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Abstract

In the inherently anarchic international systemvhkdity of moral principles is weakening.
To overcome anarchy global governance is neededmdans efficient international
institutions, but also pressures from the global society and the self-regulation of business.
Multinational firms have the duty of cooperatinggavernance systems. They also have the
duty of reconciling in their activity the two, edlyalegitimate claims of universalism and
cultural relativismj.e., applying universal moral principles and respectowal moral norms.
Finally, multinationals must be guided by the piphe of enhanced responsibility. However,
although globalizing efforts are important in owaring international anarchy and
coordinating the protection of global commons, frarguments support the notion that
economic globalization does not promote sustaindel@lopment. Some form of localization
of the economy is certainly needed. The challesg&ifind a way towards more global
governance with less economic globalization.
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12.1 The Challenge of Globalization

Ours is the age of economic globalization. Althoaghglimpse of globalization had already
appeared at the end of the nineteenth centuryemutrends differ considerably from past
ones. The “globalization” of the nineteenth centwss marked by strong movements of
capital, labor and goods within the “world econonof’ that time, which included only
discreet portions of the globe. However, today®bglization is characterized by an
unprecedented degree of free and fast movemerapfat around the whole globe, and by
the global institutions of a financial superstruetuCapital has acquired predominance over
other factors of production. Economic activitiee asoordinated by globally integrated
financial and capital markets.

In his famous essay, Karl Polanyi (1946) describes advent of capitalism in
nineteenth century Britain as “The Great Transfdroma.” This was the process through
which the logic of the market not only transformadmultitude of economic activities,
creating the “market economy,” but also changednheire of social institutions, thereby
shaping a “market society.” Polanyi’'s thesis isttha“market economy” necessitates a
“market society,” where social interactions andiwéogs like labor, and even human,
relations, the cultivation of land, the managenwntatural resources, and even the evolution
of culture, are coordinated by the logic of the kear He argues that the social and
environmental consequences of this process areatiigrbecause a single logic rules over all
others. And there is no one logic which is ableffectively coordinate all the complex and
diverse interactions of the social and natural d.owWe need diversity and a plurality of
coordination schemes: market forces must be coaited by state regulation, the control of
civil society and the self-regulation of business.

In a similar vein, we can argue that a “Great $farmation” is currently taking place
on a global scale. The dominant development pamadigpreached by the International
Monetary Fund, the World Bank, the World Trade ®igation and global business
organizations - advises countries to liberalizerimational trade, assist foreign investors, and
privatize national assets; and to cut back goveminexpenditures, including assistance to
small farmers and spending on health, educationesmvitonmental protection. The global
economic crisis that started in 2008 first seentedhiange the predominance of the market
dogma, and provoked some soul searching among emiigeires of neoliberalism — like
Alan Greenspan, former president of the FED whoitidchthat he had to much faith in the
market logic. But despite those quick reactiondact, paradigmatic change has not occurred
in economic policies. The neoliberal arrogance hasn tempered to some extent, but
economic difficulties and roaring public debts kghtiback the well known arguments for
austerity measures: less government expenditur@® pmivate initiatives.

Thus, despite some drawbacks, the advanture ofligaltion continues. Economies
all around the world are being reshaped under tiesspre of global markets: “market
economy” is being created on a global scale. Anig tms fundamental social and
environmental consequences as well. There is ev@tdrat national economic policies based
on liberalization benefit international businessultinational companies and global financial
markets. However, their effects on people, locdtuces and the environment are more than
dubious.

Where are the countervailing forces to marketregis on the global level? Are the
already existing institutions (like internationatedaties and organizations) of global
governance strong enough to create and protecieth@ded balance between variegated values
and interests? What kind of regulation and govereaio we need? This problematic, as we
will see, is a reformulation of a very old one ternational ethics.



However, the need for global governance raisesrg fundamental ethical question
about the basic values of global cooperation. Theblpmatic of universalism versus
relativism will be explored in connection with théics of multinational companies, because
any examination of international business ethicaighdeal with the problems involving both
the systemic and corporate levels. Besides angythie conditions and possibilities of global
governance, the rules of the global game, we shoatdforget about the responsibility of
individual companies when trying to resolve theiagh dilemmas of the international
marketplace.

12.2 The Ethics of International Business

12.2.1. The problem of regulation: order and disorder

The oldest tradition of international ethics is alacepticism. A well-known formulation of
this view is given by the seventeenth century Emghhilosopher Thomas Hobbes. He argues
in his Leviathanthat the international system is inherently anatcltacking any central,
order-enforcing authority, and this justifies ast¢states) in defending their interests by any
means they judge appropriate. That is, ethical idenations lose their validity in anarchy.
According to Hobbes, the phenomenon of inter-stali@ions resembles the original state of
nature, prior to the creation of society and tlagestin the original state of nature, individuals
would attack one another simply out of the natdiealr that others posed a threat to their
safety. They lived in constant fear and insecuatyd therefore benefited greatly from
contracting with a sovereign power that would ecdorrights and duties. However,
cooperation between states is much less compedimtg fruitful than cooperation between
individuals, therefore the formation of a supramradl sovereignty never becomes imperative.
Anarchy will remain a basic feature of internatibredations, even if it does not necessarily
imply constant hostility between states. But eveagetimes are shaped by power relations
and strategic considerations.

However, is the international system really aspdestely anarchic as the Hobbesian
arguments suggest? Regulatory efforts are a aunptasence and international law has
evolved considerably in the past centuries. Thodsah international treaties and hundreds of
international organizations are designed to setti@eéerms of international cooperation.

Nevertheless, Castells (1997) still speaks abglabal disorder.” He argues that while
during the twentieth century states made considierafiorts to reduce anarchy through the
creation of global institutions (like the United tias) and the development of international
law, the appearance, and the growing power, ofnatenal organizations in the international
arena undermine their legitimacy. These internalioorganizations, which include
multinational companies, non-governmental orgaronat (like Amnesty International and
Greenpeace), and even government-founded instigjtibke the International Monetary
Fund, have become a major force in the internakianena. Although their performance in
attracting resources and managing issues is regh@rkable, their activity puts into question
the sovereignty and the intervening capabilitiésstates. Nowadays many interests and
values are represented by many agents in the attemal arena. Greenpeace tries to
influence governments, business and the peoplehén name of environmental values;
multinational companies promote their own interestisd so on. In this situation a state
becomes just one kind of actor in a cast of mamnd not even the most powerful one,
necessarily.



In sum, although talking about anarchy in the egnbf international relations seems

like an overstatement, the fact is that there ar@alitical mechanisms on a global scale

to

channel and represent the different interests tlaadegitimacy of international organizations
might be problematic. In this ,global disorder,”etlpursuit of self-interests and strategic
behavior might seem to be the most rational styategthe actors, be they states, companies

or international organizations. For instance, stat® reluctant to cooperate on managing
global commons, because these issues require eoaBld resources with uncertain retur
This is the ,tragedy of global commons” (see Box1).2

Box 12.1 The ,tragedy of global commons.” The caelimate policies.

the
ns.

Climate change has been an increasing concernsatnesworld for more than ten years
already. In order to prevent its dramatic consegegnconcerted global actions are urgently

needed. In 1997, a number of countries, includmgst OECD countries, agreed on 1
provisions adopted by the Kyoto Protocol, whichss&drgets for future emissions

greenhouse gases that drive climate change. Buyb® Protocol left many decisions to be

made, and while these are being discussed the tittkeskand the date for meeting the targ
draws closer. The Kyoto targets in themselves wbale done little to avert climate chan

but were best seen as a first step towards moréiaosgworld-wide action. However, even

these modest potential achievements were undermieeduse in 2001 US President Ged

W. Bush announced that his administration is dnogdlS support for the Kyoto Protocol,

although the US alone is responsible for some 2%ep¢ of all global greenhouse ¢
emissions. Bush's unilateral decision represerttedirtterests of US oil companies, Bug
corporate backers. The decision has sparked outiraged the world. The UK Deputy Prin
Minister John Prescott declared that “The US casitdh glorious isolation... It must kno
it cannot pollute the world while free-riding ontiao by everyone else.” Unfortunately, t
US was not the only major international playerragin a rather irresponsible way in terms
climate policies. Several Western European coutiave not been able either to reduce
alone, stabilize their greenhouse gas emissiorteelEU as a whole could meet the mod
Kyoto targets, it was only because the new Ceatndl Eastern European member states
lower emissions. This fact deeply undermines tredibility of the official EU position
which is in favor of strict climate policy measurédoreover, the 2009 negotiations
Koppenhagen turned out as a major failure partbabse of a leaked European document
sets as political goal that rich countries shoubd make serious commitments, rather
developing countries should be convinced to redbhe& emissions. However, developi
countries, including the large ones, like Chinalidnor Brazil, which have become import3
atmospheric polluters, reject to spend more onatknprotection until they see that the r
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countries, still the major polluters, take the lead




For international business, global disorder, orremg means first and foremost an
insufficient regulatory framework; and, as a consgwge, good opportunities to capitalize on
their own self-interest (Scheret al, 2009). We have to admit that “the usually rekabl
backdrop of national law, the local legal order ethiends to ensure a minimum level of
compliance for domestic corporations in domestiakets, is missing in the international
scene” (Donaldson, 1989: 31). This fact sheds feréifit light on corporate responsibility in
the global marketplace.

Box 12.2. The case of corruption.

Corruption has been long recognized as being sadijpical phenomenon of internatiopal
business. From the early 1970s, the OECD urgeth@ber states to take actions agginst
international corruption, but no binding regulativas adopted. In 1977 the United States
passed its Foreign Corrupt Practices Act (in th&emaf the Lockheed bribery scandal, in
which Lockheed officers bribed the Japanese govemirfor a contract) which prohibited
American corporations from offering payments taaidlls of foreign governments. However,
as no other country followed the U.S. in adoptingilar regulation, American companies
began to suffer from “less ethical” competition @dut. Therefore, some years after| its
adoption the Foreign Corrupt Practices Act was es@tl somewhat. Although no gne
guestioned that corruption in international bussnés a serious problem, it took several
decades for the OECD member states to finally signnternational treaty in 1997 on the
issue. And this is still just the first step inefively fighting corruption. Implementation|is
still weak and corruption has not been significanéiduced in international business.

Domestic law is less effective in regulating theiwaites of multinational companies for a
number of reasons. First, the empirical fact id thadeveloping countries regulation is less
sophisticated and enforcement of the laws is [#esteve than in developed countries, which
in turn, do not rush to impose extraterritorialukagion on their home-chartered multinational
corporations (see reference to the US Foreign @brfwactices Act in Box 12.2). Second,
multinational companies have some latitude in &fifsg domestic regulation. For instance,
they can easily avoid hard taxation through thatsgic use of transfer prices; or they can
make use of collisions between the norms of the eh@and the host country. Third,
multinational corporations have enormous power. &ainthis power is symbolic: because
they are taken to be the dynamic force of capitglistates compete with each other in
attracting foreign direct investment. And if these aunsatisfied, multinationals threaten to
leave the host country. But their power is not egislely symbolic; sometimes it is very real.
Comparing the annual GDP of countries and the enof companies, we can see that more
than fifty out of the hundred biggest economiethe world are not countries, but companies
(see Box 12.3). They control a large share of worddkets and the overwhelming majority of
patents. “Trade is defined in large measure byirmgicdetermined internally by the
multinationals, and such prices are not, propeplaking, the result of the free play of the
market. The entrance of a new independent prodeaaamplicated, given the economies of
reach and scale and the preferential access taomckndhat the multinationals enjoy”
(Ugarteche, 2000: 108). Finally, not only are nmationals extremely powerful, but, on top
of this, they are backed and assisted by intemalidinancial institutions. And evidence
shows that these companies are ready to use theerpvhen searching the world to find the



cheapest human and natural resources, and the suopgbrtive environments for their
business.

Box 12.3. Comparing the annual GDP of selected tmsnand the revenue of some of
the biggest companies for year 2010, in current W8lidns. (Source:
www.worldbank.organdwww.fortune.com)

Poland 468.6
Wal-Mart Stores 408.2
Austria 376.2
Argentina 368.0
Denmark 310.4
Greece 304.8
Royal Dutch/Shell Group 285.1
Exxon Mobil 284.6
BP 246.1
Finland 238.8
Egypt 218.9
Toyota Motor 204.6
AXA 175.2
China National Petroleum 165.5
Romania 161.6
General Electric 156.8
Peru 153.8
Tanzania 23.5

In sum, the regulation of the multinationals basedlomestic laws is imperfect. We certainly
need international regulatory framework. Althougany international institutions and treaties
are already in place to regulate business, a nuofi@oblems still remain:

0] regulation is only slowly evolving even in thareas which are widely recognized as
problematic (corruption, money-laundering);

(i) regulation tends to neglect some areas, dtestalders. For instance, in international
trade agreements competition is relatively wellused, and consumer interests are also given
some weight. But labor standards and environmesgaks are largely disregarded;

(i)  broader ethical issues are treated almostuskeely in non-binding documents, like
codes of conduct. Although their role in regulatmgsiness is more and more important and
should not be neglected, it is limited in many exgp. They provide rather “soft” provisions;
non-compliance, by definition, is not penalized;edfic codes, focusing on particular
problem areas, are elaborated retrospectively; ithaafter a scandal or tragedy becomes
known (see Box 12.4).



Box 12.4 Codes of conduct for multinationals.

One genre of codes manifests itself as specifiugh@nts, focusing on a particular problgm.
These codes typically emerge as a response tomalacar tragic accident. They include
intergovernmental documents (like the European Becoo Community’s Code of Condugt
for Companies with Interest in South Africa, 197a0des elaborated under the auspices of an
international organization (like the World Healtig@nization’s Code on the Marketing |of
Breast-milk Substitutes, 1981), and guidelines atdndards developed by busingss
organizations (like the International Federation @&harmaceutical Manufacturers
Associations’ code of pharmaceutical marketing ficac1981).

Another class of codes is engendered by compreleenkarters which cover several problem
areas. Some of these have been elaborated bynvibusiness organizations (like the Sogial
Accountability 8000 standard, or the charter of @modCorporation), and we can delinepte
here those intergovernmental compacts which aidefining the basic outlines of the glohal
corporate ethic. Their normative force is basedwdely accepted moral values, norms and
the provisions of other basic international docutsetike the Universal Declaration of
Human Rights. The most important such comprehersivepacts are: the OECD Guidelines
for Multinational Entreprises (accepted in 1976stlamended in 2011); the Internatiopal
Labor Office (ILO) Tripartite Declaration of Primgtes Concerning Multinational Entreprises
and Social Policy (1977); the United Nations Coti€onduct on Transnational Corporatigns
(Not completed); the Ten Principles of the Uniteatibins’ Global Compact (2000 and 200
Some of the problem areas covered in, and normgtiges offered by, these compacts [are
(see Frederick, 1991Fmployment Practices and Policiemultinationals should respect the
right of employees to join trade unions and bargahectively. (ILO, OECD, UN Globa]
Compact); multinationals should develop nondiseratory employment policies and

promote equal job opportunities. (ILO, OECD, UN db Compact); multinationals should,

minimally, pay basic living wages to empoyees (ILObnsumer Protection - multinationals
should safeguard the health and safety of consubex@rious disclosures, safe packaging,
proper labeling, and accurate advertising (UN CopdEpvironmental Protection-
multinationals should disclose environmental infatimn and minimize environmental risks
and harms (OECD, UN Code); multinationals shouldnprte the development of
international environmental standards (UN Codegjitical Payments and Involvement
multinationals should not pay bribes nor make impropayments to public officials and
should avoid improper or illegal involvement ordrference in the internal politics of hgst
nations (OECD, UN).

When talking about the regulation of internatiobakiness, George Soros stated that “the
current state of affairs is unsound and unsust&hgBoros, 1998: xx). He was, of course,
talking about the regulation of financial marketsiere the situation is even more dramatic,
as proven by the global financial and economidssgarted in 2008. This reality calls for a
system of international regulations unthinkableobeihow.

But even if we leave the world of global finanahmd us in order to turn back to the
problem of regulating the multinationals, we caguar that Soros’ statement still holds. It is
widely recognized that more regulation is needad.tBis time regulation should move away
from the “free-trade paradigm,” which means tha tbcus of the regulation is on securing
fair competition, the enforcement of the non-disgniation principle and the limitation of



state intervention in business. The 1997 debateutabite Multilateral Agreement on
Investment (see Box 12.5) and the developmentsruhdeGeneral Agreement on Trade in
Services (GATS) under the auspices of the Worldl@r@rganization showed that even now
many think that this paradigm is a relevant frarheeterence for regulating not only trade,
but international business in general. HoweverateEbaround the MAI and the GATS also
revealed that for many people this paradigm is atet and no longer acceptable. Not only
should international business and investments rotelgulated in a trade-like manner, but
even trade rules should change in order to encosrirasderi(e., social and environmental)
concerns. The free-trade paradigm was perhaps @o@pate one in the 20th century as a
reaction to the chaotic state of trade before WoAAdr Il, brought on by the Great
Depression, which took the forms of high tariff ti@ns, extensive use of nontariff barriers to
trade, widespread trade discrimination, and, asngequence, a severely reduced volume of
international trade and investment. But nowadaysdeu the conditions of economic
globalization, the goal of the international regigia of business should move away from
focusing solely on the terms of competition. It sldobe redesigned in order to be able to
protect and promote the basic rights and the welt#r people around the world, and to
preserve and sustain the natural ecosystems.

Box 12.5. The Multilateral Agreement on Investm@iAl).

The secret negotiations on the MAI began in 1998eurthe auspices of the OECD. It
conceived as a “technical agreement,” but it turaetito be more of a “constitution for the
global economy.” However, it was a very flawed ddnson, because it laid down the rights
of international business without outlining its ightions. When in 1997 the text of the M
became public it caused world-wide indignation. TM&l was deemed unacceptable py

NGOs, political organizations and even the Europearliament. Its provisions would haye

prohibited discrimination of any kind against muidtiionals, while allowing for preferential

treatment. Corporations would have had unprecddestiom to sue governments, and in gase
of dispute, they would have had the possibilitydpt out” from the jurisdiction of the state |n

guestion and ask the judgment of an internatioisglude-settlement panel.
However, some MAI-like provisions found their waiygo international treaties. The North
American Free Trade Agreement (NAFTA) also allowmpanies to sue states if their profit
is being affected by government policies, even aoor environmental ones. The GATS
agreement has also provoked vivid controversiesnlgnan its possible effects on public
services. Major European cities, including Parisfo@d and Florence, joined a “Stop GATE”
campaign protesting against the treaty (see wwengsth.org).




Regulation does not mean solely formalization amditutionalization. In the era of “global
turbulence” (Rosenau, 1990) the global civil societ increasingly able and ready to
contribute to the effectiveness of global govermanformal pressures coming from NGOs,
or even the media, are now part of the evolutioninbérnational regimes (governance
systems). These agents voice moral claims whicldiffieult to neglect. International NGOs
(like Amnesty International or Greenpeace) or etimse formal institutions which otherwise
do not have real power (e.g., the InternationaldustOrganisation), can have influence just
by pointing out the problems. Thus, a “discursiveltitateralism” is also part of the global
regulatory setting (Weisband, 2000).

Let's suppose that international regulatory effoof all kinds will intensify in the
coming years! (It is actually not a counterfacthgpothesis: in the past 20 years more than
200 international treaties were signed in the fiefdenvironmental protection alone; and
many of them affect business.) Still, anarchy hasc feature of the international system will
remain at least for a while. What should multinaéils do under these conditions? Some
argue that under imperfect regulation, when theneoi guarantee that others will follow the
norms, they have only limited responsibility andwld therefore primarily follow their own
self-interest. In a similar spirit, ,Boddewyn andeler (1994) have defended the view that
managers should consider the host-country governmmena par with other competitive
factors. For his own part, Boddewyn (1986) has easgued that when companies seek
competitive advantage, bribery, smuggling, and hgyabsolute market monopolies are not
necessarily ruled out” (Donaldson and Dunfee, 19280). These recommendations are
perfectly in line with Hobbesian moral scepticism.

However, acknowledging international anarchy must lead to moral scepticism.
Immanuel Kant, in hiEternal Peaceargues that moral law obliges us to follow ethical
norms in international affairs even if nobody eisdollowing them, and we must promote
peace among nations even if it seems hopelessinBartder to secure peace and promote
compliance with the norms, he proposes reducingcagahrough international cooperation
and institution building. That is, while Hobbes tighit that cooperation is difficult under the
conditions of anarchy, Kant argues that we neegetion,just because ofthe existing
anarchy. In a similar spirit, if one thinks thatistdifficult to put high moral claims on the
multinationals under the conditions of imperfegulation, we should reply that ethics is not
conditional: basic duties do not vanish just beea@mme do not follow them. Multinationals
cannot justify unethical behavior with a simpleereince to the circumstances. Moreover, an
additional duty is incumbent upon them: thatcobperatingsomehow in global governance
in order to contribute to reducing anarchy.

12.2.2 An ethics for the multinationals

Let's move towards the ethics of the corporatioithdugh the context and the quality of the
regulatory framework of a behavior is very impottaninfluencing its ethicality, we should
not forget that agents always have some autonomy,therefore some responsibility in
deciding what to do. That is, as stated abovernat®nal anarchy does not discard the
responsibility of the multinational to act in arhieal way. On the contrary: the enormous
power of the multinational increases its respofigfin dealing with the stakeholders. In this
section we will shortly overview the ethics of timelltinational company.

Both international ethicists and business etlsci@.g., Donaldson, 1989, 1993,
Walzer, 1994, Donaldson and Dunfee, 1999) argue ttitea main problem we face when
trying to specify the universally binding obligat® for multinationals is the difference in
moral standards between the cultures. In very aderms this means that the host-country



standards, norms or values might differ from theltimational’s home-country standards,
norms and values. What to do in the case of cdimitjcnorms? This simple question has a
broader relevance. The empirical fact that manyamoultures coexist in the world might
cause problems for international ethics. Althoughtend to believe that there are universally
valid norms and values, we also do cherish culiiradrsity and argue that local communities
should be recognized and respected. That is, atestreme, the position afniversalism
implies that there exists a set of universally bigdhorms which rules out the possibility of
two conflicting ethical views in different culturd®ing equally valid. At the other extreme,
the position ofcultural relativismimplies that “no ethical view held by one cultusebetter
than any other view held by another culture” (Ddsah and Dunfee, 1999: 23).
Universalism is sometimes accused of implying maorglerialism and arrogant absolutism.
Relativism, taken to the extreme, means that welldhaccept any cultural norm, no matter
how inhumane, or how bizarre it is.

How to find a balance between universalism andtikegém? Donaldson and Dunfee
argue forpluralismdefined as follows: “There exists a broad rangetbical view-points that
may be chosen by communities and cultures. Theilplitgsexists that conflicting ethical
positions in different cultures are equally valithere are, however, circumstances in which
the viewpoint of a particular culture will be inigldue either to a universally binding moral
precept or to the priority of the view of anothertare or community” (Donaldson and
Dunfee, 1999: 23). That is, pluralism is a modertatversalistic position, complemented by
the value of tolerance.

In a strict philosophical sense it might be diificto reconcile the two equally
important and legitimate claims of universalism a@ldtivism. But in practice, in the spirit of
pluralism, we can and must find practical solutiomevercome the problem.

Donaldson (1989) proposes a practical tool to esathical dilemmas related to
universalism and relativism. First, he defines mhi@imal moral duties of multinationals in
terms of fundamental human rights following thremnditions: 1) the right must protect
something of very great importance; 2) the rightstriee subject to substantial and recurrent
threats; and 3) the obligations or burdens impdsgdhe right must satisfy a fairness-
affordability test; that is, all kinds of actorstime international scene should able to afford the
costs of respecting the right in question.

Donaldson’s list of fundamental human rights gatedt from these conditions
include: 1) the right to freedom of physical moverme) the right to ownership of property;
3) the right to freedom from torture; 4) the righda a fair trial; 5) the right to
nondiscriminatory treatment (e.g., freedom fromcdmination on the basis of such
characteristics as race or sex); 6) the right tgsiglal security; 7) the right to freedom of
speech and association; 8) the right to minimal catan; 9) the right to political
participation; and 10) the right to subsistencen@dson, 1989: 81). These rights must be
honored by all actors in the international scene.

Second, he elaborates an “ethical algorithm” iteorto help the decision-maker (the
multinational manager) in those more subtle situstiwhere the conflict of norms cannot be
resolved with a simple reference to fundamentditsigDonaldson argues that there are two
basic cases: “If the practice is morally and/oralgg permitted in the host country, then
either: 1) the moral reasons underlying the hoshtg's view that the practice is permissible
refer to the host country's relative level of eqommdevelopment; or 2) the moral reasons
underlying the host country's view that the pracig permissible are independent of the host
country's relative level of economic developmerioaldson, 1989: 102). The first case
refers to such things as labor standards, envirataheegulation, and so on. Donaldson
assumes that these standards evolve with econagwelapment. The second case refers to
genuine cultural norms, customs and habits.



In the first case, the “ethical algorithm” offatee following formula: “The practice is
permissible for the multinational if and only ifettmembers of the home country would, under
conditions of economic development similar to thos¢he host country, regard the practice
as permissible” (Donaldson, 1989: 103). The ruleved for some relativism. For instance, the
multinational is not obliged to apply the home doys strict environmental protection
standards, unless required by law, in an Africamnty. Not because high standards are not
desirable per se, but because the level of devedopmequires a commensurate ordering of
priorities. However, the rule certainly does ndowal the release of highly toxic pollutants;
that is, the rule’s relativism is limited in scope.

In the second case, the decision-maker must askallowing questions: 1) Is it
possible to conduct business successfully in thst lmountry without undertaking the
practice? and 2) Is the practice a clear violatbbra fundamental international right? The
practice would be permissible if and only if thesarr to both questions is “no” (Donaldson,
1989: 104). That is, the multinational should avoedforming to questionable local practices,
but if it is not possible, and the practice in c&se clear violation of human rights, the
company should consider even disinvesting fromchentry, as some multinationals did in
the 1980s from South Africa, because of the Apaithegime which was institutionalizing
racial discrimination.

Donaldson’s “ethical algorithm” is an original ettpt to deal with conflicting norms
and reconcile universalism and relativism. As acfical tool, it is, of course, simplifying
things to a large extent. It is, for instance, tiegate to question whether we can compare the
development levels of different countries, as satggein decision rule 1. Nevertheless, the
distinction between welfare norms (dependent onlé¢kel of development) and authentic
cultural norms is an important one. In the casevelfare norms there is some place for
“quantitative adjustments,” and although we wanttmationals to apply higher norms if the
local ones are too permissive (for instance, inesal@veloping countries it is allowed to pay
wages under the subsistence level, and sometimesommental regulation is highly
ineffective), it would be unfair to oblige them #&pply the same standards everywhere.
Authentic cultural norms are more difficult to asljuin most of the cases one should either
accept or reject them. For instance, gender disgaition seems to be an integral part of the
culture of many Muslim countries, and companiesfareed to either follow this norm in
their operations or leave the country in question.

Donaldson and Dunfee (1999) offer a different apph to deal with universalism and
relativism. They abandon Donaldson’s original igdeout a well-defined list of rights (as
minimal duties) and the “ethical algorithm.” Nevestess, their Integrated Social Contract
Theory (ISCT) is still about the problem of howpot into practice the concept of pluralism.
The structure of their model is similar to Donalalso(1989), but less prescriptive. They also
assume the existence of some universal principleat they calhypernormsThese are key
limits on the “moral free space” of the actors, aedve as ultimate points of reference in case
of ethical conflicts. However, unlike Donaldson 899, they avoid defining a limited list of
hypernorms. Instead, they hold that hypernorms carestantly evolving, and in order to
decide whether a principle constitutes a hypernodecision-makers should look for
evidences: such as whether there is widespreadeosas that the norm is universal,
supported by the laws of many different countrkemwn to be consistent with the precepts of
major religions and philosophies, supported by pnemt NGOs or international business
organizations, and so on. Hypernorms include batiical values (like human dignity),
norms (like promise keeping), human rights, andfavelnorms (like the prohibition of child
labor).

However, agents have considerable moral free spaeeell. “Moral free space is the
area bounded by hypernorms in which communitiesldgvethical norms representing a



collective viewpoint concerning right behavior” (Bedldson and Dunfee, 1999: 83). That is,
under the umbrella of the “macrosocial contractsdzhon hypernorms, communities (which
include local communities, professional organizaaidusiness organizations, and so on) may
generate ethical norms for their members througiersocial” contracts.

Now, What if a multinational observes a confligtween, let's say, local norms and
the provisions of the company’s own code of condudgiirst, norms must be screened for
legitimacy under hypernorm tests. A norm is illegate if it clearly contradicts some
hypernorms (like basic human rights), or if it @ &an authentic community norm (e.g., it was
forced on the community). Second, remaining legtennorms should be screened for
dominance. However, Donaldson and Dunfee do nbibbedde an “ethical algorithm” to deal
with this problem; they just propose some “rulestluimb” which might help. Relevant
factors might include priority rules already adap#es norms between communities; potential
externalities; and essentialness of the norms & tthnsaction environment. If a clear
dominant norm emerges, ethical judgment shoulddsed on it; if there is no clear dominant
norm, ethical judgment can be based on any legiémarm (Donaldson and Dunfee, 1999:
206).

It is strange that neither Donaldson’s (1989) Bamaldson and Dunfee’s (1999)
procedures include the principle of dialogue andnmmnication (see, e.g., Gilbert and
Rasche, 2007). This principle is formulateddiscourse ethicsAccording to Karl-Otto Apel
(1990), discourse ethics implies that only thosemsothat meet (or could be reasonably
presumed to meet) with the approval of all concglinea real, rational debate can claim to be
valid. The debate should be as close as possilletddeal communication situation” which
is free of domination and argumentative inequabtyd in which participants do not act in a
strategic way but perform a real communicativeasctWhereas in strategic action one actor
seeks toinfluencethe behavior of another by means of threateningtsars or offering
carrots, in communicative action one actor seekadtivateanotherationally by relying on
the persuasive power of the arguments (Haberm#&): B3). Ideally, the validity of speech
lies in itsintelligibility (valid meaning) truthfulness(subjective authenticity), factuatuth
andcorrectnesgnormative justifiability). The principle implighat the multinational should
enter into fair negotiations with the stakeholdéws conflict arises between, for instance, the
home-country and the host-country norms. Howeviempenness to the dialogue is an
undeniably important value, it is also true thatunal differences are sometimes difficult to
overcome through discussion, and negotiations nliaghbme endless.

A concluding problem related to the ethics of nmaltionals should be mentioned.
Their operations in a social, cultural and nateralironment, that frequently differs markedly
from their own, can lead to unforseen and sometitnasatic consequences. THestlécase
sadly illustrates the point: Who would have imagdiribat a “simple” advertising campaign
might lead to human tragedies, the death of babMsPy similar cases prove that
multinationals should design their policies and rapens with greater prudence. Water
pollution has different effects in a rich counthan in the rural area of a poor country where
people get their drinking water from a river; loggihas different consequences in a highly
sensitive tropical area than in a temperate zomesfp consumerist marketing campaigns
might have brutal cultural effects in a traditiasakociety; workers in a developing country
might be less aware of the health and environmeisied of modern industrial technologies;
and so on. All this entailghe enhanced responsibilityf doing business abroad.
Unfortunately, reality often conflicts sharply withis ideal (see thBhopalcase.

In summary, the ethics of the multinational compans built of the following elements:



Opennesgo dialogue and cooperation(in the spirit of Kantian and discourse ethicshisT
means both cooperating in terms of global goveraaaed being open to the voices of
different cultural communities and stakeholders.

Respectingome basiciniversal valuesnd norms (like the norm of ,Do no harm!” or human
rights, or the provisions of codes of conducts)mg8oflexibility, however, might be
unavoidable when applying the universal norms. tBate are also cases when firms should
disinvest from the country, particularly if basiorms are systematically violated and there is
no hope that ,enlightened” business can improvesttuation.

Respectinghe normsof different communities even this might imply some adjustments,
because the norms of different relevant communiigpically the home and the host

countries) may require different approaches. Auwlsditinction between the norms concerns
their underlying moral context: whether or not tiem in question is related to the relative
level of development of the countries. A rule ofitib might be that if the local norm is

independent of the level of development (i.e.t i§ ian authentic cultural norm) then it should
be respected; but in case of norms that are dependethe developmental level of the host
country (e.g., labor, environmental, or health dtads) firms should be required to apply
somewhat higher (either universal, or home countrgjms, if the local ones are too

permissive.

An enhanced responsibilityf the firm abroad. In an unknown social, econgroidtural and
ecological environment, even those business pesctwehich otherwise might be seen as
.innocent” can have dramatic consequences. Firmstnme particularly careful when
designing their policies and actions abroad.

12.3 Globalization vs. localization

Globalization critics (D.C. Korten, 1995, Hines,0B) argue that the inherent features of
today’s globalized economy make sustainable dewedop impossible, both from a human
and an ecological point of view.

Globalization leads to increased social inequeitiEmpirical studies and historical
examples show that in export-oriented economieseris paribus social inequalities are
growing (Giraud, 1996, Gowdy, 1995, Rodrik, 1997adl, 2004). The revenue of those who
are “internationally competitive” will depend ontémnational markets and can have a much
higher growth rate than the revenue of those wieopanducing for the local market. Only
effective government policies can prevent growimggualities. However, the idea of a strong
government is against the ruling development pgraddefended by the IMF and the World
Bank. The fact is that social inequalities haverglyaincreased in the past 20 years all over
the world, including the OECD countries.

Globalization means sharp competition and a “tacthe bottom” in terms of social
and environmental regulation. For instance, in iMsilEs and Indonesia’s export processing
zones even these countries’ own - not too demandialgor rights are suspended; Brazil has
several times relaxed its environmental regulatianng the 1990s. The erosion of wages,
welfare standards and environmental regulationsfomies the effect of trade on social
inequalities, because any reduction of governmesttane spending affects first and foremost
the poor.

Globalization means cultural homogenization andslmof cultural identities. A
“consumer monoculture” (Hines, 2000: 4) is beingpased everywhere, which has



unpleasant economic as well as ecological consegseilhe former manifests itself in the
growing imports of expensive consumer goods intikedly poor countries, the latter means
the spread of unsustainable consumption pattenng.tie cultural challenge of globalization
leads to emerging identity-based social movemamdscaltural conflicts (see Castells, 1997).
The rising wave of religious fundamentalism in tsla countries illustrates the point.

Globalization means shifting power from politicedmmunities to business. This,
together with identity crises and growing inequedif leads to a fragmentation of political
communities, loss of solidarity inside the socigisgwing apathy, decreased political activity
and/or an increase in the power of radical polittavements.

Globalization leads to ecological homogenizatiexport-oriented agriculture is based
on the extensive use of a few cash crop varietigtsch means the crowding out of local
varieties (Noorgard, 1988). For instance, accordmngstimations, thousands of rice varieties
have already disappeared in India during the lest decades due to agro-business trends
(Johnston, 1995). This has dramatic social, cultamd ecological consequences. Shaval.
(1991) argue that with vanishing local productioedl traditions are disappearing as well;
that is, the ongoing homogenization in agricultuepresents a double (cultural and
ecological) loss.

International trade leads to the overuse of resmurThis is called the growth effect of
trade (Pearce, 1994). If a local product becomgsulpo, local production might face the
burden of a global demand. The growth effect afiéranight have a dramatic effect on eco-
systems and environmental resources. For instaheeg is no way to satisfy the global
demand for leopard fur; the only way to save ledpdrom excessive hunting is to ban fur
trade all together. The global demand for shrimgussed the extension of shrimp production
in South East Asia which led to the clearing ofgayas mangrove forests (Ekies al, 1994:

8).

And, finally, the structural features of the glbbaonomy and the huge organizations
involved make impossible the application of thecprgionary principle. The psychological
phenomenon of discounting in space and time imp#despplication of responsibility on a
global scale: people are unable to make responddsisions about remote issues. Therefore,
“localizing” the economy is a necessary, thoughufficient, condition of sustainable
development (Gowdy, 1995, Curtis, 2003).

In sum, globalization implies an unjust world gstand an unsound, unsustainable
development concept. Some of these shortcomingktrbeg corrected through more efficient
global governance. For instance, labor and enviamal standards might be regulated on a
global scale (Giscard d’Estaing, 1995). Howevemeadstructural features of a globalizing
economy seem impossible to reform. Therefore, djipdtdon should not only be more
regulated, but also restricted; we need some kialcalization instead of more globalization.

Localization has several meanings. It might messt gome “slowing down” of the
global economy and a reformulation of the missibiglobal economic institutions (like the
IMF). For instance, some form of a “Tobin tax” wduslow down the flow of money in
international financial markets, reducing specu&ainternational financial movements, and,
by this, the risk of financial crisis. “A 0.5 pertetax should be collected on all spot
transactions in foreign exchange, including foreexthange deliveries pursuant to futures
contracts and options” (Korten, 1995: 321). Intdoraal agreement should not promote the
interests of multinationals and international ficen but they should empower local
communities to control and manage local resourams Idcal benefits. For instance,
preferential treatment of foreign investors would prohibited; multinationals would be
required to stay longer in a given country, to madeger term commitments in their
investment decisions. And so on.



But localization in a more radical sense meansar«ut restructuring of the economy
towards local functioning (Doughwait, 1996, J. Bdbon, 1998, Hines, 2000, Curtis, 2003).
This means localizing the capital and the monegubh community investment, community
banking and local money creation, and localizingdf@ecurity and sustainable development
through local production of organic food. It alseans localizing production through taxation
and creating competition policies that benefit gmdtect local markets, shopkeepers and
small business. In such a world, the economy waoldevolve around the logic of trade and
international investments, but just the oppositeadé€ of goods and the international
movement of money would be seen as mere complemeitiisstress given to the rebuilding
of local economies worldwide.

12.4 The Case of the Forest and the Marine Stewardship Councils

Civil society organizations (CSOs) have gained irtgoace in public life. They increasingly
influence politics, regulation of business, and grevision of social services. CSOs are
increasingly turning also towards business (Bo@4,02 Boda — O’Higgins — Schedler, 2009,
den Hond and Bakker, 2007). This approach is lgrgeplained by the power shift that
occurred from governments to companies, as CS@s\s that it might be easier and more
fruitful to approach businesses with their critings and demands (Newell, 2000). For
instance, the traditional way for an advocacy grtmghange business practices is to lobby
the government for a new regulation. However, ityrhan out that approaching companies
themselves could be a much simpler and more sdatssstegy (Harrison et al., 2005). The
ethical consumerism movement is a powerful reptesien of this approach; boycotts, media
campaigns, and similar means are perceived ad ¢hreat by companies. At the same time,
other CSOs aim at developing cooperative relatwitts companies, partly because they need
businesses’ resources (money, knowledge) in ocdepérate effectively.

Values-driven, company-focused CSOs are also \aiyeain the field of global
business regulation. A growing literature abouivate authorities” (Hall and Biersteket,
2002, Haufler, 2001), “governance structures aterational regimes” (Petschow — Rosenau
— Weizsacker, 2005, Bernstein — Cashore, 2007}trieeships” (Bendell, 2000), “global
business regulation” (Braithwaite — Drahos, 20@@gests that globalization is not void of
multifaceted regulatory efforts which come fromfeliént sectors. Besides international
organizations, business and CSOs are also actsetting and promoting norms.

An interesting inititative is the Forest Stewaigs@ouncil (FSC). Formally, FSC is an
independent, non-governmental, not for profit orgation established to promote the
responsible management of the world’s forests. ialty it was initiated by the World Wide
Fund for Nature (WWF), and has been created throagtbottom up” approach, and
inclusion: the most important stakeholders, comgmind NGOs, have been invited to join
the FSC and its activity has been based on théeatalion and cooperation of the parties.

It was established in 1993 by a group of timbesrsistraders and representatives of
environmental and human-rights organizations. Waised group of people had in common
that all had identified the need for a system twatid credibly identify well-managed forests
as source of responsibly produced forest produBiace its inception many different
stakeholders around the world have worked with BH®C in its equitable participatory
processes in support of responsible forest managerdewever, also since its early days,
FSC was often criticized by conservative industvigasch did not believe in sharing decision-
making with social and environmental stakehold®igch like conservative industries, some
environmental stakeholders believe that confroomali campaigns are a more appropriate



conservation tool than equitable participatory sohs-oriented approaches. FSC believes
that it is part of the solution for the conservatiof natural forests and that a full set of

different complementary conservation strategies reeeessary to protect and maintain the
world’s forests. FSC now provides standard setttragemark insurance and accreditation
services for companies and organizations interastegisponsible forestry. Products carrying
the FSC label are independently certified to assansumers that they come from forests that
are managed to meet the social, economic and acalogeeds of present and future

generations. FSC has offices in more than 45 cmasntAs of August 2011 the total certified

forest area attained 140, 502, 262 ha in a totZBafountries.

FSC is generally recognized as a success storypanmaf the success is its inclusive
nature: stakeholders were directly involved in dateing key principles and organizational
concepts for the FSC. An interesting comparisowith the Marine Stewardship Council,
another venture of the WWF, seeking to promoteasn&ble fishing practices (see Fowler
and Heap, 2000). Both the FSC and the MSC are yantures of companies and NGOs to
promote a market-led solution to environmental p@ois. Both of them involve the
development by an independent council of princi@ed criteria for certification and eco-
labeling.

Where the MSC differs from the FSC is in termstlté process of consultation to
establish the Council and to determine its govereastructure. In the case of the FSC,
stakeholders were directly involved in determinkay principles and organizational concepts
for the FSC. In contrast, although the governantactire of the MSC stresses the
importance of inclusivity, the origin of the MSC svaéhe partnership between WWF and
Unilever and the structure of the MSC was propdsgdhe founding partners, after taking
advice from the consulting firm Coopers and Lybramtis was partly in response to the
experience of the past process to establish the W§i€h was found expensive and time-
consuming. There was a perceived trade-off by WW#& Enilever between undertaking
lengthy consultations with all stakeholders and imgla more substantial and timely impact
on the industry. This contrast in the levels andcpsses of stakeholder participation is not
restricted to the consultation process but alsdiegppo the governance structure of the
different organizations.

However, it turned out that the development of M®C has been even slower than
that of the FSC. It is probable that the limitedtiocgpation was at the root of the problem that
the MSC was clearly lagging behind the FSC in tefrefficacy. But this must not be the only
reason. One could argue, for instance, that de#ires has been solidly established as a
major environmental problem to which people areegaity sensitive, while the problem of
overfishing has not got so much attention in publigcourse. Therefore companies in the
forestry industry are more vigilant of the publipimon and of their image than fishing
companies.

Nevertheless, statements from the representativeedVSC suggest that they were
fully aware of the need for a sense of ownershithefinitiative by the stakeholders. Over the
years the MSC has made considerable effort to asereaccountability, and to provide a
balanced participation to the stakeholders.

In the past couple of years the development of Mp€eded up. As of November
2010, there are over 1,900 seafood products almilatth the MSC eco-label, sold in 40
countries around the world. 38 fisheries have bedependently certified as meeting the
MSC'’s environmental standard for sustainable fighamd over 80 are currently undergoing
assessment. Over 800 companies have met the MSi@ @h@ustody standard for seafood
traceability.



12.5 Conclusions

Many argue that the solution to the global probleheur age - world poverty, inequalities,
the destruction of the commons, and so on - is rglmigalization: more efficient international
institutions; a global ethic, including internatainsolidarity; and a more integrated global
economy. That is, although it is undeniably parthef problem, globalization might also be
part of the solution.

Nevertheless, it is obvious that globalizationits present form is not sustainable.
Globalizing tendencies have long been accompanieddiitical, cultural and religious
fragmentation. And the functioning of the globatizeconomy contradicts the goal of
sustainable development, because it leads to @caldgpbmogenization, causes the overuse of
resources and renders impossible the applicatidinegbrecautionary principle.

Therefore localization is an important value. Hoere critics argue that re-localizing
the economy would mean breaking the world agaim smtall communities and we would fall
back in an anarchical state of international retegi We must avoid this, because we certainly
need some kind of “globalism”; that is, global gmence and cooperation in order to
preserve the global commons (Passet, 2001). Thikerba of the future is to find a way
towards more globalism with less economic globéilia
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