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Ethical Issuesin
Global Supply Chains

Bodo B. SchlegelmiléhMagdalena Obersedér

1. Introduction

Despite all technological advances, global suppigircs are always based on
the interaction of people. And wherever peopleratte a kaleidoscope of ethical
issues emerges.

Starting at the origins of the supply chain, theghgl of individual farmers,
minors or production workers is frequently examinied terms of working
conditions or fair wages (Cotton et al., 2005; l®and Romis, 2007). Other
concerns pertain to the production itself. Issuks €cological soundness and
infringement of intellectual property rights areduently debated. Recently, the
ethics of shifting production from one country tmother has also been
guestioned. Moving further down the supply chaiimgddiemen like export- and
import companies or wholesalers are commonly sumgtd for what should be
their “fair share” in the value creation processti€al debate has also focused on
their discriminatory sales and purchase practiBesailers, in turn, have been in
the centre of the ethical debate for issues likéhtul packaging or inept use of
cause-related marketing (Varadarajan and Menon8)L%8nally, it appears that
consumers are no angels either: for do they natkguiabandon any ethically
motivated hesitations and willingly buy countedewhenever the price is low
enough (Stottinger et al., 2003; Penz et al., 2D08)

However, there is not only gloom and doom whenadines to ethics in
international supply chains. Media attention fongsion the plight of Third
World production workers is beginning to show résulOf course, many
problems remain, but unsafe and unhealthy workiogditions and ecological
excesses are more difficult to hide. The Fair Traseement, trying to ensure
that Third World farmers are getting a better d@ad curtailing the power of
middlemen, has also gained momentum. Similarly, ynegtailers are now
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embracing ethical issues by emphasising, for exanipht they take care of the
production methods and working conditions pertajrtim the goods they offer. In
a similar vain, cause related marketing is usedsbme retailers to position
themselves as particularly socially responsiblenaly, among consumers,
“ethical shopping” is in vogue. Making an ethictdrece with your supermarket
trolley appears to be the order of the day.

In this paper, we take a closer look at some ingmbrethical issues associated
with international supply chains. Below, we starthma brief observation on the
notion of fairness. Next, we focus on some cengtaical issues relating to
production. Moving down the supply chain, we thectus on the role of
middlemen, both at the level of traders and whdéesaas well as on retailers.
The following section centres on consumers whaherone hand, are the driving
force behind many positive ethical developments bntthe other hand, are also
part of the problem due to their demands and ovathical behaviour. In closing,
we guestion whether the extant research endeavocus too much on micro-
issues and neglect the bigger picture. Moreoverpfier some suggestions for
future research on ethics in global supply chains.

2. Differing Per ceptions of Fairness

Tensions in international supply chains frequeatiijge because something is
perceived to be unfair by the actors involved. baleto agree on what is fair
appears to be extremely difficult. Bolton et al0@3) have defined “fairness” as
“a judgement of whether an outcome and / or thegs® to reach an outcome are
reasonable, acceptable or just.” And while theeeraany definitions of fairness,
the root cause of many disagreements lies in teeabipnalisation of fairness.

o In philosophy, a number of scholars discussed nitgrahd fairness. Going
back to ancient Greek, the philosopher Plato, fatance, thought of morality as
requiring conformity to eternal forms of the gooddathe true. Centuries later,
Emanuel Kant took up this subject again and fornadathe categorical
imperative: “Act only according to that maxim whbyeyou can at the same time
will that it should become a universal law.” (Scainl and Reitze, 2005).

And of course, morality is the core issue in dilgiens, too.

o In the gospel according to Matthew, for exampleyratity and indirectly
fairness are addressed: “Do unto others as you wdudve them do unto you.”
(Matthew 7:12) or in the Islam: “Select for yourdiher whatever you like for
yourself’ (Saying of the Holy Prophet Muhammad (R.Bi.)).

In the business ethics literature, a number oflsach@lso discussed the fairness
construct and some identified and developed subcsss, such as price fairness
(Kahneman et al., 1986a; Kahneman et al., 1986bxwdkh, 1995; Campbell,
1999; Bolton et al., 2003; Xia et al., 2004) orveer fairness (Seiders and Berry,
1998; Carr, 2007). A general approach was presedoyeBerrell et al. (2008),
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who argue that fairness is “the quality of beingtjuequitable and impartial”.
According to Ferrell et al. (2008) the construcirrfass is made up of three
elements: equality (i.e. how wealth is distributetciprocity (i.e. the equal
interchange of small favours) and optimization.(itkee compromise between
equality and maximum productivity).

However, none of these constructs and their omeralisations provide a
convincing and coherent approach to resolving despabout fairness. It is, and
will always be, a big issue.

3. Ethical Issues Pertaining to Producers

Ethical issues concerning producers, particulaniydéveloping countries, are
currently at the forefront of debate. Manufacturanms confronted with a plethora
of ethical subjects such as child labour, fair wagkconditions, fair wages, the
ecological sustainability of their production medip intellectual property right
violations and counterfeits, to name just a fewguably, child labour is the issue
where most agreement exists. However, despite nie¢hical, unjustifiable and
degrading nature of child labour, it is still a plem in many developing
countries. The problem is exacerbated when sulraciots are involved. Nike,
for instance, has been criticized in the media tess times as a purveyor of
child labour. Instead of controlling local contrdattories and ensuring that they
do not employ children, the corporation defendsdlitwith the lame excuse that
children can easily fake the evidence of age (Bogd®01l). Responding to
criticism of child labour, Third World countries efquently point out that
developed nations should not forget their own pd&airing the Industrial
Revolution, children working in the textiles indystand in mining were very
common indeed (Cruickshank, 1981; Nardinelli, 1990)

Another ethical concern of both companies and eyegs are healthy and safe
working conditions Nowadays, most industrialized countries haveoahiced
regulations on health, safety and environmentalHH&nditions. Yet the main
problem in Western countries is not a lack of ragohs and laws, but a
reluctance to implement these laws and regulatidiss is where the issue
becomes an ethical problem, namely when compaaiktofenforce regulations,
such as wearing a safety helmet or passively pavorikers to ignore appropriate
safety regulations (Crane and Matten, 2007). Ineltgmng countries, concern
shifts to the length of the working day and the kimy week. Many workers
employed in sweatshops are reported to work mae 12 hours a day, six days
a week. They have to fulfil quotas and work overdiif they do not want to be
fired (Adams, 2002). But not only long working heware problematic.

o Women cutting flowers in Columbia, for instanceyéndeen found to suffer
from sexual harassment and health problems becafishe toxic pesticides
(Financial Times, 2008).

People in the Third World often have no betterraliéve. It seems ironic but a
study on sweatshops and Third World living standgmnesents results indicating
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that workers are better off if they work in sweafsé, since they can improve
their living standards with their salary. Apart rimothat, the alternatives to
working in sweatshops are even worse. Admittediyeatshops have poor
working conditions and abhorrently low wages compano Western standards.

o However, a worker at the Kathy Lee Fifford sweagslioHonduras earns on
average USD 13 per day, which is 44% more than awerage salary of a
Honduran worker (Powell and Skarbek, 2004). Thisudth not be an excuse for
sweatshops and the exploitation of human beingst Bheds light on the vicious
circle people in the Third World face.

The issue of fair remuneratiori is also debated in industrialized countries.
Although most European countries have establishethtatory minimum wage,
fair management remunerations are a hot topic etudision, as some top
managers earn a multiple of what their employeem.e&ompanies find
themselves in a difficult dilemma. On the one hanalitional income schemes
are criticised, on the other hand companies haveoiopete for talented, hard-
working top managers (Crane and Matten, 2007).

One big ethical issue for producers in many devabppcountries is the
recognition of intellectual property rightsuch as patents, trademarks and
copyrights. Manufacturing and sellimgunterfeitgoodsis regarded as unethical,
since a manufacturer tries to capitalize on thedgalb of another company that
has spent large sums of money and time on brantimgoduct and creating an
added value for its consumers (Laczniak and Murdi®@3). Counterfeit goods
have become a severe concern to global industijpegsaccount for a substantial
proportion of world trade.

o According to the International Anti-Counterfeitingoalition (IACC), U.S.
manufacturers, for instance, lose USD 200 billier pear due to fake products
(Freedmann, 1999). China is the world’s biggest ofaoturer of counterfeit
products and seems to be holding on to this posismce exports of counterfeits
and pirated products seem to be rising (IACC, 2006)

Closely connected tdeceptive counterfeitsuch as the purchase of “genuine”
spare parts that turn out to be all but genuinghésissue ofproduct safety
However, product safety is also a concern in its1awght, since consumers
expect safe products and might sue a company yfhihem, injure or kill people
(Schlegelmilch, 1998). But safety lapses do noy drdrm consumers and have
consequences for the individual company responsitade the problem.
Sometimes, it is the entire industry or countryniravhere the unsafe products
emanates, that is held responsible. The recentlatsaasurrounding the toys made
in China illustrates this point (The Economist, 800

The ethics ofhifting of production siteBom one country to another has also
been questioned.
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o Nokia, the world’s largest manufacturer of mobilaopes, is currently
preparing one of the biggest shifts of productioanf Western to Eastern
Europe. 2,300 jobs are lost in the West due tanbge of its production plant to
Romania (Financial Times, 2008).

However, it appears to be debatable whether sgifinoduction locations is, in
fact, an ethical issue at all. We would argue tiat the treatment of the
employees to be made redundant that has an ethiahsion but not the shift of
the production facility per se.

In the context of ethical issues concerning protsjde Fair Trade movement
IS gaining in importance. The movement aims to tfighverty by supporting
disadvantaged producers living in developing coestrin the last decades, Fair
Trade sales have grown by more than 20% each yelaFar Trade products are
moving into mainstream distribution channels, sine@e and more people want
to support poor farmers and be sure that the ptedihey are consuming are
produced under fair conditions (Krier, 2005). Oa tither hand, Fair Trade’s co-
operation with large, well-know companies, like bk, and the distribution of
Fair Trade products in supermarkets, might tarfigin Trade’s image among its
core constituency (Low and Davenport, 2006). The maain criticisms are that
Fair Trade works too much within the system (Jamgui2006) and that Fair
Trade stops short of actively advocating more irtguar trade policy changes
(Boris, 2005).

But there are not only differing opinions on theattgy of Fair Trade within the
organisation. External critique is more severesti-ihere are those who point out
that Fair Trade does not address the basic problamely that too much of a
commodity, e.g. coffee, is produced in the firsaga. Instead, Fair Trade
interventions would encourage market inefficienciasd overproduction
(Hardford, 2005). Second, critical voices arguet thair Trade is a political
movement to organize labour. For instance, coffa@fication is only available
to co-operatives of small producers. This assurhes$ to-operatives are an
inherently superior means of organizing labour fkxuist, 2006). Third, it is
claimed that fairness, in particular fair wagess aot achieved through Fair
Trade, as only 10% of the premium paid by consurfar$-air Trade products
trickles down to the producers (Hardford, 2005).

4. Ethical Issues Pertaining to Middlemen

Ethical issues concerning middlemen are up forudision, too. Questions of
fair purchasing agreements, fair sales pricessfare on wealth creation and fair
treatment / relationship to producers continuegaébated.

Fair purchasing agreementuch as exclusive dealing (i.e. a middleman is not
allowed to sell a competitor's products), exclusteeitories (i.e. a middleman
has the exclusive right to sell a manufacturertsdpct in an exclusive territory),
or tying arrangements (i.e. a middleman has to lhoye products although he
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might be interested in only one product), are dised both from an ethical and
illegal perspective (Lacziniak and Murphy, 1993).

The entire issue ofliscriminatory pricingis also of particular relevance for
middleman. Why should middlemen offer better pritegconomically powerful
key accounts than to regular customers? What ibatest a fair margin for the
middleman? And what would [zefair share on wealth creatidior middlemen?
Fair treatment and relationshipo producers and customers is another issue, as
dominant middlemen might misuse their bargainingwgro by switching
arbitrarily from one small producer to another grthreatening customers with
no or rationed supplies.

5. Ethical Issues Pertaining to Retailers

Retailers are subject to an entire spectrum otakidoncerns, some of which
are not too dissimilar from those found at prodsaar middlemen. The ethical
dimensions ofpackaging for example, are widely discussed in the literatu
(Smith and Quelch, 1993; Schlegelmilch, 1998; Laiek and Murphy, 1993). In
this context, ecological concerns continue to rexea lot of attention, since
packaging causes about 40% of the world’s wastklégelmilch, 1998). Another
ethical problem is untruthful packaging, includiisgues such as tampering with
packages or slack fill, which cheats on the custsnmas packages are only
partially full (Smith and Quelch, 1993). Similaripisleading or uncledabelling
continues to be a concern. If consumers are nettablnderstand the information
presented to them correctly, they may make pooiceBdhat are beneficial to the
retailer.

A somewhat different angle is represented by ttengits of some retailers to
use ethics as a positioning instrument to gain apsditive advantage.
Specifically, retailers may attempt to present tbelres as more ethical, more
ecologically minded or more charitable than thempetitors (Schlegelmilch,
1994). This could, for example, be achieved throsghcalledcause-related
marketing. Here, the retailer may suggest to their consumeas & certain
percentage of the purchase price will be donated fgood cause, such as a
children’s charity. Of course, such cause-relatedketing appeals are also used
by manufacturers (e.g. each time you buy this pcbde pay a certain amount to
X) or service companies (American Express run apeagm called charge against
hunger).

o Currently, both Tesco Plc. and Co-operative Food. lih the UK emphasise
their association with Fair Trade to enhance thiemage. Tesco emphasises on
its home page that it is proud of supporting Faiade, since their customers buy
1 in 3 Fair Trade products sold in Great BritairCo-op stresses the importance
of social responsibility and the necessity of suppg producers in developing
countries, hence their support of Fair Trade profic

Although attempts to use ethics as a positionirggriment might improve a
retailer’s image and contribute to its competitagvantagegthical positioning
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can also be dangerous and risky. Any type of eltinesconduct or problem will
be viewed much more critically when the affectechpany attempted to position
itself as particularly ethical.

o Sainsbury, for instance, sold a “truly eco-frientlshopping bag that was
Fair Trade certified. However, later it turned otitat these bags were actually
made by cheap labour in China and were not as enwentally friendly as the
consumers were led to believe. Naturally, this tesuin a barrage of cynical
critique in the UK tabloids (e.g. Daily Mail, 28 Al 2007).

6. Ethical Issues Pertaining to Consumers

Consumers throughout Europe increasingly want toinf@rmed about the
ecological and social context of the products thay and use their shopping
trolley to express social and ethical concern (&g.Pelmacker et al., 2005;
Datamonitor, 2005).

o Research conducted in the UK exemplifies this: Ating to a study
conducted by Ipsos MORI, the U.K.s second largestearch comparly
corporate social responsibility and ethics are ieasingly important to British
consumers. Fifty percent of the British public jadgompanies based on their
social responsibility and their commitment towasdkical issues. Furthermore,
consumers are caring more about ethical issues vitugtng products. Three in
five Britons say that they prefer to buy recycléd) (genetically modified) free,
Fair Trade or eco-friendly products, although théy not regard themselves as
ethical consumers, i.e. choosing products due tsgmal moral beliefs and
values. However, 44% of the British consumers §pally avoid products
because of ethical reasons (Worcester, 2000).

o Coop’s Ethics Study presents similar results. Corens are now more
concerned about ethical issues such as human riginsnal welfare, food
integrity and the environment, than they were teary ago. Apart from that,
consumers are willing to pay more for ethical progtuthan they did ten years
ago. Eight in ten consumers (84%) are now prepaoedio so, compared with six
in ten (62%) in 1994,

Notwithstanding these encouraging developmentsastto be recognised that
consumers are no angels. Consumer theft and frasidbusinesses worldwide
billions of dollars. Other consumer misbehaviousoainflicts financial costs.
Examples are unjustified complaints, psychologiead physical abuse of
employees or the many subtle forms of cheating, eegeiving too much change
and not saying anything. And are consumers noe&sily swayed to jettison their
attitudes towards ethical issues when they buy deweptive counterfeits
(Schlegelmilch and Stéttinger, 1999)? With few etamns (Schlegelmilch et al.,
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2004), these more subtle forms of consumer misdeowga have largely been
overlooked in previous research.

7. Conclusions and Future Resear ch Directions

In this paper, we provide an overview and briefcdssions on some of the
most prominent ethical issues existing at variewgls of the global supply chain
(Table 1). But although the list of identified pleims is already long, it is by no
means exhaustive. Moreover, some issues, suchraggrifaes, concern virtually
all stages of the supply chain, and associatingntivth a particular part of the
framework is inevitably debatable.

Table 1: Key Ethical Issues in Global Supply Chains

Supply chain channel Ethical issues

Fair wages

Working conditions

Child labour

Fair prices

Ecologically sustainable production
Product safely

Disregard of intellectual property rights
Counterfeit

Producers

“Fair share” on wealth creation
Fair treatment / relationship to producers
Discriminatory sales policies
Heavy handed purchasing policies
Exclusive territories

(Truthful) packaging

Misguiding / incomplete labelling
False advertising

Misleading bargain offer

Ethical positioning

Cause related marketing

Middlemen

Retailers

Shoplifting

False complaints

Abuse of sales staff

Disregard of copyright

Willingness to buy non-deceptive counterfeits
Importance of ethical and ecological issues

Consumers

Another limitation of the paper is inherent in jisrspective, i.e. we have only
addressed the ethical tensions in internationaplguphains on a micro-level.
Arguably, macro-level problems are even more sewark have a much greater
potential to change the destiny of the citizen$ hird World countries. Take the
issues of tariffs and protectionism: The World Teadrganisation (WTO) now
has over 150 members representing over 90% of wiatte. Since 1950, many
tariffs have fallen greatly, as for example therage tariffs for manufactured
goods that decreased from 40% to below 4%. Howdgrtariffs for agricultural
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products and textiles, which are mainly producedamd exported from poor
countries, remain at the 20% and 10% level, respdgt(Economist, 2003). Is
this fair?

Taking account of Skae and Barclay’s (2007) suggeshat one way to reduce
poverty is to increase a country’s real export ghovate by more than 5 percent
per annum, the prevailing tariff system does nqieap to be just. Moreover, it
has long been criticised that the European Unidd) (§libsidises its agriculture
and simultaneously harms producers in developingnitees. The practice of
dumping surplus agricultural products is destroydwgmestic markets in poor
countries. It is estimated that the European ssggasidies, for example, have
caused a decrease of the world market price by /@ consequence, export
chances of developing countries, such as Indiawraia, are reduced (Godfrey,
2002). A debate on any of the ethical issues liste@able 1 should not take
place without being aware of such wider issues.

Despite this sobering note, the paper providesmbeu of useful pointers for
future research endeavours. First, researchers gock any one particular item,
such as working conditions, and research the i§su@a the perspective of
multiple stakeholdersParticularly interesting, in this context, woulee the
collection and analyses of representative empirigala to enable a more
informed debate and move away from the anecdotdl @ase study based
evidence that appears to dominate the literatuwweoisl, there appears to be room
for cross-cultural studie®n the perception of ethical issues in the intéonal
supply chain. Adverting standards illustrate thinp What is regarded as
unethical in one society, such as the use nuditpdwvertising, is regarded as
acceptable in another. Is there room for a middéeiigd or can such differences
in perception be overcome? Third, there is a needxtractingmore concrete
recommendationdrom conceptual ethical debates. Whether we eweach
agreement on what constitutes fairness remainstfiduonsidering the multiple
stakeholders and interests involved in issues $k#ting production abroad.
However, if we were able to edge towards agreementsair processes and
evaluative frameworks, we would already have addewa lot. Fourth, there
appears to be a need to have a closer logkrsdgumers as actoshaping ethics
in global supply chains. While consumer demands amhcerns have
undoubtedly led to an increased awareness of éthiszonduct in the supply
chain, contravening forces, such as the relenfiesssures for low cost products
and the apparent ease by which consumers are gvibinignore ethics when
purchasing non-deceptive counterfeits or ignoreyagpht when downloading
films or music from the Internet, should also netigpnored in research.

However, arguably the most urgent need for newarebedoes not relate to any
of the micro-level ethical issues discussed abbuéto a moreanformed debate
on the welfare implications of macro-economic measuParticularly the
international welfare implications of tariffs, taxeand trade rules appear to
deserve more attention. In short, what appearsetomdeded in research that
pertains to global supply chains is a shift froncmtopics to meso- and marco-
ethical perspectives.

Taken collectively, we trust this paper made a m@buation to raising awareness
of the multitude of ethical problems in global slypphains. Quite clearly, a lot
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remains to be done and there is an urgent needdoz research. However, all of
us are actors in the economic system and are tdushé¢hese issues. Thus, we
simply have to do more than just hope that the dexpthical issues will go
away on their own.
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Notes

! http://www.tescocorporate.com/economy
2 http://www.co-operative.co.uk/en/food/fairtrade/

3 MORI conducted 1,970 interviews among a represigetaample of the British public (adults
aged 15 and over), across 151 sampling points.imd#rviews were conducted face-to-face in
respondents' homes between 18 and 22 May 2000.

4 http://www.ipsos-mori.com/about/index.shtml

® Between December 1994 and March 1995, the Co-apewed 31,000 people* for its
Responsible Retailing Report and, in early 2004,Gbop published the results of a new ethical study
with a sample of 29,500 people**. [* (surveyed bgl@p — 30,000 consumers and members and
1,000 general public) ** (surveyed by NOP — 28 5@hsumers and members and 1,000 general
public)].

Edited by: ISTEI - Universita degli Studi di MilandBicocca



