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ABSTRACT
The first structured debate about the application of ethics principles to business decisions dates back to the 1960s (Sele, 2006). Anyway the notions of Corporate Social Responsibility developed in that period differ substantially from our modern perspective (Smith, 2001). As a matter of fact today academicians and practitioners recognize that business has an obligation to society that goes beyond obedience to the law when producing and distributing goods and services at a profit (Buchholz, 1991). 

Due to its role of gateway between the corporate environment and the company itself, marketing is probably the most important area within the firm to be affected by ethical choices (Tsalikis & Fritzsche, 1989). Therefore ethics and Corporate Social Responsibility have become central topics for marketing decisions (Hunt & Vitell, 2006): they are considered instruments to achieve competitive advantages (Cheah et al., 2007; Hart, 1995) and they therefore represent a clever investment (McWilliams and Siegel, 2001).

According to most advanced theories, companies should not only respect contractual obligations but should also prevent customers from any potential damage deriving from their products (Velasquez, 1988). In order to make it possible, firms should have a complete control over the entire production process in order to be sure that their decisions and declarations about product ethics are then really incorporated in final products.
At the same time, as production outsourcing is gaining increasing importance in many sectors due to cost pressures (Engardio et al. 2005), many companies are running the risk to lose control over some phases of the supply chain. This is emphasized by governance difficulties of the outsourced activities (Langfield-Smith, 2003; Ulset, 1996). 

As a matter of fact, while on the one side the company is still accountable towards the customers, on the other side it has to develop new methods and tools in order retain control over the outsourced production to ensure product safety and quality.

Recent outsourcing practices have therefore enhanced risks, as demonstrated by recent pitfalls by some famous companies, highlighting the existence of a large gap between corporate statements about ethics and CSR and the final output, produced through outsourcing.

Through a case study research this paper aims to establish if and how the choice to outsource production can be consistent with CSR and with the declarations about product safety included in companies’ Code of Ethics. Theoretical and managerial implications are discussed and patterns for future research are derived, as well. 

1. INTRODUCTION 
Ethics and Corporate Social Responsibility have become central topics in marketing decisions (Hunt & Vitell, 2006). According to most advanced theories, companies should not only observe contractual duties but should also prevent customers from any potential damage deriving from their products (Velasquez, 1988). As a consequence, the firm should have a complete control over the entire production process in order to be sure that its decisions and declarations about product ethics are then really incorporated in final products. Anyway outsourcing practices (even to companies owned by the main firm under consideration) brings about new risks, in that they increase the distance between the locus of ethical choices and the locus of applications of those choices. Some data obtained through a second-order analysis of the U.S. Consumer Product Safety Commission clearly emphasize this problem and generate new crucial research questions (table 1). 
HERE INSERT TABLE 1
Moreover 32% of the companies involved in the mentioned product recalls (table 1) had already developed their own Charter of Corporate Social Responsibility.

Given the absence of a solid theory able to explain the described phenomena, this paper aims at analyzing theoretical and practical problems and implications arising from the distance between the locus of ethical choices and the locus of the application of these decisions.

The paper is structured as follows: in the next section available literature about ethical choices in marketing is reviewed, deriving the research question; after that, the methodology and the results are introduced; discussion and conclusions complete the paper.

2. ETHICAL CHOISES, MARKETING AND PRODUCT RELATED DECISIONS
The first structured debate about the applications of ethics principles to business decisions dates back to the 1960s (Sele, 2006). The earlier notions of Corporate Social Responsibility developed in that period differ substantially from our modern perspective (Smith, 2001). As a matter of fact today academicians and practitioners recognize that business has an obligation to society that goes beyond obedience to the law and the production and distribution of goods and services at a profit (Buchholz, 1991).
Due to its role of gateway between the corporate environment and the company itself, marketing is probably the most important area within the firm to be affected by ethical choices (Tsalikis & Fritzsche, 1989). That’s why Robin and Redenbach (1986) propose an approach whereby social responsibility and ethics become part of the strategic marketing planning process. Therefore a wide literature is available about the so-called “marketing ethics”, covering all the different aspects of the discipline (Hunt & Vitell, 1986; Hunt & Vitell, 2006). At a more operational level, ethics has an impact on the decisions about all the four usual marketing tools: product, pricing, place and promotion (Kotler & Keller, 2005).  
As specifically regards product, the most significant decisions having deep ethical implications are about planning and positioning, packaging and labeling, calling in a product from the market and adopting the Echo-Compatibility (Murphy et al. 2005). With reference to the quality of the product, two main theories should be mentioned (Velasquez, 1988):
· the contractual theory, which states that the relationship between the company and its customers has a contractual nature, meaning that the firm has the moral duty to supply a product with some characteristics and that the consumer has the correlative right to obtain a product with these characteristics (Garrett and Klonoski, 1986). In particular the supplier has to explicit and to observe in practice some statements about product reliability, useful life-time, servicing and safety (Sturdivant, 1985). 

· the due care theory, according to which the company is accountable towards its customers, who represent the less powerful actor within the buyer-seller relationship. As a matter of fact customers do not own all the necessary information to evaluate product safety and therefore they should be protected. As a consequence the company has to guarantee that the product will not cause any damage or danger to the customers. In particular (Velasquez, 1988), the producer would be obliged to check that cost reductions practices will not have a negative impact on product safety. Moreover labels should indicate all potential dangers (Rawls, 1971; Sciarelli, 2006).

Therefore the key point emerging from the mentioned theories is that the company should go through a series of ethical choices about the product and should then operate several detailed checks in order to prevent any safety risk for the customer. Control over the operations then represents a fundamental point to achieve these objectives. 
At the same time, as production outsourcing is gaining increasing importance in many sectors due to cost pressures (Engardio et al. 2005), many companies are running the risk to lose control over some phases of the value chain. This is emphasized by governance difficulties of the outsourced activities (Langfield-Smith, 2003; Ulset, 1996). As a matter of fact, while on the one side the company is still accountable towards the customers, on the other side it has to develop new methods and tools in order retain control over the outsourced production to ensure product safety and quality. Anyway the recent pitfalls by some famous companies have indicated the existence of a large gap between corporate declarations about ethics and CSR and the final output, produced through outsourcing. 
The aim of this paper is then to investigate why this happens so frequently and, in particular, to investigate theoretical and practical implications deriving from the distance between the locus of ethical choices and the locus of the application of these choices.

3. METHODOLOGY 
In order to answer the research question a case study research was applied. As a matter of fact this method is particularly suitable because of the absence of a strong theory about the topic under investigation (Bonoma, 1985; Eisenhardt, 1989). Therefore the focus was on understanding “how” and “why” that phenomenon happens (Pervez & Grønhaug, 2002) within its natural setting (Eisenhardt, 1989).
As regards the units of analysis, we chose to focus on cases characterized by a clear conflict between corporate ethical choices and practical applications of those decisions in the production phase. In particular, we studied product recalls by the U.S. Consumer Product Safety Commission from August, 2007 to October, 2007. In the selection of the units of analysis, we applied a theoretical sampling (Einsenhardt, 1989), on the basis of the potential contribution it can derived for theory building. As to the number of cases (Einsenhardt, 1989; Dyer, Jr., & Wilkins, 1991; Einsenhardt, 1991)  two recent recalls were selected: Matter recall of several toys (e.g. the well-know Barbie) in August, 2007 and Timberland recall of PRO Direct Attach Steel Toe Series boots in October, 2007.
Data were collected from a number of sources, ranging from trade journals, to company reports, websites, investor relations, and so on (Bonoma, 1985). A within case analysis was then performed, followed by a between case analysis. Findings of these analyses were then discussed in order to gain new insights for theory building (Eisenhardt, 1989).
4. ANALYSIS OF THE EMPIRICAL MATERIAL AND FINDINGS
4.1 Mattel   
In August 2007 Mattel, the biggest toys producer all over the world, recalled 21,334,000 articles, which could be dangerous for children because of surface paints containing lead and because of small pieces which could be aspirated. Potential dangers were discovered by some European retailers. After an investigation on Chinese plants to which the production had been outsourced, Mattel decided to recall the mentioned products. Anyway in their CSR reports Mattel declared to apply preventive controls to guarantee product safety:

“Our product safety policies are based on our core value of protecting our consumers from unforeseen harm. We set global standards on health and safety exposures at or more stringent than legal limits […] Mattel products are designed and manufactured to meet or exceed all applicable safety standards from around the world” (www.mattel.com).
As regards ethical accountability, Mattel asserted that not certificated pigments had been used in painting. As a consequence it accused their Chinese partner Holder and decided to cancel existing contracts because of the failure in respecting right production procedures. At the same time the Chinese government stated that 85% of the recalled products were faulty because of mistakes in their design, which was directly performed by Mattel.
Mattel has been operating in Asia for 50 years (the first Barbie made in Japan dated back to 1959) but ten years ago it underwent a deep reorganization. Before this change, Mattel outsourced the production to a limited number of Chinese manufacturers but it directly provided suppliers with raw materials from U.S. and Europe. In recent time, Chinese producers gained more power and autonomy and became responsible for all the productive phase, including the selection of the raw materials suppliers.
4.2 Timberland
In October 2007, The Timberland Co. announced a voluntary recall for the Timberland PRO Direct Attach Steel Toe Series boots sold since September 2005 until September 2007. According to a company press release, product testing had demonstrated that the boots did not probably comply with applicable safety standards for compression and impact resistance. Although Timberland communicated people who wear the boots could potentially suffer from an impact foot injury, none has been reported so far. The recall regarded about 193,000 pairs, manufactured in the Dominican Republic.

As regards Ethics choices and Corporate Social Responsibility, Timberland Web Site includes the Code of Ethics, the Charter of the Timberland Corporate Social Responsibility Committee and The 2006 Corporate Social Responsibility Report. The Report is particularly detailed with specific sections for Corporate Mission, Core Values, the CSR Organization, CSR indicators, Economic Indicators, Global Warming, Employees, Health and Safety and so on. More interestingly in the report it is stated that:

“Because we own only one of the approximately 300 factories that manufacture Timberland products, we don’t always have direct control over the practices of our vendors and suppliers. But we do work hard to choose business partners who share our beliefs, then work with them to operate under the standards set forth by our Code of Conduct” (www.timberland.com).
In the 2006 Timberland completed their second full year of the new assessment process, performing 311 assessments on 296 suppliers. Factories failing to pass the tests were located in Vietnam, Pakistan, India and Fiji. In 2006 the only one Timberland-owned factory was in Santiago, Dominican Republic and surprisingly recalled boots were manufactured there. The asymmetry between ethics declarations and real behavior is then particularly remarkable.
4.3 Some insights

Both Mattel and Timberland show a clear awareness about the importance of ethical accountability towards their customers. As a matter of fact they have developed Charters and Codes, which are well advertised on their web-sites.

Anyway, at the operational level they try to move away the locus of ethical behavior about product safety towards their suppliers: on the one side Mattel tries to react (ex post) to the recall by accusing their Chinese partner; on the other side Timberland declare from the beginning (ex ante) that it is not possible for them to have a direct control over the practices of their suppliers. In both case it seems to perceive a delegation about the application of ethical principles to third parties. 
There is then a widening distance between Ethics declarations and Ethics applications. This gap is also emphasized by the fact that Timberland product recall involved the only directly owned factory.

5. DISCUSSION 
When companies strongly rely on outsourcing it becomes difficult for them to retain full control over the operations. Supply chain simply becomes too long to be managed. Anyway problems and product recalls involving some of the actors of the chain are not necessarily uncontrollable. As a matter of fact the analyzed cases seem to indicate a deliberate choice by some companies to make customers perceive a changes in the locus of ethics accountability. In other terms it not just about an outsourcing of production but also an outsourcing of ethical operational choices. Leaving to their developing countries suppliers the choice over raw materials while knowing that the quality standards required by local laws are well below the ones in developed countries, do not make companies free from ethical accountability towards customers. Recently different countries have begun significant processes to harmonize their quality standards: for example The U.S. Consumer Product Safety Commission and The General Administration of Quality Supervision, Inspection and Quarantine of the People’s Republic of China have begun bilateral cooperation in consumer product safety. Anyway it seems that some companies are trying to take profit of this unfilled gaps.
Indeed the choice of delegating ethical operational decisions to suppliers with lower ethical and quality standards is not ethical in itself.
Customers only interact with the main company and its brand: CSR Charters and Codes are launched from the company and from the company and its brands the client expects ethical accountability, no matter where the production was completed.
As regards voluntary product recalls (as the ones by Mattel and Timberland), some authors (e.g. Murphy et al., 2005) consider them as an example of ethical behavior. Anyway it seems more a way to reduce potential profit and image losses, since ethical decisions at higher strategic levels should have already eliminated the possibility of an unsafe product being launched on the market.
6. CONCLUSION
This paper investigated ethical challenges related to production outsourcing, especially to suppliers located in developing countries. Starting from the observation that a wide majority of recent U.S. product recalls were related to outsourcing, the research analyzed recent cases of product failures. Results seem to indicate that ethical pitfalls are not caused by the decision itself to outsource production but by the fact that some companies try to outsource ethical decisions and move away the locus of ethics accountability, as well.

Even if most of the recall cases are related to the production in developing countries with lower quality and safety standards, bringing production back to developed countries do not represent a viable solution.
On the contrary it is necessary for the companies to retain ethical choices and to better control outsourced production. Invoking difficulties in controlling their suppliers do not make them free ex ante or ex post from ethics accountability towards their customers. 

Obviously this paper presents some limitations. In particular, the case study research allows results generalization, but it is not as accurate as other methodologies. Anyway the aim of this paper was to demonstrate that frequent scandals involving outsourced products safety do not happen by chance, but they have deep foundations in the way companies manage ethical decisions.
Further research is then needed to further explore this area. In particular, future studies should assess how to fully bring the locus of ethics accountability back to the companies, while finding new methods to more effectively control external suppliers.
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	Product Recalls by the U.S. Consumer Product Safety Commission 

Period: August-October 2007
	Frequencies

	Total product recalls
	96

	·  of which, involving production outsourcing 
	83 

	       - of which, production placed in another country  
	70

	                     - of which, developed country
	9

	                     - of which, developing country
	61

	                          - of which China
	53


Table 1: Outsourcing practices and  product recalls. 
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