Responsible Management
and the Responsible
Business Enterprise

7;11'5 chapter explores how an enterprise becomes a
responsible business. It explores how a business ethics
program helps the responsible business enterprise
(RBE) improve its business performance; help build
social capital in its economy; and work with leaders in
business, government, and civil society to develop a
market framework and the supporting legal infrastruc-
ture. It examines specific sets of global standards and
best practices of business ethics programs, and it con-
cludes with eight questions that responsible owners
and managers must ask themselves for their enterprise.

Improving Business Performance |11 AN

There is much support for the notion that the disci-
pline of responsible business conduct outlined here
contributes to improving business performance and
expanding opportunities for growth.' Principal ben-
efits coming to an enterprise that implements a
business ethics program are

¢ Enhanced reputation and goodwill

* Reduced risks

* Reduced costs

* Protection from unethical employees and agents

* Enhanced performance, productivity, and com-
petitive position

* Expanded access to capital, credit, and foreign
investment

* Increased profits and sustained long-term growth

* Increased international respect

Leaders in
Business,
Government, and
Civil Society

* Building on the
Foundation of
Responsible
Business
Conduct

* Adopting Global
Standards and
Best Practices

21
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Importance of Reputation
0000000000000000000000000000000000
Reputation is now more important than ever as a result of an increasing
number of laws that regulate our business, higher expectations from our
customers and the general public about the way we do business, and a
business environment characterized by global expansion, technological
advances, and increased competition. But it has always been, and contin-
ues to be, our policy to conduct business in compliance with all applica-
ble laws and regulations and in accordance with the highest ethical stan-
dards.We expect—as we always have—that UPSers, and the people act-

ing on our behalf, will adhere to these principles.
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United Parcel Service Inc.

Code of Business Conduct

ENHANCED REPUTATION AND GOODWILL

An enterprise’s reputation for integrity is important for securing the loyalty
of customers, for recruiting and retaining the most professional and honest
employees, for becoming the business partner of choice, for winning local
community acceptance, and for increasing access to capital and credit.

A business ethics program contributes to the enterprise’s reputation for
integrity. By giving adequate guidance to employees and agents, it ensures
that they know what is responsible business conduct. By helping form rea-
sonable expectations among its stakeholders, it minimizes disputes with
customers and other stakeholders and increases stakeholder satisfaction.’

REeDUCED RIsKs

Every business, even if it strives to comply strictly with the law, is subject to
risks such as these:

* Being exposed to criminal prosecution for bribing a government con-
tracting officer

* Being debarred from government contracting or a strategic partnership
for an inappropriate gift or gratuity

* Having to recall products for failure to follow quality standards and
procedures
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Stakeholder Satisfaction and the Bottom
Line

Everyone in business knows it is far easier to retain a loyal customer
than to win one. This principle can be extended. According to Frederick
Reichheld, U.S. companies lose, on average, 50 percent of their customers
every five years, 50 percent of their employees every four years, and 50
percent of their investors every year. But the most successful companies

have significantly lower turnovers.
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Anita Roddick, Chief Executive Officer
The Body Shop
“A Third Way for Business, Too”

* Having to clean up spills of toxic waste
* Dealing with employee claims of sexual harassment
* Dealing with lost employee time for health and safety problems

* Being placed on a blacklist of international, national, or local organizations

An RBE develops processes with which it identifies, assesses, and man-
ages the full range of factors that might pose a risk to social and financial per-
formance. The processes include assessing risks, establishing adequate stan-
dards and procedures, training, and monitoring and auditing systems. These
processes help owners and managers plan, organize, and control the day-to-
day operations of an enterprise to minimize risks to its capital, earnings, and
reputation. They include management of risks associated with accidental
losses, as well as operational risks such as those arising from financial mis-
management, fraud and embezzlement, corruption, and loss of reputation.

REDUCED CosTSs

By providing employees clear guidelines on how to conduct day-to-day
business in compliance with laws and ethics through a business ethics pro-
gram, the RBE can reduce transaction costs. A business ethics program
institutes procedures to detect and to prevent violations of the law and
ethics. It provides employees with clear guidelines on a host of day-to-day
transactions: how to conduct bids and tenders; how to conclude contracts;
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how to use confidential information; how to avoid conflicts of interest; and
how to work with customers, suppliers, service providers, and competitors.

The cost of bribery, kickbacks, and other forms of illegal or corrupt con-
duct is not only the amount paid. The full cost includes management effort
to allocate time to work with officials, to maintain a second set of books, and
to deal with the threat of extortion and blackmail. The real cost is the risk to
reputation and pride in the enterprise and the reduced prospects for partic-
ipating in a market economy.

PROTECTION FROM UNETHICAL EMPLOYEES AND AGENTS

It is not pleasant to contemplate, but the enterprise itself is often abused by its
employees and agents. Embezzlement of enterprise funds is a major example.
Cheating on time cards or carrying off supplies and tools, while relatively
minor, add up to significant losses sustained every year by businesses—both
large and small. It has been estimated that enterprises in the United States lose
some 6 percent of their revenues annually to employee misconduct.’

Fraud
0000000000000000000000000000000000
According to the Association of Certified Fraud Examiners’ (ACFE)
“2002 Report to the Nation on Occupational Fraud and Abuse,” the
per-employee losses from fraud in the smallest businesses are 100 times
the amount of their largest counterparts.

Joseph T.Wells
“Protect Small Business”

3
Z
S
=
:
&

A business ethics program is designed to establish standards and proce-
dures to prevent and detect violations of the trust put in employees. Among
these standards and procedures are processes to protect enterprise assets.
These specific processes may include establishing standards and procedures,
monitoring and auditing systems, and reporting mechanisms.

However, at the heart of a business ethics program is the desire of own-
ers and managers to foster the commitment of their employees to the welfare
of the enterprise as a whole. Fostering this sense of loyalty and commitment
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among employees and agents may be the most effective way in which a busi-
ness ethics program protects the enterprise from disloyal employees.

ENHANCED PERFORMANCE, PRODUCTIVITY, AND
COMPETITIVE POSITION

An RBE increases effectiveness and efficiency by enabling all stakeholders to
work together closely on the basis of respect, shared values, and mutual trust.
Such efforts lead to what one author calls “invisible savings” by reducing
employee conduct that is harmful to the enterprise but difficult to detect.*
After a business ethics program becomes a part of operations, many of the
costs of monitoring and supervision can be reduced.

Product quality may improve and transaction costs, such as contracting,
may decline. For example, many large, complex enterprises (LCEs), most of
which have business ethics programs, are developing preferred supplier lists
to reduce the number of suppliers that they deal with. To ensure that there
is no interruption in supplies and services, these LCEs require that their sup-
ply chains adopt the same good management practices that they follow,
including a business ethics program.’ See, for example, Box 2.1, which gives
in part Gap Inc.s code of vendor conduct. See Appendix E for a sample sup-
ply chain management questionnaire.

Since, in the minds of most employees, ethics are essentially a matter of
fairness,” a business ethics program often increases employee morale. Better

[

B O X 2.

SAMPLE VENDOR CODE

This Code of Vendor Conduct applies to all factories that produce
goods for Gap Inc. or any of its subsidiaries, divisions, affiliates
or agents (“Gap Inc”).

While Gap Inc. recognizes that there are different legal and cul-
tural environments in which factories operate throughout the
world, this Code sets forth the basic requirements that all facto-
ries must meet in order to do business with Gap Inc. The Code
also provides the foundation for Gap Inc’s ongoing evaluation of
a factory’s employment practices and environmental compliance.

\_

II. Environment

Factories must comply with all applicable environmental laws and
regulations. Where such requirements are less stringent than Gap
Inc’s own, factories are encouraged to meet the standards out-
lined in Gap Inc’s statement of environmental principles.

A. The factory has an environmental management system
or plan.

B. The factory has procedures for notifying local community
authorities in case of accidental discharge or release or any

other environmental emergency.
Gap Inc.
“The Gap Code of Vendor Condu(y
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morale leads to increased productivity and innovation. It strengthens the
enterprise’s competitive position in its industry.

EXPANDED AccEss To CAPITAL, CREDIT, AND FOREIGN INVESTMENT

A business ethics program, including aggressive risk management processes,
may increase an RBE’ attractiveness to investors. Before making loans,
international lending institutions and domestic banks perform due diligence
on whether an enterprise is managed well. They look to see whether an
enterprise has strong financial supervision and internal controls. A business
ethics program is designed to prevent and detect illegal and unethical prac-
tices. Financial institutions may view management as a worthy credit risk and
allow access to capital at lower rates.

When entering new markets, foreign investors seek reliable partners who
demonstrate integrity and operate on a transparent basis. A business ethics
program reflecting global norms and values provides a common language
between an enterprise and foreign investors. It creates opportunity to build
partnerships that are based on respect, shared values, and mutual trust.

INCREASED PROFITS AND SUSTAINED LONG=-TERM GROWTH

The discipline of responsible business conduct does not deliver instant
results. However, a business ethics program—including infrastructure and
processes for continuous monitoring of compliance with law and ethics—
should help an enterprise be more reliable and stable over time.

Once an RBE has demonstrated its ability to detect and to prevent vio-
lations of the law and ethics, it tends to earn stakeholder confidence. This
confidence leads to an increase in the value of shares; to wider access to cap-
ital and credit; to new clients, customers, and partners; and to further oppor-
tunities for expansion.

INCREASED INTERNATIONAL RESPECT

Adhering to the discipline of responsible business conduct can help enter-
prises gain access to international markets. It encourages compliance with
laws and regulations that require a high level of transparency. When the gen-
erally accepted business practices of a community are based on sound stan-
dards and reasonable expectations, fair competition is the norm and the RBE
can operate on a level playing field. Fair competition may encourage trading
partners to reduce trade barriers such as tariffs and quotas.

Recent research suggests that a business ethics program is particularly
valuable in times of merger, acquisition, and restructuring.” It is thought that
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the essential elements of a business ethics program may help members of
often distinct organizational cultures manage their differences until they find
common ground. These elements include core beliefs, standards, and proce-
dures; high-level personnel responsible for the program; and dedicated
resources to help employees seek advice. Enterprises undergoing privatiza-
tion should also consider the advantages of a business ethics program as a
means to reduce the risks associated with this transition process.

Generating Social Capital "l""""""

To define an RBE’s social responsibility, we can think in terms of levels of
social responsibility and try to appreciate the role of business in generating
social capital. Thinking in terms of levels—social responsibility and ultra-
social responsibility—reminds us that if a business were to do no more than
accomplish its essential business purpose of meeting the important needs of
its customers, it would still be making a significant contribution to the com-
mon good.*

Appreciating the role of business in generating social capital confirms
the stake that an RBE has in its communities and reaffirms the essential
social value of responsible business.

SociAL RESPONSIBILITY

The essential function of any business is to identify and meet the most
important needs of its customers. In a free market, it is only by serving cus-
tomers well that the enterprise will survive and prosper over time. An RBE
is an essential part of a market economy, serving the needs of customers
while making a profit for its owners and investors. It does so by cooperating
well with its primary stakeholders—employees, suppliers, service providers,
and investors—as well as many others.

By entering the marketplace, an RBE does not cease to be a member of
its community. Being in business is not a license to ignore community
norms, values, and standards. An RBE uses good judgment in evaluating the
social impact of its goods and services on customers and the community as a
whole. For example, although it may be legal to sell a product such as tobac-
co or alcohol, an RBE will not sell to minors, who may abuse the product.
This practice is known as “socially responsible business.”

The socially responsible business works hard and competes fairly. It rec-
ognizes that to destroy the fabric of a marketplace to make a profit is short-
sighted. It does not abuse the public trust or degrade the environment, which
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You Decide

HIV/AIDS isa g
health problem
the globe.What
the RBE do in t
against the spre
HIV/AIDS, if an

If you believe th
role for business
this role represe
business, sociall
ble business, or
social responsibi

Customer Response to Social Performance

The Millenium Poll, a 23-country survey...found that about 23 percent of
respondents said that they had either rewarded or punished a company

in the previous year based on their perceptions of its social performance.
Consumers were more active in North America (5| percent) and
Northern Europe (39 percent) than in Eastern Europe (15 percent) and
Asia (4 percent).
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Lynn Sharp Paine
Value Shift

we all rely on. These principles are captured in the following definition of
corporate social responsibility:

A new business strategy in which companies conduct business
responsibly by contributing to the economic health and sus-
tainable development of the communities in which they oper-
ate, offer employees healthy, safe, and rewarding work condi-
tions, offer quality, safe products, and service . . . are account-
able to stakeholders. .. and provide a fair return to sharehold-
ers whilst fulfilling the above principles.’

As a participant in markets and a member of its community, the socially
responsible business expresses its needs and concerns to government when
appropriate. It avoids using its economic power to gain competitive advan-
tage through political means.

ULTRA=SocCIAL RESPONSIBILITY

Although the essential purpose of an RBE is to improve its business per-
formance, to return a profit to its owners and investors, and to increase the
prosperity of its community by meeting the reasonable expectations of its
stakeholders, the RBE is nevertheless concerned about the quality of life in
its communities, as the Komatsu code provisions in Box 2.2 illustrate.” Its
employees and agents also care about the communities in which they and
their families live.

Businesses often support literacy programs, local schools and colleges,
and local infrastructure, such as water facilities, roads, or parks. They may
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CONCERN FOR THE COMMUNITY

(1) Contribution to the Community

Through its operations as a good corporate citizen, Komatsu
responds to the commitment of its stakeholders. Also as a
corporate citizen it is expected to contribute to the community.
Harmonizing with society is becoming increasingly important.

In an effort to harmonize further with the community, Komatsu
Ltd., on its 70th anniversary in 1991, declared its intention to

use one percent (I%) of its pre-tax earnings for social contribu-
tion. Komatsu will continue to actively work for the community.

Komatsu’s purpose and five (5) basic principles concerning social
contribution are as follows.

A. Purpose: “Komatsu and its employees, as local community
members, will contribute to society”

B. Basic Principles

I. Consistency

1. Public interest

3. Voluntary

4. Acceptable by employees

5. Not aimed at advertisement.

(2) Employees’ Volunteer Activities

Komatsu will respect employees’ self-motivated participation in
voluntary charitable activities, and will never require employees
to join such activities. Komatsu will prepare various systems to
support their participation.

Komatsu Ltd. (Japan)

\_

“Komatsu Code of Worldwide Business Conduct”j

benefit from these as members of their communities. Supporting literacy
programs and education, for example, may lead to better employee appli-
cants. Moreover, in some communities, a socially responsible business is
expected or required to contribute a certain percentage of its income to insti-
tutions caring for the poor and needy."

In other communities, enterprises support such programs because such
involvement makes stakeholders feel better about themselves and the enter-
prise. For example, one enterprise recently developed a program supporting
research on dolphins in the Persian Gulf. Through that contribution to the
community, the enterprise not only enhanced its reputation, but also gave
great pride to its employees.

Some people confuse this sense of social responsibility with what it
means to be a socially responsible business. Nothing could be further from
the truth. The important point to remember is that a business is socially
responsible simply by virtue of effectively, efficiently, and responsibly meet-
ing the reasonable expectations of its stakeholders.

TRuUST AND SociaL CAPITAL

Responsible business, as an essential part of a free market, is an investment in
growth for a country as well as for an enterprise. Trust cannot be imposed; it
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must be earned. The RBE makes a singular contribution to the community
by positioning itself so that it is able to pursue its purpose as an enterprise
over the long run, meeting the most important needs of its customers.

Social capital is “performance-based trust.”? It is “the ability of people
to work together for common purposes in groups and organizations.”” Each
participant in a market or society is responsible for contributing to the pat-
tern of reasonable expectations. In such a community, trust will be reward-
ed. The RBE strives to be a trustworthy member of its community in order
to contribute to its social capital.

Social capital is the foundation of a successful market economy. The
benefits of operating in a high-trust environment are many. As one scholar
observes, “A high-trust society can organize its workplace on a more flexible
and group-oriented basis, with more responsibility delegated to lower levels
of the organization. Low-trust societies, by contrast, must fence in and iso-
late their workers with a series of bureaucratic rules.”

Another scholar lists eight studies that demonstrate the link between val-
ues in general, trust in particular, and profitability. The link is based on an
increase in creativity, support of management decisions, knowledge sharing,
and pride, among other factors (see Figure 2.1)."

FIGURE 2.1
Business Links between Values, Trust
Ethics and Profitability

Economic Shared
Growth Values

Social
Capital

A climate of trust can be abused, however. Customers who are not atten-
tive may purchase goods or services of poor quality. Employees may steal
from their employers. Government agents may take advantage of an enter-
prise that goes to them for aid. Indeed, it is precisely because people put trust
in others that many irresponsible business practices are possible.'
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The discipline of responsible business conduct described in this manual
leads owners and managers to build their enterprises with structures and sys-
tems that will compensate for a lack (or abuse) of trust. Over time, such con-
duct will lead to an organizational culture that is based on shared values and
practices; more trust among stakeholders; and more effective, efficient, and
profitable performance.

Working with Leaders in Business, Government, and Civil mmmmmml

Social capital also accrues through the efforts of civil society: organizations,
such as trade groups, business associations, service clubs, charities, university
faculty, and other nongovernmental organizations (NGOs) that aim to hold
business and government officials accountable. Business enterprises, in general,
have the potential to be powerful and influential members of their communities.

The RBE helps create the conditions for good public governance by
promoting responsible business conduct—through self-regulation or
through public dialogue with government officials. These forms of voluntary
action help build social capital—the trust and shared values among individ-
uals, government officials, civil society, the local community, and business
that make it possible to work together on a cooperative basis.

Building on the Foundation of Responsible Business Cond“H""““““"l

Though a business enterprise is often portrayed as an isolated entity doing
whatever it can to make a profit, the enterprise, whether large or small, is an
integral part of its market, its community, and its society."” As such, the social
responsibilities of a business are to improve its performance, to make prof-
its, and to increase the prosperity of its community by meeting the reason-
able expectations of its stakeholders.

REsPONSIBLE BUSINESs CoNDuUcCT Is Goobp MANAGEMENT

Responsible business conduct addresses the issues of ethics, compliance
with laws and regulations, and social responsibility. Businesses face these
issues every day in a market economy. This manual sees responsible busi-
ness conduct as a discipline, as something responsible owners and managers
can build on, and as an integral part of good management practice.
Approaching responsible business conduct as a discipline broadens the
thought processes of owners and managers by addressing the issues raised
by business and professional ethics, organizational ethics, corporate social
responsibility, and corporate governance.
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A business ethics program provides a toolkit of leadership and manage-
ment practices to aid any enterprise—large or small—in the responsible pur-
suit of its envisioned future. It helps owners and managers ensure that their
employees and agents comply with applicable laws and regulations. It also
helps them minimize risk to the enterprise, enhance the enterprise’s reputa-
tion, and bring value to stakeholders by adapting emerging global standards
of responsible business conduct and best practices.

SPECIAL OPPORTUNITIES FOR SMALL TO MEDIUM=SIZED ENTERPRISES

Small to medium-sized enterprises (SMEs) have an additional incentive to
adopt the discipline of responsible business conduct: to create a wider com-
mercial network. Where owners and managers embrace the global language
of responsible business through a business ethics program, a network of
business enterprises and supportive NGOs based on shared values is possi-
ble. Such a network allows the individual SME to develop some of the syn-
ergies and economies of scale that only larger enterprises can afford.

EMERGING GLOBAL STANDARDS

Particularly over the past two decades, a number of prominent business asso-
ciations, NGOs, and international government institutions have developed a
body of global standards for the responsible business. These emerging glob-
al standards are of four types:

1. A stakeholder engagement standard (AA1000S)

2. Substantive standards (such as SA8000, Caux Round Table’s principles,
Interfaith Declaration’s principles, and the Basic Guidelines for Codes of
Business Conduct)

3. Management process standards (such as SA8000, the CERES Principles,
and the U.S. Federal Sentencing Guidelines for Organizations)

4. Reporting standards (such as the Global Reporting Initiative)
As Figure 2.2 depicts, these standards provide the foundation for estab-
lishing the outcomes that can be expected from a business ethics program.

The major standards-setting institutions are of three major types: business
associations, stakeholder groups, and international governmental organizations.

Business Associations

Business associations that set standards include the following:

* Caux Round Table. A global network of business leaders committed to
principled business leadership, the Caux Round Table believes that busi-

ness has a crucial role in developing and promoting equitable solutions
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FIGURE 2.2
A Global Standards as a
Foundation
OUTCOMES

Reporting
Standards

Management Process
Standards
Substantive Standards
Stakeholder Engagement Standards

to key global issues. The Caux Round Table’s Principles for Business serves
as a guide to sustainable and socially responsible prosperity as the foun-
dation for a fair, free, and transparent society."

International Chamber of Commerce. The International Chamber
of Commerce (ICC) champions the global economy as a force for eco-
nomic growth, job creation, and prosperity. ICC activities cover a broad
spectrum, from performing arbitration and dispute resolution to making
the case for open trade, the market economy system, and business self-
regulation. The ICC’s report, Extortion and Bribery in International
Business Transactions, is another resource that helps fight corruption and
commercial crime. The ICC has direct access to national governments
and intergovernmental organizations on issues that directly affect busi-
ness operations."

Coalition for Environmentally Responsible Economies. A U.S.
coalition of environmental, investor, and advocacy groups working
together for a sustainable future, the Coalition for Environmentally
Responsible Economies (CERES) is committed to continuous environ-
mental improvement. It encourages enterprises to adopt the “CERES
Principles,” a 10-point code of environmental conduct.”

Institute of Electrical and Electronics Engineers. The Institute of
Electrical and Electronics Engineers (IEEE) is a non-profit, technical
professional association of more than 377,000 individual members in
150 countries. Its “Code of Ethics” contains 10 points of agreements to
regulate the professional activities of its members.” It also has a more
detailed “Software Engineering Code of Ethics and Professional
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Practices” organized under eight principles.”? The IEEE has an ethics
committee and an ethics hotline.

Stakebolder Groups, Including Nongovernmental Organizations

Stakeholder groups such as the following also set standards:

* Interfaith Declaration. The Interfaith Declaration provides principles
and guidelines to help practitioners identify the role they and their
organizations should play in the community and to support problem
solving.” Particularly valuable are its “Principles for Global Corporate
Responsibility: Benchmarks for Measuring Business Performance.”*

* Global Reporting Initiative. The Global Reporting Initiative (GRI)
was established in late 1997 with the mission of developing globally
applicable guidelines for reporting on economic, environmental, and
social performance, initially for corporations and eventually for any
business, government entity, or NGO. Convened by CERES in part-
nership with the United Nations Environment Programme, the GRI
incorporates the active participation of corporations, NGOs, accounting
organizations, business associations, and other stakeholders from around
the world. The GRIs Sustainability Reporting Guidelines represent the
first global framework for comprehensive sustainability reporting,
encompassing the triple bottom line of financial, social, and environ-
mental issues.”

* Social Accountability International. A non-profit organization,
Social Accountability International (SAI) is dedicated to the develop-
ment, implementation, and oversight of voluntary verifiable social
accountability standards. SAI is committed to ensuring that standards
and systems for verifying compliance with such standards are highly
reputable and publicly accessible. SAI works to improve workplaces and
combat sweatshops through the expansion and further development of
the international workplace standard, SA8000, and the associated
SA8000 verification system.*

 Global Sullivan Principles. In 1977, the Rev. Leon H. Sullivan devel-
oped the “Sullivan Principles,” a code of conduct for human rights and
equal opportunity for companies operating in South Africa. To further
expand human rights and economic development to all communities,

Sullivan created the “Global Sullivan Principles of Social Responsibility”
in 1997.7

* International Corporate Governance Network. A membership
association, the International Corporate Governance Network is devot-
ed to improving corporate governance internationally and providing a
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voice between investors and management. As of 2001, its members
owned or managed US$10 trillion.”

* Institute of Directors in Southern Africa. In July 1993, the Institute
of Directors in Southern Africa established the King Committee on
Corporate Governance. The King Committee has produced two
reports on corporate governance for Southern Africa.”

* Institute of Social and Ethical AccountAbility. In 1999, the Institute
of Social and Ethical AccountAbility launched the AA1000 Framework.
AA1000S is an accountability standard designed to help enterprises
improve accountability and performance by learning through stake-
holder engagement and by integrating their stakeholder engagement
processes into daily activities. AA1000S helps users establish a system-
atic stakeholder engagement process that generates the indicators, tar-
gets, and reporting systems needed to ensure the effectiveness of the
process in overall organizational performance. AA1000S is designed to
complement the GRIs Sustainability Reporting Guidelines.*

International Governmental Organizations

International governmental groups also set standards as shown below:

* International Labor Organization. The International Labor
Organization (ILO) is the U.N. agency that seeks to promote social
justice and internationally recognized human and labor rights. The
ILO formulates international labor standards in the form of conven-
tions and recommendations setting minimum standards of basic labor
rights: the freedom to associate, the right to organize, the right to col-
lective bargaining, the abolition of forced labor, the right to equal
opportunity and treatment, and other standards regulating conditions
across the entire spectrum of work-related issues. Within the U.N. sys-
tem, the ILO has a unique tripartite structure, with workers and
employers participating as equal partners with governments in the
work of its governing organs.”!

* Organization for Economic Cooperation and Development.
Thirty countries sharing a commitment to democratic government and
the market economy form the Organization for Economic Cooperation
and Development (OECD). Having active relationships with some 70
other countries, NGOs, and civil society, the OECD has a global reach.
It plays a prominent role in fostering good governance in the public
service and in corporate activity. The OECD produces internationally
agreed-upon instruments, decisions, and recommendations to promote
rules of the game in areas where a multilateral agreement is necessary
for individual countries to make progress in a globalized economy.
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* U.N. Global Compact. U.N. Secretary-General Kofi Annan first pro-
posed the Global Compact in an address to the World Economic Forum
on January 31, 1999. Annan challenged business leaders to join an inter-
national initiative—the Global Compact—that would bring companies
together with U.N. agencies, labor, and civil society to support nine
principles in the areas of human rights, labor, and the environment.
Through the power of collective action, the Global Compact seeks to
advance responsible corporate citizenship so that business can be part of
the solution to the challenges of globalization. In this way, the private
sector—in partnership with other social actors—can help realize
Annan’s vision: a more sustainable and inclusive global economy.

* U.S. Department of Commerce. In cooperation with the Russian
Chamber of Commerce and Industry, the U.S. Department of Commerce
developed the Basic Guidelines for Codes of Business Conduct to reflect exten-
sive input from Russian and U.S. trade organizations and businesses pro-
vided in the course of roundtables and discussions conducted in Russia and
the United States. The Guidelines have served as the foundation for model
codes in the Caucasus, Central Asia, Central and Southeast Europe, and
Latin America. See Appendix B for the Guidelines.

As the result of ongoing global dialogue between these institutions, a
body of standards and expectations for responsible business has emerged.
These standards address a number of areas of concern to responsible owners
and managers:

* Business conduct, including fair competition

¢ Community relations, including political involvement
* Corporate governance

* Environmental protection

* Human rights

* Marketplace relations

* Workplace relations

* Accountability

* Reporting standards

This manual will refer to these standards often in the practice-oriented
chapters that follow.

‘Table 2.1 identifies a number of emerging global standards affecting dif-
terent stakeholders.” It is organized according to the institutions that spon-
sor the standards and the major issues they address. The table depicts only
the range of international programs and initiatives undertaken to facilitate
the widespread adoption of the discipline of responsible business conduct.
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TABLE 2.1 Emerging Global Standards and Reporting

Business Corporate Human Accountability
Sponsor Conduct Community ~ Governance  Environment  Rights Marketplace ~ Workplace  and Reporting
BUSINESS ASSOCIATIONS:
Caux Round Table v v v v v
Icc v v v v
CERES v v v 4
IEEE v v v
STAKEHOLDER GROUPS:
Interfaith Declaration v v v v
Global Reporting Initiative v v v v
SAl v v v v
Global Sullivan Principles v v v v
International Corporate Governance Network v
Institute of Directors in Southern Africa v v
Institute of Social and Ethical AccountAbility v
INTERNATIONAL GOVERNMENTAL ORGANIZATIONS:
ILO \4 v v
0ECD \4 v v v v
U.N. Global Compact v v v v v v v
U.S. Department of Commerce v v v v v v v
Adopting Global Standards and Best Bractices """""

When an enterprise designs a business ethics program, it is helpful to
organize emerging standards and best practices as answers to eight ques-
tions owners and managers of any enterprise should ask themselves as they
structure the enterprise. In Table 2.2, each question is followed by examples
of global standards and best practices that an RBE can use to help develop
appropriate answers.”

Specific best practices are outlined in the chapters to follow: standards,
procedures, and expectations (Chapter 5); business ethics infrastructure
(Chapter 6); business ethics communications and feedback (Chapter 7); busi-
ness ethics alignment practices (Chapters 8 and 9); and business ethics pro-
gram evaluation and organizational learning (Chapter 10).

All enterprises need to ask themselves each of the questions in Table 2.2.
The sample global standards and best practices are drawn from the experi-
ences of LCEs. However, these resources are readily available to all enter-
prises, including SMEs, on the Internet, and they can aid in working out the
answers for individual enterprises and serve to stimulate dialogue and inquiry.
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TABLE 2.2 Global Standards and Best Practices: Eight Questions

Questions for the Responsible Business Enterprise

Sample Emerging Global Standards and Best Practices

What norms, values, and standards should we set
to guide our members and foster reasonable
expectations among our stakeholders?

* Sound set of core beliefs
OECD Guidelines for Multinational Enterprises

OECD Guidelines for Corporate Governance
U.S. Federal Sentencing Guidelines for Organizations

What style, structure, and systems of authority and
responsibility at all levels should we exercise?

* Leadership styles S
* Board-level committees 0
* High-level person responsible for program 0

e Executive-level ethics committee

Ethics office
Individual duty to report misconduct

Australian Criminal Code corporate
culture approach

How can we most effectively communicate our * Executive modeling * Ethics games
standards and procedures and foster reasonable * Formal communications * Posters
expectations among our stakeholders? o (e o Newsletter
* Ethics training * Stakeholder engagement and dialogue
What mechanisms can we establish to know that * Independent audit committee * Organizational ombudsman
our members are following our standards and pro- o Aydit department * Policy prohibiting retaliation
G A1) (e (bl ST O Quality monitoring mechanisms * Policy allowing confidentiality and privilege

tations?

e Ethics office

How can we ensure that we have the right people
in the right places while pursuing our purpose as
an enterprise?

* Policy on recruiting and hiring .
* Policy on skills training

Policy on assigning, promoting, and terminating
staff members

How can we encourage our members to follow our
standards, procedures, and expectations?

* Recognizing ethical behavior 0

* Rewarding ethical behavior in 9
challenging situations

Punishing substandard behavior

Establishing compensation schemes, especially
bonuses and incentive pay, that promote standards

What do we owe our stakeholders when mistakes,

* Voluntarily reporting mistakes and misconduct ~*

Correcting harm caused

misconduct, or misunderstandings occur involving * Cooperating with proper authorities * Conducting required skills and knowledge training

our standards and procedures or their reasonable

expectations?

How should we monitor, track, and report our per- < Establishing program goals and objectives * Establishing reporting frameworks and schedules

formapc)e as an enterprise and continuously learn * Developing appropriate action plans * Identifying reporting targets

D * Establishing performance indicators * Implementing Global Reporting Initiative standards
* Developing performance measurements * Developing individual skills of generative learning

* Instituting data recording, collection, and analysis *

Building a culture of knowledge sharing and quality
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In actual practice, even the LCEs borrow freely from the documents and
experiences of other enterprises. See the Glossary for definitions of key terms.

SUMMARY

There are at least eight practical reasons why owners and managers should
embrace a business ethics program as part of its management practice:

¢ Enhanced reputation and goodwill

* Reduced risks

* Reduced costs

* Protection from unethical employees and agents

* Enhanced performance, productivity, and competitive position
* Expanded access to capital, credit, and foreign investment

* Increased profits and sustained long-term growth

® Increased international respect

An RBE also contributes to the social capital of its community by basing
its business conduct on a solid foundation of responsible business conduct. It
works with leaders in government, civil society, and other businesses to
develop a market framework and the supporting legal institutions.

Opver the past two decades, emerging global standards from a number of
business associations, stakeholder groups, and international institutions have
been addressing the issues of responsible business conduct: ethics, compli-
ance, and social responsibility.
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