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How Sound is Business Ethics ?

by David Vogel

and commerce have remained
remarkably constant over centuries.

ILE both public and
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The emergence of capftal-
fsm in 16th-century Europe
was closcly assoctated with the
Protestant Reformation. In an
important sense, Proles-
tantism made business ethics

its pursuil. As the fourth-and
fifth-century _Christian writer
Augustine pul i, "The busi-
nessman ... may conduct himself
without sin, but cannot be
pleasing to God.”

And Thomas Aquinas in the
13th century
most forms of irade conducted
for profit were inherently im-
moral, holding that "he_ who in
trading sells a thing for more
than he paid for it must have
paid less than it was worth or
be seling it for more.”

Il an aclivity is regarded as
inherently immoral, the only
moral coursc ¢f action is lo
disengage from it entirely. The
contemporary wmoral case
against such busincss activitics
as investing in repressive
countries, manulacturing and
marketing cigarciles, or pro-
ducing stralegic weapons rep-
rescnts an echo of the more
sweepin medieval case
against finance in particular
and the pursuil of profit in
general. During the interven-
ing cenlurics the specific
sources of profil regarded as
inherently unethical have
changed, bul the moral stan-
dard for cvaluating Lhe ethics
of business aclivilies has re-
mained remarkably stable.

Nol surprisingly, many me-
dieval merchants acted like
conlemporary drug dealers.

The moral standards of industry

After all, If their activity was
thought to be immoral to begin
with, why should they have
tried to perform it ethically?
As the sociologist [Paul
Blumberg noles, pre-
Reformation capilalism was
reoted in a “rampant individ -
ualism which knew few scru-
ples.... The capilalist mentality
of the medicval business
classes resied on the dictum:
‘A profit 1s a profit, however it
s acquired.

Merchants in ltalian city-
stales thought nothing of
pulting the bodies of diseased
animals into the shops of thetr
competitors in order to make
them, their employees, and
their customers Iﬂ.

It was by morally
the pursuit of profit that
Proteslantism made business
ethics possible. fle tradi-
tional Catholic theology viewed
work al worst as a curse and at

duty—a point made repeated
in IL Benjamin F‘rlnhz-h_-,
flies and the rags-to-riches
novels by Horatio Alger that
were read by literally tens of
:E:“umﬂn of school children
Contemporary discussions
of business ethics focus less
on questions of individual
character than was true a
century . Indeed, we
to have almost

{ of the fact that the word
ethics is de from the
Greek term ethos, meant
"character.” Because muc
economic activity now takes
place through organizations,
today we are less interested in
the character of individual
businessmen than in the dect-

appear
ly lost

lor having cxchanged his
moncy for a commedity than s
the merchant whoe now has
fewer and more moncy.
Thanks to the market, both
arc betier off than they would
oltherwise have been, though
nol necessarily in the same

n.
virtually
all profit tended 0 be re-

tlon rather than lair exchange.

Accordingly, 1t was morally .

suspecl. What capitalism did
was 0 provide an ethical jus-
tfication for moneymaking;
capitalism's claim Lo be the
world s first [air economic sys-
lem was on the un-
derstanding that the mer-
chant, unitke the Roman war-
rior or the feudal lord, actually
deserved his material weslth.
In short, capitalism purporied
to be the first soctal system In

butcher, Lhe brewer, or the
baker thal we expect our din-
ner, but from Lhetr regard o
their own sell - interest. We ad
dress our selves, not o their
humanity but to Lthetr selfl-love,
and never talk to them of our
own necessilies bul of their
advaniages.” These often:
quoted lines caplure the moral
contradiction that lies at the
heart of capitalism, in which
morally dublous Intentions
produce morally beneficial re-
sults.

Il one judges the ethics of
capitalism by its results, then
the system deserves our un-
equivocal moral approbation.
Iy conceivable critesion,
:rpﬂnl o the self-interest

humanity “works™: market
cconemics have produced
more wealth and greater eco-
nomic security for more indi-
viduals than even their most
ardent |8th-and 19th century
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Capitatism has provided material security for large numbers of people in many socteties and has proved
more compatible with freedom and democracy than any other economic system. Yel. despite the

achicvements of free enterprise, questions remain whether an economic system driven by -interest

can be truly ethical.

best as a distraction,
Protestantism held that a busi-
nessman's work could be
pleasing to God. Not only could
onc serve god by working, but
the correct use of wealth was
precisely to increase iU for the
glory of God.

Conscquently, the pursuits
of profit and n}]!hcmn became
not only compatible but mutu-
ally reinforcing. A diligent
worker, for instance, was less
likely tlo be tempted by the
devil. And, according to the
16th-century Protestant the-
ologian Jhon Calvin, being re-
warded with [inancial success
was now understood as a sign
of God's [avor. In short, the
Reformation made it possible
for a successful businessman to
be an ethical indtvidual as well.

Calvin's radical doctrine of
predestination was  never
widely shared, ¢éven among
I*rotestants. Bul a more secular
version of Prolestant business
ethics did become important
in Western popular culture. It
is lo Lhis Protestant ethic that
we owe our coniemporary ef-
fort to understand the rela-
tionship belween personal
virtue and financial success,
between corporale ethics and

profitability.
The social scientist Irving
Kristol has described 19th-

century America as "a socicty
in which it was agreed Lhat
their was a strong corrclation
between certain personal
virtues-frugality, industry, so-
briety, reliability, piety—and
the way in which power, privi-
lege, and property were dis-
tributed.” Success was associ-
aled with the performance of

In ition, contemporary

discussions of business ethics
are overwhelmingly cast in
sccular terms. The profound
Judeo-Christian roots of the
Western tradition of business
ethics are rarely examined.
Even those theologians who
write about business cthics
scldom sefer to the concepts
of sin, evil, or divine judgment.
Nevertheless, we remain no

less preoccupied with the rela-

tionship between morality and
profits than Max Weber, writ-
ing about "the Protestant work
cthic, or Kristol's 19th-century

school-children.
The notion that successful

businessmen could be good
human bcings constituled an
important dimension of the
original moral case for capital-
iIsm. A second dimension in-
volved a new understanding of
the relationship belween eco-
nomic success and the public
good.

In premarkel economics,
the acquisition of wealth was
primarily a zero-sum game.
One became wralthy primarily
by fighting or taxing others, so
as Lo take their resource,

What made capitalism
unique was its claim to have
developed a mechanism
through which it was
for an individual to acquire
wealth that not only did not
harm others, bul actually bene-
fited them. This mechanism
was, of course, the markel

Wealth accumulated thro-
ugh the market dées not

lessen the total volume of
available goods and services:
the consumer ts no worsc ofl

which the wealthy could claim

that they simply recetved a just

reward fo forming -
clally ulrﬁ:ig:ztbq. i

Centuries alfter the birth of
capilalism, we continue to
E;rp the acquisition of wealth

this standard.

Many contemporary eco-
nomisis tend (o regard
government as the "-3 if
nol Lhe exclusive “prlm il-
legitimate wealth in talist
sociclies. Even thou this
perspective overlooks the nu-
merous regulations and
expendilures that clearly
benefit society, it 18 not unrea-
sonable.

Newspapers are replete
with examples ol bankers or
developers who have used
their political influence to ac-

quire sums of money—in
cach case clecarly harming sig-
nificant numbers of their ﬁ
low citizens.

More generally, people's
appraisal ol the cthics of re-
structuring has to do with
their perception of its contri-
bution o cconomic efficiency
and productivity. If, on bal-
ance, the dramatic changers in
the governance of the
American economy Lhal loek
place during the 1980s made
business less productive and
eflicient, thens the profits
carned from this activity arc
clearly nol descrved: afler all,
the moral case for profits rests
on the claim that they reward
only those activities that in-
crease socicly’'s overall male-
rial abundance.

Adam Smith wrote in The
Wealth of Nations: "It is not
from the benevolence of the

defenders thought possible
Capitalism's improvement in
the guality ol lile is equally im-
pressive. And no other eco-
nomic system has proven even
remolely so compatible with
Hberty and democracy.
lHowever, the issue of mo-
tives constitutes the moral
Achilles heel of capitalism.
This is because of the appeal to
scll-interest thal is at the core
of a markel economy.
Notwithstanding capitalism’'s
impressive resulls, many peo-
ple remain uncomiortable with
a system in which economic
action is motivated by selfish-

NUSss.
As Monlesquicu wrole In

praising markel economies, It
is fortunate for men (0 be in a
siluation in which, though
their passions may prompt
them o be wicked, they have
nevertheless an interest in not
being so0.”

Now it may well be the
case, to cite Samuel Johnson's
famous cpigram, that “there
arc few ways in which a man
can be more innocently em-
ployed than in getting money.”
Certainly, when one compares
the profit motive to the homi-
cidal and genocidal paasions
that have motivated much hu-
man behavior, the moral case
for the profit motive is clcar.
John Maynard Keyncs s
judgement is surely correct: "lt
is better that a man should tyr-
annize over his bank balance
than over his fellow citizens.”
The last few cénturies, how-
cver, have also demonstrated
that far from calming men's
passions, the pursuit of moncy
can just as easily inflame them.

Moreover, while the pursuit
of material self-interest may be
preferable to some motives, il
is hardly superior to all of
them. Much of the ethical ap-
peal of soctalism in the West
has dertved precisely from the
moral superiority of the mo-
tives that it would substitute
for the pursuit of material self-
interest. Il remains far more
uplifting to exhort people o
“love one ancther” than 1o
"maximize utility,” even though
the latiter may in [act be more
socially benefictal

Not surprisingly, corporale
philanthropy has been critf

cized from both the lefi and
the right. One set of critics has
attacked it for falling o serve
the objectives of t firm’'s
stockholders: they argue that
loo much corporale philan-
thropy goes lo organizations
and institutions that are hos-
tile to business.

Another group of critics at-

tacks it for the oppo-
site reason: they claim that s

real pu‘:r- is to improve Lhe
image of the company, so that
it s misleading o describe {1
as philanthropic. The paradox
of corporate philanthropy is
that the more the public per-
cetves it as altruistic, the more
eflectively it servey the self-in-
terest of the company that

provides it

Religious philosopher
Michael Novak's The Spirit of
Democratic Capitaliam (]|982)
represenis one contemporary
eflort o im the moral
siatus of capitalism by redefin-
ing Lthe motives that underiie
it. Novak notes that “like pru-
dence In Artstotelian thought,
seil-iflerest in democratic

capitalist thought has an infe-

rior repulation among moral
ists.” He however, that
it s i ing W equale “self-

interest” with greed or acquis-
itiveness. Rather, self-interest
also encompasses “religious
and moral inlerest, artistic and
scicntilic interests, and iInter-
ests in peace and justice,” as
well as concern lor the well-
being of onc's family, [riends.
and country.

But while it is certainly true
that much behavior in capital
ist socicties is self-intcrested
in Novak's broadcr scnsc. this
is decidedly not true of oo
nomic bchavior proper. The
prediciive power of neoclassi-
cal cconomics rosts preciscly
on the lact thal consumers. in-
veslors, and employers define
their sclf-intcrest primartly —if
nol exclustvely—in | pecuniary
lerms. H is possible lo deplore
the extent o which our eco-
nomic syslem resils on ¢co-
nomic sell-intcrest; it is nol,
however, appropriate to deny
it

The doclrine of corporate
social responsibility can also be
undersiood as part of the
ongoing eflort to reconcile Lhe
inlentions and results of
capilalism.

(Dialogue).
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| China
Guangdong's Success
in Industry

RADITIONALLY noted
for the best and most
exotic Chincse covking
Guangzhou today is known 1o
China's younger generation as
the ety of motoreycles
Parking lots in the rest of
the country arc a jumbie of
spokes. gear chains and black
fenders. But in Guangzhou the
bikes must make m for row
upon row of gleaming power
machines. from motor seoot-
ers o motorcycles
The speed. flair and free-
dom represented by this sicp
upward in mass transportislion
is one sign of the booming

cconomy: not only ef
Guangzhou but of surrounding
Guangdong province.

Centred on the fertile
River delta. Guangdong s
cconomically out in front of
the rest of China. Poor fishing
villages of the late 1970's are
today thriving centres of
indusiry and commeree.

The business succe-
sses of China's rapidly
industrialising Guang-
dong province y
both old and new
elements. Dierdre

Godfrﬂ of IPS reports.

within an increasingly export-
oricnied economy

Guangdong business suc-
cesses embody both olkd and
new elements. One ol the
leaders s the China Dieycles
Company. and the spirit of the
times is caplured In fis logo: a
rmrﬂﬂ young hero emerging
rom the waves, a bicydle held
high above his head.

Located in Shenzhen in
Guangdong and China's leuding
special economic zone, China
Bicycles is a joint venture with
Hong Kong Link and the US
based Schwinn cu. In 1990, &t
was Hsted as Chine's number
onc joint venture.

"China has long been one of
the main bike manulacturers
in the world, but we've had no

- share In the world market. so

we nmtx:rnlnd to produce the
best bikes in China 1o export

o wther countries.” explains
CI3C deputy manager Chen
Pinggan

Ninely-five percent ol the
company's bikes are exported
lo North America and Europe
under such brand names as
Diamond Back and Chime.
Sales and marketing are done
in Hong Kong

The 1.5 million bikes
produced annually by CHC
come in over 100 designs and
more than 2.000 colours, "o
meel consumer necds”, says
Chen. This Is a somewhal
breathtaking statement in a
country where the masses arc
almost uniformly seated on
basic black.

This new type of approach
is also seen In quite a few
company practices standard in

mdustrialised countries. but
et in China.
More aticntion is paid to
quality than quantity. The
ny pays workers for
further education that is
related 1w work.
Swandardisation of techni-
cal. management and work
procedure means that most

competences within a few
years. And the past two years'
experiment with departments
sciting Ltheir own targets has
worked

In contrast. a
siyle brand of weorker
amvimales the Bal Yun
pharmaccutical factory in

Glﬂ"ihﬁu. The lour puints of
the 15al Yun Shan people s

spirit arc emblisoncod on a red
bunner over the fackry gate:
love the Inﬂnry. prosmeote
mutual interest, atieython
to progress and seck the innh

Founded by intclicctnals
scl (o the countryside during
the Cullural Revolution, 18n
Yun Shan almerst huot dewn in

Jhe mikd- 1970's dhave: 10 1 bl

'ra-l h'h“r"i““ 1"'"' jrrmeg
management!. A i luinge
h-drrlhip smhacvel o reain

ery that has musche 10 cape od thp

beading pharmus ool plant s

in the conmmtry  proshos g bealy
herbal wnd Woesiorn med wdm .

The Asta Semulation and
Contruol stem Enginccring
Compuny. locuted in Zhuhat st

the mwuth of the Pearl River,
exemphifies another ingredient
of many Grungdung sicoesses:
an emphasis on personinel with
advanced degrees

ASC recruiis the best engg-
nevrs in the country and pays
them many times what they
would carn elsewhere. The
only operation ol s kind in
South-cast Asia, ASC
simulation models of
plant control rooms 1o
operator Lraining be
plant goes into .

The Guangzhou Peugeot
Company. a French-Chinese
joint v;:nlur:. laces another
kind of high-tech :
manufacturing to Hw
world-class automobile in a
country with only a fledgling
auto industry or indeed a
cardriving population.

But Guangzhou Peugeot

doubled its growth by wurning
out 14.000 vehicles in 1991. A

profit of USS37 milllon was
lorecast. At year's end, the
company was listed as the
number nine soverall joint
venture performer in China

Even a frustrated car manu-
[aciurer can make it in 1990's
China. —PS

High Prices Making People Homeless

Charles Rukuni writes from Bulawayo

HE council in Zimba-

bwe's second L city

auctioned 42 houses in
its high-density suburbs —
formerly black townships —
because of bad debts. The
move deprived 42 families of
their homes and reflected a
growing housing crisis in the
country.

Bulawayo has a housing
backlog of 29,000 and the fig-
ure in Harare, the capital, is
60.000. Property prices. vir-
tually stagnant for three years,
have risen almost fivefold.

The Bulawayo action.
though perfectly legal, has se-
rious repercussions. The coun-
cil said in its last report that
nearly half the people on its
waiting list for subsidised
housing did not qualify for any
houses in the city because of
their low incomes.

Forty-four per cent earned
untler Z 8170 a month. The:
lowest loan obtainable from
buflding societies which fund
the council's housing pro-

gramme is 7 82,200 — requir-
ing earnings of Z $184 a
month

Moreover. housing under
this scheme is highly inade-
quate. [t provides only two
rooms while most low-income
earners have big families.

The report also indicated
‘that only 23 per cent. those
earning from Z $301 ,to Z
8750. could afford four-
reomed houses. Yet the ever-

cost of means

only those in the so-called
le income p — earn-

ing Z $750-1.500 — can really
live in comfort in these house.

Under council policy (also
government policy). those in
the middle income group can-
not be allocated houses in the
high-density suburbs. Before
independence in 1980 and
just afier, these people were
mostly accommodated in the
city centre in bachelor, one-
bedroom and two-bedroom
flats.

The escalating cost of hous-
ing means the same people
cannot afford to buy any prop-

erty cither in Lthe city centre
or the low-density areas —
formerly white suburbs.

Although rents for flats in
this area rented are as low as
Z 875 for a two-bedroom flat.
many landlords have now de-
cided to sell them because of
the government rent freeze.
The landlords complained they
were making a loss.

Two-bedroom apartments
that sold for Z 817.000 three
years ago are now selling for Z

Property prices in
Zimbabwe, virtually stag-
nant for three years, have
suddenly shot up. Many
people living in former
black townships, known
now as high-density ar-
eas, cannot afford their
homes. The situation is so
bad, reports Gemini News
Service, that when 27 doc-
tors were allocated to the

city, 14 could not take up

their posts because of
shortage of accommoda-
tion.

$90.000 while one-bedroom

apartments now average Z
$50.000.

The downpayment for an
apartment or house under Z
$100.000 ts 10 per cent, pro-
vided the person does not own
any other property. Most peo-
ple in the middle income
group and even some in the
so-called high income group
cannot afford repayments.

The monthly repayment for
a house costing Z $33.000 s Z
$530 payable over 25 years.
High taxation on individual in-
comes means those earning Z
81.500 a month cannot afford
the repayment. After deduc-
tions they have a take-home
salary of about Z $280. The av-

erage shopping baskel is est-
mated at Z $280 a month.
Getting rented accommo-
dation is now almost impossi-
ble. One-bedroom apartments
now average Z 8350 and two-
bedroom ones go for Z 8750, A
two-bedroom flat rented for
under Z 8100 three years ago.

House in low-density sub-
urbs that sold for only Z
814,000 six years ago now sell
for Z $150,000. Rentals can be
up o Z 81,500 a month. Worse
still. one needs a car to stay in
these suburbs as there (s vir-
tually no public transport.

Cars in Zimbabwe are
scarce. Some car dealers have
not sold a new car since inde-
pendence and despite the
widely publicised Willowvale
car scandal nothing has
changed.

In lact, cars in Zimbabwe

are ltke wine — they mature
with age. A car bought for Z
$9.000 four or five years ago
sells for double that amount

today

The housing shortage has
bafMled the government. which
has now admitted that its goal
to provide housing for all by
the year 2000 will not be
achieved,

Although the government
signed a Z $695 million hous-
ing loan scheme in January,
Vice-President Simon
Muzenda admitted it was

anuts because 1.9 million

uses are needed the.
2000. 2 -

For Bulawayo, the shortage
of housing a bitter side-ef-
fect. The city was allocated 27
doctors, but 14 could not take
u&' their posts because of
shortage of accommodatijon., —
Gemini News

[Charles Rukuni was the
Harare editor of Moto a Zim-
babwean weekly and later
Deputy news editor of the Bul-
awayo Chronicle. He is now
freelance.)

OME farmers fcar they
may be forced off their
and by the crisis in the

. wool industry, traditionally one

of the mainstays of the New
Zealand cconomy.
This has been causcd by a

| drop in the international de-

mand for wool and the removal
of price supports which have
boosted the amount shcep
farmers received. :

The wool industry has been
hit hard because two of fts
biggest customers, China and
the Soviet Union, stopped buy-
ing. Between them they have
been taking 22 to 36 per cent
of New Zealand’'s wool exports
over the past four years.

"The prospects for the in-
dustry are the grimmest since
World War 11, says Necw
Zealand Wool Board Chairman
Pat Morrison.

The crisis comes at a time
when the Australian wool in-
dustry is lacing a similar crisis
with debts of A$2.8 billion
(US$2 billion) and a stockpile
of ncarly 5 million balcs,

Average markel prices in
New Zcaland, where mosl wool
is sold by auction, have been
around NZ84 (USS82.65) a
kilogram. But the Wool Board
has becn topping this up to
NZ$4.85 (US83.25) I[rom
levics 1t has fmposcd on farm-
ers over the ycars,

There are pedictions herc
that the price could drop 1o
NZ83 (US82) or cven as low as
N7Z82 (US$]1.30), leaving many
of the country’'s 23,000 wool
and meat [armers facing hefly
debts to keep their farms go-
ing, or having o walk ofl them.

Prime Minister Jim DBolger
has made it clear the govern-
ment, {tsell strapped for cash,
is unable to bail farmers out. |
think the taxpayer is running
out of money to inject into
rescue packages,” he said,

Problems for the wool fn-
dustry began in Australia with
massive over-production coin-
ciding with a downturn in in-
ternational demand.

With more Australian farm-
ers. swilching to wool, the
couniry s wool clip rcached a
record 1,000 -.millon  kilo-
grams in 1986-90.

[3ut China, Australin's besi

| customer, pulled out of the

Sheep Farmers Profit from Shearing

by Derek Round

markct aflter the 1989
Tlananmen Square erackdown
and the Sovict Union, lacing
its own cconomie and political
uphcavals, also started with-
drawing in 1989,

Somwe Wesicrn European
buyers, reacting to high prices,
slarted swilching to cotlon
and synthetic fabrics. Buying by
Japan, which had built up a
stockpile, also dropped.

The markcet fafled to im-
prove last ycar and the
Australian government's deet-
sion to cut farmers’ guaraniced
minimum prices by 20 per
cent pushed market prices
down. -

In New Zealand, wool ex-
ports fcll 25 per cont in 1990
from NZ$1.58 billion o
NZ81.12 billton.

Exportcrs say New Zealand
wool is compctitively priced,
but it is still highcr than
British, French, Spanish and
South Amcrican wools.

While the prcsent
prospects Jor wool sales arc
gloomy, the industry hopes the
longer-term outlook may not
be so bad. Wool DBoard
cconomist Patrick Conway sa
the present scason should
mark the bottom of the wool
demand cycle. '

The price has fallen about

S X

40 per cont in the last 12

months, at about NZ284 a kilo,
is at or below the price of fts
main compclitor, synthctic fii-
bres.

Present lower price levels
are expected to sce textile and
carpet manufacturcrs — tLhe
most Hkely customers for New
Zraland wool — substitute wool
in place of synthctics in their
manufacturing

In the meantime, sheep and
beef profits this scason are ex-
pceled to be down to their
lowest lcvels in 30 years.

The average [arm profit for
the 1990-91 scason is cx-

pected to be only 30 per cent
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of income for farms in the
mid- 1970s, according lo latest
forceasts. Before-tax profit is
predicted to slump o
NZ821,000 for the average
farm.

The impact on the wider
cconomy means meat and wool
farmers will have NZ8320 mil-
lion lcss to spend than last
ycar and busincsscs scrving
farmers will feel the impact.

"About halfl our farmers are
making a cash loss and more
than hall have to have family
members carning moncy oul-
side the farm, says Dick
Davison, a scnfor official of the
farmers’ organisation, Federal
Farmers.

With New Zcaland depen-
dent on [arm produce for 60
per cent of ils export carnings,
the faflure to reach agreement
on tradc libcralisation in the
Uruguay Round GATT negotia-
tions has comc as another blow
to its famcrs’ who resent what
they see as unfair competition
from hcavily subsidised agri-
cultural products in Europe
and olhcer countlrics.

They are depressed “and
rightly so” aboul the brecak-
down in the GATT talks,
Federated Farmers president
Owrn Jennings says.

World [ree trade in dairy
produclts would carn Ncw
Zealand between NZ81 billion
and NZ81.5 billion more a
year;, the New Zealand Dairy
loard says.

New Zealand dairy farmers
blame the depressed world
butlcr price partly on a large
salc ol cheap American butter
to the Soviet Union in 1989,

New Zealand has contracts
to scll the Russians 100,000
tons of butter this year, but the
current world is down
from US$2,000 a ton in 1989
to about US8 1,350,

- On the brighter side, farm-
c¢rs hope the opening up of
Japanecse and Korean markets
this year will mean increased
becl sales there. — Depthnews
Asta



