Goodman’s demise—one about Prince William tweaking his 
knee playing soccer followed soon after by another about him borrowing some “broadcasting 
equipment from journalist friend Tom Bradby” (Newsmax  2011 )—were anything but splashy, 
until Goodman himself became the story and made quite a splash indeed. 
2   The original story that reported the allegation that News Corps’ private investigator had deliber-
ately erased voice mail messages in Milly Dowler’s telephone account, thus creating the “false 
hope” that she was still alive, in order to maintain reader interest, was later proved to be wrong, and 
a retraction was published by  The Guardian  (The Guardian  2011 ). In the case study on Milly 
Dowler’s disappearance, featured in the Leveson Report, the allegation was not only refuted, but a 
meticulous and convincing explanation of what actually happened to Dowler’s voice mail account 
was offered. Justice Leveson, however, wisely observed that, in spite of the  News of the World ’s 
exoneration on this one point, it did not absolve them for their “egregious” pattern of “unethical 
journalistic conduct” (Leveson  2012 , Vol. 2: 539). 

16.2  Case Study: End of the World—Phone-Hacking Scandal Shuts Down Murdoch’s…
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covert surveillance techniques on a routine basis to develop their sensational stories. 
Clive Goodman, once convicted for his role in violating Prince William’s privacy 
later admitted “that all of the stories he wrote over his fi nal two years at  News of the 
World  were based on phone hacking” (Rayner and Hughes  2012 ). Subsequent 
inquiry identi fi ed other phone-hacking journalists, who bribed police offi cers and 
paid private investigators assisting their efforts, along with company managers 
(even senior executives) who did nothing despite their awareness of the practice 
(Owles et al.  2011 ). 

 The phone hacking was also used to get much more than little tidbits about the 
Prince’s less noteworthy endeavors like a doctor’s appointment to check on his sore 
knee or some inane celebrity gossip. In fact, it apparently involved a coordinated 
effort to uncover sensitive information about various public fi gures, politicians, and 
police in order to infl uence the political and social landscape (Owles et al.  2011 ). 
Such objectives might sound a bit ambitious for a Sunday-only tabloid, but this 
tabloid was  News of the World,  which at one time was the “best selling English 
language newspaper in the world with circulation still close to 3,000,000 per week 
in 2010” (Robinson  2011 ). 

 And fi nally, it was not just the tabloid  News of the World , but its parent News 
International and their holding company, News Corp, the world’s largest mass- media 
conglomerate with over 300 assets spread across the English-speaking world, con-
sisting in televisions stations, broadcasting companies, satellite and cable channels, 
magazine and book publishers, movie studios, radio stations, sports teams, and, of 
course, telephone and newspaper operations with an estimated value of US$62 billion 
(Fortune  2012 ). The breadth, diversity, positioning, and prestige of News Corp’s 
media holdings and the strong political ties and great wealth of its chairperson, 
Rupert Murdoch, endowed it with a level of power and persuasion over political 
preferences and public opinion that left many uncomfortable even before the phone-
hacking scandal surfaced. The subsequent exposure of the extent and purpose of the 
practice, perpetrated at a time when society was especially suspicious of bad and 
collusive behavior by big business—as in, for example, controversies over the bank 
bailouts and economic crises in the USA and Europe—and of various excesses 
alleged against the much-maligned mass media, combined to create a perfect storm 
of moral outrage that continues to suck public fi gures and politicians into its vortex. 

 So the question is not so much did Clive Goodman and other reporters do some-
thing wrong or unethical by hacking certain phones to get newspaper scoops, but 
rather who else is responsible and to what degree? Who are the policy makers and 
other moral agents within  News of the World  and News Corp? What should they 
have done or should learn to do in the future? What about the other reporters who 
never confronted their peers or blew the whistle? Or does the fact that “everyone 
does it” provide a valid excuse since the practice was rampant at many papers in the 
industry (Chandrasekhar et al.  2012 )? What is one to make of various editors who 
kept their heads in the sand, ignored the whispers, or even encouraged the practice 
by providing money to pay investigators and pay off police (Bergstrom  n.d. )? What 
about the managers who had no policy in place, or did not enforce it, or even facili-
tated its violation? Or the executives who failed to intervene, then allegedly lied 
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about their awareness, or even tried to cover up its occurrence? 3  Do you agree with 
Rupert Murdoch, the CEO of News Corp, that it was not his responsibility to pre-
vent such practices, but that of the staff at  News of the World ? What about crisis 
management? How would you have advised Rebekah Brooks, Rupert Murdoch, and 
business leaders in general to deal with serious problems when they go public? And 
more importantly, what policies or practices would you implement in any business 
to avoid such a misuse of technology from ever happening again?  

16.2.4     “Dark Arts” or “Good Magic”? Business Uses 
of Technology 

 The magical potential of technology often gives way to the “dark arts,” a euphe-
mism—derived from the Harry Potter novels—for the nefarious ways that private 
investigators work with media companies to access confi dential information for sto-
ries (Stauffer  2012 ). Yet, many businesses do in fact authorize supervisors to listen 
to employee’s phone calls and voice mail, to read their email and text messages, to 
monitor their activity on various social networks, to keep track of their key strokes 
and Internet usage, to videotape various parts of an offi ce, and even to pinpoint their 
whereabouts via GPS (Rosenblat et al.  2014 ). The use of technology in this fashion, 
employers explain, promotes effi ciency, improves safety, discourages improper 
behavior, and serves as an assessment or teaching tool. For example, employees will 
be less likely to steal from the offi ce—whether tangible supplies or intangible 
fi les—if they realize that it can be traced back to them so easily. Employee monitor-
ing arguably increases production and performance by inhibiting people from wast-
ing time playing video games, surfi ng the Internet, or attending to social networks. 
Businesses similarly utilize technology in their dealings with customers and suppli-
ers under the auspices of improving consumer service, market awareness, and dis-
pute resolution. Background checks also investigate everything from credit reports, 
medical records, social activities to  Facebook  pages, drug tests, and resume review. 
In fact, Patricia Dunn, the Chairperson of Hewlett Packard, deployed some of these 
methods upon her own Board of Directors in order to determine who was revealing 
confi dential information (Kaplan  2006 ). 

3   Here is a short list of people who declared ignorance or that it was only one “rogue” reporter only 
to have those statements refuted: (1)  News of the World  editor Andy Coulson who resigns; (2) 
Rebekah Brooks, former editor of  News of the World  and its sister paper  The Sun , later named chief 
executive of News International, News Corp’s British arm, and then arrested with her husband for 
conspiracy; (3) the  News of the World  itself; (4) Les Hinton, chief executive of Dow Jones and 
former executive chairman of Murdoch’s newspaper arm in Britain, tells a committee of legislators 
any problem with phone hacking was limited to the one, already well-publicized, case. He says 
they carried out a wide review and found no new evidence (Chandrasekhar et al.  2012 ); (5) James 
Murdoch (who later admits to paying hush money to Gordon Taylor, one of the victims of the 
hacks) (Chandrasekhar et al.  2012 ); and (6) even Piers Morgan (Owles et al.  2011 ). 
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 Employees and customers counter that it is an invasion of privacy and thus 
inappropriate, unethical, and even illegal. This violation of one’s presumptive right 
to privacy may also impair the relationship businesses have or hope to have with 
their stakeholders and the corresponding loyalty, which may in turn lead to the exact 
behaviors the company was hoping to prevent (theft, minimum production, and 
ineffi ciency) because of the adversarial culture it creates (Spitzmüller and Stanton 
 2006 ). Business is the driving force behind the creation and use of technology, so it 
must also work to be the guiding infl uence on its proper use and deterrent to its 
improper uses. 

 The phone-hacking scandal provides a great paradigm for many moral dilemmas 
in that a questionable choice often offers an immediate payoff (made even quicker 
with technology), while often carrying serious risks long term. Delayed gratifi cation 
is considered a sign of moral maturity, while lack of impulse control signals the 
opposite.  News of the World  employed technology in a manner that helped to make 
it a very successful journalistic enterprise for many years, fi nancially, politically, 
and in overall reputation. But they may have miscalculated the severe consequences 
their actions would entail. Financially,  News of the World  and/or News International 
has paid out millions to settle cases (even to the perpetrators Goodman and Mulcaire) 
with still more to come. Murdoch himself admits that “the corporate cleanup of the 
scandal had cost News Corp hundreds of millions of dollars” ( The Associated Press  
 2012 ), not including the time and energy devoted to public hearings and the like that 
have nothing to do with running a newspaper. The scandal essentially sabotaged 
News Corp’s previously approved bid to gain control over the UK’s Sky Broadcasting 
(poetic justice, since Brooks was heavily involved in lobbying the government in 
order to get it approved in the fi rst place). When  News of the World  was shut down 
on July 19, 2011, after 168 years, and News Corp replaced it with a new Sunday 
version of  The Sun  (one of its many other papers that was previously offered only 
fi ve days a week), its sales did not match  News of the World  (Greene and Rivers 
 2012 ). 4  Even though the  Sun on Sunday  may recoup some of the lost revenue over 
time, the damage to News Corp’s reputation will take even longer to rebuild. 

 “Should our company use this technology?” is a question confronting companies 
every day and will continue to do so for as long as technological advances continue 
to be made. Instead of asking “whether,” the more important question might be 
“how” to use it, since most companies already do use technology for various forms 
of monitoring and the trend is likely to increase (Rosenblat et al.  2014 ). How does 
monitoring employees differ from the phone hacking? Are there differences between 
the two that would legitimize the one, while drawing the line against the other? 
What exactly is the right to privacy and how extensive is it? When does it apply and 
when is it legitimately restricted? Do privacy expectations and levels of protection 
vary for different people, under different circumstances, in different countries?  

4   In another display of his defi ant bravado, Rupert Murdoch tweets that the edition sold 3.26 mil-
lion copies ( The Associated Press   2012 ). 
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16.2.5     Murdoch’s Mass-Media Monster 

 As a business behemoth, ranked 91st on the  Fortune 500  list of largest US companies 
for 2012 (and 98th in 2005), with 2012 revenues of US$33 billion from operations 
in many countries (Fortune  2012 ), News Corp naturally exercises global economic 
and societal infl uence. Soon after gaining control of some media companies in the 
early 1970s, Rupert Murdoch, the CEO of News Corp, “unabashedly” used “his 
London Papers… to advance a generally conservative, pro-business line” and those 
political fi gures who would promote them, such as Margaret Thatcher and Tony 
Blair (Owles et al.  2011 ). Former British Prime Minister John Major later testifi ed 
that “Murdoch tried to infl uence his government’s dealings with the European 
Union, even hinting that Major could lose the support of Murdoch’s newspapers if 
he didn’t change direction” ( The Associated Press   2012 ). Rebekah Brooks of News 
International “acknowledged that she used her access…to the country’s most pow-
erful political leaders…to lobby the British government over the BSkyB takeover 
deal” ( The Associated Press   2012 ). 

 This power, potential or realized, is one reason the FBI, UK Police, the US 
Congress, and British Parliament all investigated the phone-hacking scandal. Even 
Scotland Yard fell under suspicion as it was found to have mishandled, delayed, and 
limited the investigation because it was compromised by their relationship with 
News Corp (and discovered that their own phones had been hacked by  News of the 
World  reporters) (Owles et al.  2011 ). The list of casualties from the inquiry provides 
further evidence of the extent of News Corp’s infl uence in UK politics:

•    Sir Paul Stephenson (Commissioner of Scotland Yard) and John Yates 
(Commissioner of London’s Metropolitan Police) resigned amid allegations of 
mishandling the investigation, although both were cleared of any wrongdoing 
(Owles et al.  2011 ).  

•   David Cameron (Britain’s Prime Minister supported by News Corp’s various 
papers) was called to resign for his poor handling of the investigation and for 
appointing Mr. Andy Coulson as Director of Communications in his administra-
tion, since he was the editor of  News of the World  during the scandal (Owles et al. 
 2011 ).  

•   Culture Secretary Jeremy Hunt withstood calls for his resignation for how he 
handled News Corp’s bid for BSkyB (Chandrasekhar et al.  2012 ).    

 News Corp’s size and success may be enviable from a business perspective. But can 
a business be too big and too powerful? Many nations have laws against monopo-
lies, but most excuse companies that achieve market dominance—like Microsoft 
with its Windows operating system and Apple with their iPad tablets—as long as 
they do not abuse their position to take undue advantage of competitors and cus-
tomers, and undermine the market itself. What is your perspective on big business 
and big media? Compare and contrast how the phone-hacking scandal might be 
addressed under different systems, say the free-market system of Britain and the 
controlled capitalism of China? 
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 What is your perspective on tabloid journalism? Does it qualify as a product 
offering anything of value; does it measure up to society’s expectations of ethical 
responsibility? Or does it raise questions similar to some forms of advertising about 
the actual value it delivers? Or to stretch the analogy, are tabloids selling us some-
thing like cigarettes, alcohol, or junk food—potentially harmful products whose 
redeeming qualities beyond profi t and jobs are questioned by many? To be sure, 
even if the tabloids are no different than companies providing these other question-
able products, should they be prevented from doing so, especially when there is 
clearly a demand for what they have to offer?  

16.2.6     Summary 

 Over and above the short-term losses incurred by the individuals and institutions 
caught up in the UK’s phone-hacking scandal, we must consider carefully the strong 
public reaction against the reckless and illegal invasions of privacy suffered by 
citizens from all walks of life, but especially the victims of crimes and catastrophe, 
like Milly Dowler’s family. As the Leveson Report mordantly observed, “the family 
came to be treated as little more than a commodity in which the press had an unre-
stricted interest.” The violation of another’s human dignity is always a cause for 
concern, but when all-powerful media empires willfully exploit the anguish and grief 
of ordinary people in their most vulnerable moments, the offense seems particularly 
heinous. Compared to the violation endured by the Dowlers and other victims, 5  the 
enormity of the corporate losses that piled up as the scandal wore on may seem rather 
small and their calculation small minded. Nevertheless, if the prospect of such losses 
can actually succeed in awakening the consciences of newspaper editors as well as 
the leadership and management of news organizations big and small, to their ethical 
responsibilities, then a full reckoning may yet serve a useful purpose. 

 This misuse of technology provides a backdrop for exploring the various ways 
technology circumvents personal privacy in commercial settings—the monitoring 
of employees and consumers being but one example. Thus, the  News of the World’s  
demise provides managers, lawmakers, ethicists, and students an opportunity to 

5   The Leveson Report provides an illuminating analysis of three “case studies” in which ordinary 
citizens were victimized by the tabloids, their investigators, and reporters. In addition to the Milly 
Dowler case, which we have mentioned here, there is also the case of the press’ treatment of the 
McCann family subsequent to the apparent kidnapping of their daughter, Madeline, during the 
family’s vacation in Portugal and other incidents. Here is Justice Leveson’s comment: “In this 
Chapter, before proceeding to examine the evidence as a whole, I examine in detail a number of 
individual examples of press reporting in recent years. Some of those examples will be well known 
to many reading this report and include the reporting of the disappearance of Amanda (Milly) 
Dowler, the disappearance of Madeleine McCann, the arrest of Christopher Jefferies on suspicion 
of murder and the publication of details of the medical condition of the former Prime Minister, the 
Rt Hon Gordon Brown’s son. The fi rst three of those, at least, were chosen because they exempli-
fi ed what might be described as the most egregious cases of unethical journalistic conduct” 
(Leveson  2012 , Vol. 2: 539). 
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weigh proposed business policies that address the use of technology, the treatment 
of privacy concerns, and the related questions of government oversight. What are 
some long-term policies and procedures that you might propose in order to address 
such challenges in the future? As you imagine yourself in the shoes of managers 
confronted with the ethical issues involved in various surveillance technologies, 
consider your available resources and eliminate any questionable or sleazy strate-
gies for evading the reckoning that must be made. Once you’ve thought through 
your own ideas on the responsible use of surveillance technology in business, you 
may want to develop a strategic plan delineating stages of implementation. Once 
you’ve done that, you can always apply for a job at News Corp. No doubt you will 
do a better job than your predecessors.   

16.3     Case Study Discussion 

 The News Corp phone-hacking scandal exposed the predatory side of the business 
of mass communications. It is hard to imagine how anyone could morally justify 
invading people’s lives simply in order to create newspaper stories that would pro-
mote increases in sales and profi ts. This case study raises issues in the world of digi-
tal technology that are parallel to those we discussed in the “Sanlu: Tainted Infant 
Formula Case” presented in Chapter Three. In both cases, the harm was deliberate, 
even if not directly intended. Sanlu’s subcontractors who mixed melamine into their 
dairy production were only trying to maximize profi ts by adding an ingredient that 
would increase the milk’s protein content and thus its market value. They probably 
did not directly intend to harm the babies who consumed the melamine-laced infant 
formula. 

 Similarly, the investigative reporters at News Corp who caused the phone hack-
ing were only trying to maintain the competitiveness of their tabloid,  News of the 
World . Their advancement depended on getting scoops, that is, stories that people 
would enjoy reading, stories that would sell newspapers, particularly on street cor-
ners. The best scoops were juicy bits of scandal involving the rich and famous—like 
members of the Royal Family—or inside details on various calamities that are the 
stuff that urban legends are made of. But getting such scoops had become increas-
ingly diffi cult, especially when targeting the rich and famous, who were spending 
considerable sums trying to maintain their privacy. Phone hacking was a way of 
breaching their defenses and getting the stories they wanted, apparently without all 
the risks involved in conventional methods of spying. So what if their subjects’ 
privacy was violated? If you are a public fi gure, your private life is fair game, or so 
they thought. 

 Those engaged in phone hacking, however, failed to consider society’s predict-
able reaction when confronted with evidence that the basic human dignity of indi-
viduals—especially vulnerable and defenseless ordinary people like themselves—had 
been violated. The public’s strong reaction may be an attempt to heal the wounds 
infl icted, since without some such reckoning a morally obtuse culture of disrespect 
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may remain unchallenged. The moral outrage triggered by the phone-hacking scan-
dal largely depended on who was doing it to whom and why. The  News of the World  
was seen as crossing the line between spreading the embarrassments and peccadil-
loes of the Royal Family and other celebrities and preying upon innocent victims 
who needed their privacy respected especially in moments of grief and anguish. A 
private business, in other words, had gone rogue in an area where even legitimate 
acts of covert surveillance on the part of the government are heavily regulated. In 
the UK, for example, there is the Regulation of Investigatory Powers Act 2000 that, 
in theory, permitted government surveillance as “lawful interception” undertaken 
by duly authorized public bodies typically “on the grounds of national security, for 
the purpose of preventing or detecting serious crime and for the purpose of safe-
guarding the economic well-being of the United Kingdom” ( The Guardian   2009 ). 
Since “lawful interception” is exceptional, it requires specifi c warrant from the rel-
evant authorities charged with enforcing the Act. 6  Judged in light of this standard, it 
is clear that the use of similar methods, like phone hacking, by a private organiza-
tion for purposes of fulfi lling its profi t-making business plan is clearly illegal. 

 But is it immoral? Why should a news organization, like News Corp, be pre-
vented from doing what various UK government agencies are permitted to do in 
carrying out their responsibilities? The most fundamental objection concerns soci-
ety’s pledge to respect the human dignity of each and every human being. No matter 
who is involved, if the breach of privacy violates the rights and dignity of an indi-
vidual, a group, a family, or an institution, it is immoral. The social contract implied 
in the government’s legitimate authority ordinarily demands that any apparent sus-
pension of human rights be warranted and carefully regulated. Despite News Corp’s 
enormous political power, it cannot be regarded as a government agency. Different 
rules apply to governments and businesses, at least in the area of covert 
surveillance. 

 Either there is a valid distinction between private and public institutions, and 
their activities, or there is not. While both private and public institutions have a his-
tory of violating the rules that ought to govern their activities, the government’s 
failure to achieve strict compliance with the Regulation of Investigatory Powers Act 
2000 in no way justifi es the actions of private organizations like the News Corp that 
simply ignore the law in order to maximize profi ts. It is a matter of common sense—
or at least ought to be—that “two wrongs don’t make a right.” Even if News Corp 
were a government agency, it could not justify its malfeasance by pointing out that 
other agencies—for example, the Metropolitan Police Service or New Scotland 
Yard—had been accused of similar violations. 

 The fact is that News Corp is a private business and thus cannot—or at least, 
should not—get any sympathy because of the alleged failures of government agen-
cies. To argue that public fi gures are fair game makes sense only if the game is fair. 
Trying to scoop competing newspapers and tabloids by exposing the scandalous 

6   Note the controversy over the relatively lax oversight of legal interception in the UK and the effort 
to require a formal court order to warrant any such activities ( http://en.wikipedia.org/wiki/
Regulation_of_Investigatory_Powers_Act_2000 ). 
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behavior of the rich and famous may be a game worth playing, but it becomes unfair 
if the methods used to get the scoop violate society’s legitimate expectations regard-
ing privacy, human dignity, and our right to their preservation. 

 Still other questions may come to the fore, when considering who is fair game 
for investigative reporters. If public fi gures are assumed to be fair game, is there any 
limit to who is or is not a public fi gure? Should anyone whose name appears in a 
news story be considered a public fi gure? People may be mildly amused or dis-
turbed by, if not indifferent to, the tabloids’ revelations concerning members of the 
Royal Family or even the size of a former Prime Minister’s bank account. But what 
about that same Prime Minister’s infant son and his struggle for life or the where-
abouts of a kidnap victim like Milly Dowler? The public at large doesn’t consider 
everyone a public fi gure, and judging by the outrage provoked by the News Corp’s 
shabby treatment of the Dowler child and her family, they do believe that a moral 
boundary was violated, one that was meant to safeguard respect for personal 
privacy. 

 That the News Corp’s editors and managers not only didn’t restrain their investi-
gative reporters but actively encouraged them to use any means necessary to get a 
story that would sell newspapers suggests a failure of basic business ethics, the kind 
of irresponsible behavior that invites increased government regulation. There are 
just two different ways of looking at News Corp’s failure to enforce adequate stan-
dards of media ethics. Either they didn’t know what was going on or they didn’t 
care. At trial it became clear that the  News of the World ’s editors, Andy Coulson and 
later Rebekah Brooks, did know what was going on and, when the facts began to 
emerge, actively participated in the corporate conspiracy to cover it all up. If they 
cared about anything, their care extended no further than their own careers and per-
sonal reputations. In the face of such corporate malpractice, even the British govern-
ment, with its all-too-cozy relationship to News Corp’s top management, was forced 
to prosecute some of those responsible and to distance itself from Rupert Murdoch’s 
pending business deals. 

 Our case study, however, does not focus exclusively on the phone-hacking scan-
dal, but places it in the context of concern over expanded capacities for all forms of 
corporate surveillance. The issues raised appear not only in tabloid journalism and 
other forms of mass communications but also in the ways that businesses monitor 
the activities of their employees and other stakeholders. Why move the discussion 
onto these broader questions? At stake in all of them is a general concern over the 
right to privacy and the various ways in which advances in digital technology may 
undermine, if not actually abolish, that right. There are important differences, how-
ever, between journalists abusing phone-hacking technologies and businesses using 
similar technologies to monitor employee performance. The most important of 
these is that employee surveillance is commonly regarded as voluntary, while vari-
ous forms of wiretapping, including phone hacking, are involuntary. Employees 
generally are informed of their employers’ use of surveillance technologies and are 
required to consent to them as part of their employment contract. The victims of the 
 News of the World ’s phone-hacking scheme neither knew about nor were they given 
an opportunity to consent to the surveillance. The principle of informed consent, in 
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short, makes for a crucial moral difference between all forms of phone hacking and 
some forms of employee monitoring. 

 Even so, one may also question just how genuine is an employee’s consent to the 
monitoring of his or her online activities. If employment is conditional, pending an 
agreement to such methods of surveillance, employees may feel that they have been 
forced to give consent, along with a series of other invasions of their personal pri-
vacy, such as submitting to urinalysis as part of the employer’s random drug testing 
policy, or recording the websites they visit while working online, or reviewing their 
 Facebook  posts for any evidence of disloyalty to the fi rm, indulgence in irrespon-
sible behavior, or harboring opinions that may be deemed contrary to the fi rm’s 
interests. When addressing the ethical issues raised by various employee surveil-
lance strategies, the question is rarely whether such strategies are illegal or immoral 
in principle, but how invasive can they be without seeming to violate the current 
consensus on employee privacy rights. For example, while monitoring what web-
sites employees are visiting at work may be regarded as reasonable and appropriate, 
installing surveillance cameras in their locker rooms in order to deter theft of one 
sort or another may create more problems than it solves. In the era before high-tech 
surveillance equipment was generally available, similar problems were raised about 
how far one could go in questioning a prospective employee about her marital status 
or her sexual preferences. The challenge was—and is, especially in an era in which 
high-tech surveillance is commonplace—just how far an employer can go in moni-
toring the performance of his or her employees without violating their presumed 
right to privacy? 

 As we can see from the case study, such discussions tend to focus primarily on a 
calculation of consequences. The advent of digital technologies has lowered the 
cost of monitoring employees and enabled employers to become less intrusive in 
their monitoring activities. Nevertheless, if certain forms of surveillance turn out to 
be counterproductive, that is, inadvertently provoking behaviors the company was 
hoping to prevent (e.g., as we saw in the case study, “theft, minimum production, 
and ineffi ciency”), they are not likely to be retained, especially if there is active 
resistance against them. What goes on at work, then, is based less on “mutual con-
sent amongst all parties involved” than on “a mutual understanding or complicity in 
acknowledging what is happening as the boundaries of what is possible stretch 
uncomfortably into the blurry terrain of what is permissible and what is considered 
a violation…. There is an unchallenged assumption that employers monitor their 
employees simply because they can, and that they do so more intrusively for the 
same reason—especially as technologies evolve to enable more and more methods 
of surveillance” (Rosenblat et al.  2014 ). Thus, if studies can show that less invasive 
performance monitoring systems tend to make employees more productive, more 
loyal, and less dissatisfi ed with working conditions, then by all means opt for the 
less invasive. It is clearly more cost-effective. Rarely, however, is the question raised 
whether the employees’ rights and dignity should serve to defi ne the limits on how 
far one can go. 

 The recent deployment of high-tech methods for monitoring employee perfor-
mance, and our pervasive complicity in accepting them as both inevitable and nec-
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essary, may help us understand how phone hacking—at the  News of the World , at 
least—became an effective tool for enhancing investigative journalism. If workers 
are routinely monitored by private businesses in order to enhance their performance, 
what’s to prevent a competitive news organization from using similar technologies 
in the course of their routine business activities?  News of the World  might protest in 
its defense: “We have a newspaper to get out. In our business everything depends on 
timing. We have to fi nd the stories for our readers before anyone else does. If a new 
technology comes along that will help us get the stories we need, we’ll use it, at 
least until we meet signifi cant resistance from either the government or the public at 
large.” They might have added, “Even if people have a right to privacy, they also 
have a right to know what’s going on in our world. It’s our job to provide them with 
a convenient and entertaining way of doing that.” We need to go deeper, then, into 
the right to privacy and what ethical limits, if any, it imposes on the use of surveil-
lance technologies.  

16.4     Ethical Refl ection 

 What is privacy and what does it mean to claim a universal right to it? This is a dif-
fi cult question, not only because so many different defi nitions have been offered but 
also because expectations vary greatly from one culture to another. Such questions 
all too often are answered with a shrug, meaning, “I’ll know it when I see it.” But 
rather than stop there, we ought to consider the link between privacy and human 
dignity, since the outrage provoked by the phone-hacking scandal was primarily 
about the violation of human dignity. 

16.4.1     Privacy: A Human Right Inherent in Human Dignity 

 As we have seen in previous chapters, the United Nations’  Universal Declaration of 
Human Rights  (UDHR) is based on a profound commitment to human dignity and 
rights guaranteeing its equal protection for all. The Declaration’s “Preamble” asserts 
that the “recognition of the inherent dignity and of the equal and inalienable rights 
of all members of the human family is the foundation of freedom, justice and peace 
in the world.” Article 1 asserts “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.” Human dignity, then, is inherent in being 
human; it is no less real in ordinary people than in the members of political, eco-
nomic, and social elites who command the resources to protect themselves. Article 
22 declares that “everyone, as a member of society, has the right to social security 
and is entitled to realization, through national effort and international co-operation 
and in accordance with the organization and resources of each State, of the eco-
nomic, social and cultural rights indispensable for his dignity and the free 
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development of his personality.” Governments exist, in other words, in order to 
assure that everyone’s dignity is respected through the legal protection of “eco-
nomic, social, and cultural rights.” Article 23 explicitly links human dignity to the 
government’s role in managing the economy so that everyone not only has a right to 
work but also that anyone “who works has the right to just and favorable remunera-
tion ensuring for himself and his family an existence worthy of human dignity, and 
supplemented, if necessary, by other means of social protection.” 

 Article 12 of the  Universal Declaration  (UDHR) recognizes privacy in a series 
of rights—usually considered civil or political rights—that governments must 
respect, if they are fulfi lling their purpose of protecting human dignity: “No one 
shall be subjected to arbitrary interference with his privacy, family, home or corre-
spondence, nor to attacks upon his honor and reputation. Everyone has the right to 
the protection of the law against such interference or attacks.” At the same time, the 
 Universal Declaration  (UDHR) asserts that for every right, there is a corresponding 
duty that establishes the limits involved in the exercise of these rights. Article 29 
declares that since “everyone has duties to the community in which alone the free 
and full development of his personality is possible… everyone shall be subject only 
to such limitations as are determined by law solely for the purpose of securing due 
recognition and respect for the rights and freedoms of others and of meeting the just 
requirements of morality, public order and the general welfare in a democratic soci-
ety.” The right to privacy, then, is real, but it is hardly absolute. There are situations 
in which the right to privacy may be qualifi ed, suspended, or otherwise restricted, 
but there will never be a situation that justifi es the violation of human dignity as 
such. At least, there will never be, so long as the UDHR remains a credible state-
ment of humanity’s moral aspirations.  

16.4.2     Legal Protection for the Right to Privacy 

 While human dignity itself may not easily be reduced to a single concept, univer-
sally recognized by all moral and spiritual traditions, it remains the only adequate 
foundation for understanding the right to privacy and its legitimate restrictions. 
Even in the USA, specifi c reference to a right to privacy in legal discourse goes back 
no further than the groundbreaking  Harvard Law Review  article by Louis Brandeis—
who later served as an Associate Justice of the US Supreme Court (1916–1939)—
and Samuel Warren, “The Right to Privacy” (Brandeis and Warren  1890 ). Brandeis 
and Warren argued that the right to privacy was implicit in various aspects of the 
common law tradition and well described as a “right to be left alone.” What appar-
ently prompted their refl ections was the proliferation of cases in which an unregu-
lated newspaper industry, and other technological advances such as the invention of 
photography, had done egregious harm to various individuals, whose remedies were 
unclear from existing tort laws safeguarding property rights. Brandeis and Warren 
argued that the right to privacy—which they regarded as but a logical extension 
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of the maxim enshrined in the common law “An Englishman’s home is his castle”—
was “a part of the more general right to the immunity of the person, the right to 
one’s personality.” Transcending the narrow scope of property rights, it expresses a 
concern to honor each individual’s “right to an inviolate personality,” which alone 
can afford a suitably broad basis for certain legal protections against unwarranted 
personal interference, harassment, invasion, or surveillance. 

 More than a century after Brandeis and Warren’s groundbreaking article, despite 
nearly universal recognition of the value of privacy, it remains a topic for philo-
sophical and legal debate. In 2013, Judith DeCew summarized the results of these 
discussions, particularly refl ecting concerns emergent in the USA, in the  Stanford 
Encyclopedia of Philosophy ’s article on “Privacy” (DeCew  2013 ). In her summary, 
she cites William Prosser’s attempt to defi ne “four different interests in privacy” 
evident in legal cases up until 1960. Each of these had claimed specifi c concern as 
a violation of the right to privacy:

•    Intrusion upon a person’s seclusion or solitude or into his private affairs  
•   Public disclosure of embarrassing private facts about an individual  
•   Publicity placing one in a false light in the public eye  
•   Appropriation of one’s likeness for the advantage of another (Prosser  1960 , 389)   

According to DeCew, the philosophical debates concerned whether these four areas 
validate a single, distinctive claim to a right to privacy—as Brandeis and Warren 
had argued—or were better understood under a variety of other categories, for 
example, the violation of property rights or other torts. The lingering controversy 
over the nature of privacy rights, however, apparently also has practical conse-
quences. DeCew argues that typically the USA and various Asian nations have 
“developed a limited system of privacy protection that focuses on self-regulation 
within industry and government so that personal information is often readily avail-
able,” whereas by contrast, “the European Union (EU) and others have adopted an 
alternative vision highlighting consumer protection and individual privacy against 
the economic interests of fi rms and public offi cials,” as is evident from the EU’s 
development of its “comprehensive rules about data privacy enacted in the EU’s 
Data Protection Directive in 1995”:

  The US has generally stood behind effi ciency arguments that business and government 
need unfettered access to personal data to guarantee economic growth and national security, 
whereas the EU has sent a coherent signal that privacy has critical value in a robust informa-
tion society because citizens will only participate in an online environment if they feel their 
privacy is guaranteed against ubiquitous business and government surveillance. (DeCew 
 2013 ) 

 The lack of consensus in the USA regarding a single defi nition of the right to 
 privacy, in short, seems to have reinforced a  laissez-faire  attitude that is reluctant to 
intervene particularly against businesses using surveillance technologies to advance 
their commercial interests. 

 Nevertheless, Brandeis and Warren’s original formulation of a right to privacy 
based on “inviolate personality” is defended by philosophers—like ourselves—who 
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appeal to a substantive notion of human dignity. As DeCew points out, “it is 
possible to give a general theory of individual privacy” understood as an expression 
of “one’s essence as a human being and it includes individual dignity and integrity, 
personal autonomy and independence. Respect for these values is what grounds and 
unifi es the concept of privacy.” Indeed, we would argue that these values taken 
together are synonymous with human dignity, without which the right to privacy 
may remain vague and easily ignored. As Edward J. Bloustein contends, the “com-
mon conceptual thread linking diverse privacy cases prohibiting dissemination of 
confi dential information, eavesdropping, surveillance, and wiretapping, to name a 
few, is the value of protection against injury to individual freedom and human dig-
nity. Invasion of privacy is best understood, in sum, as affront to human dignity” 
(Bloustein  1964 ). 

 Given the fact that the “one’s essence as a human being” is social as well as 
personal, it is no surprise that privacy is valued for its role in helping to “regulate 
social relationships such as intimate relations, family relationships, professional 
relationships including those between a physician and a patient, a lawyer or accoun-
tant and a client, a teacher and a student, and so on.” Priscilla Regan, for example, 
emphasizes the social character of privacy and its indispensable role in helping to 
create and sustain a democracy:

  Privacy is a  common value  in that all individuals value some degree of privacy and have 
some common perceptions about privacy. Privacy is also a  public value  in that it has value 
not just to the individual as an individual or to all individuals in common but also to the 
democratic political system. Privacy is rapidly becoming a  collective value  in that technol-
ogy and market forces are making it hard for any one person to have privacy without all 
persons having a similar minimum level of privacy. (Regan  1995 , 213) 

 Privacy, then, in DeCew’s words, has both “intrinsic and extrinsic value to individu-
als but also has instrumental value to society,” insofar as “it heightens respect for 
individual autonomy in decision-making for self-development and individual integ-
rity and human dignity, but also enhances the value of privacy in various social roles 
and relationships that contribute to a functioning society” (DeCew  2013 ). 

 Though privacy is highly valued, it is neither absolute nor fundamental, in the 
same way that respect for human dignity is and ought to be respected. If there is a 
right to privacy, it must be balanced by a concern to honor all other valid rights 
claims. Brandeis and Warren concluded their discussion of the right to privacy by 
citing four situations that must limit its enforcement, consisting chiefl y in cases 
where the matter is genuinely “of public or general interest,” such as testimony 
given in a court of law or other public assemblies. Furthermore, the law may ignore 
claims that one’s privacy has been violated, when the matter involves “oral publica-
tion in the absence of special damage.” There is a difference between gossip repeated 
by neighbors conversing over the back fence and gossip published in a mass circula-
tion tabloid like  News of the World . Finally, the right to privacy cannot be invoked 
after an individual has already consented to publication, as in the case when some-
one sells his or her story to the news media or agrees to tell it all before a television 
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audience. In addition, Brandeis and Warren rule out two considerations often used 
to excuse or justify violations of the right to privacy: the truth of the matter  disclosed 
is irrelevant, as is the absence of “malice” or “personal ill-will” on the part of the 
one who violated the privacy of another:

  The invasion of the privacy that is to be protected is equally complete and equally injurious, 
whether the motives by which the speaker or writer was actuated are taken by themselves, 
culpable or not; just as the damage to character, and to some extent the tendency to provoke 
a breach of the peace, is equally the result of defamation without regard to motives leading 
to its publication. (Brandeis and Warren  1890 ) 

 Since Brandeis and Warren focused on the “the invasion of privacy brought about by 
public dissemination of details relating to a person’s private life,” they are rightly 
regarded as laying “the foundation for a concept of privacy that has come to be 
known as control over information about oneself” (DeCew  2013 ). While the con-
cept proposed by Brandeis and Warren is central to the moral argument and legal 
case against the phone-hacking scheme organized by News Corp, the other issues 
identifi ed by Prosser are clearly related to their seminal insight, but take us beyond 
the scope of our case study and its discussion. 7   

16.4.3     Privacy in Hong Kong and the People’s Republic 
of China 

 This review of the ethical presuppositions operative in asserting a right to privacy in 
law and morality should alert us to a broader question regarding its cultural relativ-
ity. Even in the USA, the right to privacy is not specifi cally mentioned in the Bill of 
Rights to the Constitution, but emerges in the words of Justice William O. Douglas 
in the Griswold v. Connecticut case, as a “‘penumbral’ right ‘emanating’ from the 
Constitution” (DeCew  2013 ). As we have seen, the right to privacy in the USA has 
evolved and continues to be controversial. But what of other venues? DeCew 
pointed out that the right is more protected in the EU than in either the USA or 

7   The role of the right to privacy in the decisions of the US Supreme Court regarding the legality of 
abortion, as in Roe v. Wade (1973), very much concerns the social dimension of the right to privacy 
identifi ed by Priscilla Regan and others. The legality, under certain circumstances, of abortion in 
the USA depends on whether and at what point in a pregnancy the State has a right and duty to 
breach the presumed privacy that protects the interactions between a pregnant woman and her 
physician. Since the State, according to Roe v. Wade, has no compelling interest in breaching their 
privacy during the fi rst trimester, abortion along with any other therapeutic interventions is legal 
during that time. But as the pregnancy develops, as the fetus becomes viable, the State not only has 
an interest but an affi rmative duty to protect the life of the unborn child, a duty to intervene that, 
because it is in the public interest, overrides any concern for the privacy of the doctor-patient rela-
tionship. Whatever the strengths and weaknesses of the Roe v. Wade decision, it clearly illustrates 
the fact that a right to privacy is not and cannot be regarded as absolute either legally or morally. 
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various Asian venues. What, then, is the status of the right to privacy in China and 
the societies in which Chinese civilization has had a major formative infl uence? Let 
us begin with Hong Kong. How is the right to privacy regarded in Hong Kong, par-
ticularly after the territory’s reintegration into the People’s Republic of China, under 
the administration of the Basic Law of the HKSAR? 

 People who assume that there is no basis for valuing privacy in Chinese culture 
generally appeal to its etymology. “Privacy” in Chinese is  yǐn sī  ( ), which 
sounds like an older word designating a “shameful secret.”  Yǐn sī , then, signifi es 
privacy in the sense of an unwillingness to disclose matters preferably kept from 
public view. At the same time, however, it casts a suspicion on such a desire, as if 
shame were the only reason for keeping some things a secret. The word apparently 
also carries the suspicion that shameful doings involve illicit sex, of one form or 
another. This cluster of assumptions is nicely explored in Peter Wang’s fi lm, “A 
Great Wall” (1986), depicting a Chinese family reunion, in which the brother who 
had immigrated to the USA returns with his family to his sister’s home in Beijing, 
where they all must contend with the mutual affection but also with the alienation 
and cultural misunderstandings that long absences may bring. In one scene, the 
wives are discussing their teenage children and how to bring them up properly when 
Mrs. Chao, the sister who has never left Beijing, indicates that she routinely opens 
her daughter’s mail in order to make sure she is not involved in anything shameful. 
Mrs. Fang, a Chinese-American who is thoroughly comfortable with her life in San 
Francisco, asks, “But what about her privacy?” The conversation that follows sug-
gests that Mrs. Chao has no clue about it, especially when it concerns her daughter’s 
activities. Since the fi lm is a comedy, with a charmingly light touch, learning the ins 
and outs of privacy is but one of a number of areas in which members of both fami-
lies come to experiment with new and different ways of being themselves. 

 “A Great Wall,” then, provides a symbol of what has actually been happening in 
Chinese societies. The evolution of the right to privacy in Hong Kong tends to mir-
ror the script provided by the Fangs and the Chaos. However sacred may have been 
the traditional ideal of an Englishman’s home being his castle, the administration of 
the Crown Colony of Hong Kong was remarkably obscure about any right to pri-
vacy, especially as it might relate to the activities of its Chinese subjects. Only 
toward the end of its tenure did the right to privacy surface in the Bill of Rights 
promulgated in 1991 for the citizens of Hong Kong. Article 14 asserts:

  Protection of privacy, family, home, correspondence, honour and reputation: (1) No one 
shall be subjected to arbitrary or unlawful interference with his privacy, family, home or 
correspondence, nor to unlawful attacks on his honour and reputation. (2) Everyone has the 
right to the protection of the law against such interference or attacks. 

 This Bill of Rights, of course, is meant to incorporate into Hong Kong law the 
 International Covenant on Civil and Political Rights,  adopted by the UN General 
Assembly on December 19, 1966. 

 While the wording of Hong Kong’s right to privacy is taken directly from the 
International Covenant, its enactment in Hong Kong has been a matter of contro-
versy, both before and after the colony’s return to China. While the Basic Law now 
governing the HKSAR, in its “Chapter III: Fundamental Rights and Duties of the 

16 The Social Environment: Ethics and Information Technology



359

Residents,” contains both an acknowledgement of the right to privacy 8  and a 
commitment to the continued enforcement of the UN’s International Covenant on 
Civil and Political Rights, it remains unclear how such a right is to be protected, in 
cases where government agencies are alleged to have breached “the freedom and 
privacy of communications of Hong Kong residents” in the course of their investi-
gations. One major focus of concern has been certain alleged violations of privacy 
routinely committed by Hong Kong’s Independent Commission Against Corruption 
(ICAC), which have been contested in court because of unresolved issues over 
procedures to be followed in cases involving evidence obtained through covert 
surveillance .  9  

 The guarantees stipulated in the Basic Law, needless to say, are subject to 
judicial interpretation, consistent with the decisions of the Standing Committee 
of the National People’s Congress (NPCSC), whose authority rests upon the 
Constitution of the People’s Republic of China (PRC). What, then, is the status of 
privacy and its protection in the PRC? According to Cao Jingchun, “Chinese peo-
ple, like others, need privacy. It is a concept that, though less developed, is not 
alien to Chinese society and culture. From shameful secrets to personal informa-
tion, from arbitrary invasion of privacy to legal protection of privacy, the Chinese 
people and government have already done a lot in this area” (Cao  2005 ). Chinese 
law in various ways confi rms the validity of Cao’s observations. The Constitution 
of the PRC in Article 38, for example, affi rms: “The personal dignity of citizens 
of the People’s Republic of China is inviolable. Insult, libel, false charge or 
frame-up directed against citizens by any means is prohibited.” Article 40 pro-
vides Constitutional protection for “the freedom and privacy of correspondence 
of citizens of the People’s Republic of China”:

  No organization or individual may, on any ground, infringe upon the freedom and privacy 
of citizens’ correspondence except in cases where, to meet the needs of state security or of 
investigation into criminal offences, public security or procuratorial organs are permitted to 
censor correspondence in accordance with procedures prescribed by law. (People’s Daily 
Online  2004 ) 

 While China’s “General Principles of the Civil Law” (National People’s Congress 
 1986 ) make no mention of either human dignity or privacy, they do list both a “right 
of portrait” (Article 100) and “right to reputation” (Article 101) that provide, in the 

8   Article 30 of the Basic Law guarantees the right to privacy: “The freedom and privacy of com-
munication of Hong Kong residents shall be protected by law. No department or individual may, 
on any grounds, infringe upon the freedom and privacy of communication of residents except that 
the relevant authorities may inspect communication in accordance with legal procedures to meet 
the needs of public security or of investigation into criminal offences” (Basic Law, 2012). Note that 
Article 30 covers the activities of both governmental agencies and private organizations and indi-
viduals, and thus would be relevant, had the phone-hacking scandal erupted in Hong Kong rather 
than London. 
9   While the trend internationally has been toward obtaining specifi c warrants from the relevant 
court of law to authorize such activities, the HKSAR government as yet has been unable to resolve 
the issue, despite launching a signifi cant public consultation on it, the results of which are ably 
summarized in a briefi ng paper, “Surveillance, Basic Law Article 30, and the Right to Privacy in 
Hong Kong,” issued by the Hong Kong Human Rights Monitor in October 2005 (Kellogg  2005 ). 
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opinion of some observers (Ishimaru & Associates  2012 ), a basis for protections 
equivalent to the right to privacy in other countries. 

 Cao, for example, offers a well-informed comparison of Chinese and Western 
legal theories on the right to privacy, pointing out the importance of respect for 
human dignity in Chinese law and morality as establishing a promising common 
ground for further reforms. Specifi cally, he analyzes specifi c legal cases in China, 
as well as local legislation, which suggest the realism of developing a right to pri-
vacy in the Chinese Civil Code. There is already a basis, then, not only for guaran-
teeing general protection for personal privacy but also for remedies against the 
misuse of personal data by private companies, including their involvement in prac-
tices of covert surveillance. While the evolution of Chinese law is likely to favor 
broad exemptions for the government, based on its Constitutional responsibility for 
“national security” and related exigencies, private businesses that would engage in 
similar activities in order to maximize their profi ts may risk rigorous prosecution, 
under tort law, both criminal and civil. As we have seen in other areas of concern for 
international business ethics, despite the obvious differences between the moral and 
spiritual traditions of China and the West, the evolution of Chinese law continues to 
trend toward the recognition of universal standards regarding the value of privacy 
and the protections to be afforded it. The developmental challenge in this area, as 
well as the others we have reviewed, is primarily in the area of law enforcement 
(Cao  2005 ).   

16.5     Conclusion 

 The value of privacy has increased, almost to the point of becoming a moral abso-
lute, as the processes of modernization were unleashed, fi rst in Europe and North 
America and later throughout the world. While the protection of privacy in China 
and other Asian venues may be, as Cao remarked, “at least 10 years behind that of 
Western countries,” it is clear that China—in this area, as in so many others—is 
catching up fast. At a time when the advance of digital technologies in some Western 
countries may be rendering modern assumptions about a universal right to privacy 
obsolete and perhaps unworkable, responsible business leaders everywhere must 
learn, fi rst of all, to respect human dignity and never underestimate its importance 
to the various stakeholders whose interests and rights they must balance, as they try 
to fulfi ll their own legitimate business goals. Second, they must realize that, if there 
is a right to privacy, it must be honored along with a host of other rights that may not 
always be smoothly integrated with each other. Protecting privacy is terribly impor-
tant, but it is not ultimately important or absolute. Knowing how to act responsibly 
in this area will depend on a wise assessment of the uses and potential abuses of 
digital technologies, which provide business organizations with powers that only 
recently seemed well beyond anyone’s reach. 

 Business leaders, no matter how powerful they become, must also learn to face 
the limits of that power and how easily it can collapse in the wake of major scandals 
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and other transgressions. Business, however masterful it may become in adopting 
digital innovations, is still not government. Different rules apply; different excuses 
may be given, based on different expectations. No business, for example, is likely to 
get away with defending its covert surveillance tactics on the basis of “national 
security.” It is hard to say what went wrong at News Corp, when top management 
turned a blind eye to phone hacking and other forms of covert surveillance targeting 
innocent and vulnerable people, like the Dowler family. The Leveson Report, as we 
have seen, offers convincing evidence that, at bottom, there is a problem with the 
news media’s corporate culture that cries out for a serious reexamination of media 
ethics. Going forward, what we can learn from News Corps’ failure and subsequent 
losses is the cost of failing to respect the limits of corporate power, even in—or 
especially in—a world where the ongoing revolution in digital technology may 
inadvertently promote the illusion of omnipotence.     
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    Chapter 17   
 The Social Environment: Philanthropy       

 “Care for your Business by Caring for Society” 
(Stephan Rothlin,  Eighteen Rules for Becoming a Top 
Notch Player , 2004) 

17.1                 Prelude 

 Should private fi rms be expected to engage in philanthropic activities as a normal 
part of their business activities? Was Milton Friedman right to recommend that 
 philanthropy ought to be a private activity, one that is best left up to the fi rm’s 
 individual investors and benefi ciaries? Or should philanthropy be regarded as a 
moral obligation incumbent upon businesses, an activity that deserves serious 
 consideration in international business ethics? If it is a normal part of business, how 
should it be related to the fi rm’s other activities? Is it just a marketing strategy that 
may or may not be useful in creating good will in various business environments? Is 
it something more—a hallmark of a good company, an indication of the fi rm’s inten-
tion to honor high standards for corporate citizenship? How, then, does philanthropy 
differ from corporate social responsibility? In order to focus attention on such ques-
tions in Asian business settings, we have selected a case study devoted to the Tata 
Trusts, their history, underlying rationale, and purposes in relationship to the Tata 
family businesses that support them. Now that the Tata Group is poised to become 
a major player in the global marketplace, should it rethink its traditional commit-
ment to philanthropy, or should it extend such efforts to all the venues in which one 
or more of its members are active? Our purpose in devoting a full chapter to philan-
thropy is to suggest, not only that philanthropy is different from CSR, but also that 
philanthropic activities can and ought to be integrated into the strategic plans of all 
businesses competing in the global marketplace.  
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17.2     Case Study: Tata Group: Philanthropy with Purpose 

17.2.1     Abstract 

 Tata Group is an Indian conglomerate that throughout its history has combined 
 business success with a positive model of “philanthropy with a purpose.” That pur-
pose has evolved from seeking to assist India’s masses in overcoming centuries of 
foreign domination and colonialism, to supporting various efforts in social uplift 
during the contemporary period of rapid economic and social development. Under 
the leadership of Ratan Tata, the Group has attempted to remain faithful to its legacy 
of familial and cultural values, while also globalizing the scope of its business activ-
ities. Crucial to that attempt are the JN Tata Endowment and related Trusts, which 
control 66 % of the shares in the Tata Sons holding company. These institutions 
embody the Tata Group’s continuing commitment to philanthropy. With the appoint-
ment of Cyrus Mistry to succeed Ratan Tata upon his retirement, the Tata Group is 
now faced with the challenging prospect of a change in leadership. As the Group 
charts a new course for the future, the question is whether the Tata family’s reputa-
tion for doing well while doing good, including its strong commitment to philan-
thropy, can be maintained in the years ahead. Is “philanthropy with a purpose” still 
possible, when the Group is no longer to be managed by a member of the founders’ 
family, when its businesses are rapidly evolving to seize the opportunities afforded 
by globalization?  

17.2.2     Keywords 

 Tata Group, Ratan Tata, Philanthropy, Corporate Social Responsibility (CSR), 
Social Investment, Communal Development.  

17.2.3     The Tata Group 

 Tata Group is an India based multinational conglomerate made up of “over 100 
operating companies in seven business sectors: communications and information 
technology, engineering, materials, services, energy, consumer products and chemi-
cals.” For 2013–2014, Tata companies reported total revenues of over US$103 bil-
lion, while employing over 581,000 workers on six continents (Tata Group  2014a ). 

 In the late 1860s, founder Jamsetji Tata (1839–1904), a native of Gujarat, 
 abandoned the family tradition of Parsee priesthood to try his hand at business. Tata 
wrote that he began his business career at a time in India when “passive despair 
engendered by colonial rule was at its peak” (Tata Group  2014b ). Ultimately, this 
historical context would provoke his drive to found enterprises that developed 
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India’s industrial skills. Since the most effective long-term strategy for liberating 
India involved creating a workforce that eventually might help manage an indepen-
dent nation’s affairs, Jamsetji would establish the Tata companies as a framework 
for tutoring Indians in three major areas: steel production, electric power genera-
tion, and scientifi c research. 

 In 1892, the JN Tata Endowment was created in order to support higher educa-
tion for young Indians and with it began the Tata Group’s fi rst philanthropic initia-
tive. Jamsetji Tata explained his vision of philanthropy: “There is one kind of charity 
common enough among us… It is that patchwork philanthropy which clothes the 
ragged, feeds the poor, and heals the sick. I am far from decrying the noble spirit, 
which seeks to help a poor or suffering fellow being… [However] what advances a 
nation or a community is not so much to prop up its weakest and most helpless 
members, but to lift up the best and the most gifted, so as to make them of the great-
est service to the country” (Tata Group  2014c ). Later on, JRD Tata (1904–1993), 
who served as Chairman of Tata Sons (1938–1991), adopted and adapted Mahatma 
Gandhi’s idea of “trusteeship” in order to institutionalize the relationship between 
the Tata philanthropies and the Tata Group of businesses (Sarukkai  2012 ). For the 
past century, Tata Sons has adhered to this philanthropic model with the aim of 
enabling people to succeed in their own fi elds, while supporting not only the growth 
of the Group but also the common good of India as a whole.  

17.2.4     Modern Day Advancements 

 India’s economic reforms in the 1990s introduced by the then Finance Minister 
Manmoham Singh and the then Prime Minister Narasima Rao coincided with the 
ascension in 1991 of a new chairman, Ratan Tata. On the eve of globalization, the 
Tata Group was viewed as being trustworthy, but not agile enough to globalize. 
Encroaching foreign competition in India’s domestic markets led many to question 
the viability of the Tata model (   Engardio  2007 ). However, the Group responded by 
diligently cultivating a pool of competent staff, managers, and engineers, in addition 
to developing innovative technologies. 

 Ratan Tata’s appointment provoked substantial controversy. Many criticized his 
lack of experience. Russi Mody, chairman of Tata Steel and a good friend of 
Jamsetji, likened Ratan to a clown in a circus (Chandok  2013 ). Contrary to the skep-
tics’ expectations, under Ratan’s leadership the Group became renowned for its 
global acquisitions such as Jaguar, Land Rover, and Corus Steel. In justifying the 
Group’s globalization strategy, Ratan pledged “to preserve and build upon our 
 heritage and competitiveness” while “keeping the [acquisitions’] identities intact” 
(Timmons  2008a ). Though some observers (Bajaj  2012 ) have praised Tata’s global 
strategy on pragmatic grounds—it has been remarkably successful in the turnaround 
executed by Jaguar Land Rover—others have emphasized how seeking to build 
“Unity in Diversity,” refl ects cultural values deeply rooted in India’s history (Suman 
Kumar  1992 ). For millennia, various civilizations, religions, and regimes have held 
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sway in India, but the core culture remains intact. The Tata Group,  apparently, seeks 
to encourage as much local autonomy as possible in the management of its overseas 
acquisitions. 

 Diversifi cation has enabled the Tata Group to become one of the largest players 
in the tea and steel industries, while also developing a leadership position in the 
fi eld of software engineering. Even as the Group’s revenues have increased from 
US$5.8 billion to US$103.27 billion (Tata Group  2014g ), it has also maintained a 
strong commitment to addressing societal needs alongside its business objectives. 
In 2010, for example, Tata Group donated US$50 million to the Harvard Business 
School (HBS), the largest donation ever received from an overseas  organization 
(Kumar and Yu  2010 ). Many Indian and American scholars recognize that Ratan 
Tata’s personal interest in such projects is long-standing. But making a gift to 
HBS is a new departure consistent with the Tata Group’s strategy of  globalization. 
In the words of Fareed Zakaria, an editor-at-large of TIME magazine, “the 
$50  million donation to the Business School is part of Tata’s general efforts at 
expanding the international scope of his conglomerate. Tata is ultimately a 
 worldwide company, so the Harvard Business School is a natural place to make 
an impact.”  

17.2.5     The Tata Philosophy in Action 

 The Tata Group’s good intentions, as well as the unexpected challenges involved in 
fulfi lling them, can be seen in its attempt to manufacture and market the world’s 
cheapest car, the Tata Nano (BBC  2011a ). Launched in 2009 with remarkable fan-
fare, the Nano represents the Group’s hope of serving the real needs of society, not 
only in India but also throughout the developing world. A compact family car, ini-
tially priced at one lakh (100,000 rupees, or approximately US$2500), the Tata 
Nano was meant to provide Indian families a safe alternative to motorcycles, which 
are as pervasive as they are dangerous, given the state of India’s roads. Such good 
intentions, however, are never easy to fulfi ll. Some critics have disparaged the vehi-
cle as a “poor man’s car” ( The Times of India   2013 ), while others have criticized its 
safety record, in light of a recent failure in an internationally recognized crash test 
conducted in Germany (Oltermann and McClanahan  2014 ). Still others question the 
environmental impact of the Nano, were Tata Motors to succeed in achieving its 
sales goals (Kamenetz  2009 ). Clearly, the Nano will generate more air pollution 
than the motorcycles it is expected to replace; but can that trade-off be accepted 
when the car has serious safety issues of its own? 

 Then there’s the controversy over Tata Motors’ initial decision to build the Nano 
in West Bengal. Production had to be moved to Gujarat because local farmers and 
their political allies regarded the factory as detrimental to West Bengal’s overall 
development (Bhaumik  2009 ). When Ratan Tata made the decision to relocate to 
Gujarat, he did so ostensibly “because of the risks to employees from the protests” 
(Chandran and Dahr  2008 ). Locals had complained about building an industrial 
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center in an area devoted primarily to farming, but the protests soon were politicized 
and became violent. The relationship between the agricultural and industrial sectors 
is a major point of friction in the country, as two-third of Indians still rely on farm-
ing for their livelihood (Chandran and Dahr  2008 ). West Bengal’s government had 
seized 400 ha of farmland for the factory site, while promising compensation to its 
previous owners. The fl ashpoint sparking the protests was a dispute over 160 ha, 
owned by farmers who refused to give up their lands. When they threatened violence 
against workers preparing the factory site, Tata decided to relocate the  factory to 
Gujarat. While the relocation caused a delay in Nano’s launch, some observers 
praised Tata’s decision as yet another indication of the Group’s concern for its stake-
holders at every point in the supply chain. To be sure, the farmers’ victory also 
meant the loss of industrial jobs desperately needed to rejuvenate the West Bengal 
economy. In that light, while the local government blamed the opposition party for 
irresponsibly “spearheading the protests,” the politicians supporting the protests 
wondered why Ratan Tata had pulled the rug out from under the project so abruptly. 
Despite disappointing sales and other setbacks, 1  Tata Motors has reaffi rmed its com-
mitment to the Nano as an innovative attempt to provide basic  transportation to 
people newly emerging from poverty. 

 Tata is busy addressing other social problems as well. The Group has sought to 
improve the living standards of those most in need, for example, through initiatives 
aimed at improving access to the very source of life: water. Tata spent over a decade 
developing the “Swach” water fi ltration system (BBC  2009 ). The company hopes to 
impact the lives of the almost one billion people worldwide who lack clean water by 
decreasing the economic and social costs of eliminating water contamination. 
Swach was fi rst introduced in India where deaths due to unsafe drinking water are 
higher than those due to AIDS (Tata Chemicals  2009 ). In fact, Swach won a gold 
medal at the Asian Innovation Awards in 2010, because of its low cost and positive 
societal impact. Tata Swach enables the purifi cation of one liter of water for one 
tenth of a rupee and does not require electricity. Furthermore, the addition of a lock 
system prevents its usage with counterfeit modules that could jeopardize the effi -
cacy of the process. 

 A telling aspect of the Tata philosophy emerges from the idea that greater educa-
tion is the key to sustainable development. The Educational Quality Improvement 
Project (EQUIP), organized by Tata Steel, educates students in three realms: 
improvement through problem solving, executing tasks, and innovation (Wadia 
 2011 ). Tata also sponsors an annual convention of Indian Schools, where students 
can display best practices in sustainable development and learn from each other. 
Deepali Misra, a consultant to Tata Quality Management Services (TQMS) which 

1   At this time (2014), it is clear that Ratan Tata himself blames Mamata Banerjee, the opposition 
leader in West Bengal, for the failure of the Nano. The farmers’ agitation aided and abetted by 
Banerjee and other politicians forced the shift to a site at Sanand in Gujarat. The subsequent delay, 
in Tata’s opinion, meant that all the hopes generated by the Nano’s launch have evaporated. His 
anger over the declining fortunes of the Nano is one thing that apparently has not evaporated in the 
years since then (Moitra  2014 ). 
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hosts the event, explained, “The best part is that schools will learn from each other 
and share positive things. Our main motive is to implement and promote the concept 
of quality and performance in all their activities” ( The Telegraph   2012 ). At the 2012 
convention, 21 schools participated, showcasing a total of 73 best practices. Tata 
asserts that the end goal of such projects is to help people help themselves. 

 The Group’s work in education, water technology, and in the development of an 
affordable car demonstrates the company’s awareness of what is important not only 
to its customers, but also to society as a whole. Tata operates under the belief that 
innovation provides for an improved standard of living for all, culminating in con-
tinuous development.  

17.2.6     The Organization of Corporate Philanthropy 

 Tata’s mission statement asserts “At the Tata Group we are committed to improving 
the quality of life of the communities we serve. We do this by striving for leadership 
and global competitiveness in the business sectors in which we operate. Our prac-
tice of returning to society what we earn evokes trust among consumers, employees, 
shareholders and the community. We are committed to protecting this heritage of 
leadership with trust through the manner in which we conduct our business” (Tata 
Group  2012 ). 

 The guiding principles instilled by Ratan Tata’s predecessors have not changed 
while the Group has grown under his direction. What has changed is the way they 
are implemented. Striving to impose organizational rigor, Ratan Tata has given the 
Trusts a cohesive governance structure, which focuses on integrating philanthropy 
with modern ideas of corporate accountability. The Trusts—beginning with the JN 
Tata Endowment (1892) that continues to fulfi ll its original mission in higher 
 education by providing annually some 120 scholarships to Indian students for post-
graduate study abroad—are today organized in two main clusters. The fi rst consists 
in the Sir Dorabji Tata Trust (1932) and Allied Trusts (SDTT) that make substantial 
 philanthropic grants to various agencies and individuals, supporting non-profi t 
organizations focused on the following areas: “natural resource management and 
rural livelihoods, urban poverty and livelihoods, education, health, civil society, 
governance and human rights, media, art, and culture” (Tata Group  2014f ). The 
other cluster consists in the Sir Ratan Tata Trust (SRTT, founded in 1919) and the 
Navajbai Ratan Tata Trust (NRTT, founded in 1974). The SRTT and the NRTT 
“seek to be a catalyst in development through giving grants to institutions” in vari-
ous areas and for programs focused on improving “rural livelihoods and communi-
ties, education, health, enhancing civil society and governance, arts and culture, and 
sports” (Tata Group  2014f ). 

 Given the overlapping leadership of the Trusts and the Tata Sons holding 
 company, a question immediately arises regarding the relationship between the 
businesses and the philanthropies they support. How is that relationship managed? 
Tata spokespersons indicate that 75 % of the Trusts’ funds come from dividends 
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from their shares in Tata Sons, with the rest representing the yield on the Trusts’ own 
investments. The Trusts, then, operate independently of the businesses upon which 
they depend for the bulk of their income. “Our trusts don’t handle corporate social 
responsibility; they are more of a funding agency, like the Ford Foundation.” 
The SDTT, for example, “supports different kinds of NGOs—some do social work, 
some research, while others are community based—usually for a period of three to 
fi ve years.” The Tata Group reports that both clusters “have stringent appraisal, 
assessment, accounting and auditing requirements for the NGOs they fund. Projects 
must be aimed towards sustainability for the community, and money is always 
released in a phased manner that meets the requirements of recipients” (Tata 
Group  2014f ). 

 The head of the SDTT, Sarosh N. Batliwala, indicates that the Trusts and the 
holding company are kept at arms length, with the Trusts not usually encouraging 
or supporting projects run by Tata companies. Nevertheless, in special cases they 
may collaborate, and—in the words of the SDTT Programmes manager, Arun 
Pandhi—“there is a sharing of knowledge.” The confl icts of interest, that could 
occur were this relationship to be mismanaged, are minimized by their common 
commitment to Tata’s “Core Values”—“Integrity,” “Understanding,” “Excellence,” 
“Unity,” and “Responsibility”—which are animated by Jamsetji Tata’s original 
pledge to “return to society what we earn.” In support of the Core Values, both the 
Trusts and the businesses since 1998 have adhered to the Tata Code of Conduct 
(Tata Group  2014e ), a lengthy document consisting in some 25 clauses, covering 
virtually all aspects of management and corporate governance. In addition, they 
both participate in the Tata Council for Community Initiatives which was founded 
in 1996 in order to create “structured approaches and specifi c processes… embrac-
ing a range of sustainable development initiatives such as community outreach, 
environmental management, biodiversity restoration, climate change initiatives and 
employee volunteering” (Tata Group  2014d ). Among their most promising 
 achievements is the establishment, in collaboration with the UN Global Compact in 
India, and the UN Development Program (India), of auditing and assessment 
 procedures—the Tata Index for Sustainable Human Development Taxonomy, and 
the Tata Index for Sustainability—that signifi cantly improve the performance of 
both the Trusts and the businesses in meeting their goals for both CSR and philan-
thropic activities. 

 The force behind these initiatives meant to achieve consistency among the 
diverse businesses and philanthropic activities is, of course, Ratan Tata himself. 
More than 20 years ago, when he crafted the Group’s globalization strategy, he well 
understood (Kripalani  2004 ) that it would require an unprecedented level of coordi-
nation to ensure that the Tata trademark would remain “a uniform symbol of excel-
lence across a group of diverse and independently run companies” (Kamath  2014 ). 
He therefore established Tata Quality Management Services (TQMS) as the lever-
age point for institutionalizing “the Tata Way” throughout the organization 
(Pednekar  2005 ). Through this unit, the ideals historically pursued by the company 
have been promoted systematically using the Tata Business Excellence Model 
(TBEM)—a program inspired by the USA’s Malcolm Baldridge National Quality 
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Award—to provide “a group-wide platform that would encourage, support and 
 recognise companies working to embed the tenets of business excellence in their 
 operations” (Kamath  2014 ). The greatest single achievement of Ratan Tata’s career, 
then, may be his success in developing TBEM as a model of accountability that goes 
beyond a narrow focus on compliance issues by enabling the Group to maintain its 
distinctive corporate culture while deepening its commitment to excellence in all 
aspects of its operations, social as well as fi nancial.  

17.2.7     Light and Shadows 

 Ratan Tata has gained respect all over the world thanks to his success in extending 
the Group’s commitment to the good of Indian society. He has never been perceived 
as a public fi gure, but rather as a conscientious businessman and benefactor. Prior to 
2010, there had been no hint of scandal related to Ratan Tata’s personal conduct or 
his management of the Tata Group as a whole. However, in that year, Rajeev 
Chandrasekhar, a member of India’s Parliament, who had been Tata’s competitor in 
the past, fi led an accusation against Ratan Tata for his alleged involvement in the 
Indian telecom scandal that had been festering since 2008 (India Knowledge at 
Wharton  2010 ). A report from India’s top auditor—the Comptroller and Auditor 
General of India—claimed that there had been substantial irregularities in the allo-
cation of the 2G mobile-phone spectrum, which cost the government an estimated 
US$40 billion in lost revenues. 

 Chandrasekhar alleged that Tata purchased underpriced licenses in order to 
increase the value of shares in Tata Teleservices, then in the process of being sold to 
the Japanese NTT Docomo. Although there was no proof that Ratan Tata did 
 anything immoral or illegal in acquiring the licenses, the Tata Group profi ted sub-
stantially when Docomo bought shares in Tata Teleservices. A taped conversation 
between Ratan Tata and the Group’s PR representative and lobbyist, Niira Radia, 
seemed to indicate that the fi rm had a stake in the election of the Telecom Minister, 
Andimuthu Raja (Thottam  2010 ). It was on Raja’s watch that the 2G licenses were 
sold to numerous private Indian companies, while not following the Prime Minister’s 
guidelines on an acceptable price range. Raja resigned as a consequence of the 
harsh criticisms that followed. In response to Chandrasekhar’s sworn testimony, 
Ratan Tata wrote an open letter denouncing the allegations as “based on untruths 
and distortion of facts.” He concluded, “I can hold my head high and say that neither 
the Tata Group nor I have at any time been involved in any of these misdeeds” 
(Thottam  2010 ). Despite Ratan Tata’s denials, and the fi nding in the auditor’s report 
confi rming that Raja had not given Tata any special treatment, the investigation 
remains ongoing. 

 Possible discrepancies between the Group’s professed commitment to the Tata 
Business Excellence Model and the complexities of managing large-scale industri-
alization projects are evident in the controversies surrounding the Tata Mundra 
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Ultra Mega Power Project in Gujarat. Tata Power is the largest electric power 
producer in India. When fully operational, the project will have added 4000 MW for 
a total of nearly 7000 MW generating capacity in Tata Power, of which 852 MW or 
roughly 12 % come from “clean sources such as hydro, wind and solar” 
(Moneycontrol  2012 ). Tata Power claims that the project actually will reduce the 
carbon emissions caused by thermal power generation, since Mundra will use 
1.7 million tons of coal less in generating the same amount of power as conventional 
coal plants. Advanced technologies as well as the importation of higher-grade coals 
from Indonesia will enable the reduction in emissions. 

 The anticipated gains in environmental quality, however, are accompanied by 
fresh allegations at Mundra, concerning a disruption of the environment for dairy 
farming, on the one hand, and coastal fi sheries, on the other. Tata Power, apparently, 
has been able to address the concerns of dairy farmers who had lost half of their 
grazing lands in the area as a result of constructing the power plant. After consulting 
with the villagers who had been affected by the disruption, Tata created another 
charitable trust. This trust enabled the affected dairy farmers to purchase fodder 
supplies for their cattle, instead of continuing their struggle to produce fodder on the 
marginal lands earmarked for the plant. Tata’s response to the dairy farmers has 
been analyzed by scholars at the Indian Institute of Management Bangalore, who 
praise the fi rm for its effectiveness in coordinating its business operations with its 
philanthropic trusts in order create a model of best practice for “companies to 
engage responsibly with communities in particular when infrastructure requires 
acquisition of large land holdings” (Gupta and Srinivasan  2011 ). Tata’s problems 
with the fi sherfolk, however, have not yet yielded such a happy outcome. 

 The Mundra site is located on the Gulf of Kutch in Gujarat. Proximity to the Gulf 
allows Tata Power to accept deliveries of Indonesian coal by ship. The seawater of 
the Gulf also provides water for the plant, which generates power using steam- 
driven turbines, based on super-critical boiler technology. The fi shing villages adja-
cent to the power plant will bear the brunt of a series of “environmental and social 
[impacts], including deterioration of water quality and fi sh populations, displace-
ment of fi shermen, community health impacts due to air emissions, and destruction 
of natural habitats” (Bank Information Center  2013 ). A report by an independent 
fact-fi nding team on the Tata Mundra project, “The Real Cost of Power” (   Dutta 
 2012 ), documents the allegations made by MASS—the  Machimar Adhikar 
Sangharsh Sangathan  (“Association for the Struggle for Fishworkers’ Rights”) who 
have protested the projects’ disruption of their traditional way of life, as well as the 
general deterioration in environmental quality. Their allegations are signifi cant 
insofar as they claim that the Tata Group and its partner, the International Finance 
Corporation of the World Bank, used their infl uence to subvert the environmental 
impact assessment processes that would have indicated the problems inherent in 
the site chosen for the project. The World Bank’s own Compliance Advisor 
Ombudsman (CAO) has since corroborated MASS’s fi ndings, though the IFC’s 
response is not yet clear. Since the CAO’s fi ndings also concern the due diligence of 
the IFC’s  “client,” namely Coastal Gujarat Power Limited (CGPL), a wholly owned 
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 subsidiary of Tata Power, they raise unavoidable questions about the effectiveness 
and sincerity of the Tata Group’s various commitments to sustainability and respect 
for local rural communities in India. Was “the Tata Way”—epitomized in the Tata 
Business Excellence Model (TBEM)—somehow lost in the decision to go forward 
with Tata Mundra? Is Tata Mundra, as its critics allege, “making a mockery of 
accountability”? (Patel and Damle  2014 )  

17.2.8     A Promising Future? 

 Inevitably, the Tata Group will face even greater challenges in the future. For all the 
strides made by Ratan Tata, the task of becoming a company with a truly interna-
tional outlook will still confront his successor, Cyrus Mistry (Kannan  2011 ). The 
son of an Indian billionaire—who is the single largest individual shareholder in Tata 
Sons—Cyrus Mistry has strong ties to the Tata Group since his sister is married to 
a member of the Tata family (Hill  2011 ). Additionally, Mistry belongs to the same 
Parsee community as the Tatas, and their families share a common commitment to 
the Zoroastrian religion. When Mistry’s appointment was announced in an article, 
“Mystery Ends, Mistry Begins” ( The Economic Times of India   2011a ), it noted how 
Tata chose continuity in leadership, by refusing to abandon the familial and cultural 
legacies that have animated the Group from its founding. The play on “Mystery” 
and “Mistry” prompted one observer to comment: “The superiority of Tata’s Indian 
model and the reluctance of Western businesses to learn from Tata was indicated as 
the true ‘Mystery’, especially in light of the ways in which it has helped sustain 
Tata’s success throughout its long history” (Hill  2011 ). 

 When Mistry took the helm, however, it was estimated that in the aggregate 
Tata’s capital over the past few years has been underperforming, and that, like a 
spreading banyan tree, this vast enterprise with its 182 subsidiaries needs to be 
pruned—an operation more in the tradition of GE’s former chairman Jack Welch’s 
ruthless philosophy of “kill, cure or sell” ( The Economist   2012b ). At the same time, 
the Tata Group contains some outstanding performers, such as Tata Consultancy 
Services (TCS) whose shareholder return of 150 % in 2010, prompted its recogni-
tion as one of the world’s best performing technology companies ( The Economic 
Times of India   2010b ). Tata subsidiary companies have won numerous awards, both 
for philanthropic business, corporate governance, and for innovative ideas. But the 
“Triple Bottom Line” that has been institutionalized in the Tata Business Excellence 
Model requires that the Group’s performance be measured not just in terms of return 
on investments. Over the long haul, the challenge for Cyrus Mistry, once he’s out 
from under the giant shadow cast by Ratan Tata, is whether Tata’s fi nancial perfor-
mance can keep pace with the growing needs of the Tata Trusts, and their own 
efforts to live up to the standards indicated in the Tata Business Excellence Model 
(TBEM).  
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17.2.9     Summary 

 The Tata Group’s history indicates that it is possible to combine business success 
with a robust commitment to corporate philanthropy. The reports examined in this 
case study show how addressing needs at the bottom of the economic pyramid and 
contributing to national development can be translated into competitive advantages 
in international business. Personal leadership, however, appears to be an important 
component of the formula for success. Given Chairman Ratan Tata’s retirement, it 
is uncertain whether Tata’s new leadership can continue to build on the same values 
while also achieving global competitiveness. As the Tata Group continues to grow, 
and with it the revenues of the Tata Trusts, both will be challenged to continue 
upholding the Tata’s legacy of commitment to India’s economic, social, and cultural 
development, while also embracing the expectations for transparency and account-
ability in all aspects of their corporate governance and management. Despite 
 occasional lapses—as indicated, for example, in the controversies involving Tata 
Mundra—there is reason to hope that Cyrus Mistry’s commitment to the Tata 
Business Excellence Model (TBEM) will enable to Group as well as the Trusts to 
make continuous improvements in meeting these goals. As Mistry recently declared, 
“TBEM has been the glue in binding the group together and enhancing the Tata 
brand” ( Tata Group   2014h ).   

17.3     Case Study Discussion 

 The Tata Group’s saga challenges us to reexamine moral arguments for and against 
corporate philanthropy because the Tata Trusts, which control nearly two-thirds of 
the Group’s shares, are the single largest cluster of philanthropic institutions in 
India, if not also throughout southern and eastern Asia. Since the Trusts in one form 
or another have a history going back nearly 125 years, they also allow us the 
 opportunity to understand how corporate philanthropy has evolved, especially in 
response to new social challenges. Now that he is retired from chairing the Tata 
Group, Ratan Tata devotes himself exclusively to managing the Tata Trusts. His 
chief objective is to improve the effectiveness of the Trusts by introducing manage-
ment methods similar to those promoted in the Tata Business Excellence Model 
(TBEM): “One hopes that one can treat the philanthropic activities of the trusts as a 
corporate entity: setting goals, looking at effi ciencies, monitoring the outcome and 
benefi ts of what we’re doing… Operating traditionally is perhaps the greatest weak-
ness of the trusts; there’s a tremendous resistance to change, and I have not shaken 
that attitude just yet,” he admits. “A priority is to go out and look at what other 
foundations are doing, broaden our thinking and benchmark ourselves against oth-
ers” ( Philanthropy Age   2014 ). 

 As Ratan Tata surely knows, managing the Trusts involves some challenges 
 different from coordinating the diverse industries that constitute the Tata Group. 
One of these, as we have seen, is the need to distinguish while also relating the 
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Group’s corporate social responsibility (CSR) and the Trusts’ philanthropic activi-
ties. The failure to distinguish these creates unnecessary confusion, since in practice 
they can and ought to be related in various situations. The problems that Tata Motors 
encountered in West Bengal over the location of the plant manufacturing the Nano, 
and similarly Tata Power’s problems with local communities of dairy farmers and 
fi sherfolk at the Tata Mundra site in Gujarat, should be approached as CSR prob-
lems. The Tata Trusts may provide some resources for solving these problems, but 
philanthropy alone will hardly resolve these issues. 

 Within the Tata Way, the distinction comes down to this: “Philanthropy is about 
contributing the best way you can to improve the well-being of the people who have 
been placed in your path,” says Kishor Chaukar, managing director of Tata Industries 
and the chairman of the Tata Council for Community Initiatives (TCCI). “Corporate 
social responsibility, by contrast, is about linking a business or a company’s activi-
ties to the well-being of the communities it operates within” (Chacko  2011 ). The 
contrast consists in observing the “thick line separating the world of corporate Tata 
from the work that the Tata trusts support.” Such metaphors may not yet communi-
cate much to those unfamiliar with “the Tata Way.” But our case study indicates that 
Tata’s philanthropic commitment to “improving the well-being of the people who 
have been placed in your path” means that the Trusts will seek to respond to social 
and cultural needs in any venue where the Tata Group is active. The philanthropy is 
no longer exclusively focused on the people of India. On the other hand, the “link-
ing [of] a business or a company’s activities to the well-being of the communities it 
operates within” means that the Tata Group will acknowledge its CSR obligations 
to all its stakeholders, whenever and however they may be impacted by the fi rms’ 
business activities. 

 One indication of what the distinction means in practice is that a strict separation 
is maintained between the fi nances of the two, as well as their management struc-
tures. Offi cers in the Trusts are not to work directly with the Tata companies on their 
CSR programs. A.N. Singh—managing trustee of the Sir Dorabji Tata and the 
Allied Trusts—explains, “We maintain an arm’s-length distance from corporate 
Tata because it would amount to a curious sort of situation if we were to fund some 
of these companies and their programmes…Their money comes to us in the form of 
dividends. We cannot route it back to them; that would be unethical” (Chacko  2011 ). 
On the other hand, as we have also learned, there is a sharing of knowledge and 
information, especially about local needs and how best to address them. While 
Ratan Tata clearly is committed to the fi rm’s separation of CSR and philanthropy, 
his attempt to modernize the Trusts, by introducing the TBEM’s methods for 
 benchmarking their performance, will inevitably tend to reduce the differences. Tata 
himself seems eager to do more. He admits that while 4 % of the total annual budget 
of the Tata Group is earmarked for CSR activities, the Tata Trusts have averaged 
only US$92 million a year in their disbursements, albeit the largest single contribu-
tion among Indian philanthropies. 

 The Tata Trusts also stand out because of their relationship to Mahatma Gandhi’s 
idea of trusteeship, as the most practical way of dealing with the problem that great 
wealth creates for those who possess it, while also addressing the needs of the 
masses of people, fi rst in India, but also throughout the world, who for one reason 
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or another lack access to it. We will examine Gandhi’s actual proposal further on in 
this chapter, but for now it is important to recognize some of the issues that arise 
from the Tata family’s attempt to put it into practice. As we’ve noted in a few places, 
the Trusts hold nearly two-thirds of the shares in the Tata Sons holding company, a 
proportion that dwarfs the ownership stake retained by various individual share-
holders, including members of the Tata family. The Trusts’ ownership stake is now 
refl ected in the Articles of Association that give them a majority on the selection 
committee charged with appointing the Tata Group’s Chairman (Chatterjee  2013 ). 
Since Ratan Tata currently holds the Chairmanship of the Tata Trusts, it would 
appear that even in retirement he retains the deciding vote over the Group’s execu-
tive leadership. The bottom line is that, in seeking to maximize its return to share-
holders, the Tata Group is working for the Trusts, and not the other way around. The 
Tatas’ commitment to maintaining a “thick line” of separation between the Tata 
Group and the Trusts, in the end, then, rests upon the personal integrity of the execu-
tive leadership in both entities. Apparently, we will have to take Ratan Tata at his 
word on whether this line is thick enough to minimize, if not eliminate, all possible 
confl icts of interest. 

 Undeniably, the Tata Trusts are the single largest philanthropic group operating 
in India. In 2009–2010, for example, their grants and contributions amounted to 
roughly US$105 million (Chacko  2011 ). But given the fact that the trusts control 
nearly two-thirds of the shares in a business empire that generated US$67.4 billion 
in revenues that year, and a net profi t of roughly US$2.3 billion ( The Economic 
Times of India   2010a ), one question is whether the Trusts could be doing more? 
A review of the Trusts’ Annual Reports for 2010–2011 provides credible evidence, 
not only of the levels of transparency and accountability already achieved, but also 
of the relatively low costs of administering them. Out of the US$30.6 million in 
income received by the Sir Dorabji Tata Trust, only US$1.1 million (or 3.63 %) 
went for administrative expenses. Similarly in the Allied Trusts (SDTT), of 
US$61.8 million in income received, only US$1.3 million (or 2.1 %) went for 
administrative expenses (SDTT Annual Report  2011 ). When we turn to the other 
Tata Trusts, the same picture emerges. Over the same period, the Sir Ratan Tata 
Trust (SRTT) reports administrative expenses of US$510 thousand (or 2.68 %), 
while the Navajbai Ratan Tata Trust reports administrative expenses of US$190 
thousand, or less than 1 % (SRTT Annual Report  2011 ). By contrast, in the USA it 
is estimated that “charities actually spend 36.9 cents on the dollar” for administra-
tive expenses including fundraising. Of course, the Tata Trusts do not incur fund-
raising expenses, given their relationship to the Tata Sons holding company, but 
even so, their effectiveness in allocating grants and other benefi ts to the philan-
thropic objects for which they were intended is impressive. 2  

2   The Annual Reports of the Tata Trusts are well worth further study, since they are publicly 
 available for a number of years starting in 2006–2007 for the SDTT reports (SDTT  2013 ) and 
1999–2000 for the SRTT and NRTT reports (SRTT  2014 ), and quite detailed in their assessments 
of all aspects of their operations. The annual reports allow observers to study how the Trusts have 
developed, particularly during the chairmanship of Ratan Tata, under whose leadership these 
annual reports were developed (SRTT  2014 ). 
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 Despite their impressive success—or perhaps, precisely because of it—the story 
of the Tata Trusts raise questions regarding whether they should be regarded as a 
model for other philanthropists, particularly in southern and eastern Asia. Even if 
Milton Friedman’s philosophic objections against corporate philanthropy can be set 
aside—as we hope to do in the next section—there are questions that emerge from 
Tata’s role in India’s struggle against colonialism and neocolonialism. Would their 
founders have established the Trusts, had India not found itself occupied and 
 dominated by a foreign colonial power? In today’s India, now struggling to assert 
itself in an era of globalization, can the same vision that animated the Tata Trusts 
still inspire similar efforts with similar results? Another way of asking the same 
question may emerge from a consideration of the Tatas’ Zoroastrian faith and prac-
tice. The Parsi communities in India 3  are known for their business acumen, their 
sense of social responsibility, and their philanthropic activities. The Tata family’s 
commitment to philanthropy—among Parsis at least—though exceptional is hardly 
unique. But is such a commitment likely to fi nd imitators among the vast majority 
of Indians who are not Parsis? If the Tata Trusts are to be a philanthropic model for 
others to copy, how is the case to be made for it? 

 A crucial claim made by the Tata brand overall is that the Trusts’ extraordinary 
commitment to philanthropy is completely consistent with the Tata Group’s 
 exemplary business practices. The Tata Business Excellence Model (TBEM) and 
other programs testify to the Group’s efforts to make good on that claim. The Tatas 
mean to set a high moral standard in business ethics as well as in philanthropy. Such 
claims to moral leadership, of course, also provoke increased scrutiny. The recent 
diffi culties that the Tata Group has encountered, for example, in the launch of the 
Tata Nano and the development of the Tata Mundra Power Plant, among other 
things, suggest that there’s a price to be paid for raising the public’s expectations. 
Firms that would consider developing their own philanthropies should also  recognize 
that achieving an impressive reputation for philanthropic leadership will not suffi ce 
to cover up any shortcomings in their business ethics. On the contrary, building a 
good reputation for philanthropy is likely to raise expectations concerning the 
 ethical standards operative throughout the fi rm’s business practices. The lesson to 
be learned is not therefore to avoid involvement in philanthropic activities, but to be 
prepared to fulfi ll the high expectations that such activities generate in all aspects of 
one’s business. Once we recognize the heightened level of scrutiny that philan-
thropic leadership will provoke, we can give credit to the Tata Group for how 
remarkably free of scandal and ethical controversy their operations have been. 
Mistakes have been made, but given the scale and scope of the Group’s operations, 
they are relatively few and far between.  

3   For useful background study of the Parsis and the cultural assumptions governing the Tata 
 family’s business philosophy, see  The Good Parsi: The Fate of a Colonial Elite in a Postcolonial 
Society  (Luhrmann  1996 ). 
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17.4     Ethical Refl ection 

 One lingering question can now be answered, in light of the relationship between 
the Tata Group and the Tata Trusts. What is the difference between philanthropy and 
corporate social responsibility (CSR)? Following “the Tata Way” we’ve seen an 
answer that is more practical than theoretical: the programs funded by the Trusts are 
kept strictly separate from the operations of the Tata Sons holding company. While 
the total budget for CSR activities within the Tata Group is reported to be approxi-
mately 4 % of net profi ts, these activities are understood and managed by the mem-
ber fi rms as “social development programs” that are part of their ordinary and 
ongoing business strategy (Chacko  2011 ). The Trusts, on the other hand, as we have 
seen, are focused on addressing the needs of various groups and individuals in 
 society as a whole, and not directly related to the businesses of the Tata Group. 
Though there may be signifi cant overlap in the benefi ciaries served by these two 
different strategies, as well as signifi cant “sharing of knowledge” through joint 
 participation in the Tata Council for Community Initiatives (TCCI), their fi nancial 
structures and management are rigorously differentiated. 

 The policies developed by the Tata Group and the Trusts are consistent with 
 various attempts internationally to make a theoretical distinction between philan-
thropy and CSR. The fi rst major distinction is between “charity” and “philanthropy,” 
in which “charity” refers to personal acts of loving response to the needs of others. 
Charity usually involves an immediacy of unconditional giving that is concerned to 
relieve symptoms, whereas philanthropy involves some kind of organized effort to 
determine the causes of the distress and address these as well. As the Confucian 
proverb has suggested, charity is giving a man a fi sh when he is hungry, whereas 
philanthropy is teaching a man to fi sh so that he need not be hungry again. 

 The second major distinction concerns the nature of corporate—as opposed to 
individual—philanthropy. “Corporate philanthropy” of the sort represented by the 
Tata Trusts embodies the original altruistic meaning of philanthropy (literally, “love 
of humanity”), and it is regarded as “‘purely ethical’ because it is not based on 
 economic, legal or political considerations.” Nevertheless, since it involves the use 
of corporate funds, such donations are made with the expectation minimally of 
“good governance by the benefi ciaries” (Leisinger and Schmitt  2011 ). In contrast to 
CSR activities, corporate philanthropy “goes far beyond what bottom line duties 
require” in order to demonstrate “the management’s value framework, company 
culture and core values.” Nevertheless, since corporate philanthropy can and does 
“generate positive ‘moral capital’ among communities and stakeholders beyond the 
company’s direct business relationships,” these desirable side-effects can be 
 managed to achieve consistency with the fi rm’s business objectives. The more the 
management of corporate philanthropy is strategically aligned with the fi rm’s 
 objectives, the closer it gets to CSR. Substantial overlap between the two seems 
virtually inevitable. 

 When a scholar from the prestigious Chicago school of economics, Milton 
Friedman (1912–2006) rejected the very idea of CSR, his target was not primarily 
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CSR, but corporate philanthropy. He argued that “there 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, 
engages in open and free competition without deception or fraud” (Friedman  1970 ). 
As a defender of individual freedom, Friedman did not reject in principle the idea of 
charity or philanthropy—as if such activities were immoral or irresponsible—but in 
his view these were only legitimate as a personal choice of individuals. For a 
 business or its executive leadership to allocate the fi rm’s resources for CSR, in his 
view, is to impose a tax upon the owners or investors, depriving them of their fair 
share of its profi ts. For this reason, he described CSR as pursuing “collectivist 
ends… without collectivist means.” What Friedman might have said about the Tata 
family’s decision to found the various Tata Trusts is anyone’s guess, since these 
were the result of personal decisions by each successive Chairman of the Tata 
Group, designed to make good on the family’s commitment to their longstanding 
Parsi religious and cultural values. Conceivably, Friedman might have approved of 
the Tata Trusts, since the decisions that supported them did not necessarily preempt 
the rights of the other shareholders—like Cyrus Mistry’s father, with an 18 % own-
ership stake in Tata Sons—to make other decisions about what to do with shares. On 
the other hand, as we have seen in Chap.   12    , Friedman no doubt would object to the 
Tata Group’s aggregate annual budget for CSR activities, prior to any dividends 
paid to any of the shareholders, including the Tata Trusts. 

17.4.1     Corporate Philanthropy: Andrew Carnegie’s Gospel 
of Wealth 

 When we attempt to locate the rationale for the Tata family’s commitment to 
 corporate philanthropy in the spectrum of arguments that have circulated globally, 
it may be useful to begin with the example of Andrew Carnegie (1835–1919). 
Carnegie’s famous pamphlet, “The Gospel of Wealth” (Carnegie  1889 ), provides a 
modern, pragmatic rationale for philanthropy, and the philanthropist’s role in man-
aging their activities. A Scotsman who immigrated to the USA in 1848, Carnegie 
laid the  foundation for one of the USA’s fi rst great industrial corporations, which 
later became U.S. Steel. With the proceeds of the sale of his company to J. P. Morgan 
in 1901, Carnegie turned to philanthropy, establishing a prodigious number of 
libraries, museums, universities, and foundations. Where Carnegie’s “Gospel of 
Wealth”  differs from Friedman’s view is not in thinking differently about the nature 
of business corporations or the markets in which they operate, but in showing why 
and how the wealthy should exercise their moral responsibilities. He felt strongly 
that, at an opportune moment, the wealthy should retire from active management of 
their  businesses in order to distribute the wealth they had amassed, through projects 
or foundations of their own choice, intended to advance the social progress of 
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humanity as a whole. 4  Their personal involvement Carnegie regarded as essential, 
since their success had likely taught them the managerial skills needed to ensure 
that the wealth would be allocated wisely. 

 Carnegie’s “Gospel” was meant to address the social conditions symbolized in 
the widening gap between the rich and the poor, resulting from the nineteenth 
 century’s unprecedented increase in productivity achieved, in his view, through the 
advent of modern industrial capitalism. Infl uenced by Herbert Spencer’s philosophy 
of Social Darwinism, he believed that both the dramatic increase in wealth and its 
destructive impact on the traditional bonds of social solidarity were not only inevi-
table historically but also benefi cial as society continued to evolve. Modern indus-
trial capitalism, therefore, should not be overthrown by a revolution that willfully 
ignores the facts of human nature. Instead, each individual—particularly successful 
individuals—were to use the resources at their disposal to overcome its destructive 
consequences by distributing their wealth in ways that would be of genuine benefi t 
to others. 

 Carnegie believed that wealth represented a moral hazard for the individuals and 
their families who succeeded in accumulating it. Social Darwinism, in his view, 
suggested that conspicuous consumption on the part of the wealthy was ultimately 
self-destructive, since its enervating effects could not be reconciled with the 
rigorous discipline required for the “survival of the fi ttest.” Since wealth had to be 
redistributed, in order to avoid its toxic effect upon those who possessed it, the real 
question, then, was to determine how to avoid its negative consequences even in the 
act of sharing it. 

 Though Carnegie is remembered as a great philanthropist, he was clearly unsen-
timental—if not cynical—in his view of charity, as well as bequests, and their 
impact on both donors and recipients. He contended, “One of the serious obstacles 
to the improvement of our race is indiscriminate charity.” By that he meant random 
“almsgiving” that can only “encourage the slothful, the drunken, the unworthy.” 
Into this category, he also placed those who stood to inherit their fortunes, on the 
basis of nothing more than familial relationships. “Why should men leave great 
fortunes to their children? If this is done from affection, is it not misguided affec-
tion? Observation teaches that…great sums bequeathed oftener work more for the 
injury than for the good of the recipients.” Thus a “thoughtful man must shortly say, 
‘I would as soon leave to my son a curse as the almighty dollar,’ and admit to him-
self that it is not the welfare of the children, but family pride, which inspires these 
enormous legacies.” For this reason, he proposed raising “death-duties” or inheri-
tance taxes on a graduated basis with a top rate of at least 50 %. His point was that 
if moral arguments cannot persuade the wealthy to distribute their wealth wisely 

4   One telling example of what he had in mind was his offer to donate US$20 million to the 
Philippines in order to prevent its annexation by the USA as a result of the treaty ending the 
Spanish-American War of 1898. The USA had agreed to pay Spain the US$20 million to compen-
sate for its loss of the Philippines, and to vindicate its own occupation of the islands. Carnegie was 
a strong supporter of the American Anti-Imperialist League that lobbied Congress against the 
annexation (Carnegie  1920 ). 
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during their lifetimes, then the threat of confi scatory tax policies upon their death 
may move them to do so. 

 The challenge, then, was one Carnegie personally had to face upon the sale of his 
Carnegie Steel Company, at that time the single largest commercial transaction ever 
recorded. What was one to do with all that money? Carnegie outlined his options as 
follows: “There are but three modes in which surplus wealth can be disposed of. It 
can be left to the families of the decedents; or it can be bequeathed for public pur-
poses; or, fi nally, it can be administered during their lives by its possessors.” He 
reasoned that, given the downside risks involved in the fi rst two options, the only 
sensible choice was the third, that is, to manage the distribution of one’s wealth 
through foundations that promised to make a difference in addressing the social 
problems exacerbated by the triumph of modern industrial capitalism:

  This, then, is held to be the duty of the man of Wealth: First, to set an example of modest, 
unostentatious living, shunning display or extravagance; to provide moderately for the 
legitimate wants of those dependent upon him; and after doing so to consider all surplus 
revenues which come to him simply as trust funds, which he is called upon to administer, 
and strictly bound as a matter of duty to administer in the manner which, in his judgment, 
is best calculated to produce the most benefi cial results for the community—the man of 
wealth thus becoming the mere agent and trustee for his poorer brethren, bringing to their 
service his superior wisdom, experience and ability to administer, doing for them better 
than they would or could do for themselves (Carnegie  1889 ). 

 Carnegie’s personal experience had taught him that humanity’s spiritual hunger was 
far more compelling than any other needs and desires. Since only universal access 
to education, to literature and art, and philosophic enlightenment could  satisfy that 
hunger, it is not surprising that his philanthropy tended to focus on the establish-
ment of public libraries, museums, and educational institutions.  

17.4.2     Corporate Philanthropy: Mahatma Gandhi’s Concept 
of Trusteeship 

 Whether the Tata founders were familiar with Carnegie’s “Gospel of Wealth” is not 
known, but there is clear evidence that J.R.D. Tata knew and was inspired by the 
remarkably similar thinking of Mahatma Gandhi (Sarukkai  2012 ). One point of 
convergence linking Carnegie and Gandhi is the notion of trusteeship. As Carnegie 
had said, “Individualism will continue, but the millionaire will be but a trustee for 
the poor; entrusted for a season with a great part of the increased wealth of the com-
munity, but administering it for the community far better than it could or would have 
done for itself.” Gandhi had taught a similar notion of trusteeship:

  As for the present owners of wealth, they would have to make their choice between class 
war and voluntarily converting themselves into trustees of their wealth. They would be 
allowed to retain the stewardship of their possessions and to use their talent to increase the 
wealth, not for their own sakes, but for the sake of the nation and, therefore, without exploi-
tation. The State would regulate the rate of commission which they would get  commensurate 
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with the service rendered and its value to society. Their children would inherit the steward-
ship only if they proved their fi tness for it.... Supposing India becomes a free country tomor-
row, all the capitalists will have an opportunity of becoming statutory trustees. But such a 
statute will not be imposed from above. It will have to come from below (Kelkar  1960 ). 

 This was Gandhi’s statement, made in his weekly publication,  Harijan , in 1946 on 
the eve of India’s fi nal struggle for independence from the British Empire. 

 The path that led Gandhi to espouse trusteeship was partly similar and partly 
 different from Carnegie’s. Both men had personal experience of divesting their per-
sonal fortunes, and hoped to get others to do the same. Both were very concerned 
about the destructive social consequences of the widening gap between rich and 
poor. Both believed that possessing wealth beyond anything reasonably necessary 
for fulfi lling one’s own needs was corrupting, spiritually as well as morally. Both, 
furthermore, respected the abilities of those capable of amassing great wealth and 
recognized that their talents would be focused better on stewardship for the sake of 
society as a whole. But there were also differences, based primarily on their diverg-
ing cultural backgrounds and philosophical interests. Gandhi’s appeal to India’s 
wealthy families was meant to provide them with an alternative consistent with the 
philosophy of non-violence ( Ahimsa ), his lifelong work dedicated to the liberation 
of India. The opportunity for a genuinely peaceful revolution would simply be lost, 
if India went the way of Russia in forcibly suppressing the wealthy:

  Society will be the poorer, for it will lose the gifts of a man who knows how to accumulate 
wealth. Therefore the non-violent way is evidently superior. The rich man will be left in 
possession of his wealth, of which he will use what he reasonably requires for his personal 
needs and will act as a trustee for the remainder to be used for society. In this argument 
honesty on the part of the trustee is assumed. 

 As soon as a man looks upon himself as a servant of society, earns for its sake, spends 
for its benefi t, then purity enters into his earnings and there is  Ahimsa  in his venture. 
Moreover, if men’s minds turn towards this way of life, there will come about a peaceful 
revolution in society, and that without any bitterness (Kelkar  1960 ). 

   The purifi cation that Gandhi promised those who embrace their stewardship respon-
sibilities emerged from his extended meditations on the Hindu classic, the  Bhagavad 
Gita . He believed that the  Gita ’s message to the wealthy was a simple invitation: 
“Enjoy Thy Wealth by Renouncing It.” He explained: “Earn your crores by all 
means. But understand that your wealth is not yours; it belongs to the people. Take 
what you require for your legitimate needs, and use the remainder for society.” 
Clearly, this is an insight that Carnegie might have endorsed, had it been presented 
to him, but it would have been rejected outright by Friedman, given his absolutist 
notion of private property rights. As an economist, however, Friedman would not, 
and did not, condemn personal acts of charity, or anything else on which the wealthy 
might spend their money, however silly or serious. Theirs was a free choice, and 
nobody else had the right to challenge them on it. Both Gandhi and Carnegie, by 
contrast, did make it their business to challenge them. They agree that the wealthy 
can achieve meaningful and fulfi lling lives if, during their lifetimes, they put their 
money to work in the service of humanity as a whole. 

17.4  Ethical Refl ection
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 The Tata family had already created the fi rst of the Trusts when they encountered 
Gandhi and his philosophy of trusteeship. In 1909, when Gandhi was active in the 
anti-apartheid movement in South Africa, Sir Ratan Tata had sent him a donation of 
25,000 rupees to support his work. Later, after Gandhi’s return to India, in 1925 he 
visited Jamshedpur, the Tatas’ model industrial city. Despite their religious differ-
ences and cultural differences, the Tatas and Gandhi were in profound agreement 
not only about India’s national liberation, but also on various issues related to 
 economic development, including the welfare of laborers and the high moral respon-
sibilities of those who employ them. Though there were tensions between the two 
regarding just how reasonable it was to hope that capitalists could achieve high 
standards of business ethics in the absence of government regulation, Gandhi appar-
ently appreciated the need for productivity and economic incentives, if suffi cient 
wealth were to be created so that trusteeship could make a difference (Sarukkai 
 2012 ). Trusteeship, then, was meant to be universal in its applicability. Ordinary 
workers were trustees over their own labors, just as owners and managers were 
trustees over the capital and other resources that they contributed. 

 Years later, refl ecting back on his career, J.R.D. Tata reaffi rmed the family’s 
commitment to trusteeship:

  I must say that I have always been basically in agreement with Gandhi’s concept of trustee-
ship and have throughout my career tried to live up to it. In fact, our group of companies 
have, to the extent possible, offi cially adopted it as part of their credo. As I told you when 
we met, my only doubts have been in regard to the practical effect that can be given to such 
a concept, particularly considering, on the one hand, the ethical standards, or lack of them, 
that seem to prevail today amongst large sections of the business community of our country, 
and on the other hand, the dogmatic view of socialism and the resultant hostility toward 
private enterprise adopted by our government (Sarukkai  2012 ). 

 The Tatas and Gandhi agreed that, for trusteeship to be effective and play its intended 
role in India’s development, it would have to be done voluntarily in the spirit of 
 Ahimsa  or nonviolence. J.R.D. Tata’s contribution to this effort was to  create a cred-
ible model for institutionalizing trusteeship. His practical approach involved adopt-
ing policies, particularly in the Tata Iron and Steel Company (TISCO), which were 
consistent with the egalitarian aspirations of trusteeship. It would take approxi-
mately 30 years on average for TISCO’s policies, which were pioneering, voluntary 
experiments, to be adopted generally into India’s labor law.   

17.5     Conclusion 

 Unlike corporate social responsibility (CSR), which ought to be required of every 
business, philanthropy may not be for everyone. It requires moral leadership that is 
not content merely to meet the legal and customary obligations of businesses to their 
various stakeholders. Those obligations are properly acknowledged and fulfi lled 
under the heading of CSR, for they are meant to make good on any legitimate 
 business’ claim to do no harm, or conversely, to do good while doing well. 
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Philanthropy, of course, is both personal and corporate. While personal  philanthropy 
is the act of an individual seeking to share his or her personal wealth with others; 
corporate philanthropy acts on that same desire on behalf of a business organization, 
usually through a trust or a foundation established to improve conditions for society 
as a whole. Our focus in this chapter has been on corporate philanthropy, what moti-
vates it, and how it fi ts into the overall picture of a business’ relationships with the 
society in which it operates. 

 Corporate philanthropy attempts to go beyond what businesses are obliged to do 
with and for their various stakeholders. It is not an attempt to compensate those who 
have been adversely impacted by a business’ routine operations. Nor is it an attempt 
to obtain the goodwill of the communities in which it operates, through gifts or 
grants designed, at least in part, to enhance the fi rm’s business prospects. The 
impulse to engage in corporate philanthropy stems from a proper understanding of 
civic virtue, namely, that good citizenship—or, if you will, patriotism—calls us to 
do what we can to build up the community that all may fl ourish in it. In both its 
personal and corporate forms, philanthropy concerns the appropriate use of accu-
mulated wealth, since the wealthy are both saddled with the burden and blessed with 
the opportunity to do this service. In both forms, it expresses a recognition of social 
solidarity, that is, the awareness that everyone’s fate—the rich, the poor, and every-
one in between—is interdependent. If we can make a difference in the quality of life 
for others, we ought to do so. 

 Whatever the specifi c religious, cultural, and philosophical assumptions animat-
ing philanthropic activities our study of them suggests that a global consensus is 
emerging not only as to the purpose of corporate philanthropy, but also the appropri-
ate means for fulfi lling this purpose. Though they come from different worlds, the 
Carnegies and the Tatas agree in principle about what to do and how to do it. Such 
philanthropists seek to make the ideal of trusteeship—or stewardship in the man-
agement of their contributions—practical and concrete. That their example, and that 
of many unnamed others, continues to attract wealthy individuals is evident from 
the growing interest globally, for example, in “The Giving Pledge” that Bill Gates 
and Warren Buffet have developed, inviting billionaires to commit at least half their 
wealth to philanthropy (Lane  2013 ). While the Pledge does not require the wealthy 
to become directly involved in managing these activities, it does refl ect the values 
promoted by the Tata family. We hope that a careful consideration of the legacy of 
the Tata Trusts will inspire others throughout Asia to join in the effort to ensure that 
their growing wealth actually serves the common good.     
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    Chapter 18   
 The Social Environment: Welfare 
and Corporate Social Responsibility       

 “Reduce the gap between rich and poor by developing a new 
social security system.” (Stephan Rothlin,  Eighteen Rules for 
Becoming a Top Notch Player , 2004) 

18.1                 Prelude 

  Pronto moda  is a controversial new style among garments marketed under the 
“Made in Italy” label. The style is controversial not just because the garments are 
cheap and ephemeral; the controversy also focuses on the way they are manufac-
tured, that is, by Chinese migrant and immigrant workers who have fl ocked to the 
old industrial city of Prato. Should cheap garments manufactured by Chinese 
migrants, in factories that some have accused of being sweatshops, be permitted to 
use the “Made in Italy” label? How should the city of Prato cope with the large 
infl ux of migrants, whose labors are certainly revitalizing some industries while 
also transforming the city’s social environment? Our case study on Prato seeks to 
document not only the situation in Prato but also the responses of various groups to 
the challenges represented by the sudden appearance of an Asian immigrant com-
munity in their city. There are tensions to be explored, of course, but there are also 
stories of cooperation and mutual support involving the churches, businesses, and 
government agencies seeking to realize the common good in and for Prato. 

 This chapter takes its cues from this case study because the Prato story helps 
defi ne the kind of considerations that must be addressed, if the common good is to 
be pursued in a global marketplace where the labor itself is now capable of migrat-
ing across national boundaries in search of new opportunities. Can universal moral 
standards seeking to protect the rights and human dignity of workers still be adhered 
to, when local traditions and institutions are overwhelmed by a massive infl ux of 
migrant workers coming from other countries with markedly different histories 
and cultures? What standard of care does any community owe the new arrivals 
whom they now must host? What do the migrants and their community leaders 
owe to the communities where they intend to create a new home for themselves? 
How do their responsibilities converge in a new search for the common good in a 
globalizing society?  
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18.2     Case Study: Prato Meets China, in Search 
of the Common Good 

18.2.1     Abstract 

 Chinese immigrants in the traditional textile district of Prato, Italy, form one of the 
largest Chinese communities in Europe today. Their arrival has fostered a wave of 
innovative entrepreneurship in the “Made in Italy” apparel industry. Chinese entre-
preneurs have introduced a model of “fast fashion” production, which departs from 
the Italians’ traditional standards of quality. Opinions regarding the phenomenon 
go in two directions. On the one hand, Chinese are perceived as a systemic threat; 
on the other hand, they are considered a resource for the survival of an industry 
now confronted with the challenges of globalization. The case addresses several 
critical issues when dealing with foreign investment and migrant workers: immi-
grant attitudes toward local laws, new jobs and wealth that do not contribute to 
those living in the area, preservation of traditional crafts, diffi cult communication 
between host and immigrant communities, and ways to build an effective cross-
cultural dialogue.  

18.2.2     Keywords 

 Made in Italy, Prato, Textile, Chinese immigrants, Workers’ safety, Foreign invest-
ment, Intercultural dialogue, Rule of law  

18.2.3     Prato 

 As the second largest city in Tuscany, Prato has the third highest population density 
in central Italy, surpassed only by Rome and Florence ( Unione Industriale Pratese  
 2012a ). Long ago, the area earned a reputation for its vibrant textile industry. For 
centuries, countless waves of immigrants have fl ooded to Prato seeking jobs. Prato’s 
specialization in textiles began in the twelfth century, with the development of a 
local trade organization known as the Wool Guild of Merchants. In the nineteenth 
century, following a 200-year period of political instability, the industry was 
transformed from craftsmanship to mechanized production, which resulted not only 
in an increase in output but also in a rising demand for nonspecialized industrial 
labor. In the 1960s and 1970s, members of neighboring towns began to merge 
with Prato. The demographic boom was augmented by the arrival of southern 
Italians in 1981. During this transition, the distinctive nature of the area’s competi-
tive advantage changed, which till then had consisted of textile processing and 
production. 
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 The markets Prato served, however, were also evolving, and consequently, the 
city needed to diversify its investments beyond its traditional focus on carded wool. 
This move provoked a crisis that persisted until the 1990s. However, the modest 
economic recovery did not last; Prato entered the new millennium in the midst of a 
deep depression with decreases in demand that are usually attributed to competition 
from developing economies (Dei Ottati  2009 ). In spite of Prato’s vulnerability to 
ever-changing market conditions, various adjustments and technological innova-
tions sustain its status as a global leader in fashion and textiles. However controver-
sial, even the development of a Chinese district specializing in mass-market items 
alongside local high-end retailers provides solid evidence of Prato’s ability to 
reinvent itself. The textile sector’s current value is estimated to be a total of 
4,352 million euros, enabling the participation of approximately 50,000 workers 
( Unione Industriale Pratese   2012b ).  

18.2.4     The Arrival of the Chinese 

 In recent years Prato has become the setting for unprecedented change in the com-
position of its workforce. Though the city accommodates large numbers of 
Albanians, Romanians, and Pakistanis, the population of Chinese nationals now 
surpasses any other foreign group, as their number increased from only 38 in 1989 
to over 10,000 a decade later. Out of a total population of 187,000, there are 
approximately 11,500 legal Chinese residents. However, the local Bureau of 
Statistics estimates that there are 25,000 more illegal immigrants, the vast majority 
of whom are indeed coming from China ( Comune di Prato   2012 ). Prato is the most 
successful Chinese community in Europe in terms of per capita income. 

 The entrepreneurial drive of the Chinese immigrant community has not gone 
unnoticed by Prato’s Italian residents. At fi rst the locals observed the newly estab-
lished “Chinatown” with curiosity and quiet suspicion. In time, however, expres-
sions of discontent have become more explicit, and the newcomers have started to 
be perceived as an economic threat as well as a social emergency (Dei Ottati  2009 ). 
Emergency or not, the Chinese impact on Prato is decidedly different in comparison 
with other immigrant groups, who have focused mainly on accepting whatever low- 
skill, low-paid jobs were available.  

18.2.5     Takeover or Revitalization? 

 Chinese migrants, primarily from the Zhejiang region, identifi ed Prato as an ideal 
base from which to set up an extensive network for garment distribution across 
Europe (Dei Ottati  2009 ). Heavy downsizing and the search for innovation to renew 
Prato’s competitiveness laid the ground for the introduction of a new concept: 
 Pronto moda  or “fast fashion” (Donadio  2010 ). 

18.2 Case Study: Prato Meets China, in Search of the Common Good
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  Pronto moda  follows a simple logic: exploit cheap inputs and sell products at low 
prices in order to earn on volume rather than margin. However, the traditional Italian 
interpretation of the fashion business prizes quality and uniqueness over mass 
merchandising. This is the reason why, for once, innovation came from outsiders 
rather than from home businesses that were unwilling to compromise their identity. 

 Chinese manufacturers, importing cheap raw materials from their home country, 
are producing fashion items sold worldwide under the reputable “Made in Italy” 
label. The meaning of “Made in Italy” goes far beyond geographic origin; in the 
fashion world, it is synonymous with uncompromising quality and unique cou-
ture—which are not the drivers of  Pronto moda ’s success. Those committed to tra-
ditional Italian ways of marketing and manufacturing fear that  Pronto moda  may 
gradually undermine the “Made in Italy” image in their customers’ minds and thus 
put further pressure on domestic companies to adapt by imitating the success of 
their “foreign” competitors. 

 No doubt, the success of  Pronto moda  has enabled a dramatic increase in the 
number of Chinese manufacturers; over the past two decades, Chinese-owned fac-
tories grew to 3,200, while Italian owned have dwindled to 3,000. Between 2000 
and 2010, Prato’s  Confi ndustria —the local industrial association—reported that the 
number of Italian textile factories was halved. If on the one hand the Chinese busi-
ness model showed a path to restore local industry’s competitiveness, on the other it 
is regarded as a threat to Italy’s distinctive position in the global marketplace for 
fashion (Dei Ottati  2009 ). 

 Motivated by worries over the sustainability of their business in the face of 
“unfair competition” and prompted by allegations of workforce abuses and illegali-
ties among the newcomers, Pratese entrepreneurs asserted that Chinese enterprises 
were in breach of Italian labor laws (Poggioli  2011 ). The National Council of 
Economy and Labor confi rmed the widespread exploitation of labor in sweatshops 
and exposed these in a series of unannounced blitzes in the factories. The report 
contended that in order to sustain their advantageous pricing policies, numerous 
businesses neglected working hour limits and paid monthly salaries scarcely reach-
ing 500 euros per month (Mottola  2011 ). 

 In addition, suspicions of rampant tax evasion provoked calls for greater govern-
mental oversight. Riccardo Marini, leader of Prato’s  Confi ndustria , laments the 
competition coming from a “China without borders,” at the same time adding, “the 
Chinese are very clever. They’re not like other immigrants, who can be pretty thick” 
(Donadio  2010 ). He conceded that Italy’s relatively underdeveloped institutional 
framework—which, in his opinion, is not the case in other European countries such 
as the UK and France (Dinmore  2010a )—may    be to blame for the apparent disre-
spect of Italian labor laws by Chinese businesses. 

 Prompted by the controversies generated by the loud protests of local inhabitants 
and the defensive reactions of the accused, Prato’s municipal government has 
increased the number of controls and inspections year by year in an attempt to 
reduce illegal violations (158 in 2008, 233 in 2009, and 400 in 2010). The biggest 
police operation, known as “Money to Money,” uncovered a system of tax fraud and 
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embezzlement culminating in unauthorized money transfers that channeled 238 
million euros from Italy to China within a span of 2 years (2007–2009) ( China 
Daily   2010 ). However, Mayor Roberto Cenni, an apparel company owner himself, 
pointed out how the complexity of evasions put in place by Chinese criminal orga-
nizations often running the factories renders countermeasures ineffective. For 
example, he cited the Chinese practice of registering new businesses when inspected 
ones are denied a license to operate. Furthermore, the compatibility of the organiza-
tional, family-based structure of the Chinese mafi a and the Italian mafi a has resulted 
in a collaboration based on the mutual sharing of networks, resources, and human 
capital. 

 Nevertheless, numerous Chinese business owners have refused to engage in 
black or gray market activities and instead work within the established regulatory 
system. Chinese textile manufacturer Xu Qiu Lin is one of them. Known in the city 
by the Italian name “Giulini,” he was the fi rst to become a member of  Confi ndustria , 
and his business model encourages the hiring of both Chinese and Italian workers. 
He is keen to emphasize quality over quantity in order to avoid the diminishing 
returns associated with the production of cheap textiles. “My company is Italian,” 
argued Giulini when interviewed, “because ‘Made in Italy’ is the style, fashion. And 
I need Italian taste, I need an Italian designer who could draw and create a model. 
Production no, that’s outsourced” ( Italoblog   2009 ). By integrating entrepreneurship 
Wenzhou style with the “Made in Italy” label, businessmen such as Xu may come 
to be regarded as renovators as opposed to systemic threats. “If the Chinese hadn’t 
gone to Prato, would there be  Pronto moda ?” asks Matteo Wong, an Italian-born 
Chinese running a consulting fi rm for Chinese companies in Prato (Donadio  2010 ). 
The question implied in that statement is whether the district would have survived 
without  Pronto moda . 

 Vinicio Bacio, the coordinator of special projects for the Italian investment 
agency,  Invitalia , is the main promoter of a constructive atmosphere between Italian 
and Chinese businesses in Prato. He sees great potential in their collaboration, 
which, however hesitatingly, has already begun. Chinese and Italian businesses, in 
his view, are active at different stages of the supply chain and can maximize overall 
effi ciency and profi tability by leveraging technology transfers, sharing resources, 
and improving social solidarity. In Bacio’s own words “the presence of the 
Wenzhounese community can be a great opportunity, if [the communities] develop 
rules and mechanisms for developing the economy and improving social cohesion, 
then closeness to China may be the key towards an innovative textile economy” 
(Gardner  2010 ). 

 In order to prompt integration and a shared sense of legality, the project IES 
(Immigration and Sustainable Economy) was introduced to address the state of 
Chinese entrepreneurs. IES is run by Prato’s municipal government and fi nanced by 
the Ministry of Internal Affairs ( Toscana TV   2012a ). The response by Chinese 
business owners has been greater than expected. The initial estimate determined 
30 people would participate in the program. Real attendance was double that. Mayor 
Cenni saw this as an encouraging sign. Chinese business owners understood the 
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need for a “zero tolerance” toward criminal activity paired with a proactive “information 
and formation” campaign, in order to achieve legitimacy in the eyes of their Italian 
neighbors.  

18.2.6     Social Transformation 

 The Chinese wave in Prato goes well beyond narrowly defi ned economic conse-
quences. Macroeconomic changes are self-evident and give ground to both rising 
fears and future hopes concerning the destiny of the Prato area. The number of 
Chinese-owned shops has soared with repercussions for the city’s future develop-
ment. Chinese hairdressers, restaurants, retailers, and food stores have become a 
noticeable part of the town. 

 Not surprisingly, remittances from such enterprises constitute a major friction 
point between the Pratese and Chinese inhabitants. An examination of data from the 
Bank of Italy and ISTAT (National Institute of Statistics) revealed 250 million euros 
have been remitted to China in 2011; by contrast, before the global fi nancial crisis 
took full effect, the fi gure for 2009 was 500 million ( Chamber of Commerce of 
Prato   2012 ). The income generated by the Chinese is used to support families in 
their home country, instead of being spent and reinvested locally. Some observers 
thus contend that the expanded economic activity is not mirrored by correspond-
ingly dramatic increases in social capital at the community level. 

 Employment and security seem to be at the crux of the grievances heard within 
the Pratese communities. Chinese workers are often accused of stealing Italian jobs 
and isolating themselves so that even the market created by so many new consumers 
is primarily an advantage to fellow Chinese. Locals point to the fact that jobs at 
Chinese factories are primarily absorbed by new arrivals and do nothing to curb 
Prato’s rising unemployment due to the closure of Italian factories. Currently, the 
Chamber of Commerce registry of foreign enterprises in the area has shown a 180 % 
increase in the ten years prior to 2012 ( Unione Industriale Pratese   n.d ). Services 
covering real estate, insurance and credit, communications, business solutions, and 
travel are signifi cantly expanding, though along the nationality divide. On the other 
hand, Prato is ranked among the biggest offenders in terms of increased abuses and 
illegalities, which—in the National Report on Criminality—are attributed to the 
presence of Chinese immigrants ( Notizie di Prato   2011 ). 

 Though often overlooked in the attempt to legitimize or delegitimize the Chinese 
immigrants in public opinion, there is a growing convergence between the two com-
munities. Thirty-two percent of newborns in Prato’s hospitals have at least one 
Chinese parent. The percentage of foreign students in local schools surpass the 
Italian national average by far, reaching up to 70 % in primary schools within the 
city’s historic center (Hooper  2010 ). This suggests the willingness of families to 
raise their children as Italians and Chinese at the same time, in the hope that the 
children will be able to bridge the cultural gap. Furthermore, the University of 
Wenzhou has opened a branch at the University of Florence Prato, with the intent of 
promoting dialogue and student exchanges between the two countries. 
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 Nevertheless, in the opinion of some observers, Chinese society remains quite 
closed. Language is a major barrier, followed by differences in lifestyle and Italy’s 
lax regulatory system. The Chinese live apart in the  Macrolotto zero  area of Prato 
and rarely respond to the suspicions nurtured by their Italian neighbors. Xu Qiu Lin 
sees this as a setback for both parties. He understands that enhancing communica-
tion might dramatically increase the potential for cross border collaboration. 
Chinese who settle down in Prato can learn from Italy’s industries and social 
resources and can share what they learn in China through their network of relation-
ships. At the same time, Italian entrepreneurs may come to understand Chinese 
culture and experiment by working together on a small scale. This was the idea that 
moved Xu Qiu Lin to set up the Centre for Made in Italy in Nanjing not far from his 
hometown, Hangzhou, which would ideally serve the needs of Italian companies 
pursuing business operations in China ( Italoblog   2009 ). Marini praises Xu’s initia-
tives that give him reasons to hope for the future, although he remains skeptical 
about the incentives enabling dishonest people to participate in such efforts ( Unione 
Industriale Pratese   2009 ). Xu, however, embraces the zero-tolerance policy indi-
cated by Mayor Cenni. He well understands the delicate situation in which he is a 
player. In fact, Xu was victim of two violent episodes, one in 2009 against his ware-
house and the other in 2011 against his family ( La Nazione   2011 ). “The Union of 
Industrialists,” said Marini at the second National Conference on Immigration in 
2009, “welcomes whoever wants to operate in the respect of legality to the enhance-
ment of the industry, without nationality based distinctions” ( Unione Industriale 
Pratese   2009 ), and he concluded with the wish there would be others like Xu, ready 
to raise their voices in the Chinese community while demonstrating their loyalty to 
shared values and beliefs. 

 As a pivotal institution linking Chinese and Italian cultures, the Chinese Catholic 
community also promotes integration. Prato’s Chinese Church led by Fr. Francesco 
Wang, himself a native of Jilin, China, has worked hard to accommodate factory- 
working parishioners by setting up late masses for those who come off of the night 
shift, providing translation services, offering Italian lessons, and even connecting 
illegal aliens with Italian lawyers (Brunetti  2009 ). The Italian Episcopal Conference 
and the local  Caritas  offi ce of the Pratese Diocese have supported the Chinese 
Church’s development since its inception, enabling the creation of an independent 
pastoral presence. As the Chinese Catholic Church in Prato grows, so do levels of 
trust and channels of communication. The formation of laymen plays an important 
role as they become vehicles to spread a message of solidarity and as they develop 
into active members of the community (Brunetti  2009 ).  

18.2.7     Summary 

 The Prato story illustrates the diffi culties that emerge when diverse cultures collide 
in a single location and industry. The increasing tension between the Chinese 
and local Italian communities is motivated by both economic and cultural concerns. 
The pressures of competition in a globalizing economy, in particular, expose the 
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perennial need to devise institutional measures that would address the many issues 
that impede the successful integration of the communities of Prato. Nevertheless, 
few people seem capable of extricating themselves from the polarized status quo 
and directly engaging in a dialogue to breach the wall of intolerance. Xu Qiu Lin is 
among them. How do you think entrepreneurs like Xu, who have decided to “play 
the game by the rules,” can exert a positive role in the Chinese community? By the 
same token, how can Italian institutions like Vinicio Bacio’s project at  Invitalia  
engage in a fruitful collaboration with immigrants? Do you consider a “zero- 
tolerance policy” that may discourage Chinese immigration a suffi cient response to 
the challenges and opportunities at Prato, or would you recommend alternative 
solutions? How would you seek to locate the common good in Prato’s changing 
economy and society?   

18.3     Case Study Discussion 

 The development of  Pronto moda  presents us with a classic story raising moral 
issues usually associated with globalization: An organized group of immigrants 
arrives on foreign shores in order to take advantage of new economic opportunities. 
Their activities provoke a range of responses from the locals, mostly wary and sus-
picious. Are the newcomers stealing jobs from the locals? Is their competition 
unfair? Will hard-won victories in defending workers’ rights and basic human dig-
nity be eroded by an infl ux of migrants for whom such standards may seem like a 
cruel joke, mocking their very real struggle just to survive? Were the migrants to be 
deported or forcibly excluded from employment opportunities in the countries 
where they have landed—one interpretation of a “zero-tolerance” policy—would 
that be fairer or more just than the present situation, with all its moral ambiguity, 
hypocrisy, and corruption? 

 Should the situation in Prato be regarded as a justifi cation for resisting globaliza-
tion by any means necessary? Would the highly regarded “Made in Italy” label be 
more effectively preserved, if globalization could be suppressed? Whether we are 
for or against globalization as such, the moral issues raised by Prato’s transforma-
tion are not dissimilar from those found in other places where signifi cant changes 
in local populations have occurred as a result of this process. We could focus, for 
example, on the controversies over Turkish  Gastarbeitern  in Germany, or Mexican 
farm laborers in the USA, or Filipina and Indonesian domestic helpers working in 
Hong Kong. Macro-level concerns regarding social justice and the common good—
particularly with reference to workers’ rights and basic respect for human dignity—
inevitably have surfaced in these cases, just as they do in Prato’s struggle over the 
impact of Chinese immigrants on its textile and apparel industries. 

 The problem with shifting from the specifi c challenges to be faced in Prato to a 
general discussion of the ethics of globalization is that such discussions are likely to 
become as borderless as the concerns giving rise to them. If our discussion is to 
contribute to the development of international business ethics, we may have to 
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examine the details of the case, in order to determine whether the businesses operating 
in Prato, and their managers, are acting responsibly to create a win-win situation for 
everyone involved. Of course, creating a win-win situation, or trying to balance the 
legitimate concerns of all stakeholders, is but another name for pursuing the com-
mon good. 

 Rather than speculate about globalization in general, we should focus our inquiry 
on specifi c questions of moral agency. Who is responsible, for what are they respon-
sible, and how can their exercise of responsibility enable the communities of Prato 
to make progress toward achieving the common good? Who, then, specifi cally is 
identifi ed as a moral agent in our Prato case study, and what do we think of their 
activities? We have been introduced to at least three individuals representing differ-
ent stakeholders, whose actions qualify them for consideration as moral agents: 
Mayor Roberto Cenni, who is also the owner of an apparel company, was observed 
expressing the concerns of the host community, the locals in Prato, who see them-
selves threatened by the infl ux of Chinese immigrants. Xu Qiu Lin, a Chinese entre-
preneur originally from Hangzhou, known by his Italian name “Giulini,” appeared 
to have done more than any other member of the immigrant community to reach out 
to the local communities in Prato. Finally, we also observed Fr. Francesco Wang, 
pastor of the Chinese Catholic parish, whose work is supported by the Italian 
Episcopal Conference as well as the Diocese of Prato. Fr. Wang’s activities are sig-
nifi cant because he represents a faith community rooted in Italy for nearly two mil-
lennia that has also been a signifi cant part of Chinese history for close to 500 years. 
Each of these three community leaders is converging toward a constructive response 
to the challenges raised by Prato’s changing demographics. 

 As we have seen, the challenges they face are multiple and complex. They 
involve ongoing controversies over the rights of immigrants, the desires of both 
individuals and groups for economic advancement, the rights and obligations of the 
communities that are forced to accommodate the new arrivals, and the possible 
irrelevance of ethical and legal standards historically identifi ed with the Universal 
Declaration of Human Rights (UDHR). Beyond these, there is a basic philosophical 
question about human freedom and its limits. Should everyone be free to choose 
whatever will advance their immediate personal interests, so long as they are willing 
to live with the consequences? If an immigrant’s desire to earn a living for his or her 
family confl icts with the desires of locals who want to do the same for their families, 
whose desire should be honored? If an immigrant is willing to accept lower wages 
or forego previously mandated social benefi ts, why should an employer be pre-
vented from profi ting from his or her choices? If I am willing to compete for a job 
by offering my services more cheaply than others, why shouldn’t I be free to choose 
what I think is best for me and my family? Perennial questions regarding the free-
dom of labor contracts inevitably arise when the whole point of immigration is to 
improve one’s position economically. This, of course, is the concrete reality of com-
petition in a global labor market, and beyond the question of freedom, inevitably, it 
raises the question of fairness. 

 The moral agents featured in our story—Cenni, Xu, and Fr. Wang—are signifi -
cant from the point of view of international business ethics because not only do they 
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know the reality of competition on a day-to-day basis but they are also trying to 
respond to that reality while preserving and enhancing basic moral values. If you 
were in Cenni’s shoes—or Xu’s—what would you do? What would you say to your 
colleagues and coworkers who are looking to you for moral leadership? Since you 
are expected to represent one or the other community’s business interests, just how 
moral can your leadership be? Can you rise above a one-sided defense of the hopes 
and fears of those whom you represent? Should you even attempt it, especially if 
criminal syndicates are making threats against you and your family? If you agree 
that everyone should orient their activities toward the common good, which policies 
would you support as promising and which would you criticize as counterproduc-
tive? Where, if at all, do you think the leaders need to do more? If so, what pre-
cisely? Among the three, Fr. Wang’s leadership may be crucial, for he is a Catholic 
priest and therefore a community leader with ties to both the local and immigrant 
communities. Though he is not directly responsible for a business, he may be able 
to help the other two achieve their legitimate business goals while also working 
toward the common good. 

 Previously, in Chap.   4     on “Moral Decision-Making in Business,” we proposed a 
six-step model for integrating ethical analysis into sound business decision-making. 
Adapted from Peter Drucker’s classic, fi rst published in 1954,  The Practice of 
Management , the model may help us understand specifi cally the challenge faced by 
a particular moral agent. Let us use this model to learn from the experience of 
Prato’s “Giulini,” the Chinese entrepreneur, Xu Qiu Lin. We organize our comments 
on his actions under each of the six steps:

    1.    What is the problem? Xu has already demonstrated leadership by becoming the 
fi rst of the immigrant Chinese businessmen to join  Confi ndustria . His intention 
seems clear: he expects to settle his family permanently in Prato and support 
them by developing a business that combines Chinese manufacturing techniques 
with Italian designs in order to reinvigorate the “Made in Italy” fashion brand. 
Because he is committed to making Prato a success, he has attempted to diver-
sify his workforce, employing both local Italians and Chinese immigrants, thus 
making his fi rm a social experiment for discovering how to integrate these groups 
successfully into a single workforce. Because his efforts are producing some 
success—for example, his collaboration with local authorities seeking to enforce 
Italian labor laws and other regulations—Xu has been the victim of violence 
directed against not only his warehouse but also his own family. This is the prob-
lem: faced with threats to his family’s safety, should Xu continue his effort to 
improve working conditions and community relations in Prato, or should he 
 quietly withdraw and, as they say, mind his own business? Obviously, Xu’s 
efforts have provoked resistance, but from whom? He needs to know precisely 
who is behind the violence: resentful elements in either the Pratese or the Chinese 
groups or in both. Both would have a stake in seeking to discourage Xu’s support 
for fair and even-handed law enforcement. Since both the Italian mafi a and 
the Chinese triads are known to have a stake in preserving a status quo that 
treats workers as little more than slaves, Xu may need to fi nd ways to preserve 
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his business, while working to improve the social environment by confronting 
the power of organized crime.   

   2.    What are the resources for a solution? Xu is fortunate that his activities have 
already earned him quite a bit of favorable publicity, for his local prominence 
may be the best protection against the threats he is facing. Xu is known person-
ally by leaders in the local Pratese business community, who refer to him as 
“Giulini” and who acknowledge his efforts to meet local law enforcement agen-
cies halfway. These efforts create resources that he will need in achieving his 
ultimate goal of integrating the Chinese into the Pratese community. The organi-
zation that he has started in Nanjing, the “Centre for Made in Italy,” appears to 
be a promising vehicle for educating Chinese seeking to do business in Italy and 
Italians seeking to do business in China. By using his unique position to facilitate 
the interactions of other entrepreneurs in both groups, Xu can create the kind of 
supportive environment in which he may become increasingly less vulnerable to 
personal attack. His most important resource, however, is the fi rm he has already 
established in Prato. The more successful he is in showing his Chinese col-
leagues that playing by the rules, and establishing positive relationships in the 
local community, can lead to long-term prosperity for all concerned, the more 
convincing he will be in representing their interests in his interactions with the 
Pratese community. He must strive therefore to become the change that he wants 
to see, by making his business a model of excellence in every possible way, 
including but hardly restricted to moral leadership.   

   3.    Range of possible solutions: Here, we brainstorm anything that might address 
Xu’s problem, moral or immoral, legal or illegal. Here are some options; they are 
for purposes of illustration. If Xu is worried about his family’s safety, perhaps he 
should send them back to China. Or if security at the warehouse is a problem, 
perhaps he should negotiate a secret alliance with the Chinese triads. They will 
leave him alone, if he agrees to pay a hefty “tax” for their protection. Perhaps, 
there are other groups unhappy with Xu. Bribery is as old a tradition in Italy as 
it is in China. Why not just pay off whoever can provide whatever protection he 
needs to stay in business? Of course, there may also be positive solutions to 
explore, options more consistent with Xu’s apparent philosophy and his stated 
goals. A major concern is convincing members of the Chinese business commu-
nity to follow his leadership in developing cooperative relationships with local 
businesses, the press, various government agencies, etc. Transparency is very 
important here, in order to build trust. But making the fi rst step toward transpar-
ency is very diffi cult, especially for people whose cultures have learned—for 
very good reasons—to be suspicious of it. Yet unless Xu can show others how to 
stand up to the threats posed by criminal elements in Prato, they will only be able 
to make as much progress as the triads and the mafi a will allow. Unless Xu’s own 
good example can inspire similar efforts within the Chinese business community 
in Prato, there seems little hope that integration can be achieved there. In this 
step, we want to explore as many solutions as anyone can imagine. What con-
cretely might advance the cause of integration in Prato, without rendering Xu 
even more vulnerable to violent reprisals?   
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   4.    Eliminate the “sleaze,” that is, eliminate any solutions that fall below the 
standards implicit in the resources identifi ed in Step 2. Bribing the Chinese 
triads or setting up some kind of protection racket with them seems contrary to 
everything that Xu is attempting to achieve. It would certainly discredit any 
claim to moral leadership. Similarly, since Xu is committed to modeling moral 
leadership, he must consistently reject any solution that would compromise his 
basic moral principles or his sense of social responsibility.   

   5.    From the remaining options, choose the one solution that makes the most busi-
ness sense: Xu’s fi rst option, namely, sending his family back to China, may be 
understandable, but it is so narrowly focused on personal security that it does 
nothing specifi c to solve the problem facing his business. Arguably, Xu cannot 
achieve his business goals without creating or maintaining a social network 
among both Chinese and Pratese business people that is supportive of his com-
munity integration strategy. His own way of doing business, in short, will inevi-
tably be undermined, if he withdraws from efforts to form a supportive social 
network. Conversely, the effort to go forward with creating a supportive social 
environment may be the key to securing a future for his business.   

   6.    Implementation: While Xu’s initial efforts at community integration and devel-
opment show genuine moral leadership, the challenge is how to consolidate the 
gains that have already been made and use them as a platform for further prog-
ress. Moving on to the next step is never easy. Xu cannot do it alone. At this point 
he needs to step up his collaboration with the other leaders that we have identi-
fi ed as moral agents, namely, Mayor Cenni and Fr. Wang. The resistance that 
they have met from organized criminal gangs can only be overcome by creating 
new forms of solidarity, personally, as well as within and among the communi-
ties who look to them for leadership.    

  The Prato case study’s focus on moral agency—highlighting, that is, the willing-
ness of individual persons to act together for the common good—confi rms our gen-
eral thesis regarding the natural priority of moral virtue in human affairs, particularly 
in international business ethics. As we proceed further into the details of any situa-
tion or case study, we often fi nd that the challenge actually does involve the peren-
nial struggle of good versus evil. People have been enslaved and exploited for as 
long as human civilization has existed. While the evils apparent in some forms of 
globalization are nothing new, their scale and scope are greatly expanded—as is, of 
course, the scale and scope of opportunities for doing good. That a Chinese immi-
grant community has an opportunity to restore the apparel industry in a key area for 
manufacturing in central Italy could only have occurred as a result of globalization. 
But by the same token, the challenges to be faced in seizing this opportunity are 
themselves symptomatic of globalization. A focus on moral agency will determine 
whether and how the leaders in Prato will respond to these challenges. 

 The main point in case studies like this in international business ethics is to 
convince future business managers that they can do well while doing good. Not 
every challenge in business requires them to abandon their sense of personal 
integrity in order to achieve their business goals. Becoming a top-notch player, we 
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believe, means acquiring the habit of examining any challenging situation for 
ways to harmonize both moral excellence and business success. Xu Qiu Lin seems 
to have understood this point and may serve as a role model for others in both the 
Chinese and the Pratese business communities. To be sure, we may be skeptical of 
role models in business, but it would be shortsighted and meanspirited to simply 
dismiss any reports of doing well while doing good, as if such an outcome by 
definition were impossible in a globalizing economy. We all have a stake in the 
virtuous circle that seems to be forming in Prato.  

18.4     Ethical Refl ection 

 Prato’s effort to pursue a common good in which the legitimate interests of all the 
communities, both indigenous and immigrant, can be identifi ed and secured proba-
bly could not have come even this far without the active participation of the Catholic 
Church. As its local representative in the Chinese immigrant community, Fr. 
Francesco Wang in 2009 was appointed associate pastor to the parish of the 
Ascension ( Parocchia Dell’ Ascensione ) in Prato. His ministry clearly has expanded 
beyond meeting the immediate spiritual needs of Catholics in the Chinese commu-
nity, to addressing problems in the social environment, both inside and outside the 
church, that have impeded the full integration of Prato’s Chinese. Fr. Wang appears 
to have been particularly effective in alerting Catholic communities throughout the 
world to the importance of the struggle ongoing in Prato. 

18.4.1     Modeling Catholic Social Teaching in Prato 

 Fr. Wang’s report on “Chinese Migrants in Prato” was included in an issue of 
 Tripod —a publication of the Catholic Diocese of Hong Kong—commemorating the 
120th anniversary of the Vatican’s publication of Pope Leo XIII’s  Rerum novarum  
( 1891 ), commonly regarded as the point of departure for the development of 
Catholic social teaching. His brief sketch of the situation in Prato expresses the hope 
that the church’s involvement, especially through the establishment of a “Chinese 
pastoral center,” will enable various groups, including the vast majority of non- 
Catholic immigrants, to work together for “a bright future.” Fr. Wang is very frank 
about the diffi cult situation of the Chinese workers in Prato:

  Due to the language barrier, most of the Chinese laborers choose to work in Chinese factories. 
The working environment is very bad, and is even worse for the illegal workers, who do not 
have the right of abode. They are not entitled to public holidays; they have no medical insur-
ance; they receive low wages; they are exposed to textile fi ber, heat, cold, noise and to a 15 
to 16 hour work day. The only motivation that drives them to work so hard is the salary that 
is more than ten times higher than what they could earn in China. (Wang  2011 ) 
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 He is similarly frank about the fears and resentments of the Italian communities in 
Prato and their potential for provoking further violent reactions:

  From 2009 onwards, tension between the town of Prato and the Chinese migrants has 
escalated. Many of the Chinese factories were closed down or are being investigated. 
The Italians have a bad impression of the Chinese. Many look upon the Chinese as tax evad-
ers, those who snatch away their job opportunities, or who cheapen Italian brands. Moreover, 
criminal activities where the Chinese team up with Italian organized crime groups, have 
also mounted. These include not only the illegal import of textile products, but also people 
smuggling, prostitution, gambling, and money laundering. Other places in Italy also keep 
an eye on the situation in Prato, and the things mentioned above increase the hostility of the 
local people towards the Chinese. (Wang  2011 ) 

 Rather than attempt to hide the problems of the Chinese immigrants and their vul-
nerability to exploitation by criminal elements in both communities, Fr. Wang 
apparently believes that transparency and accountability are necessary fi rst steps 
toward building collaborative relationships that may converge toward a harmonious 
society. 

 Fr. Wang’s personal efforts, since his appointment as associate pastor at the 
 Parocchia dell’ Ascensione , have yielded mixed results. While some of his requests 
to the Diocese of Prato and other Catholic institutions have not been granted, for 
example, his appeal for fi nancial support to allow fi ve immigrants to participate in 
the Church’s World Youth Day (August 2011) in Madrid or his petition to shorten 
the length of time for converts taking instructions in the Catholic faith and practice 
before accepting them into the church through the sacrament of baptism, others 
have been successful, such as the opening of a community center for the Chinese 
immigrants at the parish. Mindful of the national minorities in China and the diver-
sity among their spoken languages, Fr. Wang has insisted that all Chinese religious 
services be held in Putonghua or Mandarin, the sole offi cial language of the PRC. 
For his efforts, Fr. Wang has received increasingly favorable treatment by the news 
media in Prato. 1  As heartening as his increasing recognition may be, his experience 
gives us an opportunity to examine the Catholic social teaching that so clearly 
animates his service in Prato.  

1   One telling example is the story of Xie Guofa, characterized in the press as “the other Godenzio” 
in order to distinguish him from Hu Li Xia, whose homeless existence has made him an urban 
legend and the butt of too many cruel jokes throughout central Italy, including Rome (Cochi 
 2014a ). By contrast, Fr. Wang discovered Xie Guofa on the steps of the parish hall and eventually 
persuaded him to take some food and shelter there. Meanwhile, Fr. Wang made inquiries in the 
Prato Chinese community and, using his connections in China, was able to reunite Xie with his 
family who were able to take him home. Xie apparently had suffered from an industrial accident in 
Prato that had left him unable to care properly for himself (Cochi  2014b ). Rather than turn his back 
on Xie as not worth his time and effort, Fr. Wang apparently saw in him the suffering Christ to 
whom Christians must respond, “Whatsoever you do to the least of my brothers, that you do unto 
me” (Matthew 25: 31–46). Fr. Wang seems to be a true example of Christian virtue, fl ourishing in 
the midst of Prato’s Chinatown. 
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18.4.2     The Enduring Relevance of Pope Leo XIII’s  Rerum 
novarum  

 It is not a coincidence that Fr. Wang’s report should appear in an edition of  Tripod  
celebrating the 120th anniversary of  Rerum novarum , 2  for  Rerum novarum  (1891) 
was the fi rst papal social encyclical to address the problems of workers in the capi-
talistic industrial economy that had developed so dramatically in Europe during the 
second half of the nineteenth century. One of the  Tripod  articles, “Pope Leo XIII’s 
Encyclical  Rerum novarum  and the Challenges for China” (Ticozzi  2011 ), explores 
the relevance of the encyclical to the dramatic changes that have occurred in China 
during this era of economic and social reform. Since these changes, as China moves 
away from a “socialist economy” through reforms bent on “liberalization,” the 
“serious negative side effects” are uncannily similar to the evils addressed by Leo 
XIII.  Rerum novarum , in Ticozzi’s view, provides a sound advice on fi ve “main 
challenges” that China is facing today:

    1.    “Agreements between employers and employees on a ‘Just Salary’”— Rerum 
novarum ’s answer to the problem of “exploitation of the workers” consists not 
only in an explanation of what justice demands for wages—ultimately that they 
be suffi cient to support “a frugal and well-behaved wage-earner” and his fam-
ily—but also that they be subject to negotiation through collective bargaining, in 
which “workers associations” genuinely function to preserve the workers’ rights 
( Rerum novarum , paragraph 57). In this context, Ticozzi specifi cally mentions 
the plight of “Chinese migrants being forced to work long hours in Chinese- 
owned factories in several countries, without proper remuneration and good liv-
ing conditions.” He also notes the progress that has been made recently in China, 
specifi cally, “the 12th Five-Year Program,” adopted by the Communist Party of 
China’s Central Committee, in October 2010, which assured the protection of 
workers’ rights.   

   2.    “Cooperation between employers and employees, instead of social confl ict or 
‘class struggle’”—Under the leadership of Hu Jintao, China’s 11th Five-Year 
Plan (2006–2010) endorsed the concept of a “harmonious society” committed to 
“peaceful development” instead of Chairman Mao’s advocacy of perpetual “class 
struggle.” In so doing, the Communist Party’s ideology is now consistent with 
 Rerum novarum  (no. 19). But as Ticozzi points out, they differ still on the role of 
religion in cultivating a harmonious society:

2   Rerum novarum , usually mistranslated as “of new things,” refers to the revolutionary changes 
then occurring in Europe, impacting especially the conditions of the working class. The focus 
of the encyclical is not on revolution, but on how society should think about and respond to 
these changes, in the hope of creating greater justice and peace and easing the miseries of work-
ers and their families. The general introduction to  Tripod ’s articles, “Revisiting Rerum novarum 
in its 120th Year,” by Joseph Cardinal Zen Ze-Kuin, former Bishop of the Catholic Diocese of 
Hong Kong, is an excellent guide to the basic message of the encyclical and its relevance today 
(Zen  2011 ). 

18.4 Ethical Refl ection



406

  The role of the State is to promote social justice and order through protection of the rights 
of citizens, while religion, and the churches, must provide the correct social principles for 
ensuring the just solution of confl icts, moral guidance to temper the free operations of mar-
ket forces and to prevent abuses, as well as providing charitable services to ensure a harmo-
nious cooperation among the people. (Ticozzi  2011 ) 

 As Ticozzi points out, while “the role of religion and churches in building up a 
harmonious society has been offi cially recognized by the Chinese authorities on 
several occasions,” the churches have yet to be allowed “the range of autonomy 
and free initiative” necessary to ensure their effectiveness in carrying out their 
mission.   

   3.    “Obligations to justice by both employers and employees: Professional Ethics”—
Unlike other Western philosophies that tend to regard rights as entitlements pure 
and simple,  Rerum novarum  and the subsequent tradition of Catholic social 
teaching insist that for every right, there is a corresponding duty or responsibil-
ity. Thus, in addition to defending workers’ rights, Leo XIII outlined the duties 
specifi c to both workers and their employers:

  Of these duties, the following bind the proletarian and the worker: fully and faithfully to 
perform the work which has been freely and equitably agreed upon; never to injure the 
property, nor to outrage the person, of an employer; never to resort to violence in defending 
their own cause, nor to engage in riot or disorder; and to have nothing to do with men of evil 
principles, who work upon the people with artful promises of great results, and excite fool-
ish hopes which usually end in useless regrets and grievous loss. 

 The following duties bind the wealthy owner and the employer: not to look upon their 
work people as their bondsmen, but to respect in every man his dignity as a person ennobled 
by Christian character. They are reminded that, according to natural reason and Christian 
philosophy, working for gain is creditable, not shameful, to a man, since it enables him to 
earn an honorable livelihood; but to misuse men as though they were things in the pursuit 
of gain, or to value them solely for their physical powers—that is truly shameful and inhu-
man. Again justice demands that, in dealing with the working man, religion and the good of 
his soul must be kept in mind. Hence, the employer is bound to see that the worker has time 
for his religious duties; that he be not exposed to corrupting infl uences and dangerous occa-
sions; and that he be not led away to neglect his home and family, or to squander his earn-
ings. Furthermore, the employer must never tax his work people beyond their strength, or 
employ them in work unsuited to their sex and age. 

 His great and principal duty is to give every one what is just. Doubtless, before deciding 
whether wages are fair, many things have to be considered; but wealthy owners and all 
masters of labor should be mindful of this—that to exercise pressure upon the indigent and 
the destitute for the sake of gain, and to gather one’s profi t out of the need of another, is 
condemned by all laws, human and divine. To defraud any one of wages that are his due is 
a great crime which cries to the avenging anger of Heaven. “Behold, the hire of the labor-
ers… which by fraud has been kept back by you, crieth; and the cry of them hath entered 
into the ears of the Lord of Sabaoth.” Lastly, the rich must religiously refrain from cutting 
down the workmen’s earnings, whether by force, by fraud, or by usurious dealing; and with 
all the greater reason because the laboring man is, as a rule, weak and unprotected, and 
because his slender means should in proportion to their scantiness be accounted sacred. 
( Rerum novarum , no. 20) 

   Leo XIII fi rmly believed, and Catholic social teaching unwaveringly teaches, 
that a harmonious society is possible, if only employers as well as workers were 
to abide by their basic moral obligations to one another. It is useful to note that 
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in addition to wage justice and the elimination of all forms of cheating or fraud 
perpetrated by members of either group,  Rerum novarum  insists that workers be 
given suffi cient time to perform their religious duties—which, as we have seen, 
has been one of Fr. Wang’s major concerns in his negotiations with the Chinese 
employers of Prato. Such concerns are not trivial or merely “spiritual,” if we 
agree that the kind of genuinely ethical reciprocity, cultivated in the churches and 
other religious institutions, is the ultimate key to achieving a harmonious 
society.   

   4.    “Human rights and private property”—Ticozzi lists the various “socioeconomic 
rights” of all workers, outlined in  Rerum novarum , “namely, the right to human 
dignity (nos. 16, 40), the right to justice (nos. 33, 36), the right to welfare (no. 
34), the right to enjoy freedom (no. 40), the right to work (no. 44), the right to 
good and safe working conditions (nos. 33, 36), the right to a living wage and a 
just salary (nos. 43, 45), the right to private property (nos. 10, 11, 38, 47), the 
right to proper rest (no. 41, 42), the right to savings (no. 38, 46), the right to 
protest (no. 39), the right to equal taxation (no. 39, 47), the right to social secu-
rity (nos. 36, 40, 47), the right to association (no. 47), the right to equality and to 
be protected by public authorities (nos. 33, 37, 40), and the right of children to a 
true education (no. 42, against child labor), etc.” (Ticozzi  2011 ). Private prop-
erty, we must note, is not an obstacle to fulfi lling these rights, as if their realiza-
tion could only be achieved through the abolition of private property. On the 
contrary, “the principle of private ownership must be held sacred and inviolable” 
(no. 46), for without it, the other rights are vulnerable to the vagaries of the state 
policy. This lesson has also been learned in China, through bitter experience, and 
“after years of controversy, in 2007, the National People’s Congress adopted the 
Property Law,” protecting “ownership rights, use rights, and security rights” in 
the various forms of “state, collective, and private” property. Where Catholic 
social teaching differs from China’s current policies on private property is in 
recognizing that it “is not simply a right given to people by the State, but it is a 
right of all human beings because of their human nature. It is a right which the 
State must respect, guarantee, and favour. This shift of attitude and mentality is 
a critical challenge for the Chinese authorities” (Ticozzi  2011 ). Once again, 
there is genuine progress toward consensus, but major philosophical differences 
remain unresolved.   

   5.    “The gap between the rich and the poor”— Rerum novarum  recognized that the 
concentration of wealth as a result of the Industrial Revolution in Europe had the 
effect of laying “upon the teeming masses of the labouring poor a yoke little  better 
than that of slavery itself” (no. 3). The encyclical regarded this as a revolutionary 
change that needed to be overcome, but not by adopting the revolutionary alterna-
tive represented by socialism. Instead, the only way forward was to restore society’s 
commitment to the common good, which would entail taking specifi c measures to 
preserve human dignity and enhance human solidarity: “If working people can be 
encouraged to look forward to obtaining a share in the land and property, the con-
sequence will be that the gulf between vast wealth and sheer poverty will be bridged 
over, and the respective classes will be brought nearer to one another… (no. 47).” 
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In Ticozzi’s view, struggling to overcome the desperate poverty of China’s masses, 
Chairman Mao and his associates attempted to establish a revolutionary regime that 
not only demoralized the Chinese people but ultimately widened “the wealth gap 
between rich and poor,” once the era of economic reform was underway. If China 
is to overcome not only the wealth gap but also “the increasing social inequality 
between urban and rural areas, as well as the income gap among workers in various 
industries,” it must attempt a genuine renewal of moral education, with the support 
of many institutions, including the churches. China’s Catholic community has “the 
Church’s best kept secret”—Catholic social teaching—to contribute. 3  China’s 
rulers should not be paralyzed by fear of what they regard as the subversive poten-
tial of this foreign ideology. As we have seen, there are remarkable convergences 
between Catholic social teaching and the laudable aspirations of many in China’s 
current government for economic and social reform. The struggle to achieve a 
harmonious society inevitably requires us to overcome past fears and suspicions in 
order to see the common good that is increasingly evident in the work of the Chinese 
Catholic Church and its affi liated churches overseas.    

18.4.3       Catholic Social Teaching on Immigration 
and Globalization 

 No less impressive is Catholic social teaching’s concern to address the problems of 
migrant workers, who must bear a disproportionate share of the burdens imposed by 
globalization. The  Compendium of the Social Doctrine of the Church  (Pontifi cal 
Council for Justice and Peace  2004 ), for example, reaffi rms Catholicism’s perenni-
ally positive attitude toward immigration, including “the immigration of people 
looking for a better life,” that is, migrant workers: “In most cases, however, immi-
grants fi ll a labour need which would otherwise remain unfi lled in sectors and ter-
ritories where the local workforce is insuffi cient or unwilling to engage in the work 
in question” ( Compendium , no. 297). Without attempting to resolve all the thorny 
political issues involved in the rights and responsibilities of governments to regulate 
migrations within and through their jurisdictions, Catholic social teaching urges 
“institutions in host countries” to resist “the temptation to exploit foreign labourers, 
denying them the same rights enjoyed by nationals, rights that are to be guaranteed 
to all without discrimination”:

  Regulating immigration according to criteria of equity and balance is one of the indispensable 
conditions for ensuring that immigrants are integrated into society with the guarantees 
required by recognition of their human dignity. Immigrants are to be received as persons and 
helped, together with their families, to become a part of societal life. ( Compendium , no. 298) 

3   The Vatican’s Justice and Peace Commission has recently published a Chinese translation of the 
 Compendium of the Social Doctrine of the Church  (Wong  2011 ). The Chinese translation is now 
available online (Catholic Truth Society–Hong Kong 2011).  
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 Consistent with its commitment to respecting human dignity and solidarity, as well 
as implementing the principle of subsidiarity, the  Compendium  emphasizes the need 
to preserve and enhance family life. Thus, it specifi cally urges that “the right of 
reuniting families should be respected and promoted,” while also advising govern-
ments and other agencies to collaborate in fostering “increased work opportunities 
in people’s place of origin,” so that people would have less incentive to take up the 
often diffi cult and dangerous path of immigration ( Compendium , no. 298). 

 Catholic social teaching’s current perspective on the rights and responsibilities of 
workers and the challenges of immigration converges through the prism afforded by 
a positive understanding of globalization. As the  Compendium  observes, “if it is 
true that Globalization is neither good nor bad in itself, but depends on how it is 
used, it must be affi rmed that a globalization of safeguards, minimum essential 
rights and equity is necessary” ( Compendium , no. 310). Since globalization is “one 
of the most important causes of change in the organization of work,” its impact must 
be understood, if these “safeguards, minimum essential rights, and equity” are to 
remain viable and relevant. Globalization is “an unprecedented transformation that 
determines a change in the structure of work itself”:

  The reorganization of time, its standardization and the changes currently underway in the 
use of space—comparable in extent to the fi rst Industrial Revolution insofar as they involve 
every sector of production, on every continent, independent of their level of development—
are therefore to be considered a crucial challenge, also at the level of ethics and culture, in 
the area of defi ning a renewed system for the defence of work. ( Compendium , no. 311) 

 Defi ning the elements or social institutions indispensable for “the defense of work” 
is especially diffi cult, given that globalization “requires greater fl exibility in the 
labour market and in organizing and managing production processes” ( Compendium , 
no. 312). Further complicating the task is the fact that the changes are asymmetrical 
with various impacts “in developing countries and countries with economies in tran-
sition” and yet entirely other trends in “the economic systems of the more devel-
oped countries, [that are] going through a phase that marks the passage from an 
industrial-type economy to an economy essentially built on services and technologi-
cal innovations” ( Compendium , no. 313). 

 Under such circumstances, neither the wholesale condemnation of globalization 
nor its uncritical embrace—as if market forces alone were enough to produce fair 
and effi cient outcomes—is appropriate. Globalization and the challenges it poses 
should not be approached in a fatalistic or “deterministic manner.” By contrast, 
Catholic social teaching rightly emphasizes “the subjective dimension of work,” 
that is, the fact that ultimately “the decisive factor and ‘referee’ of this complex 
phase of change is once more the human person, who must remain the true protago-
nist of his work” ( Compendium , no. 317). Moral agency, as we have insisted 
throughout this book, by no means has been rendered obsolete:

  The historical forms in which human work is expressed change, but not its permanent 
requirements, which are summed up in the respect of the inalienable human rights of workers. 
Faced with the risk of denying these rights, new forms of solidarity must be envisioned and 
brought about, taking into account the interdependence that unites workers among themselves. 
(Compendium, no. 319) 
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   Catholic social teaching’s view of where the new forms of solidarity can emerge 
may be surprising to some, for the  Compendium  closes its refl ections on globaliza-
tion by noting that “people’s natural tendency to establish relationships” may actu-
ally be enhanced through the revolution in digital communications technology that 
“has allowed the relational aspect of work to spread throughout the world, giving to 
Globalization a particularly rapid rhythm”:

  The ultimate foundation of this dynamism is the working person, who is always the subjective—
and never the objective—element… the anthropological foundation of the inherent relational 
dimension of work. The negative aspects of the Globalization of work must not damage the 
possibility opening up for all people: that of giving expression to a humanism of work on a 
planetary scale, to solidarity in the world of work on this same level, so that working in 
similar contexts, spread throughout the world and interconnected, people will understand 
ever better their one, shared vocation. ( Compendium , no. 322) 

18.5         Conclusion 

 In our discussion of the Chinese immigrants in Prato, we have found no easy recipe 
for producing a harmonious society or pursuing the common good. Instead, we have 
focused on the personal decisions and activities of people whom we have identifi ed 
as key moral agents in the situation, that is, people whose leadership may determine 
whether or not the communities in Prato resolve the challenges that globalization 
has tossed in their direction. Mayor Cenni has to decide whether he will stoke the 
fears of the Italian communities in order to achieve short-term political goals—win-
ning elections and consolidating the kind of power that will make it easier for his 
businesses to prosper—or whether he will defy local prejudices and enter into a 
genuinely constructive dialogue with leaders in the Chinese immigrant community. 
The entrepreneur, Xu Qiu Lin, known generally as “Giulini,” has to decide whether 
he can continue his efforts to demonstrate good business ethics and a sense of social 
responsibility within the immigrant Chinese community and how to stay the course 
while facing up to the very real threats made against him and his family by the orga-
nized crime elements who stand to lose if he succeeds in these efforts. Fr. Francesco 
Wang, now 5 years into his pastoral assignment at the  Parocchia Dell’ Ascensione  
in Prato, has to fi gure out how to translate his initial success in creating a commu-
nity center for all the Chinese immigrants into a full experiment in implementing 
Catholic social teaching’s vision of a harmonious society, an experiment in uniting 
all the workers of Prato, locals and immigrants alike, in a shared commitment to 
their common good. We wish each of them well and have high hopes for the emerg-
ing Chinese leadership in Prato. But we also realize that for each one of them, in 
different ways, their virtue will surely be tested with each new challenge they face. 
But this is what it means to accept the challenge of moral leadership in business and 
government and in the religious institutions that genuinely seek the good of all the 
people. We expect to learn more from their ongoing efforts.     
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    Chapter 19   
 The Natural Environment: 
Ethics and the Environment       

 “Long-term success urgently calls you to constantly care for the 
environment.” (Stephan Rothlin,  Eighteen Rules for Becoming a 
Top Notch Player , 2004) 

19.1                 Prelude 

 Once regarded as “the silent stakeholder,” with each passing day the natural 
environment grows more strident in the warnings that emanate from it regarding 
the destructive consequences of unsustainable and irresponsible economic devel-
opment. A concern for the environment was once dismissed in Asian business cir-
cles as a luxury that only prosperous or economically developed nations can afford. 
The case study introducing this chapter examines the story of the great spill in 
2005 of hazardous chemicals into China’s Songhua River and the immediate 
responses to the spill on the part of government agencies, businesses, and residents 
along the river. While the severity of the spill and its toxic consequences for resi-
dents was minimized at fi rst, the effort to deal with it increased dramatically as the 
pollution reached the border with Russia and threatened to become an interna-
tional incident. One important issue raised by this case is the need for long-term 
efforts to clean up the riverbed after the polluted water has already fl owed away. 
Besides caring for “the silent stakeholder”—in this case, the ecological sustain-
ability of the river itself—the case study shows the harmful consequences of seek-
ing to cover up the disaster, thus making it diffi cult for businesses and the 
communities along the way to protect themselves and their water supplies. The 
chapter will then proceed to argue the merits of a robust concept of environmental 
responsibility that is incumbent upon all stakeholders, and will point out examples 
of how businesses in particular can exercise their stewardship responsibilities for 
the natural environment.  
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19.2     Case Study: Pollution, Politics, and Prevention—
Lessons from the Songhua River Catastrophe 

19.2.1     Abstract 

 On November 13, 2005, an explosion at the China National Petroleum Corporation 
(CNPC)’s Jilin branch contaminated the water of the Songhua River. The large- 
scale pollution affected millions of Chinese and Russians living along the river-
banks and cost local economies millions of  yuan . In the aftermath of the explosion, 
local Chinese authorities initially denied that dangerous pollutants had been 
released. However, the carcinogenic nature of the spill became known and led to 
increased public anxiety and distrust of the local government. It was not until sev-
eral weeks after the incident that the central government fi nally intervened in 
cleanup efforts, however, not without increased public criticism. The Songhua case 
highlights the issue of environmental responsibility in China. The toxic contamina-
tion of the Songhua River not only created health problems but also spread social 
panic and provoked an international crisis. Our particular concern is with the 
responses of businesses affected by environmental catastrophes and the emergence 
in China of a civil society capable of playing a role in promoting environmental 
responsibility on the part of both government and business. For a number of rea-
sons, as we shall see, the Songhua River catastrophe may mark the tipping point in 
China’s efforts to enforce environmental legislation and promote environmental 
awareness in society as a whole.  

19.2.2     Keywords 

 Songhua River, Amur River, CNPC, SEPA, MEP, Corporate responsibility, 
Environmental responsibility, Emergency relief, Cleanup  

19.2.3     Water of Life 

 The Songhua River basin is located in northeast China. It has a drainage area of 
556,800 km 2  and is essential for the irrigation and transport of agricultural products. 
The Songhua River fl ows through Heilongjiang Province, Inner Mongolia, and 
three regions of Jilin Province, supplying drinking water to several million people 
between Jilin and Harbin (Heilongjiang People’s Government  2007 ). The Songhua 
River merges with the Heilong River, which fl ows into Russia. Once in Russia, it is 
known as the Amur River marking the border between the two countries. As a stra-
tegic shipping and transportation route, the Songhua’s banks are home to many 
factories. CNPC was just one of the fi rms stationed close to the Songhua River.  
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19.2.4     Explosion and Contamination 

 China National Petroleum Corporation is China’s largest oil and gas producer and 
supplier. It is a state-owned enterprise and parent company of PetroChina, its pub-
licly traded subsidiary. The Chinese government is CNPC’s most important stake-
holder, and as such they work very closely together. The CNPC’s commitment to 
environmental responsibility is prominently displayed on its website, where its mis-
sion is described: “While providing energy products and services, we strive for 
harmonious relationships between operation and safety, energy and the environ-
ment, and corporate and community interests” (CNPC  2014a ). Conscious of the 
dangers involved in the petroleum industry, CNPC claims that employee safety “has 
become the core of our corporate culture” 1  (CNPC  2014b ). This commitment is 
situated within a comprehensive set of coordinated policies on “health, safety, and 
the environment,” which begins with the reassurance that “CNPC has always 
believed that people and the environment are our two most important resources” 
(CNPC  2014c ). 

 Despite these good intentions—or, perhaps, before they had assumed great 
urgency in CNPC’s strategic plans for the future—a violent explosion occurred on 
November 13, 2005, at the aniline unit of the double benzene plant at the fi rm’s Jilin 
location. The explosion was due to a fi re in the P-102 tower that had resulted from 
improper handling of hazardous materials. Zhao Haifeng, vice general manager of 
the Jilin branch, attributed the explosion to “a blockage in the chemical plant’s pro-
cessing tower and a worker’s botched attempt to clear it” (Yong and Na  2005 ). The 
blasts led to the release of 100 tons of carcinogenic chemicals into the Songhua 
River as a toxic cloud hovered over Jilin City (Chen  2009 ). The incident resulted in 
fi ve deaths, 30 injuries, and the evacuation of over 10,000 residents from the sur-
rounding area (China Daily  2005a ). 

 Of immediate concern following the explosion were the potentially harmful 
pollutants released into the atmosphere and river water. Addressing these concerns 
fell to Wang Wei, deputy mayor of Jilin City. Under his direct control were the 
Municipal Economic Council, the City Labor and Social Security Bureau, and the 
Municipal Supervisory Bureau for Work Safety ( The Epoch Times   2005 ). To dampen 
the frenzy set off by the blast, Wang organized the evacuation of nearby residents. 
The next morning, however, Wang told the media that the explosion “did not 
produce large-scale pollution… Water [quality] has not changed” (Ansfi eld  2005 ). 

1   The CNPC website appears to have been revised, beginning in 2009, in light of the painful lessons 
learned from the Songhua River disaster. As evidence of its commitment to safety, the fi rm claims 
that in 2014, “for four consecutive years, CNPC has launched ‘Safety and Environmental Protection 
Year’ campaign, focusing on human-centered safety principles.” These include an impressive list 
of risk assessment and training initiatives designed to prevent accidents before they occur and to 
support “emergency response” capabilities, when there are accidents or other catastrophic events. 
“Safety” for CNPC includes not only environmental responsibility but also providing reasonable 
levels of security for employees working abroad who are vulnerable to terrorist attacks and other 
hostilities (CNPC  2014b ). 
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The following day, November 14, CNPC released a statement consistent with that 
of Wang’s: “The accident did not affect the main business of the CNPC Jilin Branch 
and according to environmental monitors, the air quality surrounding the accident 
site meets standards” ( CNPC   2005 ). 2  

 Despite assurances that there were no harmful pollutants released from the 
explosion, widespread panic ensued. Harbin residents downstream rushed to buy 
emergency supplies. Water and bread went out of stock in large supermarkets. Even 
beer was quickly sold out. Zhang Ping, an employee at Century Mart, described the 
situation to  China Daily : “People started to pour in [at] 1 pm. By 3 or 4 pm, all the 
drinks sold out” (Li  2005 ). Craig Hutchinson, a foreign teacher resident in Harbin, 
confi rmed that “the city was full of ridiculously large queues. People were buying 
water in massive quantities” ( BBC   2005a ). As a consequence of the rapidly dimin-
ishing supply, bottled water prices skyrocketed. A local brand,  Chunzhongchun , for 
example, previously available for half a  yuan , was sold for at least double the origi-
nal price (Li  2005 ).  

19.2.5     Flowing Across Borders 

 In the immediate aftermath of the explosion, factory managers and local govern-
ment representatives repeatedly denied that toxins had been released into the 
Songhua River. Instead, CNPC managers and local offi cials, including Wang, tried 
to manage the pollution on their own. Without notifying offi cials in Beijing, they 

2   Months later, PetroChina’s  Annual Report for 2005 , issued in March 2006, described the Songhua 
River explosion, and the actions taken to cope with it, in its list of “Major Events” for the year: “On 
November 13, an explosion broke out in Jilin Petrochina Benzene Production Plant. The incident 
caused serious personal injuries and deaths, loss of property and water pollution of the Song 
Huajiang. The Company dispatched an operation team and a specialist team to the site immediately 
after the incident. The Company also activated the contingency plan to minimize the loss and the 
number of injuries and deaths. At the same time with the handling of the incident, the Company 
quickly organized a large-scale inspection of safety standards in production, focusing on “anti-
breach of rules, inspection of hidden risks and procurement of rectifi cation”, and put into effect 
various measures for safety in production in winter. The Company has learned a lesson from the 
incident and has strengthened its efforts at ensuring safety in production and environmental protec-
tion” (PetroChina  2006 ). The only other mention of the Jilin accident in the Annual Report is a 
statement acknowledging the company’s potential liabilities arising from it: “The impact of the 
accident is undergoing government investigation. The incident shows that the Company needs 
further strengthening of its operational safety and environmental protection. The Company has 
realized the seriousness of the issue and has stepped up its efforts in securing operational safety 
and environmental protection. The Company will bear resultant liabilities caused by the explosions 
based on the results of the investigation” (PetroChina  2006 ). After a very rocky start, the fi rm’s 
response to the crisis suggests a dramatic change in its perception of the role of environmental 
responsibility in creating and maintaining an image favorable to international expansion and 
foreign investment. 
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“drain[ed] reservoir water into the Songhua in an attempt to dilute the contami-
nants” (Green  2009 ). 

 On November 18, 5 days after the explosion, the central government sent envi-
ronmental experts to report on the state of the spill. However, the public was not 
notifi ed until the pollution reached Harbin on November 21 (Green  2009 ). On that 
day, the Harbin Municipal Government informed residents that tap water would not 
be available for 4 days, on account of routine maintenance on the city’s water supply 
facility ( Harbin People’s Government   2005 ). By this time, residents had become 
skeptical about water safety because of the media reports challenging the Harbin 
government’s assurances (Green  2009 ). Later that same day, the local government 
reversed itself and issued an emergency statement declaring that the explosion at 
CNPC had indeed resulted in toxic water pollution (Chen  2009 ). 

 The Songhua’s contamination put at risk the nearly four million residents of 
Harbin, who rely on the river for drinking water (Ansfi eld  2005 ). Anticipating the 
crisis that would occur when the pollution reached the city, the Harbin city govern-
ment in the previous 12 h had created a reserve water supply to meet the needs of 
local residents, who also were urged to evacuate on a voluntary basis (Jiang  2005 ). 
As the toxic chemicals made their way downstream toward Harbin, it was clear that 
the river pollution posed a much greater health threat than the regional government 
had suggested. There is, of course, a fi ne line between curbing social panic and shar-
ing timely information. How well did the managers at CNPC and local government 
leaders walk that line? Had you been in their shoes, how far would you have gone 
in an effort to inform the public? 

 No matter what action might have been taken at Harbin, there was no stopping 
the fl ow of the Songhua as it carried the pollution further along. On November 
24, 9 days after the accident, Xie Zhenhua, the director of the State Environmental 
Protection Agency (SEPA), offi cially informed the Russian ambassador that the 
benzene contamination had reached across the border between China and Russia. 
Russia’s Emergency Situations Ministry immediately responded to the potential 
public health crisis. The Russian Ministry of Natural Resources set up a task 
force to address the approaching pollution ( Asia Times   2005 ). An estimated 70 
Russian cities were put at risk by the spill. Cities along the border, like 
Kazakevitch, built dikes to prevent contaminated water from mingling with the 
city’s supply of drinking water (Kirschner and Grandy  2006 ). At Khabarovsk, a 
city of 600,000 residents now besieged by the benzene slick making its way 
down the Amur River, a spokesman for the regional government commented that 
this was not the fi rst time Chinese chemicals had polluted the waters of Russia 
( Asia Times   2005 ). 

 In a move that contrasted with the local government’s initial response to the 
crisis in Jilin City, then Chinese Foreign Minister Li Zhaoxing gave a “rare and 
well- publicized apology” to the Russian ambassador and offered assistance in pre-
venting the further spread of the pollutants (Jie  2006 ). The Russian government 
provided China a list of chemicals to be monitored. Chinese President Hu Jintao 
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was determined to maintain peaceful Sino-Russian relations. “We will take all 
necessary and effective measures and do our utmost to minimize the pollution and 
reduce the damage to the Russian side,” he declared in his address to Russian 
offi cials (UNEP  2005 ). President Hu also provided Russia water testing and purify-
ing equipment (Chen  2009 ), and 3,000 Chinese nationals were enlisted to build a 
dam along the Fuyuan waterway linking the Heilong and the Ussuri Rivers, in order 
to protect the water supply of Khabarovsk (Kirschner and Grandy  2006 ).  

19.2.6     No More Cover-Ups 

 On November 26, SEPA representatives attended the United Nations Environmental 
Programme (UNEP) meeting in Nairobi. Under the direction of Xie, the Chinese 
delegation provided the UN with information on the extent of the pollution and 
measures underway to contain and clean up the spill (Green  2009 ). Meanwhile, 
back home, the public’s anger over the government’s apparent mishandling of the 
crisis was growing. Much confusion was evident over who’s to blame for the disas-
ter, as if assigning blame would undo the damage caused by water pollution. Even 
Premier Wen Jiabao, when he visited Harbin, became the object of some bloggers’ 
scorn (Jie  2006 ), and unfairly so, since it was his personal intervention that per-
suaded the local offi cials to inform the public fully about the extent of the threat to 
their city’s water supply (Jiang  2005 ). Some news media criticized offi cials who 
initially lied about the extent of the pollution. Beijing’s  Zhongguo Jingji Shibao  
( China Economic Times ), for example, editorialized, “If individual leaders tell 
irresponsible lies, [it] is an extremely terrible crime against society, because any 
rumor could trigger a social disaster! [The pollution cover up] is about to come out 
into the open, and by then, those who have lied will certainly be punished severely” 
( BBC   2005b ). 

 The Chinese government’s move to punish those responsible for the Songhua 
River crisis, however, resulted in administrative changes, but no criminal proceed-
ings. Local offi cials as well as CPNC managers involved in the plot to conceal the 
dangerous pollutants were dishonorably removed from their posts. The sanctions 
they faced were meant to limit their prospects for career advancement in both the 
corporate world and the Party cadres ( BBC   2006 ). Among those dismissed was 
Wang Wei, the deputy mayor of Jilin, who had declared that no harmful pollution 
occurred as a result of the CNPC explosion (Pan  2005 ). Just before the arrival in 
Jilin of the central government’s investigators, Wang was found dead in his home. 
However obscure the circumstances, what is known is that when the police went to 
his home to question him, Wang’s body was found hanging ( The Epoch Times  
 2005 ). Two anonymous Chinese sources stated that Wang had been set up to take the 
fall for others who led local efforts to “gloss over the crisis.” “The Jilin provincial 
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government came to the conclusion that Wang Wei should be held entirely responsible,” 
said one of the informants. “He decided to commit suicide to prove he was innocent” 
(Ansfi eld  2005 ). 

  Newsweek  reported that Wang’s death was conspicuously missing from the head-
lines in China because of its political sensitivity (Ansfi eld  2005 ). According to P. C. 
Lo, the director of the Centre for Applied Ethics at Hong Kong Baptist University, 
traditional Confucian philosophy accepts “self-regarding suicide, namely, dying to 
avoid humiliation and disgrace” as a praiseworthy act of countercultural protest 
(Lo  1999 ). Even the traditional celebration of the Dragon Boat Festival commemo-
rates the life of Qu Yuan, a poet and statesman said to have drowned himself to 
defend his good name. The story of Wang taking his own life to prove his innocence 
may be consistent with this ancient tradition. 

 However that may be, the fact is China’s central government had just announced 
an uncompromising stance toward those who tried to hide relevant information con-
cerning the pollution (Pan  2005 ). “Any cover-up of the accident, and any negative 
attitude toward the probe, will be considered cheating the public and ignoring the 
authority of the government,” announced Li Yizhong, secretary general of the State 
Production Safety Supervision Agency and head of the Songhua investigative team 
(Pan  2005 ). Wang’s death did not occur until after Li stated the government’s inten-
tion to track down and punish those responsible—which is enough for some to 
believe he committed suicide merely to avoid retribution. What do you think of 
Wang’s suicide? Was his an ethical protest, or was he merely trying to escape the 
consequences of his actions?  

19.2.7     Cleaning Up the Songhua River Basin 

 Once the immediate problem of minimizing the damage caused by the spill had 
passed, China’s Ministry of Environmental Protection (MEP) initiated a series of 
measures to clean up the Songhua River, committing a total of CNY7.84 billion 
yuan to it. However, the government’s efforts still met with a degree of skepticism 
from environmental experts ( Global Times   2011 ). For example, Gu Jidong, an envi-
ronmental toxicology expert based in Hong Kong as well as a Harbin native, 
explained that the effects of the pollution would occur in two phases. The fi rst phase 
is watercourse pollution, the second, riverbed pollution. “It is not as simple as say-
ing that the chemicals have now passed the city and the water is now safe,” said Gu. 
“The local government is talking about the fi rst stage, but not about the second 
stage.” Removing toxins gradually released by the riverbed would require a long- 
term commitment to cleanup operations ( Asia Times   2005 ). There is ample evidence 
since then, however, suggesting that the MEP has begun to address both stages in 
the pollution cleanup effort and in so doing is creating a model for managing 
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environmental protection efforts that can be used to address similar problems in 
other parts of China. 3  

 Back in December 2005, such a response was still in its formative stage. The 
change in policy required a comprehensive reassessment of China’s previous 
development model and the lack of incentives for local government offi cials to 
focus on any other goal besides annual growth in GDP (Zhou  2011 ). That reassess-
ment began with statements released by the Party and the State Council admitting 
that SEPA “did not attach enough importance to the [Songhua] accident and did not 
adequately anticipate the possible severe consequences of the accident, and there-
fore should be held responsible for the losses” (Jie  2006 ). In response to these nega-
tive statements, Xie Zhenhua resigned from his position as director of 
SEPA. Following Xie’s resignation, the State Council released “The Decision on 
Implementing the Scientifi c Concept of Development and Stepping Up 
Environmental Protection,” which may mark the tipping point in China’s struggle to 
demonstrate a serious commitment to environmental protection. The “Decision” 
document highlighted environmental issues needing immediate attention, including 
drinking water safety, river basin contamination control, and water pollution pre-
vention and response ( World Bank   2007 ). 

 In January 2006, the Songhua basin offi cially was registered on the priorities 
listing for programs in the Five-Year Plan supporting Chinese water pollution control 
and prevention, and a new approach to pollution prevention plan was drafted. Zhou 
Shengxian, newly appointed director of SEPA, asserted that the plan’s main aim was, 
“to let all people drink clean water” (Li  2006 ). As part of this initiative, 11 enterprises 
were publicly reprimanded by SEPA for creating environmental hazards, and an 
additional 127 chemical plants were subjected to environmental risk examination 
( World Bank   2007 ). Since 2007, SEPA has closed down an additional 316 plants and 
suspended 513 plants involved in pollution-related challenges ( Xinhua   2009b ). 

3   A 2011 report from Zhou Shengxian, the minister of Environmental Protection, “Investigations on 
the Progress in Rehabilitation of Songhua River,” demonstrates the ways in which the MEP, fol-
lowing up on the instructions of the State Council, has intensifi ed its efforts to coordinate policies 
and priorities among the provinces most directly impacted by the Songhua disaster. The statistics 
on measured reductions in the discharge of pollutants, plus the implementation of a new concept 
for rehabilitating the river, as specifi cally demanded by China’s 11th Five-Year Plan (2006-2011), 
are very impressive, as is the MEP’s pledge to honor certain “basic principles” in the rehabilitation 
project, including “giving priority to people, improving people’s life, obeying the rule of nature, 
revitalizing the river, adopting systematic management and integrated treatment approaches, and 
controlling the pollution sources and intercepting the wastewater, and optimizing the industrial 
mix” (Zhou  2011 ). The progress reported by Zhou is confi rmed by outside monitoring agencies, 
for example, the World Bank’s 2007 Report on “Water Pollution Emergencies in China: Prevention 
and Response,” which made ten specifi c recommendations for improving coordinated responses to 
emergency situations, particularly in the areas of (1) overall institutional reform, (2) risk manage-
ment and prevention, and (3) response and mitigation, which have helped to guide the implementa-
tion of the MEP’s efforts (World Bank  2007 ). Similarly, the Asian Development Bank’s 2012 
Monitoring Report on the “Songhua River Basin Water Pollution Control and Management Project, 
Jilin Component” gives a detailed account of how the ADB’s loan was used to develop infrastruc-
ture to assist in the long-term rehabilitation of the river (ADB  2013 ). 
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 Besides demanding changes in the way industrial plants managed the pollutants 
they were generating,  China Daily  indicated the need for increased coordination 
among local departments and regulatory bodies and suggested that the companies 
should be sanctioned more heavily for failing to live up to their individual responsi-
bilities (Jiang  2006 ). When China’s State Environmental Protection Agency issued 
its year-end report in 2006, the results were still not satisfactory, for even a full year 
after the Songhua disaster, it admitted that similar incidents, although of much 
smaller scope, occur every 2–3 days throughout China ( Xinhua   2006a ). The intrac-
tability of China’s pollution problem, according to Guo Huaicheng from Peking 
University, can only be overcome by seeking to balance economic growth with 
greater environmental sensitivity. Guo believes that Chinese grassroots initiatives 
may help restore the proper balance: “The Chinese people, or at least the Chinese 
media, are becoming more and more alert to environmental problems and are now a 
strong force in China’s environmental protection campaign” ( Xinhua   2006a ). 
SEPA’s newly appointed director, Zhou Shengxian, apparently agrees that busi-
nesses should become part of the solution to China’s environmental problems. 
During an onsite visit to Jiamusi City in Heilongjiang Province, Zhou said, “The 
pollution of the Songhua River water is a pain like cutting fl esh…. Businesses 
shouldn’t pose development against environmental protection” (Jing  2005b ).  

19.2.8     Short-Term Punishments, Long-Term Consequences 

 In the immediate aftermath of the Songhua disaster, the State Council and the Jilin 
provincial government formed a joint investigation team to interrogate Yu Li, gen-
eral manager of CNPC’s Jilin branch (Jing  2005a ). The investigation sought to 
determine who was responsible for the “improper handling” that led to the explo-
sion, deaths, pollution, and cover-up. A report released by CNPC found Yu liable 
for the accident and he was removed from his post as general manager. Shen 
Dongming and Wang Fang, responsible for the benzene facility and a safety work-
shop at the Jilin plant, were also removed from their positions ( The New York 
Times   2005 ). The comment from Jiang Jiemin, CNPC chairman, declared that 
those terminated from the CNPC “aroused huge attention from the international 
community and tarnished the overall image of CNPC” ( China Daily   2005d ), sug-
gesting that his concern was primarily with managing the public relations fallout 
from the disaster. Jiang, however, was not held responsible for the explosion in 
any capacity. 

 The CNPC paid the highest fi ne at that time under Chinese environmental law for 
polluting the Songhua River basin—a mere CNY one million  yuan . However, none 
of the penalty fi ne went toward cleanup operations. As a result, a debate ensued 
regarding who should bear the costs for cleaning up the pollution. Provincial 
enforcement was criticized as too outdated to meet present needs. Among the critics 
was Wang Jin, who sued the CNPC for an additional payment of CNY10 billion 
 yuan . In theory the sum would be used to discharge the company’s responsibilities 
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toward the environment; however, Wang’s case was rejected in court ( Asia 
News   2007 ). 

 The total costs of the Songhua River disaster are still being calculated. Pollutants 
embedded in the riverbank may slowly be released from the soil for years to come, 
causing further damage to human health and local agriculture. In Harbin during its 
4 days without running water, 29 companies completely stopped production, while 
23 others slowed production. The average loss during the period was almost 
CNY100 million  yuan  a day (Chen  2009 ). According to the  China Economic Times , 
the direct costs related to the river pollution totaled CNY1.5 billion  yuan , although 
indirect costs remain too diffi cult and long term to calculate (Chen  2009 ). 

 Ding Ning, a Harbin citizen, fi led a civil suit against the CNPC. He asked for a 
compensation of CNY15  yuan  and a public apology from the company. “A formal 
apology would be valued by me and my fellow residents,” Ding said, “while the 
monetary compensation is only symbolic.” Following Ding’s call for an apology, 
Zeng Yukang, deputy general manager of the CNPC’s Daqing Petroleum 
Administration Bureau, went to Harbin, where he met with Heilongjiang provincial 
offi cials to express regret for the company’s mishandling of the Songhua accident 
( Xinhua   2005b ). Do you think a sincere apology is enough to offset the environmen-
tal damage caused by the CNPC? Do you think Ding Ning was right to demand such 
an apology? What more should the company do to carry out its responsibilities 
toward the environment? 

 Environmental activists like Wen Bo from Pacifi c Environment—an environ-
mental organization based in San Francisco, California—declared, “many local 
people actually think this pollution accident was a blessing in disguise” (Worldwatch 
Institute  2013 ). The Songhua crisis increased awareness of the risks of water pollu-
tion and the urgency of measures designed to reduce these risks. Nevertheless, Wen 
believes people like Xie Zhenhua and Wang Wei became “scapegoats” sacrifi ced to 
protect a fl awed system (Worldwatch Institute  2013 ). Hu Kanping, a journalist from 
 China Green , gave a similar opinion when talking about Xie’s resignation from 
SEPA: “Though he is not at primary fault for what happened, it shows an improving 
situation for government accountability in China. This resignation will likely be 
followed by more resignations and increasing accountability in corporate environ-
mental responsibility. This means better industry performance and safer production 
and will likely expedite the government’s resolution of environmental confl icts.” Hu 
further expressed his approval regarding the choice of Zhou Shengxian to lead 
reform efforts at SEPA. According to Hu, Zhou is fi rst and foremost “a very honest 
worker” (Worldwatch Institute  2013 ). From your understanding of the case, do you 
agree with Wen that Xie and Wang were made “scapegoats”? While the Songhua 
disaster did happen on their watch, as they say, did they deserve to be fi red for 
their role in it? Would it have been better to have them stay at their posts and use 
their experience to manage the cleanup? What would you have recommended to 
their superiors?  
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19.2.9     Conclusion 

 As a result of the Songhua River disaster, certain changes occurred in China’s envi-
ronmental policies that, however subtle, may actually yield long-term improvement. 
First of all, in 2008, SEPA became a cabinet level Ministry of Environmental 
Protection (MEP). The new agency reports directly to the State Council, China’s 
chief administrative authority, and is responsible for implementing the nation’s 
environmental policies and enforcing all relevant laws and regulations. The change 
in status for this department is more than a mere name change. The fi ve regional 
environmental inspection and enforcement centers now must report directly to the 
MEP and not to the provincial governments. The MEP, apparently, will now be able 
to demand compliance at the provincial and regional levels, in ways that seemed 
impossible in the previous administrative structure. 

 The MEP has also been active internationally, having secured funds for a joint 
pollution prevention program from the Asian Development Bank (ADB), whose 
2011 Report confi rms substantial progress in developing effective water pollution 
control infrastructure for Jilin and the surrounding area. The ADB had approved 
loans of up to US$146.6 million to Tongfang Water Engineering (TWE), which was 
charged with the task of restoring the water supply and water treatment in the 
Songhua basin. The ADB’s investment was used to construct an additional 70 urban 
sewage treatment plants with an impressive daily capacity of processing 295 million 
tons of water. The treatment plants span all 36 counties along the Songhua River 
basin ( Xinhua   2009b ). Philip Erquiaga of the ADB believes this project would 
change the lives of people living around the Songhua River: “Treating more waste 
water and improving the supply of potable water will reduce pollution in the urban 
environment around the Songhua River Basin, and improve the health and quality of 
life for millions of residents” ( WASH News   2010 ). 

 Like many other environmental disasters, the Songhua River incident was a 
result of human error. However, the resulting social panic, widespread pollution, 
and ineffective cover-up brought international attention to China’s environmental 
protection policies. Instead of communicating the dangers of the toxic spill in a 
timely manner, the central and local governments’ attempt to minimize the scale of 
the problem met with scorn in the court of public opinion. After the Songhua spill, 
Wang Wei was discovered dead, Xie Zhenhua resigned as SEPA director, and sev-
eral CNPC managers were fi red. These events, on the one hand, illustrate the exten-
sive consequences one company’s negligence can have, while on the other hand, 
they also demonstrate how genuine change for the better can result, once both busi-
ness and government recognize the true costs of paying only lip service to environ-
mental responsibility. The change underway in China, as a result of the actions 
taken in response to the Songhua River disaster, may yet turn out to be a “blessing 
in disguise,” not only for alerting everyone to the need to concern ourselves with 
preserving the natural environment but also for improving the health of Chinese and 
foreign citizens, as well as national and international political and social relations.   
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19.3     Case Study Discussion 

 The Songhua River disaster, to be sure, is not the greatest environmental disaster 
ever endured by China, and it certainly is not the greatest ever in the world. For 
sheer loss of life and horrible long-term consequences, the explosion at the Union 
Carbide plant in Bhopal, India, in 1984 remains the worst ever, with basic questions 
of moral and legal responsibility—not to mention the completion of an effective 
cleanup effort—still not fully resolved ( The Hindu   2014 ). 

 Nor are such disasters still only occurring in developing countries like China and 
India. The Upper Big Branch Mine disaster that happened in West Virginia in 2010 
involved the death of 29 of the 31 miners at the site ( Charleston Gazette   2014 ), the 
worst coal mine disaster in the USA since 1970. In both the Bhopal and Upper Big 
Branch explosions, the fi rms involved—Union Carbide and Massey Energy—have 
had to answer charges of criminal liability for their negligence. Compared to the 
ways these businesses have responded to the disasters resulting from their opera-
tions, after a shaky start, both the CNPC and the MEP seem to have turned over a 
new leaf, when it comes to facing up to the need for effective environmental 
protection. 

 Of course, the outrageous failures of other businesses and regulatory agencies 
cannot absolve either the CNPC or the MEP—as well as local and provincial lead-
ers—of their mistakes, of their responsibility for what they could have done to pre-
vent the Songhua River disaster, and of how they responded once the explosion 
occurred. As the old saying goes, two wrongs don’t make a right. What, then, are the 
lessons that apparently have been learned in China, and how can everyone learn 
from the experience of the CNPC and the MEP? 

 The fi rst great lesson is the importance of information, its timely release and its 
credibility. Those who believed that a cover-up could work were proven wrong. The 
basic geography of the Songhua River made it impossible to contain either the spill 
or the need for accurate information about it securely within China’s borders. Once 
the benzene slick threatened cities downstream in Russia, the disaster inevitably 
became international and threatened China’s reputation and aspirations as an emerg-
ing superpower. But if the Russian authorities were owed the truth about the disaster 
coming their way, what about the Chinese people, the citizens of Jilin, Harbin, and 
other cities, towns, and villages that depend upon the river for their water? Had 
Premier Wen Jiabao not intervened to end the failed attempts at a cover-up, the 
legitimacy of China’s central government might have faced new and even greater 
challenges. It was good that China’s leadership ended the cover-up; it would have 
been better had they done it even sooner in the initial phase of the disaster. 

 A second important lesson is to face up to the fact that the PetroChina Benzene 
Production Plant in Jilin was an accident waiting to happen. The explosion wasn’t 
simply the result of one worker’s “bungled attempt” to unblock a channel in the 
nitration tower (Yong and Na  2005 ). As various investigations moved forward, it 
became obvious that years of negligence, born of complacency, corruption, and a 
subordination of all other concerns to meeting production quotas, had created 
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circumstances in which a demonstration of “Murphy’s law”—“If something can go 
wrong, it will”—was sure to happen. While there is probably no way absolutely to 
guarantee that something will never go wrong, there are many ways to minimize the 
risks of an accident, through prudent planning and training in risk assessment and 
management. Clearly these concerns are now prominently displayed in the CNPC’s 
approach to “HSE” concerns. That is good. Lessons have been learned and mistakes 
have been corrected. But never again should anyone be lulled into complacency. If 
something can go wrong, it will. 

 A third lesson is for businesses, like the CNPC, to accept the principle that the 
“polluter pays.” When and if an industrial accident occurs causing pollution or other 
forms of environmental damage, the fi rm ought to pay the full cost of the cleanup. 
If fi rms, however large or small, cannot pay, then they should not have engaged in 
such risky ventures in the fi rst place. If this principle is adopted, then at the very 
least, businesses must either buy insurance to cover the known risks of doing busi-
ness or otherwise indemnify themselves against potential liabilities. Among the 
more ethically suspect of the strategies for maximizing profi ts is trying to shift the 
costs—and risks—involved in doing business upon others, such as the public at 
large or the taxpayers, who have little or no way of defending themselves against 
predatory business practices. 

 A fourth lesson concerns the ethical signifi cance of the “polluter pays” principle. 
A fi rm’s commitment to protect the environment should not be praised as an exam-
ple of corporate social responsibility. The “polluter pays” principle places environ-
mental responsibility right at the core of sound business ethics, whose fi rst principle 
is “Do No Harm.” If harm is done in the course of your business activities, if you 
injure someone or damage some good, public or private, you ought not only to pay 
fair compensation to those you’ve injured, but also to do everything in your power 
to prevent such accidents from happening again. As children, we may have learned, 
“If you make a mess, you’ve got to clean it up.” It’s the only fair thing to do. 
Businesses that try to hide the messes they’ve made, or otherwise deny that they 
caused them, are acting like spoiled children in need of some serious punishment. 4  

4   CNPC’s apparent change of heart, embracing transparency and accountability, however hesitant 
at fi rst, may be contrasted with British Petroleum (BP)’s attempt to evade responsibility for the 
Deepwater Horizon disaster, in which one of their oil rigs exploded, resulting in an estimated 4.9 
million barrels of oil spilling into the Gulf of Mexico during the 87 days it took to reseal the oil 
well (April 20–July 15, 2010). BP’s attempt to minimize its liability for the spill is ongoing and 
involves using every conceivable legal maneuver to shift the costs of the spill upon others, includ-
ing its business partners in constructing the Deepwater Horizon rig. It is estimated that, if BP’s 
legal maneuvers continue to fail, as seems likely, the fi rm’s eventual costs for cleanup and compen-
sation will exceed US $43 billion. A complete archive of stories reporting the events of the BP oil 
disaster is available at  The Guardian ’s website ( The Guardian   2014 ). BP’s response to the 
Deepwater Horizon disaster, through all its vicissitudes, deserves condemnation on moral grounds 
and the punishment that it is currently receiving in the US courts of law. Had BP recognized the 
principle of “polluter pays” and institutionalized it within the fi rm’s corporate culture and risk 
management policies, they might have saved their investors billions in cleanup costs and penalties 
that one way or another eventually will be extracted from them, if they hope to continue operating 
in the USA. 
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Those that step forward and acknowledge their mistakes in good faith should be 
praised not for exemplary moral leadership, but simply for doing what every busi-
ness is required to do, consistent with sound business ethics. 

 A fi fth lesson concerns the intrinsic connection between environmental respon-
sibility and the struggle against corruption. The attempted cover-up of the Songhua 
River spill might have been dismissed out of hand had it not been for the  all-too- cozy 
relationship between local and regional offi cials, charged with enforcing China’s 
environmental protection laws and the businesses they were supposed to regulate. 
Negligence in the form of inspections only superfi cially undertaken, whose results 
were falsifi ed or simply ignored, could only encourage a false sense of security 
among plant managers, who wrongly assumed that their friendly ties with the regu-
lators would protect them in the event of an accident. Corruption is not simply an 
act of bribery, it is a form of spiritual pollution that lulls everyone involved into a 
false sense of security. Corruption will never prevent bad things from happening. 
On the contrary, corruption increases the likelihood that disasters will occur, for it 
fosters complacency and a cynicism about the need to be diligent in carrying out 
one’s responsibilities. If the inspectors can be bought off—so the cynic mistakenly 
assumes—there’s no need to worry about what might happen to the environment or 
whether one’s own career might be at risk if anything bad happens. In China, as 
elsewhere around the world, the struggle against corruption and the struggle for 
environmental protection are two sides of the same coin. 

 A fi nal lesson to be drawn from the Songhua River disaster and its aftermath is 
that, as hard as they are to achieve, good intentions are never enough. Even if all the 
parties involved had been virtuous—that is, sincere in their desire to the serve the 
people in and through their various responsibilities, honest in their dealings with 
one another, and genuinely committed to transparency and accountability—there is 
no guarantee that the explosion at the PetroChina Benzene Production Plant in Jilin 
would not have happened, and no guarantee that the resulting spill could have been 
quickly and effi ciently overcome. All the good intentions in the world are not likely 
to guarantee a positive outcome, if the accountability structures—the ways in which 
the various agencies of business and government interact and on how the fl ow of 
information among them is managed—are outmoded or seriously defi cient. Real 
change began to appear in the long-term rehabilitation of the Songhua River basin 
only after the accountability structures were updated and reformed, primarily with 
the administrative reorganization that transformed SEPA into an MEP exercising 
credible authority. A change of heart is always a necessary fi rst step, but the second 
step must involve a reexamination of organizational structures to remove whatever 
obstacles—so-called bottlenecks—preventing the agencies from fulfi lling their 
legitimate purposes. 

 What had begun as a public relations disaster for China, yet one more shameful 
incident highlighting the nation’s corruption and incompetence, was turned around, 
so that today an honest appraisal of the Songhua River disaster must acknowledge 
the progress that has been made in rehabilitating the river, and how that progress has 
been achieved, starting with the moral leadership shown by Premier Wen Jiabao and 
President Hu Jintao and following through with the determined efforts of Zhou 
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Shengxian at the MEP, as well as the rethinking of the CNPC’s commitments to 
“HSE”—health, safety, and environmental—programming. It would be nice to 
think that the lessons learned in the Songhua River disaster have carried over into 
the way PetroChina dealt with subsequent accidents involving signifi cant levels of 
water pollution. But such reassurance is not yet possible, given the company’s less 
than straightforward responses to the pipeline break that polluted the Chishui River 
in 2009 (Chao and Zhu  2010 ) and the pipeline explosions in 2010 at the port of 
Dalian at Xingang Harbor (Wong  2010 ). In both cases, alas, there were delays in 
making adequate information available to the public and charges of attempted 
cover-up. As the CNPC’s statement on “safety” insists, “high risks in oil industry 
mean that hard work has to be done to ensure safety,” and all surely would agree 
with that. What remains to be seen is whether PetroChina can truthfully claim, as it 
does in the sentence that follows, “Safety has become the core of our corporate 
culture.” Would that it were true.  

19.4     Ethical Refl ection 

 Let us begin our refl ections with the notion of a “silent stakeholder.” The term origi-
nated in the USA, partially in response to Rachel Carson’s groundbreaking effort to 
create an environmental movement,  Silent Spring  (Carson  1962 ). Springtime in the 
USA, like the months immediately following Chinese New Year, witnesses the 
reawakening of nature in all its blooming, buzzing confusion, when the earth is alive 
with the noisy exaltation of new birth. The prospect of a “silent” Spring is Carson’s 
image of an environment that is dying, from the self-infl icted wounds of a humanity 
that has grown heedless of its existential dependence upon nature. As the environ-
ment slowly dies from DDT and the other chemical pesticides and fertilizers that 
Carson lobbied so strenuously against, eventually springtime itself falls into silence. 
Once it was recognized—thanks to Carson and other environmental activists—that 
everyone, and not just governments, shared a serious obligation to preserve the life 
that sustains us all on this planet, the environment came to be regarded as “the silent 
stakeholder” as part of the ethical redescription of business’ managerial responsi-
bilities understood within the stakeholder theory. 

19.4.1     The Silent Stakeholder 

 The distinguished American philosopher, Robert C. Solomon, clarifi ed the signifi -
cance of the “silent stakeholder” for business ethics:

  Concern for the environment has become an inescapable concern for the free-enterprise 
system. Thirty years ago, it was at most a marginal aesthetic issue for most industries. 
Today it is or it should be part of every corporate mission. In current business ethics terms, 
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the environment has become a “stakeholder” in the corporation, one of the sources of 
obligation and responsibility. 

 The environment does not have a voice or a vote in running our society. It is not a 
stockholder and has no say in the running of our corporations. Nevertheless it provides the 
atmosphere, many of the resources, the very ground and climate within which all business 
and all human activity takes place. It is, therefore, the silent stakeholder of every corporation, 
or rather, the precondition for every corporation’s very existence. (Solomon  1997 : 264) 

 If Solomon is correct in regarding our natural environment as “the silent stakeholder 
in every corporation,” then the challenge for international business ethics is to deter-
mine how our responsibilities to this stakeholder are to be reconciled with all the 
other stakeholders who make legitimate claims—as we have seen in previous chap-
ters—upon the exercise of moral responsibility in business. 

 What once may have been regarded as the silence of this “silent stakeholder” 
appears to have been broken. The measurable collective impact of various forms of 
water and air pollution has been linked directly with the prospect for catastrophic 
climate change. Each new disturbance in “normal” weather patterns, each new dis-
ruption in the ecosystems supporting the plant and animal life upon which our own 
existence depends, must be regarded as signifi cant communication demanding a 
rethinking of our relationship to this most indispensable of all stakeholders. Business 
corporations, as well as governments, and all of us ignore nature’s distress signals 
at our own peril. The silence has been broken; the ultimate stakeholder has raised 
her voice in protest; now what must we do, in order to acknowledge our environ-
mental responsibilities and balance them with the concerns of our other 
stakeholders? 

 The Songhua River disaster, like the Bhopal explosion, and BP’s catastrophic oil 
spill in the Gulf of Mexico should teach all business managers that the silent stake-
holder cannot be ravaged without creating serious problems with all other stake-
holders. Toxic chemicals released into rivers, lakes, and the oceans negatively 
impact other industries, as well as farmers, fi sherfolk, and others whose livelihood 
depends upon the health and integrity of those waterways and their ecosystems. 
When the drinking water supply for major cities in the Songhua-Amur river basin 
was endangered by the CNPC explosion, China was faced with an international 
crisis, as dangerous as it was embarrassing. When the poor of Bhopal suffered loss 
of life and livelihood because of the Union Carbide disaster, the resulting legal 
struggle over liabilities has continued to dog the fi rm’s activities in India and that of 
its successor, Dow Chemical. When the Deepwater Horizon oil rig blew up in the 
Gulf of Mexico, BP was forced to pay unprecedented amounts in compensation to 
the businesses—tourism and fi shing, mostly—that were seriously damaged as the 
oil made its way to the shores of the Gulf states, Louisiana, Alabama, and Florida. 
Even if the ecosystems themselves stood by silently suffering these atrocities, there 
were other stakeholders determined to make the polluters pay, who had damaged 
them and the environments they depend on.  
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19.4.2     Management, Stewardship, and Sustainability 

 Situating management’s concern for the environment within the range of its respon-
sibilities for all other stakeholders, of course, implies that sound business ethics—
here as elsewhere—must steer a course between moral absolutism and ethical 
relativism. The claims of the “silent stakeholder” may be existential and ultimate, 
but they are not absolute. While some philosophers may object to the alleged 
“anthropocentrism” or “speciesism” suggested by that relatively modest claim 
(Stanford Encyclopedia)—as if nature as such had greater “intrinsic value” than any 
concern for humanity and its fl ourishing—we believe that an ethic of responsibility 
provides a far more realistic and effective approach, one that places the idea of envi-
ronmental “stewardship” or “sustainability” at the core of sound business practice. 
As every farmer knows, there is a signifi cant difference between cultivation and 
exploitation. Cultivation is a form of stewardship in which we seek to meet our own 
basic human needs while also taking care to preserve and enhance the environment 
which supports them. Cultivation seeks to be sustainable. Exploitation, by contrast, 
seeks an immediate payoff, heedless of the costs to others or to the degradation 
infl icted on the environment. Taken literally, as we have seen in previous chapters, 
profi t maximization is an unsustainable form of exploitation. While it offers no false 
guarantee regarding increased profi ts, cultivation gives us a reasonable chance to do 
well, while not destroying the very basis of our future prosperity. 

 Stewardship, then, consists in a moral vision, a general commitment to use the 
things of this earth—including our own intelligence and virtually limitless capacity 
for good work—in ways that enable all of us to fl ourish together. Stewardship 
embraces an attitude of cultivation 5  that progressively distances itself from exploita-
tion. Stewardship, unlike the utopian visions animating some environmentalists, 
carries no preference for preserving a pristine state of nature, as if the earth would 
be more perfect were humanity simply to disappear. Stewardship makes no roman-
tic distinction between nature and our actual environment, the result of millennia of 
human interactions, good and bad. It simply directs us to do the best we can with 
what we have been given acknowledging that whatever may have gone on before, 
ours is the task of managing wisely, preserving and enhancing the environment 
wherever and whenever possible, by seeking to achieve a harmony between human 

5   The prophets and sages of all the great religious and spiritual traditions have recognized that 
embracing an ethic of stewardship is impossible apart from the pursuit of wisdom. One such sage 
is Peter Maurin, who along with Dorothy Day founded the Catholic Worker Movement. Maurin’s 
 Easy Essays  (Maurin 2010) and other writings often note the proper relationship of “cultivation” 
with “cult” and “culture”—meaning the relationship of stewardship particularly in the form of 
agriculture, with religion and education (Zwick L. & M.  1996 ). The virtues necessary for sustain-
ing an ethic of stewardship, or the proper spirit of cultivation, must be grounded in the successful 
performance of the duties prescribed by cult and culture. Though Maurin was an Orthodox 
Catholic, his thoughts on cultivation, cult, and culture refl ect values enshrined in Confucian tradi-
tion as in, for example, Book IX on “The Conveyance of Rites” ( Li Yun : ), containing a 
description of the ideal commonwealth state ( dàtóng : ): “When the perfect order prevails, the 
world is like a home shared by all.” 
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fl ourishing and nature’s own continued good health. Stewardship presupposes that 
proper management is essential to achieving the good life as well as fulfi lling 
nature’s own destiny, insofar as that can be determined. 

 Wise management consists not in the relentless pursuit of short-term goals like 
profi t maximization, at the expense of all other values. As we have seen time and 
again in previous chapters, there’s nothing intrinsically wrong with trying to make 
a profi t. It all depends—to paraphrase Confucius (Analects 4: 5)—on the doing it in 
the right way, that is, in a way that is consistent with one’s ethical responsibilities. 
Identifying the environment as the “silent stakeholder,” therefore, does not cancel 
the rights and legitimate concerns of all other stakeholders. Management must still 
satisfy the legitimate expectations of the fi rm’s owners or investors, its employees, 
its suppliers, its customers, as well as the communities in which it operates and the 
government agencies that monitor its compliance with the law. But each of these 
now must be squared with another stakeholder’s concern, namely, our common 
existential need to sustain the natural environment without which no stakeholder’s 
interest is sustainable. 

 Inevitably, there will be trade-offs, as each stakeholder group must be persuaded 
by management to accommodate its expectations to the legitimate concerns of all 
other stakeholders, including especially the interests of the “silent stakeholder.” 
Scientifi cally based risk management practices, for example, impose additional 
costs, at least initially. Pollution control devices that monitor a plant’s discharge of 
waste water, or the effectiveness of its water treatment facilities, will cost money 
and may force investors to recalculate their anticipated returns. But recognizing 
these trade-offs and adjusting the fi rm’s forecasts are nothing new. If commodity 
prices change and key raw materials cost more or less than what had been assumed, 
adjustments will be made. If the results of collective bargaining with the employees 
require that wages be increased, adjustments will be made. Factoring in the costs of 
environmentally friendly policies and procedures may challenge management’s 
ingenuity, but the challenge is not essentially different from responding credibly to 
the concerns of all other stakeholders. Besides, reports on the adoption of environ-
mentally friendly or “green” technologies show that they yield many unexpected 
benefi ts and may end up paying for themselves. The case for embracing an ethic of 
stewardship is simply another chapter in the ongoing struggle to do well while 
doing good.  

19.4.3     Stewardship as Corporate Social Responsibility 

 Exercising moral leadership in business can be divided roughly into two great areas 
of responsibility, namely, those that are internal and external to a business’ ordinary 
and routine operations. This division may be regarded as the distinction between 
business ethics as such and corporate social responsibility (CSR). Basic business 
ethics follows directly from the fi rst principle governing the morality of all human 
activities: “Do No Harm (primum non nocere).” Corporate social responsibility 
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(CSR) refers to a business’ citizenship responsibilities, its share in our collective 
pursuit of the common good. Both areas must be honored in an ethic of stewardship 
or environmental responsibility. Because of the nature of the Songhua River catas-
trophe, our discussion emphasized the internal dimension, namely, a business’—in 
this case, CNPC’s—responsibility not only for cleaning up after any accidents 
caused by its routine operations but also for seeking ways to prevent or at least mini-
mize the risk of repeat occurrences in the future. If the principle of “Do No Harm” 
is fully embraced, a business’ strategic planning must address both of these con-
cerns, as part of the cost of staying in business. What, then, of the other dimension, 
the CSR dimension of an ethic of environmental responsibility? 

 CSR policies are meant to demonstrate the fi rm’s commitment to good citizen-
ship. It is committed to the common good, by contributing its fair share in taxes to 
support the operations of the government; by collaborating with government agen-
cies, civic groups, and nongovernmental organizations (NGOs) to formulate and 
implement policies that support a sustainable environment; and by offering its 
expertise and other resources to civic groups to help them defi ne and address local 
environmental problems more effectively. Such positive contributions qualify as 
examples of effective CSR programming when and if they are not directly related to 
the fi rm’s basic and routine business operations and when and if they are undertaken 
primarily as a demonstration of the fi rm’s concern to secure the good will of the 
local community. 6  One promising example is the leadership many businesses and 
institutions have shown in trying to understand their “carbon footprint,” that is, the 
ways in which their diverse activities may contribute positively or negatively to the 
sustainability of the environment. 

 Nothing is too trivial to be measured as part of the fi rm’s “carbon footprint,” 
including the management of food services and cafeterias for employees, whether 
composting solid wastes is part of their garbage disposal procedures, or, to cite 
another example, the use of renewable energy technologies—solar panels and wind 
turbines come to mind—to reduce the fi rm’s dependence on the region’s conven-
tional power grid whose consumption of fossil fuels, coal and oil, contributes sig-
nifi cantly to air and water pollution. Such activities may include an assessment of 
the transportation needs of employees and whether the fi rm can reduce its “carbon 
footprint” by encouraging employees to carpool and use public transportation or 
even bicycles, rather than assume that owning and using their own private automo-
bile is the only way to get to and from work each day. By the same token, a fi rm that 
is committed to environmental responsibility will likely assign staff to conduct 

6   The webpages of most corporations aspiring to global leadership in their industries, as CNPC 
clearly is in the energy industry, are fi lled with testimony to their CSR activities. As we have seen 
in Chap.  12 , it is surely legitimate for a business to demand an effective and effi cient use of the 
resources that it allocates for such activities; it is also understandable that they will weigh the 
strategic advantages of various programs in light of the fi rm’s core competencies and long-term 
business plan. Nevertheless, the desire to be of service to the community by contributing to the 
common good of all must be credible, transparent, and accountable to all stakeholders. CSR pro-
gramming should not be used to cover up the mistakes and other forms of wrongdoing for which 
the fi rm has been responsible. 
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ongoing research on new, energy-saving technologies or the programs promoting 
their use by government agencies and private foundations supporting the switch 
toward a sustainable environment. Participation in such programs may yield com-
petitive advantages, particularly to fi rms that are early adopters of the energy-saving 
innovations.  

19.4.4     Exercising the Principle of Subsidiarity 
in and for the Environment 

 For a fi rm to fi nd its own way of contributing to the common good, developing its 
own effective strategies for exercising environmental responsibility—from the per-
spective of international business ethics—conforms to the principle of subsidiarity 
that should govern all social interactions. First emergent in the tradition of Catholic 
social teaching, the principle of subsidiarity ostensibly sets a limit to the role of 
governments in achieving the common good. But there’s far more to it than that. 
Appeals to the principle of subsidiarity make it clear that individuals and groups at 
the local level bear their own responsibilities for the common good and should not 
wait passively for the government to intervene before playing their own part in 
achieving it. But if, as the principle suggests, everyone is generally responsible for 
the common good, how then are each of us to understand our specifi c responsibili-
ties for it? The danger is that if everyone is responsible for the common good in 
principle, no one in particular is likely to step forward fi rst. 

 The principle of subsidiarity does not offer a detailed blueprint for overcoming 
this problem. Instead, it encourages coordination and communication among indi-
viduals and groups. It invites us to create new and more effective levels of transpar-
ency and accountability in our mutual interactions. Governments will not necessarily 
retreat from the scene, as if their interventions were neither necessary nor welcome. 
On the contrary, governments will continue to intervene, but only in ways that 
enhance—rather than usurp or preempt—the participation of the individuals and 
local groups involved and in ways that provide genuine support and assistance, as 
the Latin root of “subsidiarity” implies. 

 The principle of subsidiarity affords us a way of analyzing what went wrong 
and—just as signifi cantly—what went right, for example, in China’s response to the 
Songhua River disaster. Businesses can learn to implement this principle, so that 
similar mistakes may be avoided and similar progress achieved. The chief lesson is 
the priority of local response to a disaster in the making. CNPC and local offi cials 
in Jilin were right to respond, without waiting for the central government to inter-
vene. They were wrong to try covering up the extent of the catastrophe. They needed 
the central government’s help, and the sooner, the better. Had they been able to 
coordinate and communicate more effectively, the disaster might have been miti-
gated in its initial stages. Once the central government got involved, things began to 
get better. A major international crisis with Russia was averted; the threat to water 
supplies downstream was mitigated, hesitantly, in the case of Harbin, but with 
increasing effectiveness at Khabarovsk and other points north; and international 
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agencies were allowed to participate in the long-term rehabilitation effort, involving 
the construction of new waste management facilities and other infrastructure 
improvements along the Songhua. 

 None of the successful efforts would have been possible without the intervention 
of China’s central government and top political leadership. What the principle of 
subsidiarity requires is that all such interventions be conceived and executed with 
the intent of empowering local communities to act more effectively in pursuit of the 
common good. The principle of subsidiarity, in principle, seeks to defi ne the politics 
of environmental responsibility beyond the sterile contrast between totalitarianism 
and laissez-faire liberalism. There is a role for strong government leadership, of 
course, but, it, too, must be understood as a form of stewardship. Stewardship, in the 
political arena, means empowering all other groups and individuals to exercise their 
own distinctive responsibilities for the common good.   

19.5     Conclusion 

 We have seen at least one observer characterize the Songhua River disaster as a 
“blessing in disguise.” In retrospect, this seems to be a fair and accurate verdict on 
it, since the responses of the various agents involved, after some initial hesitation, 
seem to represent a turning point in China’s determination to address its environ-
mental problems responsibly. Exercising environmental responsibility, as we have 
seen, is everyone’s business, but making progress in it may require all concerned to 
move beyond “business as usual” attitudes and practices. Undeniably, there has been 
a change at the CNPC and not just in its embrace of the rhetoric of CSR. There has 
also been a change in the central government’s approach, as indicated by the new 
mandate granted to the MEP recognizing the need for coordination among agencies, 
local, provincial, regional, national, and international, both public and private. 
Effective coordination, of course, cannot be achieved without real gains in transpar-
ency and accountability at all levels. The transformation apparently underway, we 
hope, is a sign that an ethic of stewardship with Chinese characteristics may emerge 
among China’s leaders in business, government, and its civic institutions.     
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    Chapter 20   
 Toward a New Paradigm of Business 
Economics       

20.1                 Prelude 

 Our concluding chapter focuses on the possibility of a new paradigm of economics, 
based on the systematic integration of the basic moral concerns identifi ed in the 
spiritual traditions of Asia adapted to the challenges of international business ethics. 
We believe that a convergence of insights from the traditions of virtue ethics, to 
which we have appealed in various ways throughout the chapters of this book, 
 provide the best chance of securing the ethical foundations for this new paradigm. 
What makes the paradigm new is that it seeks to overcome the sterile dichotomy 
that sees business exclusively in terms of profi t maximization and ethics exclusively 
in terms of punitive legal sanctions against irresponsible practices. The new para-
digm, in short, rejects the idea that business is simply war by other means. By 
 contrast, the new paradigm seeks to enlist the efforts of all stakeholders in the search 
for innovative ways to achieve our economic goals while enhancing the moral 
development of society as a whole. Our case study on the ACCU’s success in estab-
lishing credit unions in the Philippines gives us reasons to be cautiously optimistic 
about the actual effectiveness of businesses founded upon the premises of the new 
paradigm. The credit unions have demonstrated the practicality of microfi nance as 
offering a way out of grinding poverty and destitution. With every success, of 
course, comes new challenges, especially the need for ever-greater attention to busi-
ness ethics and managerial responsibility, as the credit unions have grown in the 
scope and scale of their activities. We believe that the business model developed by 
the ACCU credit unions is sustainable economically as well as ethically. They offer 
not just the Philippines but all of Asia a way forward toward successful business that 
is sustainable precisely because it strives to compete with integrity. They illuminate 
one important dimension of the new paradigm of business economics.  

 “If you want to become a top notch player, learn from the 
success of social businesses . ” (Stephan Rothlin) 
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20.2     Case Study: Credit Unions and Credit Cooperatives 
in the Philippines 

20.2.1     Abstract 

 Credit unions are microfi nance institutions aimed at “helping people to help 
 themselves.” Their small scale and their altruistic motivation make them a perfect 
tool for community development. After a general introduction to the cooperative 
model for fi nancing, the case study focuses on the Filipino experience. The reader 
is challenged to understand the dynamics of social networking underpinning suc-
cessful credit unions and to make suggestions to overcome the limits of inherited 
governance structures.  

20.2.2     Keywords 

 Credit unions, Credit cooperatives, Microfi nance, ACCU, NATCCO, PFCCO  

20.2.3     A Success Story in Plaridel 

 Nita Morequio is the chapter leader in Plaridel, Misamis Occidental Province, of the 
Paglaum Multi-Purpose Cooperative (PMPC). She’s been a member of PMPC for 
10 years, during which her life has taken an entirely new course. Nita remembers 
when she used to make 50 pesos a day by selling fi sh caught by her husband. “Then 
I got a loan for a pump-boat,” she recalls, “and now I have three pump-boats. I got 
a motorbike for my husband and have paid off the loan. Now I make enough money 
every day that I can afford to make my payments on the 100,000 pesos loan I got to 
build my new house. And now I have two kids and I can send them both to college” 
(Evie  2009 ). The websites of most Filipino cooperatives and credit unions feature 
success stories like that of Ms. Morequio. They have helped many people in various 
ways. The question, however, is whether and how the cooperatives and credit unions 
can play a role in Asian economic and social development. What is happening in 
the Philippines is a good example of both the promise and the pitfalls of such 
grassroots organizations. 

 Paglaum Multi-Purpose Cooperative (PMPC), to which Ms. Morequio belongs, 
is affi liated with the Association of Asian Cooperatives and Credit Unions (ACCU), 
the organization, you may recall from Chapter Two, that Andrew So helped estab-
lish more than 40 years ago. Mr. Gadwin E. Handumon founded PMPC in 1992 
with the mission of “giving hope to the seemingly hopeless.” In its 20 years of 
operation, it has seen its membership grow from 35 to 30,000 and its P2,000 initial 
capital increase to P100M (PMPC  2014 ). PMPC is active in multiple areas. It offers, 
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among other services, microfi nance tools to its members, training to indigenous 
farmers, and programs for the disabled. It also provides training and fi nancial 
 education to the villagers it serves. The coop has several chapters across Zamboanga 
del Norte and Misamis Occidental provinces, typically organized within the local 
“barangay”—a Filipino term for “village” that describes the basic unit of civic 
administration. Working within the barangays, PMPC has reached many 
Filipinos who otherwise might remain invisible to the prevailing system of 
commercial banking.  

20.2.4     Credit Unions and Cooperatives: An Innovation 
in Microfi nance? 

 The PMPC’s success is part of a much larger story that has been unfolding in many 
places for more than a century. Such credit unions and cooperatives are part of the 
development of a strategy for transforming social capital into the fi nancial resources 
needed to lift enterprising people out of poverty. “Microcredit, or microfi nance, is 
banking the unbankables, bringing credit, savings and other essential fi nancial 
 services within the reach of millions of people who are too poor to be served by 
regular banks, in most cases because they are unable to offer suffi cient collateral” 
(Van Maanen  2004 ). A professor at Chittagong University, Bangladesh, Mohammed 
Yunus proved to the world that even poor people are “bankable.” According to 
Yunus and the Grameen Bank that he founded to demonstrate this idea, the risk 
involved in making loans to the poor is no greater than making loans to the rich. The 
bank’s motto succinctly captures Yunus’ vision: “Empowering people. Changing 
lives. Innovating for the world’s poor.” Since its establishment in 1983, the Grameen 
story has raised interest in microfi nance on the global scene, thus meriting Yunus 
the Nobel Peace Prize for 2006 (Perkins  2008 ). 

 The basic principles animating microfi nance, however, are not especially new. 
Savings and credit groups based on mutualist ideas have existed for centuries all 
over the world. The Grameen Bank may have improved on these ideas, specifi cally 
by showing how loans can be managed by using the borrowers’ social networks as 
accountability structures. When these networks are managed properly, the risks 
involved in lending to the poor are signifi cantly reduced. Banks routinely face high 
agency costs in assessing the credit worthiness of individuals, verifying the success 
of their business plans, and collecting repayments. While these are compounded 
when the borrowers are poor, Grameen’s development of a joint liability strategy 
tends to minimize these costs not only for banks but also for borrowers (   Sengupta 
and Aubuchon  2008 ). 

 Credit unions and cooperatives are different from banks insofar as their clients—
savers as well as borrowers—are members of the organization and must contribute 
to its success. Their origin dates back to the 1800s in Europe. Hermann Schulze- 
Delitzsch and Friedrich Wilhelm Raiffeisen set up the fi rst genuine credit unions in 
order to support people affected by the famine of 1846–1847 (WOCCU  2012 ). 

20.2 Case Study: Credit Unions and Credit Cooperatives in the Philippines
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At that time, Raiffeisen was the mayor of a small town in Germany. Having 
 experienced poverty himself, he was determined to help citizens fi nd a way out of 
it. Raiffeisen turned fi rst to wealthy individuals, but he soon realized their philan-
thropy would provide only temporary relief. A sustainable solution, he believed, 
would only emerge from an act of social solidarity. Entrepreneurs had to join forces 
against the common crisis by working together to negotiate better prices and 
 maintain competitiveness. Raiffeisen described the peculiar nature of the unions 
saying: “Credit Unions must not confi ne themselves to granting loans. Their main 
objectives should be to control the use of money, and to improve the moral and 
physical values of people, and also, their will to act by themselves” (Mizis  2001 ). 

 The strength of his argument rested on the concept of “social capital,” in contrast 
to “fi nance capital.” Raiffeisen understood that, for those included in the circle of 
mutuality and trust, “social capital” is the key to acquiring access to fi nance capital. 
Those with the right “social capital” could get loans to fi nance their projects, 
because they were known to be credit worthy. Overcoming poverty meant expand-
ing the circle known to possess “social capital,” so that it could facilitate the fi nanc-
ing necessary to sustain enterprise development. Raiffeisen’s idea spread rapidly 
throughout Europe, where it was adapted to the needs of each country. At the dawn 
of the twentieth century, the cooperative phenomenon reached Canada and shortly 
after the USA. A Canadian citizen, Alphonse Desjardins, organized the fi rst credit 
union ( caisse populaire ) in Levis, Quebec, in response to social conditions similar 
to those that confronted Raiffeisen. Quebec’s economy was fl oundering, and people 
could not afford to borrow at the interest rates then on offer by commercial banks. 

 Reinforced by his initial success at Levis, Desjardins founded many other coop-
eratives throughout North America. His ideas infl uenced Edward E. Filene, a Boston 
Merchant, and Pierre Jay, the Massachusetts banking commissioner. Desjardins 
helped them to import the credit union model into Massachusetts (CNCUL  2015 ). 
Their efforts quickly attracted national attention. Soon after President Franklin 
D. Roosevelt approved the Federal Credit Union Act in 1934, the US Credit Union 
National Association (CUNA) was organized (DESCO  2012 ). CUNA helped 
 promote the model in developing countries through its World Extension Department. 
By the 1950s, credit unions had become accepted worldwide as a viable tool for 
community development (WOCCU  2012 ).  

20.2.5     How Credit Unions and Cooperatives Work 

 How the credit unions’ cooperative approach works is evident in the local success 
stories celebrated in the Philippines, such as that of the Tubao Credit Cooperative 
(TCC). In 1966, a missionary priest, Father Jaime Quatannens, founded this 
 organization in La Union Province, Philippines (DeLeon and Bitonio  2012 ). He had 
studied cooperativism in Europe and saw its potential for raising ordinary people 
from poverty. While the Tubao economy relied heavily on agriculture, the farmers 
were kept poor because of loan sharking and usury. Father Jaime formed a group of 
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39 people, who established the TCC with an initial capital of 314,000 pesos. At fi rst, 
membership was restricted to the inhabitants of Tubao. Subsequently, the TCC 
opened several branches in nearby villages and membership was extended to outsid-
ers. As of December 2011, the registered members were 25,392. The governance 
system evolved as the cooperative organized additional services to the community 
beyond fi nancial ones. Membership on the TCC’s board of directors expanded from 
5 to 11 in order to meet the needs arising from greater complexity. The board super-
vises the activity of the cooperative and works through committees structured to 
handle specifi c matters, such as credit evaluation. 

 Father Jaime instilled in the cooperative a strong sense of fraternity, based on 
shared religious convictions. Indeed, the TCC lists “Divine Guidance” as the fi rst 
factor explaining its success, understood as a concrete demonstration of the princi-
ples of “self-reliance,” true “Christian spirit,” and “apostolic sacrifi ce,” embraced by 
its members (DeLeon and Bitonio  2012 ). A deep sense of gratitude is evident from 
the testimonials of TCC clients like Florante Abad: “Words cannot express how 
grateful we are to the Tubao Credit Cooperative. The cooperative enabled us to 
fulfi ll our dreams in life of having a passenger jeep and a house, which we can call 
our own. From the amount of 125,000P as our initial loan, we bought a jeep, which 
is now earning more or less 1,000P a day. The following years, due to our prompt 
repayment, we were allowed to renew yearly so we had a total loan of 665,000P. Out 
of these loans we were able to construct a beautiful house and feel proud that out of 
the earnings of the jeep, we are able to send our children to private schools. We are 
able to pay monthly our loans because we don’t have any loans from other lending 
organizations, be it government or non-government, except the Tubao Credit 
Cooperative” (TCC  2009 ). Like the Morequio family in Plaridel, the Abads used 
loans from the TCC to begin or expand a local business, whose success eventually 
provided the resources for fulfi lling the family’s other aspirations. 

 Credit union supporters have identifi ed four determinants for their success: 
 services for lifetime asset growth, mixed outreach, savings mobilization, and a full 
service array of loan products (Branch and Evans  1999 ). Each of these relates to the 
fact that credit unions operate in local communities for the betterment of the com-
munity’s inhabitants. Every credit union is organized at the local level as a network 
of chapters or branches, each of which may be further subdivided into clusters. 
Chapter leaders and bookkeepers are elected democratically and report to higher 
levels in the cooperative (Diaz et al.  2011 ). Members must commit themselves to 
full repayment of the loans and will make themselves accountable to their peers in 
their cluster group. In case a group member fails in repaying the loan, the whole 
group will absorb the loss. While most loans are for relatively small amounts, some 
unions expand the capital needed to increase their membership by opening a line of 
credit at a commercial bank (Balkenhol  1999 ). Usually, credit unions require their 
members to be either employed or engaged in some economic activity. This reduces 
the risk of default. Diversity of membership also helps to spread the additional risks 
associated with calamities or cyclical downturns in local industries and the national 
economy (Branch and Evans  1999 ). 
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 Since its founding in 1971, the Association of Asian Confederation of Credit 
Unions (ACCU) has worked “in partnership with its members to strengthen and 
promote credit unions as effective instruments of socio-economic development of 
the people” (ACCU  2015 ). Such support includes the development of management 
tools that enable local credit unions to improve their social and economic perfor-
mance. Once such innovation is the ACCU’s certifi cation program qualifying the 
best cooperatives as “ACCESS Brand,” an acronym signifying “A-1 Competitive 
Choice for Excellence in Service and Soundness according to Global Standards.” 
Only cooperatives that demonstrate sustainable business practices along with a 
clear commitment to the solidarity principle are awarded this recognition 
(NATCCO  2015b ). 

 In order to promote ACCESS Brand certifi cation, ACCU provides its members 
with an assessment tool comprising 86 performance indicators in four areas: 
Finance, Learning & Growth, Customer-Member Processes, and Internal Business 
Processes. This measurement tool is known to standard businesses as the “Balance 
Scorecard.” The Balance Scorecard identifi es the links between fi nancial sustain-
ability and managerial practices, using both quantitative and qualitative measures. 
ACCU intends to raise the bar for the cooperatives’ operations by means of their 
professionalization, particularly in order to achieve fi nancial sustainability. Members 
can use the ACCESS Balance Scorecard to evaluate their performance, track 
improvements, and strive to achieve positive outcomes in all four areas. Once those 
are achieved, they will get their certifi cation (NATCCO  2015b ).  

20.2.6     Credit Unions in the Philippines 

 In spite of its early start, the history of the Filipino cooperative sector was not to be 
easy (SOEMCO  2012 ). The Philippine Credit Union League (PHILCUL), formed 
by merely 44 credit unions in 1960, had grown dramatically by 1965 to represent 
1/3 of all Filipino cooperatives when it became affi liated with CUNA (USAID). In 
1969, it also became a founding member of the World Council of Credit Unions 
(WOCCU) and joined ACCU 2 years later. When the Marcos regime issued its 
“Magna Carta of Social Justice and Economic Freedom,” Filipino cooperatives 
were offi cially recognized as a central element in the national development strategy. 
Nevertheless, when Martial Law was declared in 1972, the Filipino cooperative 
 sector came under government control. Following the Presidential Decree, 
“Strengthening the Cooperative Movement” (P.D.175), PHILCUL was shut down, 
and both the ACCU and WOCCU suspended their activities in the Philippines. With 
the end of the Martial Law period in 1982, PHILCUL, now reincorporated as 
PFCCO (Philippine Federation of Credit Cooperatives), once again took up its mis-
sion to “intensify and promote credit unions as helpful vehicles for community and 
economic development of people.” (PFCCO  2010 ). 

 Once the credit unions’ autonomy was restored, the need for tighter supervision 
became glaringly obvious. Many credit unions and cooperatives displayed poor 
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governance practices and had become overly reliant on governmental fi nancial 
stimuli for poverty reduction (Morales  2004 ). In order to address these problems, 
the Philippine government’s Cooperative Development Authority (CDA) estab-
lished the Philippine Cooperative Center (PCC) to regulate all Filipino cooperatives 
(Teodosio  2009 ). ACCU’s performance benchmarks for external and internal 
 governance provided the CDA a basis for new regulations (Salvosa  2007 ). The 
introduction of compulsory licensing by the CDA also decreased the number of 
cooperatives in many areas. In Bukidnon, for example, the number was cut down to 
700 in 1997, after it had expanded to 1,000 in 1995 thanks to incentives from the 
Land Bank, a government-owned bank that serves principally fi shermen and farm-
ers (Morales  2004 ). The CDA also introduced compulsory training programs 
designed to reduce mismanagement and criminal fraud. 

 The Tagum Cooperative provides a model of fi nancial management that has 
worked well. According to the Cooperative’s annual report, the total assets increased 
by P310 million in one short year, from 2010 to 2011. Further, it registered a 9.3 % 
rise in net surplus in a year and a half timespan, reaching P102.18 million in May 
2012. The surplus is used to fund the development of the cooperative and extension 
of its services. Newly elected cooperative chair Norma Pereyras attributes Tagum’s 
success to a substantial improvement in governance (Colina IV  2012 ). The coopera-
tive has also applied for ACCU’s ACCESS Brand certifi cation. Its multilayered 
auditing system is designed to elicit maximum trust and respect among the coopera-
tive’s members. Tagum avails of both an internal and an external auditing body. The 
double check is meant to guarantee the absence of any confl ict of interest. Pereyras 
has no doubt “that [fi nancial documents] should pass through stringent scrutiny” 
and sees achieving ISO standards like ACCESS Brand as a possible next step to 
reinforcing the strength of their commitment to full transparency and competitive 
management. ACCESS Brand is not just a certifi cation program but also a 
 management tool based on stakeholder theory. Fulfi lling each of the ACCESS Brand 
expectations requires the cooperative to focus in specifi c ways on its responsibilities 
to each of its stakeholder groups.  

20.2.7     Obstacles to Credit Union Development 

 In spite of its great promise, the credit cooperative model remains challenging to 
implement. Tagum and Paglaum should be regarded as bright lights contrasting 
with the shadows that linger elsewhere. Notwithstanding the increased oversight by 
CDA, problems of governance still hinder the development of credit unions. The 
ACCU estimates that the delinquency rate among Filipino cooperatives is the 
 highest in Asia. Half of the 300 cooperatives operating in the Cebu area, for example, 
are underperforming (Borromeo  2008 ). CDA Central Visayas Regional Director 
Marlene Estrella points to mismanagement as the main cause of their failure. 
Arsenio Pacana, former chairman of the City Council Committee on Cooperatives, 
agrees there is a link between loan defaults and budget problems. Managers in the 

20.2 Case Study: Credit Unions and Credit Cooperatives in the Philippines



448

cooperatives do not receive adequate training that will make them more effective 
in collecting repayments in full from their members (Borromeo  2008 ). 

 In a brainstorming session with NATCCO representatives, Tita Viesca from the 
Novaliches Development Cooperative (“NOVADECI”) tried to show how she tack-
les this vexing problem. Viesca insists on the business nature of the cooperatives, 
saying: “Friendship ends where business begins!” (NATCCO  2012 ). She stressed 
the need to be clear about the true meaning of “solidarity.” Making one’s payments 
in a timely manner, for example, is part of the rights and duties arising from the 
social contract underlying the cooperative model. A general manager remarked: 
“Old offi cials of the cooperative are high-risk, especially Directors and founders.” 
This is attributed to the fact that cooperatives cannot charge a fee for the defaults 
committed by their own employees. Indeed, Filipino law restricts government agen-
cies from deducting for private organizations (NATCCO  2012 ), thus leaving the 
credit unions with few options for collecting payments owed on loans made to their 
own offi cers and employees. This loophole leaves ample space for corruption, 
which can only be overcome with a strong commitment to the social contract 
implicit in a proper understanding of “solidarity.” 

 Nevertheless, the story of the Cordova Multipurpose Cooperative, also based in 
Cebu City, contains lessons on how to overcome such problems, despite the loop-
holes in the law and the underlying cultural obstacles. When Aurea de Ramayo 
became general manager in 1987, the Cordova coop was on the edge of failure. “I’ve 
seen a dying co-op,” explains Aurea, “the co-op would have been closed because of 
net loss and mismanagement.” Then, “they asked me to take over as a volunteer 
manager. I said yes” (International Dispatch  2011 ). De Ramayo fi rst assembled a 
team committed to saving the cooperative. Then she persuaded them to pay back all 
the coop’s debts to outside fi nancial institutions—debts that had masked the coop’s 
problems by creating the illusion of liquidity. At that point, Cordova was left with a 
mere P300 operating capital and no physical assets to dispose of. So Aurea appealed 
to the community’s sense of solidarity: “We began caroling door-to-door to our 
members, asking for deposits, for loan repayments and for support.” The rescue 
team collected 3,000 pesos in 7 days. Members agreed to pay back one peso on each 
old loan every day, two for a new loan. As the delinquency rate was reduced from a 
catastrophic 95 % to a worrisome but manageable 40 %, the capital available for 
new loans and other activities gradually increased. The Cordova coop was saved. 
Today, it has over 900 members and is considered a model in the Cebu area. 
However, de Ramayo believes there is room for improvement. Her current priority 
is to reduce further the delinquency rate to 10 % (International Dispatch  2011 ). 
What do you think of her response to the crisis that faced the cooperative? Do you 
think her success in saving it can be replicated elsewhere? 

 The Cordova case suggests how mutual help and solidarity can enhance the 
power of standard turnaround measures. Aurea started by reducing the coop’s debts, 
an essential move to get back full control and independence. She fi rst assessed the 
situation and put together a task force to deal with the problem. She created a sense 
of urgency and hope at the same time. The door-to-door collection week served as a 
memorable episode in the cooperative’s history and laid the groundwork for a new 
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culture of accountability. This made possible an organizational change that was 
accepted as necessary by all members of the cooperative. The members’ trust and 
mutual support enabled the effective defi nition and implementation of a strategy to 
regain competitiveness. As she had in reducing the delinquency rate on loans, Aurea 
set out concrete and measurable targets for achieving other goals. All of these 
 correspond to the steps indicated by leading consultants for successful business 
turnarounds (Treace  2012 ). 

 In light of what we’ve seen in these stories from the Philippines, formal educa-
tion and managerial training for cooperative members and employees are urgently 
needed. Nevertheless, their extent has to be complemented by the strong commit-
ment of the cooperatives’ member to work together and stay loyal to each other. As 
Michael Rama, Mayor of Cebu, urged all offi cials celebrating “Cooperative Month” 
in October 2008, “United we stand, divided we fall” (Borromeo  2008 ). There’s no 
better formula for a successful cooperative, so long as it is understood that such 
unity inevitably entails a commitment to mutual accountability.  

20.2.8     Summary 

 Credit unions and credit cooperatives are microfi nance institutions aiming at com-
munity development. Although of European origin, they’ve enjoyed substantial 
popularity all over the world thanks to their adaptability to local systems and folk-
ways. What, in your opinion, are the main professional and ethical challenges 
involved in managing a cooperative? How do you think they vary from one culture 
to another? 

 The early adoption of the credit union model in the Philippines, for example, has 
delivered mixed results. On the one hand, successful cooperatives provide us with 
stories of hope and change. The principle of empowerment has worked well, for 
example, in the cases of Nita Morequio and Florante Abad. They can now send their 
children to college, which would have been unthinkable until they joined their coop-
eratives. Do you believe empowerment can expand people’s life horizons, besides 
enhancing their economic stability? What incentives do people have to pay back 
their loans? How far should credit unions rely on gratitude as an incentive? What 
else, if anything, may be needed? 

 On the other hand, many attempts at implementing the credit union model have 
failed because of fi nancial mismanagement. In order to address the issue of poor 
governance, the Cooperative Development Authority (CDA) in the Philippines, 
since the 1990s, has tried to foster the professionalization of cooperatives through 
regulatory reform and compulsory training. Do you think these will be suffi cient to 
improve the overall performance of this sector? How would you interpret the eco-
nomic signifi cance of Mayor Rama’s call for solidarity? What concrete steps can be 
taken to help the credit unions and cooperatives implement standard practices of 
good business management? Are there useful lessons to be learned from the Cordova 
cooperative turnaround?   
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20.3     Case Study Discussion 

 What kind of a business is a credit cooperative or union? What are its goals and how 
does it work to achieve them? Does it intend to make a profi t? If so, how does it 
differ from other profi t-making enterprises? If not, what are appropriate bench-
marks for measuring its success or failure? Remember Peter Drucker on the role of 
profi t in business: while it is not the purpose of a business, it is an important mea-
sure of business success or failure. Profi t is simply a way of keeping score. Owners 
and investors pay close attention to a business’ quarterly reports, because they must 
know the score if they are to make prudent investment decisions. What about not-
for- profi t organizations? They, too, must keep score. Their performance must also 
be measured so that their investors—call them “donors”—can make prudent deci-
sions about which organizations to support, with what purposes in mind. 

 If we ask whether credit cooperatives and unions are for-profi t or not-for-profi t, 
the answer may not be so obvious once we get into the details, and in any case—if 
Drucker’s understanding of profi t is correct—it may not be particularly signifi cant. 
Yunus, for example, insisted that social businesses should be not-for-profi t. But 
many microfi nance institutions, like credit cooperatives and unions, often pay divi-
dends to their members, in proportion to the savings or other funds they have con-
tributed to the coop. The coop’s ability to pay dividends, of course, depends on how 
well it has managed the loans and other fi nancial services that it provides to its 
members. Were no dividends to be paid out, it might indicate that the organization 
was failing. On the other hand, it might mean that the surplus revenues earned in the 
last reporting period have been reinvested in the coop in order to expand its activi-
ties and thus fulfi ll its mission more effectively, that is, by lessening the need to 
borrow funds (and pay interest on loans) from banks or other outside institutions. 

 The purpose of the credit cooperative or union is to serve its members, as 
Raiffeisen declared, by controlling “the use of money, and [improving] the moral 
and physical values of people, and also, their will to act by themselves.” Such a 
purpose is broader than that of banks that expect to make money by providing 
 fi nancial services to customers willing and able to pay for them. Controlling the 
credit cooperative members’ “use of money” involves not simply making loans to 
people who have suffi cient “social capital” to demonstrate their credit worthiness. It 
also entails educating people to the importance of savings and helping them to 
achieve the level of self-discipline required to pay back their loans according to a 
schedule mutually agreed upon. It requires cultivating relationships among mem-
bers, who must hold each other mutually accountable through social networks 
related to the coop and its activities. Only then will the credit cooperative have 
assisted its  members by “[improving their] moral and physical values, and also, 
their will to act by themselves.” Access to fi nance capital, and a growing capacity to 
manage it well, is indispensable for achieving the freedom or autonomy “to act by 
themselves,” no longer at the mercy of their impoverished circumstances and their 
unsatisfi ed desires. 
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 The credit cooperative or union, then, must measure its successes comprehen-
sively in terms of the actual empowerment that its members experience in using 
money wisely to take control of their own lives. Of course, once the members of a 
coop grasp the possibility of genuine freedom, they must also learn to exercise it 
responsibly. The moral challenges involved in managing a credit cooperative or 
union are not simply focused on ensuring that its members will repay their loans in 
a timely manner, they also demand that the coop enhance and preserve the integrity 
of its own internal accountability procedures and structures. With the possibility of 
freedom comes the likelihood not just of success but also of moral failure, one form 
or another of a betrayal of the trust inherent in the acceptance of managerial respon-
sibility. Such betrayals, as we have learned from our case study, are just as likely to 
occur in not-for-profi t organizations as they are in other businesses. They may actu-
ally be more likely to occur in these, since a business’ owners and investors may be 
more alert to the possibilities for fraud, theft, embezzlement, and other fi nancial 
crimes than are a coop’s donors and members. 

 The struggle against corruption is not a peripheral issue in credit cooperatives 
and unions. Even coops praised for their sound management practices may fi nd 
themselves victimized by a murky combination of poor record keeping, reluctance 
to investigate irregularities, and misplaced trust in its offi cers and managers. In June 
2012, for example, ANTRECCO—the Agusan del Norte Teachers, Retirees, 
Employees and Community Cooperative, in Butuan City—became embroiled in a 
dispute with its former cashier, after an audit revealed that P2.6 million pesos was 
missing and apparently stolen by him (Samonte  2012a ). Though the funds had been 
missing since September 2011, formal action against the cashier was only taken 
9 months later, culminating in his dismissal for “breach of trust” after a formal 
investigation authorized by ANTRECCO’s board of directors (Samonte  2012b ). 
Though the cashier refused to fi le a report accounting for the missing funds, his 
termination of employment appears to have been the end of the incident, which, of 
course, was highly embarrassing since the coop previously had applied for the 
ACCU’s ACCESS Brand certifi cation and had been regarded as exceptionally well 
managed. As we learned from other reports alleging delinquencies in loan repay-
ments and management irregularities among Philippine credit cooperatives, creat-
ing the kind of accountability structures that will enable a coop to fulfi ll its mission 
may require a long-term process of cultural transformation that will go well beyond 
implementing the theories and models that have been successful elsewhere. If the 
credit union movement is to fulfi ll its promise in the Philippines, those involved as 
either members or managers will have to acknowledge the moral signifi cance of 
“solidarity.” 

 Those who have struggled with the challenges of economic and social develop-
ment will be the fi rst to admit that there’s no magic formula for guaranteeing 
 “solidarity,” particularly its active contribution to the common good. The word itself 
suggests a “union or fellowship arising from common responsibilities and interests, 
as between members of a group or between classes or peoples” ( Dictionary.com  
 2014 ). Fellowship, like friendship and other social bonds developed outside one’s 
immediate family, is inherently good, but it can also become morally ambivalent 
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when the “common responsibilities and interests” are too narrowly conceived. The 
proverbial “honor among thieves” acknowledges that solidarity exists among 
 predators, who may protect each other’s interests, while scheming to victimize 
 others. Such antisocial solidarity, when it achieves suffi cient strength, is capable of 
corrupting all other groups, by undermining the rule of law and other instruments of 
public morality. Genuine solidarity—that is, a form of solidarity that actually 
 promotes participation in the common good—must be based on more than a com-
mon interest in protecting members of the group from outsiders. Genuine solidarity 
seeks to achieve a higher goal transcending personal loyalties. It is incompatible 
with any “Code of Silence” that would shield group members from the conse-
quences of their actions, ranging from sheer incompetence and the commission of 
honest but costly mistakes to crimes deliberately meant to breach the trust that has 
been invested in them. Transparency and accountability must be achieved at all 
levels of the organization, with the activities of no individual or group exempt from 
proper review and public scrutiny. 

 For credit cooperatives and unions to succeed in their noble purpose, their mem-
bers must learn to distinguish between morbid and healthy forms of solidarity, 
between corruption and integrity in the management of their business affairs, and 
between fake and genuine expressions of moral leadership. The challenges described 
in our case study tend to focus attention on a serious problem: With the many advan-
tages marking the birth of the movement of the coop in the Philippines, why have so 
many of these institutions failed? Why has there been so much delinquency at all 
levels of accountability? Why have too many borrowers felt no moral obligation to 
pay back their loans, in full, in a timely manner? Why have too many coop manag-
ers succumbed to the temptation to steal—or otherwise misallocate funds—from 
the organizations entrusted to them? No doubt, there are complex cultural analyses 
that might help explain away these failures—the lingering but no less lethal effects 
of colonialism and neocolonialism, the mutually reinforcing tendencies of idealism 
and cynicism, and the sheer inertia of traditional cultures whose persistent infl uence 
has slowed the development not only of Philippine national identity but also of any 
loyalty higher than nationalism. But the bottom line is that, however illuminating 
such theories may be, the challenge remains one of basic moral education, particu-
larly in shaping the professionalization of cooperative management. 

 The lessons to be drawn from our case study, then, should highlight the efforts of 
those within the credit union movement who continue to struggle to defi ne and 
implement appropriate standards of mutual accountability, among members and 
managers alike. The unfl agging efforts of the ACCU, working closely with the 
Philippine government’s Cooperative Development Authority (CDA), are designed 
to improve the coop’s internal governance procedures. They provide especially 
 welcome support and accountability through licensing, certifi cation, and training 
programs. The CDA’s statement of the “Core Values” (CDA  2014b ) that ought to 
animate the Philippine cooperative movement— Excellence  (“Giving one’s best 
 performance and achieving the desired outcome through effective and effi cient 
management of resources”),  Commitment  (“High dedication and proactive involvement 
in the realization of the Agency’s mandate”),  Integrity  (“Maintain personal conduct, 
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beyond reproach”), and  Teamwork  (“Working collectively and harmoniously to 
achieve synergy in an environment conducive to the achievement of organizational 
goals”)—is certainly commendable. As is the CDA’s “Performance Pledge” (CDA 
 2014c ), establishing specifi c expectations for evaluating its own operations also 
provides a model of transparency and accountability for its member coops. 

 Finally, the CDA provides a useful analysis of the causes for failure among 
Philippine coops, 1  supporting the conclusion that “the fundamental cause of failure 
in a cooperative enterprise is the lack of proper understanding of the principles and 
true aims of cooperative associations, and the non-adherence to them in the actual 
operation of cooperative enterprises” (CDA  2014a ). Our case study suggests that 
the CDA’s list of specifi c problems in “the early cooperatives” is not merely of his-
torical interest. They identify chronic challenges that even today stand in the way 
toward the full realization of the Philippine coop movement’s admirable goals. 
These challenges suggest that the training programs and other services offered by 
the CDA must include innovative efforts in basic moral education that would address 
the movement’s desire to empower people for personal and social responsibility.  

20.4     Ethical Refl ection 

 Our case study often suggested the infl uence of Roman Catholicism on the develop-
ment of credit cooperatives and unions in the Philippines. The Tubao Credit Union 
(TCC), as we learned, for example, was founded by Father Jaime Quatannens, a 
missionary priest who instilled in the cooperative a strong sense of fraternity, based 
on shared religious convictions. The specifi c inspiration animating the TCC was 
evident in its testimony acknowledging “Divine Guidance” as the primary explana-
tion for its success—expressed in the coop’s commitment to the principles of 
 “self- reliance,” true “Christian spirit,” and “apostolic sacrifi ce.” Such appeals to 
Catholic faith and practice are not at all unusual in the Philippines, which is far and 
away the most Catholic country in Asia, measured in terms of religious affi liation 
(Religion Facts  2014 ). Since the ACCU—which helped develop the credit union 
movement in the Philippines—was itself established by lay Catholic leaders in 

1   The CDA’s historical overview lists thirteen different reasons for the failures of “early coopera-
tives in the Philippines”: “Incompetent management; Lack of proper understanding of the princi-
ples, practices true aims, and purposes of cooperative associations; Improper use of credits by the 
borrowers who, instead of using money borrowed for production, spent it for fi estas or luxuries; 
Defective securities; Political interference particularly in the collection of overdue accounts; Lack 
of compensation of offi cers; Inadequate character and moral responsibility in handling the other 
fellow’s money; Lack of adequate safeguard against unscrupulous offi cers who took advantage of 
their position to grant loans to themselves and their compadres which later proved disastrous to the 
system; The dominance of the individualistic attitude instead of the spirit of cooperation among the 
people; Inability of cooperatives to secure adequate capital; Their dependence on alien suppliers 
and distributors; Ineffectiveness of the government and promotion of cooperative organizations; 
Inadequate marketing facilities” (CDA  2014a ). 
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Asia, understanding how and why Catholicism became so closely identifi ed with 
co-ops may provide additional resources for improving their performance. What 
is the signifi cance, then, of credit cooperatives and unions in Catholic social 
teaching (CST)? 

 At other points in this book, we have mentioned CST in passing, usually in order 
to establish convergences between European ethical traditions and Chinese moral 
philosophy. We have seen that through Aristotle and Confucius, they share many 
insights into the nature of virtue ethics, as well as a social vision that honors the 
pursuit of the common good. We have seen that CST supports a robust understand-
ing of universal human rights while also resisting any temptation to consider these 
in the abstract as absolute entitlements. Like Confucian and other forms of Asian 
moral wisdom, CST emphasizes a strict correlation of rights and duties or responsi-
bilities that refl ect a broader vision of the meaning of human life and happiness. 
Like these other Asian traditions, CST claims that its vision is grounded objectively 
and normatively in human nature; unlike them, it understands human nature as 
“made to the image and likeness of God” (Genesis 1:26). Despite differences in 
metaphysics concerning the reality of God, or the Great Ultimate, Catholic social 
teaching demonstrates close convergences with the ethical practices that constitute 
the proper way ( Dào : ) for human beings to achieve their purpose in life. 

20.4.1     Human Dignity and Solidarity: Core Concepts 
in Catholic Social Teaching 

 There are two key themes in CST that refl ect the practical implications of its moral 
vision of humanity created as “the image of God,” namely, human dignity and soli-
darity. Human dignity is inherent in human nature, understood as our natural or 
God-given capacity to act rationally, or with purpose, consistent with the conscience 
or “heart” instilled in us by the Creator. Though the capacity for moral agency or 
responsibility symbolized as “the image of God” can be corrupted and distorted 
through evil acts—which are usually self-destructive as well as harmful to others—
it can never be destroyed. Human dignity must be respected by all, including any 
governments that people choose to form, as an expression of their solidarity—and 
thus mutual accountability—to one another. Human dignity thus may be developed 
and perfected through collective action, but it is not bestowed or established through 
the decrees or policies of any state. All legitimate governments rest upon the con-
sent of the governed. 

 Given these assumptions, the state may assist the development and perfection of 
individuals and groups while respecting the limits of its own role in their activities. 
While natural associations, starting with the family, are the primary expressions of 
human dignity and solidarity—and thus a direct manifestation of “the image of 
God” in humanity—they are not established by the decrees of the state. The state’s 
role is to assist the development of these natural associations through appropriate 
regulation, and not to usurp or suppress their proper activity. This is the meaning 
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of CST’s “principle of subsidiarity” which seeks to promote the common good 
 pursued in regimes of ordered liberty, which stand equally opposed to both totali-
tarianism and libertarianism. The fault in these failed ideologies, according to CST, 
is both theoretical and practical: theoretical, insofar as both presuppose an atheistic 
view of humanity that is incompatible with a proper understanding of human 
 dignity, and practical, insofar as neither understands or respects the natural 
bonds of solidarity that people exercise through the establishment of free and 
responsible institutions. 

 The common good, like the related terms “justice” and “social harmony,” is vul-
nerable to misunderstanding, if not deliberate co-optation, when it is detached from 
a proper anchoring in human dignity, solidarity, and subsidiarity. CST describes the 
common good as “the sum of those conditions of social life which allow social 
groups and their individual members relatively thorough and ready access to their 
own fulfi llment” (Vatican II  1965 . Par. 26). The practical import of this abstract 
formulation immediately follows: “Every social group must take account of the 
needs and legitimate aspirations of other groups, and even of the general welfare of 
the entire human family.” The common good cannot be truly common, if my pursuit 
of it prevents others also from pursuing it. In other words, the common good is 
incompatible with all forms of zero-sum thinking and acting. Governing society in 
accordance with the principle of subsidiarity means using the power of the state to 
empower social participation by creating “win-win” situations enabling all groups 
to fl ourish. While “social justice”—a commitment long honored by CST—may 
“demand from each individual all that is necessary for the common good” (   Pius XI 
 1937 : Par. 51), a proper understanding of human dignity and solidarity also demands 
that appeals to the common good not be used to justify suppressing any legitimate 
human rights or usurping any legitimate individual responsibilities. 2   

2   CST’s understanding of the common good thus must be distinguished from the moral visions 
proposed by either utilitarianism or Kantianism. As is often pointed out in philosophical discus-
sions of the basic utilitarian principle, “The greatest good for the greatest number,” there is no limit 
to the sacrifi ces that the state may impose on individuals provided that the benefi t to society as a 
whole is maximized. Similarly, Kantianism’s categorical imperative, “Treat persons as ends and 
never as means only,” tends to absolutize human rights insofar as it lacks a systematic answer to 
the problem that inevitably occurs when one right confl icts with another, within either an individ-
ual person’s conscience or society as a whole. Both utilitarianism and Kantianism, standing alone, 
therefore tend to exacerbate zero-sum thinking in ethics, that is, by emphasizing moral dilemmas 
and quandaries. Such might be approached more effectively by focusing on the common good and 
practicing the principle of subsidiarity. Throughout this book, whenever conventional appeals to 
utilitarian and Kantian ethical principles have been discussed, we have noted how and why an 
exclusive appeal to one or the other system yields less than satisfactory results and have favored 
the so-called “mixed” deontological approach identifi ed with “justice” in applied moral philoso-
phy. This approach is adequate for responding to the kinds of challenges described in our case 
studies, provided that it is animated by a robust commitment to the common good. Best practice, 
however, requires that the pursuit of the common good be informed by a serious commitment to 
the cultivation of the moral virtues shared by CST along with Confucian moral philosophy and 
most other traditions of moral wisdom grounded in spirituality. 
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20.4.2     The Common Good and the Cultivation of Moral Virtue 

 In order for individuals to contribute to the common good, their exercise of moral 
responsibility must be informed by an ongoing effort to cultivate the moral virtues. 
CST presupposes the morality enshrined in the “perennial philosophy” emerging 
from Hellenistic Antiquity in the schools of Plato, Aristotle, and the Stoics that 
focused on the importance of the so-called cardinal virtues of “prudence,” “justice,” 
“fortitude,” and “temperance.” The exposition of these virtues in Chapter Two pre-
supposes the understanding of them outlined in  The Catechism of the Catholic 
Church ,    3  where they serve as the moral basis for envisioning the common good and 
seeking to organize society consistent with it. Above all, the pursuit of the common 
good requires the virtue of “prudence,” since moral discernment is indispensable for 
identifying and enhancing those social conditions that are genuinely “win-win,” 
thus enabling human beings to fulfi ll their purpose, individually and collectively. 
The catechism identifi es the common good’s “three essential elements”: fi rst, 
“respect for the person as such,” which means “respect for fundamental and inalien-
able rights…[especially] the right to act according to a sound norm of conscience 
and to safeguard…privacy, and rightful freedom also in matters of religion”; sec-
ond, “the social well-being and development of the group itself” in which the 
 governing “authority… should make accessible to each what is needed to lead a 
truly human life: food, clothing, health, work, education and culture, suitable infor-
mation, the right to establish a family, and so on”; and third, “peace, that is, the 
stability and security of a just order” whose “complete realization” occurs in the 
establishment of “political community”—“It is the role of the state to defend and 
promote the common good of civil society, its citizens, and intermediate bodies.” 
The order envisioned as the common good, fi nally, “must be subordinate to the 
order of persons, and not the other way around. This order is founded on truth, built 
up in justice, and animated by love” (Libreria Editrice Vaticana  2003 : Par. 
1905–1912). 

 The interrelated concepts of human dignity, solidarity, the common good, and 
the principle of subsidiarity thus may be understood as presenting CST’s version of 
the ideal commonwealth or Grand Union ( dàtóng : ) presented, as we saw in 
Chapter Two, in the  Lǐ Yun  ( ) section of  The Record of Rites  ( Lǐjì : ). While 
CST’s vision of the common good is convergent with the Confucian ideal 

3   The cardinal virtues are introduced in “Part Three: Life in Christ” in “Section One: Man’s 
Vocation Life in the Spirit.” Article Seven in Chapter One on “The Dignity of the Human Person” 
identifi es them as “The Human Virtues” to distinguish them from “The Theological Virtues”—
“Faith,” “Hope,” and “Charity”—which the Catholic Church regards as having God “for their 
origin, motive, and object” (Libreria Editrice Vaticana  2003 : Par. 1812). The human virtues, by 
contrast, “are acquired by human effort.” They are described as “fi rm attitudes, stable dispositions, 
habitual perfections of intellect and will that govern our actions, order our passions, and guide our 
conduct according to reason and faith. They make possible ease, self-mastery, and joy in leading a 
morally good life. the virtuous man is he who freely practices the good” (Libreria Editrice Vaticana 
 2003 : Par. 1804). The cardinal virtues are those around which all other virtues are grouped. Similar 
to the virtues characteristic of a Confucian jūnzǐ ( ), they play a “pivotal role” in becoming an 
“exemplary person” capable of moral leadership. 
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 commonwealth, CST tends to emphasize the moral principles involved, while the 
Confucian  dàtóng  ( ) vividly describes the social consequences of living virtu-
ously. We believe that Andrew So has been right to sense the convergences between 
the two perspectives and to seek to harmonize them in his own career of public 
service in Hong Kong. His commitment to the ACCU’s pioneering work in promot-
ing cooperatives and credit unions throughout East Asia witnesses to the ongoing 
power of this vision, at once truly Chinese and authentically Catholic. 

 Organizing credit unions is an important, if not indispensable, element in real-
izing the common good in today’s world. The common good can no longer be 
understood as exclusively the responsibility of the state. Even if the state had the 
power to do so, it cannot unilaterally impose its own version of the common good 
without violating the principle of subsidiarity. If the common good is the goal of 
political community, broadly understood, the principle of subsidiarity indicates the 
appropriate means for pursuing it. Cooperatives and credit unions are a very useful 
example of the principle of subsidiarity in action, since they are voluntary associa-
tions, usually NGOs, that attempt to capitalize local resources necessary for real 
improvements in the lives of their members. In order to fulfi ll their mission, such 
co-ops must do things differently from the conventional practices of either busi-
nesses or governments. While they may require economic support in the form of 
loans from commercial banks or political support in the form of government regula-
tion, the effectiveness of the co-ops depends on their capacity for identifying and 
developing “social capital” in the communities they serve. Their mission refl ects the 
principle of subsidiarity, insofar as they are both rooted in natural associations at the 
local level and yet assisted through the proper mediation of larger economic and 
political institutions.  

20.4.3     Credit Unions and the Creation of “Social Capital” 

 CST has long understood the importance of such voluntary associations and their 
crucial role in the formation of the “social capital” indispensable for economic and 
social development. The practical proposals advanced by CST begin with  Rerum 
novarum ’s advocacy of “workingmen’s unions” (Leo XIII  1891 : Par. 48–51). As 
CST developed,  Quadragesimo anno  appealed to Pope Leo’s perspective in order to 
offer constructive criticism 4  of Italy’s experiment in a state-sponsored “system of 
syndicates and corporations” (Pius XI  1931 : 91–97). Later on,  Mater et magistra  
endorsed the establishment of “cooperative associations” (John XXIII  1961 : Par. 84), 
urging their development specifi cally among “farm workers [in order] to benefi t 
   from scientifi c and technical methods of production and protect the prices of their 
products” (Par. 146). In his encyclical letter  Centesimus annus  commemorating 
the 100th anniversary of  Rerum novarum , Pope John Paul II reiterated CST’s 

4   Note that this criticism exemplifi es the principle of subsidiarity just enunciated (Par. 79–80). 
Explain the context in Pius XI’s growing awareness of the serious defects in the ideology and 
practice of Italian Fascism. 
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understanding of the “natural human right to form private associations.” Those who 
participate in such efforts “represent  a great movement for the defence of the human 
person  and the safeguarding of human dignity” (John Paul II  1991 : Par. 3). They 
have “made a notable contribution in establishing producers’, consumers’ and credit 
cooperatives, in promoting general education and professional training, in experi-
menting with various forms of participation in the life of the work-place and in the 
life of society in general” (John Paul II  1991 : Par. 16). 

 Not until Pope Benedict XVI issued  Caritas in veritate  (Benedict XVI  2009 ) do 
we fi nd the exercise of the right to form private associations like co-ops described 
in terms of social capital and its development. At fi rst, Benedict mentions the loss 
of social capital that was exacerbated, though hardly initiated, by the fi nancial col-
lapse of 2007–2008. He observes that “the systemic increase of social inequality” 
undermines “social cohesion,” thus “placing democracy at risk” while also under-
mining the economy “through the progressive erosion of ‘social capital’: the 
 network of relationships of trust, dependability, and respect for rules, all of which 
are indispensable for any form of civil coexistence” (Benedict XVI  2009 : 32). The 
breach of trust involved in the collective default of public morality marked by the 
fi nancial collapse demonstrated that “if the market is governed solely by the prin-
ciple of the equivalence in value of exchanged goods, it cannot produce the social 
cohesion that it requires in order to function well.  Without internal forms of solidar-
ity and mutual trust, the market cannot completely fulfi l its proper economic 
 function . And today it is this trust which has ceased to exist, and the loss of trust is 
a grave loss” (Benedict XVI  2009 : Par. 35). Since social capital has been squan-
dered—in addition to the widely acknowledged losses of fi nance capital—how can 
it be restored or renewed?  

20.4.4     Toward a Business Economy Based on “Mutualist 
Principles” 

 Pope Benedict’s answer was built upon the work of his predecessors who advanced 
proposals for promoting “private associations.” Pope John Paul II, in particular, 
urged an understanding of social reality as “a system with three subjects: the mar-
ket, the State, and civil society” in which civil society is “the most natural setting for 
an  economy of gratuitousness  and fraternity”—in other words, the most natural 
 setting for the development of social capital:

  Today we can say that economic life must be understood as a multi-layered phenomenon: 
in every one of these layers, to varying degrees and in ways specifi cally suited to each, the 
aspect of fraternal reciprocity must be present. In the global era, economic activity cannot 
prescind from gratuitousness, which fosters and disseminates solidarity and responsibility 
for justice and the common good among the different economic players. It is clearly a spe-
cifi c and profound form of economic democracy. Solidarity is fi rst and foremost a sense of 
responsibility on the part of everyone with regard to everyone, and it cannot therefore be 
merely delegated to the State. (Benedict XVI  2009 : Par. 38) 
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 From this perspective, Pope Benedict argued the case for “social businesses”—or, 
in his terms, “commercial entities based on mutualist principles”—in which the 
intent is to increase the social capital necessary for both the markets and the state to 
function effectively:

  What is needed, therefore, is a market that permits the free operation, in conditions of equal 
opportunity, of enterprises in pursuit of different institutional ends. Alongside profi t- 
oriented private enterprise and the various types of public enterprise, there must be room for 
commercial entities based on mutualist principles and pursuing social ends to take root and 
express themselves. It is from their reciprocal encounter in the marketplace that one may 
expect hybrid forms of commercial behaviour to emerge, and hence an attentiveness to 
ways of  civilizing the economy . Charity in truth, in this case, requires that shape and struc-
ture be given to those types of economic initiative which, without rejecting profi t, aim at a 
higher goal than the mere logic of the exchange of equivalents, of profi t as an end in itself. 
(Benedict XVI  2009 : Par. 38) 

   CST’s social vision, thus, presupposes that the systemic differences among 
 markets, the state, and civil society refl ect divergent “logics” from whose interplay 
a new paradigm of business economics may emerge. Realizing the benefi ts of 
“gratuitousness”—or the logic of cooperative interaction—is the key “to defeat 
underdevelopment”:

  Action is required not only on improving exchange-based transactions and implanting 
 public welfare structures, but above all on gradually  increasing openness, in a world con-
text, to forms of economic activity marked by quotas of gratuitousness and communion . The 
exclusively binary model of market-plus-State is corrosive of society, while economic 
forms based on solidarity, which fi nd their natural home in civil society without being 
restricted to it, build up society. The market of gratuitousness does not exist, and attitudes 
of gratuitousness cannot be established by law. Yet both the market and politics need indi-
viduals who are open to reciprocal gift. (Benedict XVI  2009 : Par. 39) 

 “Individuals who are open to reciprocal gift” is an unmistakable appeal for moral 
leadership. The common good cannot be achieved without individuals and groups 
willing and able to act upon the principle of gratuitousness—or, if you will, the 
spirit of cooperation that fl ows naturally from the cultivation of true virtues. What 
better description is there of what motivates those who in good faith try establishing 
and managing cooperatives and credit unions? 

 If such “enterprises based on mutualist principles” can emerge from a healthy 
civil society, the result will be a new paradigm of business economics grounded in 
good business ethics. Benedict calls for “an ethics which is people-centered” and 
sees hopeful signs that it is emerging in the wake of the fi nancial crisis:

  Today we hear much talk of ethics in the world of economy, fi nance and business. Research 
centres and seminars in business ethics are on the rise; the system of ethical certifi cation is 
spreading throughout the developed world as part of the movement of ideas associated with 
the responsibilities of business towards society. Banks are proposing ‘ethical’ accounts and 
investment funds. ‘Ethical fi nancing’ is being developed, especially through micro-credit 
and, more generally, micro-fi nance. These processes are praiseworthy and deserve much 
support. Their positive effects are also being felt in the less developed areas of the world. 
(Benedict XVI  2009 : Par. 45) 

 The new paradigm, however, is not yet mature. In his view, there is great need 
of “discernment,” since the word “ethics…can lend itself to any number of 
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 interpretations, even to the point where it includes decisions and choices contrary to 
justice and authentic human welfare.” CST    “can make a specifi c contribution, based 
as it is on an affi rmation of man’s creation ‘in the image of God’ (Gen 1:27), a 
datum which gives rise to the inviolable dignity of the human person and the tran-
scendent value of natural moral norms.” Lacking proper orientation to these assump-
tions, business ethics “risks becoming subservient to existing economic and fi nancial 
systems rather than correcting their dysfunctional aspects” (Benedict XVI  2009 : 
Par. 45).

Rather than dwell on the ambiguities of today’s renewal of concern for business 
ethics, Pope Benedict focused on the promise of “enterprises based on mutualist 
principles”:

  In recent decades a broad intermediate area has emerged between the two types of enter-
prise. It is made up of traditional companies which nonetheless subscribe to social aid 
agreements in support of underdeveloped countries, charitable foundations associated with 
individual companies, groups of companies oriented towards social welfare, and the diver-
sifi ed world of the so-called “civil economy” and the “economy of communion”. This is not 
merely a matter of a “third sector”, but of a broad new composite reality embracing the 
private and public spheres, one which does not exclude profi t, but instead considers it a 
means for achieving human and social ends. Whether such companies distribute dividends 
or not, whether their juridical structure corresponds to one or other of the established forms, 
becomes secondary in relation to their willingness to view profi t as a means of achieving the 
goal of a more humane market and society (Benedict XVI  2009 : Par. 46) 

 The resulting  plurality of institutional forms of business , Pope Benedict hopes, will 
give  rise to a market which is not only more civilized but also more competitive .   

20.5     Conclusion 

 The new paradigm of business economics is new, only in the sense that it departs 
from the assumptions governing conventional thinking about business and govern-
ment, namely, profi t maximization and an ever-increasing reliance on the rule of law 
to compensate for businesses’ worst excesses. The new paradigm is actually quite 
old, harkening back to a vision of society based on cooperative assumptions, the 
memory of which CST has been cultivated as a possible contribution to interna-
tional business ethics. From the Medieval guilds and other associations to the 
 cooperatives and credit unions that have emerged in response to the challenges of 
modern economic and social development, CST consistently has pointed out that 
there are specifi c solutions—institutional as well as personal—to the problems that 
confront us. We have argued throughout this book of case studies in Asian business 
ethics that the key to grasping these solutions and assuming the risks involved in 
implementing them requires a change in attitude, a return to our traditions of spiri-
tual and moral wisdom, and a recovery of virtues that remain the key to personal 
integrity and moral leadership. That change in attitude, as we argued from the 
beginning, may depend upon which metaphor we accept for illuminating the proper 
way ( Dào : ) to conduct business. Is business really more like a war or more like 
a game properly understood? We reject the idea that business is warfare. It has a 
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different end in view and employs different means. Above all, it is not well 
 understood by those who cannot advance beyond zero-sum thinking. In the 20 case 
studies we have considered in this book, we hope to have shown you where a change 
in attitude might lead. It is up to you to fi nd your own way ( Dào : ) to make a suc-
cess of it.     
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                         Glossary of Terms for International 
Business Ethics: Focus on China 

       “ACCESS Brand” is the name of the certifi cation program that the Association of 
Asian Confederation of Credit Unions (ACCU) offers to its members in order to 
demonstrate their implementation of sustainable business practices, consistent 
with the mission of credit unions (see Chap.   20    ).  

   Accountability  is the kind of moral obligation that people owe to each other for 
their actions. An individual or organization should be prepared to provide an 
explanation for its activities to whomever is owed such an explanation. Normally, 
accountability means accepting responsibility by disclosing one’s actions in a 
transparent manner to whatever stakeholders are owed an explanation. In stan-
dard business practice, accountability typically includes responsibility for money 
or other entrusted property.  

   Allocative effi ciency  is a benefi t that results from properly functioning markets 
whose operations provide an optimal distribution of goods and services, respond-
ing to consumer preferences. It means that the market allocates scarce resources 
in a way that responds to the needs and desires of the buyers and sellers who par-
ticipate in it. Market failure occurs when the allocation of goods and services is 
ineffi cient for various reasons, including the impact of various corrupt practices 
that block the development of free and fair competition (see Chap.   14    ).  

   Amakudari  is a Japanese term that literally means “descent from heaven.” It refers 
to the practice of businesses hiring bureaucrats recently retired from the govern-
ment agencies that regulate them. Such a practice establishes a revolving door 
between businesses and government that some critics believe undermines the 
integrity of Japanese regulatory agencies (see Chap.   10    ).  

   Apologies  in business settings are expected and offered when a fi rm must take 
responsibility for some accident or other negative impact of its operations. Since 
apologies involve social rituals that are embedded in diverse cultures, they can 
easily be mishandled, thus creating additional problems for the fi rm, especially 
in its foreign operations. Such problems may be avoided by adopting various 
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policies that cultivate a genuine respect for cultural diversity, especially in its 
local management teams (see Chap.   15    ).  

   Art of self-cultivation  refers to East Asian, primarily Confucian, strategies of 
moral education. Self-cultivation assumes that progress in moral development is 
not primarily about learning the rules and how to apply them, but about nurturing 
“the sprouts” from which the moral virtues sanctioned as the way ( Dao ) can be 
acquired and refi ned. Confucian teaching on the art of self-cultivation especially 
in the tradition of Mencius assumes that all people are naturally good, but in need 
of improvement based on genuine insight into human nature and its possibilities 
(see Chap.   2    ).  

   Association of Asian Confederation of Credit Unions (ACCU)  was founded in 
1971 in order to coordinate the development and continuous improvement of 
credit unions in Asia. By 2012, there were over 20,000 affi liated organizations 
serving the needs of over 37 million members. The ACCU is highly valued for 
its role in helping millions of Asian families to lift themselves out of poverty by 
helping them develop their own social capital, thus providing access to the fi nan-
cial capital they need to take control of their own lives (see Chap.   20    ).  

   Asymmetrical reciprocity  describes the condition typically experienced in human 
relationships. Reciprocity is meant to be mutual in the relationship, but the 
assistance actually given and expected is rarely symmetrical. The primary rela-
tionships in which Confucian morality traditionally unfolds are usually asym-
metrical, for example, parent-child, older sibling-younger sibling, husband- wife, 
older friend-younger friend, and ruler-subject. Rituals establish the recognition 
of asymmetrical responsibilities as, for example, a child starts out in life totally 
dependent upon its parents, who eventually may become totally dependent on 
him. The reciprocity is genuine, but its unfolding is asymmetrical over time (see 
Chap.   2    ).  

   Bankruptcy laws  vary from one legal jurisdiction to another. They are designed 
to provide legal protection for individuals and businesses that must reorganized 
their fi nances because of their inability to pay their debts. There are various 
efforts underway to harmonize bankruptcy laws internationally, since global-
ization makes it possible for businesses to operate simultaneously in different 
nations. While bankruptcy laws provide a degree of legal protection, they gener-
ally do not completely absolve any individual or institution from the obligation 
to pay its debts. Rather, the laws generally establish a priority list among the 
creditors, thus determining who will be paid fi rst and to what extent when it 
becomes impossible to pay all debts in full (see Chap.   7    ).  

   Bretton Woods system , toward the end of World War II, was established in order to 
regulate commercial and fi nancial relations among the nations involved in inter-
national trade. The regulatory system focused on the coordination of monetary 
policy, including the management of exchange rates among various currencies 
and the balance of payments, in order to stabilize the development of interna-
tional trade. The International Monetary Fund (IMF) and the World Bank are the 
two institutions created to administer the Bretton Woods system (see Chap.   9    ).  
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   Bribery : Originally, bribery was defi ned as the act of promising, giving, receiving, 
or agreeing to receive money or some other item of value, in order to  infl uence 
a public offi cial in the conduct of his or her offi cial duties. Bribery is usually 
distinguished from extortion: If a public offi cial demands money and threatens 
to withhold his or her service until he gets it, the act is one of extortion since it is 
assumed to be involuntary on the part of the one who must pay. For example, it 
is extortion when a corrupt customs offi cial refuses to allow your goods to cross 
the border unless he or she receives a “gratuity” of some sort. On the other hand, 
when someone initiates the offer of a “gratuity” in exchange for the benefi t he or 
she expects to receive, that is bribery. If I offer a “gratuity” to a customs offi cial 
in order to get his or her cooperation allowing me to smuggle goods across the 
border, I am guilty of bribery.  

   Business-as-usual attitude : the phrase, “business is business,” generally suggests 
the erroneous assumption that the conduct of business as such is amoral, operating 
in a sphere of interactions—the marketplace—that is exempt from normal ethical 
considerations. The chief mistake is to assume that there are any areas of human 
interaction that are exempt from ethical expressions of approval or disapproval. 
Business is never just business, but always already involves moral matters of 
conscience, however well or poorly formed, among those who engage in it.  

   Business bluffi ng : Albert Z. Carr’s article on business bluffi ng argued that business is 
like a game of poker, in which bluffi ng is an acceptable and expected part of the 
game. Carr may be right in thinking that business, like games, follows rules that 
may be different, in some cases, from other forms of rule governed behavior, like 
marriage and family. But he is wrong in thinking that the game of poker should 
determine the basic rules of business ethics. Cheating, for example, occurs in all 
games, but the actions that are regarded as cheating in business may not be justi-
fi ed simply by equating them with bluffi ng in a game of chance. See Chap.   7    .  

   Carbon footprint  is a measurement of the total sets of greenhouse gas emissions 
caused by an organization, event, product, or person. While controversy con-
tinues to rage over whether such measurements can ever be done accurately, 
attempts to establish policies designed to reduce one’s carbon footprint are gen-
erally regarded as a positive sign that an organization is trying to bear its share of 
society’s environmental responsibility. See Chap.   19      

   Carrot and stick approach : This metaphor describes the process of achieving 
compliance with any set of rules and regulations that rely on both positive (“car-
rots”) and negative (“sticks”) incentives. Just as a stick alone is not likely to 
persuade a stubborn mule to comply with its master’s orders, so the threat of 
punishments or legal sanctions are not likely to guarantee compliance. People 
must be persuaded to comply with rules and regulations, primarily by showing 
them that they have an ownership stake in the desired outcomes. Enlightened 
self-interest, in which people identify with the rules and regulations, may be the 
best way to achieve compliance with them (see Chap.   11    ).  

   Category mistake  is a philosophical term indicating a type of informal fallacy in 
which things belonging to one category are mistakenly interpreted as  belonging 

Glossary of Terms for International Business Ethics: Focus on China 

http://dx.doi.org/10.1007/978-3-662-47434-1_7
http://dx.doi.org/10.1007/978-3-662-47434-1_19
http://dx.doi.org/10.1007/978-3-662-47434-1_11


468

to another. Describing business as if it were a form of warfare—as some 
 observers have attempted to do in applying Sunzi’s  Art of Warfare  to strategic 
management—is overly simplistic and a category mistake leading to systematic 
misunderstandings of what does and does not happen in the routine conduct of 
business. If the nature of business is categorically misunderstood, any lessons 
regarding business ethics based on such a mistake will be both misleading and 
counterproductive (see Chap.   1    ).  

   Catholic Social Teaching (CST)  is a body of Roman Catholic statements focused 
on questions of economic and social development that have been issued primarily 
in the form of encyclical letters, beginning with Pope Leo XIII’s  Rerum Novarum  
(1891) and Pius XI’s anniversary commemorative,  Quadragesimo Anno  (1931). 
In more recent times, CST has responded to the challenges of globalization, as 
these are addressed in Paul VI’s  Populorum Progessio  (1967), as well as in John 
Paul II’s  Solicitudo Rei Socialis  (1987) and Benedict XVI’s  Caritas in Veritate  
(2009). Throughout its development, CST highlights the moral dimensions of the 
social question, by urging everyone to consider the importance of human dignity 
and solidarity, and related core values and principles designed to safeguard per-
sonal integrity while also advancing the common good of society as a whole (see 
Chaps.   8    ,   18    ,   19     and   20    ).  

   Caveat emptor  is the original formulation in Latin of the idea “Let the Buyer 
Beware.” It is usually paired with  Caveat venditor,  which means “Let the Seller 
Beware.” The twin principles suggest that business ethics includes moral obli-
gations that are the responsibility of both buyers and sellers. Both buyers and 
sellers must interact in ways that benefi t all concerned, while also preserving the 
integrity of the markets in which they interact.  

   Charity  and philanthropy should be distinguished, roughly on the basis of the 
ways in which each is organized. Charity tends to be personal, that is, an indi-
vidual’s attempt to help other individuals through gifts or personal donations. 
Philanthropy, on the other hand, tends to be corporate, that is, the activity of an 
organization—a business or private foundation—seeking to assist other insti-
tutions directly involved in providing resources to improve the lives of others, 
particularly the poor and the marginalized (see Chaps.   12     and   17    ).  

   Cheating  typically occurs in games and other forms of rule-governed behavior. It 
refers to acts deliberately intended to break the rules in order to secure benefi ts 
not obtainable by following the rules. Cheating is a form of theft, usually involv-
ing some form of deception, apart from which the cheating would readily be 
detected and penalized. Cheating imposes losses upon anyone trying to play by 
the rules of the game and is usually subject to sanctions. Cheating occurs in mar-
ket exchanges whenever buyers or sellers attempt to gain an advantage through 
one form or another of fraudulent activity (see Chap.   5    ).  

   Civil society  refers to the social sphere that may be distinguished from the institu-
tions of both the state and the market. Within that sphere are the aggregate of 
nongovernmental organizations (NGOs) that manifest the diverse interests of a 
nation’s citizens. Civil society begins with the natural association of the  family 
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and includes other associations organized for the pursuit of various private and 
public interests outside and beyond the family. Churches and other religious 
institutions, as well as private foundations, and other organizations whose mem-
bership is voluntary, form elements of civil society (see Chaps.   16    ,   18    , and   20    ).  

   Class struggle : Marxist social analysis assumes that changes in history can be 
explained as resulting from class struggle, that is, the often violent confl ict in 
material interests identifi ed with one social class or another resulting from the 
fact that some social classes are subdued as slaves for the rest of the society. The 
class struggles that Marxism analyzed were primarily a confl ict between work-
ers and the owners of industry, or labor and capital. Marxist theory assumed that 
class struggle was not only inevitable but that changes in the development of 
industry—relations of production and means of production—would precipitate 
a social revolution in which labor would triumph over capital, in which private 
ownership of the means of production would be abolished (see Chap.   18    ).  

   Codes of ethics  are a major part of the effort to improve international business eth-
ics, especially for fi rms operating in a globalizing economy and in political and 
social contexts where the rule of law is either weak or inexistent. Codes of ethics 
seek to establish ethical norms that are valid cross-culturally, that is, principles 
that are readily recognized and embraced in a variety of cultural settings. The 
attempt to formulate codes of ethics for businesses and industries is best under-
stood as part of the ongoing effort to professionalize management. Codes of eth-
ics can be very effective in managing a corporate culture, so long as they respect 
the diversity of cultures represented among those who must comply with them.  

   Collateralized debt obligations (CDOs)  are a type of structured asset-backed 
security in which various forms of debt—bonds, mortgages, car loans, etc.—are 
repackaged so that they can be sold to investors. The market for these securities 
was made up of investors seeking higher returns than what could be obtained 
by holding the original fi xed income assets upon which the CDOs were based. 
Many blamed the recent global fi nancial crisis on the proliferation of these secu-
rities, whose risks were either not fully understood or seriously misstated by 
those promoting them (see Chap.   7    ).  

   Commercial bribery  refers to business transactions, in which contracts or agree-
ments have been concluded on other than economically rational considerations, 
for the sake of personal benefi ts of one form or another. A purchasing agent, for 
example, who signs a contract with one fi rm because of the money offered as 
a personal inducement, rather than the economic benefi ts to the fi rm he or she 
represents, may be regarded as having corrupted the transaction by accepting a 
bribe. Commercial bribery is condemned in international business ethics as both 
illegal and immoral because it creates obstacles to both economic development 
and international trade conducted on a free and fair basis. In actual practice, it 
is often diffi cult to distinguish bribes from gifts and other gratuities; there may 
be differing standards from one culture to another, which must be taken into 
account, in determining the extent of corrupt practices in one setting or another 
(see Chap.   14    ).  
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   Common sense  may be defi ned as the ability to think and behave in a reasonable 
way to make good decisions. It may be identifi ed with the virtue of prudence 
or practical wisdom. Common sense is essential in an ethic of responsibility, 
in which moral agents must make decisions that are often unscripted, that is, 
decisions that require us to think beyond the mere application of rules. Common 
sense is closely related to the idea of conscience, that is, the assumption that a 
reasonably intelligent person is capable of thinking and acting on the basis of 
moral norms in the absence of detailed instructions from some set of rules (see 
Chap.   3    ).  

   Community development   is the ultimate goal of the movement to institute credit 
unions and credit cooperatives, especially in service to the poor whose need for 
fi nancial services is either ignored by commercial banks or exploited by preda-
tory usurers or “loan sharks” (see Chap.   20    ).  

   Commutative justice  is the justice that is expected in exchange relationships 
conducted in a marketplace. As theorized by Aristotle and Aquinas, and more 
recently, by F. A. von Hayek, the expectation is that equality is achieved when 
both parties to the exchange receive equal satisfaction of their needs or desires—
thus creating, as it were, a “win-win” situation. For such to be realized, the trans-
action must be free and fair, that is, based on a mutual agreement as to the worth 
of the goods or services to be exchanged. Though, like gifts, the exchange is 
voluntary, unlike gifts market transactions involve the creation of debts or mutual 
obligations on both sides to render full value, as specifi ed in the agreement (see 
Chap.   5    ).  

   Compensatory damages  is a legal concept specifying the expectation that when 
someone is injured by another, he or she is owed compensation for the harm suf-
fered. The point of compensatory damages is to render the injured party whole 
and may be contrasted with punitive damages that are meant to punish the party 
infl icting an injury upon another. Usually awards in civil court cases for punitive 
damages are much higher than simply for compensatory damages (see Chap.   9    ).  

   Compliance rules  are designed to insure that policies are enforced on all parties 
subject to them. Establishing reasonable and effective compliance rules, includ-
ing penalties against any incidents of noncompliance, is an essential task of cor-
porate governance. Compliance rules are meant to insure that no one will profi t 
from ignoring policies, or breaking them, in order to gain some personal advan-
tage contrary to the policies in question (see Chap.   13    ).  

   Compromise  is an indispensable feature of moral maturity or ethical responsibility 
both on an individual and on a social level. Knowing when and how to compro-
mise, without sacrifi cing one’s personal integrity or organizational mission, is 
the result of cultivating the virtue of prudence. One may make compromises for 
the sake of preserving social harmony or because one realizes that insisting on 
one’s rights may cause more problems than it solves. Compromises may be tem-
porary—for example, postponing the fulfi llment of some goal—or permanent, 
which may result from reexamining one’s goals and revising them on the basis of 
further insight. The greater a person’s moral wisdom, the higher a person’s skill 
in exercising the virtue of prudence, the more likely that his or her compromises 
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will increase rather than undermine personal integrity and the common good (see 
Chap.   4    ).  

   Compulsory licensing  is one set of strategies for achieving compliance with cer-
tain organizational policies. There are two chief examples of compulsory licens-
ing in our case studies. One is the Doha Declaration, explored in Chap.   13    , which 
permits states to break patents in public health emergencies, by requiring drug 
manufacturers to make available the drugs specifi cally needed to address the 
emergency. The other is the policy of the Cooperative Development Authority 
(CDA) of the Philippines, which requires the licensing of credit unions, in order 
to achieve compliance with regulations designed to minimize the risks of fraud 
and mismanagement (see Chap.   20    ).  

   Confl ict of interest   is a term that generally refers to a situation in which a person or 
an organization has multiple responsibilities that may diverge from one another, 
making it diffi cult or impossible to satisfy all of them in an equal and impartial 
manner. As a legal term, confl ict of interest occurs when a public offi cial or a 
person with fi duciary responsibilities acts contrary to his or her obligations, thus 
exploiting the relationship for personal benefi t, fi nancial, or otherwise. Failure 
to acknowledge or resolve confl icts of interest is generally regarded as a sign of 
corruption or malfeasance in offi ce (see Chaps.   7     and   17    ).  

   Confucian ethics  is the primary tradition in Chinese moral philosophy inspired by 
the study of the writings of Confucius (551–479 BCE) and his major disciples 
especially Mencius and Xunzi. The  Analects  ( Lun Yu ), a collection of aphorisms 
and observations based upon conversations with his fi rst disciples, is attributed 
to Confucius. It is the most authoritative text for the study of Confucian ethics. 
Confucius is a major fi gure in the history of virtue ethics and is celebrated for 
his original formulation of the so-called Golden Rule, “What you do not wish for 
yourself, do not do unto others.” His understanding of human nature, the unity of 
the virtues that develop from it, and his insights into the challenges involved in 
following the Way ( Dao ), practicing the art of self-cultivation, are a permanent 
and indispensable contribution to the teaching of ethics and convergent with the 
ethical traditions of the various forms of Christian humanism that emerged in the 
West (see Chap.   2    ).  

   Conscience  may be defi ned as the virtually universal experience of an inner sense 
of what is right and wrong in one’s conduct or motives, impelling a person 
toward right action. While debates over the origin of conscience may seem inter-
minable—does it stem from “nature” or “nurture”? from God or from social con-
vention—conscience seems to be coextensive with the human mind or “heart” 
(Chinese:  Xin ; Japanese:  Kokoro ). The universality of conscience does not nec-
essarily entail uniformity in the moral sentiments that it promotes. Although a 
spark of humanity or conscience may be latent in all human persons, that spark 
can be snuffed out or smothered or distorted in various ways. Corruption is also 
a process of spiritual deterioration, in which conscience can be suppressed, if 
not entirely eliminated. By the same token, conscience can also be cultivated 
and refi ned, as we learn greater sensitivity to the purpose of life and the needs of 
humanity (see Chaps.   2     and   15    ).  
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   Consumer rights and responsibilities : The moral exercise of rights and 
 responsibilities tends to be differentiated according to the various roles a person 
assumes in life. The role of consumer—which defi nes one category of stake-
holders that all businesses must acknowledge—carries its own set of rights and 
responsibilities that have been codifi ed over the past fi fty years. The point of 
such codes is to make everyone involved aware of the basic morality underlying 
the relationship between consumers and producers or customers and the fi rms 
that seek to do business with them (see Chap.   6    ).  

   Copyright  is one type of intellectual property rights intended to protect the written 
expression of ideas. A writer may register his copyright covering his writings, 
establishing his claim to any royalties or other proceeds that may be earned by 
the publication of his works, over a set period of time. In principle a copyrighted 
work may not be published legally without the permission of its author. Because 
the means of expressing ideas and publishing them have expanded dramatically 
over the past several decades, copyright laws now extend to a variety of cre-
ative products, including tape recordings, fi lms, videotapes, video compact discs, 
computer programs, and virtually all forms of digitalized information, as well as 
works of art (see Chap.   13    ).  

   Core competencies  refer to the basic skills assembled and coordinated in any fi rm 
in order to achieve its business objectives. An inventory of a fi rm’s core compe-
tencies may be useful in developing an effective strategy for exercising one’s cor-
porate social responsibilities (CSRs). A fi rm whose core competencies are in the 
area of computer software development, for example, may be wise to focus 
its CSR programming on providing resources that may help create synergies 
between the business and the communities in which it operates. Infosys’ initiation 
of a “Computers@Classrooms” program is not only an important contribution to 
the schools in its area but also an indirect way of enhancing its own core compe-
tencies in the long term, by enabling students to make a pathway toward careers 
in software development (see Chap.   12    ).  

   Corporate espionage : This term refers to unauthorized or illegal surveillance 
activities—typically involving the use of advanced digital technologies—con-
ducted by a business in order to learn the trade secrets and other proprietary 
information of its competitors, for commercial purposes. It should be distin-
guished from the forms of espionage conducted by national governments in the 
alleged interest of national security, as well as from the kinds of workplace sur-
veillance of employees using similar technologies, which may or may not be 
illegal or unethical (see Chap.   16    ).  

   Corporate malpractice  is any form of corporate wrongdoing—violation of com-
pliance rules, mandated codes of ethics and corporate policy, etc.—that violates 
legal standards or ethical expectations enshrined in the implied social contract 
between a business and its stakeholders. The term, corporate malpractice, typi-
cally implies that the wrongdoing is authorized by corporate management in 
an attempt to fulfi ll its business goals, such as profi t maximization. Absent any 
effective structures for sharing information between management and a fi rm’s 
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workers, corporate malpractice often gives rise to incidents of whistle-blowing, 
which can be risky for all concerned (see Chaps.   10     and   16    ).  

   Corporate social responsibility (CSR)  is the term referring to business’ interac-
tion with the social environment in which it operates. The policies and programs 
identifi ed as examples of CSR typically are closely related to the fi rm’s business 
plan and its need to manage well its relationships with all its external stakehold-
ers. From a business’ point of view, CSR programs are designed to demonstrate 
that the fi rm takes its citizenship responsibilities seriously and thereby intends 
to earn and retain the goodwill of the communities in which it is active. CSR 
represents a multiplicity of responsibilities that may be understood as a “CSR 
Pyramid” ranging from compliance with basic moral and legal obligations to 
philanthropic social and environmental initiatives. Typically, CSR is a form of 
social development programming designed to further the fi rm’s long- term busi-
ness plan (see Chap.   12    ).  

   Corruption  in general signifi es a defect in something in itself considered good or 
useful. Political power, for example, is good because it enables society to make 
progress toward the common good, but abusing that power means prostituting 
one’s public offi ce for personal gain, which is bad. Corruption therefore can be 
compared to cancer. Just as the human body can be corrupted by cancer, so can 
the State or any organization be more and more deeply debilitated by the cancer 
of corruption. Ultimately, corruption is a form of spiritual pollution, because it 
involves the decision to set aside one’s responsibilities—for example, the impar-
tial administration of justice or the rule of law—in exchange for illegitimate 
gifts, payments, or other benefi ts. Corruption can occur not only in the public 
sector but also in private sector business transactions, when the parties collude 
to subvert free and fair market competition, in exchange for bribes, kickbacks, 
etc. (see Chap.   14    ).  

   Cost-benefi t analysis  is a tool used in business decision-making based on the cal-
culation of anticipated consequences, both positive and negative, as assessed 
from the perspective afforded by the fi rm’s specifi c business plan. It is distin-
guished from utilitarianism, considered as a method of ethical analysis, which 
assesses anticipated consequences from the perspective of the common good or 
the interests of society as a whole. Cost-benefi t analysis, therefore, has a limited 
scope that is not as broad as the utilitarian principle of the “the greatest good for 
the greatest number” (see Chap.   4    ).  

   Cover-up  refers to the efforts of an organization to obscure its involvement in or 
responsibility for a negative result of its policies or business plan. Cover-ups 
usually seek to shift the blame for such results to others in the hope that the fi rm 
will be able to escape paying whatever compensation may be due its victims. As 
the demand for transparency in corporate governance grows, along with more 
effective policies supporting transparency, cover-ups become increasingly risky 
and counterproductive (see Chaps.   10     and   19    ).  

   Credit default swaps  are the most common form of credit derivative developed in 
order to manage the risks involved in buying and selling fi xed income  fi nancial 
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instruments, based on debts, like mortgages, loans, and other credit  transactions. 
Credit default swaps are like insurance policies underwritten by banks and 
 purchased by investors, in order to hedge their exposure to the risks involved in 
holding such instruments (see Chap.   7    ).  

   Credit enhancement  is the process designed to improve the credit profi le of a 
structured fi nancial transaction, by creating a bundle of debts with different rat-
ings of credit worthiness. In theory, the bundle mixing less risky (higher credit 
rating) notes with more risky ones with lower credit ratings will enhance the 
overall credit worthiness and hence the value of the package as a whole. Credit 
enhancement was done on a large scale in creating the fi nancial instruments 
whose value was severely challenged during the subprime mortgage crisis that 
precipitated the global fi nancial crisis of 2007–2008 (see Chap.   7    ).  

   Credit unions and credit cooperatives  are membership organizations, usually 
not-for-profi t, that provide fi nancial services, primarily savings accounts and 
loans, as well as basic education in fi nancial management, in order to empower 
people who otherwise may have little or no access to the fi nance capital they 
need to meet major expenses or to start businesses of their own. The purpose of 
such organizations is to promote thrift and thereby increase access to the capital 
required to become fi nancially independent or self-sustaining (see Chap.   20    ).  

   Culture of accountability  describes a corporate culture that is structured in such 
a way that one’s personal, institutional, and social responsibilities are not only 
clear, but also enhanced by the organization’s governance structure in accor-
dance with local laws. A culture of accountability, among other things, enables 
employees, both managers and workers, to succeed by providing timely feed-
back and adequate supervision, as well as open channels of communication to 
support everyone’s participation in fulfi lling the organization’s specifi c mission.  

   Customers  may be distinguished from consumers, insofar as a customer is invited 
to develop a relationship of trust with a business, thus motivating him or her to 
do more business transactions with it. According to Peter Drucker, the purpose 
of a business is to create a customer. A business can succeed in achieving its 
economic goals, only if it enables consumers to become customers (see Chap.   6    ).  

   Cynicism  is an attitude in which distrust of others and a tendency to emphasize 
negative feelings toward virtually everything are predominant. In Chinese moral 
philosophy, the small-minded person ( Xiaoren ) exhibits cynicism in assum-
ing that the only way to get ahead is by taking advantage of others before they 
take advantage of you. In Hellenistic moral philosophy, cynicism is a form of 
sophistry—literally, adopting a doglike attitude—whose distortions under-
mine respect for moral values, assuming that they are nothing more than social 
conventions, imposed by the rich and powerful upon the poor and powerless. 
Cynicism is a major obstacle to cultivating an ethic of virtue in business, since 
the cynic assumes that businesses inevitably must lie, cheat, and steal, in order 
to achieve their objectives.  

   Deontological method  is used in applied ethics to determine the moral obliga-
tions or duties of a specifi c person or moral agent, including businesses and 
other organizations. It is especially useful for establishing priorities in cases 
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where a moral agent is confronted with multiple and possibly confl icting moral 
 obligations (see Chap.   4    ).  

   Deontological override  is a rule for applying justice in situations where both moral 
obligations and good or desirable outcomes are evident, but not well sorted out as 
priorities. The deontological override stipulates that any valid claims regarding 
obligations should be addressed fi rst, before moving on to a utilitarian analysis 
of desirable outcomes (see Chap.   4    ).  

   Distributive justice , in Hellenistic moral philosophy starting with Aristotle’s 
 Nicomachean Ethics , is the kind or species of justice that a public offi cial or 
administrator seeks to achieve when distributing social benefi ts. While the gen-
eral aim of justice is equality—that is, treat equals equally—in distributive jus-
tice, some may receive more benefi ts and others less, depending on their different 
needs, or merit, or contribution or other relevant factors. Aristotle theorizes that 
distributive justice is proportional, in contrast to commutative justice—which 
governs market exchanges—which is arithmetical. In allocating retirement bene-
fi ts, for example, the government may calculate the amount an individual citizen 
receives based on his or her previous contributions to the system, resulting in the 
distribution of unequal payments (see Chap.   5    ).  

   Do no harm (  primum non nocere  )  is often cited as the fi rst principle of business 
ethics. The reason for this emphasis is that market transactions are typically 
private and voluntary. No one is compelled to enter into them, in the same 
way one is compelled to pay one’s taxes. Since they are private, intending a 
mutual benefi t to the parties involved, they are restricted only by the concern 
that neither party deliberately attempt to harm the other and that the mutual 
agreement of the transacting parties should not harm any third parties, includ-
ing society as a whole. Following the economic logic of market exchanges, the 
assumption is that free and fair market transactions will generally benefi t all 
concerned, with the contracting parties benefi ting immediately and directly, 
and the rest of society benefi ting long-term and indirectly. In theory that is 
expected outcome, so long as no one seeks to use the market deliberately to 
harm anyone else, for example, by profi ting through exploitation or various 
forms of fraud (see Chap.   7    ).  

   Due diligence  is the standard for achieving fi nancial transparency that anyone 
entering into a business transaction is expected to exercise, in order to verify 
through investigation the claims made for the specifi c products or services to be 
bought or sold. If one party to an exchange is offering payment for a product or 
service, the other party should verify his or her credit worthiness or ability to pay 
as promised. On the other hand, if one party is offering a product or service in 
exchange for payment, the other party should verify that the product or service 
is what is claimed, without defects or other diminishment that would reduce 
the value of what is offered for sale. The twin principles of  caveat emptor  and 
 caveat venditor  implicitly refl ect the expectation that buyers and sellers will act 
prudently in their mutual self-interest, thus performing due diligence to ensure 
that their transactions are successfully completed (see Chap.   6    ).  
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   Duty to preserve  a market’s integrity is assumed, in theory, by all those  participating 
in it, buyers and sellers alike. The development of markets is assumed to be 
part of the common good, when free and fair transactions collectively result in 
optimizing allocative effi ciency. Anything that distorts or subverts the market’s 
operations—for example, by deliberately seeking to create a monopoly or by 
erecting political barriers to international trade, as in various forms of “protec-
tionism”—undercuts the market’s integrity and, therefore, merits condemnation 
as a form of corruption (see Chap.   14    ).  

   Ecological sustainability  is the goal of businesses and other organizations seeking 
to exercise their environmental responsibilities. Ecological sustainability refers 
to preserving or enhancing the capacity of an ecosystem—for example, a river 
estuary—to maintain its essential functions and processes, while retaining biodi-
versity for the foreseeable future (see Chap.   19    ).  

   Equal Employment Opportunities Commission (EEOC)  and Title VII of the 
Civil Rights Act of 1964 refer to legislation in the USA prohibiting all forms of 
discrimination in employment and creating institutions to monitor compliance 
with it. Besides discrimination based on race or religion, Title VII and the EEOC 
are concerned with discrimination based on gender and/or sexual orientation, as 
well as all forms of sexual harassment in the workplace. This legislation and its 
enforcement are but one dimension of ongoing effort to acknowledge the human 
dignity and human rights of workers (see Chaps.   8     and   9    ).  

   Embezzlement  is a form of theft done by one who has fi duciary responsibility for 
funds or property entrusted to him or her by another. The embezzler dishonestly 
converts the funds or property for his or her own use, without the knowledge or 
authorization of the person or agency that had entrusted them. Embezzlement 
differs from larceny—which is theft pure and simple—since it involves funds or 
property that were originally entrusted legally. The crime occurs when the funds 
or property are then converted to the embezzler’s use or exclusive benefi t.  

   Employee monitoring  is a form of workplace surveillance greatly enhanced by 
the development of digital technologies that enable managers to keep an eye on 
the activities of employees by using programs designed to record the employees’ 
use of computers, cell phones, and other digital technologies allocated to them 
for business purposes. Employees have been monitored since time immemorial, 
often in ways that violate their human dignity if not their human rights, but the 
development of digital technologies has greatly expanded the scale and scope of 
such surveillance. Such practices are at stake in contemporary debates over the 
right to privacy, its scale and scope, and how to balance employee rights with the 
rights of employers (see Chap.   16    ).  

   Entrepreneurship  is the art of identifying and responding to market opportunities 
for starting up a business and making its sustainable. Entrepreneurship is com-
monly regarded as the key to economic development, to the extent that new busi-
nesses generate economic activity as well as increase profi ts and employment 
opportunities, which in turn stimulate more investment and further development. 
Successful entrepreneurs recognize the competitive nature of business and seek 
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to optimize profi ts within the rules governing market competition, by creating 
innovative products and services that will attract paying customers.  

   Environmental responsibility , as one of the hallmarks of sustainable economic 
development, requires a business or other agency to organize its activities so that 
they are consistent with the goal of ecological sustainability. An environmentally 
responsible business or organization will seek to reduce its “carbon footprint” 
and otherwise reduce waste and emissions known to cause deterioration in the 
natural environment. Environmental responsibility means transforming a busi-
ness or other agency’s relationship with nature from exploitation to cultivation, 
that is, aiming toward a harmonious relationship that will preserve the environ-
ment for future generations (see Chap.   19    ).  

   ESG responsibilities  are a set of environmental, social, and governance criteria 
used in capital markets and among investors to evaluate corporate perfor-
mance. ESG responsibilities are nonfi nancial indicators providing investors 
with access to information that will have a bearing on the fi rm’s future fi nan-
cial performance. The European Federation of Financial Analysts Societies 
(EFFAS) has identifi ed nine general areas of accountability indicative of ESG 
performance (see Chap.   11    ).  

   Ethical intelligence  and emotional intelligence are distinct but related capaci-
ties whose convergence is closely realized in the traditions of virtue ethics of 
Confucianism and Hellenistic moral philosophy. High ethical intelligence cou-
pled with low emotional intelligence can result in a morality that is excessively 
rigid and rule bound, whereas high emotional intelligence coupled with low ethi-
cal intelligence can result in a morality that is manipulative, opportunistic, and 
unscrupulous. Creating a harmonious relationship between the two may be a 
useful way to think about the goal of virtue ethics, in which the pursuit of wis-
dom becomes characteristic of a person capable of exercising moral leadership 
(see Chaps.   2     and   15    ).  

   Ethical relativism  is a philosophical theory that denies the existence of moral 
absolutes and binding universal values, claiming instead that whether an action 
is right or wrong depends exclusively on the changing current moral norms of a 
given society. Social convention, in short, provides a complete explanation for 
moral judgment and ethical behavior. Such a theory is a mistake because it con-
fuses cultural diversity, which clearly is a fact, with a conclusion that does not 
necessarily follow from it. Cultural practices may be diverse, but they may also 
refl ect an underlying moral imperative that is common to all sustainable cultures. 
Bribery, for example, may be defi ned differently in different cultures, resulting in 
diverse judgments as to which transactions are bribes and which are gifts. But the 
underlying concern to restrict or place sanctions on the abuse of power by those 
who use public offi ce for personal gain may be common to all of them. Among 
its other shortcomings, ethical relativism as a theory cannot account for how or 
why moral norms change or develop within a given society. If ethical relativ-
ism were true, it would be virtually impossible to account for how and why, 
for example, there is a growing moral consensus cross-culturally that sexism is 
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wrong and that traditional forms of sexual abuse, such as harassment and human 
traffi cking, can and ought to be punished (see Chaps.   9    ,   15     and   16    ).  

   Ethical theory  is divided into three major areas, descriptive ethics, normative eth-
ics, and metaethics. Descriptive ethics examines the actual moral beliefs and 
practices of various groups, much in the same way that anthropology and the 
social sciences study them, but with the intent of clarifying their moral logic. 
Normative ethics examines what ought to be, much in the same way that phi-
losophy does, but with the intent of identifying moral principles and the logic of 
their application to specifi c situations. Metaethics analyzes the meaning of moral 
terms, the nature of ethical properties, statements, attitudes and judgments, in 
order to achieve clarity about what morality itself is and whether and how moral 
norms respond to specifi c social and political situations. Descriptive ethics thus 
focuses on understanding the practices that people regard as right and wrong; 
normative ethics, on making judgments whether something is right or wrong; 
and metaethics, on understanding the nature—the analytic presuppositions of 
such practices and judgments (see Chap.   3    ).  

  Fair and unfair competition within the marketplace may be distinguished on the 
basis of whether the competitors compete on a level playing fi eld, that is, a mar-
ket in which the competition is open to all, where the same rules apply to all, 
where competition cannot be restricted by some competitors seeking an unfair 
advantage over the others. The distinction between the two is another indication 
that business is more like a game, in which rules determine the nature of the com-
petition and what it means to win or lose, than like warfare that typically unfolds 
in the absence of such rules (see Chap.   1     and   5    ).  

   Fair Labor Association (FLA)  is a nonprofi t collaborative project involving uni-
versities, civil society organizations (NGOs), and businesses, seeking to promote 
compliance with international and national labor laws. Member fi rms pledge to 
uphold the FLA Workplace Code of Conduct, based on the standards established 
by the International Labour Organization (ILO) designed to monitor workplace 
conditions in order to promote their improvement for the sake of the workers’ 
health, safety, and well-being (see Chap.   8    ).  

   Fiduciary responsibility  is a concept defi ning the obligations that an agent—usu-
ally a fi nancial advisor or broker—undertakes when managing other people’s 
money. At the core of this cluster of obligations is the idea of fi duciary duty, 
which is the obligation—legal as well as moral—of an agent to act in the best 
interests of his or her principal, that is, someone to whom an agent has promised 
this service. A fi duciary is a person who is entrusted with the care of another 
person’s money or property (see Chap.   11    ).  

   Fixed income instruments  are fi nancial securities that provide a return in the form 
of fi xed periodic payments and the eventual return of the principal at maturity. 
Bonds are an example of a fi xed income security. Though the global fi nancial 
collapse of 2007–2008 was a result of certain irregularities in the production and 
marketing of fi xed income instruments, there is nothing inherently wrong with 
such securities, provided that the markets in which they are bought and sold are 
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properly regulated and subject to the basic norms of international business ethics 
and international law (see Chap.   7    ).  

   Foreign Corrupt Practices Act (FCPA)  is a legislation originally passed by the 
US Congress in 1977 in order to enforce the standards of accounting transparency 
previously established in the 1934 Securities Exchange Act and to criminalize 
the practice of bribing foreign offi cials by US businesses operating internation-
ally. The FCPA was a milestone in efforts to minimize corruption in a globaliz-
ing economy still in the early stages of its development. Meanwhile most other 
countries have passed similar legislation (see Chap.   14    ).  

   Fraud  is deliberate deception in order to secure unfair or unlawful gain. It is, in 
law, both a civil wrong and a criminal offense. Fraud consists in a false represen-
tation of a matter of fact, whether by words or conduct or false and misleading 
claims or by concealment of something that should have been disclosed. The 
result is deception of another intending to get the other to act against his or her 
best interest. Fraud is a basic offense against commutative justice, since it creates 
a deception as to a matter of fact without which the true value of the transaction 
cannot be determined. It is a form of theft or stealing that achieves its purpose 
through deliberate deception rather than coercion, as in an act of robbery (see 
Chaps.   5     and   7    ).  

   Freedom and fairness  are the two basic conditions indicative that justice has been 
achieved in a market transaction. Both parties must be free in the sense of having 
the capacity to act on their own self-interest; the transaction must be fair insofar 
as neither party has attempted to deceive the other or coerce the other into a 
transaction that is contrary to their own self-interest. Freedom may be defective, 
for example, in sales contracts made with minors whom the law regards as inca-
pable of acting in their own self-interest. Fairness may be lacking, for example, 
when a seller deliberately conceals the defects in the goods or services for sale, 
in order to charge a higher price for them (see Chap.   5    ).  

   Game theory  is the study of strategic decision-making, modeled on the interac-
tions that occur among participants in various games. Game theory research has 
mapped the various types of games, particularly cooperative and noncooperative 
games, as well as positive sum and zero-sum games. The interactions of buyers 
and sellers in the marketplace can usefully be understood as falling within the 
purview of game theory, since they are involved in a form of interactive decision- 
making that seeks to create a “win-win” situation or positive outcome for all 
those involved (see Chap.   1    ).  

   Gamesmanship  is distinguished from sportsmanship, insofar as gamesmanship 
aims at winning at all costs, by fair means or foul, usually by doing things that 
seem unfair but that are not actually against the rules. This use of aggressive or 
dubious tactics differs from the ideal of sportsmanship that not only respects the 
letter and spirit of the rules of the game but also seeks to protect the integrity of 
the game. If winning at all costs is characteristic of gamesmanship, sportsman-
ship is best captured in the saying, “It doesn’t matter whether you win or lose, 
but how you play the game” (see Chap.   1    ).  
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   Gandhi’s idea of trusteeship  promoted the notion that the rich should regard their 
wealth as held in trust for the benefi t of the people as a whole. Gandhi believed 
that the wealthy could be persuaded to become trustees, who dedicate their wealth 
to projects that would help the poor. Like Andrew Carnegie, Gandhi understood 
that great wealth created a moral hazard for those who possessed it, especially 
through inheritance. He proposed that wealthy families should establish trusts 
voluntarily and manage the funds allocated to them in support of projects that 
will actually make a difference in the lives of the poor and marginalized. The 
skills acquired by successful entrepreneurs who had become rich could then be 
focused on ensuring that the trusts were well managed and effective in meeting 
their social goals. Warren Buffett and Bill Gates are recognized as global drivers 
of such trusteeship (see Chap.   17    ).  

   Globalization  is the worldwide process enabling the convergence or integration 
of economic activity, fi nancial networks, international trade, and communica-
tions. Globalization involves a never-ending search for strategic advantage 
in marketing and other business functions, where competition results in the 
free—or at least relatively unrestricted—transfer of capital, goods, and services 
and most recently the unhindered movement of labor across national borders. 
Globalization remains controversial because the benefi ts it promises for global 
economic and social development come with certain costs that may or may not 
be acceptable. Not only are the benefi ts shared unevenly, but they also tend to 
disrupt local cultures and societies. Not yet resolved is the question whether 
globalization can be managed so that it enhances the common good of the entire 
human family (see Chap.   18    ).  

   Greenwashing  is a term describing the pretense of environmental responsibility. 
Greenwashing occurs when a business or organization makes false or exagger-
ated claims about its “green” activities seeking to create a positive impact on its 
public relations, without actually allocating the resources needed to make a posi-
tive impact on the environment (see Chaps.   14     and   19    ).  

   Guanxi  is a Chinese term indicating relationship. In business it means network-
ing among people who have a connection, based on kinship, or other forms of 
association. The point of using  guanxi  networks in business is to capitalize on the 
presumed trustworthiness of associates within the network and thus minimize 
the risk of doing business with strangers. In the absence of the rule of law, where 
contracts are enforced by the threat of lawsuits or where one can routinely expect 
economic crimes to be punished—for example, a breach of fi duciary duties or 
various other forms of fraudulent activity—the reliance on  guanxi  networks may 
be the most effective way to minimize such risks (see Chaps.   4     and   5    ).  

   Harmonious society (  héxié shèhuì  )  is based on the Confucian ideal represented, 
for example, in the description of the Grand Union ( Dàtóng ) found in the  LǐYun —
Book IX of  The Book of Rites  ( Lǐjì ). This ideal has been developed recently as 
a key feature of PRC government ideology, where it is meant to raise awareness 
of the problems of social injustice and inequality in China that, if unaddressed, 
carry the risk of social confl ict. Highlighting the importance of establishing a 
harmonious society involves shifting development goals from economic growth 
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at all costs to overall social balance, with the intent of facilitating moderate 
prosperity for all, rather than perpetuating extremes of wealth and poverty. The 
notion of creating a harmonious society is hardly unique to Chinese tradition, 
since the common good envisioned by Catholic Social Teaching (CST) intends a 
similar goal (see Chap.   18    ).  

   HSE concerns  refl ect the cluster of issues related to health, safety, and environ-
mental challenges faced by workers throughout the world. A good business is 
one that seeks to address HSE concerns, so that working conditions will enable 
employees to perform their assigned tasks responsibly and without avoidable 
risk of harm to their health and personal safety, thus sustaining a good environ-
ment for all its workers (see Chap.   19    ).  

   Human dignity  refers to the inherent worth of human persons that must be 
respected in any moral and social order. The Universal Declaration of Human 
Rights proclaimed by the United Nations in 1948 begins with this assertion: 
“Whereas recognition of the inherent dignity and the equal and inalienable rights 
of all members of the human family is the foundation of freedom, justice and 
peace in the world.” While the importance of respecting human dignity may be 
universally recognized, its actual meaning and scope are variously understood 
in different cultures. Both the Roman Catholic Church and the government of 
China (PRC), for example, demand respect for human dignity, while Catholic 
Social Teaching (CST) understand it primarily in theological terms. The Biblical 
claim that human beings are made to “the image and likeness of God underscores 
the value of each human being and his or her inalienable human rights. Chinese 
philosophers as well as the Communist Party of China, on the other hand, regard 
it as inherent in a human nature capable of moral development. This capacity, 
well described in the Confucian classics, is the basis for humanity’s inherent 
nobility and stateliness. It is manifest in the principles of Heaven inherent in 
basic goodness of human nature. Understanding the diversity of such affi rma-
tions of human dignity may help explain differences regarding human rights and 
how they are to be enforced around the world (see Chaps.   16     and   20    ).  

   Ideal Commonwealth State or Grand Union  ( Dàtóng ) summarizing the 
Confucian social philosophy is found in the  LǐYun , in Book IX of  The Book of 
Rites  ( Lǐjì ). It describes a harmonious society in which Confucian moral virtues 
are practiced by all, thus establishing a community consisting not only of exem-
plary moral persons but also one in which social problems can be managed with-
out recourse to a legal system dispensing rewards and meting out punishments. 
As  The Book of Rites  observes, the Ideal Commonwealth State is utopian; never-
theless, it expresses a yearning for a world in which the triumph of good over evil 
is both spontaneous and complete. By contrast, the world as we know it—and 
as Confucius knew it—is poised precariously between becoming either a “small 
tranquility” ( xiǎokāng ) or an “infi rm state” ( cīguó ). The “small tranquility” is a 
state in which there is suffi cient order to insure that everyone is “well-off,” while 
an “infi rm state” is one characterized by massive corruption and disorder, neither 
of which is ideal by Confucian standards.  
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   Improper advantage  defi nes the goal of any attempt at bribery or extortion, either 
in public affairs involving government offi cials or in private business transac-
tions. Advantage is the natural outcome of successful negotiations and competi-
tion in business; advantage becomes improper when it is achieved by deliberately 
corrupting the processes or institutions in which it is sought (see Chap.   14    ).  

   Independent Commission Against Corruption (ICAC)  is an agency of the 
Hong Kong government, directly accountable to Hong Kong’s Chief Executive, 
charged with cleaning up corruption through law enforcement, prevention, and 
community education. After it was established in 1974 in order to combat cor-
ruption in the police force, the ICAC expanded its mission so that it now enforces 
the Prevention of Bribery Ordinance not only in cases involving government offi -
cials but also in private business transactions. With its wide investigative powers, 
the ICAC has been effective in changing the public’s perception that bribes and 
kickbacks are the normal way to get things done in dealings either with govern-
ment agencies or private businesses (see Chaps.   14     and   16    ).  

   India’s Companies Act of 2013  is a comprehensive legislation passed by the par-
liament regulating the incorporation of a business organization, its responsibili-
ties and those of its directors, and the procedures for dissolution of a company. 
The Act is noteworthy for mandating that every company of a certain size must 
set aside at least 2% of its average net profi t to fund corporate social responsibil-
ity (CSR) activities, which are defi ned in Schedule VII of the Act with its special 
focus on poverty alleviation (see Chaps.   12     and   17    ).  

   Informal protectionism  is an accusation usually made by business fi rms to explain 
that the barriers they face operating in a foreign country are cultural rather than 
legal. Usually, in this view, they blame their inability to succeed in foreign mar-
kets on the skepticism and hostility of local news media whose reporting on their 
activities plays upon the fears of the local population, who for one reason or 
another may resist their goods and services. Even if informal protectionism could 
be proven—which is highly unlikely—protesting against it may be ineffective. 
Instead, any fi rm trying to establish itself in a foreign country and encountering 
such resistance would do well to reexamine its marketing strategy and the tacit 
cultural assumptions behind it (see Chap.   15    ).  

   Insider trading  is a form of malpractice in the fi nancial industry in which trad-
ers with access to nonpublic information about a public company buy or sell 
its stock or other securities in order to maximize gains or minimize losses prior 
to the public release of material information. Insider trading is illegal when 
an insider makes the trade, while the information is still nonpublic or under 
embargo. Insider trading is legal once the information has been released to the 
public, thus cancelling any unfair advantage that the insider may have had over 
other investors. Even when such trading is legal, insiders who engage in it are 
often required to report their transactions to the appropriate regulatory author-
ity—as in the USA, the Securities Exchange Commission (SEC). The rules on 
insider trading differ from one fi nancial center to another, often depending on 
previously established practices in various fi nancial cultures (see Chap.   7    ).  
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   Institutional investors  are organizations whose activities in the fi nancial markets 
move large blocks of shares and thus have signifi cant infl uence on the markets’ 
performance. Institutional investors pool large amounts of capital from their 
various clients—other organizations and wealthy individuals—and invest it on 
their behalf, in the expectation that the institutional investors are generally more 
knowledgeable about the markets and the various stocks, bonds, and other secu-
rities bought and sold on them than individual or noninstitutional investors who 
manage their investments either personally or through a broker or fi nancial advi-
sor (see Chap.   7    ).  

   Integrity  is a characteristic ascribed to persons respected for their honesty and 
strong moral principles. A person valued for his or her integrity is someone who 
tries to do the right thing at all times and in all circumstances, whether or not 
anyone is watching. Integrity implies the capacity to act impartially or to achieve 
fairness in all one’s dealings, in business or otherwise. While a person valued 
for his or her integrity is surely someone to be trusted, he or she is also likely to 
welcome whatever measures will ensure both transparency and accountability 
so that others can be assured that their trust is well placed. A sense of integrity, 
as recognized by others and discovered in oneself, is the natural outcome of the 
ongoing processes of self-cultivation recommended in the wisdom traditions that 
sustain virtue ethics (see Chap.   2    ).  

   Intellectual property rights (IPR)  are the property rights enjoyed by persons who 
have produced intellectual creations that may be valued as property by them-
selves and others. The World Intellectual Property Organization (WIPO) defi nes 
intellectual property as “creations of the mind, such as inventions; literary and 
artistic works; designs; and symbols, names and images used in commerce.” 
The property rights granted to those who create such works are codifi ed in law 
and regulated by both national governments and international agencies. Like all 
other property rights, intellectual property rights are never absolute and must be 
balanced or adjusted in relationship to other valid rights claims (see Chap.   13    ).  

   Investment rating agencies , also known as credit rating agencies, were established 
to provide investors with reliable information on the degrees of risk associated 
with various debt securities. The agencies—for example, Standard and Poors 
(S&P), Moody’s, and Fitch—were expected to investigate the securities, verify 
the claims, and provide an easily understood letter grade, ranging from AAA on 
down the alphabet, signifying their assessment of the risks involved. The failure 
of the investment rating agencies to perform as expected is regarded as a major 
contributing factor in the global fi nancial crisis of 2007–2008.  

   Investor’s Bill of Rights (IBOR)  is a concept proposed to further the reform of 
fi nancial markets by making them more transparent and accountable to inves-
tors. Analogous to the Bill of Rights attached to the Constitution of the USA, an 
IBOR is meant to defi ne the rights and responsibilities both of those who provide 
fi nancial services—for example, banks, brokerages, insurance companies, and 
others—and their clients. Though no IBOR has been enacted into law and incor-
porated into the system of government agencies regulating fi nancial services, 
many such fi rms have developed their own IBOR statements in order to reassure 

Glossary of Terms for International Business Ethics: Focus on China 

http://dx.doi.org/10.1007/978-3-662-47434-1_7
http://dx.doi.org/10.1007/978-3-662-47434-1_2
http://dx.doi.org/10.1007/978-3-662-47434-1_13


484

their clients and demonstrate their commitment to best business practices (see 
Chap.   11    .)  

   Initial public offering (IPO)  refers to the fi rst sale of stock by a private company to 
the public at large. An IPO typically involves an underwriting fi rm that assists the 
company trying to launch its stock by advising it on the type of security to issue, 
the best offering price, and the timing of its initial offering. IPOs are generally 
regarded as more risky than ordinary stock market transactions because there may 
be relatively less information available upon which to estimate the value of the 
stock being offered. IPOs can be mismanaged, resulting in signifi cant losses, as 
was the case initially with the IPO done for  Facebook  in May 2012 (see Chap.   7    ).  

   Joint venture (JV)  is a legal business organization in which the participating par-
ties (individuals or fi rms) agree to share the costs as well as any profi ts from their 
new partnership. Normally both parties to a joint venture contribute assets and 
share the risks as well as rewards from the business. Joint ventures are widely 
used by fi rms seeking to do business in foreign markets. The foreign company 
will partner with a domestic company already doing business locally, with the 
foreign company contributing capital as well as new technologies and business 
practices, and the domestic company contributing its network of relationships 
with government agencies and other local businesses (see Chap.   4    ).  

   Jūnzǐ , often translated as “gentleman” or “morally refi ned person,” refers to the 
Confucian ideal of a person whose exemplary moral character is second only to 
that of a sage or legendary wisdom fi gure. A  jūnzǐ  has mastered the moral virtues 
achieved by Confucius and thus may be relied upon to teach these by personal 
example.  Jūnzǐ  is contrasted with  xiăorén , that is, a small or petty person who 
cannot grasp the importance of cultivating the moral virtues and thus seeks only 
his own immediate gain. By not considering the consequences of his actions in 
the overall scheme of things, the  xiăorén  usually ends up creating problems for 
himself, whereas the  jūnzǐ ’s wisdom and self-discipline allows him to exercise 
leadership over others (see Chap.   2    ).  

   Just Wage  or Just Salary refers to a concept in Catholic Social Teaching (CST), 
defi ned in Pope Leo XIII’s  Rerum Novarum  (1891) and elaborated in Pope John 
Paul II’s  Laborem Exercens  (1981), according to which justice in wages, sala-
ries, or other compensation is the amount needed to support a thrifty and upright 
worker plus his family. CST in general is well aware that wages generally refl ect 
the laws of supply and demand as they operate in labor markets. The tradition 
also realized that labor market outcomes usually refl ect asymmetries in bargain-
ing power between individual workers and their employers. Workers had to take 
whatever they could get and were rarely if ever in a position to make demands 
upon their employers. The idea of a Just Wage or Just Salary—often expressed 
today in campaigns to achieve a “Living Wage”—was meant as a protest against 
the immorality of treating labor as just another commodity, to be bought and 
sold in the marketplace. CST advocates the formation of community organi-
zations, like workingmen’s associations, in which workers and their employers 
could learn to respect each other’s human dignity and together discover ways to 
achieve greater justice in wages and salaries for all (see Chap.   18    ).  
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   Just War  is an ethical theory outlining the rules of combat governing the conduct of 
the armed forces of a given state. The theory was developed as part of Christian 
ethics in an attempt to regulate (and thus minimize) the use of the military in con-
fl icts with other states. The tradition focuses on two major questions, the right to 
go to war ( jus ad bellum ) and right conduct in warfare ( jus in bello ). It generally 
regards the use of military force as a last resort when all other means to resolve 
such confl icts have failed and clearly places the moral burden of proof upon any 
state that would start a war for any reason. The theory seeks to promote respect 
for the rights of noncombatants, who are not to be deliberately targeted for attack 
in any act of war. It is also invoked in situations where using military force against 
terrorists and religious extremists may be justifi ed only when the violence cannot 
be stopped by peaceful means. We argue that Just War theory is also relevant for 
understanding the morality of whistle-blowing, which is often regarded by busi-
ness corporations as an act of warfare against them (see Chap.   10    ).  

   Lawful interception  refers to legitimate acts of covert surveillance, usually those 
conducted by governments in the interests of national security. The existence of 
legislation regulating such acts presupposes the difference between state agen-
cies and private businesses, making it clear that forms of covert surveillance that 
may be legitimate when done by governments may also be illegitimate when 
done by private individuals or corporations (see Chap.   16    ).  

   Level playing fi eld  is an expression that refers to the ethical expectation of fair-
ness or impartiality in business competition. In sports, a level playing fi eld is one 
in which the rules of the game are observed by all participants and interpreted 
as well as applied impartially by the referees or umpires, without favoring one 
side or another. In international business ethics, the expression refers to circum-
stances in which a fi rm in competition with others may complain that it is being 
restricted or penalized unfairly, particularly by the ways in which local markets 
function or are regulated. Such circumstances violate the expectation of a level 
playing fi eld (see Chaps.   5    ,   14    , and   15    ).  

   Loan sharking  is a practice typical of predatory lenders who charge exorbitant 
rates of interest, either legally or in clear violation of laws that, in some jurisdic-
tions, set a limit to such interest rates. Those engaged in loan sharking typically 
target the poor who are unable to establish suffi cient creditworthiness or collat-
eral to apply for needed loans from commercial banks. Credit cooperatives and 
credit unions were established in order to provide fi nancial services to the poor, 
particularly opportunities for savings and loans, at reasonable interest rates usu-
ally well below those charged by loan sharks or predatory lenders (see Chaps.   2     
and   20    ).  

   Loyalty  to an employer is an ethical expectation implicit in the act of accepting 
employment in exchange for wages, salary, or other benefi ts. Such loyalty requires 
an employee to carry out whatever tasks or responsibilities may be assigned, 
with due care, reasonable effort, or wholeheartedness. A loyal employee will 
not try to minimize his or her compliance with assigned tasks or responsibili-
ties, by sticking to the letter of his or her job description, but instead will seek to 
respond intelligently to whatever obstacles stand in the way of successful perfor-
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mance. The nature of one’s loyalty to an employer is changing in some respects. 
Employers should not expect blind loyalty, and employees are not obligated to 
do things that a reasonable person would regard as immoral or illegal. Employers 
must do more today to earn the loyalty of their employees, by creating working 
conditions and supporting a management style that credibly demonstrate respect 
for workers’ rights and their human dignity (see Chaps.   8    ,   9    ,   10    , and   18    ).  

   Marketing vs. selling  is a distinction memorably developed by Theodore Levitt 
in an essay originally published in the  Harvard Business Review  (1960) as 
“Marketing Myopia.” Selling is oriented to the needs of the seller, primarily to 
close the sale in order to move the product from his inventory to the buyer so that 
he can maximize profi ts. Marketing, on the other hand, is oriented to the needs 
of customers, which the seller must understand in order to shape all phases of his 
relationship with them, starting with the very design of the product. The point of 
marketing is to achieve competitive advantage by creating a highly loyal set of 
customers. If marketing is done properly, profi ts will be maximized without reli-
ance upon predatory or unethical sales practices (see Chaps.   6     and   7    ).  

  Match-fi xing is one of a number of ways of cheating in organized sports competi-
tion, committed by either players or referees. It involves playing the game in 
order to achieve a completely or partially predetermined outcome, for exam-
ple, hitting a desired points spread between the winner and loser of a particular 
match.  Match-fi xing  usually is motivated by the interests of gamblers or orga-
nized crime syndicates who pay bribes to players or referees in order to guar-
antee the predetermined outcome, the assurance of which enables them to place 
their bets without fear of losses. Match-fi xing not only harms those who lose 
their bets but it also deprives sports competition of any meaning as a game and 
symbol of fairness (see Chap.   1    ).  

   Mengzi (372–289 BCE)  is the most famous Confucian scholar beyond Confucius 
himself. His contribution to the Confucian classics,  The Book of  Mencius, is 
crucial for the development of Chinese virtue ethics, inasmuch as it declares 
the innate goodness of human nature and demonstrates how the virtues, when 
cultivated properly, grew from “sprouts” universally present in all human beings. 
Since Mengzi’s father died when he was very young, the formation of his exem-
plary moral character is attributed to the infl uence of his mother, Zhǎng, who is 
revered in stories recounting the lengths to which she would go in order to fi nd a 
proper environment in which to educate her son (see Chap.   2    ).  

   Method of applying justice  involves a synthesis of deontological and teleologi-
cal theories in applied ethics. Doing justice is rarely simple and direct, since 
it usually involves seeking a harmonious compromise among competing moral 
claims, analyzed in either theory. The method of applying justice must enable 
moral agents to identify all the claims being made, in order to evaluate them and 
prioritize among them impartially. The theory of justice proposed by John Rawls 
proposes a method of applying justice basically as fairness, integrating both a 
principle of equality, maximizing a system of the most extensive basic liberty 
for each individual compatible with the same liberty for others, and a principle 
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for allocating differences so that these be advantageous to all concerned and that 
competition for these be open to all (see Chap.   4    ).  

   Microfi nance  is a general term referring to fi nancial services targeted to low- 
income individuals or those who do not have access to the services offered to 
customers by commercial banks. Microfi nance projects are an important ele-
ment in social and economic strategies intending to overcome poverty and mar-
ginalization, inasmuch as they not only provide the fi nance capital required by 
small entrepreneurs to start their own businesses but also strengthen the social 
networks that enable their benefi ciaries to demonstrate accountability through 
the repayment of their loans and the accumulation of capital for others in similar 
circumstances (see Chap.   20    ).  

   Monopoly  is an attempt to create conditions that undermine market competition in 
favor of a single supplier of valued goods or services. Monopoly, literally mean-
ing “a single seller,” occurs when one fi rm is able to eliminate all other competi-
tors who provide or could provide the same or similar goods or services. Since 
the formation of monopolies tends to defeat the promised allocative effi ciencies 
that allow markets to contribute to the common good, they are often restricted by 
law and subject to intensive regulation.  

   Moral agency  refl ects a person’s capacity for making moral judgments based on 
commonly accepted notions of right and wrong and for becoming responsible for 
their actions. A moral agent is any person who is believed to be capable of acting 
morally, that is, acting responsibly in light of these commonly accepted notions. 
Individual human beings, having acquired the use of reasoning, are assumed to 
be moral agents unless proven otherwise; other entities, such as business cor-
porations, may be regarded as moral agents insofar as their actions refl ect the 
internalization of a similar capacity in their corporate cultures. Business ethics 
advances the idea of moral agency in business by assisting in the development 
of accountability structures that are responsive to moral considerations, over and 
above the fear of legal sanctions for noncompliance with government regulations.  

   Moral leadership  is a capacity that persons of exemplary moral character may 
demonstrate, particularly in the responsibilities they exercise in various social 
and organizational settings. The primary quality exhibited in moral leadership 
is a commitment to service for the common good, that is, a focus on strengthen-
ing the capacities of others and removing obstacles to their successful perfor-
mance, within the organization. This service takes shape in policies and actions 
designed to enhance transparency and accountability, as the moral leader dem-
onstrates care for those to whom and for whom he or she is responsible (see 
Chaps.   2    ,   17    , and   18    ).  

   Mortgage-backed securities (MBS)  are a type of fi nancial instrument, specifi cally 
debt obligations, that represent claims to the cash fl ows from pools of mortgage 
loans, most commonly on residential property. In creating an MBS, mortgages 
are purchased from banks, mortgage companies, and other originators, from 
which pools are assembled by various agencies, for example, the  government’s 
Federal Home Loan Mortgage Corporation (Freddie Mac), or investment bank-
ing fi rms like Bear Stearns. Once an MBS is created, the agency creating it trans-
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fers the claims on the principal and interest payments made by the borrowers 
to those purchasing the securities. This process is known as securitization (see 
Chap.   7    ).  

   Mortgages  are loans granted to the buyers of real estate in order to obtain the funds 
required to complete the purchase of the property. The real estate serves as the 
collateral on the loan and is subject to foreclosure if the buyers default upon 
the mortgage loan. Mortgages enable buyers to purchase real estate, typically in 
order to become homeowners, while lacking the funds necessary to pay the full 
purchase price up front. In obtaining a mortgage from a bank or other fi nancial 
institution, the homeowner usually makes a substantial down payment and bor-
rows the remainder of the price from the lender. Subprime mortgages are a subset 
of mortgage loans made to individuals with poor credit histories, who otherwise 
would not qualify for a conventional mortgage. Since such borrowers with poor 
credit histories represent a higher risk for the lenders, the mortgages issued to 
them—known as subprime mortgages—charge interest rates above the prime 
lending rate (see Chap.   7    ).  

   Mozi (470–391 BCE)  is a Chinese philosopher of the “Hundred Schools of 
Thought” period who argued that exemplary moral virtue consisted primarily 
in developing a capacity for impartial care or universal love ( jian’ai ) achieved 
through self-refl ection, rather than the cultivation of fi lial piety ( xiào ) through 
Confucian ritual practices. Mozi apparently believed that Chinese people by 
nature were already too attached to their family and kin and thus thought that 
they should be challenged to lead a life of asceticism and self-restraint in which 
they would learn to care for all people equally. Since Mozi’s philosophy shares 
many assumptions in common with Confucianism, their relationship should be 
understood as complementary rather than antagonistic. In appreciating Mozi’s 
wisdom, one need not feel constrained to repudiate the wisdom of Confucius and 
his disciples (see Chap.   2    ).  

   Murphy’s Law  is a colloquial expression stating that if anything can go wrong, 
it will go wrong. The point of Murphy’s Law is not so much to encourage pas-
sivity, but to warn against complacency. Human schemes will not achieve their 
goals, if they are left unattended, without adequate monitoring or supervision 
(see Chap.   19    ).  

   Organized crime  refers to criminal organizations—be they transnational, national, 
or local—whose purpose is to engage in illegal activities, usually for profi t. 
Some such organizations, like terrorist networks, are politically motivated, but 
most are strictly business, such as the Japanese Yakuza, the Russian mafi a, the 
Italian Camorra, and Mexico’s Sinaloa drug cartel (see Chap.   18    ).  

   Outsourcing production  involves creating a supply chain in which goods to be 
marketed in one country are produced and assemble in other countries. The 
technological revolutions associated with globalization have made outsourcing 
production both cost-effective and manageable. Outsourcing production is chal-
lenging, but it offers no legitimate excuse for any deterioration in quality controls 
(see Chaps.   6     and   15    ).  
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   Overtime regulations  refer to the guidelines issued by various regulatory  agencies 
concerning the number of hours an employee may work in any given week or 
month. While the specifi cs of such regulations may vary from one venue to 
another, collectively they are intended to enforce certain basic standards safe-
guarding the human dignity of workers and their human rights (see Chap.   8    ).  

   Patent  is one form of coverage extended by intellectual property rights. Patents 
grant inventors exclusive rights over the use of their inventions—for example, 
whether and how they can be marketed—for a limited period of time in exchange 
for detailed disclosure of the invention, its formulas, designs, or other informa-
tion needed to reproduce them. Once the limited time afforded by patent pro-
tection has expired, others may reproduce the invention legally for their own 
business purposes (see Chap.   13    ).  

   Patriarchal or sexist attitudes  refl ect long-standing but increasingly obsolete 
cultural assumptions enforcing gender discrimination and sexual harassment. 
Policies designed to overcome these forms of abuse generally include programs 
of consciousness raising meant to challenge these attitudes in favor of cultivating 
more egalitarian and professional relationships among men and women working 
together in a business or organization. Another example of such attitudes is the 
strong preference for male offspring which is still prevalent in Asian cultures. It 
may be challenged as a questionable hangover of obsolete cultural assumptions 
perpetuated in a distorted understanding of Confucian thinking (see Chap.   9    ).  

   Philanthropy , the practice of giving money and time to help make life better for 
other people, is an activity often supported by enlightened businesses desiring 
to share their success and wealth with the communities in which they operate. 
Philanthropy on the part of businesses may be understood as a form of civic 
virtue, an attempt to demonstrate the fi rm’s commitment to the values of good 
citizenship and patriotism. Businesses supporting philanthropic activities usu-
ally attempt to distinguish these from activities demonstrating corporate social 
responsibility (CSR). Though these often overlap in specifi c cases, CSR is linked 
directly to a fi rm’s business plan and is meant to maximize strategic advantages 
inherent in that plan; philanthropy, on the other hand, is usually oriented to unmet 
needs in the community and therefore tends to demonstrate altruistic rather than 
self-interested motives, from the perspective of the businesses engaged in them. 
Those businesses that seek to engage in both philanthropy and CSR usually 
strive to keep them separate in terms of their organization, accountability, and 
transparency (see Chap.   17    ).  

   Phone hacking  is a surveillance technique that specifi cally involves the intercep-
tion of telephone calls or unauthorized access to voicemail messages, usually 
without the knowledge or consent of the persons making the calls. Phone hack-
ing by private organizations, such as the news media seeking stories to publish, is 
widely condemned as a violation of human dignity, especially the right to privacy 
that private persons are assumed to possess. Phone hacking of this sort should 
not be confused either with legitimate or regulated forms either of employee 
monitoring or government wiretapping in the interests of national security (see 
Chap.   16    ).  
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   Polluter pays  is the principle, supported by both law and morality, that seeks to 
promote environmental responsibility by making the party responsible for pol-
lution pay the costs of its cleanup, including compensation to others who have 
been harmed by the damage done to the environment, whether or not that dam-
age was deliberate or merely the result of an accident (see Chap.   19    ).  

   Predatory lending  is the unfair, deceptive, or fraudulent practices of some lenders 
that sometimes occur when borrowers apply for a loan. Usually, such practices 
are association with the loan origination process for home mortgage loans. The 
predator seeks to convince the borrower to apply for a loan that the borrower is 
unable to repay consistent with the terms of the loan. While the borrower is often 
unaware of the situation because of the deception, the lender not only clearly 
understands it but also exploits it in order to reap greater profi ts, in the form 
of commissions, loan origination fees, and various incentives encouraging the 
resale of subprime mortgages for packaging in mortgage-backed securities (see 
Chap.   7    ).  

   Prima facie evidence  is a legal term suggesting that you have enough evidence 
to support a presumption of fact unless other evidence emerges to refute it. The 
term is also used similarly in applied ethics where it is necessary to establish 
facts suffi cient to warrant a particular moral judgment of right or wrong. Prima 
facie evidence is usually contrasted with all things considered evidence, which 
indicates that the process of weighing the evidence is complete and a moral judg-
ment or legal verdict may now be rendered (see Chap.   8    ).  

   Principle of informed consent  is a standard enshrined fi rst in bioethics or medical 
ethics, in order to guarantee that the patient’s basic human dignity is respected 
throughout any medical procedure performed by his or her doctor in the course of 
treatment. Informed consent means that after the procedure is explained and the 
patient’s questions are answered, the patient is asked to approve the procedure 
recommended, prior to its performance. Consistent with the Hippocratic Oath, 
which forbids doing harm to anyone seeking help, the principle of informed con-
sent is meant to protect both doctors and patients by confi rming the patients’ con-
sent to the procedures to be performed. The principle of informed consent also 
has broad application in international business ethics, especially in the under-
standing of a fi rm’s responsibilities toward its customers. All forms of decep-
tive advertising or otherwise fraudulent representations violate the principle of 
informed consent, since customers are prevented from making their choices on 
the basis of accurate information (see Chaps.   5    ,   6    ,   7     and   16    ).  

   Principle of subsidiarity  was fi rst formulated in Catholic Social Teaching (CST), 
in Pope Pius XI’s encyclical letter  Quadragesimo anno  (1931). The principle 
was formulated in order to clarify both the necessity of government intervention 
in the affairs of other institutions, including families, and its limits. The help to 
be given ( subsidium ) must support the proper functioning of these institutions 
and not preempt them, usurping their autonomy in order to aggrandize the power 
of the state. As a contribution to political philosophy, the principle of subsidiarity 
positions CST in opposition to the theories of government identifi ed with both 
totalitarianism (too much) and laissez-faire liberalism (too little). Government 
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regulation of credit unions, as in the Philippines’ Cooperative Development 
Authority (CDA), is an example of the principle of subsidiarity in action, because 
the CDA is meant to assist in the strengthening of such coops, so that they can 
achieve their own stated purposes more effectively (see Chaps.   18    ,   19     and   20    ).  

   Principles for Responsible Investment (PRI)  is an initiative of the United Nations 
Environmental Program (UNEP) and the UN’s Global Compact promoting the 
relevance of ESG (environmental, social, and governance) performance stan-
dards for evaluating the sustainability of proposed investments. The Principles 
are six in number, pledging the signatories to appropriate compliance with ESG 
concerns. While these principles are voluntary and aspirational, they have been 
acknowledged by over a thousand signatories—asset owners, investment manag-
ers, and service providers—who claim to manage over US$45 trillion in invest-
ments (see Chap.   11    ).  

   Private property  is the legal ownership of property by nongovernmental enti-
ties ranging from individual citizens, families, to businesses and the institutions 
of civil society. The right to private property is regarded by Catholic Social 
Teaching (CST) as inherent in human dignity, along with all other human rights. 
While the origins of private property remain obscure, theoretical justifi cation 
for this right usually emphasizes the role of human labor—individual or orga-
nized—in creating something of value from the goods of this earth. Empty and 
unoccupied wasteland, for example, may become private property if and when 
an individual or a group cultivates the land, sets its boundaries, and put it to pro-
ductive use. Private property is regarded as an indispensable means for preserv-
ing and enhancing the autonomy of the nongovernmental entities that possess 
it. A legal claim to private property usually means that the legal owner has an 
exclusive right to determine its uses, including any decision to buy or sell it (see 
Chaps.   13     and   18    ).  

   Pro-cyclical and countercyclical economic policies  are distinguished according 
to whether they are designed to be neutral—having no impact upon the cycle 
of market activity—or negative, countering or otherwise intervening to adjust 
this cycle. If the cycle of economic expansion and contraction is to be managed, 
countercyclical economic policies are required. The lack of such policies may 
be an indication of an economic philosophy that believes that markets achieve 
optimal results when left alone (“laissez-faire”) by government intervention (see 
Chap.   9    ).  

   Product safety standards  are enshrined in sets of regulations—usually enacted 
by government agencies—focused on the design and manufacture of consumer 
products in order to ensure the safety of those who purchase and use these prod-
ucts. The concern for consumer product safety is another expression of the eth-
ical principle, do no harm, which the public expects all businesses to honor. 
When a defect or other violation of these standards is detected, fi rms usually will 
be required to announce—or will voluntarily cooperate in—a product recall in 
which the defects are either fi xed or an upgraded product is offered as compensa-
tion (see Chap.   6    ).  
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   Professionalism  refers to the competence or skill expected of someone claiming 
to be a professional or member of a profession. In premodern times the profes-
sions were fewer in number, primarily in the fi elds of law, medicine, teaching, 
and religious ministry. More recently, the number has increased dramatically 
with the advent of professional education in other fi elds especially related to 
business. Given the assumptions regarding the skills required of a professional, 
modern societies have tended to regard the professions as self-regulating, that is, 
organized into associations capable of monitoring the performance of their mem-
bers and imposing appropriate discipline or additional training requirements as 
needed. Since professionals are expected to maintain high ethical standards, as 
part of their basic skill set, professionalization in business has been among the 
most important factors increasing awareness of international business ethics, 
through the development of codes of conduct within the various business spe-
cializations seeking professional recognition, as well as in the development of 
corporate cultures (see Chap.   11     and   20    ).  

   Pronto moda , literally “fast fashion,” is the name given in Italy to the production 
of cheap, ready-to-wear apparel goods, in which the time taken for the design, as 
well as manufacturing, of such goods has been shortened dramatically, through 
the use of digital technology and the importation of foreign labor, primarily 
Chinese immigrants.  Pronto moda  remains controversial, with some regarding 
it as a threat to Italy’s traditional apparel industry with its reputation for high-
quality goods and others regarding it as providing a pathway for the redevelop-
ment of an older industry that otherwise cannot survive the competitive pressures 
of globalization (see Chap.   18    ).  

   Public morality  refers to the moral and ethical standards enforced in a society, by 
law or social pressure, especially as these are applied to public life, that is, to the 
institutions of government and civil society that are expected to model socially 
responsible behavior for society as a whole. The standards of public morality are 
no different in principle than those expected in private relationships; neverthe-
less, the glare of publicity more readily exposes the hypocrisies usually involved 
in any breach of public morality.  

   Public relations  is a strategic communications process that manages the spread 
of information between an individual or organization and their publics, in order 
to build mutually benefi cial relationships among them. For such relationships to 
be successful, public relations fi rms must be committed to working truthfully, 
which means that they cannot tell lies or try to deceive the public, even as they 
attempt to interpret their clients’ policies and actions in the best possible light. 
Those engaged in public relations work generally seek recognition as profession-
als, whose activities are regulated by various codes of ethics and professional 
associations (see Chap.   5    ).  

   Rectifi cation  of names is the basic strategy for ethical improvement advocated 
by Confucian moral philosophy. Since the ethical norms needed to guide any 
activity or relationship are implicit in the names given to them, rectifi cation or 
reform occurs when people attempt to live up to the requirements embedded 
in the name. For example, the ethical norms for acting properly as a father or 
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son are implicit in what it means to be a father or son. Understanding the name 
enables a person to become the reality (see Chap.   2    ).  

   Registered Investment Advisers (RIAs)  are those investment advisers who are 
licensed or registered by the Securities Exchange Commission (SEC) or other 
government agencies. Such advisers by law must adhere to a fi duciary standard 
of care, that is, they must serve a client’s best interest with the intent of eliminat-
ing all potential confl icts of interest that might prompt them to favor their own 
interests over a client’s (see Chap.   7    ).  

   Respect people  as ends and not as means only is one key formulation of the 
Kantian categorical imperative, which conveys the basic philosophical mean-
ing of deontological obligations meant to ensure that the dignity of each human 
being is respected (see Chap.   4    ).  

   Reverse engineering  is the process of extracting knowledge or design information 
from any product and then reproducing it or something similar based on that 
information. The legality of reverse engineering varies signifi cantly from one 
jurisdiction to another, as well as from one product to another (see Chap.   13    ).  

   Right to privacy  is explicitly stated in Article 12 of the Universal Declaration of 
Human Rights. The right has been described in various ways as a right to be left 
alone, a right to inviolate personality, and the right to control information about 
oneself. The right to privacy has generally been inferred from the moral obliga-
tion to respect human dignity and is generally intended to protect individuals 
from unwarranted and undesired surveillance and publicity. Like all other human 
rights, the right to privacy is not absolute, either in law or in morality, since it 
may confl ict with the rights of other parties and may be suspended or forfeited 
under some circumstances (see Chap.   16    ).  

   Risk management  is the systematic analysis and assessment of unacceptable risks, 
in order to minimize or eliminate these through the assertion and extension of 
managerial control. Risks are usually defi ned as the impact of uncertainties on 
an organization’s ability to achieve its goals, for example, accidents, project fail-
ures, legal liabilities, credit risks, natural disasters, and acts of warfare or terror-
ism. Such risks may be managed, by putting into practice policies designed to 
reduce exposure to uncertainties or at least to meet them effectively, if and when 
they occur (see Chap.   15    ).  

   Rule of law  is often contrasted with rule by law. When a government rules by law, 
its citizens are subject to administrative regulations that do not necessarily apply 
to the rulers or their agents as well. When a government observes the rule of 
law, it is committed to the principle that everyone is subject to the same admin-
istrative regulations, including the rulers and their agents. Rule of law is meant 
to protect citizens from the arbitrary decisions of government offi cials that are 
neither transparent nor accountable and are lacking in due process for adjudicat-
ing grievances or other alleged miscarriages of justice or malfeasance in offi ce.  

   Saving face  refers to the all-too-human desire to avoid humiliation or embarrass-
ment, to maintain dignity or preserve reputation. The intensity of this desire and 
the lengths to which people will go to save face vary signifi cantly from one cul-
ture to another. Face is often equated with respect, and it can be given to others, 
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lost because of some misdeed, and regained by good deeds recognized by others 
(see Chap.   10    ).  

   Scapegoat  is someone who is unfairly blamed for something others have done. 
While the practice of scapegoating is found in all cultures, the term’s origins are 
Biblical (Leviticus 16:8) where it refers to a ritual involving a goat whose head 
is symbolically laden with the sins of the people before it is let loose in the wil-
derness. Creating a scapegoat is a way of relieving oneself of responsibility for 
correcting the wrongs one has done to others (see Chaps.   3     and   19    ).  

   Secrecy  is the practice of concealing information from some individuals or groups. 
Such concealment may be done for various purposes, some of which are legiti-
mate morally and legally while others are not. In business, the right to protect 
trade secrets is recognized as a part of intellectual property rights, while secrecy 
in order to avoid the detection of a fraud or other fi nancial irregularity is both 
immoral and illegal. Transparency and accountability are generally encouraged 
as values contrasting with illegitimate forms of secrecy (see Chaps.   6    ,   7    , and   19    ).  

   Securities and Exchange Commission (SEC)  is an agency of the US government, 
holding primary responsibility for enforcing existing federal securities laws, 
proposing regulations for the securities industry, and monitoring its activities. 
The SEC was established through the Securities Exchange Act of 1934 in order 
to bring legal action against individuals and fi rms alleged to have committed 
accounting fraud, provided false information, and engaged in insider trading and 
other fi nancial crimes occurring in the fi nancial markets. Other countries, such 
as the Philippines, have established similar agencies with similar purposes (see 
Chap.   7    ).  

   Securities fraud  refers to deceptive practices or frauds committed in the buying 
and selling of stocks, bonds, and other fi nancial instruments. Like all forms of 
fraud, it seeks to achieve its criminal intent by conveying false information to 
investors, whose reliance on such information causes them to lose rather than 
gain from their investments (see Chap.   7    ).  

   Securitization  is the process by which a fi nancial instrument is created by com-
bining other fi nancial assets into a package that can be resold to investors. 
Mortgage- backed securities (MBS) are an example of securitization, in which 
mortgages with varying degrees of risk and reward are combined in a large pool 
of assets intended to minimize the risk and maximize the reward for investors 
(see Chap.   7    ).  

   Sexual discrimination  is a comprehensive term inclusive of civil rights violations 
based on sexism or prejudice against a person’s sex or gender. While it includes 
sexual harassment, sexual discrimination usually refers to the act or policy of 
rejecting a person’s application for employment on the basis of sex or gender, 
when these characteristics are clearly irrelevant to the qualifi cations required of 
the applicants for a particular job (see Chap.   9    ).  

   Sexual harassment  refers to forms of sexual abuse that occur within an organiza-
tion, in relations between employers and employees, or teachers and students, 
or physicians and their patients, etc. Sexual harassment consists in unwelcome 
sexual advances, in the context of interactions usually involving a superior and 
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a subordinate. For example, an employee is pressured into having sex with his 
or her boss as a condition of employment, with the implied threat that resistance 
will be met with retaliation. In this example, the form of sexual harassment is 
termed  quid pro quo , because one thing is exchanged for another, sexual favors 
for job security or advancement. The other major form is the creation of a hostile 
work environment. In that case, the parties at work may have freely consented 
to their affair, but their activity creates a situation in which other employees are 
made uncomfortable or feel unfairly discriminated against because of the special 
relationship enjoyed by the employee and his or her boss. Sexual harassment is 
commonly regarded as a form of bullying, an effort to assert dominance over oth-
ers, and not as the result of an excess of erotic desire. It is condemned both in law 
and in morality as a basic violation of human dignity (see Chap.   9    ).  

   Skepticism  is a philosophical theory that doubts systematically conventional 
claims to the truth of facts and the validity of moral norms. While questioning 
facts and moral norms is an indispensable part of the development of critical 
thinking skills, skepticism often encourages attitudes that refuse to accept certain 
established facts and values, once all reasonable objections have been answered. 
For example, remaining skeptical of the heliocentric view of the solar system, 
once its truth was demonstrated, was a sign not of superior critical thinking skills 
but of willful irrationality. Currently, the lingering doubts about the reality of 
catastrophic climate change and the role of human activities in causing it is an 
example that most people would regard as unwarranted skepticism.  

   Social business  is a term, popularized by the Nobel Peace Prize winning econ-
omist, Muhammad Yunus, to describe enterprises created and designed to 
address a social problem, usually on not-for-profi t basis. Yunus’ own work in 
the Grameen Bank demonstrates how such a business can be successful, that is, 
fi nancially self-sustainable, with its profi ts reinvested in the business itself rather 
than distributed to its investors. Other, even older enterprises based on mutual-
ist principles, such as credit unions and credit cooperatives, may be regarded as 
social businesses, whose relationships with their members who are depositors 
may or may not conform to Yunus’ not-for-profi t business plan (see Chap.   20    ).  

   Social capital  is an important concept for understanding how credit unions and 
credit cooperatives actually succeed in meeting their goals. Social capital, pri-
marily in the form of basic trust and mutual accountability, is believed to be com-
mon or at least accessible to all human persons. Under proper conditions, social 
capital can be transformed into fi nance capital, when the relationships of trust 
and accountability are used to demonstrate the credit worthiness of members of 
a network, organized through the credit union or cooperative. Social capital func-
tions to guarantee that loans will be repaid, even in the absence of conventional 
forms of collateral (see Chap.   20    ).  

   Social contract theory  began in early modern European history as an explanation 
of how individuals form governments and consent to be governed by them. The 
term, social contract, has been expanded to cover the relationship between a 
business and its stakeholders, particularly, the public at large, who consent to the 
activities of a business corporation, if and when they recognize that the  business 
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is making a contribution to the common good. The social contract between 
 business and society begins with the fi rm’s commitment to the basic principles 
of business ethics, that is, fair dealing in all its business operations, and ranges 
through its participation in various programs of corporate social responsibility 
(CSR) and philanthropy (see Chaps.   12     and   17    ).  

   Social Darwinism  is a philosophy, popular in the late nineteenth century, which 
claimed to apply biological concepts of natural selection to the history of human 
societies. The ruling idea was that “survival of the fi ttest” was the imperative 
operative in both biological and social evolution. Andrew Carnegie, for exam-
ple, believed that social Darwinism indicated the inevitability of modern indus-
trial capitalism and the extraordinary accumulation of wealth it made possible. 
Carnegie, however, did not appeal to social Darwinism to justify such wealth, but 
recommended that those most successful in accumulating it—the fi ttest who had 
survived in the struggle to dominate competitive markets—should create foundations 
and other organizations to enable the rest of society to share in their success, 
through greater access to education and other social benefi ts (see Chap.   17    ).  

   Socrates , in the history of European philosophy, stands as the model of a wise and 
humble man, who in response to the Oracle at Delphi sought to discover anyone 
wiser than him by interrogating all others who claimed to dispense wisdom to 
their followers. His Socratic method of questioning and engaging people from 
different walks of life in philosophical dialogue was not only amusing to his 
youthful disciples but also profoundly irritating to those whose claims he ques-
tioned. Socrates’ death, forced upon him in his refusal of any punishment for his 
alleged corruption of youth and other impieties, is celebrated as an example of 
the true philosopher’s commitment to integrity in the pursuit of truth.  

   Solidarity  is the feeling of unity between people who have the same interests, 
goals, standards, and sympathies. Solidarity is not based primarily on ties of kin-
ship, as in families, but on communities of belief and shared practice. Solidarity 
in the late twentieth century was the name given to the Polish trade union move-
ment that eventually precipitated the collapse of the Soviet hegemony in eastern 
Europe. As one of the core values of Catholic Social Teaching (CST), solidarity 
expresses the tradition’s commitment to the importance of forming a civil society 
composed of voluntary associations that conform to the social logics of neither 
governments nor businesses. Such associations, according to CST, play an indis-
pensable role in assisting families and individuals to participate in achieving the 
common good or natural institutions such as the family. Solidarity, however, can 
be antisocial as well as social, for example, when organized crime syndicates 
create conditions that prevent the common good (see Chaps.   18     and   20    ).  

   Sportsmanship  is the ideal of fair play, respect for opponents, and a commitment 
to the integrity of a sport, by those competing within it. Sportsmanship means a 
commitment to abide by the rules of the game, whether one is winning or losing, 
at any given moment in any given match. Sportsmanship is moral leadership 
among participants in a sport who take responsibility for preserving the good 
reputation and goodwill engendered by free and fair competition (see Chap.   1    ).  
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   Stakeholder   is any person or group who has a legitimate interest or concern in 
how an organization conducts its activities. The term, “stakeholder,” was adopted 
in management theory in contrast to “stockholders,” that is, the owners or inves-
tors in a business, in order to understand the complex and multiple responsibili-
ties that managers have in enabling the fi rm to meet its goals. Stakeholder theory 
concerns the ways in which stakeholder interests may confl ict and how manage-
ment must seek to deal with all of them in a responsible way (see Chaps.   4    ,   15    , 
and   19    ).  

   Stewardship  emphasizes the responsible planning and management of resources. 
The steward is a manager, that is, one who acts as a surrogate for the owner, 
especially by managing his or her property or fi nancial affairs, etc. Just as stewardship 
may include a manager’s responsibilities toward all stakeholder groups, so it may 
also comprehend a fi rm’s environmental responsibilities, on the assumption that 
the environment is the “silent stakeholder” in all businesses that profi t from the 
development of natural resources (see Chap.   19    ).  

   Supply chain management  involves comprehensive supervision of the entire pro-
cess of production, from supplier to manufacturer to wholesaler to retailer to 
consumer. Successful supply chain management coordinates and integrates the 
fl ow of interactions within this process, as it unfolds both within the fi rm and 
among the companies forming its supply chain. International business ethics 
is concerned about supply chain management because the fi rm must establish, 
monitor, and enforce its ethical standards throughout the process. Ethical lapses 
within the supply chain are the responsibility of the fi rm that has organized the 
process, as well as the companies participating in it (see Chap.   6    ).  

   Sustainability  is the capacity of systems and processes to endure, meaning, to 
continue growing while maintaining their basic identity, in response to various 
challenges both external and internal by an organization seeking to sustain its 
activities. Sustainable development usually is the result of interactions in four 
interconnected domains: ecology, economics, politics, and culture (see Chaps. 
  11     and   12    ).  

   Sweatshop  is a negative term used as an accusation against fi rms alleged to be oper-
ating a workplace with socially unacceptable working conditions. Sweatshops 
are characterized by a lack of respect for human dignity, evidenced by lack of 
concern about worker health and safety issues, including the amount of overtime 
work demanded, or the adequacy of housing and other amenities provided to the 
workers (see Chaps.   8     and   18    ).  

   Tabloid journalism  is a type of journalism that appears in tabloids, that is, in 
newspapers with a compact page format. Tabloid journalism generally tends to 
emphasize topics such as sensational crime stories, astrology, and gossip col-
umns about the personal lives of celebrities. The now defunct  News of the World  
is but one example of the genre, which is often to be found for sale in supermar-
kets and news and magazine kiosks at various transportation hubs (see Chap.   16    ).  

   The blame game  is not a game, but an attempt to avoid sole responsibility for 
some undesirable event by blaming everyone else involved in it. Given the gener-
ally complex accountability structures typical of business corporations, it is not 
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 surprising that managers and other employees often resort to the blame game in 
order to cover up their involvement when something goes wrong.  

   The right of abode  is an individual’s freedom from immigration control in a par-
ticular country. The right of abode in a certain country is generally restricted to 
those who are citizens and, within certain limits, those who have been granted 
the status of permanent residents (see Chap.   18    ).  

   The sanctity of contracts   is a term recognized in the English common law tradi-
tion and its derivatives, meaning that once a contract has been entered into, the 
obligations stipulated in the contract must be honored. To default upon such 
obligations is to be in breach of contract, with penalties sanctioned by both law 
and morality (see Chap.   4    ).  

   Tip of the iceberg   is a colloquial expression meaning that the problem one sees 
may be only a small part of a larger, hidden problem. Problems, like icebergs 
fl oating in the sea, may have only a small part—the tip—visible, even though the 
greater menace remains invisible (see Chap.   14    ).  

   Tobin tax , named after its original proponent, the Nobel Prize winning economist, 
James Tobin, was intended to discourage short-term currency speculation, by 
imposing a small charge on international currency transactions. More recently, 
proposals have extended it to all stock and bond transactions, and their deriva-
tives, in order to fulfi ll the same intent, namely, to discourage speculative trading 
(see Chap.   11    ).  

   Top-notch player  is the term developed by Stephan Rothlin to describe the ideal of 
a successful business practitioner, whose capacity for moral leadership matches 
his or her technical skills in doing business. Just as a top-notch player in any 
game is one who embodies the ideal of sportsmanship, so a manager or entrepre-
neur becomes a top-notch player in business by cultivating the virtues that enable 
him or her to do well while doing good (see Chaps.   1     and   2    ).  

   Tort law  covers torts or wrongs that unfairly cause someone else to suffer loss. 
Tort law provides a remedy for such wrongs, by awarding damages to the injured 
party. Since torts may be committed against persons and property, the compensa-
tion for damages may impose signifi cant costs on those found guilty of a tortious 
act (see Chap.   16    ).  

   Trade-offs  occur in situations in which there are both gains and losses and where 
the one cannot be obtained without also acquiring the other. Facing trade-offs, 
understanding them, and compromising in order to achieve the best result are 
usually regarded as signs of moral maturity or an ethic of responsibility (see 
Chaps.   4     and   19    ).  

   Traffi cking  is a general term referring to trade in something illegal, such as drug 
traffi cking. Human traffi cking is trade in people, whose basic human rights are 
violated by the coercive nature of the trade—that is, people are forced into it 
against their wills—for purposes of commercial exploitation. Human traffi cking 
is a modern-day form of slavery and stands condemned universally both in law 
and in morality.  

   Transparency International (TI)  is an international nongovernmental organiza-
tion (NGO) devoted to combating corruption by focusing on prevention and 
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the reform of organizations through education. TI has pioneered the use of 
 international rankings systems, or indices, in order to alert people to the level 
of corruption reported in the various nations participating in their surveys. TI 
annual publishes the Bribe Payers’ Index and the Corruption Perception Index in 
order to spur further efforts at reform (see Chap.   14    ).  

   Transparency , a term used in the science, engineering, business, the humanities, 
and more generally in various social contexts, is a value highlighting the desire 
for organizations to operate in such a way that it become easy for others to see 
how they carry out their policies and actions. Transparency implies a commit-
ment to openness, effective communication, and accountability.  

   Triple bottom line  is an accounting framework involving three parts: social, 
environmental, and fi nancial. By contrast, “the bottom line” in the past usually 
referred exclusively to fi nancial accounting. Proposals to audit all three areas 
refl ect a growing concern for sustainability in business, on the assumption that 
such depends on successful interactions in all three, sometimes referred to as 
“people, planet, and profi ts” (see Chap.   17    ).  

   Trusteeship  is a legal term referring to any person who holds property, authority, 
or a position of trust or responsibility for the benefi t of another person or third 
party. A trustee agrees to do certain tasks in order to protect the interests of the 
benefi ciaries, while also agreeing not to use this offi ce in order to pursue his or 
her own interests.  

   Type A and type B problems  in business ethics ought to be distinguished, accord-
ing to Laura Nash, so that they can be addressed more effectively. Type A prob-
lems are situations properly regarded as “moral dilemmas,” whose resolution 
may require the use of managerial decision-making models and methods of anal-
ysis proposed in the discipline of applied ethics. Type B problems, however, are 
situations in which a person knows the right thing to do but fails to do it, because 
of lack of virtue, particularly courage, or other defi ciencies in his or her personal 
development. Addressing type B problems may require active engagement in the 
forms of self-cultivation available in the wisdom traditions of various religions 
and philosophies (see Chaps.   2    ,   3    , and   4    ).  

   Usury  traditionally referred to lending money in exchange for repayment including 
interest. While Islamic banking practice continues to honor the Biblical prohibi-
tion against usury, modern commercial banks and their regulators regard it as 
lending at excessive or illegal rates of interest. Usurious loans are considered 
immoral because they unfairly enrich the lender. Those engaged in such preda-
tory lending are commonly referred to as loan sharks (see Chap.   20    ).  

   Utilitarianism  is an ethical theory that advocates seeking “the greatest amount 
of good for the greatest number of people.” This principle of maximization is 
applied by measuring the consequences of various courses of action, calculating 
the amount of good and bad that is likely to occur, and choosing those courses 
that promise the greatest amount of good over bad. In the discipline of applied 
ethics, utilitarianism is fully developed through categories differentiating spe-
cifi c acts from policies or rules of practice. Utilitarianism is usually contrasted 
with Kantianism, highlighting the difference between good consequences and 
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moral obligations. Kantian ethics insists that valid moral obligations must be 
fulfi lled regardless of the consequences, resulting in an unresolved philosophi-
cal dispute over which of the two theories is more adequate and comprehensive. 
Applied ethics’ approach to justice seeks to embrace both of these perspectives 
and to harmonize them in reference to specifi c problems and their solutions (see 
Chaps.   4     and   20    ).  

   Values education , according to UNESCO, is a pedagogy designed to achieve two 
basic outcomes: “Helping students to better understand the values that guide 
their own daily lives, and contributing to changes in values held collectively by 
communities and personally by individuals.” Values education, therefore, plays 
an important role in the development of strategies supporting the renewal of 
moral education in various countries (see Chaps.   18     and   20    ).  

   Vested interest  may be defi ned as an interest in infl uencing something so that you 
can continue to benefi t from it. In legal usage, it means a right or a title to the 
present or future possession of an estate or some form of tangible or intangible 
property. Specifi cally, it also refers to the entitled benefi t that employees may 
enjoy as a matter of right granted under their employer’s provision of a pension 
plan for them.  

   Vicarious liability  is a legal term referring to the doctrine in tort law that imposes 
responsibility upon one person for the failure of another, with whom the person 
has a special relationship. An agent, for example, who is acting on behalf of his 
or her principal or employer, may cause harms to another, who then may have a 
legal tort case against the employer. Legal jurisprudence in the USA has imposed 
the standard of vicarious liability on businesses that have been lax in enforcing 
laws against sexual discrimination and sexual harassment. In such cases, not 
only is the individual who is accused liable for damages but also the employer 
may be have vicarious liability, if the individual is found guilty (see Chap.   9    ).  

   Virtue ethics  is one of three major approaches to normative ethics, the other 
two being deontological and utilitarian forms of moral reasoning. Virtue eth-
ics emphasizes the primary importance of moral character formation, without 
which the acquisition of moral reasoning skills may not be suffi cient to advance 
the cause of moral education and reform. Virtue ethics is common to culturally 
diverse traditions of moral wisdom and spirituality. It is the common ground 
where those infl uenced by Socrates, Plato, and Aristotle meet Confucius and his 
disciples (see Chap.   2    ).  

   Whistle-blowing  is another signifi cant term in business ethics derived from the 
world of sport. Whistle-blowing is the attempt, usually initiated by an employee, 
to correct some action or policy that isn’t right—something illegal, in particular 
something that may be harmful to any of the fi rm’s stakeholders. Once gener-
ally regarded as an act of disloyalty to one’s employer, whistle-blowing—when 
it involves going outside the fi rm in order to make a disclosure in the public 
interest—is increasingly regarded as “civic minded” and thus worthy of praise. 
Nevertheless, given the risks involved and the potential harms that may be done 
by those engaged in it, it is important to develop an ethic of whistle-blowing that 
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distinguishes when it is morally permissible and when it is morally obligatory, 
from situations when it may be unfair and irresponsible (see Chap.   10    ).  

   World Trade Organization (WTO)  is an intergovernmental organization that 
regulates international trade. Its mission is to facilitate international trade by 
providing a framework for negotiating trade agreements and a dispute resolu-
tion process for achieving compliance with WTO agreements. Among these is 
the Trade-Related Aspects of IPR Agreement (TRIPS) that governs trademarks, 
copyrights, and patents and international disputes arising from confl icting claims 
about them (see Chap.   13    ).  

   Zero-tolerance policy  is a term describing policies designed to achieve strict 
compliance with rules or laws. The range of situations in which such policies 
have been proposed or enacted range from enforcing rules of conduct in various 
educational institutions to combatting illegal drug sales and possession and to 
prosecuting undocumented aliens or illegal immigrants. Zero-tolerance policies 
remain controversial since they lack the fl exibility that may be necessary for 
effective compliance and law enforcement. Their lack of fl exibility, in short, may 
be counterproductive (see Chap.   18    ).          
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