Chapter 13: Ethics and Corporations (p. 336-359)

The discussion begins with a case study of Campbell Soup Company that faced challenge/protests from an Ohio-based group that was fighting for increased wages and improved living and working conditions for migrant farmworkers.

The theory discusses various concepts/theories/views of corporate responsibility and the related subject of corporate governance.  Although corporations are primarily business organizations, run for the benefit of shareholders, they have a wide-ranging set of responsibilities – to their own employees, to customers and suppliers, to the communities in which they are located, and to society at large.  The debate revolves around the degree to which corporations should have social responsibility beyond making profit, and the related topic of the form of corporate governance.  The point is that there are no “right” approaches/answers/sides in this debate.

· Corporate Responsibility

· Corporations face three types of responsibility: economic (produce goods and services and provide jobs and good wages while earning a profit), legal (act as a fiduciary, managing the assets of a corporation in the interests of shareholders, and legal responsibilities to employees, customers, suppliers, etc.) and social, expressed as the voluntary assumption of responsibilities that go beyond the purely economic and legal responsibilities of business firms.
· Social responsibility is the selection of corporate goals not solely by the criteria of profitability and organizational well-being, but by ethical standards or judgments of social desirability, i.e. corporate social responsibility implies willingness to forgo a certain measure of profit in order to achieve non-economic ends.
· However, there are several activities that, while they are beyond the economic and legal responsibilities of corporations and may involve some sacrifice of profit, they are not necessarily antithetical to corporate interests because of the goodwill they generate (example: corporate philanthropy that makes the community in which a company is located a better place to live and work results in direct benefit).
· At one extreme in the debate over corporate responsibility are those who maintain that the only responsibility of a business is to use its resources to engage in activities that will increase profits (economist Milton Friedman is the best-known supporter of this view).
· The dominant concept of the corporation, at least in the U.S., is the classical view:
· Maintains that corporations should engage in purely economic activity and be judged in purely economic terms.  Social concerns are not unimportant, but they should be left to other institutions in society (government, non-profit organizations, etc.);
· Maintains that business activity is justified partly on the ground that it secures the well-being of society as a whole (through supply of goods, services, jobs, etc.);
· Does not sanction an unrestrained pursuit of profit.  Contributions to schools, hospitals, community organizations, etc. are compatible with the classical view insofar as corporations receive indirect benefits from making these contributions.  (Friedman believes that corporations should recognize these as effective means for making profit and not as philanthropy activities);
· Does not permit companies to act in a socially irresponsible manner; it only relieves them of the need to think about matters of social responsibility, i.e. in a well-ordered society, corporations attend to business while government and other institutions fulfill their proper roles – intervene in business activity to secure public welfare.
· Corporate Governance

· Debate over corporate social responsibility raises a key question related to corporate governance: In whose interest should the corporation be run? 

· There are four theories for addressing this question, which translate the right to corporate property in different ways:

1. Property Rights Theory holds that the right to incorporate is an extension of the property rights and the right of contract that belong to all persons.  Although individual shareholders in a corporation have exchanged their personal assets for a share of stock, they jointly own the common enterprise, and as owners they are entitled to receive the full proceeds.

2. Social Institution Theory holds that a corporation is not merely a private association created for the purpose of personal enrichment, but a public enterprise that is intended to serve some larger social good.  The right to incorporate is a privilege granted by the state and that corporate property is an inherent public aspect.  Proponents of this theory point out that corporations are chartered by states, so the opportunity for individuals to do business in the corporate form is a state-granted privilege.

3. Contractual Theory maintains that the firm is viewed as a nexus of contracts among all the corporate constituencies, including shareholders, investors, managers, employees, customers, etc. (so that firms exist as less costly alternatives to market transactions1).  Corporate control is a benefit to be bargained for, and through bargaining, any constituency group could conceivably assume the right of control.  Still, the current system of corporate governance most often assigns control to shareholders (a long argument about why this happens follows, revolving around the idea that the right to control is of greater value to residual claimants than to other constituencies).

4. Stakeholder Theory is an alternative to the contractual theory in which the central claim is that corporations are operated or ought to be operated for the benefit of all those who have a stake in the enterprise, including employees, customers, suppliers, and the local community.  The concept of the stakeholder theory is that corporate activity is not solely a series of market transactions, but a cooperative (and competitive) endeavor involving large numbers of people organized in various ways.

Chapter 14: Ethics in International Business (p. 375-378)

The discussion begins with a case study of a deadly gas leak that occurred at Union Carbide’s plant in Bhopal, India.  The target of discussion that follows are the ethical obligations of multinational corporations when operating under different conditions (countries), hence the need to develop an ethical framework for determining the appropriate standards for corporate operations in any given situation.  

· Put shortly, the question is: When in Rome, … do what?  Put a little lengthier, should a multinational corporation conduct its foreign activities as it would in its home country or in accordance with local custom?  Answer: no right answer, somewhere in between.  There are, however, four common points for helping managers to address this question.
· Morally Relevant Differences:  This point argues that it is just for a corporation to make different decisions in the countries where it operates if is uses the same mechanism for making those decisions.  Example: a company sets wages for its workers in the U.S. and Mexico using the same criteria – standard of living – and this is okay, even though the end result – absolute wage levels – are not the same for the workers in the two countries.
· Are Home Country Standards Universal? This point says that the people in the host country have a right to decide on appropriate standards. 
· The Right of Affected People to Decide: This argument is an expression of respect for the right of people to govern their own affairs, rightly or wrongly.  In order for this argument to justify adoption of different standards, it is necessary to ask whether the standard in a host country, if it is lower than at home, truly represents the considered judgment of the people in question, i.e. does it reflect the decision that they would make if they had the capacity to protect their own interests effectively?
· Required Conditions for Doing Business: Some practices may be justified where local conditions require that corporations engage in them as a condition of doing business.  The question here is when is conforming to the local way of doing things absolutely necessary and when is it a matter of convenience or mere profitability?
· It is hard to set standards for international business; however, there is a minimal set of obligations that every corporation is morally bound to observe no matter where the activity takes place.  This minimal set of obligations, known as the moral minimum, includes things like right to freedom of physical movement, right to ownership of property, right to freedom from torture, right to a fair trial, right to nondiscriminatory treatment, right of freedom of speech and association, right to minimal education, etc.  .
· The negative harm principle holds that in their dealings abroad, corporations have an obligation not to add substantially to the deprivation and suffering of the people.
· Finally, the rational empathy test advises that corporations should attempt to consider as sympathetically as possible how the people affected would evaluate the benefits and harms of adopting any given standard.
1 In  a world where market exchanges occur without any costs, economic activity would be achieved entirely by means of contracting among individuals in a free market.  In the actual world, transactions costs involved in market activity can be quite high, and some coordination can be achieved more cheaply by organizing economic activity in firms.





