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Foreword

Since 1995 we, along with an international group of management schol-
ars, have been engaged in a broad exploration and discussion of the role
of the large corporation in modern, highly interdependent economies and
societies. With financial support from the Sloan Foundation, this group
became organized as the Redefining the Corporation Project.!

The goal of this project has been to develop a broad conception of the
corporation as a vehicle for advancing the interests, and responding to
the concerns, of multiple and diverse “stakeholders,” defined as persons
and groups that stand to benefit from, or be harmed by, corporate activi-
ty. We strongly believe that mutually satisfactory relationships with a
wide range of stakeholders are a critical requirement for successful cor-
porate performance over the long run. At an early stage in our project, we
surveyed the existing literature and selected a group of contributions that
reflected critical perspectives and issues (Clarkson, 1998). We also sup-
ported a number of narrowly focused empirical studies, some of which
are currently being completed, presented and published.

It has been our intention from the beginning to develop a short state-
ment of “principles” that would summarize the key features of “stake-
holder management” as we have come to understand that term. It was
our hope that such a statement of principles, along with its supporting
commentary, could serve as a basis for discussion and for the evolution-
ary development and implementation of these ideas.

The current version of this statement and commentary are presented
in this publication. We take responsibility for the final version of this
material, which has been shaped by the comments of dozens of col-
leagues over a period of several years. Two related papers are also pub-

lished here. One of these, by Professor S. Prakash Sethi, presents a strong

case for the development and implementation of codes of conduct at
company, industry and other appropriate levels of business activity. We
are grateful to Professor Sethi for allowing us to reproduce this paper
which he prepared originally for oral presentation. The second paper sur-
veys and summarizes the most important broadly focused documents
and proposals that have been issued in this field during the 1990s. (For a
useful summary of company code contents and specific guidelines on
development and implementation, see Clarkson, Deck and Leblanc,
1997.)




. Probably no reader of the “Principles of Stakeholder Management”
. statement will be fully satisfied with its content. Some will find the word-
"“ing bland; or seriously incomplete; others will find it argumentative or
unrealistic, too far at variance with conventional managerial and legal
thetoric. We urge readers to consider the supporting “Commentary”
carefully before making up their minds. We also ask critical readers to
consider what, in their own opinion, are appropriate guidelines for man-
agers confronted with the diverse performance criteria that determine
both the legitimacy and the long-run success of business corporations in
modern societies.

A project of this type is necessarily the work of many hands and
minds. As various draft statements and commentaries have circulated
through our network of international contacts over the past couple of
years, several hundred comments and suggestions have been received
and integrated in one way or another into our thinking. It would not be
accurate to describe the result as a “consensus” among all these contrib-
utors, but the responses received so far have overwhelmingly supported
the effort and the general concept, even though there are inevitably dif-
ferences of opinion about details.

The overall design for this project, and the specific content of the
“principles” document, has been strongly influenced by the contributions
of the late Professor Max B.E. Clarkson, University of Toronto, who was
one of its most influential initiators. In recognition of his contributions,
and of the fact that the publication itself emerges from the Centre that
bears his name, we have come to refer to these as the “Clarkson
Principles.” Important contributors to the final version of this document
as it appears here, in addition to ourselves, include James E. Post, Allen
Kaufman, and Michael Deck.

Comments and reactions to this document are welcome, and can be
directed to the Clarkson Centre address shown on the cover, or to any of
us individually.

We acknowledge with thanks the financial support of this entire project”

by the Alfred P Sloan Foundation, and the helpful comments of its staff.
Special thanks are due to Lee Benson for her careful editorial work on
this document.

Lee E. Preston Ipreston@rhsmith.umd.edu
Robert H. Smith School of Business, University of Maryland

Thomas Donaldson donaldst@wharton. upenn.edy
The Wharton School, University of Pennsylvania

Lecnard J. Brooks brooks@mgmt.utoronto.ca
Joseph L. Rotman School of Management, University of Toronto
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Principies of Stakeholder
Management

Introduction ,

The large, professionally managed corporation is the distinetive econom-
ic institution of the twentieth century. It has proved uniquely effective in
mobilizing resources and knowledge; increasing productivity; and creat-
ing new technologies, products and services. Corporations have prolifer-
ated and grown because they meet the needs of various members of soci-
ety: customers, workers and communities, as well as investors. The
worldwide spread of corporate activity has produced an increasingly
integrated and interdependent global economy.

The success of the corporation, however, inevitably gives rise to ques-
tions and criticisms. Corporations are spontaneous and voluntary associ-
ations in which diverse individuals and interests collaborate for the cre-
ation and distribution of wealth. Some critics question whether organiza-
tions with the vast scale and scope of contemporary multinationals can be
effectively controlled and directed toward these purposes. Others are
concerned about the limited range of interests directly represented in cor-
porate governance, and the lack of openness in corporate decision-mak-
ing. And, as multinational corporations expand their activities and link-
ages, both corporate managers and their critics search for principles for
action that transcend national borders and cultural values, and modes of
operation that will achieve the broad purposes of the corporation on a
long-term and sustainable basis, without undue conflict with diverse
human and social norms. .

The “Principles of Stakeholder Management” presented in this doc-
ument have been developed in response to these concerns and needs.
They are addressed to “managers”: those individuals at any level'who are
responsible for the performance and impact of the corporation. They are
consistent with the basic organizational structure and purpose of the
modern business enterprise; they do not suggest that the corporation be
turned into a “polity” (i.e., a unit of political government), nor into an
agency of the state. In sum, these guidelines are intended to make man-
agers more aware of the diverse constituencies that they are obligated to
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“serve and increase the openness of management processes. .. -
.. There are many reasons to believe that adoption of a “stakeholder”

“approach to management will contribute to the long-term survival and
success of a firm. Positive and mutually supportive stakeholder relation-
ships encourage trust, and stimulate collaborative efforts that lead to
“relational wealth,” i.e., organizational assets arising from familiarity and
teamwork. By contrast, conflict and suspicion stimulate formal bargain-
ing and limit efforts and rewards to stipulated terms, which resulf in time
delays and increased costs. In addition, more and more executives are
recognizing that a reputation for ethical and socially responsible behav-
ior can be the basis for a “competitive edge” in both market and public
policy relationships. Finally, in spite of the specification and measure-
ment difficulties involved, many research studies have found evidence of
positive associations (and few have found negative associations) between
various socially and ethically responsible practices and conventional eco-
nomic and financial indicators of corporate performance (profitability,
growth, etc.) Thus, there is no reason to think that the conscientious and
continuing practice of stakeholder management will conflict with con-
ventional financial performance goals.

The Stakeholder Concept :

The constituencies that are affected—favorably or adversely—by the
operation of the corporation are referred to here as its “stakeholders.”
The implication of the term is that such parties have a “stake” in the cor-
poration: something at risk, and therefore something to gain or Iose, as a
result of corporate activity. Many stakeholders (e.g., investors, employ-
ees) are linked to the corporation through explicit contracts. With many
others (e.g., customers), contractual relations may be largely implicit, and
subject to specific interpretation only in problematic circumstances. Still
other interests—third parties outside the network of explicit and implicit
contracts—are non-contractual and often involuntary, and the parties
involved may even be unaware of their relationship to the corporation
until some specific event, favorable or unfavorable, draws it to their
attention. Impacts on third parties are often referred to as “externalities,”
because they occur outside the range of the firm’s internal and market
relationships. Examples of third party impacts are economic benefits or
environmental harms that may be experienced by communities as a
result of corporate operations. Such impacts, although clearly “external”
to the firm as an organization, are nonetheless real, and perhaps signifi-
cant: they are, therefore, within the normal purview of responsible man-
agement. The notion that important aspects of corporate performance can
be ignored by managers because they are “external”—perhaps as a resuit
of being deliberately “externalized”-—is incorrect.

2 Principles of Stakeholder Management




he Status of Shareowners. . G
Shareowners have a special status among stakeholders in that their
‘potential gain or loss from their involvement with the corporation is
determined as a residual: it depends upon what is “left over” after all
other stakeholder claimants have received their specified distributions. If
a firm is, or is expected to be, profitable, its shareowners may receive div-
idends or appreciation in the value of their shares; if a firtn incurs, or is
expected to incur, losses, its shareowners will correspondingly lose. (Of
course, other contractual stakeholders may be included in profit-sharing
arrangements, and even non-contractual third parties (e.g., philan-
thropies) may benefit or suffer because of variations in corporate prof-
itability.)

The distinctive position of shareowners among stakeholders is not
due to their fractional “ownership” interest in the corporate entity, which
is essentially a legal artifact; and owning stock is not “riskier” than other
forms of association with the corporation. Indeed, the possibility of job
loss (to employees), product failure (to customers), etc., may be much
more significant to the parties involved than the impact of any single cor-
porate bankruptcy on a well-diversified shareowner. But employee and
customer risks (like the risks of lenders) arise because the corporation
may fail to fulfill its contractual obligations. By contrast, shareowner risks
- are an inherent feature of their “ownership” contract. They have agreed
to take whatever is left over, or the current market value of whatever is
- expected to be left over in the future.

The Legal and Moral Duty of Managers

Managers occupy a special place within the corporate structure. They are
responsible for negotiating contracts with the firm's voluntary con-
stituents and for accommodating the firm’s involuntary stakeholders, in
order to turn these disparate individuals and groups into a cooperative,
wealth-enhancing network (or, at least, to minimize the number and
severity of unavoidable conflicts). They attempt to accomplish this task
by distributing among stakeholders the rewards and burdens that arise
from corporate activity in ways that encourage (or at least do not dis-
courage) their participation and by developing organizational processes
and cultures that enhance stakeholder satisfaction.

The responsibilities of managers require and presume discretionary
authority, and, as a condition of this authority, managers owe the corpo-
ration a duty of loyalty. This duty is, to some extent, a matter of law. But
the moral responsibility of managers exceeds the normal market stan-
dard of indifference (i.e., not knowingly doing harm) and embraces all of
the stakeholders of the firm, not merely the shareowners. Managers have
an obligation to deal openly and honestly with the firm’s various stake-
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 Principles of Stakeholder Management.

Principle 1

Managers should acknowledge and actively monitor the
concerns of all legitimate stakeholders, and should take
their interests appropriately into account in decision-
making and cperations.

Principle 2

Managers should listen to and openly communicate
with stakeholders about their respective concerns and
contributions, and about the risks that they assume
because of their involvement with the corporation.

Principle 3

Managers should adopt processes and modes of behav-
ior that are sensitive to the concerns and capabilities of
each stakeholder constituency.

Principle 4

Managers should recognize the interdependence of
efforts and rewards among stakeholders, and should
attempt to achieve a fair distribution of the benefits and
burdens of corporate activity among them, taking into
account their respective risks and vulnerabilities.

Principle 5

Managers should work cooperatively with other enti-
ties, both public and private, to insure that risks and
harms arising from corporate activities are minimized
and, where they cannot be avoided, appropriately com-
pensated.

Principle 6

Managers should avoid altogether activities that might
jeopardize inalienable human rights (e.g., the right to
life) or give rise to risks which, if clearly understood,
would be patently unacceptable to relevant stakeholders.

Principle 7

Managers should acknowledge the potential conflicts
between (a) their own role as corporate stakeholders,
and (b} their legal and moral responsibilities for the
interests of stakeholders, and should address such con-
flicts through open communication, appropriate report-
ing and incentive systems and, where necessary, third
party review.

Principles of Stakeholder Management



- holders and to avoid purely self-serving actions which their privileged
" access to’ informatiori and discretionary authority may make possible.
Managerial policies and processes should emphasize the interdependence
among all stakeholders and should demonstrably reflect the application
of a commeoen standard of fairness.

Commentary on the Principles

Principle 1: Managers should acknowledge and actively monitor the
concerns of all legitimate stakeholders, and should take their interests
appropriately into account in decision-making and operations.

The first requirement of stakeholder management is an awareness of the
existence of multiple and diverse stakeholders, and an understanding of
their involvement and interest in the corporation. Many stakeholders —
investors, employees, customers—are readily identified because of their
express or implied contractual relationship to the firm. Others may iden-
tify themselves because of the impact, positive or negative, of the firm’s
activities on their own well-being. And, of course, some third parties may
claim a “stake” in the firm when no such relationship, in fact, exists.
Managers are not obligated to respond favorably to every request or crit-
icism; they are, however, obligated to examine all such claims carefully
before passing judgment on their validity.

The salience of specific stakeholder concerns varies among different
areas of managerial decision-making, and according to the time horizon
involved. Current working conditions are of greatest concern to employ-
ees; the cost and quality of products are of greatest concern to customers.
Long-term survival and growth may be of greatest concern to investors
and to the communities within which the firm operates. In taking partic-
ular decisions and actions, managers should give primary consideration
to the interests of those stakeholders who are most intimately and criti-
cally involved.

Principle 2: Managers should listen to and openly communicate with
stakeholders about their respective concerns and contributions, and about
the risks that they assume because of their involvement with the corpora-
tion.

Communication, both internal and external, is a critical function of man-
agement, and effective communication involves receiving, as well as send-
ing, messages. Hence, to understand stakeholder interests and to inte-
grate various stakeholder groups into an effective wealth-producing
team, managers must engage in dialogue. A commitment to engage in dia-
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r; does not '¢dﬁsﬁtute_ a cdi_mnitrﬁeﬁtf"to:' collective decision-
making: there are obvious limits as to the amount and content of infor-
mation—particularly information about strategic oplions under consid-
eration—that can be appropriately shared with particular stakeholder
groups. Nevertheless, the more open managers can be about critical deci-
sions and their consequences, and the more clearly managers understand
and appreciate the perspectives and concerns of affected parties, the more
likely it is that problematic situations can be satisfactorily resolved. Open
communication and dialogue are, in themselves, stakeholder benefits,
quite apart from their content or the conclusions reached.

“Togue, howeve

Principle 3: Managers should adopt processes and modes of behavior that
are sensitive to the concerns and capabilities of each stakeholder con-
stituency.

Stakeholder groups differ not only in their primary interests and con-
cerns, but also in their size, complexity, and level of involvement with the
corporation. Some groups are dealt with through formal, and even legal-
ly prescribed, mechanisms, such as collective bargaining agreements and
shareowner meetings. Others are reached through advertising, public
relations, or press releases; still others (e.g., government officials) are’
reached largely through official proceedings and personal contacts. Both
the mode of contact and the type of information presented, or the oppor-
tunity for dialogue, can approptiately vary among different stakeholder
groups, although the descriptions of situations and explanations of
actions offered by managers should be consistent among all stakeholders.
Extreme caution is required when managers deal with stakeholder
groups that have limited capacity to assimilate and evaluate complex sit-
uations and options.

Principle 4: Managers should recognize the interdependence of efforts
and rewards among stakeholders, and should attempt to achieve a fair dis-
tribution of the benefits and burdens of corporate activity among them, tak-
ing tnto account their respective risks and vulnerabilities.

A business firm is a purposive organization in which all voluntary stake-
holders collaborate for mutual benefit. Involuntary or consequential
stakeholders (e.g., communities or third parties) may also be affected by
the operation of the enterprise. And both voluntary and involuntary
stakeholders are vulnerable, and differently vulnerable, to the effects of
uncertainty and change over time. Successful managers will see that all
stakeholders receive sufficient benefits to assure their continued collabo-
ration in the enterprise, and that their burdens and risks are no greater
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an they are willing to bear: Agairi, the openness and demonstrable fair-
“tiess of the distribution of benefits and burdens among stakeholders are,
“in themselves, stakeholder benefits. Managers may need to make special
“efforts to demonstrate stakeholder interdependence and the collaborative
nature of the enterprise to non-contractual and involuntary stakeholders.

Principle 5: Managers should work cooperatively with other entilies,
both public and private, to insure that risks and harms arising from cor-
porate activities ave minimized and, where they cannot be avoided, appro-
priately compensated.

- Corporate wealth creation necessarily gives rise to consequences that
- may not be fully mediated through the marketplace. Some of these may
" be beneficial and welcome; others may be harmful. Monitoring and ame-
liorating undesirable consequences (i.e., “negative externalities”) often
requires cooperation with other firms, private sector organizations, pub-
lic agencies and units of government. Managers should be proactive in
developing contacts with relevant groups and in forging coalitions aimed
at reducing harmful impacts and compensating affected parties. The
often true cbservation that “one firm cannot solve this problem alone”
should be a stimulus to multi-party cooperation, not an excuse for neglect
and inaction. ‘

Principle 6: Managers should avoid altogether activities that might jeop-
ardize inalienable human rights (e.g., the right to life) or give rise to risks
which, if clearly understood, would be patently unacceptable to relevant
stakeholders.

The ultimate consequences of most human endeavors-—particularly
endeavors involving large expenditures, diverse interests and long time
periods—can never be fully anticipated in advance. Hence, managerial
decisions and corporate operations necessarily give rise to multiple and
diverse risks. Managers should communicate openly with stakeholders
concerning the risks involved with their specific roles in the corporate
enterprise, and should negotiate appropriate risk-sharing (and benefit-
sharing) contracts wherever possible. When stakeholders knowingly
agree to accept a particular combination of risks and rewards, then the
arrangement is usually considered satisfactory. However, some projects
may have consequences for which no conceivable compensation would
be adequate, or risks that cannot be fully understood or appreciated by
critical stakeholders. In these circumstances, managers have a responsi-
bility to restructure projects to eliminate the possibility of unacceptable
consequences, or to abandon them entirely if necessary.

Principles of Stakeholder Management 7




.-.Prmc:ple 7: Managers should acknowiedge the potential conflicts
- betweert (a) their own role as corporate stakeholders, and (b) their legal and
" moral responsibilities for the interests of all stakeholders, and should
address such conflicts through open communication, appropriate reporting
and incentive systems and, where necessary, third party review.

Up to this peint, we have spoken of managers as if they were disinterest-
ed coordinators of stakeholder interactions. However, managers also
form a distinct stakeholder group, with privileged access to information
and unique influence on corporate decisions. As stakeholders, managers
are naturally interested in the security of their jobs, the level of their
rewards, and the scope of their discretion in the use of corporate
resources. Other stakeholder groups—shareowners and boards of direc-
tors, in particular—have devised a variety of arrangements intended to
align the interests of managers with those of the corporation as a whole,
and to prevent opportunistic abuse of managerial positions.

Howeves, the tension between the interests of managers as stake-
holders, on one hand, and those of other stakeholder groups and of the
corporation itself as an on-going entity, on the other, is unavoidable.
Responsible managers will recognize this, and will therefore accept and
encourage organizational practices intended to control this source of
intra-organizational conflict. Managers gain credibility when they estab-
lish procedures to monitor their own performance and, when appropri-
ate, to facilitate third party review. Credibility matters when managers
ask other stakeholders to align their interests with those of the corpora-
tion, and to act responsibly rather than opportunistically. Without mutu-
al credibility, stakeholder trust diminishes and the collaborative character
of the organization may be jeopardized.

! This document, based on comments and suggestions from many participants of the
Redefining the Corporation Project, was developed by Max B. E. Clarkson, Lee E,
Preston, Thomas Donaldson, and Leonard ]. Brooks.
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Codes of Conduct for Global
Business: Prospects and
Challenges of Implementation

S. Prakash Sethi, Zicklin School of Business, Baruch College,
The City University of New York (CUNY)!

Corporate Codes and Critics

In the United States and Western Burope, corporate codes of conduct
have become de rigueur for most large corporations. According to recent
studies, 60 to 70 percent of major US corporations have issued codes of
conduct, and many of the largest foreign multinationals have done so as
well. These codes usually attempt to state the company’s mission, values,
and goals, and to describe its relationship to various stakeholders, both
internal and external. Unfortunately, most of these codes suffer from a
number of flaws:

» They are presented as public statements of lofty intent and purpose,
brut lack specific content.

* While they mention the corporation’s commitment to its customers,
employees, etc., they ignore the rights of these key stakeholders in
their dealings with the company.

* They make no provisions for internal implementation, and code
compliance is not integrated into the organization’s procedures and
reward structure; hence, managers and employees are often unin-
formed about the codes and their content, and do not take them
seriously.

* They provide no basis or framework for communication with exter-
nal communities about the efforts and results (success or failure} of
the corporation in achieving the codes’ objectives.

The inevitable result of these defects is that corporate codes of conduct
are often treated with disdain by knowledgeable and influential opinion
leaders among various stakeholder groups, as well as by outside analysts
and the public at large. To be sure, there are a handful of companies
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" “whoise codes of conduct are taken more seriously by their constituencies.
Notable examples are those of Motorola, Levi Strauss, Texas Instruments,
Sara Lee, and Mattel. However, the very smallness of this group rein-
forces my point. And, with the exception of Mattel, none of these corpo-
rations has chosen to make public either the process by which it seeks
compliance of its code within its own organization (particularly by its
overseas subsidiaries and strategic partners), or the results of its compli-
ance efforts. Nor have the corporations, with the exception of Mattel, sub-
jected their codes or processes to independent outside verification.

The weakness of corporate commitment to code compliance is all too
apparent. After thirty years of research and teaching in this field, I can
point to only one major corporation that has asked external independent
monitors to examine its code compliance and has made the results pub-
lic. This example is Nestlé, the Swiss-based multinational corporation
and one of the world’s largest manufacturers of food and related prod-
ucts. Nestlé was confronted with worldwide public boycotts of its prod-
ucts, and demonstrations by advocates of the poor and developing coun-
tries for its alleged improper marketing and promotional activities in the
sale of infant formula products in these countries. Although inherently
safe, these products were too expensive and largely unnecessary in these
settings. Poor and uninformed mothers in developing countries were
pressured into buying these products through intense promotion.
Eventuaily, the World Health Organization enacted an International
Code of Marketing of Breast-Milk Substitutes (Infant Formula Code)
which banned most advertising and promotion of such products. Nestlé
was strongly opposed to the development of this Code. Nevertheless,
after the Code was enacted, Nestlé announced its willingness to abide by
the Code and arranged for independent verification and compliance
monitoring. The outcome was highly salutory. Within a period of less
than four years, Nestlé’s reputation was largely restored, and the boycott
against the company’s products was called off.

Since that time, only one US multinational corporation has voluntar-
ily promulgated a global code of conduct that committed itself to inde-
pendent monitoring by an external group of credible and experienced
persons charged to make a public report of their findings. That company
is Mattel, one of the world’s largest producers of children’s toys includ-
ing Barbie, Hot Wheels and Fisher Price products. This experience, and
my personal involvement in it, will be further discussed below.

Corporate Response to Criticism

There have, of course, been a few other notable positive responses by
major corporations, both individually and collectively, to public criticism.
The promulgation of the Sullivan Principles by US firms operating in
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“South Africa is a significant example. For the most part, however, multi-
national corporations have responded to public pressures in two less-
: effective ways:

¢ They claim to abide by all local laws and standards. They also
declare that their practices are driven by competitive market forces,
low worker productivity, and the extra cost of doing business in dif-
ferent countries. Furthermore, they claim, often with some justifica-
tion, that wages and working conditions in their own plants are
superior to other plants in these areas.

» They promulgate voluntary codes of conduct that appear to address
the concerns of their critics. Unfortunately, these weak and haphaz-
ard efforts often reveal the absence of long-term strategies to deal
with underlying issues, as well as inadequate programs of public
communication. Very few companies have created codes of conduct
ot “best practice” by which they can actually guide and evaluate
their overseas operations, or the conduct of their local partmers and
suppliers.

Companies are often seen as being dragged into action only when
public pressure becomes too intense to ignore. Alternatively, companies
have resisted change by spending incredible amounts of time and effort
in discussions about code formulation. This can be seen in the case of the
apparel industry’s code of conduct. President Clinton announced this ini-.
tiative with great fanfare in June, 1997, but only after many years of
intense public pressure. It then took almost eighteen months for the var-
ious parties to come to a specific agreement about what would be audit-
ed, who would do the auditing, and what type of report would be pub-
lished. As a result of these delays and disagreements, the entire process is
viewed by the public with great skepticism. As a matter of fact, two of the
leading public interest group participants in the negotiations have
refused to sign the new accord and have denounced it as too weak.
Moreover, if experience to date is any indication, the implementation
process is also likely to be subject to intense discussions among the par-
ticipants, with resultant delays. Thus, it will be quite some time before
anyone will have an opportunity to evaluate the importance and effec-
tiveness of this code. The consequence of these failings has been further
public antagonism and pressure on the corporations. Thus, rather than
gaining public support and recognition for their efforts, the companies
involved are being denounced for bad faith. There are also efforts to pur-
sue legislative and regulatory approaches at national and international
levels that would compel companies to undertake desired actions.

Codes of Conduct for Global Business: Prospects and Challenges of Implementation 11




.. The Imperatlve of Global Codes of Conduct e i

- Let me state’ categorically and unequlvocally my belief that corporate
codes of conduct are here to stay. Further, they are both necessary and
desirable. When properly developed and implemented, codes of conduct
can provide the corporation with a voluntary and flexible approach to
addressing some of society’s concerns, both in general and in the market-
place. Codes can serve both corporate interests and public purposes and
can strengthen free market institutions, as well. Effective use of codes can
restore public faith in the market economy as the best avenue for enhanc-
ing human welfare, advancing regional economic development, and
strengthening democratic institutions.

Public sentiment and perspective play a very important role in defin-
ing the parameters of discretion that a society will allow the leaders of its
various social, political, and economic institutions. In the present
instance, as well as in many previous instances involving social issues,
the fight for the hearts and minds of the public have invariably been led
by corporate critics. Companies, fearing lack of public trust, have
refrained from a proactive stance and have instead limited themselves to
disputing their critics” charges. This is a losing battle and will always
remain so. By yielding the initiative to their critics, companies have
allowed their critics to shape the agenda in ways that put business in a
perpetually defensive mode, talking about “what they may have done
wrong” instead of “what they are doing right.”

Codes of conduct offer an invaluable opportunity for responsible cor-
porations to create an individual and highly positive public identity for
themselves; that is, a reputation effect that can have a direct result on
their bottom line in terms of increased revenues, customer loyalty,
expanded markets, a productive work force, and a supportive political
and regulatory environment. Furthermore, an increased level of public
confidence and trust among important constituencies and stakeholders
would lead to greater freedom for management in the running of their
business operations, and insulate them from the actions of other, less
scrupulous firms in the market-place.

Voluntary codes serve to achieve a larger public purpose in a manner
that is flexible and pragmatic and take into account the unique set of
problems faced by an industry or by different companies. They also allow
the moderate elements among the affected groups to seek reasonable
solutions to the issues involved, even before theseissues are captured by
more radical elements whose primary interest may be in escalating the
level of social conflict, rather than fashioning mutually acceptable and
feasible solutions. And they avoid the need for further governmental reg-
ulation that is invariably more expensive and less efficient (because of
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*posmble 51t-uat1ons and contmgénc:les)

'Creatmg a Code of Conduct

The remainder of this paper is devoted to a discussion of the develop-
ment and implementation of a meaningful code of conduct for globally
active corporations. This discussion will draw on my own experience as
chair of the Mattel Independent Monitoring Council for Global
Manufacturing Principles (MIMCO). :

Characteristics of a Viable Code

“A corporate code of conduct is in the nature of “private law” or a
“promise voluntarily made,” whereby an institution makes a public com-
‘mitment to certain standards of conduct. The fact that issuance of a code
-is “voluntary” reflects the flexibility of action afforded to a corporation.
Commitment to a code affirms that corporations and their critics share a
‘common interest in improving the conditions of their interaction, and in
‘mutually satisfactory resolution of underlying issues.

©» Por a code of conduct to have any reasonable chance of meeting the
expectatlons of all parties involved, the following conditions must be met.

=

* The code commitments must be economically viable for the corpo-
ration, given the dynamics of its technology and competition, and
the economic and sociopolitical realities of the environments within
which it operates.

* The code must address substantive issues that are of importance to
the corporation’s various constituencies, particularly employees,
communities, and governments.

* The code must be specific about performance standards that can be
objectively measured.

* Important constituencies of the corporation must be engaged in the
code formulation and implementation process.

Development and Implementation

Development and implementation of a multinational code of conduct is
~ a challenging task because of the differing orientations and concerns of
- the diverse parties involved; their disparate assumptions about the feasi-
bility of particular goals and benchmarks; and disagreements about the
means that are appropriate and feasible to achieve agreed-upon goals.
Another major hurdle arises from the organizational ethos and decision-
making processes of corporations and other participative and public
interest groups. A corporation’s primary focus is on the efficiency of
processes and the optimization of outcomes. Participative and delibera-
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___..:tlve processes, = g open consultahons and procedural norms, are- adopt—
7 ed only as means to achleve desired ends and dre not seen as values
themselves. By contrast, many stakeholder groups place tremendous
importance on consultation and information sharing, not only as steps in
effective decision-making, but as values themselves. Thus, from their per-
spective, efficient use of time and resources may take second place to con-
sultation and involvement; and corporate actions that appear to jeopar-
dize participative processes are viewed with distrust.

Assuming that there is adequate commitment to widespread partici-
pation and involvement in code development, the next step is to deter-
mine the scope of the proposed code. This includes:

o Definition: What aspects of corporate activity and impact are to be
included in the code?

» Measurement and Verification: How should corporate performance
in these areas be measured, and how should the accuracy of this
information be verified?

* Accountability and Reporting: To whom should the corporation be
accountable for its performance, and how should this information
be made public?

Specificity in all of these matters is critical because an ambiguous
code tends either to become meaningless, or to expand into varied mean-
ings as different groups stretch its terms to suit their particular interests.
Code requirements must be translated into quantifiable and standardized
measurements so that objective and consistent observations can be made
by different people, over time. Code compliance must become an element
of management routine that is integral, rather than peripheral, to the
firm’s normal operations. And, most importantly, indicators of code com-
pliance must reflect results rather than intentions: goals met or unmet,
not merely actions taken in pursuit of goals.

Two final peints on implementation are these:

* The company’s top management must be strongly and unequivo-
cally committed to the code, and code compliance must be an ele-
ment of performance evaluation at all levels of management.

* The company must be willing to expose its record of code compli-
ance to external verification. This last step is particularly important
if the firm expects to achieve “reputation effects” and the benefits of
stakeholder trust and collaboration, as well as public approval.

Independent Monitoring Systems
One of the most critical aspects of code implementation is the creation of
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for the public to see that companies are indeed doing what they proclaim
"to be doing. Unfortunately, most companies with codes are extremely
reluctant to subject themselves to independent outside monitoring and
public dissemination of monitoring results.

This is an area of great disagreement between corporations and their
critics, and a major source of public distrust about corporate motives and
performance. Reluctance to share information is sometimes justifiably
based on the fear that the company will be subjected to inappropriate
pressure and harassment, rather than be applauded for the progress it has
made. However, inadequate disclosure inevitably suggests that there is
something to hide, and suggests a lack of faith in the ability of stake-
holders to appreciate and encourage good corporate conduct. It is ironic
that corporations expect their financial performance to be publicly report-
ed and audited by independent outsiders for the benefit of investors, but
are unwilling to provide other information—often much less sensitive—
of comparable concern to other vital constituencies.

Companies have often argued that many indicators of code compli-
ance are internal measures, not conventionally subject to outside review,
and that confidentiality makes it easier to take corrective actions through
a system of “carrot and stick.” This line of argument, however, has not
been successful in previous situations involving crises of public confi-
dence and is doomed to failure in the current global socio-political envi-
ronment. Neither advanced nor developing countries will allow compa-
nies to operate any longer under a “veil of secrecy” where issues of
human rights and ethical/moral conduct are concerned.

There are currently two approaches to creating and implementing
codes of conduct with appropriate performance verification and public
reporting processes. One involves industry-wide effort; the other sug-
gests that individual companies should develop their own approaches,
based on their unique circumstances. We briefly consider the advantages
and disadvantages of each.

Industry-Wide Effort

The case for an industry-wide effort is based on the premise that compa-
nies in an industry face similar sets of problems, competitive conditions,
and external pressures. Therefore, a combined approach should be feasi-
ble, cost effective, and place all companies on the same competitive foot-
ing with respect to these issues. An industry-wide approach also gives
participating companies a united position with which to respond to their
critics and public at large.

There are, however, serious flaws to this logic:
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~An industry-wide approach requires consensus before any action

“can be taken. It therefore plays into the hands of those companies

 who are least iriclined to undertake substantive action, and thus can
postpone implementation through endless discussion, procrastina-
tion and obfuscation, thereby defeating the purpose of the exercise
and inviting public ridicule and distrust.

e It forces industry performance standards to the lowest common
denominator; ie., the company with the weakest record sets the
pace for the entire industry.

* ltreduces incentives for individual companies to improve their own
performance based on their own particular circumstances.

* Since these industry-wide efforts invariably depend on “voluntary
comphliance” and rarely incorporate monitoring or enforcement
measures, poorly performing companies remain undisciplined and
taint the record of the entire industry.

I do not believe that, at the present time, an industry-wide approach
is either feasible or desirable in most cases. Since very few industries
have even a modicum of “commonly accepted” standards or perfor-
mance criteria in any area of public concern, an effort to develop common
performance criteria might appear to be—and might actually become--a
form of anti-competitive collusion. Moreover, at the current stage of code
development and public acceptance, an industry-wide approach is likely
to be very disadvantageous to the companies that are seeking to develop
creative, innovative responses to human and social concerns.

Independent Approach

I believe that for a company that is strongly committed to a substantive
and effective code of conduct, a “go-it-alone” strategy is preferable at the
present time, The direct economic benefits emanating from increased
stakeholder trust, cooperation, and loyalty should provide ample incen-
tive; and enhanced public reputation should translate into a more hos-
pitable external socio-political environment over the long term. A go-it-
alone company has the flexibility to fashion a code of conduct that takes
advantage of its unique capabilities and to develop new systems and pro-
cedures of permanent value (and perhaps of market value to other firms
as well). Successful individual firm experience may well permit the grad-
ual development of multi-firm approaches.

Monitoring Council

Whatever the specific substantive content of a code of conduet, and what-
ever its level of sponsorship (division, corporate, or industry), its ultimate
success depends upon the verification of its results by independent
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| reviewers. I refer to'these mdwlduals as a "Momtormg Councﬂ " Such a'_ e
Couricil should consist of three to five members with impeccable creden-
- tials for independence, knowledge, and, if possible, code formulation and
~implementation. The Council must have credibility with all constituent
“groups, including corporate directors and managers, governments, and
- other stakeholders. I do not believe that it is appropriate to include spe-
“cific stakeholder representatives as Council members, since the Council’s
: purpose is to determine the extent to which the company is meeting its
public commitments, as expressed in its code. (Stakeholder representa-
-tives may well be included in consultations concerned with the drafting
~and revision of a code, which is a different matter.)
The principal task of a Monitoring Council should be oversight, with
- responsibility for verifying not only the results of field audits but, even
more importantly, the company’s responses to deficiencies when they are
“uncovered. Field monitoring of code compliance should be separated
" from verification and reporting, which should be the sole purview of the
Council. The Council should develop a mechanism for receiving infor-
- mation and complaints about corporate performance from both within
- and outside the company. It should make regular public reports about the
company’s compliance with its code, and the content of these reports and
the manner of their presentation should be the sole responsibility of the
Council. The Council should, of course, make every effort to ensure that
all facts in its reports are accurate, and that all conclusions are fully justi-
fied. Under the best of circumstances, the monitoring function should be
viewed as a cooperative effort in which both the monitors and the corpo-
ration’s field managers strive to ensure compliance. Under the worst of
circumstances, where monitors and managers view each other as adver-
saries, the entire code implementation process will be a failure. -

Mattel Experience

Mattel, the world’s largest toy manufacturing company, announced the
creation of its Global Manufacturing Principles (GMP) in November,
1997. The Code created a set of standards that would apply to all of the
company-owned plants as well as those of its more than 300 primary con-
tractor manufacturing facilities around the world. As part of its code for-
mulation and implementation process, the company also committed
itself to the establishment of an independent council to monitor its oper-
ations to ensure compliance with GMP. It is called the Mattel
Independent Monitoring Council for Global Manufacturing Principles
(MIMCOQ). To the best of my knowledge, it was the first time that a major
multinational corporation voluntarily committed itself to independent
monitoring by outside observers who had complete authority to make
their findings available to the public.
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o In estabhshmg the Councﬂ Mattel was trymg to 1dent1fy 1tse1f as a
soaally resp0n51ble company and good corporate citizen. Mattel believed
that it was important that its policies, operational procedures, and per-
formance measures under the GMP should receive broad public recogni-
tion and acceptance. Mattel also considered it extremely important that
the relevance and adequacy of the GMP, as applied to the company’s
overseas operations, particularly in developing countries, be recognized
and accepted by its employees and managers worldwide.

The Council currently consists of three members: Dr. S. Prakash Sethi,
Distinguished University Professor of Management, Zicklin School of
Business, City University of New York; Dr. Murray Weidenbaum,
Distinguished University Professor of Economics, Washington University
in 5t. Louis, and a former chairman of the Council of Economic Advisors;
and Dr. Paul McCleary, President and CEQ of ForChildren, Ine., and for-
mer President and CEO of the Save the Children Foundation.

In accepting their assignment, Council members received a number
of important assurances from the company’s top management:

» Mattel will ensure that the code meets or exceeds all pertinent host
country laws and best industry practices in the areas of its opera-
tions.

* The company is committed te the code and will devote the neces-
sary resources to ensure compliance to it by field managers in the
company’s owned and controlled plants, and will cooperate and
assist the company’s major vendors to comply with the code.

* The company will create a highly objective, quantifiable, and out-
come-oriented set of standards that will add substance and com-
prehensiveness to the code and ensure the code’s implementation in
a meaningful manner.

* The company will make every effort to work toward the enhance-
ment of these standards in an evolutionary manner that will
enhance the financial and social well-being of its workers, and also
contribute to the economic growth of the countries involved.

During its first phase, MIMCO will focus its efforts on auditing those
twenty or more plants that are owned or controlled by Mattel. These
account for close to 70 percent of Mattel’s world-wide production. A very
large part of Mattel’s production operations are based in the Asia-Pacific
Region: Peoples’ Republic of China, Indonesia, and Malaysia This audit
will therefore cover the topics that have been of major public concern in
those areas: workers’ health and safety, wages, and living conditions. We
expect this phase of the audit process to be completed by April 1999, and
our findings will be made public soon thereafter.
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b}éctzve, quantifiable, precise, and statistically rigorous set of instru-
ments that will be used in conducting field audits. These will cover,
‘among other things:

» Workers’ environment, health and safety, and working conditions.

» Wages and working hours.

~» Living conditions.

+ Communications with the management concerning their living and
working conditions, new employee orientation metheds, and regu-
lar training programs.

. Mattel has already completed extensive in-house audits to ensure
_that its own plants, and those of its major suppliers, are in compliance
_W1th GMP. Where necessary, it has alse worked closely with the compa-
ny’s suppliers to help them improve their operations to meet Mattel's
“standards—frequently at Mattel’s expense. And, in a number of cases,
‘where suppliers have been unable or unwilling to make such an effort,
Mattel has discontinued its business relationship with them. Mattel has
"established a single global task force with members located in its Asian
Region headquarters in Hong Kong and in its corporate headquarters in
El Segundo, California. This task force has been responsible for generat-
ing the necessary databases for Council use in creating audit protocols;
these, in turn, will be used by the independent auditors appeinted by,
and reporting to, the Council.

Concluding Thoughts

The emerging global economic order of the 1990s has once again brought
capitalism and its principal actor, the multinational corporation, to new
levels of prominence and power. Unlike the 1960s, when multinational
corporations were seen as a threat to national sovereignty and political
freedom, the dominant contemporary view seems to be that the multina-
tional corporation is—or certainly can be—an agent of positive change.
However, beneath this veneer of hope and expectation, lies distrust in the
unaccountability of the corporate behemoth and the fear of its potential
for doing harm whether through misjudgment or abuse of power.

The contemporary tensions between business and society—which
will certainly extend into the next millennium—deo not arise from obvi-
ous conflicts between right and wrong, guilt or innocence. Their more
subtle sources are, for example, alternative concepts and combinations of
equity and inequity, the distribution of potential social and economic
benefits, the virtue of frugality and the sin of undue accumulation, and
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the morahty of prmc1ples versus the morahty of s1tuat1ons We reahze

‘that we live in an increasingly interdependent, global society where the
welfare of the individual hurman being is deeply, and often unpredictably,
embedded in the operation of the entire system. In this complex environ-
ment, we cannot pretend to separate moral principles from institutional
practices, political power from economic influence, or human and envi-
ronmental values from material wealth.

The large corporation must become an active agent for social change
if it is to make the world safe for itself. Rules of law, democratic institu-
tions, and the ethics of competition and the marketplace are requirements
for the continued success of multinational corporations and, indeed, con-
temporary capitalism. The corporation can no longer pretend to be a reac-
tive participant within the social system, responding {positively or nega-
tively) to pressures and goals arising from other groups. As a dominant
institution in society, it must accept responsibility for independent initia-
tive, both with respect to its own goals and the formation of the public
agenda. Effective participation requires that the corporation be able to
articulate who and what it is from a social perspective, and what role its
processes and products play in society. This articulation is, in fact, the
ultimate purpose and result of a corporate code of conduct.

! The editorial work of Lee E. Preston on this paper is deeply appreciated.
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Corporate Responsibility:
Comparative Analysis of
Current Documents

Lee E. Preston and Danielle Mihalko, Robert H. Smith School of
Business, University of Maryland

Introduction
This section summarizes a group of eleven documents, all originating or
reissued during the 1990s, that express concern and offer guidance about
corporate responsibility in the global economy. The documents analyzed
vary greatly in character, but all of them are directed toward companies,
and toward analysts and consultants who might seek to evaluate or
improve the impact of business activity on humanity and society. An
overwhelming majority of large corporations in North America, and
many others elsewhere, have published “codes of conduct” of one kind
. or another, and many of the documents reviewed here refer to these
codes for illustrative purposes. No company-level documents are, how-
ever, included in this survey. It is important to note that none of the doc-
uments reviewed here suggests that improved corporate social perfor-
mance requires any expansion of regulation and control of corporations
by units of government, although two of them-—the International Labour
Organisation (ILO) Tripartite Declaration (Document 1) and the North-
South Institute study (Document 11)—emphasize the role of government
in support of corporate activity.

The first eight documents, summarized in the Comparative Analysis
. Matrix, below, present or imply specific policies or codes of conduct that
might be adopted and followed by individual companies. The remaining
three documents included in the study do not fit this format. The report
from the Prince of Wales Business Leaders Forum (Business as Partners in
Development; Document 10) presents a broad perspective on corporate
social performance and possibilities, with particular emphasis on opera-
tions in transitional societies. The North-South Institute study (Canadian
Corporations and Social Responsibility; Document 11) is comparably broad,
and stresses the importance of “projecting Canadian values,” particular-
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ly “in. d1sparate cultural env1ronments The Motorola pubhcat1on
(Unconipromising Integrity; Document 9) emphas1zes ethical dilemmas,
with brief introductory chapters followed by case studies and commen-
taries. Review of these broad documents suggests that no matter how
much attention firms and governments might give to developing and
implementing performance guidelines, difficult problems will still arise
from problematic cultural and environmental situations, as well as from
human frailty.

Among the documents suitable for comparative analysis (and there-
fore included in the Matrix), the oldest is the ILO Tripartite Declaration
(Document 1), first adopted in 1977, but periodically updated since that
time and interlinked with many more recent ILO initiatives. Although
this document originated during a period of international demand for
greater government control over corporate activity, it is addressed as
much to companies as to governments and recommends against many
restrictive and protectionist government policies. Its pritmary emphasis is
on employment and working conditions.

The employment relationship is also the principal focus of the
Guidance Document for Social Accountability 8000 (Document 2), recently
developed by the staff of the Council on Economic Priorities {CEF).
Devised as a tool for managers and analysts, the aim of this document is
“to improve working conditions globally.” Its detailed provisions give
explicit substance to the broad guidelines presented in ILO and other
more general publications.

The Caux Roundtable statement of 1994 (Document 3) recommends a
transition in corporate thinking “beyond shareholders toward stakehold-
ers,” which is subsequently made more explicit in the Interfaith Center
on Corporate Responsibility (ICCR} and Institute of Business Ethics (IBE)
publications (Documents 4 and 5, respectively). The latter present exten-
sive summaries and excerpts from other corporate and independent
sources; the ICCR document takes the final step of combining ideas from
various sources into a single set of guidelines.

The other three documents in the Matrix (Documents 7, 8, 9) arose
from corporate sponsorships by Hitachi, Shell, and The Body Shop; they
are not, however, conventional “company codes.” Each of them displays
a broad perspective and reviews a wide range of issues and implementa-
tion devices that might be relevant in many different corporate settings.
Taken together, they suggest that some elements of the business commu-
nity are more comfortable with a broad conception of satisfactory corpo-
rate performance than conventional corporate rhetoric and press cover-
age might indicate.

All of the documents under analysis express or imply the view that
corporations should be managed in the interest of their “stakeholders.”
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The. ILO an SA 8000 statements (Documents 1 and 2 respectlvely) are: &

multiple stakeholder groups. The Shell report (Document 8) recognizes
five areas of stakeholder responsibility: shareholders, customers, employ-
ees, “those with whom we do business,” and “society”; the Hitachi report
(Document 7) devotes two chapters to “working with stakeholders
orldwide,” in addition to several chapters on “corporate citizenship.”
The North-South Institute study (Document 11) recommends “a systems-
centered approach to stakeholder management” that includes “social sys-
‘terns and the natural environment” as well as conventional firm-centered
stakeholder categories. Taken as a group, they offer both implicit and
explicit support to the further development and implementation of
“Principles of Stakeholder Management.”

Corporate Responsibility: Comparative Analysis of Current Documents 23

fimited to the concerns of employees; all of the others explicitly recognize




sarueduwros paygnuRp] o1 1940 seere asau) sazedwrod J1odsy, mo
X X #X X X uonpedwor) s3] =
X X X X x sroynaduro)y m
X X X SINOLY SuniIop M
X X x X x X X uoneanpg pue Sunurel, &
X X X JuBWISSEIRL] [ENX3S  E
X X WX SUONNGLIIIND /$30T0U D) [2INIO] M
X x X juewageuey 2
X X ps X 53319 /5aqug / Lnidasu] M
X s3urea 1episul  nj
X X X X X X X s1ySnyy wewm] M
x X X X X x x X AJ3JRG pUE YI[BIE]
X X X X UONRII0SSY JO WOPISL]
X X IoqeT paniog
X X X X X X X uopeurwzosic] /Aunizoddo renbg
X X X aundosiy
X WX X 1SABIUT JO PPIPUOD
X X X X x uonesuaduro)
X X X X X UOT}EITUNUIWO )
x X 10qe] PIYD)
- X ssnqy Snig/[oyody
L X X X X X X X X sazdojdwug
: uopiodion
IS N A3pIoYAUIS 347 H30I xno) 0008 VS oI satofaqn) Aapjoyamg
g L g g 7 £ z 1 juamnaog
XL S18A)puy 2a130.i0duwio?) +




satuedimoD pagnuapt O JaAo seale asay; sareduued yoday,

Buproday eusuuoIALy

NPy [RNTSUUOIAUT
Burpdoay /uendumsuo

»
o
R =P R[ =

a8ueyn ;i
BIBJ[AA [EUIUY
JUIWUOIIATY

b4

®
>
bad
*X
»
>

b X X FuisnIsapy [nyyIniy,
x X Anengy
sIaWosny Jo jayeg pue i[eay

SpeaN I2UWI0)sN]) |D1E383y]

MR x>
b
>
>

>
*
B

SISy

uawdoraasg a[qeuiesng

SIS urwmy]

A10yIny LuuIaAog

Su0neuO(]

mewdoreaag Arununuosy
sl UENUIO

b
IR =[x
XIX|X[x]|&]| X
XIX|R|[®]| x| =
Eat B B B I

»
=

s8Ry Aladord [enyoaf[aIul

®

oBeuoidsg rermsnpug
X X x X X panunuos ‘sioyaduroyy

i uoypI0dion
SN L E) MomH  4SpjoysyYs Iqr Y301 X 0008 VS Ol sa11082107y doproyayns
s g V4 9 g ¥ £ z i JUAII0g

(panunued) XUwp stsdjpuy aaypipduion)

25

Corporate Responsibility: Comparative Analysis of Current Documents




sanedwod Paynuap! O] 1Ac seaie asarp sereduwon 1roday],

P X X X X bs Aovaredsuely
WX Burddon aremyjog
X X X x Surnonuop
x X X U0 RZI[RO[D)
X X X X X x EEYiHTe)
X X X UOTJRULIOJUT 3IRYS
X X X U o ey
X X X X sdiysuonesy wia-Juoy
X X X UOIB0D) ON /$$auUlieg
X X x X szanddng Aq 1otaeyag [eonng
X X x X X sta1ddng
X X X X UOTJRZIUIIXEIA] YI[EIM
X X X b seoueul] naredsuely
X x x x SUOTSIOA(] JUIUWISIAU]
X x X X SICISIAUL U31M JJRIINLIOT
X x weurafeuey (euotssayor ] Addy
X X x X x X SIO)SIAU/SIAPIOUPI0IG
% X X X Tesodsic] [EOTWSYD) PUE 23S2A
X X X x $30IN0SAY] 3[RMIUIY
X X X X X PONUIITOD JUIULOIIAUY
HOYB0d 07y

PYS nfongtp] AIPJOYINIG 34 AD0! xndl 0008 VS ol $ILL0RY7) ADP[OYOYTIS

g £ g s 5 £ z I Juan20Q

(panu13u02) XLIPN SisAjpuy aanpipduion)

Lee E. Preston and Danielle Mihalko

26




Yocuments Described in the Matrix

Document 1: ILO

ﬁtemational Labour Office (ILO). 1991.

vipartite Declaration of Principles Concerning Multinational
nierprises and Social Policy.

Geneva, Switzerland: ILO.
1SBN: 92-2-107100-6

'urpose and Focus

The Tripartite Declaration of Principles Concerning Multinational Enterprises
‘and Social Policy was originally adopted by the Governing Body of the
ILO in 1977 and reissued with updated information in 1991. The
Declaration is a set of principles dealing with issues of employment, train-
g, conditions of work and life, and industrial relations. It is directed
‘toward goverrunents, employer and worker organizations, and multina-
onal corporations.

Surveys are conducted every three years to monitor to what extent
governments, employer and worker organizations, and multinational
enterprises are applying the declaration. A summary of the results of
these surveys is submitted to the Governing Body.

This document is an original piece of work, as the contents of the dec-
laration itself were researched by the ILO. The Declaration is a very formal
document; no explanation of any section is offered, nor is background
information provided. The document acknowledges that disagreement or
misunderstanding may arise regarding its application. Fortunately, pro-
visions have been made to handle such disputes, and a procedure was
instituted in 1981, under which those in dispute may request the ILO to
interpret the meaning of its provisions.

Summary

General Practices
¢ Governments, employer and worker organizations, and multina-
tionals should respect:
* the sovereign rights of States, obey national laws, consider local
practices, and respect international standards.
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uman, nghts and the correspond~
__'mg International Covenants adopted by the Generai Assembly of
: the Umted Natmns L
"o the Constitution of the Internatmnal Labour Orgamsatmn
* Multinational enterprises should take into account established gen-
eral policy objectives of the countries in which they operate.
* Governments should promote good social practice.

Employment

* Govermnments should pursue as a major goal an active policy to pro-
mote full, productive, and freely chosen employment. This is espe-
cially important in developing nations where unemployment rates
are often very high.

* Multinationals should attempt to increase local employment oppor-
tunities and standards, taking into account local laws and practices.

¢ Multinaticnals should give employment priority to local workers
rather than international workers.

» Multinationals should utilize, as often as appropriate, local contrac-
tors and suppliers.

» Governments should actively pursue policies that promote equal
employment opportunity.

* Governments and multinationals should seriously consider the
impacts that public policy and business decisions have on local
employment. If decisions must be made that will negatively impact
employees, reasonable notice should be provided to all workers.

s Multinationals should attemnpt to provide stable employment to
local workers.

* Governments should provide income protection for workers whose
employment has ended.

Training .

* Governments should develop national policies for vocational train-
ing, closely linked with employment. Multinationals should fully
support these programs, assisting when appropriate.

s Multinationals should ensure that relevant training is provided for
all levels of employees.

Conditions of Work and Life
* Wages, benefits, and conditions of work offered by multinationals
should be competitive with local standards.
* When an appropriate comparison does not exist, multinationals
should provide the best wages, benefits, and working conditions
within the framework of government policies.
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the activities of multinationals.

Safety and Health

» Governments should ensure that multinational and local enterpris-
es provide adequate safety and health standards for their employ-
ees.

» Multinationals should maintain the highest standards of safety and
health.

* Multinationals should cooperate with international organizations
concerned with health and safety issues.

Industnal Relations

¢ Multinationals should maintain the level of industrial relations that
local companies maintain.

» Workers should have the right to join organizations of their own
choosing without pricr approval.

* Organizations that represent workers should have adequate protec-
tion from interference,

* Where governments offer special incentives to attract multination-
als, these incentives should not limit the workers’ right to associate.

* Workers should have the right to representative organizations of
their own choosing for collective bargaining purposes.

* All businesses should provide adequate facilities for representative
organizations to assist in the development of collective bargaining
agreements.

* Governments should provide representative organizations with rel-
evant industry and country information to help lay out objective
criteria in the collective bargaining process.

* Workers should have the right to submit grievances without suffer-
ing prejudice as a result. Workers should bear the right to have
grievances examined utilizing appropriate procedures.

Obtaining the Document
ILO Publications

CH-1211 Geneva 22, Switzerland
wuww.ilo.org
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Document 2

SA 8000

Council on Economic Priorities Accredltatlon Agency 1998

Guidance Document for Social Accountability 8000.
New York: CEPAA.

Purpose and Focus

SA 8000 was developed by the Council on Economic Priorities
Accreditation Agency and is modeled after the International Standards
Organization {ISO) ISO 9000 and ISO 14000 standards for quality control
and environmental management systems.

The purpose of SA 8000 is to improve working conditions globally.
This document focuses on internal business practices. SA 8000 is an inter-
national standard with a strong international focus. Companies can be
audited under SA 8000 guidelines allowing customers and the public to
know if suppliers and subcontractors have received SA 8000 certification.

SA 8000 is focused exclusively on-employment issues and the
employee as a stakeholder. Although the issues focused on can apply to
subcontractors and suppliers, SA 8000 does not attempt to deal with them
as stakeholders. Instead, it includes them as one of the parties being
audited. In short, stakeholders other than employees are not addressed.
However, ISO 9000 does address quality issues which presumably would
cover customers, suppliers, and investors. ISO 14000 focuses on the envi-
ronment and may cover community issues as well. SA 8000 only covers
community issues from the perspective that employees come from the
community; it does not address the community itself as a stakeholder.

This is a unique piece of work in that it is a new audit standard. This
document is very practical because it serves as a manual for companies
that may wish to go through the audit to receive certification or for com-
panies that simply want to see where they might stand.

Summary
This is not a report. It is a guide with specific examples and checklists that
can be used as a manual for companies preparing for an SA 8000 audit.
The introduction explains the benefits and costs of an audit. The ben-
efits include reputation improvement, enhanced product quality, and
greater consumer and investor confidence. After an overview of the pur-
pose of SA 8000 and definitions, the document addresses social account-
ability requirements. This part of the document is broken down into nine
sections:
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1. ChildLabor 6 DiScipﬁnaiy Pr‘aetieesz_

i Forced Labor 7. Working Hours -
3. Health and Safety 8. Compensation
‘4, Freedom of Association 9. Management

5. Discrimination

Each of these sections contain five to six parts:

. SA 8000 requirements

2. Intent of SA 8000

. Sample checklist

. Objective evidence

. Bxamples of corrective action requests

. Background information (in some sections)

e NS I S R LWy

SA 8000 does a moderately good job of addressing the differences that
arise among cultures. For instance, with the issue of working hours in the
'.'-sampie checklist, the first item is, “The work week does not exceed 48
hours or the country’s legal maximum work week (whichever is less).”
" After addressing each of the audit areas, the document focuses on
specific guidelines for preparing for the audit, conducting the audit, post-
audit activities, and the appeals and complaints process.

Preparing for SA 8000

There are requirements that a company must meet before it can be audit-
ed. Pre-assessment activities, such as explaining the nature of the audit to
staff, defining the audit scope, complying with local laws, and consulting
+'with interested parties such as trade unions, must be completed before
the audit can take place. To be effective, the initiative must be company-
wide, management-led, focused on prevention rather than detec‘uon, and
Centered on continuous improvement.

Post-Audit Activities

Once the audit has been completed, the company audited must establish,
document, and maintain procedures to investigate the cause of non-com-
pliant activities and determine corrective actions. Six months after the
audit, the auditors will return for a surveillance visit to assess whether all
minor non-compliance issues have been addressed. Training should be
provided after the audit to all employees and managers to ensure that
everyone understands the importance and purpose of the audit and the
“guidelines of SA 8000.
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Obtammg the Document : R _
7 Council on Economic Pnontles Accredltatwn Agency

30 Irving Place

New York, NY , USA 10003

Tel: (212) 358-7697; Fax: (212) 358-7723

ZUZU'{U.CEP&L’I.DTg
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“Document 3: Caux
:. Caux Round Table. 1994,

Principles for Business.
Washington, DC: Caux Round Table Secretariat.

Purpose and Focus

The Caux Round Table is focused on corporate social responsibility, and
its members believe that international business should play a central role
in improving world economic and social conditions. The purpose of the
Principles for Business is to set an international standard for measuring
business behavior. The Round Table seeks to identify shared values, rec-
oncile differing values, and develop a shared perspective on business
behavior accepted and honored by all.

This is a small document, but even in its brevity it successfully covers
many areas of corporate responsibility and stakeholder focus, which can
be seen in the Matrix. However, each area is only touched upon quickly,
© and, although there is significant breadth to the document, depth is lack-

-~ Summary

~Section 1: Preamble
» Business is becoming increasingly global.
* Laws are necessary, but insufficient, guides for conduct.
* Responsibility for policies and actions of business, and respect for
stakeholders is fundamental.
* Shared values are as important for global communities as they are
for local communities.

Section 2: General Principles

* Principle 1: The Responsibilities of Businesses: Beyond Shareholders Toward
Stakeholders
* Businesses have a role to play in improving the lives of their cus-
tomers, employees, and shareholders by sharing the wealth they
have created.
* Suppliers and competitors should expect businesses with which
they work to be fair and honest.
* Businesses should play an active role in the future of the communi-
ties in which they operate.
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By _rmczple 2: The Economic cmd Socml Impact of Busmess Toward Innomtwn

* Justice, and World Commumty -

¢ Businesses in foreign count'rles should Contribute to the social
advancement of those countries by providing jobs and by raising
the purchasing power of citizens.

* Businesses should contribute to human rights, education, welfare,
and vitalization in countries where they operate.

¢ Businesses should contribute to the economic and social develop-
ment of the world at large through efficient resource use, fair coms-
petition, and an emphasis on innovation,

Principle 3: Business Behavior: Beyond the Letter of Law Toward a Spirit of Trust
* Businesses should recognize that by being trustworthy, they not
only increase their own credibility, but also add to the efficiency of
business transactions on an international level.

Principle 4: Respect for Rules
» Businesses should respect international and domestic rules.
* Businesses should recognize that some behavior, although legal,
may have adverse consequences.

Principle 5: Support for Multilateral Trade
» Businesses should support the General Agreement on Tariffs and
Trade (GATT), World Trade Union, and other similar agreements.
* Businesses should cooperate to promote trade liberalization.

Principle 6: Respect for the Environment
* Businesses should protect and, when possible, improve the envi-
ronment, promote sustainable development, and prevent the waste-
tial use of natural resources.

Principle 7: Avoidance of lllicit Operations
* Businesses should not participate in or condone bribery, money
laundering, or other corrupt practices.
* Businesses should not trade in arms, drugs, or organized crime.

Section 3: Stakeholder Principles

Customers
¢ All customers should be treated with dignity.
* Customers should be provided with the highest quality of preducts
and services.
* Customers should be treated fairly in all aspects of a transaction,
including service and actions to rectify dissatisfaction.
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i ' Bus

s will be sustamed or improved through the use ofa product orser-'
vice,

* Businesses should respect human dignity and the culture of the cus-
tomer in marketing and developing products.

Employees
Businesses should:
* Provide jobs that improve the living conditions of workers.
* Provide working conditions that respect the health and safety of
workers.
* Be open and honest in communicating and sharing information
with employees.
Listen to and, when appropriate, act on employee suggestions.
Engage in good faith negotiations when conflict arises.
Avoid discriminatory practices.
Promote internally the employment of people of differing abilities
in the workplace.
* Protect employees from injury or illness in the workplace.
* Assist employees in developing transferable skills.
* Be sensitive to the unemployment problems faced as a result of
business decisions.

Cwners/Investors
Businesses should:
* Apply professional and diligent management to secure a competi-
tive return on investment.
* Disclose relevant information.
s Conserve, protect, and increase investments.
* Respect investors’ requests, suggestions, complaints, and formal
resolutions.

Suppliers
Businesses should:
* Seek fairness and truthfulness in all activities including pricing,
licensing, and the right to sell.
* Ensure that activities are free from coercion and unnecessary litiga-
tien.
* Foster long-term relationships with suppliers.
* Share information with suppliers and integrate them into planning
processes.
* Pay suppliers on time and in accordance with agreed-upon terms.
*» Utilize suppliers that respect human dignity.
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: :Competztors'
- Business should:™ :
- & Foster open markefs for trade:
+ Promote competitive behavior that is socially responsible.
¢ Refrain from participating in questionable payments or favors.
* Respect intellectual property rights.
Refuse to obtain information in a dishonest manner.

Communities
Business should:
¢ Respect human rights and dignity.
¢ Recognize the legitimate role of government and support public
policies.
» Collaborate with local organizations working to improve the stan-
dard of living of the community.
Promote sustainable development and conserve the environment.
Support peace, security, diversity, and social integration.
Respect the integrity of local cultures.
» Exemplify good corporate citizenship through charitable donations,
educational and cultural contributions, and employee participation
in community affairs.

¢ o @

Obtaining the Document

Caux Round Table Secretariat

1156, 15th Street, NW, Suite 910
Washington, DC, USA 20005

Tel: (202) 872-9077; Fax: (202) 872-9137
http:/fwww.cauxroundtable.org/

36 Lee E. Preston and Danielle Mihalko




Principles for Global Corporate Responsibility:

Interfaith Center on Corporate Responsibility: 1998,

Bench Marks for Measuring Business Performance.

New York: ICCR.

Purpose and Focus

The purpose of the Principles for Global Corporate Responsibility is to
promote positive corporate social responsibility consistent with sustain-
ing the human community and all creation. This document is an account-
ability tool to evaluate companies, their codes of conduct, and code

implementation.

In general, this is a useful document. It provides many examples of
what various companies are doing and reproduces the guidelines for
social responsibility of various organizations. The principles, criteria, and
benchmarks are especially useful because they are specific, concrete, and
easy to follow. Howevers, the contents of this document are limited. A doc-
ument with this format would be significantly larger if it incorporated all
stakeholders and all issues that affect each group. There is little analysis
in the report as it is mostly a reproduction of the Principles for Global

Corporate Responsibility and other codes.

Summary

Part 1: Principles

The principles are broken down into sixteen sections:

1. Ecosystems 10.
2. National Communities i1.
3. Local Communities 12.
4. Indigenous Communities 13.
5. The Employed 14.
6. Women in the Workforce 15.
7. Minority Groups

8. Persons with Disabilities 6.
9. Child Labor

Forced Labor
Suppliers

Financial Integrity
Ethical Integrity
Shareholders

Joint Ventures/Partner-
ships/Subsidiaries
Customers and
Consumers

Each of the sixteen sections uses the same format, as follows:

Corporate Responsibility: Comparative Analysis of Current Documents
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11, Name of sect1on (e g, Ecosystems _ Rt R
2, Principles: a set of general policy guldelmes for each area;’
3. Criteria: specific ideas for implementing the prmmples and
achieving the overall section goal.
4. Benchmarks: concrete examples of actions that would contribute
to the objectives.

Part 2: Glossary
A glossary of terms used in the document.

Part 3: Appendices

There are twenty-four appendices, including documents such as the
Coalition for Environmentally Responsible Economies (CERES)
Principles, Bellagio Principles, and the Amoco Canada Petroleum
Company Ltd. Aboriginal Policy. These appendices are simply repro-
duced from the sources. They are not analyzed or discussed.

Obtaining the Document

The Interfaith Center on Corporate Responsibility
475 Riverside Drive, Room 550

New York, NY, USA 10115

Tel: (212) 870-2295; Fax: (212) 870-2023
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Document 5:1 IB'E

Webley, Simon. 1997
Codes of Ethics and International Business.

London: Institute of Business Fthics.
SBN: 0-9524020-5-X

Purpose and Focus

For ten years the IBE has advocated that every major company should
have a detailed code of ethics. This report specifically focuses on the
codes of ethics of multinational companies. The relationship between a
ompany and its foreign subsidiaries, joint venture partners, and agents
can often lead to considerable ethical dilemmas. According to IBE, fol-
owing the laws of a foreign country is mandatory, but it is not enough,
specially when dealing with issues that are cultural or religious in
nature. This report specifically focuses on best practices in the area of
thics codes for companies doing business abroad.

. This document is mostly a collection of information. There is little
original thought. No conclusions are made, nor is it a scholarly work.
However, it is practical in that it is easy to use and contains details on
how various companies view and deal with ethical issues. It is a good

t is important for every compafty engaged in international trade and
investment to have a clear written policy on ethical standards to guide
mployees. There are three global forces that are increasing the need for
uch guidelines in international business:

1. Rapidly expanding world trade and investment (globalization).

2. The spread of global information and international accessibility of
information as a result of the information technology revolution.

3. Anincrease in the awareness of moral issues as they relate to pub-
lic life, including business behavior. The environment is a particular
example.

Comparison of Codes of Ten Western Multinationals

“The report lists thirteen issues. Under each issue, an excerpt from each
company’s code is given which shows how that company officially
~addresses the issue. This part of the report is simply a categorization of
direct statements from each of the codes. It does not appear that an inves-
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i _tlgahon ‘nside any of the companies has been done or that any s1gn1f1cant
“or new conclisions on how companies deal with stakeholders have been
made. The value of this report is that the information has been collected
and categorized.
The thirteen issues are:

1. Political activities 8. Sexual harassment

2. Health and safety 9. Disclosure of company

3. Gifts information

4. Conflicts of interest 10. Financial transactions

5. Insider dealing 11. Fair competition

6. Equal opportunity and 12, Environment
discrimination 13. Software copying

7. Alcohol and drug abuse

In addition, the implementation of the codes in the corporation is
addressed.
The ten companies are:

1. Shell 6. Honeywell

2. BP 7. Alcan

3. Texaco 8. Standard Chartered Bank
4. ICI 9. DBritish Airways

5. Caterpillar 10. Northern Telecom

Three Codes of Principles

The report reproduces sections or the entirety of three codes of principles
that have been developed by international business organizations. The
codes often serve as a checklist of key issues and as a means of bringing
uniformity of practice among multinationals. The three codes are:

1. International Chamber of Commerce Codes
2. Caux Roundtable: Principles for Business
3. Interfaith Declaration on International Business Ethics

Examples of How Three Multinational Corporations Approach
Business Ethics
The three companies used as examples are:

1. ICT Polyurethanes
2. ESSO UK ple
3. Northern Telecom (Nortel)
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To show how ICI approaches business ethics, the re'poft re’prod'uce's'" '
excerpts from the ICI code of practice. The code of practice consists of
basic principles and business inducements. The business inducements
section is further broken down into more specific sections, such as split
commission and business with governments,

For ESS0, the summary of a speech delivered by the Chairman and
CEO of ES50 UK is reproduced. The speech gives a few specific exam-
ples of how the company communicates with its stakeholders. For
instance, he mentions a twenty-four hour hotline for employees who find
it difficult to raise issues with their supervisors.

For Nortel, there is a two-page summary (apparently obtained from
Nortel) that contains information on how the company began its business
ethics program, who Nortel considers its stakeholders to be, and specific
commitments to each of the stakeholders. The following is a summary of
the Nortel information:

Customers
* Deliver high quality products and services now and in the future
* Treat fairly and honestly

Employees
¢ Treal with respect
* Provide fair and equitable employment
* Ensure workplace safety and health

Shareholders
* Provide long-term value
* Provide accurate and honest information

Suppliers
¢ Act fairly in choice
* Act honestly in transactions

Community/Society
* Contribute to the well-being of local communities
* Protect the environment
¢ Respect national and local laws

The Nortel section also addresses how the company measures per-
formance. In addition to qualitative means, the company seeks quantita-
tive means to measure performance, although it acknowledges that ethics
cannot be reduced to numbers.
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Document 6: The Stakeholder Corporatlon

Wheeler, David and Sﬂlanpaa, Maria. 1998

The Stakeholder Corporation: The Body Shop Blueprint for Maximizing
Shareholder Value,

Londor: Pitman Publishing.
ISBN: 0273-62661-2

Purpose and Focus

This book is an analysis of stakeholder management. The central theme
is that the long-term value of a company depends on the knowledge,
skills, and commitment of employees, and the company’s relationship
with customers, investors, and other stakeholders. The book presents
best practices in stakeholder management from companies all over the
world and argues that stakeholder inclusion leads to improved long-term
business performance, including a better economic return for sharehold-
ers. This book does not take a moralistic approach or argue that stake-
holder inclusion is right or wrong. It is written for those who are already
convinced that a stakeholder focus is important. It lists specific reasons
why inclusion of each of the stakeholders is necessary and then makes
suggestions for how this can be done.

Summary
Parts One and Two of the book give an introduction to, and the history
of, stakeholder management.

Part Three is a guide to stakeholder management. This section con-
tains specific recommendations and suggestions on how to best include
stakeholders in company activities. This section is broken down into
many chapters, each with a specific focus. The first chapter focuses on the
general approach to stakeholder inclusion. This chapter is then followed
by the sections listed below. After each section, highlights from the chap-
ter are listed.

Shareholders and Investors

* Structural and individual power should be balanced. In large com-
panies the role of the chairman and the role of the CEQ should be
separate.

* Annual and other reports must be credible and meet the most rig-
orous standards of financial disclosure. They must provide enough
commentary to allow readers to fully understand how the company
is performing, financially and otherwise.
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'+ Straight financial donations should be separately administored,
accounted, and reported as a percentage of pre-tax profits, - '

* Ifacompany has a volunteering policy, it should be clearly and well
communicated.

* Companies with expertise should share their knowledge and skills
with local small businesses.

® Businesses should support schools by providing them with the
materials and supplies that they need, not by donating product
solely for marketing purposes.

“The Local Community -

Government and Civil Society
* Companies should conduct public policy initiatives in the open.
* Companies should not distort political party processes by making
large donations.
* Companies should help government agencies that promote charita-
ble, under-represented, or under-funded causes.

The Physical Environment and Non-Human Species

¢ Companies should be aware of, and comply with, relevant environ-
mental legislation. ‘

* Sustainable development policies should include minimizing con-
sumption, ensuring social and economic fairness today and for the
future, and practicing fair trade with developing countries.

* Companies should educate and communicate with employees and
all stakeholders on why conservation of the environment is impor-
tant.

* Animals should be used only when absolutely necessary. When
they are used, they must be treated in a humane and ethical man-
ner.

Transparency and Public Reporting
* Companies should be honest in their reporting.
* Companies should ask for feedback to understand whether or not
they are meeting the needs of their stakeholders.

‘Obtaining the Document
Pitman Publishing
4720 Boston Way

anham, MD, USA 20706
“Tel: (301) 731-9516
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A general ‘humman resources pohcy, a‘code of eth1cs, anc:l an occupa—

" tional safety and health policy are all essential for the stakeholder-

inclusive company.

With respect to remuneration, there must be transparency, fairness,
and comparability.

Companies can use the following quantitative measures of perfor-
mance with respect to fair remuneration: ratio of top to lowest
salary, ratio of top 10 percent of salaries to the lowest 10 percent,
spread of eligibility for benefits.

Companies must train their employees and communicate honestly
with them. Employee morale is of the utmost importance to the
company.

Companies cannot discriminate in any way. To ensure a diverse
workforce, a company must recruit from a diverse pool of appli-
cants.

Occupational Safety and Health

Companies must find out if safety legislation exists with which they
must comply.

Adequate emergency procedures must be in place, and employees
must know that they exist and how they work.

Safety policies must be properly documented and distributed.

Customers

*

Information to customers must be fruthful, clear, and relevant
Information given to customers should never be exaggerated, out-
dated, or misleading.

Customers should be protected against all known and unknown

- risks of any product.

Pricing should be clear. Companies that have gained a large share of
the market should not use this to their advantage by raising prices
and exploiting custormers.

Quality

Companies should be committed to quality improvement over the
long term.

Companies should give employees the proper training to itnprove
quality consistently.

Suppliers and Business Partners

44

Suppliers should ensure on-time and accurate delivery, price stabil-
ity, after-sales service, and efficient paperwork.
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7 Hltachl
Logan David, Roy, Delwm and Regelbrugge, Laurle 1997

o Document--

Global Corporate Citizenship — Rationale and Strategies.
Washington, DC: The Hitachi Foundation.

Purpose and Focus

This document is a large study of the actions of multinational companies
that are trying to define what global corporate citizenship means. No
company is thoroughly analyzed. Instead, examples of specific actions
are given where appropriate. Although the report is large and provides a
wealth of information, the authors acknowledge that it does not cover
everything. One of the goals of this report is to prompt further consider-
ation, study, and thought on the subject. It asks, “What is corporate citi-
zenship? Do [ want to do this? How can [ do this?”

This study argues that companies must be strategic in their philan-
thropic and charitable actions. It does not argue against the notion that
“charity begins at home,” but it does plainly state that “home” is now
much more global and multicultural.

The term “corporate citizenship” in this report is intended to include
other terms such as corporate responsibility, corporate community
involvement, corporate community investment, and corporate communi-
ty responsibility. '

There are many reasons why companies strive to be good corporate
citizens. These can include, among other reasons: mainfaining or improv-
ing reputation, establishing contacts, finding marketing opportunities, or
influencing the purchasing decisions of consumers. The motivation is
unique for every company. The report states that all of these actions rein-
force a company’s commitment to corporate citizenship and should be
encouraged, rather than looked at with suspicion.

Summary

Defining Global Corporate Citizenship
The report states that being a good corporate citizen implies that a cor-
poration is “meeting, within reason, the expectations of all its societal
stakeholders to maximize the company’s positive impact and minimize
the negative impact on its social and physical environment, while pro-
viding a competitive return to its financial stakeholders.”

An interesting statement in this chapter explains why it is essential
that multinational corporations be good global corporate citizens.
“Capitalism depends on the presence of consumers, so capitalism'’s
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ty, to bulld the capacﬁy of people to consume.” The industrialized world®
has become saturated with' producers. To maintain” “profitability and
growth rates, companies must look to developing countries and must
focus on increasing the consumption capacity in these areas.

Corporate Engagement Strategies

Strategic Business Interest

Based on corporate objectives, a company develops ideas internally, then
works with a non-governmental organization (NGO) to implement
actions.

Business/Community Partnerships
A company and community work with an NGO in a partnership to
address specific critical issues.

Corporate Philanthropy and Corporate Giving

The decision-making process is largely within the corporation, or is han-
dled by the corporation’s foundation. Structures and finance schemes dif-
fer among companies and countries.

Several countries have tried to quantify corporate philanthropy and
charitable giving, but have had little success in developing reliable esti-
mates. Results of studies and the data available have not included mar-
keting, advertising, service, equipment, employment, purchasing, and
volunteer resources that benefit communities. If one utilizes the most
accurate information, thus far, US corporate philanthropy is estimated at
$7 billion per year. Internationally focused studies have shown that com-
panies give most to education, and then to human and social services,
arts and culture, the environment, and sponsorships.

Managing for Effective Corporate Citizenship

* Commitment by top-level executives is essential to the success of
any corporate citizenship program.

» Corporate citizenship programs must be linked to business prac-
tices, and there must be clear management strategy to back up the
commitment.

+ Middle management must understand and be involved in corporate
citizenship programs.

+ To be effective, a corporate citizenship program must have the same
status as other business programs such as market development or
human resources development.

* The size of the company is not of high importance. Both large and
small companies can develop good global citizenship programs.
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_.The Global Comp_:tltwe Framework: 5] Natmnal and

' Curporate Cultures, and Common Cltlzensh1p Needs & :

"« The role of corporations in society is directly related to the role that
governments play. In the US, taxes are lower and government is
smaller than in western Europe or Japan. Because of its relatively
small size, the US government has spent less money on social and
economic development programs than other governments. This
leaves more room for corporations to use profits for these types of
programs.

* In Europe in recent years, corporations have been more involved in
social programs than in the past. However, they have not given
more money. Instead, they have moebilized non-cash resources.
There is no one European tradition of corporate citizenship.

+ Corporate citizenship programs must be adapted to the regulatory,
cultural, and ideological structures of markets where multinationals
intend to produce and/or market products.

* Although there is no one way, or most appropriate way, to be a good
corporate citizen, all companies need to determine how they will
interact with their stakeholders in each of the markets in which they
operate.

Working with Stakeholders Worldwide

Employees and Shareholders

» Employees, not cash, are a company’s largest and most valuable
asset in the development of a corporate citizenship program.

s Not all shareholders are interested in the bottom line alone. Many
recognize that there are economic consequences to irresponsible
corporate actions.

s Partnering with a relevant association is one way to impact the
training and recruitment of highly qualified employees. For exam-
ple, Chevron wanted to employ more minority engineers. It there-
fore developed a long-term partnership with the African American
Engineers Association. Chevron contributed cash as well as volun-
teers to serve as mentors. Over time, this encouraged African
Americans to study engineering, and Chevron has been able to
recruit employees from this pool of talent.

» Matched giving and volunteering programs enable employees to
support local charities and community events.

Customers, Suppliers, and Communities
* Product price, service, and quality do not alone guarantee customer
purchasing habits. Some consumers are also concerned with how
the producer operates and how the product is made.
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Contmue to be used as such. Customers often demand to know how -
a company operates, what it supports, and what custormers will be
supporting if they buy a product.

* Many customers are concerned with waste and the environment.
Companies that are involved in environmental programs have mar-
keted this to their advantage.

* Consumer education is a program that can benefit customers, com-
munities, and companies in the long term.

* Choosing a supplier can often be a political decision. When a com-
pany makes a sourcing decision, it significantly impacts the job and
economic prospects for the community that is chosen to supply.

* Communities look to businesses to provide jobs, taxes, and training,

as well as to be good neighbors.

This report also contains a large chapter entitled, “Corporate
Citizenship in Emerging Markets.”

Obtaining the Document

The Hitachi Foundation

1509, 22nd Street, NW

Washington, DC, USA 20037

Tel: (202) 457-0588; Fax: (202) 296-1098
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- Document 8: Shell
| Rbyrﬂ Dutch/Shell Grotip of Cbnipénies. 1998.

Profits and Principles — Does There Have to be a Choice?

London: Shell Group.

Purpose and Focus

This report is Shell’s reaction to the growing public opinion that multi-
nationals are responsible for their actions and impacts on society and the
environment. Specifically, the public reactions to the executions of Ken
Saro-Wiwa and eight Ogonis by Nigerian authorities in 1995, and Shell’s
plans to dispose of the Brent Spar offshore storage buoy in deep water in
the Atlantic, caused the company to take a hard look at itself. Shell took
an opinion poll and found that 50 percent of the people polled had a pos-
itive opinion of Shell, 40 percent had a neutral opinion, and 10 percent
had a negative opinion. Shell thought that this 10 percent was a signifi-
cant percentage, and decided that it must focus more on its care for the
environment and human rights.

The tone of the report is one of atonement and honesty. The reader
feels that Shell acknowledges that it lacks credibility with respect to its
concern for stakeholders because of past actions but is trying very hard
to gain this respect. Shell also acknowledges that this report is the first for
the company, that it is incomplete and imperfect, but that it will improve
in coming years. At the end of the report, the reader feels that Shell has
indeed made significant internal changes toward a more stakeholder-
focused way of doing business. Shell explains why it has made these
changes (the public outery mentioned above), and how it is making them.
Shell also admits that wanting to do the right thing is not the same as
actually doing it, and promises to act, not just talk. Shell states that com-
pany policies are only of value when there are rigorous procedures to
make them work in practice.

Shell rarely uses the term “stakeholder” but its approach clearly is
one that emphasizes the value and importance of taking into considera-
tion the needs of stakeholder groups.

Summary

Social Responsibility Committee

The Social Responsibility Committee consists of six members of the
boards of the parent companies of the Shell Group. The role of the com-
mittee is to review the policies and conduct of Shell companies with
respect to Business Principles, Group Health, and Safety and Environment
Policy and Comunitment, as well as major issues of public concern.
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e Pubhshmg of an introductory guide for managers on human rlghts

pllshments in the ‘Area of Stakeholder Management

2. Development of a guide on how to make oil and gas production

more sustainable. Topies include:

¢ Tools and techniques to contribute to sustainable development
and their relationship to existing management systems.

* Checklists for projects, health and social impact assessments, life
cycle assessments, full-cost accounting,.

¢ Case studies on how to get started.

¢ Policy making, target setting, consulting with stakeholders, min-
imizing impact on health, social structures and the environment,
and building social capital.

. Statement of General Business Principles Letter: Every year, all

senior managers are required to sign letters covering performance

in key areas of the Statement of General Business Principles, in par-

ticular, business integrity and health, safety, and environment

{HSE). These letters are taken seriously, and each senior manager is

personally held accountable for their content. In addition, many

senior managers require their employees to sign similar letters on a

“cascade” basis: a letter of representation, a letter of health, safety,

and environment, and a letter of business principles.

List of Principles
In this section Shell addresses each of the following nine principles:

1. Objectives: Shell’s objective is to engage efficiently, responsibly, and

profitably in oil, gas, chemical, and other selected businesses and to
participate in the search for and development of other sources of
energy.

. Responsibilities: Shell has responsibilities to shareholders (to provide
good returns), customers (research to see what customers think of
products), employees (equal opportunity, human rights, training),
those with whom it does business (constructive long-term relation-
ships), and society (taxes, employment, research and technical ser-
vices, social investment and charitable giving, environmental laws).
. Economic Principles: Although profitability is the key to economic
success, investments must be made with an economic, social, and
environmental concern.

. Business Integrity: Shell must act with honesty, integrity, and fairness
in all aspects of its business, and expects the same from those with
whom it does business. Employees are assured that they will not be
penalized if they lose business because they choose not to compro-
mise Shell’s principles.
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. Political Activities: Shell will not engage in payments to political par-
' ties, organizations, or their representatives, and will play no part in

party politics. When dealing with governments and communities,
Shell has an obligation to make its stand and opinion known on any
matter that affects its stakeholders.

. Health, Safety, and the Environment: Shell will utilize a systematic

approach to health, safety, and environmental management. Shell
sets targets for improvement, measurement, appraisals, and report
performance.

. Community: Shell will engage in societal matters that may not be

directly related to the business. Involvement through community,
educational, or donations programs will vary depending on the size
of the company involved.

. Competition. Shell companies support free enterprise. They seek to

compete fairly and ethically and within the framework of applica-
ble competition laws. Shell will not prevent others from competing
freely with it. y

. Communications: Comprehensive corporate information programs

provide full, relevant information about activities to legitimately
interested parties, subject to the overriding considerations of busi-
ness confidentiality and cost.

“Tell Shell”

There is a section in the report called “Tell Shell.” Readers are encouraged
to write their thoughts and ideas on the enclosed postcards and send
them to Shell. Shell will publish the contents of the postcard on its web-
site, if the writer consents.

Obtaining the Document

Shell International

Group External Affairs

Shell Centre .

London, United Kingdom SE1 7NA

Tel: +44 (0) 171-934-5293; Fax: +44 (0) 171-934-5555

waww.shell.com (Full report at: http://download.shell.com/download/2872/)

52

Lee E. Preston and Danielle Mihalko




"Documents Not

Document 9: Motorola

Moorthy, R.S,, et al. 1998.

Uncompromising Integrity: Motorola’s Global Challenge.
Schaumburg, IL: Motorela University Press.

ISBN: 1-56946-026-4

Purpose and Focus

This book focuses on the ethical issues that Motorola is, and will be, fac-
ing as its operations become increasingly global. Motorola believes that
in order to be effective, its employees must be culturally sensitive and
able to relate to people of diverse backgrounds. Motorola believes that
this especially means that employees must deal with others in an ethical
manner. Employees must understand not only the laws but the ethical
values of the culture in which they are working.

One of the purposes of this book is to share the tacit knowledge that
Motorola has acquired through the years regarding the reconciliation of
the company’s core ethical values with those of host cultures. The book
attempts to address this question with a series of case studies that do not
have correct answers, but instead encourage creative thinking about pos-
sible solutions and answers.

This book has been designed to be used by any individual interested
in its contents, as well as an instructor or facilitator of a seminar on ethics.

Summary

The first three chapters of this book focus on the core ethical values of
Motorola, approaches from anthropologists and other cultural scientists,
and approaches from the field of ethics. The approaches are intended to
provide Motorola employees with practical guidelines for dealing with
ethical dilemmas.

The fourth chapter of this book is broken into twenty-four case stud-
ies. The cases are products of interviews with Motorola employees all
over the world about situations that they or their colleagues in the com-
pany, or in a similar company, have encountered. The cases are therefore
based on real situations, although the facts have been changed, and loca-
tions fictionalized, to ensure the anonymity of those interviewed. Each
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case is followed by a series of questlons, as well as by Commentary by two

~ " ethics experts. The followmg is a list of the case studies.

Uncompromising Integrity and Egregian Justice
The Phantom Air Ticket

“Nurturing” a Deat

Profits and People

Friendship or Mutual Bribery?

Constant Respect for—Human Rights?

When is Information “Proprietary”?
“Hardship” and the Eye of the Beholder
Personal Luxury or Family Loyalty?
Performance Bonuses: How to Allocate?

. The Golf Clubs That Would Net Disappear

. Are Training Budgets Geographically Equitable?
Rupert’s “Royal” Gift

Facing Face

. Just When is a “Tip” ONLY “To Ensure Promptness”?
Paying “Respect for People” in a Red Envelope
Is Motorola Its Agent’s Ethical Keeper?
Operation Reap

The “Rights of the Monarch”

Gender Equity and the Eye of the Beholder

. Purple Toenails

What Price Safety?

. Phony Phones

A Tale of Two Cities
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The book ends with a chapter on seven key conclusions to help the
reader use and integrate the ideas of this book.
The book contains three appendices:

1. The Motorola Code of Conduct.

2. Excerpts from Motorola Japan’s policy on giving and receiving
gifts.

3. A guide to the twenty-four cases to help instructors determine
which cases to assign for a class or learning group.

Obtaining the Document

Motorola University Press

1295 E. Algonquin Road

Schaumburg, IL, USA 60196

Tel: (847) 576-3142; Fax: (847) 576-7507
www.mot.com
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Document 10: Business Leaders Forum
Nelson, Jane. 1996. ' '
Business as Partners in Development.

London: The Prince of Wales Business Leaders Forum.
ISBN: 1-899159-94-0

Purpose and Focus

The Prince of Wales Business Leaders Forum is conducting a global learn-
ing and networking initiative with the World Bank, the United Nations
Development Programme (UNDP), and others, as part of the Partners in
Development program. The program began in 1995 to identify, analyze,
and promote good practices by businesses as partners in development.
The goal is to encourage replication and wider implementation. The pro-
gram looks at partnerships among businesses, government, and civil
organizations. It focuses on the role that businesses can play in wealth
creation, increasing economic opportunity, investing in human resources,
and promoting environmental sustainability. The objective of this book is
to present initial ideas and examples that will form the basis of this pro-
gram.

Summary

The Case for Public-Private Parinership

Development Challenge

The development challenge of today is of great significance. There is a
growing recognition that economic growth, human development, social
cohesion, and environmental sustainability are all closely linked. There is
also an awareness that these challenges cannot be met by governments
alone and that business must be a part of the solution.

Corporate Challenge

Corporations are finding that globalization is increasing the competitive-
ness of their markets. They must produce more efficiently and innovate
better. At the same time, comparnies are finding that they are under more
pressure than ever to be accountable to all of their stakeholders.

Benefits of Partnership

Multi-stakeholder partnerships give governments and businesses a tool
to meet their mutual needs. “Successful partnerships can enhance and
leverage corporate resources, reputation, relationships, and responsive-
ness.” They can also be catalysts for change and can bring about “effi-
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ent, effective, and: equitable solutions to the challenges of develop-
The Contribution of the Business Sector

The business sector has the resources and capabilities to significantly con-
tribute to development. Businesses can maximize the positive economic,
social, and environmental spillover effects of their activities, and mini-

mize the negative ones. Companies can become involved in public poli-
cy, make social investments, and engage in philanthropic activities.

Multi-Stakeholder Parinerships

Partnerships between International NGOs and Business
Seme examples are:

» Conservation International and Intel

* CARE Iriternational and Starbucks Coffee

Partnerships between International Agencies and Business

Some examples are.
» The World Bank’s Information for Development Program
s The UNDP’s “Money Matters” Initiative

National Business Partnerships for Development
Some exarnples are;
¢ The National Business Initiative for Growth, Development, and
Democracy in South Africa
s Philippine Business for Social Progress
* Business for Social Responsibility

Obtaining the Document

The Prince of Wales Business Leaders Forum
15-16 Cornwall Terrace, Regent’s Park

London, United Kingdom NW1 40P

Tel: +44 (0) 171-467-3600; Fax: +44 (0) 171-467-3610
wivw.oneworld.org/fpwblf/
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Hibler, Michelle, and Beamish, Rowena, eds. 1998,
“Canadian Corporations and Social Responsibility:
* Canadian Development Report, 1998

.Ottawa: North-South Institute.

ISBN: 1-896770-17-7; ISSN:1206-2308

Purpose and Focus

This is very much a macro-focused report. This document focuses on the
policies of the Canadian government and how the government can better
encourage and promote social and environmental responsibility. It has a
strong international emphasis as well. The report is concerned with the
responsibilities of Canadian firms operating in other countries. It is in
other countries where firms must be more focused on social responsibili-
ty, since laws are often lenient or non-existent. In addition, the way
Canadian firms behave overseas reflects significantly on the Canadian
people as a whole.

This is not a manual or set of checklists, nor is it necessarily intended
to be a resource for corporations to become more socially responsible.
This report is intended to generate comments and interest in the subject
of social responsibility in Canada. It is more academic than the other
reports reviewed. It is also intended to inform. It is critical of the current
policies of the Canadian government. This report is very thorough and in
a macro sense covers all of the stakeholder areas. It clearly explains what
a stakeholder is, why focusing on stakeholders is important, and how a
focus on social responsibility can benefit corporations.

Summary

Why a Stakeholder Focus is Important

Self-interested behavior in the market system may not be in the best inter-
est for society as a whole or for the natural environment. There are three
reasons why corporations should move past a focus on the bottom line
only:

1. The business world is embedded with social and natural systems.
Corporate activity affects much more than just the bottom line.
Business affects and shapes society in positive and negative ways.

2. The marketplace by itself cannot resolve environmental and social
issues. Corporate actors engaged in trade and commerce are often
unwilling or unable to influence social and environmental concerns
in foreign countries.
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© is'an important link between ethics and the perceived vilue of the
firm. Studies show that unethical corporate behavior affects stock
performance negatively.

How Can Companies Incorporate Social Responsibility Into Daily
Operations and International Management Practices?
1. By integrating ethics into business practices.
2. By adopting a stakeholder approach. The firm’s long-term interests
must take into account the welfare of all its stakeholders.
3. By adopting an international code of conduct that addresses social
and environmental inequities.
4. By broadening accountability for actions and unintended conse-
quences.

Canadian firms doing business abroad are ambassadors for Canadian
values whether or not they want to be. IHow they deal with their stake-
holders, including the host government, and how they demonstrate their
respect for the natural environment, sends a message to the host country
about what Canadians think is important.

This report looks at the practices of the following five industries, and
what each of them can do to be more socially responsible:

Financial services

Manufacturing

Mining, exploration, development, and production
Infrastructure and engineering

Management consulting

Al ol

Canadian Operations Overseas

The Canadian Government Can Contribute lo the Success of Canadian
Corporations Querseas

The promotion of Canadian prosperity is the principal objective of most
Canadian policies and programs. In foreign policy, trade missions have
been at the top of the government agenda. During the past five years the
governument has taken a number of steps to foster Canadian business suc-
cess abroad. However, trade with the fastest growing markets has been
declining, and dependence on the US is increasing.

Ethical Behavior

Encouraging corporations to engage in ethical behavior is not only an
issue for the private sector: it requires the active participation of both
governments and individuals.
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5 has a global presenc:e.that is recognlzed by all stake- i

“holdeéts as éconorhically rewarding to all parties; acknowledged as being

ethically, soc1ally, and environmentally responsible, welcomed by the
communities in which we operate, and that facilitates economic, human
resource, and community development within a stable operating envi-
ronment.”

The Growing Role of Private Foreign Investment in Development

The increase in private investment flows to developing countries from
Canada has been dramatic. Corporations have actively entered new and
expanding markets. At the same time, government funding for develop-
ing countries has declined. Private foreign investment will not be a per-
fect substitute for foreign aid, but will, instead, complement public fund-
ing.

Long-Term Wealth

Socially responsible firms can enhance long-term wealth by increasing
employee commitment, building customer loyalty, generating coopera-
tion among suppliers and subcontractors, differentiating themselves
from the competition, and by lowering recruitment and labor costs.

Commonalties Among Firms Consistently Demonstrating Social
Responsibility
* Strong, progressive senior management.
* Responsible corporate practices, leading to competitive advantage
in the marketplace.
* Act as catalysts for social change by filling unmet social needs.

Obtaining the Document

Renouf Publishing Co. Ltd.

536% Canotek Road

Ottawa, ON, Canada K1J 9]3

Tel: (613) 745-2665; Fax: (613) 745-7660
www.renoufbooks.com
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