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Practice exam question 

Ethical behaviour vs profit 
Mark Hage 

Sample answer and examiner comments for the question on p. 6 of the magazine. 

Sample answer 
One possible trade-off between ethical behaviour and profit for a mining company such as 
Digfordiamonds plc is the potential to cut back on environmental and community projects such as a 
$20 million housing project. This type of approach to helping workers does have the benefit of giving 
Digfordiamonds plc a good reputation but clearly costs a significant amount of money which the 
corporation needs to spend on new machines to ensure sales revenues expand sufficiently to reverse 
the recent reduction in profits of 85%. On the other hand, with a workforce of 19,200, staff morale 
would clearly decline if they felt this trade-off was not socially acceptable, possibly hitting the 
productivity levels of the mine and, as a result, costing Digfordiamonds plc much more money than it 
spent on housing. 

Another possible trade-off between ethical behaviour and profit is the possibility of moving 
Digfordiamonds plc’s headquarters from South Africa to Ireland to save 50% tax. This appears to be a 
method of transfer pricing, where two companies, Digfordiamonds plc and its subsidiaries, would act 
like a supplier and customer in order to reduce the corporation’s tax cost. Shareholders may be very 
pleased with this type of trade-off as their dividend payments are likely to increase and this could also 
allow the corporation to have much more retained profit so as to purchase new machinery that 
increases productivity and reduces unit costs. 

However, the government of South Africa and Digfordiamonds plc’s customers may see this as 
unethical behaviour and the adverse publicity could cause customers to stop purchasing copper and 
go to another supplier. In the longer term the South African government may try and force tax 
payments from Digfordiamonds plc, leaving it with a large tax bill and a poor trade-off. 

Digfordiamonds plc is already having problems with questionable ethical behaviour in South Africa and 
with a reduction of 24% in the price of copper the corporation will have to weigh up very carefully 
whether the short term gains such as more profit do not turn into significant losses through its 
unethical behaviour. Certainly the effect on staff morale of cutting investment in its housing projects is 
likely to impact on productivity and have the opposite effect to the short-term cost savings it may bring. 
As the corporation has other businesses as customers, other trade-offs such as tax bill reduction and 
moving production to Peru are less likely to have an adverse effect compared to if the company was a 
high-profile brand selling direct to customers. Trade-offs need to be carefully chosen to ensure the 
right balance between profits for survival and ethical behaviour towards different stakeholders. 
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Examiner comments 
Mark: 12/12 (Level 4 — an excellent response fully focused on the question) 

This is an answer showing thorough knowledge and understanding through the benefits of a decision 
to trade off ethics vs profits. Application is shown through the use of appropriate context applied to the 
question. Analysis of the issues are coherently and logically linked together, giving cause and effect of 
the positive and negative decision of Digfordiamonds plc’s decision to trade off ethics for profits, using 
context based quantitative and qualitative data for competing arguments. An evaluation of competing 
arguments with context is used to support a judgement as to the decision of Digfordiamonds plc’s 
decision to trade off ethics for profits. 

This resource is part of BUSINESS REVIEW, a magazine written for A-level students by subject 
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